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1. Foreword

The 50-year anniversary of Milton Friedman's famous New York Times essay, "The Social
Responsibility of Business Is to Increase Its Profits,” was "celebrated” this past year, with
many economists promptly claiming its ideology to be dead. The impact of its core mes-
sage had been significant in the United States for many decades—namely, that managers
have a moral responsibility to act always in the long-run best interest of the sharehold-
ers, not in the interests of other stakeholders. Few other printed articles (it was not an
academic paper) have had such a strong, long-term influence on business practices and
corporate ideology.

Yet Friedman's premise of ignoring externalities has come under intense pressure in
recent years, as this narrow shareholder-centred view of corporation obligations, while
increasing corporate profits, has come to be seen as having resulted in a net negative
cost to society.

With this recognition, there has been a clear shift in focus away from a shareholder
dominant approach to a stakeholder-oriented corporate governance, reflected also in the
strong shift toward environmental, social, and governance (ESG) investing. This may seem
to be a new phenomenon, but in fact, many continental European and Asian countries
have long supported the stakeholder-oriented approach, which believes that the com-
pany has a purpose to advance the interests of its stakeholders, not only shareholders
but also employees, suppliers, creditors, or other stakeholders.

Germany has had an especially long and successful tradition of incorporating employee
interests into company activity. This commitment is not simply due to the goodwill of
management, but rather has been enshrined into German law for more than a century,
through the concept of co-determination and the direct representation of employees
through Works Councils.

The country's dramatic 20t"-century history ultimately helped it to underscore the stake-
holder model. Germans formally recognized "a more moderate form" of capitalism, in
which companies would be perhaps less profitable in boom years, but downside losses
would be more limited in bust periods. As the fourth-largest economy in the world, it is
hard to argue that the German way is simply a European outlier and not compatible with
the demands of a global economy. In fact, many companies commit more than is legally
required to their employee alignment strategies, convinced that a satisfied employee is
good for the bottom line and supports a long-term sustainable view of profitability.

CFA Society Germany also celebrated an anniversary this past year: its 20t". The Society
has always benefitted from a strong volunteer spirit among its members and a great
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strength of the Society is the vast investment expertise of its growing membership base.
In addition, the Society has had the pleasure of working with its parent association, CFA
Institute, on various papers and once again is gratified to have had the opportunity to join
forces on this topic of shared interest.

This paper thus reflects the commitment and talent of a group of our members, in particu-
lar, the lead author of this paper, Martina Bahl and the committed support of CFA Institute
staff, most notably, Olivier Fines and Josina Kamerling.

| hope that you will enjoy reading this interesting paper.

Susan Spinner, CEO, CFA Society Germany
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2. Executive Summary

This issue brief looks at the history of stakeholder capitalism as it has been applied in
Germany as early as the 19t century through law and business practice. We approach
this subject through one of its particular dimensions, that of employee co-determination.
In practice, Germany has managed gradually to engrain in its corporate governance struc-
tures the notion that management and employees had to work cooperatively towards the
success of their companies.

We review the origin of employee co-determination in the country and how it has shaped
the economic development of the German industrial complex over the years. Specifically,
we were interested in analysing how Works Councils are operating in practice. These
internal bodies that exist within companies to represent employees have a role to play in
the general decision-making framewaork. Their overarching objective is to foster an align-
ment of interests among shareholders, management, and employees towards the longer-
term success of the company.

This task, however, is easier said than done. Beyond the good intentions, we need to
understand what Works Councils achieve concretely. For example:

® Do they have an impact on competitivity or staff turnover?
® Do they help smooth conflict resolution?
® What is their actual level of influence over decision making?

B |n aworld that is perhaps rediscovering the virtues of re-internalising and re-localising
supply chains for reasons pertaining to strategic autonomy in times of crisis, could
it be that stakeholder capitalism and employee co-determination will help establish
stronger ties with the local community?

To establish a comparison, we also are evaluating the parallel development of trade
unions in Germany, as this mechanism of labour representation may be suffering from
excessive corporatism.

Overall, the question is whether it is possible to align the traditional interests of share-
holders who assume the financial risk with that of a broader set of stakeholders over
the realisation of long-term objectives and the sustainability of the company as a going
concern.
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Our research examines a series of practical case studies of companies in Germany,
involved in various industries. The authors have interviewed key representatives of these
companies who have agreed to share their experience. The objective was to obtain a
practical understanding of the ways in which the governance of these companies can
consider wider stakeholders' interest through the operations of the Works Councils.

Corporate governance is evolving. CFA Institute is working to clarify how and why.
Integrating sustainability concepts into corporate governance challenges the traditional
notion of shareholder value maximisation, which suggests that other considerations need
to be examined. We are interested in analysing the way both points of view can converge.

© 2021 CFA INSTITUTE. ALL RIGHTS RESERVED. 4
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3. Introduction: The Historical
Interest of CFA Institute in
the Evolution of Corporate
Governance Practices

CFA Institute's work in the field of corporate governance is rooted in the belief that the
principal-agent relationship should be governed in a manner that aligns the interests
of all the parties who have a stake in the management of companies and investors'
financial assets.

Although the concept of corporate governance in its modern sense can be traced back to
the 1970s in the United States, as the rules that govern the management of companies,
it is fair to say that it has not been a chief concern for investment analysis until the early
years of the 215t century.

CFA Institute released the first edition of its Corporate Governance Manual in 2005, in par-
allel to the organisation having added readings related to this new field of interest into
the CFA® Program curriculum. The third edition of the manual was released in September
2018.' The manual defines corporate governance as follows:

"Corporate governance is the system of internal controls and procedures by
which individual companies are managed. It provides a framework that defines
the rights, roles, and responsibilities of various groups—including manage-
ment, the board, controlling shareowners, and minority or noncontrolling
shareowners—within an organization. At its core, corporate governance is the
arrangement of checks, balances, and incentives a company needs to minimize
and manage the conflicting interests between insiders and external shareown-
ers and stakeholders. Its purpose is to prevent one group from expropriating the
cash flows and assets of one or more other groups and to provide a structure
that ensures the long-term viability of the organization.”

This definition is important because it also incorporates the linkages with the two newer
parts of the ESG conundrum that have developed more recently, that is, the S (social)
and the E (environment). In other words, the traditional model of managing companies,
focused on the primacy of shareholder interest, may be transitioning to a stakeholder

1 See CFA Institute, The Corporate Governance of Listed Companies: A Manual for Investors, 3rd edition, September 2018,
https://www.cfainstitute.org/advocacy/policy-positions/corporate-governance-of-listed-companies-3rd-edition.
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model. This newer model is presented as a more complete set of rules and principles by
which company boards and management also must consider the interests of the wider
society and the environment in which the company operates.

This debate is linked in the European Union to the development and completion of the
Capital Markets Union (CMU). In 2015, the CMU was first proposed by the Hill Commission.
At this time, the revision of the shareholder's rights directive led to extensive discussions
on the role of investors and their engagement with companies. The European Parliament
was in favour of extending this engagement to other stakeholders: the objective was that
it would encourage a longer-term vision for company management. In September 2020,
CMU 2.0 (CMU revisited?) established clearly that the EU Commission perceives that the
excessive focus of capital markets on short-term financial interests is not aligned with
the objectives set by the EU on the fostering of sustainable long-term economic growth.
The objective of the action plan is to encourage a realignment of capital markets towards
servicing the long-term structural interests of the union. This reflects the EU's desire to
solve the elusive Savings versus Investments versus the Economy equation through
the CMU. Individuals should gain access to investment solutions for their retirement and
long-term savings needs, which in parallel should permit the financing of the EU's small
and midsize enterprises (SMEs) (through digital innovation) as well as the structural infra-
structure plan of the EU, including the Green Deal.

An important way to achieve the objectives of the CMU is by reshaping corporate gov-
ernance. Management boards can better balance short- and long-term objectives by
including elements of sustainability into the equation.

CFA Institute has produced two research pieces on this question, by observing how EU
policy had gradually influenced thinking and practices on corporate governance. The first
study was released in August 2016° and focused on the need for management boards
to be strengthened through better information. It also approached the different ways in
which institutional investors should get more actively involved in the oversight of com-
pany management. Finally, it exposed how corporate governance was the vector through
which companies should demonstrate the quality of their corporate citizenship.

The second study focused on this latter notion. Released in January 2021, the second
study is the result of a series of workshops conducted with investment industry prac-
titioners to measure the changes to corporate governance practices induced by the

2 See European Commission, Capital Markets Union 2020 Action Plan: A Capital Markets Union for People and Businesses,
https://ec.europa.eu/info/business-economy-euro/growth-and-investment/capital-markets-union/capital-markets-
union-2020-action-plan_en.

3 See CFA Institute, Corporate Governance Policy in the European Union: Through an Investor's Lens, August 2016, https://www.
cfainstitute.org/advocacy/policy-positions/corporate-governance-policy-in-the-european-union.

4 See CFA Institute, Corporate Governance and ESG Disclosure in the EU, January 2021, https://www.cfainstitute.org/advocacy/
policy-positions/corporate-governance-and-ESG-disclosure-EU.
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various EU regulatory initiatives in the field of sustainable finance and disclosures over
the past few years. The report explores the rise of sustainable corporate governance
as well as how the interests of shareholders and the wider stakeholders can be aligned
over long-term objectives. A key aspect that will continue to animate discussions is that
of international supply chains and the controls that can be exerted over them. The EU
clearly seeks to establish sustainable processes across the industrial value chain, which
is going to be a complex endeavour.

The conundrum we now are facing is whether stakeholder capitalism and shareholder
capitalism can be compatible, when considering the long-term objectives of companies
and corporations.

In a study published in February 2014 in the Review of Finance, Franklin Allen, Elena
Carletti, and Robert Marquez® analysed the regional differences that existed surround-
ing the objective of corporate governance. They offer the following possible definition of
stakeholder governance:

"[As regards the answers obtained in specific jurisdictions], firm continuity and
employment preservation are important concerns. In many countries, therefore,
the legal system or social convention have as a common objective the inclusion
of parties beyond shareholders into firms' decision-making processes. In par-
ticular, workers are seen as important stakeholders in the firm, with continuity of
employment being an important objective.

[..]

Our main idea is that stakeholder firms internalize the effects of their behav-
iour on stakeholders other than shareholders. In particular, they are concerned
with the non-pecuniary benefits that their stakeholders would lose should the
firm not survive. As a consequence, stakeholder firms are more concerned with
avoiding bankruptcy since this prevents their stakeholders from enjoying their
benefits."

This conceptual definition of stakeholder governance has guided the work CFA Institute
set out to accomplish in this report. Thanks to CFA Society Germany and the quality of
the organisation's members interested in this topic, this report presents and explores
how Germany as a jurisdiction and society has been applying the concept of sustainable
corporate governance and stakeholder capitalism through its rules on, and practice of,
employee co-determination.

5 See Franklin Allen, Elena Carletti, and Robert Marquez, Stakeholder Governance, Competition and Firm Value, CESIFO Working
Paper No. 4652, February 2014.
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The next chapter provides a brief overview of how various regions in the world understand
and apply stakeholder governance. Chapter 5 offers a detailed analysis of the history of
employee co-determination in Germany. Chapter 6 presents an important collection of
case studies from senior managers at German companies on their experience and prac-
tice of employee co-determination, how it works, and their opinion on the viability of the
approach. The cases studies are presented as interviews.

In discussing employee co-determination and stakeholder governance with the inter-
viewees, we were particularly interested in exploring the following topics:

® The effect of employee co-determination on company operations and efficiency

® The effect on competitiveness

m The effect on employee retention

® The approach to conflict resolution

® The actual influence of employees over management decisions
® The necessity of a law or whether principles are sufficient

B The link with the community

® The compatibility of the stakeholder governance approach with profit-generation
objectives

© 2021 CFA INSTITUTE. ALL RIGHTS RESERVED. 4
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4. An International Perspective on
Stakeholder Governance and
Recent Developments in the EU

Corporate governance may be at an inflection point of its history. Regulatory and pol-
icy developments intend to widen the scope of governance's overarching objective to
also include consideration for a larger set of stakeholders. The key question to resolve
is how to align the interests of shareholders and that of other stakeholders.

The conceptual theories behind corporate governance mechanisms and how these theo-
ries have been applied in practice have evolved around the world in various fashions.

In addition to the 2014 research by Allen, Carletti, and Marquez, we also used a notable
study released in 2020 by researchers at the Yeditepe University of Istanbul, Turkey, to
expose those regional differences.® One interesting conclusion of the authors that reso-
nated with our own study of the German Works Council is the notion that regional cor-
porate governance practices were rooted in local economic, legal, cultural, and political
frameworks. In other words, the environment and the community within which corporate
governance practices are developed do influence the shape that these practices take.
The thesis defended by the authors was that these regional differences based notably
on culture would make it difficult for corporate governance practices to converge at an
international level. Therefore, countries and regions perhaps will continue to develop their
own style of governance based on local needs and aspirations.

Two principal corporate governance models are being considered; the shareholder model
and the stakeholder model.

4.1 The shareholder model

Both research papers we analysed show that the shareholder model is used in Anglo-
Saxon countries, including the United States, the United Kingdom, Australia, Canada, and
New Zealand.

6 See Hassan Ahmed Shirwa and Murat Onuk, "Corporate Governance Models and the Possibility of Future Convergence," Journal
of Corporate Governance Research, 8 September 2021, http://www.macrothink.org/journal/index.php/jcgr/article/view/17057.
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The shareholder model is described as market focused, with the following characteristics:
® The ownership structure is dispersed and dominated by large institutional investors.

® The interest of shareholders is the priority and the driving force of companies’ gover-
nance framework.

® The protection of minority shareholder rights is supported.

B The communication between the company and the market is based on corporate
disclosure and transparency regulations.

® The conduct of the company is affected and induced by capital markets' influence.

® The shareholding control structure is what guides the dynamic of the principal-agent
relationship between the shareholders and management.

In the United States, the most recent changes introduced by the Sarbanes-Oxley Act
(SOX), signed into law in 2002, are aimed at resolving endemic conflicts of interest and
a lack of independence on companies' board of directors. In the early 2000s, a series of
corporate scandals and bankruptcies (e.qg., Enron, Tyco, Global Crossing, Halliburton, AOL
Time Warner, WorldCom) revealed that corporate governance inefficiencies can result in
an imbalanced principal-agent relationship, to the advantage of management. SOX estab-
lished the criminal liability of company executives and that of the auditing firm in charge
of certifying the financial statements. SOX asserted the importance of internal controls,
strengthened the role of the audit committee, and required that a majority of directors
become independent, under specified rules.

An interesting difference is noted with the United Kingdom model. As the United Kingdom
has ceased to be a direct influential policy force in the European Union, this difference
is significant given the evolution that could take place in the EU on its own corporate
governance approach. The UK's corporate governance model is described as principles
based, as opposed to rules based. This is due in part to the fact that the United Kingdom
and continental Europe in general apply two different legal systems: a Napoleonic-style
of civil code in the EU and the common law (using case law) in the United Kingdom. These
systems have led to different approaches in corporate governance as well, and this dis-
tinction could play a role in how the EU chooses to determine its own model.

The two key UK texts are as follows:
1. The UK Corporate Governance Code, issued by the Financial Reporting Council (FRC),

the regulator for auditors, accountants, and actuaries. It forms a part of the broad
body of UK company law and establishes principles of good corporate governance for
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companies listed on the London Stock Exchange, on a comply-or-explain basis. The
Listing Rules obtain statutory authority as a part of the Financial Services and Markets
Act 2000 (FSMA). It has been enhanced several times since the 1992 Cadbury Report.
Broadly speaking, the Code examines the balance of power between the board of
directors and the general assembly of shareholders.

2. The Stewardship Code, also issued by the FRC and a part of UK company law, applies
to asset managers, asset owners, and service providers. It is a voluntary and nonpre-
scriptive code that includes a series of apply-and-explain principles for the signato-
ries, which are aimed at fostering engagement between shareholders and company
management.

Notably, both the Corporate Governance Code and the Stewardship Code recently have
evolved to consider ESG developments. The objective has been that including other
stakeholders and employees in companies' governance structure encourages manage-
ment and directors to focus on long-term value creation and societal benefits.

In part, these developments were a result of the recommendations made by Professor
John Kay in 2012 as part of a body of work commissioned by the UK government on the
mechanisms of control and accountability provided by UK equity markets.” The first rec-
ommendation concerned the proposal for the Stewardship Code to incorporate "a more
expansive form of stewardship” to also include strategic issues.

Of the 2018 UK Corporate Governance Code, the FRC says:

"The FRC has released the 2018 UK Corporate Governance Code which puts the
relationships between companies, shareholders and stakeholders at the heart of
long-term sustainable growth in the UK economy. This Code places emphasis on
businesses building trust by forging strong relationships with key stakeholders."

In particular, section 1 on Board Leadership and Company Purpose states that the board
of directors "should ensure that workforce policies and practices are consistent with the
company's value and support its long-term sustainable success. The workforce should
be able to raise any matters of concern." Note, however, that the Companies Act 2006
does not require employees to vote in general meetings of shareholders, contrary to what
currently takes place in a number of EU member states.

The introduction to the UK Stewardship Code 2020 states that "[s]tewardship is the
responsible allocation, management and oversight of capital to create long-term value

7 See Professor John Kay, "The Kay Review of UK Equity Markets and Long-Term Decision Making," Final Report, The Kay Review,
July 2012, https://assets.publishing.service.gov.uk/government/uploads/system/uploads/attachment_data/file/253454/bis-
12-917-kay-review-of-equity-markets-final-report.pdf.
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for clients and beneficiaries leading to sustainable benefits for the economy, the environ-
ment and society.”

In particular, principle 1 states that "[s]ignatories’ purpose, investment beliefs, strategy,
and culture enable stewardship that creates long-term value for clients and beneficiaries
leading to sustainable benefits for the economy, the environment and society.”

4.2 The stakeholder model

As discussed in the two research papers we have considered, the stakeholder model is
applied in various forms in continental Europe and Japan.

The stakeholder model is described as cooperative and features the following
characteristics:

® Qwnership is concentrated with large entities, including banks and family structures.
®m Voting powers are strong.
® The modelis focused on conflict resolution and inherent collaboration.

® The model employs vertical or horizontal integration of a series of interrelated entities,
in the form of conglomerates.

® Transparency and disclosures may be a lesser focus.
®m Various stakeholders can get involved in appointing the board of directors.

®m Value is dispersed across the satisfaction of the interests of various types of
stakeholders.

Because Germany is the focus of this research paper, its model will be the subject of a
detailed analysis in the forthcoming section. The German approach is based largely on a
two-tier system of governance, in which the management board represents the execu-
tives and is overseen by a supervisory board on which both employees and sharehold-
ers are represented. The involvement of the Works Council is critical in ensuring that the
employees' voice is properly recognised. In effect, the responsibility of management in
such a system is to balance its decisions by considering the interests of shareholders,
employees, and other stakeholders. As we will discover later in this research report, when
reviewing the interviews conducted with senior executives at German companies, the
link between stakeholder governance and the local community is important. As we have
discussed, the style of corporate governance depends on the local culture of a particular
jurisdiction or region. Therefore, it should not come as a surprise that proponents of the
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German employee co-determination model see direct benefits of the stakeholder model
for the stable development of local communities through strong ties with their immediate
economic ecosystem.

In Japan, corporate governance has evolved around the prevalence of large conglomer-
ate groups, which developed as part of Japan's industrialisation started in the 19" cen-
tury. The large family-controlled and vertically integrated groups called zaibatsu were
later replaced by keiretsu in the aftermath of World War I, but the logic of integration
(horizontal or vertical) and cross-controlling relationships was maintained. Families were
replaced by shareholders, while banks and other forms of financial institutions continued
to exert powerful influence over governance. Therefore, the interests of a broader set of
stakeholders (including customers and suppliers) is obtained through cross-shareholding
between different groups. Shirwa and Onuk (2020)8 qualify this governance form as "mul-
tidirectional regulation." In practice, the Japanese model involves a strong interlocking
between the board of directors and the executives employed by the corporations.

4.3 Developments in the EU

Corporate governance is currently at the confluence of the EU's efforts to succeed in its
post-pandemic economic recovery while the Union is also working to complete the CMU and
operationalise the objectives of the European Green Deal (2019). In this context, integrating
sustainability considerations as part of the European framework on corporate governance
is perceived to be an important and necessary step forward by the European Commission.

Already in March 2018, Action 10 of the Commission action plan on financing sustainable
growth specified the need to foster sustainable corporate governance and, importantly,
to attenuate short-termism in capital markets.® In 2020, the Commission was launching
its sustainable corporate governance initiative for 2021, which was included in the Action
Plan on a Circular Economy.'0

The Commission has been consulting the industry on this question in view of a potential
legislative proposal for a directive on sustainable corporate governance, which could be
adopted in the course of 2021. The Commission identified the following problems in the
current framework:

m Excessive focus of management on short-term benefits to shareholders over the
long-term interests of the company

8 See Footnote 6.

9 See European Commission, Renewed Sustainable Finance Strategy and Implementation of the Action Plan on Financing
Sustainable Growth, 8 March 2018, https://ec.europa.eu/info/publications/sustainable-finance-renewed-strategy_en.

10 See European Commission, Circular Economy Action Plan, March 2020, https://ec.europa.eu/environment/strategy/circular-
economy-action-plan_en#:™:text=Circular%20economy%20action%20plan.%20The%20European%20Commission%20
adopted,resources%20and%20will%20create%20sustainable%20growth%20and%20jobs.
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® [nappropriate or insufficient role exercised by company directors to integrate sustain-
ability into corporate strategy

®m Lack of harmonisation of practices across EU member states

m [nsufficient consideration of the wider supply chain in assessing social and environ-
mental impacts

Therefore, an EU-led effort to harmonise practices and raise the standards expected for
an EU corporate governance framework is supported.

In the report by CFA Institute on Corporate Governance and ESG Disclosure in the EU
(see note 4), we discussed the difficulty for the EU to simply adopt a UK-style Corporate
Governance Code or Stewardship Code. The EU and the jurisdictions that compose the
Union are used to rules-based legislation rather than principles-based codes. Although
the first CFA Institute report on corporate governance in the EU (2016) saw a divergence
at the EU level on the shareholder versus stakeholder debate, the follow-up report (2021)
shows the EU has moved strongly in favour of the stakeholder approach. This shift is in
large part due to the sustainability agenda, with its far-reaching legislation for companies
and investment firms. In the coming months, the EU will initiate work on the social aspects
of its Taxonomy Regulation. This development will attempt to cement the stakeholder
model and introduce challenges for companies and boards in terms of accountability.

Better Finance (the European Federation of Investors and Financial Services Users) has
been a strong advocate for stronger employee participation in the stakeholder dialogue.
CFA Institute partnered with Better Finance in a 2018 report on Sustainable Value for
Money." The approach took a joint financial user and institutional investor perspective to
generating sustainability, while ensuring transparency and value creation. If the dialogue
between companies and investors is to function as intended, it is crucial to uphold the
fiduciary duty that is owed by an asset manager to their investors.

1 See Better Finance and CFA Institute, "Sustainable Value for Money," 20 November 2019, https://betterfinance.eu/publication/
better-finance-cfa-institute-report-on-sustainable-value-for-money/.
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5. The Situation in Germany:
A History of Employee
Co-Determination

Germany has developed a rather unique model of corporate governance among
advanced economies, one in which employee representation and co-determination is
considered a strategic input into the long-term success and stability of companies.
This model is rooted in the country's history since the 19t" century and while it aims to
align the interests of all stakeholders, it is also not without its flaws.

5.1 Anintroduction to the concept of
co-determination

In Germany, Works Councils and employee co-determination are a matter of course. If
a company has more than 500 employees, employee representatives, by law, must be
represented on supervisory boards. German employees enjoy a wide range of legally
enshrined rights relative to their employers. Additionally, employers actively perceive their
employees as partners. At the same time, the country’s industrial sector is recognised for
its innovative technology, reliability, and quality.

Several questions may be raised about this set-up, including the following:

® \What role does employee participation, which has been actively practiced for decades,
play in this success?

® How is it organized in practical terms?

B How is the stakeholder idea compatible with the goal of profit generation?

A WWW.CFAINSTITUTE.ORG
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Box 1. Works Councils, Co-Determination, and
Trade Unions Defined

Works Councils: The Works Council is a democratically elected body representa-
tive of all employees in the company. The Works Council is a form of communica-
tion interface between the employees and the employer; it is a point of contact
for concerns, fears, and wishes and an initiator of change. Legislation gives
the Works Council extensive rights in matters that directly affect the employ-
ees of the respective company. Works Councils can be elected in companies as
small as five employees. Their creation is voluntary on the part of workers and
employees.

Co-Determination: In addition to Works Councils, large companies with 500
employees or more are required to elect employee representatives to their
supervisory boards. On the supervisory board, employee representatives along
with shareholder representatives, provide supervision and advise the executive
board. Co-determination is a legal requirement in Germany.

Trade Unions: These unions represent entire branches of industry and employ-
ment. They pursue a political agenda detached from the individual company.

To answer these questions, we conducted six interviews, including five companies and
one private investor association. The result of these interviews constitutes the core of
this research paper, under section 6.

5.2 Born from crises and discontent; developed
throughunderstanding

Although employee co-determination is decidedly modern, it

has a long history. Enshrined in law, employee co-determina- "Enshrined in
tion began in Germany in the mid-19t" century. Throughout the law, employee
course of industrialization, factory workers who felt disempow- co-determination
ered and exploited started uprisings. People across Europe began in

were dissatisfied with the political and economic power rela- Germany in

tions. Thus, uprisings and revolutions occurred first in Germany the mid-19th
in 1848 and later moved to France. Although the revolution in century”

Germany failed, it laid the foundation for the labour movement
and the increasingly legal anchoring of employee rights. I/
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German entrepreneurs have not always been models of worker participation. Today's sys-
tem is the result of specific historical crises. As Lorenz Schwegler, one of the leading
labour rights experts in Germany, explains:

"You have to go back to the 191" century. That was when the first workers' com-
mittees were set up. The background to this was a growing discontent among
workers, who were looking to vent it out. This could be accomplished through
strong unions and strikes. At that time, German entrepreneurs already wanted to
make the process smoother. Basically, it was a matter of expediency.”

Even as companies were forming their first workers' committees in 1848, workers' co-deter-
mination at the company and supra-company level was already the subject of discussion
among politicians. For a long time, however, workers' committees remained voluntary, and
heavy industry, in particular, was not committed to the idea. In contrast, some companies
developed as true pioneers in worker co-determination, including Carl Zeiss Werke in Jena.
As part of our study on the co-determination of employees, we interviewed the manage-
ment at Carl Zeiss Werke, who still view this tradition favourably (see section 6).

Worker discontent in companies that did not allow voluntary workers' committees did not
just disappear. Around 1900, a major strike movement broke off in the mining industry, lead-
ing to a strengthening of the unions. To restore peace, the 1905 Mining Law Amendment
was enacted, which required the establishment of workers' committees in companies with
more than 100 workers. Although the rights of the workers' committees at that time were
limited, they laid an important foundation for future development in other industries.

In the midst of World War I, in 1916, the Auxiliary Service Law ("Hilfsdienstgesetz")'? was
passed in Germany. This law required all men between the ages of 17 and 60 who were
not serving in the war to work in the armament industry or other war-related fields. They
were assigned to a factory or activity, were forced to work, and were not allowed to trans-
fer to another job without the employer's permission. Workers in the armament facto-
ries were particularly unhappy, which endangered production. As a concession, workers'
committees were enshrined in law for the first time in the Auxiliary Service Act. Thus, in all
companies with 50 or more employees, the workforce was now allowed to elect workers'
committee members who acted as negotiating partners on their behalf.

After the lost war, entrepreneurs searched for a way out of the crisis, and the unions
wanted to have their say. As tensions rose, entrepreneurs feared a slide toward social-
ism, as demanded by unions in the Spartacist uprisings. Thus, in 1918, the Stinnes-Legien
Agreement came into being, in which German entrepreneurs recognized the unions as
partners and made concessions. Workers' and soldiers' councils were formed, and in 1920,
the first Works Council Act came into force. Once again, the legislation was a response to

12 Auxiliary Service Law of 5 December 1916 ("Hilfsdienstgesetz")"
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discontent and strikes. Schwegler makes this comparison, "We can compare this to a
locomotive being put in front of a train to slow it down. The workers were given some
rights to put an end to their revolutionary activities. For the unions, this still didn't go far
enough; they wanted to have a say in the overall economy."

Beginning in 1929, the world economic crisis dramatically affected Germany, which was
suffering from overwhelming war reparation payments. Unemployment and poverty
resulted, and many people placed blame on the unions. In 1933, the Weimar Republic col-
lapsed, and along with it, the unions and Works Councils perished. The German workers'
front of the National Socialists took their place.

After Germany's defeat in World War Il in 1945, the coal, steel, and banking sectors were
discredited by their wartime conduct. In the British-occupied zone, the British evalu-
ated how these companies were to be managed going forward. The British Iron and Steel
Corporation exerted its control, which was instrumental in the structures that formed.
"The companies were no longer to be controlled by their discredited shareholders but
rather by unused forces,"” explains Schwegler.

Thus, in 1951, the Coal, Iron, and Steel Industry Co-determination Act was created to
establish parity in co-determination, which placed trade unions in an important position
and made employee representation on the supervisory board mandatory.

After another strike movement, a new Works Constitution Act was passed in 1952. Unions
resisted this legislation because it did not go far enough to support their efforts. Gradually,
however, the old power structures were re-established in favour of the employers.

Following the 1968 youth liberation movement, a much broader Works Constitution Act
was passed in 1972. "The fact that employee representation sat on the supervisory board
was thanks to the existing structures of British Iron and Steel Corporation,” explains
Schwegler. Since 1976, with the passage of the Co-determination Act for large companies,
equal representation has been a reality for supervisory boards in Germany.

"The effect of statutory employee co-determination is eas-
ily explained,” says Schwegler. "It is an institutionalised dia-
log between management boards and employees. Through
the Works Councils, an intensive dialog can take place on all
issues related to life at work. As a result of this past legisla-

"Employee co-
determination is
an institutionalized
dialog between

tion, Germany is among the countries with the fewest strikes management
in the world. This low number of strikes is due to the con- boards and
sensus achieved and to the compromises that are made. employees”

Because co-determination is in place in Germany, a com-
pletely different culture has emerged in which problems are I/
solved through mutual understanding.”
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Schwegler summarises, "Co-determination is a complex overall system consisting of a
supervisory board, Works Council, and trade unions, which are characterized by the knowl-
edge that co-determination also necessitates co-responsibility and moral co-liability."

Since 2004, the One-Third Participation Act has applied to companies with 500 or more
employees. It has superseded the Labor Management Relations Act of 1952 entirely.

5.3 The role of Works Councils

Works Councils represent the voice of employees in German companies. They differ fun-
damentally from trade unions, which represent entire branches of industry or employ-
ment and pursue a political agenda detached from the individual company.

In contrast to trade unions, the Works Council is a democratically elected body represen-
tative of all employees in the company. No membership or political agenda is required to
elect or stand for election to a Works Council. Accordingly, the Works Council represents
only the interests, needs, and wishes of the employees in its own company. This approach
is not about politics, but rather about the employees of the respective company who elect
a spokesperson. The Works Council thus serves as the communication interface between
the employees and the employer. It provides a point of contact for concerns, fears, and
wishes and an initiator of change. Legislation gives the Works Council extensive rights in
matters that directly affect the employees of the respective company.

Works Councils can be set up for as few as five employees. Regardless of the size of
the Works Councils, elected representatives are nonmanagerial employees who fulfil the
work of the council in addition to their customary duties. In very large companies, a few
employees may be released from their work responsibilities to address Works Council
activities. The number of released Works Council members increases continuously with
the size of the company.

Works Council engagement can be wide ranging. The Works Constitution Act'® regulates
precisely what Works Councils are allowed to do. Basically, Works Councils take care of
matters relating to employment, work life, safety, and salaries of a company's employees,
in addition to regulatory requirements. For example, a Works Council may ensure that all
regulations and standards for the protection of employees are observed as well as that
all employees are treated fairly and equally.

The Works Council also can be responsible for the following:

13 Works Constitution Act of 25 September 2001 (Federal Law Gazette I, p. 2518), as amended by the Act for the Promotion
of Continuing Vocational Education and Trainining during Times of Structural Change and for the Further Development of the
Promotion of Vocational Training of 20 May 2020 (Federal Law Gazette, p. 1044)
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® They look over employees who are in need of protection, including people with dis-
abilities, older employees, foreign employees, pregnant women, and parents.

® They can negotiate on behalf of all employees, for example, on bargaining agreements
related to pay and special benefits as well as extras, such as pension benefits offered
by the company for employees.

® They frequently suggest changes, improvements, or innovations to the employer.

® Depending on the size of the company, they form committees and boards for impor-
tant topics and areas.

To enable the Works Council to perform its many tasks, the law stipulates that the
employer must always inform the Works Council in good time and in detail about every-
thing that affects the Works Council's work—that is, anything that directly or indirectly
could change the situation of the employees.

The German Works Constitution Act gives the Works Council a certain amount of decision-
making power. When it comes to hiring, transfers, or terminations, the Works Council must
give its consent to all such personnel changes. If it does not consent, only a conciliation
body can make these changes.

To ensure that the Works Council can act relatively independently and in the interests of
the employees, Works Council members enjoy special protection against dismissal.

5.4 What employers gain from Works Councils

The existence of a Works Council creates costs and a certain amount of extra work for
the employer. Although the Works Council does not interfere with strategic decisions, it
does have a say in other significant work aspects.

According to the employee representatives and managers we interviewed, the biggest
advantage of Works Councils was efficiency in important negotiations that affect all
employees. In cases in which the employer otherwise would have to talk and negotiate
with each individual, management instead can approach a representative elected and
authorized by the employees and negotiate with him or her on behalf of the employees
about salary increases, pay grades, layoffs, or social plans in the course of restructuring.
This simplifies measures, especially in times of crisis. The Works Council also enjoys the
trust of employees and can act as a positive mediator to promote understanding, espe-
cially when confronting difficult measures.

The existence of Works Councils in German companies naturally also harbours a cer-
tain potential for conflict. As practice also has shown, differences of opinion between
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management and Works Council are not uncommon. In the
worst-case scenarios, these conflicts end up in court or in
front of a company's arbitration board. The involvement of
employee representatives in many company processes
causes additional friction in decision making. Business own-

"Maintaining
constant, active
dialog between
employers and

employees ers must proactively address the concerns, worries, and
increases fears as well as demands of their employees. They have to
company stability” | justify plans and decisions and convince their employees of
the path they have chosen. The interviewees nevertheless

\I agreed that maintaining constant, active dialog between

employers and employees increases company stability.

5.5 Employee representatives on supervisory boards

As noted, a company's supervisory board not only provides supervision but also advises
the executive board and has far-reaching duties and rights. Accordingly, the supervisory
board is allowed to inspect a company's business documents comprehensively and is
kept apprised of the activities of the management board on an ongoing basis.

Large companies: Employees fill half of the supervisory board seats

In companies with more than 2,000 employees, the supervisory board is composed on
a parity basis in accordance with the German Co-determination Act (MitbestG)'4—that
is, with 50% employer representatives and 50% employee representatives (see Table 1).
The employee representatives include not only employees of the company but also
representatives of trade unions.

TABLE 1. MINIMUM NUMBER OF EMPLOYEES AND UNION REPRESENTATIVES

Number of employees Employer Employee Labour union Total
representatives representatives representatives

>2,000 to <£10,000 6 4 2 12

>10,000 to £20,000 8 6 2 16

>20,000 10 7 3 20

In addition, in the case of listed companies, at least 30% of the
employee representatives must be women.

In its now-45-year existence, the Co-determination Act has been integrated into the
corporate culture of German companies. Notably, however, supervisory boards do not

14 German Codetermination Act (Mitbestimmungsgesetz) of 4 May 1976 (Federal Law Gazette |, p. 1153), as amended by article
7 of the law on 24 April 2015 (Federal Law Gazette |, p. 642).
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intervene directly in company management. Their focus instead is on a role of adviser to
executives.

Midsize companies: Employees fill one-third of the supervisory
boardseats

In companies with more than 500 employees, employees have the statutory right under
the One-Third Participation Act'® to elect representatives of the workforce to the super-
visory board. As the name of the law suggests, one-third of the supervisory board mem-
bers must consist of employee representatives.

The One-Third Participation Act also recommends that women and men be represented
among the employee supervisory board members in the same proportions as their
respective representation in the company.

All nonmanagerial employees are eligible to vote in the election and may vote on their
representatives on the supervisory board in a secret, general, and direct election. If the
number of company employees exceeds 200, one member of the Works Council must be
released from work duties to sit on the council.

5.6 Trade unions in Germany

Around seven million employees are currently organized in German trade unions. What
is distinct about the German trade unions is that they are largely bundled under the
umbrella of so-called unified trade unions. These unions emerged from the reorganization
of the German trade union landscape in the course of German reunification. In the early
1990s, many small unions merged to form eight large unions, which in turn merged under
the umbrella of the German Trade Union Confederation, the Civil Servants' Federation and
Tariff Union, and the Christian Trade Union Confederation to concentrate their power in
regard to politicians and employers.

Unions are active in collective bargaining policy and social issues. Compared with neigh-
bouring countries, the power of the once-influential unions in Germany has declined in
recent decades, as has membership. The number of members of the German Trade Union
Confederation'® has fallen from 11.5 million in 1990 to 5.8 million in 2021. In 2018, all unions
combined had 7.2 million active members, or a representation of 16.5% of all employees in
the country.

15 The One-Third Participation Act (Drittelbeteiligungsgesetz) of 18 May 2004 (Federal Law Gazette I, p. 974), as amended by
article 8 of the law on 24 April 2015 (Federal Law Gazette |, p. 642).

18 German Trade Union Confederation, Henriette-Herz-Platz 2, Berlin, https://en.dgb.de
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Labour strikes are rare in Germany compared with other European countries, in particular,

in France, Italy, and Spain. In 2019, 3.9 working days were lost per 1,000 employees (see Councils, on the other hand, represent workers and employees on a micro level.
comparative figures in Figure 1). They are the nonpolitical spokesperson within the individual company, con-

cerned with the specific and personal needs, fears, demands, and challenges of
the real people in each company. In addition, no membership fees are involved in

Box 2. The Decline of Union Membership - A Story of East Works Councils and personal contact is much closer.

and West German
y Unions and Works Councils do work closely together in many companies, sharing

knowledge and competencies. In several industries and occupations, unions are

Labour union memberships in Germany have been declining over the past still important stakeholders and political players. Although the role of unions has
decades. The largest German labour union, the German Trade Union Confederation, changed, the importance of employee stakeholder participation has increased
had 5.85 million members in 2020, compared with 7.77 million in 2000 and 11.02 over time.

million at its peak in 1990 after the re-unification of East and West Germany.

A significant part of this decline comes from Germany's history as a divided FIGURE 1. AVERAGE DAYS NOT WORKED BECAUSE OF INDUSTRIAL ACTION IN EUROPE, 2000-2018
country between the end of World War Il and 1989. In the former German (PER 1,000 EMPLOYEES)

Democratic Republic, which was dominated by communism, the Soviet occupy-

ing power established the Free German Trade Union Confederation after World [ 20002009 m 2010-2018 | =

War ll, in which most of the working population were members and retained their
memberships even after retirement, as the union also managed social security
and other parts of workers lives. As a result, in 1990, shortly before the Eastern
German labour union was united with Western German labour unions, the Free
German Trade Union Confederation had 9.6 million members, as compared to a
working population of 8.89 million.

The decline began after the re-unification of Germany, as overall union member-
ships reverted to the Western German level of then 27% of the working popu-
lation. Over the past 30 years, membership numbers declined by 50%. This
rapid decline cannot be attributed to one single factor. The economic and politi-
cal world have changed, and so have the needs and expectations of workers
and employees. Many workers, especially younger ones, do not see the value
of union memberships anymore. They do not feel represented individually in a
WO.I'|d "j] WhICh unions neQOtlate for nonrr_lanage”al workers and employees n Note: Insufficient or no data for Bulgaria, Croatia, Czechia, Greece, Italy, Luxembourg, Romania and Slovenia. Excluding strikes
a time in which many young and newly hired workers hold temporary or other in the public administration in Portugal (all years) and some general and public strikes in 2010, 2012 and 2013 in Spain.

. Data Source: ETUI, own calculation.
nonstandard employment contracts and are outsourced to external companies
not covered by labour unions.

CY FR BE NO DK ES FlI UK DE NL IE PT LT EE HU MT LV SE AT PL CH SKGR IT LU RO Sl

On one hand, Works Councils and co-determination have continued to be strong
in German companies, as they include all workers and employees of a company,
also those with temporary contracts. Their success may have contributed to
some part to the decline of the unions. Unions operate on a macro level. They
are political players and negotiate for entire industries and occupations. Works

A WWW.CFAINSTITUTE.ORG © 2021 CFA INSTITUTE. ALL RIGHTS RESERVED. 4


WWW.CFAINSTITUTE.ORG

6. Case studies: Specific German
companies under the microscope

We have conducted interviews with representatives from seven companies based in
Germany, in various industries, discussing various aspects related to stakeholder consid-
eration in general company management.

Interviews:

®  Ralf Bruhéfner, CFO
Berentzen-Gruppe AG
Beverages industry

B Bettina Krings, Head of Works Council
Deutsche Apotheker- und Arztebank (apoBank)
Banking industry

B Sebastian Frericks, CFA, Investor Relations
Carl Zeiss Meditec AG
Medical technology industry

® Jella Benner-Heinacher, CEO
DSW - Deutsche Schutzvereinigung fur Wertpapierbesitz e.V.
Non-profit association for private investors

® Henning Bernhof, Head of Vertrauenskreises (Confidence Circle)
GLS Bank
Banking industry

B Lenka Zikmundova and Jérome Hormann, Investor Relations

RWE AG
Energy industry
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Berentzen-Gruppe AG

Berentzen-Gruppe AG is a German
beverage group. The company oper-
ates in the following areas: spirits,
soft drinks, and fresh juice systems.
The Berentzen Group is represented
in more than 60 countries and sells
brands such as Berentzen, Puschkin,
Mio Mio and Citrocasa.

Head office: HaselUnne, Lower
Saxony

Industry: Beverages

Employees: 498

Total sales (2019): EUR167 million
Net income (2019): EUR4.93 million

Primary listing: XETRA Frankfurt
Stock Exchange

Website: www.berentzen-
gruppe.de/en/

Interview with Ralf Brtihéfner,
Chief Financial Officer

"We as the board of management have
an ongoing dialog with the Works Council,
both formally and informally. For example,
we are invited to Works Council meetings
and report there. This provides us with a
good opportunity to capture moods."

Would you tell our international readers
a bit about the Berentzen Group?

In short: Everything revolves around drinks for
us - albeit in very different facets, as you can
see in our three business areas: spirits, non-
alcoholic beverages, and fresh juice systems.

The Berentzen Group has a long history. The
company was founded in 1758 and was
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largely family-owned until 2008. The company
emerged from a small grain distillery, of which
there were many in northwest Germany at the
time. A very high level of innovation has always
characterized us. "Berentzen Vom Alten FaB3"
was one of the first spirits to be registered
as a trademark in 1899. And the big break-
through came in 1976 with the introduction of
the Berentzen "Apfelkorn” schnapps, the first
mixed spirit, SO to speak - with tremendous
success and a long growth phase. In 1994
the Berentzen Group went public to finance
further growth. But where there is light,
there is also shadow. The Berentzen Group
experienced the greatest crisis in the com-
pany's history in 2007/2008 due to disputes
between the family lines, which subsequently
sold their shares to a private equity company.
It meant salvation. The final decision of the pri-
vate equity investor was made in 2016. Since
then, around 80% of the shares have been in
free float; the rest is distributed among more
prominent institutional investors. Today the
group has approximately 500 employees,
generates annual group sales of around 170
million euros and a group EBIT of almost 10 mil-
lion euros. These sales were generated before
the COVID19 pandemic. In addition to Germany
and Austria, the Berentzen Group is also repre-
sented in Turkey with its own companies.

In  Germany, employee representa-

tives have been elected to supervisory
boards since the 1950s. Tell us, how does
employee co-determination work in prac-
tice at your company?

The Third-Party Participation Act applies to
us. Our supervisory board consists of six
members, two of whom are employee rep-
resentatives. That is one of the main pil-
lars of co-determination. Incidentally, one
of the two employee representatives at
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the Berentzen Group is also a member of
the Finance Committee and the Personnel
Committee of the Supervisory Board.

The second pillar of co-determination com-
prises our Works Councils, which exist in our
companies or locations. Those are organized
across groups as a general and group Works
Council and the economic committee. The
third pillar is the trade unions, which act as
members of the collective bargaining com-
mittee in the in-house wage negotiations.

As the board of directors and manag-
ing directors, we are in constant dialogue
with our Works Councils. It happens both
formally and informally, depending on the
occasion and the company's situation,
sometimes more and sometimes less. For
example, we are invited to works meetings
and report general business development,
investments, and general personnel issues.
For us as company management, this is of
great importance to get an immediate pic-
ture of the mood among the workforces. Our
employees work at three significant produc-
tion locations. At each of these locations,
there are different framework conditions and
circumstances that affect the employees.
As the board of directors, we catch many
details during works meetings at which the
employees bring issues to us. It includes
small everyday needs up to matters requir-
ing co-determination that lead, for example,
to the conclusion of company agreements.

In addition, our HR manager is in constant
contact with site managers and Works
Councils. As a result, we as the employers
enter into a dialogue with the employees
long before specific measures requiring co-
determination are decided and announced.
By getting the Works Councils on board at

an early stage, we can act and react entre-
preneurially relatively quickly within the
legal circumstances. The Works Councils
are often valuable to us in anticipating how
personnel measures will affect work organi-
zation and day-to-day operations. It enables
us to design standards ready for imple-
mentation and to avoid conflicts as best as
possible.

Does the involvement of employee rep-

resentatives on the supervisory board
and the work of the Works Council, which
you call the circle of trust, actually change
and influence management decisions?

That depends very much on the decision-
making dimension. For example, decisions
on business strategy, its concrete imple-
mentation or organizational structural
measures cannot be prevented by the
Works Council or co-determination rights.
Two-thirds of the voting rights majorities on
the Supervisory Board are allocated to the
employers' parliamentary group. As a result
of this fact, discussions on important busi-
ness matters that require the approval of
the entire Supervisory Board are generally
not blocked. However, the implementation
of business decisions is sometimes slowed
down and made more expensive by the
involvement of employee representatives.

From the point of view of corporate man-
agement, one would sometimes wish that
the system of co-determination was less
complex and more regulation intensive. The
complex participation processes tend to
reduce the agility and responsiveness of
management. The company is becoming
more sedate overall. Social plan negotiations
in the context of so-called mass layoffs, for
example, often take a very long time.
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But of course, the system also has clear
advantages. The participation of employee
representatives creates legal certainty
through the conclusion of collective agree-
ments. For example, when many employ-
ees are affected by a business decision.
And that is, in principle, easier than having
to negotiate with each employee.

Employee participation is anchored in

law. Do you think the involvement of
workers could also work on a purely volun-
tary basis?

That is hard to say. Today's market
could regulate this in parts by itself. As
a company, you face intense competi-
tion today when it comes to finding the
best talent. And participation opportu-
nities for employees make companies
attractive as employers. Young talents
no longer want to work for companies
in which there is a kind of despotic gov-
ernance. Companies that tend to have a
more collaborative work culture are likely
to be more successful in the long term.
Young people are increasingly demanding
this; our society is changing very much
in this regard. It could create pressure
on companies through the labour mar-
ket. Co-determination and cooperative
togetherness should at least partially be
implemented and promoted.

In your opinion, does the involvement

of employee representatives help to
increase transparency and accountabil-
ity by management, and does employee
involvement possibly lead to better quality
management decisions?

The creation and maintenance of trans-
parency, also internally, is fundamentally
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a critical field of action for us. Completely
independent of the legal obligation to par-
ticipate. That is why we communicate a lot
with the workforce (as company manage-
ment) via our own internal social media
platform. We debate directly without the
intermediate step via the employee repre-
sentatives. However, we discuss many top-
ics with those representatives in advance,
even if these are not directly subject to a
declaration and information obligation or
co-determination.

Do you feel that the current system is

positively affecting your company and
its employees, or do you see the potential
for improvement?

Without comparison, it is not easy to
answer, because after all, we do not know
it any other way in Germany. The Works
Council is vital for many employees;
they feel well represented by it. How the
Works Councils of the individual locations
and companies behave in practice often
depends on the location's culture. Some
are more cooperative and are more likely to
seek dialogue; others are more aggressive.
However, all Works Councils support the
company's development courteously and
constructively. Perhaps it is the case that
the system of co-determination creates
reasonable solutions through the con-
stant search for a compromise between
employer and employee interests.

One can say that companies are part of
society and, thus, also its mirror to a cer-
tain extent. A democratically constituted
society is generally characterized by
shared responsibility. We vote, get involved
in clubs, schools, and the community. It is
also expected from the company as part
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of this democratic self-image that we have
in Germany.

The costs of employee participation are

borne by the company. Do you think
these costs are offset through work qual-
ity or are the costs simply a burden on the
return on investment?

Satisfied employees have a positive effect.
Nevertheless, there is a conflict between
the costs of co-determination and the
goals of the shareholders. After all, share-
holders are primarily interested in their
short- and/or long-term returns. That is
the main reason why they bring their liquid
assets to a company. Freed employees,
on the one hand, but relatively slow and
expensive co-determination processes, on
the other hand, are certainly not conducive
to this quantitative goal.

This conflict of goals has been remark-
ably open for several years, e.g. revealed
during internal collective negotiations. In
the past, the negotiating objectives of the
trade unions were tied to the following:
The required increases in pay should be
linked to inflation rates and issues strictly
relevant to employees (such as weekly
working hours and retirement regulations).
Today, more non-company redistribution
debates are also coming to light in the
negotiations. The employee representa-
tives ask what amount will be distributed
to the shareholders and what proportion
of the added value they will receive. That
is an ideological dimension, and it probably
comes directly from the socio-political
agenda of the trade unions. Which often
do not fight for the interests of employees
of a single company but instead pursue
their motivation. It is an essential task of

management that Works Councils under-
stand this difference.

How do you deal in practice with the

conflicts of interest that inevitably
arise from time to time when the differ-
ent goals and needs of shareholders and
employee representatives collide?

We rely on constructive, solution-oriented
negotiations. So far, we have always
reached typical results through compro-
mises without ever having to argue in
court. And this is even though stakeholder
management has become significantly
more strenuous overall in recent years.
Companies are much more exposed to the
public, even the middle class. Our task (as
the Board of Management) is to keep an
eye on the interests of various stakehold-
ers, some of which are very divergent, and
to incorporate them into our decisions.

Do you think German companies have

a competitive disadvantage due to
the legally required employee patrticipa-
tion compared to companies from abroad
that may focus on a traditional shareholder
value maximisation approach?

As already mentioned, one can assume
that a large number of co-determination
regulations will make companies a bit
more sedate. The actual ability to react
or the speed of implementation may be
lower, both in crises and growth phases.
However, | do not know of any empirical
evidence that shows that German com-
panies do not grow as dynamically as
American companies, for example, simply
because of this corset of co-determination
obligations. Therefore, | can only make
assumptions about it here.
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‘I Employees are just one stakeholder

group out of many. In addition to
your shareholders and employees, there
are also your customers, your suppliers,
your neighbours, the wider society, and the
environment. How does your company take
care of the interests and needs of other
stakeholders?

As a company, we are part of society, so
the various stakeholder groups with their
specific needs and interests are fun-
damental. We maintain contacts and a
diverse exchange on different levels. Just
a few examples: We are in close dialogue
with politicians through various associa-
tions, but locally also on a very personal
level. We inform society very compre-
hensively and transparently through the
media. But here, too, there are personal
contacts, for example, through NGOs, who
contact us on a wide variety of topics. We
also answer every individual request that
we receive, for instance, from consum-
ers of our products or other people inter-
ested in the Berentzen Group. We are also
in contact with our trading partners and
end customers in various ways, with the
former primarily through a very personal
exchange via our sales staff, with the lat-
ter primarily through product communica-
tion, e.g. via social media. We are in close
personal contact with our suppliers. We
also oblige them to adhere to specific val-
ues and standards through our supplier
code. We are part of a global online plat-
form that offers members the opportunity
to provide customers and partners with
detailed information on social and ethical
processes. It is intended to achieve more
transparency and security across the
entire supply chain. For our customers, for
whom we are a supplier, compliance with
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specific standards is becoming more criti-
cal. That is why we have also been certi-
fied according to strict social criteria.

Overall, our relationships with stakeholders
are shaped by our understanding of sus-
tainability, divided into three dimensions:
economy, ecology, and social issues.

]] Do you personally think the stake-
holder approach has a future and is
compatible with the goals of profit-oriented
companies?

| think whether the stakeholder idea and
profit orientation are compatible with one
another no longer arises. As our society
changes, these aspects will become inex-
tricably linked. This development is already
becoming very clear, as can be seen, for
example, in the enormous growth and
market attractiveness of green funds. Or
in the upcoming EU taxonomy. The finan-
cial profit of a company is vital - and of
central importance for the shareholders.
But meeting ESG goals is also becoming
increasingly important for investors in the
credit and capital markets as a whole. The
positive correlation between sound and
sustainable corporate management on the
one hand and economic success on the
other is evident and well known to all inves-
tors. Therefore, and because their custom-
ers demand it, more and more investors
are striving for sustainable investments.
| am convinced that the social develop-
ment behind it will intensify even further.
Today these topics are already essential.
The youth of today places an even stron-
ger focus on this in their consumption and
investment decisions. It will be the group
of our customers, employees, and inves-
tors of tomorrow.
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Deutsche Apotheker- und
Arztebank (apoBank)

apoBank is a financing specialist for
the healthcare sector and the largest
cooperative bank in Germany. The com-
pany's main business is loans for small
and medium-sized companies, depos-
its in euros and foreign currencies, and
current and savings accounts.

Head office: Dusseldorf, North
Rhine-Westphalia

Industry: Banking

Employees: 2,448

Total sales (2019): EUR866 million

Net income (2019): EURG4.1 million

Primary listing: Cooperative
member
organisation

Website: www.apobank.de

Interview with Bettina Krings,
Chairwoman of the Works Council
(Headquarters)

"Works Council engagement has a very pos-
itive effect. Especially in difficult matters,
such as restructuring, it facilitates agree-
ments and negotiations become easier."

In  Germany, employee representa-

tives have been elected to supervisory
boards since the 1950s. Tell us, how does
employee co-determination work in prac-
tice at your company?

Our Works Council is organized on several
levels. There is the Works Council of the com-
pany headquarters. Further, we have 21 Works
Councils of the branches in the regions. The
general Works Council stands above all of

these. And since apoBank has subsidiaries
that belong to a collaborative group, we also
have the combined Works Council. The gen-
eral Works Council also sends members to
the bank's supervisory board.

Atotal of 170 employees work for us as Works
Councils. Fifteen of these are exempted,
so they do not have to work on the side of
day-to-day business. Incidentally, the law
would only stipulate the exemption of two
Works Councils at headquarters. The others
are released from their regular duties based
on a voluntary agreement with the bank and
can devote themselves entirely to Works
Council work. The other Works Councils do
this alongside their everyday work, which
requires commitment and idealism.

Our work is very time-consuming and
diverse, so this is a good strategy. The Works
Council and general Works Council deal with
many topics in the form of working groups.
Those exist for the following sectors: per-
sonnel, compliance, new technologies, occu-
pational health and safety, family work-life,
remuneration and IT migration. Our restruc-
turing committee also has a working group.

The bank has had an administrative commit-
tee since the 1970s. We also have social funds
administered by members of the general
works council. We contain voluntary social
benefits and social support for employees.

The public Works Council is also involved in
decisions with the general works commit-
tee and the economic committee.

How intensively the working groups work
on topics is shown by the duration of the
general Works Council meetings, which
meet several times a year for 2-3 days.
The work is very time-consuming and
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negotiation-intensive on many topics. Joint
agreements must be made with the man-
agement every year.

The bank itself supports the general and
local Works Council beyond what is legally
required. After all, it is for the benefit of the
bank. No longer Is there a negotiation with
each employee, only with the Works Council.

Does the involvement of employee rep-

resentatives on the supervisory board
and the work of the Works Council, which
you call the circle of trust, actually change
and influence management decisions?

The Works Council members on the super-
visory board have a different task there,
but of course, bring aspects of Works
Council activities with them and reflect the
mood of the employees in the company.

Employee participation is anchored in
law. Do you think worker involvement
could also work on a purely voluntary basis?

It would not be entirely voluntary. Fortunately,
at apoBank we have a very cooperative rela-
tionship between employers and employees.
The cooperation runs smoothly, which is not
to say that there are no tough negotiations.
It is difficult to say whether all committees
would exist like this without the laws. In
conversations with Works Councils from
other companies, we repeatedly hear that
they must fight for their rights. Legal require-
ments are therefore essential.

In your opinion, does the involvement

of employee representatives help to
increase transparency and accountabil-
ity by management, and does employee
involvement possibly lead to better quality
management decisions?
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The general Works Council receives a lot
of information and reports from the eco-
nomic committee and requests many data.
The general Works Council also regularly
invites board members and department
heads to meetings. Those, by the way,
are very happy to attend our meetings at
which they report openly. It is a very fruit-
ful togetherness. It is often an opportunity
for our board members to take away topics
and information that they would not other-
wise find out. The Works Councils at head-
guarters also have the advantage of being
very close to the executive boards. With
750 employees at the head office, people
know and meet each other, such as in the
canteen, and exchange ideas. Employees
know each other, and the cooperation is
very cooperative.

Do you feel that the current system is

positively affecting your company and
its employees, or do you see the potential
for improvement?

Constructive Works Council work often
has a positive effect. Especially in com-
plex issues such as restructuring, it often
makes it easier for both sides to find
workable agreements. The Works Council
supports the decisions made after the
negotiations and builds trust and under-
standing among the employees. We also
provide support in difficult conversations,
such as staff appraisals, where our pres-
ence has a calming effect on both sides
and the overall situation. It is positive for
the whole working atmaosphere.

We also take care of sectors including
part-time, home office, parking spaces,
canteen and much more. It would be chal-
lenging for the individual to negotiate with
the bank here. But the bank also benefits
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significantly from what the Works Council
achieves for its employees. It becomes
more attractive as an employer and even
advertise the achievements. Internal col-
laboration also benefits from our work.
After the financial market crisis, we were
the first bank in Germany to have a gen-
eral works agreement. The general Works
Council initiated this. That was a lot of
work, and we are very proud of it.

The costs of employee participation

are borne by the company. Do you
think these costs are offset through work
quality or are the costs simply a burden on
the return on investment?

The added value is there. The bank has a
clear advantage in the battle for talent.
We also ensure that there are solid guide-
lines, which in turn provides peace in the
company. The Works Council is particularly
valuable when it comes to sensitive issues
such as restructuring. Here the bank ben-
efits from enormous time savings and
high efficiency. Changes are difficult for
employees, for example, when parts of the
company are to be sold or outsourced. The
Works Council can help by negotiating a
balance of interests, concluding adequate
contracts, and accompanying the employ-
ees concerned. Overall, the Works Council
ensures peace and thus serves as the cen-
tral point of contact for worried employees.

Of course, this is only possible if you have
committed and motivated Works Councils.
It takes much time.

Do you think German companies have
a competitive disadvantage due to
the legally required employee participa-
tion compared to companies from abroad

that may focus on a traditional shareholder
value maximisation approach?

If you do not know the system, you might
think so. But Works Councils ensure con-
sistency and satisfaction among employ-
ees. For the organization, they are a work
simplification. You must experience it;
things are going well in companies where
Works Councils are taken seriously!

How do you deal efficiently with con-

flicts of interest that inevitably arise
from time to time when the different goals
and needs of shareholders and employee
representatives collide?

We try to find compromises, which does not
always work. Some issues are negotiated in
a package. There is always a give and take,
and then you meet somewhere. That is not
to say that the Works Council cannot and
must not say "no". We do not put up with
everything, and neither does the manage-
ment. Everyone has certain leverage, and in
the end, there is a compromise.

Do you personally think the stakeholder
approach has a future and is compatible
with the goals of profit-oriented companies?

It must be a mixture. In pursuit of profit, yes,
but you must pay attention to your stakehold-
ers. The ethical relationships with its employ-
ees have helped our bank out of many crises.
The employees always stood behind the
bank and were loyal to it. Had it not been like
this, many situations could have turned out
differently. In the end, stakeholder involve-
ment brings the success. In the struggle for
talent, peace of mind and working conditions
are fundamental aspects. Only motivated
employees can reach their full potential.
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Carl Zeiss Meditec AG

Carl Zeiss Meditec AG is a multinational
technology company in the medical
sector and a subsidiary of Carl Zeiss AG.
The company produces instruments for
ophthalmology, medical laser devices,
and technical solutions for neuro-
surgery, dentistry, gynaecology, and
oncology. The company's products are
among the most widely used machines
by ophthalmologists and opticians.

Head office: Jena, Thuringia
Industry: Technology
Employees: 3,290

Total sales (2019): EUR1.3 billion
Net income (2019): EURI23.4 million
Primary listing: XETRA Frankfurt
Stock Exchange
www.zeiss.com/
meditec-ag/
home.html

Website:

Interview with Sebastian Frericks,
CFA, Investor Relations

"Good employees are very important,
especially in research, development, and
specialized technologies. We need long-
term stable framework conditions for our
employees. It is not easy to get good peo-
ple in our industry. Employee co-determi-
nation makes Zeiss an attractive employer.”

Zeiss is a successful international com-

pany with a long history. Co-determination
and stakeholder interests have been actively
practiced at your company for a long time.
Tell us, how has the stakeholder idea shaped
your company history?
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Carl Zeiss was founded in the 191" century by
two partners, a physicist and a mathemati-
cian. The first products were custom-made
microscopes, of which Charles Darwin, for
example, had one. Even back then, the
company's founders' goal was to combine
cutting-edge research with science and
partnerships in the industry. Research and
profit-making stood side by side.

The company's founders, Carl Zeiss and
Ernst Abbe, were highly progressive for
their time. They set up a foundation, so
based on their values, the company will
exist for a long time. Even then, both said
the company's welfare depends on the
workers' welfare and the existence of the
University of Jena. Already in those days,
they had a strong stakeholder orienta-
tion. Customers, workers, education, and
research took centre stage. As early as
1873, they stated for their foundation that
the company's profits were seen as a pub-
lic good. In the 19t" century, both set up the
first commit-tees for workers' participa-
tion. Back then, in 1873, there was even a
cap for executive salaries! It was ten times
the wage of the average worker.

Employee participation has also helped
Zeiss with the most significant challenge
in the company's history. Due to the tur-
moil after World War Il, the company was
split up. The previous company remained
in socialist Thuringia, and around 100
key Zeiss employees who the Americans
abducted at the last second founded Zeiss
again in southern Germany. The new, West
German Zeiss grew quickly and soon over-
took the old Zeiss.

In the 1990s, the desire arose to bring the
two parts back together. The southern
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German Zeiss took over the old Zeiss. The
focus of the takeover was the valuable,
existing human capital of Zeiss, and the
company wanted to return to its ancient
traditional location in Jena.

The task of merging the two companies was
difficult, and many areas had to be closed.
There were cultural conflicts and many
fears. To cope with it, the culture of values
and participation was crucial. Solutions
were sought, and compromises were made.
Parts of the company were spun off instead
of closing, resulting in success! Some spin-
offs are listed on the stock exchange today,
including Zeiss Meditec AG.

Today, many people are again working at
Zeiss at the Jena site, more than 400 in
medical technol-ogy alone and more than
1000 across all areas. And the city of Jena
has also benefited a lot from Zeiss. In east-
ern Germany, Jena is one of the cities with
the lowest unemployment. It has a thriving
university and a 35% share of academ-
ics. The Zeiss company contributed to the
success, and the merger of the two parts
of the company was essential. For this,
in turn, employee participation was criti-
cal. Through them, jobs were preserved,
and perspectives were created. The whole
region has benefited from it.

Let us briefly examine the German pecu-

liarity of legally anchored employee
participation by representatives in the
supervisory board and through active Works
Councils. How important is the inclusion of
employees as a stakeholder group for you?

The medical technology subsidiary Meditec
AG legally has 1/3 of employee representa-
tives in the Supervisory Board. They sit at

the negotiation table when making strate-
gic decisions, especially when it comes to
employment. Works Councils and unions
are also important regionally and are in-
formed and involved. All of it is important,
especially in difficult times. We managed
the Covid crisis without layoffs because,
after all, our human capital is necessary.

Zeiss has always invested in its loca-
tions beyond metropolitan areas. Jena and
Oberkochen are Zeiss locations with tradi-
tion, and employee representatives have
many says in this.

Employees in the industry are often con-
cerned about outsourcing production
abroad. Zeiss is con-nected to its locations
and is also growing in Germany. In addition
to growth abroad.

Employees are just one stakeholder

group out of many. There are also
customers, suppliers, the communities
in which your factories are located, trade
unions, the environment and society. How
do you take care of these other stakehold-
ers? Do you have special committees for it?
How does that work in practice for you?

Zeiss has always been very close to its
stakeholders. The most natural connection
is with education and research, for exam-
ple, in ophthalmology. Zeiss also does a lot
of non-commercial research, together with
universities and leading scientists. For
example, the top OCT examination, which
di-agnoses eye diseases, was developed
together with MIT.

In many cases, the focus is not on com-

mercial interests. The projects often result
in actual products and applications.
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This, in turn, benefits the following stake-
holders, our customers, i.e. doctors and
patients. We feel obliged to patients and
not by selecting our research and prod-
ucts only according to sales; other-wise,
we would only concentrate on cataracts.
We also manufacture and develop prod-
ucts for less common uses and diseases.

As far as supply chains are concerned,
in addition to quality criteria - after all, it
is about medical technology that must
be safe; we also look at human rights
and occupational safety. Our customers
increasingly require it. Zeiss does more
than we need to.

When it comes to local authorities and
society, Zeiss has always been respon-
sible. Looking at the tax reduction, which
is popular and widely known in the medi-
cal industry - Zeiss is different. Nothing is
diverted from us, and our tax rate has been
around 30% for years. With this, we show
our com-mitment to the locations that we
are paying attention to. After all, the frame-
work conditions are essential.

Zeiss is also very committed to taking care
of its employees. We still have a promised
pension - so the company ensures loyal,
long-term employees.

Do you involve your stakeholders on a

purely voluntary basis, or do you fol-
low legal and regulatory requirements? In
your experience, would stakeholder partici-
pation work on an entirely voluntary basis
or as an incentive through regula-tions and
laws?

Zeiss has actively involved its employees
since the company was founded in the
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191" century. We have a long tradition of
doing that, even without legal compulsion.
Good employees are vital in re-search,
development, and specialized technolo-
gies. We need long-term, stable frame-
work conditions for our employees. It is not
easy to get good people into our industry.
Employee participation makes Zeiss an
attractive employer.

It is difficult to say whether the voluntary
service would also work for other compa-
nies. If there were no laws, some would
probably not include any employee par-
ticipation - the result is unclear. On the
one hand, they could save costs and make
decisions more quickly, but they would be
less attractive as employers.

Zeiss operates internationally. You have

locations in countries like India, China,
and the USA. Do you treat the stakeholder
issue there differently than in Germany?

In the international area, we initially focus
on local conditions as our basis - that will
be built on. We pay above-average salaries
at all foreign locations and ensure that all
employees have health insurance and pen-
sion plans.

Our goal is to do more than is required by
law. For example, at our place in the USA,
we have social benefits that are well above
the US level. Our employees there all have
health insurance, and we give six months
of parental leave. That is below the German
level but well above the local standard.

We know we need good employees every-
where, and also abroad; the best people
are rare. Incidentally, we did not set up our
foreign branches with the primary aim of
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saving costs. It is more about producing
locally and about the security of supply
and production.

Considering  stakeholder interests

beyond its shareholders can result
in costs that the company must bear, for
example, the salaries for released employ-
ees. Do you think these costs are offset
by measurable added value, for example,
through more motivated employees who
thus perform better or achieve higher qual-
ity in business decisions? Or do the costs
only burden the return?

Yes, the costs are offset by added value.
For example, we spend a lot of money on
research and development. These are
often not immediately offset by financial
success. However, experience shows us
that we create value in the long term and
thus increase returns in a long time. It
must be explained and communicated to
shareholders well and clearly. We often
invest vast sums of money, which can ini-
tially dampen specific actual figures such
as EBIT. We do not want to focus on short-
term vital figures but long-term success.

Experience shows that most investors still
stay with us. We, therefore, want investors
who are suit-able for our style to stand
behind us for an extended period. These
are not short-term oriented hedge funds.
Our shareholders are important stakehold-
ers who have a long-term relationship with
the company. The average holding period
of Zeiss Meditec AG shares is 2-3 years,
which is incredibly long compared to other
stocks; in the DAX, the average holding
period is less than a year. Of course, it also
has to do with who our owners are. Many
have been investing for 10 or 15 years.

Do you think German companies have

a competitive disadvantage due to
the legally required employee participa-
tion compared to companies from abroad
that may focus on a traditional shareholder
value maximisation approach?

At Zeiss, we do not think we are at a dis-
advantage. In Germany, many companies
like us even do more than the law requires.
After all, many studies show that a sustain-
able setup can create long-term success.
Stakeholders are an essential part of it.

Employee participation sometimes slows
down decisions, and managers certainly
sometimes wish it could go faster. But by
and large, the German system is suitable
for Germany as an attractive, successful
location. Success proves right!

How do you deal efficiently with con-

flicts of interest that inevitably arise
from time to time when the different goals
and needs of shareholders and other
stakeholders collide?

Conflicts do happen. That is the reality. It
helps to plan for the long term not to let
some disputes arise in the first place. At
Zeiss, human capital and sustainability are
significant. If conflicts occur, they must
be resolved, and we must come to mutual
understanding and joint decisions. We can
solve a lot through the fundamental trust
that exists at Zeiss and the knowledge
that the well-being of everyone involved is
essential to Zeiss.

Foreign investors often think that nobody
can be laid off in Germany, and zombie
companies are emerging. However, that is
not true at all. In Germany, too, companies
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are often severely restructured. Zeiss had
a complicated reorganization in the 1990s.
We went to great lengths and gained a lot
of credibility. Cooperation with employees
is crucial, especially in crises.

Do you personally think the stake-

holder approach has a future and is
compatible with the goals of profit-oriented
companies?

Yes!

Even in capitalist societies such as the
USA, the ESG topic is popular today.
Companies even set themselves voluntary
goals there; the need exists. Employees
and the community need that too. The
stakeholder issue is vital for the long-term
success of a company. It is crucial for suc-
cess in the capital market because sus-
tainably managed companies are valuable
in the long term. That is why investors are
increasingly looking for sustainable com-
panies because these companies will still
be there in 30 years.
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DSW - Deutsche
Schutzvereinigung flr
Wertpapierbesitz e.V. (German
Association for Private Investors)

Founded in 1947, the DSW is an idealis-
tic association and the leading inves-
tor protection association in Germany,
which cares for the interests of private
investors. The representation of inter-
ests of the DSW concentrates on three
main goals: 1.) Defending the interests
of private investors. 2.) Information
and training. 3.) Strengthening the
shareholder culture in Germany.

Head office: Dusseldorf, North
Rhine-Westphalia
Industry: Non-profit
association
Members: 30,000

Corporate form: Non-profit regis-
tered voluntary
association
https://www.

dsw-info.de/en/

Website:

Interview with Jella Benner-
Heinacher, CEO

"Stakeholder participation is the trend of
the time. In Germany, it is a natural part of
our culture.”

Ms Benner-Heinacher, you represent
small shareholders in your role as man-
aging director of the German Protection
Association for the Ownership of Securities
and at the European level as Vice President
of Better Finance, the umbrella organization

for European shareholders’ associations.
In Germany alone, you represent 30,000
private investors. How do you feel about
the idea that companies, in addition to the
interests of their shareholders, address the
interests and needs of other stakeholders,
such as suppliers, customers, employees
and society, and include them in company
decisions?

The topic of stakeholder participation is
not new to us at DSW. Shareholders want a
return, but in Germany, it has always been
clear that satisfied customers, satisfied
employees, and companies as good cor-
porate citizens are necessary for a com-
pany's success. Shareholders can only
make money if all stakeholder interests are
considered. What is undoubtedly new is a
stronger focus on the sustainability aspect.

The stakeholders and the issue of sustain-
ability are critical. At the same time, how-
ever, the company must not lose sight of
other interests.

In Germany, there is a different system than
elsewhere in Europe due to co-determination.
International actors often find this a deter-
rent - after all, a consensus must be found.
On the other hand, once the agreement is
reached, essential changes in the company
can then be carried out better and faster.

It is not always easy for small share-

holders to face the management of
large stock corporations. To a certain extent,
small shareholders are a stakeholder group
that is often overlooked. How do you think
an increased focus on stakeholder inter-
ests beyond influential large shareholders
could affect small shareholders?
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The interests of small shareholders are
often identical to those of large sharehold-
ers. In most companies, there are usu-
ally no conflicts between large and small
shareholders. But of course, large share-
holders sometimes have more options,
such as their Supervisory Board mandates
and their number of shares, leading to
more voting rights in the general meeting.
In extreme cases, this can lead, for exam-
ple, to a squeeze-out against the votes of
the small shareholders.

Most companies treat private shareholders
well. What has not happened often so far
is that these shareholders make extensive
use of all their rights and opportunities.
That could change with more emphasis on
sustainability. It cannot be ruled out that
representatives of environmental asso-
ciations will gain more voices at the Annual
General Meeting than before.

What differences do you see in dealing

with stakeholders in different European
countries, and how does this affect share-
holders in each case?

We are represented at many EuroStoxx50
general meetings and see significant dif-
ferences. In the Netherlands, for example,
management there is in active dialogue
with shareholders. The Dutch are much
more advanced in terms of sustainability
than in Germany, as the current judgment
in the Shell case shows. In France, on the
other hand, it is much more challenging to
have a say at general meetings and then
be critical.

In Germany, the employee stakeholder

group is heavily involved in the deci-
sions of large companies by law. As the
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shareholder representative, how do you feel
about this and do you think it puts German
companies at a competitive disadvantage
in an international comparison?

Co-determination is a tried and tested con-
cept in Germany. The process itself is com-
plicated and lengthy, and compromises
must be made. The management can then
not be as strict as, for example, in the USA.
Instead, the implementation of decisions
is faster if the workforce has already given
their consent. Co-determination has there-
fore proven its worth.

The costs of stakeholder participation

must be borne by the company and
thus ultimately by the shareholder. Do you
think these costs are offset by a specific
benefit, such as more motivated employ-
ees, more reliable supply chains or more
loyal customers? Or does the stakeholder
idea burden the return?

In the end, all costs weigh on the
return. Of course, every type of stake-
holder participation also costs money.
Environmental protection in Germany
can be expensive, as investments in
environmental protection regulations are
often so high that production in Germany
is no longer worthwhile. As a result, we
observe a substantial migration of pro-
duction abroad. That puts a strain on
companies, regions, and the location but
may also be politically desired. Today
we no longer think about the costs of
employee participation. That is a matter
of course for us.

Can a stakeholder approach work on
a purely voluntary basis, or does it
require a legal requirement?
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In my opinion, voluntariness has regularly not
worked in Germany so far. The German, which
probably also applies to entrepreneurs,
needs legal requirements to implement
something. It is different in the Netherlands
or the United Kingdom, where companies
also voluntarily adhere to a code. The best
practice is less rewarded in Germany.

One of your main concerns at DSW

is investor protection. The entire ESG
debate, including the stakeholder idea,
transparency, traceability, and non-finan-
cial reporting, plays an important role.
How do you think increased transparency,
accountability and non-financial reporting
could affect investor protection and thus
the rights of small shareholders?

We see this with mixed feelings. Companies
are faced with a large wave of CSR reporting,
which stresses and strains everyone. The
transparency and information are suitable
for investor protection. However, our concern
is that there will be a flood of information -
and information overload - with hundreds of
pages of additional reporting that no private
investor will understand. It will take a while
for practical reporting standards to emerge
that are short and understandable.

Conflicts of interest are inevitable in

the stakeholder mind. Shareholders
want high dividends or rising share prices.
Workers wish to secure jobs with high sala-
ries. Neighbours want a clean environment
without negative externalities, and custom-
ers want low prices, suppliers’ high pur-
chase prices for extended contracts, and

the municipality wants high taxes. How
should companies deal with these con-
flicts? Should they better prioritize share-
holders or consciously make compromises
for the common good?

It is the task of the Board of Directors and
the Supervisory Board to find the right
balance here. In Germany, there is a great
deal of understanding for this balance,
also by shareholders. In our experience,
shareholders in Germany are generally
very loyal and identify with their company.
The expertise already exists; those other
stakeholders must also be considered. The
COVID-19 crisis has shown that sharehold-
ers cut back on dividends, for example, if
necessary, for the company's long-term
well-being. The credibility of the manage-
ment is just as important as the proper
external communication.

Do you personally think the stake-

holder approach has a future and is
compatible with the goals of profit-oriented
companies?

Stakeholder participation is the trend of the
time. In Germany, it is a natural part of our
culture. When US and UK investors brought
the idea of shareholder value to Germany
at the end of the 1990s, we, as shareholder
representatives, were pleased that a little
more attention was paid to the share-
holders and their interests. But that has
not changed much in terms of the overall
picture. Yes, we think the stakeholder prin-
ciple has a future; we just cannot let the
shareholder fall by the wayside.
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GLS Bank - GLS
Gemeinschaftsbank eG

GLS Bank is a sustainable bank,
founded as a non-profit initiative in
1974 by Wilhelm Ernst Barkhoff and
Gisela Reuther. The bank focuses on
cultural, social, and ecological proj-
ects in Germany. The company offers a
wide range of banking options such as
checking accounts, savings accounts,
bonds, mutual funds, and membership.

Head office: Bochum, North

Rhine-Westphalia
Industry: Banking
Employees: 674

Total sales (2019): EUR168 million

Net income (2019): EURG6.8 million

Corporate form: Cooperative mem-
ber organisation.

Website: https://www.gls.de

Interview with Henning Bernhof, spokesman
for the circle of trust (Vertrauenskreises)
and employee representative on the super-
visory board

"Especially in the case of changes that can
be difficult for people, it makes sense to
involve employees, explain the situation,
and look for solutions together. With us,
those affected are made participants and
there is an open ear for them."

In  Germany, employee representa-

tives have been elected to supervisory
boards since the 1950s. Tell us, how does
employee co-determination work in prac-
tice at your company?
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The GLS Bank has existed since 1974.
By the way, GLS stands for a community
bank of lending and giving and was ini-
tially founded to finance schools. Today we
are among the top 10 German cooperative
banks with total assets of EUR 8.8 bhillion.
The history of GLS Bank is one of growth.
Last year alone, 34,000 new customers
came to us.

Our core competency is sustainability, and
that was long before it became a buzzword.
It has always been important to us where
money is lent to. We do our research, have
our sustainability filters, and pride our-
selves on being a reference for sustainable
investments. Sustainability is important
to us because the earth's resources are
finite. We want to do business differently
with money, not just growth for growth's
sake. Instead, invest where sustainability
can be achieved. GLS Bank sees itself as a
bank that is on the right track.

The bank is growing fast. We are making
profits, and we are getting a lot of new cus-
tomers all the time. We currently have over
700 employees. Organizationally, we are a
cooperative bank, and this is a good foun-
dation for us. We do not have traditional
shareholders who are purely out for short-
term dividends; we have members. These
include many customers who provide us
with equity. The members are interested in
more than the dividend. In addition, each
member has exactly one vote, regardless
of how much equity they make available to
the bank.

We had employee participation right from
the start. We have been going our own
way for a long time. We have a circle of
trust with 11 colleagues that the workforce
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elects. Currently, two from this group are
released for employee representation.
Three colleagues are elected and dele-
gated in a separate election for employee
representation on the supervisory board.

Co-determination is very important to us.
In this respect, our mandate goes well
beyond the legal requirements. We are
involved in projects right from the start
instead of just "being informed overall”", as
it is often the case with Works Councils.
For us, it is part of creating together.

Does the involvement of employee rep-

resentatives on the supervisory board
and the work of the Works Council, which
you call the circle of trust, actually change
and influence management decisions?

Yes, management decisions are influ-
enced. The board of directors leads the
way, that is their job, and they make busi-
ness decisions. The board of directors
works together with the trust circle, and
the best result should be achieved in the
end. Especially in the case of changes that
can be difficult for people, it makes sense
to involve the employees, explain the situ-
ation and look for solutions together. With
us, those affected are turned into partici-
pants, and there is an open ear for them.

Employee participation is anchored in

law. Do you think the involvement of
workers could also work on a purely volun-
tary basis?

The legal requirements are essential, and
it took a look fight over a long period to
come to this point. We at GLS Bank live a
"best practice” concept. It is not the case
in all companies. Again, and again, Works

Councils in companies are presented as a
hindrance, which they are probably seldom
in practice. Whether a company, therefore,
needs legal requirements always depends
heavily on the attitude of the management
towards the employees. If you take col-
leagues seriously as people, you do not
need that, but that would be an ideal world.

At GLS Bank, we do not speak of employ-
ees but individuals, and with this attitude,
we want to meet people at all levels.

In your opinion, does the involvement

of employee representatives help to
increase transparency and accountabil-
ity by management, and does employee
involvement possibly lead to better quality
management decisions?

Transparency is one of our core values,
also towards customers. With us, every
euro financed is transparent. We are,
therefore, an exception in the industry.

Involving employees will undoubtedly
increase transparency. We have an open
exchange; we talk a lot with each other
and make things as transparent as practi-
cally possible.

Do you feel that the current system is

positively affecting your company and
its employees, or do you see the potential
for improvement?

Standing still is never good. We are moti-
vated to shape changes. Sometimes we
reach our limits. GLS Bank is experiencing
incredible growth dynamics. We are a mas-
sive organization with over 700 employ-
ees, and we welcome and integrate tens
of thousands of customers every year.
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As a result, many things are constantly
changing. Adapting internal processes is
a significant challenge. We are very active
in employee representation. But with the
high stress of everyday life, that does
not always meet with enthusiasm. Many
decisions take time and preparation, and
some ideas take years to implement. That
requires energy, but it releases even more
power!

The costs of employee participation

are borne by the company. Do you
think these costs are offset through work
quality or are the costs simply a burden on
the return on investment?

We believe that people have something to
say, that they can have an opinion. Employee
representatives are a great opportunity and
not a burden. The benefits far outweigh
them. Think of the wide variety of tasks on
the board of directors, which must take
care of so many things simultaneously.
The details, on the other hand, happen at
the workplace of the individual employee.
Therefore, the best ideas for changes to the
respective process can only be found if one
discusses a topic on and with all levels.

Incidentally, our shareholders even expect
us to involve our employees. Companies
that have no employee participation may
think of the Works Council as a hindrance.
Employee participation brings with it a par-
ticular moment of inertia. Of course, purely
hierarchical decisions are faster, but qual-
ity also suffers as a result. It is therefore
vital to us to value people and, therefore,
also their ideas.

Do you think that German companies,
due to the legally required employee
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participation, have a competitive disadvan-
tage compared to companies abroad that
pursue a pure shareholder value maximiza-
tion approach?

| do not believe that German companies are
at a competitive disadvantage. Location
advantages and disadvantages depend on
many factors.

Employee participation is about success
for both sides. A company wants out-
standing employees who incorporate valu-
able opinions and do a quality job. A good
employer gives the employees meaning in
the task, and this creates a beneficial inter-
action. It is often the case that people quit
when they are dissatisfied, i.e. because
they see no point in their work. Then the
employer is replaced. At GLS Bank, this
meaningful fact is precisely what makes
us attractive as an employer.

9 How do you deal efficiently with con-
flicts of interest that inevitably arise
from time to time when the different goals
and needs of shareholders and employee
representatives collide?

Dispute over conflicts of interest does
not play a significant role at GLS Bank.
In addition, the whole thing is mixed
up; many employees are also members
simultaneously.

For our members, the return is not the
top priority. In addition to winning, it is
about the positive effect, which drives us
together.

Conflicts of interest rarely arise because
we communicate well and find a consen-
sus with one another.
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‘I Employees are just one stakeholder

group out of many. In addition to
your shareholders and employees, there
are also your customers, your suppliers,
your neighbours, the wider society, and the
environment. How does your company take
care of the interests and needs of other
stakeholders?

We have a lively exchange with our cus-
tomers via telephone, social networks, the
customer magazine, and transparency
about money. Feedback from our custom-
ers is taken very seriously. Our customers
have high expectations of us. We want
and should always be one step ahead.

Then there is our General Assembly, which
is attended by over 2000 members every
year. We have a lot of lively discussions
there together.

There are also our external companies,
such as gardeners or craftsmen. We look
very carefully at how they treat their
employees. Most of the tasks, includ-
ing those outsides of traditional bank-
ing, are handled by our own colleagues,
such as room maintenance. It would be
next to impossible to find someone on
the market that would meet our employer
requirements.

‘I‘I Do you personally think the stake
holder approach has a future and is
compatible with the goals of profit-oriented
companies?

Yes, the stakeholder idea works! It is a
unique challenge. The process changes
a lot and cannot be implemented very
quickly. But it is the right way!
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RWE AG

RWE AG is a multinational company
based in Germany. The company pro-
duces and trades in electricity and,
in addition to Europe, is further active
in the Asia-Pacific region and the
United States of America. RWE AG is
one of the world's leading companies
for renewable energies. In the 2020
Forbes Global 2000 lists, the RWE
Group is ranked 297 among the world's
largest listed companies.

Head office: Essen, Ruhr

Industry: Energy

Employees (2020): 19,498

Total sales (2020): EUR13.7 billion

Net income (2020): EUR1.2 billion

Primary listing: XETRA Frankfurt
Stock Exchange

Website: www.group.rwe

Interview with Lenka Zikmundova
and Jerome Hérmann, Investor
Relations

"At RWE, stakeholder participation has
proven its worth. It has helped us with
the company's transformation, which has
been very successful; it is good for our
image and also for the share price." - Lenka
Zikmundova

As RWE, you have made an exciting and

highly successful development over the
past few decades from a coal, gas, and
nuclear company to one of the most pro-
gressive energy companies in the renew-
able energy sector. In this way, you had to
bring together very different stakeholders
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with often completely conflicting interests.
Shareholders and investors, your energy
customers, employees, poaoliticians, envi-
ronmental associations, directly affected
neighbours and a few more. Do you think
dialogue and the approach to your various
stakeholders have shaped you as a com-
pany and contributed to your success?

RWE is one of the world's leading produc-
ers of renewable energies, represented
on four continents, in over 20 countries
and with around 20,000 employees. That
was not always the case. RWE has gone
through a significant transformation pro-
cess in recent years. In 2018, a complete
exchange transaction with the energy
company E.ON was announced and final-
ized in mid-2020. Since then, RWE has con-
centrated on energy generation, with the
renewable energies segment as a remark-
able growth area. The "old" business with
nuclear energy, coal, and gas, on the other
hand, is a shrinking business area.

Today, RWE is a dynamic growth com-
pany and an essential part of the energy
transition. As a result, we are also per-
ceived in a new way by our stakeholders
through politics and NGOs. RWE is one of
the world's leading companies in the field
of renewable energies. Today we produce
over 10 gigawatts of electricity from wind
and solar and increase to 13 gigawatts by
2022. At the same time, the gained power
from burning brown coal will be reduced by
around three gigawatts by the end of 2022.
These are rapid and powerful changes that
affect the entire company, including many
employees. Ten thousand people will lose
their jobs due to the German coal phase-
out, even more, if you consider the indi-
rect effects on municipalities, such as the
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baker in town where a coal-fired power
station is closing. At the same time, 3,000
new employees are joining RWE world-
wide who must be integrated. We can only
successfully manage the transformation
thanks to great efforts with our stakehold-
ers, with whom a common consensus
has been found. The capital market also
honours our stakeholder policy. With a
return from share price development and
dividends of 30%, our stocks were among
the best stocks in DAX 2020 for the fourth
time in a row. The main reason for that is
our transformation into a leading renew-
able energy company. As a result, we have
become more sustainable, financially more
robust and more crisis resistant.

How do you manage to take your vari-

ous stakeholders into account? Do
you have special committees for this? How
does that work in practice for you?

The exit from coal and the energy transi-
tion are issues that affect many stake-
holders. A coal commission was founded
in Germany, including politicians, trade
unions, NGOs, associations, science, and
companies that wanted to find a common
consensus on how the coal phase-out
would proceed. RWE was only a spectator,
but it closely observed the process, which
took a long time. After that, politicians
had to find an agreement together with
the companies affected, such as RWE.
Agreeing on a consensus that is accepted
by all is very important. For example, it is
about social aspects but also the security
of the electricity supply.

Internally, our employees are severely
affected by the coal phase-out, and our
Works Council is essential here. Together

with the company and the Works Council,
great efforts are made to find solutions
together. The Works Council is on an equal
footing with management, which in return
gets advice from it.

There has been an active dialogue with the
group of NGOs and with municipalities for a
long time. We have committees for social
and economic issues that are important
when implementing new projects.

In the Supervisory Board itself, which at
RWE has equal representation, i.e. ten of
the twenty Supervisory Board members
represent the shareholders and ten the
employees; various committees are all
equally composed of representatives from
the shareholders and employee represen-
tatives. The cooperation is booming, and
decisions are usually unanimous because
a consensus can be found together. This
is important if you want to implement
such significant changes successfully.
The transformation would not have worked
so smoothly against resistance from the
Supervisory Board.

RWE also has a stakeholder dialogue for
its stakeholders. There is an annual survey
among employees, NGOs, municipalities,
rating agencies, investors, initiatives, and
other stakeholders. We ask what would be
necessary from their point of view to make
RWE better - resulting in certain impulses,
such as bringing the RWE climate protec-
tion targets into line with the Paris climate
agreement.

In parallel to the stakeholder dialogue, we

hold hilateral discussions with our stake-
holders. There is also the RWE Talk with
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politicians and business meetings with
local authaorities, including citizens.

Do you involve your stakeholders on a
purely voluntary basis, or do you follow
legal and regulatory requirements? In your
experience, would stakeholder participa-
tion work on a completely voluntary basis?

We have been living the stakeholder idea
for 120 years. Of course, we comply with
all applicable laws, but the exchange with
our stakeholders is also part of the corpo-
rate culture at RWE. Involving stakeholders
is vital for new projects. You must include
everyone to be successful.

Let us talk about the German peculiar-
4 ity of statutory employee patrticipa-
tion by representatives on the supervisory
board and active Works Councils. How
important is the inclusion of employees as
a stakeholder group for you?

The employees are represented by ten
out of twenty members in the Supervisory
Board. The cooperation is reasonable
and based on trust, and the Supervisory
Board works together with management.
Many decisions are made unanimously.
The Works Council also enjoys great confi-
dence in RWE.

In your opinion, does the involvement

of employee representatives help to
increase transparency and accountabil-
ity by management, and does employee
involvement sometimes also influence
management decisions?

Working together in the Supervisory Board

and excellent cooperation improve deci-
sions that are usually unanimous. That
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is beneficial for the corporate climate, its
image and, ultimately, the share price.

The costs of employee participation

are borne by the company. Do you
think these costs are offset through work
quality or are the costs simply a burden on
the return on investment?

We have never questioned the costs of
stakeholder participation. A lot of it is not
directly measurable anyway, neither on the
price nor the benefit side. The benefits cer-
tainly outweigh the adverse effects.

Do you think German companies have

a competitive disadvantage due to
the legally required employee participa-
tion compared to companies from abroad
that may focus on a traditional shareholder
value maximisation approach?

We cannot see any disadvantage for
Germany as a location.

How do you deal in practice with the
8 conflicts of interest that inevitably arise
from time to time when the different goals
and needs of shareholders and employee
representatives collide?

We do not see any direct contradiction
between the interests of shareholders and
employees. They all want the company to
develop well.

A unique feature at RWE is the cooperation
with municipalities. Many municipalities
are affected stakeholders and sharehold-
ers in RWE and sit in the Supervisory Board
as representatives of shareholders. They
are represented in the strategy committee
and emphasize different features. Because

o1


WWW.CFAINSTITUTE.ORG

Stakeholder Capitalism in Action

they are directly involved in decisions, they
support the implementation afterwards,
which is advantageous.

The cooperation between the stakeholders
even gives rise to ideas for new joint proj-
ects and opportunities—for example, vari-
ous impulses for structural change in the
Rheinische Revier. A cooperation wind farm
is being built at a location where an open
cast mine ceases to exist; municipalities
are also participating.

Do you personally think the stake-

holder approach has a future and is
compatible with the goals of profit-oriented
companies?

At RWE, stakeholder participation has
proven its worth. It helped us with the
transformation, which was very suc-
cessful, it is marvellous for our image
and the share price. We see many posi-
tive influences on our development. In
our experience, excellent communication
is essential, and stakeholder participa-
tion must be lived to be successful - and
should not only exist on paper!
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/. Conclusion and Perspectives

Stakeholder governance is about valuing a broader set of stakeholder interests while
improving companies’ economic resilience in the process.

Money alone does not create a successful company. It is people who, along with their
ideas, their commitment, creativity and inventiveness, discoveries, and vision, create
what ultimately constitutes sustainable success.

The core idea behind stakeholder participation is to integrate this human success factor
into business decisions; to include the ideas, thoughts, and experiences of employees,
suppliers, customers, and society; and to treat them honestly, fairly, and as equals.

Employees play one of the most important roles in this process. After all, they are clos-
est to products, services, customers, production and business processes, and innovative
new developments. Entrepreneurs and managers know from experience how important
motivated and talented employees are for a well-functioning, innovative, and successful
company in the long term. In contrast, creditors and shareholders demand financial suc-
cess and high returns on investment from management.

In this study, a sample of German companies—whom we believe to be representative of
the country's economic model—show how a profit-oriented company can succeed while
involving not only its financial backers but also other important stakeholders. The senior
executives we have interviewed tell us how employees can be involved as valuable
stakeholders in the most diverse areas of the company’s operations. Psychologists have
known for a long time that money is important to people in a company, but it is not nec-
essarily the most important factor. Employees are first and foremost people, and seeing
them as such, valuing them, respecting them, and promoting them creates, according to
the unanimous opinion of all the companies interviewed, a win-win situation from which
everyone benefits. Employees can give so much more to the company they identify with
than their physical presence and time. As creative people, they keep the company innova-
tive and resilient, and with ideas and commitment, they can lead the business to greater
dynamism, strength, and financial success.

In this regard, companies are dynamic entities that go through ups and downs. What our
interviewees kept repeating as part of our conversations is how the resilience in many
German companies in times of crisis was achieved through the lived employee co-deter-
mination. This is an important aspect and clearly speaks for the advantages of stake-
holder participation. It supports a long-term solid foundation on which a company can
master not only successful highs but also threatening crises and change processes. The
executives and employee representatives we interviewed are particularly united on this
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point, even though their companies come from a wide variety of industries and they face
unique challenges in their respective industries.

Resilience is a concept that is omnipresent in the interviews. Our analysis shows that
resilience results from a climate of mutual trust and understanding created thanks, in
part at least, to employee co-determination. Management and employees enter into a dia-
log through the process, which is prescribed by law in Germany and has become part of
the self-image of German companies. They see each other not as opponents but rather
as partners, whose common goal is the long-term existence of a successful company.

Our interview partners did not gloss over the process. As the old saying goes, "Where
you break an egg, shells crack.” Even in this well-established and long-standing German
system of employee co-determination, investors and management, on one hand, and
employees, on the other, have clearly different interests and needs. Management fre-
guently mentioned the tediousness of many decision-making processes, and many a
company manager has wished he or she could make decisions simply, quickly, and over
the heads of their employees. They do recognise the benefits of involving employees,
however. After all, decisions that are understood and supported by everyone ultimately
are implemented more efficiently and successfully. The opinion of all our interviewees is
that the advantages of co-determination outweigh the disadvantages. Lower organisa-
tional flexibility appears to be compensated by a higher level of stability.

For companies that are managed according to a classic shareholder value approach, the
stakeholder idea initially may sound like a loss of control. The results of our interviews
may show that these fears are excessive. Stakeholder capitalism does not need to run
contrary to shareholder interest. Entrepreneurial profits are not diminished by engag-
ing in dialog with one's stakeholders, first and foremost with employees. Strategic and
business decisions remain firmly in the hands of management. What will change are pro-
cesses, perspectives, communication, and mutual understanding. All of the companies
that we were privileged to speak with are convinced that stakeholder engagement has
made them stronger, more successful, and more resilient.

We would like our readers to draw inspiration from the interviews and form the courage to
actively involve your own stakeholders. It will be worth it. In the emerging dialogue with
those affected by your business, as funders, employees, customers, suppliers, neigh-
bours, or people otherwise involved, a wealth of potential ideas, innovation, motivation,
inspiration, and backing is waiting to be unleashed.
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