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1. Introduction 

 

Topic title: Labor costing 

The main goal of this final thesis is to compare labor costs in Germany with labor costs in 

Slovakia so that we can decide whether to establish a new production plant in country A or 

country B. 

The opening part of the thesis points to the general structure of labor costs in Germany. 

The following part of the structure displays the Slovak labor costs. In the end, the information 

obtained will be used in the fictitious case of a company that plans to open a new branch and 

is deciding between Germany and Slovakia. 

 

2. Description of labor costing in Germany 

 

Labor costing in Germany is on the 7th place in the European Union with an hourly 

cost of 34.1 euros in 2017. Indeed, the monthly minimum wage in Germany is 1498 euros for 

40.5 hours worked per week. No company based in Germany can pay its employees lower 

than this amount. 

Germany has a 22.6% share of non-wage labor costs in the European Union (13th 

place) followed by Finland (21.6%). The average is 25.9% in the euro area and 24.0% in the 

whole European Union. 

In Germany, the labor costs can be broken down as follows: 65% due to pay and 

treatments, 33% due to non - wage labor costs and 2% for other charges (e.g. training 

expenses). 

Moreover, we can notice important variations of the average hourly costs from one 

sector to another. The following table demonstrates these differences.
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Table no.1: Hourly labor costs by selection of NACE industries compared to the 

national level - Source: Eurostat - LCS 2012 

 

 
Source: Eurostat - LCS 2012 

 

 

In Germany, the hourly cost also varies according to the size of the company (Table 2). 

 

Table no.2: Hourly labor costs levels in EUR and PPS, by country 

Source: Eurostat - LCS 2012
 
 

 

 

 

https://ec.europa.eu/eurostat/statistics-explained/images/a/a0/Hourly_labour_costs_levels_in_EUR_and_PPS,_by_country_-_LCS_2012.png
https://ec.europa.eu/eurostat/statistics-explained/images/a/a0/Hourly_labour_costs_levels_in_EUR_and_PPS,_by_country_-_LCS_2012.png
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3. Description of labor costing in Slovakia 

 

Slovakia, has long been considered a cheap country with cheap and qualified workforce, 

is no longer as cheap as it has ever been, thanks to the rapid growth in wage costs in the 

region, in fact one of the fastest. This strong growth is not surprising for professionals.  

Michal Páleník, director of the Employment Institute, and a non-governmental and non-

profit organization that studies in employment, said: "It is quite common that labor cost 

growth is rising, as the European Union is the only labor market, so wages should get closer. 

Poorer countries (including Slovakia), which have to catch up with richer countries, need to 

grow faster (Liptáková, 2013). 

 

Table no.3: Labor costs per hour, 2004-‐2017, whole economy of European Union, 

excluding agriculture and public administration (EUR) 

 

 

Geo 2004 2008 2012 2013 2014 2015 2016 2017 

Belgium 29.2  32.9  38.0  38.7  39.0  39.1  39.2  39.6  

Bulgaria 1.6d  2.6  3.4  3.6  3.8  4.1  4.4  4.9  

Czechia 5.8  9.2  10.0  9.7  9.4  9.8  10.1  11.3  

Denmark 29.6  34.6  39.4  39.9  40.6  41.2  41.6  42.5  

Germany 26.8  27.9  30.5  30.9  31.5  32.3  33.2  34.1  

Estonia 4.3d  7.9  8.6  9.2  9.8  10.4  10.9  11.7  

Ireland 25.3d  28.9  29.8  29.8  29.8  30.0  30.4  31.0  
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Greece 15.3  16.8  15.7  14.5  14.5  14.1  14.2  14.5  

Spain 16.5  19.4  21.1  21.2  21.1  21.2  21.1  21.2  

France 28.2  31.2  34.3  34.5p  34.7p  35.1p  35.6p  36.0p  

Croatia 6.9d  9.2  9.5  9.5  9.4  9.6  10.0  10.6  

Italy 22.4  25.2  27.7  28.1  28.3  28.1  28.0  28.2 

Cyprus 12.5  16.7  16.8  16.3  15.8  15.7  15.8  16.0  

Latvia 2.7  5.9  6.0  6.2  6.6  7.1  7.5  8.1  

Lithuania 3.2  5.9  5.9  6.2  6.5  6.8  7.3  8.0  

Luxembuorg 30.3  31.0  33.9  35.1  36.2  36.3  36.7  37.6  

Hungary 5.9  7.8  7.4  7.7e  7.7e  7.9e  8.3e  9.1e  

Malta 9.6  11.4  11.8  12.4  12.8  13.5  13.5  13.8  

Netherlands 27.4d  29.8  32.5  33.2  33.7  33.7  34.0  34.8  

Austria 25.2  26.4  29.7  30.6  31.5  32.5  33.2p  34.1p  

Poland 4.7  7.6  7.9  8.1  8.3  8.6  8.6  9.4  

Portugal 11.3  12.2  13.3  13.3  13.2  13.4  13.7  14.1  

Romania 1.9  4.2  4.1  4.4  4.6  4.9  5.5  6.3  

Slovenia 11.2d  13.9  15.6  15.3  15.6  15.8  16.2  17.0  

Slovakia 4.1  7.0  8.9  9.2  9.7  10.0  10.4  11.1  

Finland 24.4  27.1  31.3  32.0  32.5  33.0  33.2  32.7  

Sweden 29.0d  31.6  37.3  38.2  37.3  37.4  38.2  38.3  

UK 21.6  23.7  25.0  24.1  25.7  29.7  26.8  25.7  

Iceland 23.9  21.9  23.2  23.9p  26.6p  30.2p  36.0p  42.6p  

Source: Eurostat 
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Graph no.1: Hourly labor costs for the whole economy of European Union, 2017, 

enterprises with ten or more employees (EUR) 

 

 

Source: Eurostat 

 

From the table no. 3 or graph no. 1, it can be clearly seen that from 2004 until now, the 

hourly labor costs in Slovakia have rapidly increased. In 2004, the labor cost per hour was of 

4.10€. In four years, it has increased by 3.20€ which made 7.30€ in 2008. After another 

4‐year period, it rose again by 1.60€ to 8.90€ in 2012. During this period of time, Slovakia 

was announced to have the fifth fastest growing rates in the European Union and second 

fastest within the eurozone. In 2014, after 2 years, the labor costs made its way up to 9.70€, 

which was a relative small increase – by 80 euro cents. Later, after one year the labor costs 

increased only by 0.30€, which came up to 10.00€ in 2015. This rising progression kept on 

going until 2016, when it increased to 10.40€. In 2017, growth did not stop and reached a 

value of 11.10€. 

Despite the fact that Slovakia recorded an increasing trend in hourly labor costs, the 

increase in that period was very low compared to the increase in labor costs in other countries 

of the European Union. In this case we will point to Germany and its development in this 

particular area. Its hourly labor costs were EUR 26.8 in 2004, while in Slovakia it was EUR 

4.10.

However, it is clear that this situation and these numbers are affected by many factors, 

but the differences between countries and their labor costs are set out in this example. 
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Lower labor costs than in Slovakia are only in Bulgaria (€ 4.40), Czech Republic 

(10.30 €), Croatia (10.00 €), Latvia (8.0 €), Lithuania (7.50 €), Hungary (8.3 €). 

According to the economist from the Institute for Forecasting of the Slovak Academy 

of Sciences, there are three main factors affecting the comparatively low wages, but at the 

same time the high rates of growth. First factor is that wages started to grow from a very low 

starting base and they are therefore still relatively low. The next factor is the high 

unemployment rate, in fact, one of the highest within the EU. The last third factor is the 

structure of Slovakia’s economy, in which production with low added value prevails and 

which does not make enough room for the rise of wages (Liptáková, 2013). 

 

Table no. 4: Labor costs per hour (EUR), breakdown by economic activity, 2017 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Eurostat 
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The main reason for rising labor costs in Slovakia is the arrival of foreign investors in the 

country. Not only did the wage increase, but also the capital, expertise and increased 

employment rates. While it is generally expected that labor costs in Slovakia will continue to 

grow and that growth will be faster than in Austria, experts estimate that it will take several 

decades until the gap between these countries and Slovakia is lost (Liptáková, 2013) . 

Palmer and Balage pointed out that there are various sectors in Slovakia where wages 

grew more than others. In particular, the IT sector, where wages are significantly higher, but 

this sector accounts for only a small proportion of total production in Slovakia. Table no. 4 

shows the difference between the different sectors of the economy in the EU countries and 

their level of hourly labor costs. As can be seen, the biggest difference in Slovakia was 

between the construction sector (9,30 € per hour) and the industry (10,90 € per hour). 

 

4. Application of theory into practice 
 

In order to better understand previous information and data, we have decided that the best 

solution will be to apply this information to practice. We have chosen a fictitious construction 

company in which we impersonate these data and information and place the company in 

German and Slovak conditions. Then we will decide where the most effective company 

would actually be. 

To open a new production plant, a company must consider all the possible costs it would 

potentially create. Here are some examples: 

 Land cost/real estate (rented warehouses, the price of the factory premises, etc. 

 Electricity / energy costs 

 Taxation 

 Import cost of the components, in case the company will be import orientated 

 Funding (interest rate) 

 Labor costing (we will specifically focus on labor costing) 

 

There are also other important factors that need to be taken into consideration. These can 

be listed as: 

 The skills of the workforce (this factor could directly increase or decrease the 

productivity, as well as the quality of the product) 

 Advertising 

 Regulations in the market 
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 Quality of life in analyzed countries (crime rate, health facilities, schools/ universities, 

climate, culture, etc.) - all of these could potentially impact the productivity of the 

workers. 

 

Although all these factors that influence the decision making process of the company are 

very important, the topic of this work is to analyze the impact of labor costs only. 

 
 

4.1 Establishing a new production plant in Slovakia 
 

Suppose the company will have to employ 500 employees. Every employee will work on 

a minimum wage, which in Slovakia is 480 €. The company as an employer is obliged to pay 

the fees for each employee. The general formula of labor costs per employee per month is: 

 

minimum wage 

+ reserve fund (4.75%) 

+ disability insurance (3%) 

+ unemployment insurance (1%) 

+ guarantee fund (0.25%) 

+ pension insurance (14%) 

+ accident insurance (0.8%) 

+ sickness insurance (1.4%) 

+ health insurance (10%) 

= labor costs for one employee in Slovakia 

 

Calculation of labor costs for one employee per 1 month: 

480€ 

+ 6.09€ 

+ 60.90€ 

+ 13.05€ 

+ 4.35€ 

+ 1.08€ 

+ 20.66€ 

+ 3.48€ 

+ 43.50€ 
= 633.11€ 
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Calculation of labor costs for 500 required employees per 1 month:  
633.11€ x 500 = 316 555€ 

 

If the company decides to open its operations in Slovakia, its monthly wage costs will 

be 316,555€ per month per 500 employees. This is just a rough calculation into which many 

other factors that we have failed to address. 

 

4.2 Establishing a new production plant in Germany 

 

Let's continue with the conditions set for Slovakia as a potential country for the 

enterprise. What means the company will have to employ 500 employees, each employee will 

work on a minimum wage, which in Germany is 1432,08€. The company as an employer is 

obliged to pay the fees for each employee. The social security system in Germany is very 

similar to the system in Slovakia, it has only different percentages for each part of the 

employer's contributions. Therefore, the general calculation formula of labor costs per 

employee per month in Germany is as follows: 

 

minimum wage 

+ pension insurance  (9.3%) 

+ health insurance      (7.3%) 

+ unemployment insurance   (1.5%) 

+ nursing care insurance    (1.275%) 

+ accident insurance     (1.18%) 

= labor costs for one employee in Germany 

 

Calculation of labor costs for one employee per 1 month: 

1432.08 € 

+ 133.18 € 

+ 104.54 € 

+ 21.48 € 

+ 18.25 € 

+ 16.89 € 

= 1726.42 € 

 

Calculation of labor costs for 500 required employees per 1 month: 

1726.42€ x 500 = 863 210€ 
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The conclusion we could draw from this calculation would be that the monthly cost of 

work for 500 employees in Germany would be up to € 863,210. This is almost three times 

higher than the monthly labor costs in Slovakia, which was € 316,555. Despite the fact that 

the total percentage of employers' contributions in Germany is almost the same as the total 

percentage of Slovakia, the difference in the monthly minimum wage in Germany and 

Slovakia is more than enormous. This results in a huge difference in monthly labor costs. 

 

5. Conclusion 

 

 Our recommendation based on the creation of the final result would depend on different 

aspects. One would be whether the proposal should be based on an economic perspective or 

whether other factors should play a decisive role. If the first choice was chosen, it would 

certainly be more effective for any individual enterprise. to set up their new production plant 

in Slovakia in terms of labor costs, as it would be much cheaper than the calculation part 

demonstrates. If other factors such as landscape attractiveness, country development would 

be considered then the current situation of migrants in Germany could play in favor of 

Slovakia. We consider Slovakia to be a much better choice, given the lower cost and 

stability.  
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