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ABSTRACT

This paper explores how to best analyze the impaitteoGerman system of Chambers of Skilled Craftshe
German economy. Among the main characteristicshef gystem are the contributions-related mandatory
membership for companies subject to the Skilledt€ract (Handwerksordnung) and a territorial monlypaf
the regional chambers. The central question tobestigated is: What are the benefits of this Gersteamber
system and what are its costs? An examination efféhowing issues provides a tentative answerstFihe
functions of the system and, correspondingly, ihesat pursues are identified. Secondly, the casts benefits
of the institution are classified and evaluatedlitatavely. Finally, potential policy implicationare derived.
This systematic cost-benefit approach to evaluatmstitution is based on the regulatory impaseasment as
defined both in the Joint Rules of Procedures effiederal Ministries and at European Union level.

Our main finding is that the benefits of the sys&meed the costs caused by this same institufibparticular
importance is the apprenticeship system along thighadvisory services offered to SMEs and businestgps

in several business-related and legal fields. Wfitewh, the voluntary commitment supplied by mensbef the
crafts chambers strongly contributes to their pasiperformance. We therefore conclude that uphgldhe
system of mandatory membership is beneficial. b, faithin the competition of chamber systems therian
model might have a competitive advantage as regisdmducement of higher SME performance via its
comprehensive provision of services.
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l. Introduction

The German crafts sector comprises around 923 thdusasinesses employing over 4.8 million indivigual
This corresponds to an employment share of 12.4qrdr Moreover, almost one third of all apprentiaxeive
their vocational training in the crafts sectdfhese figures show that the crafts sector forsigrificant part of
the German economy, in particular in terms of hurcapital formation. Moreover, the large majority avéfts
businesses are SMEs. Therefore, the organisaticaseming the businesses of the crafts sector wnmadusly
constitutes one of the main representative bodi&MESs. The respective German organisation reprieggtite
general interests of the crafts sector are the bbkesnof skilled crafts and their umbrella orgarnsat the
German Confederation of Skilled Crafts. The Skill€dafts Act forms the legal basis of this chamber
organisation. Because of its degree of regulatioa system of chambers of skilled crafts represamtsxample
of the so-called Continental Model of chamber oig@iion. Yet, recent amendments to the Skilled tSrAtt
primarily aimed at de-regulating the system.

More precisely, in view of increasing demand forrencomprehensive services, businesses active ircrafie
were allowed to expand their services to neighlmgudrafts. Moreover, debates about the impact efftifi-
scale proof of competence (Master craftsman dip)dmaae led to a limitation of trades subject te thioof of
proficiency. Furthermore, a partly exemption of business -stpst from their mandatory contributions was an
additional measure to facilitate start-ups in otdecounteract the difficult employment situation.

However, such amendments require considerationgtdbeir impact on the institutions involved, inrfieular
the future efficiency and capacities of the skileedfts chambers and, in consequence, their mecadepanies.

In view of the ever growing relative importance SI¥1Es in the German economy, it should be assurad th
reforming the chambers of skilled crafts, which stitnte one of the main SME-representing orgaragatidoes
not adversely affect SME performance. Moreover,aieréxisting functions of the chambers may be dbkr
with respect to their impact on the economy orvilial businesses, and should therefore not beajeliged.
Validation of these hypotheses necessitates asstain analysis of the chamber organisation, isefuibctions
have to be identified and evaluated with respedhé&r impact on the aggregate economy in generdlits
members in particular. More importantly, and inwief the recent de-regulation tendency, the spebiéinefits
actually arising from regulation, i.e. the partenubdvantages of Continental-Model-based organisathust be
identified and contrasted to the features of therll system of chamber organisation — the Angke8&odel.
Our methodological approach has a ‘better reguiabackground. It cannot only be justified econaatlic but
also has a legal basis both at national as weklitaBuropean Union level. Some more details about our
methodology will be given irection Il. The two models of chamber organisation will becdbed and
contrasted irgection I11. In addition, a general discussion of the Germyestesn of chambers of skilled crafts, as
one specification of the Continental Model, will peovided, mainlyin order to gain a perspective on the
specific functions of the German system. Then, dtention will focus on the evaluation of these sfiec
functions of the chamber system, also in ordedémiify the particular benefits of the German systelative to

its counterpart. The analysis will involve both dtaive as well as quantitative elements, the tapect being
restricted by the current lack of comprehensivea ddction V). Section V summarises the most important
findings and offers conclusions.

1. Methodology

Among the most ambitious aims of the European Uaiento become the most competitive region in tbddv
economy by 2010, as described in the Lisbon Strategywell as to consistently pursuit its Sustai@abl
Development Strategy. The introduction of so-callegulatory impact assessments as standard presedur
2005 might be viewed as one of the Union’s own outions to achieve these goals. Accordingly,nadljor
policy proposals are subject to an impact assedsmenthey must be comprehensively evaluated vatipect
to their economic, social and environmental impa€tsus, impact assessments form an essential paheof
policy making process and serve to enable thelédyie bodies to make better informed decisions thedeby
improve regulation.

At national level the Regulatory Impact Assessniiemhework finds its equivalent in the Joint Proaeduof the
Federal Ministrie$ The impact assessment framework and correspomdingrements are described in Art. 44
of the Joint Procedures. It represents a mandatstyument federal ministries must adhere to, ideorto
comply with the obligation to substantiate any tialfl (Art. 43). Impact assessments frequently af@an ex-
ante nature. However, existing institutions or lansy also be subject to an assessment as regaidsvbrall
impacts. Evaluating the functions of the Germanesysdf chambers of skilled crafts represents suckxgmost
impact assessment. Since the chamber system cbestin specification of the Continental Model, we

! Zentralverband des deutschen Handwerks (2005a)

2 Appendix A to the Skilled Crafts Act 2005 contais trades subject to restricted admission. Bel®@8 there were still 127 trades
subject to the full-scale proof of competence.

% Legislation procedures are laid down in Art. 484-of the Joint Procedures of the Federal Ministrie
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simultaneously provide a critical assessment of Model. Some aspects will also be compared tcAtigdo-
Saxon Model. Yet, as a start, some consideratidthsreaspect to the general role of chambers wiltlekvered.

M. Chamber systems — general considerations ande case of German skilled crafts
Interest group organisations — on the understandingjtheir role

What kind of role do chambers, i.e. interest grarganisations, play in a society? Do they make any
contribution to welfare? Or are they just self-cedf rent-seeking institutions wasting otherwiséeptally
productive resources and ignoring general welfarbi® view corresponds to the neo-liberal critiqueiclth
would also predict that chambers, conditional agirtpower, would excessively intervene in econoputicy,
with negative repercussions on the economy. Yettleoretical background of this critique is basadstatic
assumptions, i.aent-seeking behaviour is related to the existing allocation of propeights. It does not assume
that economies are dynamic and are forced to rdguaapt to a constantly changing environmentfalet,
‘rent-seeking’ behaviour by interest groups suchchamber organisations might even contribute to an
economy’s adjustment.

Another way to better understand the role of irgiegeoups would be to incorporate them into thengaork of
decision-making processes within a society. Inuagbistic society political decision-making procesonstitute
the organised mediation between government inter@stl a multitude of individual interests. It is@ased
though that individuals with similar preferences ioterests form groups to better voice their conseA
chamber organisation would represent such a grodgrauld facilitate decision-making processes bydting

or pre-selecting interests. In this way, chambepabisations may contribute to reducing politicalnsaction
costs. The political decision-making process wdhkh be a balancing act of compromising betweernpetinmg
group-related interests. In thgturalism concept it is accepted that some groups might rmemiepresented
because of organisational deficiencies or a lackesburces. In contrast, the corporatist approdeimats to
overcome these representation asymmetries by attegrorganisations more strongly into the politjzencess.

In addition, organisational structures are deteealihy government authorities in such a way that thpresent
more general interests. Moreover, a higher degfegivision of labour is promoted between the statel
interest group organisatichsSimilar to the concepts of pluralism awdrporatism, two different chamber
systems have evolved internationally. While thecalled Anglo-Saxon Model is based on the concept of
pluralism, the Corporatist view is provided withasogies by the Continental Model of chamber orgatius.
Their development and their features will be thgexttof the next subsection.

The Anglo-Saxon vs. the Continental Model — an intational perspective

In the international chamber landscape two fundaafigrdistinct forms of chamber systems emergéh the
one hand, the Continental Model's origins can leed back to early fcentury, post-revolutionary France.
On the other hand, in Great Britain the Anglo-Saktéwdel evolved at about the same time. In facts¢hevo
models represent two poles of how chambers canrdgenised. For this reason, they do not have anytmn
common except the fact that they are membershipebasisiness-representing organisations both prayidi
services to their members and executing repre$entasks.

One main characteristic of ti@@ontinental Model is that chambers are established by an act of. Sty are
thus corporations under public law and have togoerfsovereign tasks delegated by the governmentefdre,
they are also subject to supervision by state aititg In addition, the chambers are represergatf their
members and therefore must adequately representnteenbers’ interests. As a consequence, there tnbigh
some trade-off between these two functions. Chasnbey also provide additional services to their iners.
Yet, an implementation of those services is noallggenforced. This is also the reason why, elgantbers in
Germany provide somewhat heterogeneous servicethefimore, chamber membership is mandatory in the
Continental Model and members are subject to coatis financial contributions. There is no compatitio
between chambers as regards the attraction of mentiecause chambers enjoy a status of regionabpadyn
with respect to their area of activity, usuallyrigea district or city.

In contrast, in théAnglo-Saxon Model chambers have a private law status and usuallyotiperform delegated
assignments. Thus, they are independent of staevéntion. Moreover, membership is voluntary. Cetitfpn
between chambers arises where areas of activitypwdapping. This may happen on a regular basigesi
regional coverage is not limited to a single chambe this manner, Anglo-Saxon chambers basicadlyote
their actions to service provision and lobbyingidiies for their membership. Yet, their existenaad
performance strongly depends upon their membergtiboitions.

Besides the two standard chamber models, thetsedsaghird form of chamber organisation, a soecthMixed
System incorporating characteristics of the twoepthystems. However, only very few countries sush a
Thailand or Japan have implemented these hybridsotmfact, the Anglo-Saxon Model is the most wydel

4 See Meier (1997) for a more detailed discussion.
® This subsection is based on Pilgrim & Meier (1995)
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spread of the systems. It is prevalent in North lagith America, many Asian countries as well as fal& and
New Zealand. Yet, European and African countriessareewhat divided as to their model affiliation.a@tber
systems in Northern and West African countries sashAlgeria, Morocco or Senegal can be classified a
belonging to the Continental Model, whereas changystems in the Southern part of Africa rather ldigp
characteristics of the Anglo-Saxon Model. Europeaunntries such as Germany, Austria, the Netherlands

of course, France have Continental systems, wheheak).K., the Scandinavian countries or Switzetlane
advocates of the Anglo-Saxon Model. In part, thelsssification patterns reflect colonial historyoidover,
having the general characteristics of the two baggtems in mind, the form of chamber organisatioa
country sometimes also mirrors more general degrestate regulation and interventionism with restge the
welfare state and social security systems.

Contrasting essential features of the Anglo-SaxomdaContinental Models

In the following, advantages and disadvantagehefGontinental Model are presented and contrastebet
Anglo-Saxon Model. Clearly, any definite judgemeastto whether one or the other model is superiemse
difficult for a variety of reasons. First, both netsl have distinct degrees of organisation and aetléferent
institutional infrastructures. Consequently, theinge of tasks and activities is rather diverseredeer, their
existence and evolution should always be viewedrinhistorical context. The lack of comprehensivéada
represents a further limit to a full analysis of tiwo systems. In the following, we focus our d&sian on the
essential and debatable features.

Membership regulation is the first feature to be discussedhil&/membership is mandatory in the Continental
model, the Anglo-Saxon Model advocates voluntarynimership. Assuming that certain activities or sgrgiof

a chamber have a public good character, their pi@mvimight be jeopardised by free-riding behaviothis
problem can be overcome by forcing all potentialnthers into membership. Furthermore, mandatory
membership leads to a complete membership bashisrway, actual or full representation is ensuréel,
some effort-related problems may arise from thigcstire and if monitoring is not sufficient, resoes may be
diverted. Demand-orientation of the chambers may ttecline, a problem not occurring in the caseotfntary
membership. If businesses are free in their choficerepresentative body, they will choose the whiech best
represents their interests or simply found theimoghamber. However, this may lead to a multitude of
competing small chambers, with each having onhery Vimited scope of power, even though they paddint
work efficiently.

Since chambers have a regional monopoly in theiG@emial Model, i.e. there is only one chamber pstridt or
city, there is no direatompetition between chambers. Clearly, this enhances the@ngiat influence since their
membership base will be much larger relative tdomg chambers in the Anglo-Saxon Model. Yet again,
guaranteed clientele may cause disincentive effatisng chamber officials. Therefore, there is samaetoff
between the degree of representation and powedreoarte hand, and an efficient performance on ther dtand.

At the same time, mandatory membership allows emie® of scale and hence an efficient provision uifli
goods and services, while voluntary membership caayge sub-optimal provision of such goods and cesvi
Generally, long-term chamber stability plays a @uaole in the Continental Model. This stabilityn
conjunction with the possibility to build long-tergtrategies, is intensified by continuous finandiavs from
members’ contributions. These features may enabkmbers to provide several services beyond their
representative tasks and to assuddkegated responsibilities otherwise executed by public authorities. In the
Anglo-Saxon Model this would not be feasible to tseme degree or would not be desired politically,
respectively. In Anglo-Saxon chambers resourcesiaveted almost exclusively to fulfil representatduties.
Consequently, no conflict can arise as to whetlrasentative or delegated responsibilities shdadd
prioritised in the Anglo-Saxon Model, whereas thiay well happen in Continental chambers. Nonetkeles
because of their close relations to the businets®s represent and consequential informational e as
knowledge-related advantages, overall benefits a@yue from the delegation of specific tasks tonuber
organisations.

In the next subsection a comprehensive descriptiothe specific features and functions of the Germa
chambers of skilled crafts, as representing ont@ithamber organisations inspired by the Contaiévbdel,
will be given.

The German chambers of skilled crafts — their funmtis

The German skilled crafts and its associations feal@ng tradition in the German economy. The firgjale
enactment of a system of chambers of skilled ceits (voluntary) guilds was adopted in 1897. Howgtree
idea of such crafts organisation can be traced lm@n to the Middle Ages. The major reasons for the
establishment of the chamber system were the datwti and qualitative decline of the skilled csafector
mainly due to the introduction of unlimited freedarhtrade at the beginning of the"8entury. In particular,
the vocational training system suffered from a liosstandards and there was a lack of qualifiedqurarel. The
legal requirement of the establishment of regimhm@mbers and their corresponding umbrella orgaors#iien
aimed at rebuilding a skilled crafts identity and efficient vocational training system to restoighhquality
provision of goods and services supplied by thdleskicrafts sector. The (re-)establishment of thern@n
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Confederation of Skilled Crafts after the SecondrM/d&Var and in particular the coming into effect the
Skilled Crafts Act in 1953 constitute the basis teday’s form of organisation of the skilled crafthere are
now a total of 54 chambers of skilled crafts in @any whose functions and tasks are laid down irStied
Crafts Act. During the last decades there have tseeral amendmefitso the Act, mainly to make crafts
businesses adapt more easily to changing econtmaiiges.

The organisational structure of the German skilleafts is analogous with the federal levels of trezldral
Republic. Furthermore, within the skilled craftganisation two independent pillars have to be mistished.
On the one hand, there are the voluntary guildsessmting professional interests. On the other hénel
chamber organisation is the non-technical bodyesgmtative of the entire skilled crafts sector. 3hehambers
of skilled crafts constitute the regional authestit district level. It is their functions we whié concerned with
in the following.

The scope of functions of the chambers can be separao four different categories most of whick &sted in

Art. 91 (1) of the Skilled Crafts Act. First, théyave self-governing responsibilities delegated hy state.
Secondly, they have to fulfil their representatidaties. Furthermore, the chambers supply a range of
consultative and other services for their membEnsally, the skilled crafts chambers play an impottrole
within the system of vocational training. For théason, vocational-training-related activities vi# treated
separately, even though both delegated as wekragce-related tasks are involved in this area. Ezthgory

will be analysed in turn

Among the listed,delegated functions are the keeping of the Skilled Crafts Registeg #stablishment of
conciliation boards to settle disputes betweenlezkicraftsmen and their customers or the assignrapdt
putting under oath of experts to deliver expertnapis on products, services and prices of skilleafts

businesses. Further, chambers have to issue catdii of origin on request of skilled crafts bussss mainly
for export purposes. In addition, chambers havepibhssibility to issue exceptional permissions, éog.the

carrying on of a business without a Master craftsaiplomé.

The second category comprises t@presentative tasks of the chambers, comprising a complex range of
activities. More precisely, Art. 91 (1) cl. 1 statihat the skilled crafts chambers particularlyllspaomote the
interests of the skilled crafts businesses andrenfair accommodation of interests among individsiilled
crafts businesses and their organisation’. Furtthezy have to ‘assist authorities in the promotidrskilled
crafts by providing suggestions, proposals and xggnion, as well as submit regular reports dieigithe
situation of the skilled crafts’ (Art. 91 (1) cl).2n accordance with cl. 2 of Art. 91 (1), Art. €3) declares that
‘the chamber shall be heard in all important matiggrtaining to the skilled crafts and the tradesembling
skilled crafts’. Realisation of those responsil@itmainly takes place via communication with théharities at
either community, federal state or federal leve @ia the provision of requested information.

Services constitute the third pillar of the chambers’ fuoos. Three kinds of services can be distinguished,
namely consulting services, information and othewises. To a large part, services are free of charge; many
consulting services are publicly funded. Oftenvieer activities are supplied in cooperation witlgiomal
partners, e.g. banks, chambers of industry and aoeror other chambers of skilled crafts. Consglsiearvices
comprise brief consulting between a half hour am@s and full consultation lasting a minimum cdrgl up to

32 hours, of which only the latter are subject tblr support. The answering of specific questicauiring
special knowledge represents a third form of advi@errently, about 580 consultants are active imnta
chambers. Overall, 80 per cent of the consultatiake place over the phone. In terms of frequetheytransfer

of specific knowledge dominates brief consultatiddetailed consultations are the least frequeritinyerms of
time use they cause the greatest effort. In 20@5lalge majority of the consultations were concgémath
managerial issues (86.5 per cent), whereas tedhisisaes were the subject in about 6.5 per centhef
consultations. Other areas of consultation wererenmental issues (1.5 per cent), innovation amtirielogy
(3.4 per cent) or internationalisation (1.3 pertf8nin the latter case, chambers themselves oftew stitiative

in order to convince crafts businesses of theiroojpities, i.e. the participation in an internatb trade fair.
Moreover, in order to better promote internatiomativities of skilled crafts businesses, chambeasseh
established special institutions in some fedesdkst providing internationalisation-related seagic Within the

® The latest amendment was published in Septeml @BGBI. | pages 2725f.).

" The analysis of the functions will not be completainly because of lack of space. Yet, the esasleratsponsibilities are considered.

8 These exceptional permissions are laid down in Adnd 8 of the Skilled Crafts Act, however istated that public authorities at federal
state level are responsible for their issuing.éasingly though, chambers are appointed for tis bg a legal regulation of the federal state
government.

9 Education is the fourth kind of service, but i# analysed separately as the last category.

10 Zentralverband des deutschen Handwerks (2005b)

1 Miller (2004)
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area of management-related issues, business faomdainsultations play a considerable and increhgin
frequent role.

The chambers also compile information material ie form of brochures or guides to keep interested
individuals informed, to facilitate informationatlection or to provide basic and summarised inféionaon a
wide range of topics, for instance ‘How to starbasiness?’ or country studies to facilitate intéiorel
activities. In addition, events or seminars areaorged to inform about topics such as EU enlargement
Increasingly, newsletters are distributed onlind externet platforms gain importance. Further, cbars act as
distributing and pre-selecting institutions of ¢sa$pecific government action or promotional prognzes.

Among the other services provided by the chamhées,establishment of so-called bourses to fadlithie
search for business successors, cooperation parimercrafts businesses by customers, organising co-
participation at trade fairs, the delivery of staémts concerning crafts-related issues or the oeirl of
framework agreemerifsare the most significant.

Finally, the chambers of skilled crafts are strgnghgaged in the field ofocational training. The chamber
jurisdiction for the administration of vocationalihing in the skilled crafts is defined in Art. Tf the
Vocational Training Act. The delegated functions specified in Art 91 (1) of the Skilled Crafts Ad¥lore
specifically, chambers have to ‘organise vocatidnaihing (...) and keep a Register of Apprenticed! 4),
issue regulations governing the examinations reduas part of further training or retraining prognaes (...)’
(cl. 4a), issue regulations governing the apprestipp examinations (...) and ensure that apprenijgesh
examinations are properly conducted’ (cl. 5), ams$ue regulations governing master examinationshé
various trades (...)" (cl. 6). In addition, many fugt educational measures are supplied for botmessiowners
and their employees to ensure high levels of engtliiyy in the skilled crafts sector. The German
apprenticeship system is a dual system, in whiehteéichnical, firm-specific part of the trainingpsovided in
skilled crafts businesses, whereas the non-tedhmicaie general part of the training is teachetha&vocational
training centres of the chamb¥rsThe quality of the examinations heavily relies e commitment of
voluntary examiners. In the field of further edugasl measures, the most relevant is the degremafis
business management. Other activities are prepgrateasures for the youth, the qualification ofgdaarm
unemployed or the promotion of highly talented apgices.

\VA Evaluating the functions of the German system fochambers of skilled crafts

In accordance with theubsidiarity principle, delegating responsibilities from hightr lower levels of
administration is usually economically sound. Thare several reasons why this also holds for tlse o&the
regional chambers of skilled crafts. First, it tBnassumed that chambers enjoy a higher levelagiptance by
companies as well as employees relative to publicarities at federal state or federal level, malmécause of
more comprehensive personal contacts with their Ipeenbusinesses and thus higher trust. Moreover,
administrative burdens such as the time neededcdouée a task are supposedly lower at chamber Evel
incentives are higher to provide efficient servicélis might also reduce administrative costs. Aeoffactor
potentially contributing to lower administrative ate is the degree of voluntary commitment from mersb
Besides these general benefits, what kind of ecandémpact does each delegated function have? Ageeth
alternatives with respect to their execution? Iff Woes their fulfilment need improvement?

The keeping of th&killed Crafts Register ensures that all skilled crafts businesses, tlim Appendix A of
the Skilled Crafts Acf, are recorded. The register is not only a pure beeship register, but also contains
additional data concerning the recorded skilledterausinesses, as defined in Appendix D of thél&fkCrafts
Act. In this way, the register offers a data baséctvcan be used in official as well as sector-gjgestatistics.
Even though this data base has its deficiefitids constitutes an important tool for economic ippl At
community level there is another business registiiere all businesses, irrespective of their sedtave to
report. In order to reduce effort made by businegsefulfil their reporting duties, so-called one{sshops
could be established, so that businesses havagitsteneonly once. Nonetheless, the responsibititgdtablish
sector-specific statistics should stay with thennchers, because they have the necessary competandes
incentives to satisfactorily perform this task.

Conciliation boards lower transaction costs of the two parties invdlviéarising disputes between skilled crafts
businesses and their customers can be settled samsbits can be avoided. Invocation of skilled craft
conciliation boards often is free of charge. Mommwhe boards benefit from voluntary activities séilled
crafts masters who contribute their technical ab agenon-technical competences. In addition, thentbers are
very active in performing informal conciliation worAccording to one chamber, there are about 2isf@@mal

2 Here, chambers make use of their comprehensiveoniet to negotiate financial advantages for thegmhers (e.g. electricity,
communications etc.)

3 These are strongly funded by the public autharitie

4 Appendix A of the Skilled Crafts Act lists thogades whose carrying on is bound to the full spab®f of competence. A second register
is kept for trades listed in Appendix B. Appendix@ntains trades which are either subject to freedbtrade or resemble skilled crafts.

5 Miller (2000) states that not all kinds of busestart-ups can exactly be identified (e.g. in ciseestablishment or renaming).
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inquiries per year. Unfortunately, no aggregateadat available on the total number of formal arfdrmal
conciliations. It is known however that disputegyarily occur in construction or motor vehicle regt#ons.
Overall, the impact of conciliation boards is calesed positive, because lower transaction cosengiatly raise
the business volume.

Similarly, with the appointment and putting undeatto of experts chambers contribute to increasing legal
security. The services of the chambers surroundiegekpert activities are not charged for by themdbers.
Their overall impact on the economy is thus positiggpert opinions are mainly demanded by insurance
companies or private persons and are delivereddhyhqualified skilled crafts masters.

The issuing of certificates of origin is of import&nfor exporting businesses in case they are desdahy
foreign public authorities. The internationalisatiof skilled crafts businesses has however notrgathed
significant levels. As a consequence, the demandudoh certificates is rather low. Yet, the issuafgsuch
certificates requires special knowledge and acgurkiost chambers lack these skills, because thaltires
costs would by far exceed the potential benefit. ths reason, chambers tend to pass businessegootiee
respective chamber of industry and commerce. Thexgfoe benefit of delegating this task to thels#licrafts
chambers is at best marginal.

Finally, the main benefit of delegating the issuafgexceptional permissions to the chambers accrues from the
fact that execution times are non-negligibly redlic@onsequently, in cases of positive notice, lassirstart-ups
are accelerated. Moreover, the total cost of sigréi business might thus be lowered and the totaber of
business start-up may increase. Even though thengtrative burden of chambers is assumed to sligige,
the overall impact on the chambers is likely to gmesitive, since they receive the charges from ekagu
demands.

In conclusion, the aggregate impact on the econofrihe self-governing responsibilities of the chamsbis
positive. A chief contribution is made by those nbens of the chambers who commit themselves voliytar
accomplish many of the chambers’ duties. Woulddhasks be fulfilled by other authorities, they wabmost
likely incur considerable costs.

With respect to the chambers’ representative otitigs, the following questions need to be analy$acst, in
how far do the chambers succeed in incorporatingrests reflecting the entire skilled crafts busie
community? Secondly, are the chambers capable o¥iding authorities with balanced and profound
information which can be usefully employed in thuditcal decision-making process?

There has long been a strongrporate identity in the skilled crafts. This identity was mainly bwn the
participation of employees in the decision-makimgcgesses, similar vocational training structuressstrades
and particularly, the establishment of a businessdoconditional on the full-scale proof of compete, i.e. the
Master Craftsman examination. This high degreeomfidgeneity has somewhat decreased during thedass.y
Three reasons are responsible for this developrRéast, through the 2004 amendment to the SkilleaftSrAct
53 of the 94 trades in Appendix A were transfeti@d\ppendix B of the Act, exempting business owriars
these trades from the obligation of a master arafts education. Today about one third of all busirfeanders
in the crafts sector dispose of a Master CraftsBigloma, while in the mid-1990’s this share stithaunted to
about 70 per cent. In addition, crafts businessavsvincreasingly graduate from university, implysame form
of upgrading of skill requirements in the skilledaits sector. Moreover, sizes of business have ugid
diverged. Still, chambers of skilled crafts seemrémain sufficiently homogeneous to ensure a bealdnc
representation of their membership — mostly small anedium-sized enterprises. In contrast, chambérs
industry and commerce may find it difficult to ensUSME representation, because large enterprises dor
powerful part of their membership base. Nonethelgssision-making processes within the crafts clemhare
still dominated by master businesses, owners wgthivalent education or owners, who at the same tinee
members in one of the guilds. Therefore, it is dhukhat the three kinds of crafts busines8ese equally
represented by the chambers.

The degree of legitimacy of political decisions deggupon the degree of incorporation of as margrésts as
possible. Therefore, public authorities should gref bunch of large interest groups reflecting cgneoncerns
to many small organisations representing specifterests. The chambers of skilled crafts constituteh
representative bodies reflectirgneral interests not only of the skilled crafts or small and medisined
enterprises, respectively, but also crafts empleybleaddition, their reporting to the public auities can be
assumed to involve a relatively high degree of cibjeness as well as high quality, because of tzambers’
closeness to crafts businesses and thus specifievigdge about their members’ situation. Moreover,
promptness of provision of information is assurgdhe availability of own data and particular corrment of
voluntary staff. Alternative sources of informatisnch as research institutes or the trade-spapifids would
at least partly be less reliable. While the formeuld have difficulties to provide immediate infaation, the
latter would tend to provide information that i® tspecific.

6 Remember, since the 2004 amendment three formeeatistinguished: businesses or trades, whosgimgron are conditional on the
Master Craftsman Diploma (Appendix A to the Actpdes exempted from this proof of competence (AgpeB, part 1) and trades
resembling skilled crafts (Appendix B, part 2).
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Many of the services supplied by the German chasnloérskilled crafts, especially the above mentioned
bourses, as well as the information gathering,ctalg and processing activities, facilitate busgastivity and
thereby reduce transaction costs. Yet, of grealevance and impact are tbensultation services, in particular
business foundation consultations, brief conswoltetiand the regular supply of specific knowledgenoAg
other things, their importance is based on the faat the market does not supply these servicesause
transaction costs would be too high. Thereforesetservices will be analysed more thoroughly inftflewing.
Business start-ups and young innovative enterpgsedribute considerably to employment dynamicghe
German economy and to raising job creation levidlswever, information asymmetries can impede market
entrance of (small) businesses. The costs of gathérformation can additionally hamper the estéinfisnt of
new businesses. Free consultation services suppjiechambers of skilled crafts attempt to overcdirese
deficiencies and have the following additional attages. First, the chambers are mostly known arsdei by
the potential founders. In fact, the chambers laeefitst address for crafts business foundeta addition, the
chambers perform some kind of ex-ante selectigmoténtially successful business projects. Besidedvaster
craftsman Diploma, it might be for this reason ttraifts businesses have a higher probability teigarelative

to businesses from other economic seétoliscan also be assumed that the consultantmidepéendent, because
they do not personally benefit from favouring amedfic business or a certain number of foundatipas
period. Moreover, the chambers have gained speeKjerience in consulting business start-up as a=ll
established businesses. Therefore, their competestiould be comprehensive in these areas and dahgevl
synergies can be exploited in either of the two.

Information not only is decisive for business stgss, but for all business units in an economyfalet, in a
globalising and knowledge-intensive world, inforinattends to become a major indicator for comptitess.
Certainly, small businesses have an informationshdvantage relative to large enterprises, bec#usie
possibilities to divert productive resources inasrtb gather and evaluate information are verytéohi Usually,
human resource capacities are fully used to crealiee added. Moreover, because of its partial fizest
character, the cost factor information weighs mieeavily in businesses with relatively low levels \alue
added. The service of making such specific knowledgailable to skilled crafts businesses via brief
consultations or knowledge transfer activities edkis problem.

Finally, the German skilled crafts contribute sfgaintly to human capital formation. Within the skilled crafts
organisation, the chambers of skilled crafts plaleeisive role with respect to human capital fororavia their
functions in the fields of vocational training afhdther educatiolf. In knowledge-intensive societies, human
capital gains ever more importance as a factorrofiyction. The chambers’ contribution has long ebean
over proportionally, since they often trained appicees who later found employment in the industrys less
likely though that this is of similar importanced&ty. Besides the vocational-training-related aiitisi of the
chambers to enable young individuals to enterdbeur market, there are other activities which repesitive
impact on the economy. The chambers strongly enigatlpe acquisition of qualified skilled crafts bossses to
participate in vocational training, i.e. to traippaentices. Among other things, vocational traingagsultants
personally contact (promising) businesses in otdeinform them about their opportunities. Also, keting
campaigns supporting vocational training and thetefaexamination are initiated by the chambers.fabethat
the apprentice share in the skilled crafts is mightive to the share in other economic sectoralspstrongly in
favour of the relevance of the skilled crafts inrtan capital formation. In addition, the dualitytb& vocational
training system guarantees a high degree of ped@iperience of apprentices, which would be leasible in a
purely publicly provided system.

In the field of further education, the chamber®atsake a non-negligible contribution. In 2004 ab32t000
examinations were taken in this field, showing ttragir importance has increased as compared tentbe
1990'¢°. However, skilled crafts chambers are not the csuppliers of further educational measures in
Germany. It can be assumed though, that this leaddigher degree of competitiveness and thustgwahong
suppliers.

Overall, the chambers’ commitment in the areas afational training and further education has a tp@si
economic impact. In particular, apprentices in #hdled crafts often would have difficulties in dimg a
vocational training position elsewhere. In this w#ye chambers have an easing function as regardth y
unemployment. Moreover, their efforts to increagpranticeship shares also have a desirable impesbciety.
Finally, the chambers can rely on voluntary helghis field of activity as much as in the otheramef their
activity.

1 See Prognos AG (1999: 16), Gries et al. (1997 an@d)Muller (1997: 161).

'8 According to Miiller & Heyden (1999: 184f.) thisds least true for businesses active in Appendirades.
¥ See Kucera & Stratenwerth (1990: 31).

2 See Zentralverband des deutschen Handwerks (2085c:
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V. Conclusion

Generally speaking, there are three competing mystef chamber organisation throughout the worlde Th
Anglo-Saxon Model with voluntary membership andheiit state intervention, the Continental Model with
mandatory membership and a precise catalogue ofifuns set up by the state, and finally the hybnimtel. All
three of them correspond to certain institutiorrahgements of political decision-making and thevigion of
public goods for member businesses. While the gémeyo-liberal argument is in favour of the Anglax8n
Model, we showed that there is a sound economignaegt for either model.

With our case-study approach, namely the identificeand evaluation of the functions of the Gerragstem of
chambers of skilled crafts, we simultaneously ideghto critically assess the Continental Modelfalet, some
features of the German system, e.g. the consuitagovices or the vocational training system, sespecially
beneficial and are supplied at a comparatively lowst. It is thus likely that alternative instituial
arrangements, be it within the German economy @oimtries with Anglo-Saxon-based systems, wouldbeo
as beneficial as the incumbent German system. Tdrerefserman SMEs very likely have considerable
advantages with respect to their chamber memberbhigiew of the increasing internationalisation SI¥Es,
the German system of chamber organisation may geo@erman SMEs with some form of competitive
advantage relative to foreign SMEs.

Yet, these hypotheses necessitate an in-depth catiygaanalysis of the two opposing systems of diem
organisation. In particular, empirical researcimégded to better identify the specific benefiteitier system.
Moreover, country studies identifying the particld@nefits of the Anglo-Saxon Model are requiredieed, our
results represent merely a good starting pointiwithis research agenda and provide some importamtigh
tentative, results for the German system, with sjgesttention paid to the chambers of skilled tsaHowever,
they also need foundation, preferably through aenprecise and comprehensive quantification. To, dateh
data base is not available.
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