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Foreword
Convergence and cohesion have a long tradition in the history of the European Union
and its treaties. The latest success was the adoption of the fourth social pillar aiming at
social convergence, not only the economic kind.
The ILO had the great privilege of hosting eleven ministers and state secretaries in a
round table aimed at identifying national trends and best practices towards convergence.
As a Foreword to this volume, we decided to reproduce some salient parts of the policy
statements made during this round table by our honourable guests, extracted from their
answers to two basic questions:
1.
2.

In what areas do you believe your country has improved its performance on upward
convergence, and in what areas do you feel that your country is lagging behind or
even diverging?
What kind of industrial relations have to be consolidated or developed in the future
that could contribute to convergence in the EU?

We reproduce below excerpts from the answers provided by high-level government
representatives that detail the roles that social dialogue and collective bargaining can play
in fostering social and economic convergence in Europe.
Ms Muriel Pénicaud, Minister of Labour, France
To answer your first question, in the case of the European semester, the recommendations made to France by the Commission for the past two years have been to facilitate
recruitment, secure career paths, review the training system and reduce unemployment.
It is exactly at the heart of our government’s programme in the areas of work and
employment. The first reform concerned the Labour Code, to make it evolve towards
a French-style flexicurity approach, in other words, with much more decentralization,
much more agility for companies but also better protection for employees. We discussed
these things with the social partners, and last September we published ordinances on the
Labour Code that allow for stronger decentralization of social dialogue, with companies
and trade unions having much more room at company level to discuss the organization
of work, working time, training, recruitment and equality of women and men. This
perhaps takes a more contractual approach that is similar to those of other European
countries on several points.
The second aspect of this French-style flexicurity is a law-based approach to the freedom to choose one’s professional future, complemented by a profound transformation
of our education system, inspired by Germany and the Nordic countries, whose systems
are all more advanced in this respect than ours. This is an ambitious reform of vocational
training that will involve a reform of unemployment insurance, as well as measures to
ix
Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 9

21/03/2019 15:59

x

Towards convergence in Europe

finally achieve equal pay for women and men and to improve access to employment for
disabled workers. There are also measures on posted workers.
With regard to the second question on European convergence, I think that our main
challenge is to have a common social compass. The Posted Workers Directive, which will
be definitively adopted soon, sheds particular light on this because ultimately it aims
at both fair competition and the protection of posted workers. It is also important that
we manage to come up with regulations on the future European Labour Authority that
satisfies all parties.
In short, making a social Europe is everyone’s responsibility and must be accompanied
by financial solidarity. Major structural reforms must be complemented by adequate
budgets. Many countries need skills especially for the 15 million young NEETs (Not
in Education, Employment or Training), but also for different regions. We also need a
monetary zone with budgetary transfers to rebuild social Europe and to provide the euro
zone with a federal budget. So we resolutely call on our partners to share our ambition to
build a Social Europe that will help every member state.
Mr José António Vieira da Silva, Minister of Labour, Solidarity and Social Security,
Portugal
We have a new pillar of social rights that gives a new impulse and priority to the issues
of social convergence and the reduction of inequalities. Now that growth is picking up
in Europe, it is essential to ensure that it is inclusive and leads to the convergence of all
regions towards better and higher standards. The work and efforts of governments to
achieve these goals can be strongly supported by and benefit from fruitful interactions
with employers’ and workers’ representatives. Because we are aware of the value of
industrial relations for generating positive economic and social outcomes, in Portugal we
have selected as a political priority the recovery of the dynamism in collective bargaining
and social dialogue, which fell to very low levels during the austerity years.
Economic data from 2016–17 show improvements in all indicators of inequality
and poverty, as well as of living conditions. We have recovered earlier growth and
employment levels, and in 2017 we were near the historic peak in employment rates.
Long-term and youth unemployment and the number of NEETs have dropped, and
collective bargaining coverage is now more than three times higher than its historical low
level in 2012–13.
We have also managed to reverse, in a phased and reasonable manner, the cuts made to
minimum safety nets and public sector wages and increased the minimum wage by almost
15 per cent in the past three years, based on tripartite dialogue. At the same time, Portugal
has resumed economic growth and rebalanced its public finances, thus ensuring financial
sustainability. We have shown that it is possible to improve social standards without
jeopardizing economic growth and convergence.
The current government has chosen as a major structural priority to invest in lifelong
learning and up-skilling, especially of young people and young adults. This ambitious
programme is called ‘Qualifica’ and cannot be achieved without the strong support and
involvement of the social partners and without more dynamic collective bargaining.
Another crucial topic, finally, are the acute demographic challenges that concern us all.
The social partners should also be mobilized to discuss solutions to the problems of skill
mismatch aggravated by migration flows, and by technological developments and should
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help to design family-oriented policies and work–life balance mechanisms to support
higher fertility rates. But these issues should also be discussed at the European level.
Finally, returning to social policy, I would like to emphasize – acknowledging the work
that has been done in this volume – that to place social convergence at the same level as
economic convergence we need more accurate and more up-to-date social data, especially
in Europe, as a definitive tool for implementing and monitoring the social pillar.
Mr Petr Hůrka, Deputy Minister, Ministry of Labour and Social Affairs, Czech Republic
To reply to the first question, the Czech Republic currently has a favourable situation in
the area of employment and the labour market. Our unemployment rate has fallen significantly and is now the lowest in the EU, at 2.2 per cent, with a long-term unemployment of
1.1 per cent. We have an employment rate of 79 per cent, which is 4 per cent higher than
the EU average. Economic convergence is therefore going well for the Czech Republic,
which has now achieved an estimated 90 per cent of the economic level in the EU28.
Social dialogue is also working well, thanks to the social partners’ sense of responsibility and also the personal engagement of successive prime ministers, who traditionally
lead the negotiations and tripartite meetings. This is very healthy for our labour relations
and also for the economic and labour market.
On the other hand, there are a number of areas in which we still lag behind in terms
of convergence. The employment rates of men and women diverge, with 81 per cent of
men in employment compared with 71 per cent of women. Among women taking care of
children of pre-school age, the employment rate is only 45 per cent, something that might
require a legal shortening of working time, given that there is no tradition of part-time
work in the Czech Republic (only 7.5 per cent of the working population). This is one
reason why we welcome the EU strategy on work–life balance that could help women to
get back into the labour market.
Another area in which we lack convergence is wages, which remain very low in the
private sector, at approximately 45 per cent of the EU average. This would require labour
law reforms and also an increase in the minimum wage. Notably we have prepared a
draft of the Labour Code to implement some mechanisms to automatically increase the
minimum wage every year, according to average earnings in the Czech Republic.
To sum up, economic convergence does not always lead to social convergence, and
this is why we welcome the package of social rights and the EU programmes. I believe,
for instance, that there should be universal access to social protection. We should also
have more regulations on non-standard jobs because many have no access to sickness or
unemployment insurance. Social and economic convergence should thus develop side by
side in the future, with the social partners making significant inputs and social partnership and tripartite negotiations being expected to play a major role to ensure progress.
Mr Christos Malikkides, Permanent Secretary, Ministry of Labour, Welfare and Social
Insurance, Cyprus
The Cyprus economy has experienced robust growth in the past four years because of a
strong rebound in investment and private consumption. Upward convergence from 2013
onwards has been a noted success story. After successfully implementing and completing
the macroeconomic adjustment programme, the Cyprus economy has largely managed to
protect its citizens from the negative consequences of the financial crisis.
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The gradual reduction of the unemployment rate is having positive downward effects
on other critical socioeconomic indicators, such as the risk of poverty for certain income
groups. We have facilitated the creation of new jobs mainly through subsidized employment schemes, and the acquisition of work experience to improve the employability of
the unemployed and address skills mismatches.
There has also been an overall improvement in the main social indicators in Cyprus,
in particular income inequality. Legislation providing for a guaranteed minimum
income has helped to strengthen the protection of vulnerable households while ensuring
an appropriate balance between worker benefits and work incentives. The aim of the
guaranteed minimum income is to ensure a minimum standard of living for persons and
families whose financial resources are insufficient to meet their basic needs despite their
efforts.
Labour relations in Cyprus are based on a system strongly dependent on good will
with few legal provisions. A high level of responsibility on the part of the trade unions
and employer organizations makes it possible for our voluntary system of industrial
relations to be flexible and highly responsive in times of crisis. Recently, for example, it
made it possible to introduce flexible arrangements to restore competitiveness, such as
the reduction of benefits for a certain period to help enterprises to survive and minimize
layoffs.
Even though union density and collective bargaining coverage, as noted in the present
volume, have been following a negative trend and continue to be in decline, social dialogue
has remained strong. This situation may occur in smaller economies where the terms and
conditions of employment in collective agreements signed in some companies lead to
their informal extension to other companies that want to consolidate human resources, a
situation that is particularly pertinent to highly skilled jobs.
Common initiatives such as the European Pillar of Social Rights, which was designed as
a compass for renewed upward convergence towards better working and living conditions
in Europe, are certainly steps in the right direction. A healthy, well-established labour
relations system can also contribute to holding together our proactive approach towards
upward convergence. Social dialogue at all levels, and in this case more importantly at the
European level, can greatly assist in pinpointing good practices across Europe and mainstreaming them through various policy approaches. This can be an important driver in
achieving greater convergence in Europe and mitigating the effects of possible divergence
in times of crisis, especially if we learn from past experience and mistakes.
Ms Jovana Trenchevska, State Secretary, Ministry of Labour and Social Policy, Republic
of North Macedonia
For our government, convergence of wealth and living standards with those of the
European Union is the most important goal. The country is a candidate country
for joining the EU and we are putting all our efforts into starting the EU accession
negotiations.
One in five Macedonians is at risk of poverty and like many other countries we see
rising income inequality. Therefore, the government’s main goals are economic growth
and raising living standards through measures for economic development and job creation, with the focus on the social security and tax systems as two key mechanisms for
sharing economic gains. Tackling these challenges requires enhanced social dialogue.
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The unemployment rate is on the decline, but in 2017, at 22.4 per cent, it was still far
above the EU average. Youth unemployment is a particular concern: in 2017 almost
one-third of young people were not in employment, education or training. We introduced
a Youth Guarantee to provide young people between 15 and 29 years of age with an
offer of employment, continued education and training or training within four months
of becoming unemployed or leaving school. We are also focusing on formalizing the
informal economy and supporting the growth of small and medium-sized enterprises in
the hope that this will create formal and decent jobs.
In September 2017, the minimum wage law was also amended with an increase to 200
euros a month, and a policy objective of raising the minimum wage to 260 euros a month
by 2020. The government is committed to reforming the social protection system, aiming
to separate financial assistance from social services. This measure will make it possible
to establish a case management model and more efficient linking of social work with
employment measures and access to education of people at social risk.
We believe in social dialogue and have revived the Economic and Social Council, which
now meets more than once a month, on average. No law, no policy or plan is adopted
without prior and meaningful consultation with the social partners.
To conclude, the biggest obstacle to convergence might be the absence of solidarity
between the member states, and in our case also the EU candidate countries. In times
of crisis, solidarity may be the answer to creating a more cohesive Europe in which all
citizens in all countries can feel the benefits of the union.
Mr Nicolas Schmit, Minister of Labour, Employment and the Social and Solidarity
Economy, Luxembourg
The Luxembourg social model has long been based on tripartite dialogue. The first forms
of tripartite dialogue began even before the Second World War. This model has worked
well, especially during times of crisis, such as the period of major structural change in the
1970s and 1980s, when Luxembourg’s heavy industry faced a crisis and had to be restructured despite its dominance in the economy in terms of both GDP and employment. We
successfully managed this restructuring thanks in particular to tripartite dialogue.
I would like to mention two aspects of the social system, which is of course very
efficient and with regard to which Luxembourg’s upward convergence is not an issue.
The first is that we are still one of the few countries with an automatic wage indexation
system, which ensures some sharing of value added between wages, on one hand, and
capital income, on the other.
Secondly, in Luxembourg the minimum wage is adjusted twice a year, calculated in
accordance with the overall evolution of wages and complemented by collective agreements that are present in 50 per cent of companies. However, there has been a decline in
collective agreements due to changes in the economy. There are fewer large companies,
especially in industry, more small companies and new companies, which of course have
no tradition of collective agreements.
Another priority is to investigate how social dialogue can help to manage technological
change. For this to succeed, we need agreements at company level between trade unions
and employees, because you do not train anyone against their will and technological
change is doomed to fail without employees’ support. With this objective, we launched
a project called ‘Skills Bridge’ which is specifically designed to encourage companies,
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especially those engaged in technological transformation, to develop a strategy to help
employees to respond to basic challenges such as the skills they need and how skills can
be improved so that the technological transformation succeeds. Luxembourg’s law on
corporate social dialogue also gives employees in companies of 150 people or above a
right of co-decision – at the level of what we call the delegation – on everything related
to continuous training, requalification and so on, precisely to involve employees in
technological transformation.
Now, a few words on Europe and the issue of convergence: clearly we have economic
convergence but so far without social convergence, as confirmed here by representatives
from the new member states and candidate countries. I was in Slovakia a few months ago,
where the Minister of Labour told me that ‘the wage gap at Volkswagen was one to four
between Slovakia and Germany’, while the productivity difference between Volkswagen
in Slovakia and Volksberg is much lower, so there is a need to accelerate the reduction of
the wage gap.
A number of countries are fairly close to full employment, as reported by our Czech
representative, so there is every reason to improve this convergence.
The final point I would like to highlight is the fragmentation and polarization of the
labour market because this is not simply an economic but a social issue, because young
people no longer have any hope of building their lives with even a minimum of stability.
This threatens social cohesion. This has also become a political problem, with emerging
populism.
Ms Helena Dalli, Minister for European Affairs and Equality, Malta
Investment in human capital is of the essence, especially at this point of the digital revolution. All revolutions leave casualities by the wayside, so we must see that there are the
least casualties possible and I think this is where the social partners can come in, with the
government, the employers and the unions together trying to ensure that we push ahead,
embracing the digital revolution but without leaving anybody behind.
In Malta, we have a very strong social dialogue, notably through the Malta Council for
Economic and Social Development, where all the social partners, including civil society,
meet to discuss the current realities in terms of employment, the economy and social
issues.
We have strong union membership and collective bargaining and we have had some
very good results lately. We have just increased the minimum wage after 27 years during
which it was not revised, and have also set up a low wage commission to monitor it and
analyse the situation of the families living on it to determine whether it is sufficient.
We have also concluded an agreement with the social partners on a maternity leave
fund, which will be very helpful when it comes to discrimination against women at the
point of entry to a job. Now the employer does not carry the whole burden of maternity
leave, but it is shared by all employers who contribute to this fund.
As regards work–life balance, we have introduced free universal childcare from birth to
university, which has helped to bring more women into the labour market.
We have many positive outcomes for convergence from a strong social dialogue. We
have brought poverty down from 10 per cent to 3 per cent; we also have a very low unemployment rate and a very low rate of industrial action. This has also helped us to develop
our approach of rights-based convergence that embraces diversity (also for migrants)
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and treats everybody as citizens, with no second-tier people in terms of rights. After all,
convergence is equality of opportunity.
We want to look to Europe as a Europe of solidarity. In this respect, cohesion funding
obviously is of the essence because it is important for citizens who are at the margins, and
the EU must also continue to enhance skills and education. We must pay more attention
to lifelong learning, especially in the digital revolution. Malta launched its digital strategy
in 2014, and we know also that digital literacy will become a poverty indicator, depending
on how many people are catching up or being left behind.
Ms Eglė Radišauskienė, Deputy Minister, Ministry of Social Security and Labour,
Lithuania
Balancing different views and interests is possible mainly through dialogue, and this is
why in 2017 we signed a national agreement between the government, represented by the
Prime Minister, and trade unions and employers’ organizations, with the main objectives
of raising the standard of living and increasing the attractiveness of our labour market
and of Lithuania in general.
Along this road, and because Lithuania remains a low-pay country, an important step
forward was the setting up of a minimum wage with the strong support of the tripartite
council, something that will help us to solve problems of inequality.
Compared with other European countries, Lithuania has a shorter tradition of collective agreements: we are just learning how to conduct social dialogue, how to participate
and how to balance our interests. Ten years ago, we had one or two branch collective
agreements, while we now have 40 of them, so I believe we are on the right road to
strengthening social dialogue.
Another key aspect of convergence for Lithuania is to include our diaspora, because at
the moment we are dealing with a major emigration problem.
To boost convergence, social partners’ capacity building and industrial relations should
also be able to operate across borders. This is why European works councils and international frameworks could really help here, while the scope of industrial relations could also
be expanded to other important areas, such as migration and foreign direct investment, to
better achieve a balance between the economic policy and social context.
Ms Anette Kramme, Parliamentary State Secretary, Federal Ministry of Labour and
Social Affairs, Germany
It is crucial to address the subject of convergence and divergence in Europe, because the
continent, like the USA and other industrialized countries, is currently experiencing a
fundamental implosion.
Traditionally, Germany’s upward convergence has worked very well via three mechanisms. First, strong trade unions and collective agreements. IG Metall, for example,
continues to negotiate excellent and innovative collective agreements on work–life
balance, mental health and safety and other working conditions, as reported in this
volume. Second, the Works Constitution Act, on the basis of which works councils can
regulate important conditions within a company, such as working hours and overtime,
but also short-time working, while social plans can be negotiated in the event of collective
redundancies. The third element is parity-based codetermination in companies with 2000
employees or more.
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Nevertheless, over the years the number of collective agreements has diminished.
Wages in the lowest five deciles have fallen in the past 20 years, which of course is related
to declining collective bargaining.
What do we intend to do? In the most recent legislative period we introduced the
minimum wage law, which was a great achievement in Germany, despite certain weaknesses in its implementation. A number of companies, for example, are circumventing
the minimum wage by imposing on employees new contracts of employment with
lower hours. Second, we also encouraged a return to collective bargaining by offering
companies bound by collective agreements more flexibility when it comes to legislation.
Third, we help employers to implement collective agreements by bringing them together
to form an employers’ association with which trade unions can then conclude collective
agreements, as achieved in the meat industry and soon also in the care industry. Finally,
we have made it easier to make collective agreements more generally binding.
To tackle women’s working time problems we are introducing a law in the Bundestag
that will make two things possible: while women should have the opportunity to temporarily work part-time, no reduction in their working hours should be imposed on them in
the long term. Another requirement in this law is that women working part-time – with
the required qualifications – should be given priority when the employer advertises new
jobs. We hope that this law will bring some positive changes for women in the world of
work.
And we must continue to tackle precarious employment: we have done something with
temporary work or temporary agency work, and we are now tackling the issue of time
limits for fixed-term employment to enable people to shift to indefinite contracts. These
are the priorities we have set ourselves to continue generating upward convergence in the
world of work.
Mr Peter Pogačar, State Secretary, Ministry of Labour, Family, Social Affairs and Equal
Opportunities, Slovenia
Slovenia has a tradition of social dialogue. Over the past 25 years, all reforms, all laws
have gone through the Economic Social Council. The only time the government decided
not to seek the consensus of the Economic Social Council a referendum ended up being
called and people voted against the proposed law.
Slovenia managed to adopt a new labour law with the total consensus of all the social
partners, aimed at reducing labour market segmentation.
We also agreed that some elements of labour law could be arranged differently through
sectoral collective agreements, not just higher than the legal minimum but also different.
We gave that autonomy to the social partners only at sectoral level because we know that
unions are less strong at company level. An analysis of the first nine sectoral collective
agreements shows that that they were able to negotiate everything.
Slovenia has now had five consecutive years of GDP growth (a cumulative net GDP
growth over 12 per cent and productivity growth over 6 per cent) and low unemployment,
but people are already talking about a lack of skilled workers.
But there is an area in which social dialogue has failed so far. While Slovenia was able
to reduce unemployment through activation policies and also diminish poverty by social
transfers, over the same five-year period average wage growth was very limited, at only
2.3 per cent, which means that wages are not following GDP growth. This raises the
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spectre of the working poor. In this respect the only tool that Slovenia has is the statutory
minimum wage, which was fixed at a high level to meet European Commission standards;
it was almost 54 per cent of the average wage after its 23 per cent increase in 2010.
Collective bargaining should also be boosted because wage growth is entirely a matter for
bilateral agreements. In the end, it is a question of how will we share the fruits of growth.
But for this to happen, we need strong social partners and to face the challenge of their
decreasing membership in a context of changing jobs and the evolving nature of work.
Ms Irene Wennemo, State Secretary, Ministry of Employment, Sweden
Social dialogue is very important in all countries, but Sweden does it differently.
In Sweden, we have a very long tradition of social dialogue. A particular important
instance of this was the so-called Saltsjöbaden Agreement in the 1930s, which led to a fall
in industrial disputes and represents some sort of division of labour between the social
partners and the state: social partners are responsible for wage setting through collective
bargaining while the welfare system, the social insurance system and the education
system remain questions for the state.
One very important result of this agreement was trade union acceptance of the
employers’ right to organize work and to introduce fast technological changes. Security
for employees was not connected to their skills in a certain technology, which could
lead to low mobility, but was rather connected to strong collective agreements and good
welfare and social insurance systems.
Trade unions, together with the employers, also take strong responsibility when there
are redundancies; they have their own boards that help people to get another job and to
accept changes.
When it comes to the future, the Swedish government holds discussions with the social
partners all the time, and there are three major areas they are discussing a lot at the
moment.
One is the fact that there is a very low level of industrial disputes in Sweden thanks
to collective agreements and we see it as a real advantage compared with the situation
in other countries. But trade union density among blue-collar workers has decreased in
recent years, although it remains strong among white-collar workers.
The second major question is the integration of migrants in Sweden. A lot of refugees
came to Sweden during 2015. While there is an extremely high employment rate and low
unemployment rate among people born in Sweden, the opposite applies to migrants who
take a long time to integrate successfully in the labour market: they have to learn the
language, which is hard, and they also have to acquire the skills that are required on the
Swedish labour market. So we reached an agreement with the social partners to promote
entry jobs for the long-term unemployed and newly arrived migrants, for which wages
would be fairly low (less than half the normal wage), but supplemented by a sum received
from the state.
The third area under discussion is the future of work. Given rapid developments in
digitalization and robotization – which admittedly have not yet developed in all sectors,
for instance, not yet in services – how much should we adapt collective agreements, to
what extent should we change legislation?
My last point concerns convergence. We should all target both economic and social
convergence, but at the same time respect national models of the labour market that
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work. For instance, other countries cannot be expected to do things exactly as in Sweden
because the model has to be adapted to the national context, and national actors given
the possibility to influence how this is done.
*

*

*

The answers outlined here bear witness to the richness of the contributions, while also
confirming the potential role of industrial relations and social dialogue with regard to
both economic and social convergence.
Context and framework are crucial and the participating representatives shared a
number of good practices. Top priorities should be upskilling, lifelong learning and
enhanced training to tackle skills mismatches and then to win what was called the ‘fight
for competence and competitiveness’. It is also important to improve the integration of
women, including those with small children, and also young people (to reduce long-term
youth unemployment) in the labour market. Crucial in this respect are the social partners’
innovative agreements on new forms of employment, time, skills and training. The social
partners have also shown that they are able to play a role in integrating migrants in the
labour market.
Collective bargaining is important for the above purposes and there have been some
good experiences of collective agreements at sectoral and also enterprise level.
Another message that emerged is that although of course industrial relations can play a
fundamental role in terms of improving social and economic outcomes, and also in contributing to upward convergence, an enabling environment is essential and nobody can
expect industrial relations alone to be able to deliver social and economic convergence.
Support from government was found to be essential in promoting collective bargaining
and social dialogue, but likewise capacity building for the social partners and support
from national authorities and also European institutions. Another very important point
was that the regulatory and policy environment needs to be enabling and to not impose
undue constraints on the exercise of social dialogue, freedom of association, collective
bargaining and so forth. At the same time, participants gave good examples of tripartite
consultations in areas essential for driving upward convergence. We hope that the present
volume can help all the actors concerned to address these challenges and make innovative
contributions to contribute to shared growth and economic and social convergence.
Heinz Koller
Assistant Director General and
Regional Director for Europe and Central Asia, ILO
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1.

 onvergence in the EU: What role for
C
industrial relations?
Daniel Vaughan-Whitehead and Rosalia Vazquez-Alvarez

1.

INTRODUCTION

Convergence in wealth and living standards represents one major objective of the
European Community construction, as recently evidenced by the objectives of the
European Pillar of Social Rights (EC 2017a, 2017b). The aim of this volume is to provide
insights into economic and social convergence trends in the European Union (EU) and to
better identify the possible contribution of industrial relations to such trends.
While the literature on convergence to date has focused mainly on economic
convergence – notably by means of comparing gross domestic product (GDP) per capita
between countries over time – the contributors to this volume look at the convergence of
European Union countries (EU28) on a greater number of socio-economic dimensions,
as evidenced in each of the independent chapters that comprise the volume.
In addition to the contribution of each individual chapter, the aim of this first chapter
is to better understand the importance of convergence as one major objective of EU
construction and the place it is currently taking in the European Commission (EC) policy
agenda (section 2).
We then present some of the main inputs from the national chapters, which reconstitute their country’s national story in terms of convergence, and provide some evidence
of the impact of industrial relations on convergence (section 3). The experts in their
different chapters offer statistical analyses and, when data are sparse, illustrate their
national convergence story with a number of in-depth case studies, including a number
of cross-country studies. This introduction does not aim at summarising convergence
among the country studies but, rather, to provide some analysis of how industrial relations may have helped to explain country trends in terms of convergence in labour and
social indicators.
We then present some trends in social and economic convergence among the EU28
through a series of social and labour indicators, taking as a basis the European Pillar of
Social Rights (section 4). The selection of indicators was decided by the experts’ group
who in their national chapters in the volume further illustrate national differences in
socio-economic dynamics across Europe. This EU28 comparative analysis is conducted
with the aim of identifying trends and convergence among member states, and then of
understanding such trends in relation to changes in industrial relations.
This leads us to discuss a number of policy issues in the conclusion (section 5), which
are further explored in the national chapters in light of particular domestic contexts.

1
Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 1

21/03/2019 15:59

2

Towards convergence in Europe

2.

 HE GOAL OF CONVERGENCE AS PART OF EU
T
CONSTRUCTION

Convergence was one basic objective behind the initial European Community construction and has motivated ever closer cooperation and integration.
The founders of the European Community had planned that common economic
interests towards economic integration would drive more convergence in terms of living
standards and then in terms of welfare states and social policies. Jean Monnet, in his
address at the signing of the Treaty of Rome establishing the European Coal and Steel
Community (ECSC) on 19 March 1951, emphasised:
The pooling of the production of coal and steel through the creation of a single market of
150 million consumers covering the territory of the six countries, in which all producers will
have free and equal access to markets and all consumers a free and equal access to supplies will
stimulate technical progress, the increase of productivity and the improvement of the standards
of living.1

One of the aims of the Treaty of Rome in 1957 was precisely to reduce ‘the differences
existing between the various regions and the backwardness of the less favoured regions’
and to promote ‘harmonious development of economic activities, a continuous and balanced expansion, an increase in stability, an accelerated raising of the standard of living
and closer relations between the States belonging to it’ (Article 3).
‘Convergence’ was then complemented by the term ‘cohesion’ (economic, social and
regional), which acquired a treaty basis in the 1986 Single European Act, and refers to the
EU’s ambition to reduce the gaps in development and wealth through a catching-up process and faster rates of growth for countries and regions at lower levels of development.
It is important, however, to highlight that such a convergence process at EU level was
never seen as a convergence process that would tend towards parity. Even the Maastricht
nominal convergence criteria, which put the concept of convergence at the core of the
EU’s and national member states’ policy agendas, and applied it to macroeconomic
indicators, did not require convergence to a single point, but towards a range with upper
and lower bounds, which would accommodate differences among member states.
2.1

European Community Tools Aimed at Ensuring Convergence and Coordination

The European Community put in place a considerable number of European Community
programmes, instruments and resources to facilitate this convergence and cohesion
process, as reflected in the steady growth of structural and investment fund expenditure
as a percentage of the EU budget. The European Charter of Fundamental Social Rights
clearly enshrined social objectives as a common goal, while European structural funds
were precisely aimed at promoting the convergence of less developed countries and of
the most backward regions within those countries. It also led to a widening of the scope
of the instruments, not least the Cohesion Fund targeted at member states with relatively
low GDP (Treaty on European Union 1992) and to a significant increase in resources
available for cohesion policy.
The European Community progressively extended the objective of convergence to other
areas normally considered as being under national competence. Employment was first rec-
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ognised as a European policy goal at the Amsterdam Summit of 1997, before being placed
in the core of the open method of coordination in the European Employment Strategy
of 1998 and further confirmed in the Lisbon strategy in 2000 within the framework of
the common leitmotiv ‘for more and better jobs’. Although considered to be ‘soft law’ the
open method of coordination – first applied to employment, then to retirement and social
inclusion – did encourage national member states towards common goals, exchange of
best practices among them and the implementation of National Action Plans monitored
by the EC. The term ‘coordination’ is very close to the term ‘convergence’ and must be
interpreted to mean using common objectives and common tools to facilitate convergence
towards a number of common economic and social indicators across EU countries.
2.2

Convergence a Priority in EU Enlargement Waves

The various waves of EU accession, beyond their political goal of integration, were
also aimed at bringing countries with a lower level of development (first the Southern
European countries and then the Central and Eastern European countries) on to the road
of convergence with EU economic and social standards.
The enlargement waves have increased the challenges facing cohesion policies. With the
exception of Austria, Denmark, Sweden and the United Kingdom, all additions to the
original six members of the EU had a GDP per capita below the EU average at the time
of joining the group.
This ambition of convergence clearly represented a priority in the EU enlargements
of the mid-2000s. Indeed, the enlargements of 2004 and 2007 were unprecedented, not
only in terms of the number of new members, but also their relatively low level of GDP
per capita. Accession to the EU was also considered by the candidate countries – then
the new members of the EU – from Central and Eastern Europe, as well as Cyprus and
Malta, as a lever for economic catch-up.
European Union accession was also accompanied by rapid growth in foreign investment, also seen as an engine of economic convergence. Beyond free trade within the EU,
the freedoms of labour and capital associated with the EU are also expected to promote
convergence based on comparative advantage, in accordance with the Heckscher–Ohlin
model of international trade. The Solow model and neoclassical economics also predict
upward pressure on wage growth in low-wage countries as foreign direct investment
(FDI) moves inward, and downward wage pressure in relatively high-wage countries as
investment moves towards lower wage areas, something that would be further enabled
by free movement of workers and migration from low-income to high-income countries.
In theory this may have the effect of encouraging trends of EU-wide convergence on
wage levels, productivity and GDP per capita. This association between EU membership
and convergence has been confirmed for the latest member states to join the EU, which
have experienced spectacular growth. Various chapters in this book also show, however,
that the convergence process has been limited in some EU countries, where the expected
trends in accordance with the theory have not always been confirmed, with evidence
of diversity within the EU. In this perspective it might be interesting to study whether
withdrawal from the EU may lead to different catch-up paths, something that the chapter
on the United Kingdom investigates by exploring its potential convergence performance
after Brexit.
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A Convergence Process Interrupted by the Crisis

The severe economic crisis of 2007–08 seems to have interrupted what had hitherto been
a process of convergence of standards of living among EU member states, something
that becomes evident in the statistical analysis in section 4. The European convergence
machine stalled, and in some cases even went into reverse, while the financial crisis and
the threat to the euro revealed the need for stronger economic governance.
During this crisis period, the common goal of convergence somehow also disappeared
from public policies and discourses, with national countries reacting to the crisis in very
different and uncoordinated ways. Furthermore, the fiscal consolidation policies applied
by the Troika – with the EC as part of it – in Greece, Portugal and Ireland led to adverse
effects on a number of social indicators: as result, expected social changes that had been
previously assumed as common goals among the EU28 suffered a setback, for example,
expectations in terms of increased living standards, increased collective bargaining and
the implementation of statutory minimum wage policies, among others. Besides the difficulties involved in overcoming the crisis, an understanding also emerged that the stability
of the single currency required convergence on more than just the monetary and fiscal
indicators adopted at Maastricht. ‘It probably requires some prior convergence of labour
market policies and characteristics’ (EC 2017c). Thus, the aftermath of the financial and
economic crisis, and the adverse effects left over in some of the most vulnerable economies among the EU28, has acted as the catalyst to put the convergence concept back at
the centre of European policy discourse.
2.4

The European Social Pillar: Signal of a Renewed Process of Convergence?

In 2015, the Five Presidents’ report, ‘Completing Europe’s Economic and Monetary
Union’, stated: ‘the notion of convergence is at the heart of our Economic Union’ (EC
2015). The objective of coordination and convergence was also re-emphasised in the
Europe 2020 guidelines, which included common targets in terms of employment rates,
social inclusion and education policies.
The term also gained other meanings and nuances, primarily in the context of governance of the Economic and Monetary Union (EMU). While the term ‘convergence’ was
previously used in relation to monetary and fiscal indicators (as a prerequisite of a stable
EMU), the trials of the euro in the early period of the financial crisis indicated that
convergence on only these nominal indicators was not sufficient. The Five Presidents’
report introduced in this context a greater focus on employment and social outcomes. It
referred to ‘structural convergence’ and to the need for ‘both more efficient labour and
product markets and stronger public institutions’ (EC 2015).
In 2017, the EC’s launch of the European Pillar of Social Rights, a new flagship initiative then presented as a EC recommendation, represented an attempt to bring social policies back to the core of the policy agenda and to renew European coordination to further
promote upward social convergence across the EU, ‘designed as a compass for a renewed
process of upward convergence towards better working and living conditions in Europe’
(EC 2017d, p. 1). There are 20 principles and rights enshrined in the Pillar (including
‘Social dialogue and involvement of workers’) structured around three categories: (1)
equal opportunities and access to the labour market; (2) fair working conditions; and (3)
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social protection and inclusion (EC 2017a).2 ‘The logic of the Social Pillar more specifically is a social convergence logic of the economic governance of the EMU’ (Eurofound
2017, p. 9).
2.5

Industrial Relations to Serve the Convergence Process

As emphasised by President Juncker, the EU needs to score ‘a triple A on social issues’.3 In
the same direction – and within this revitalisation of social policies – the EC set up a new
‘Val Duchesse’ round with European social partners to boost European social dialogue
and to call for a more substantial involvement of social partners in EU policy-making
and in new legislative initiatives. More emphasis was also given to capacity-building of
social partners.
This socio-economic convergence is increasingly seen as necessary for both the stability
of the single currency and before any further deepening of the integration process, not
least in terms of fiscal governance. Such ex-ante social convergence before further development of the EMU is in marked contrast to the sequencing of the social dimension in
the context of the advent of the ‘single European market’, when better social policy was
expected to be the natural consequence of economic integration.
In light of such an ex-ante goal, it is important to understand how far countries have
travelled in terms of converging with each other, or diverging, in matters of labour market
and social outcomes, and the extent to which the financial crisis impacted on such a goal.
This is precisely the objective of each of the chapters that make up this volume, in which
national stories help to illustrate the social and economic dynamics in different European
contexts. In the next section we summarise some of the most important messages of the
national chapters in terms of the contributions of industrial relations to convergence.
Complementing the national chapters, we offer some statistics on convergence trends and
industrial relations in all EU28 member states.

3.

 YPES OF INDUSTRIAL RELATIONS EFFECTS ON
T
CONVERGENCE: NATIONAL EXPERIENCES

While studying convergence trends, the chapters in this volume provide concrete examples of how industrial relations may have contributed to convergence so far. Drawing on
the experts’ contributions in the five sub-sections below we highlight five ways through
which industrial relations seem to have contributed to convergence of national stories.
3.1

Role of Social Partners in National Policy Issues

Several examples in this volume highlight the contribution of the negotiation and
signature of tripartite national pacts to maintaining peace, while adjusting labour market
conditions to the macroeconomic context. Industrial relations through such national
social dialogue are found to have contributed to convergence.
The chapter on Belgium in this volume shows that the wage moderation on which
the social partners have reached agreement has contributed to an increase in employment and to the development of the dual-earner household model, which has increased
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c onsumption and made it possible to achieve a number of macroeconomic goals. Various
social dialogue mechanisms and institutions, such as extension mechanisms and indexation, have also helped in this. As shown by the author, this strong concertation model
has led to real wage growth across the board and – together with extensive redistributive
efforts, through both benefits and progressive taxes – helped Belgium in the end to
achieve a more equitable spread of the benefits of economic growth than in many other
rich EU economies.
Interestingly, as shown in this volume, the Netherlands, despite similarities with
Belgium, has followed distinctly different trajectories: while the social partners have also
embraced wage moderation, with an even greater effect on employment – and thus progress in terms of access to the labour market – this has often taken the form of part-time
work and, more recently, temporary work, doubling its incidence, and growth in flexible
and insecure contracts, with developing low-paid employment. This increase in temporary work – that according to the author the social partners have failed to contain – leads
him to conclude that this became a clear case of divergence, as it has led the Netherlands
away from the EU average, which increased only slightly.
By contrast, trade unions in Slovenia played a role in better regulating the use of nonstandard forms of employment. The chapter on Slovenia shows how they put the focus
on this aspect rather than merely defending the established standard of regular employment. A common case study with Italy in this respect (appended to Chapter 7 on Italy)
shows that, despite Italian trade unions’ initiatives to improve the working conditions of
non-standard forms of employment and notably temporary work, a lack of consultation
with the social partners by the government led to less balanced outcomes.
Some wage moderation was also agreed by the social partners at macro level in Sweden
in 2008–10 to preserve employment stability and limit increases in unemployment. Also,
Sweden experienced the highest growth rate in Europe in 2014–17 and has performed
better on many indicators of the European Social Pillar. This is explained by the author
of the Swedish chapter in terms of a model of flexicurity that has allowed strong external
flexibility, while strengthening workers’ employability through a national training system
in which the social partners are directly involved, as well as ensuring high wages and
working conditions. Social protection, in which the social partners are also involved, has
also remained a strong asset as regards maintaining Sweden’s good record in terms of
social and economic indicators.
Similar wage moderation was agreed through a series of social pacts in Ireland that
also contributed to economic growth and social peace in the early 2000s. The chapter on
Ireland in this volume highlights that convergence was to some extent halted during the
crisis years when they had to implement a strong fiscal consolidation policy. However,
Ireland also experienced a very rapid economic recovery. The author highlights that
social dialogue may have contributed to this. In fact, the series of agreements after 2009,
after some interruption of tripartite social dialogue in the crisis years, does nevertheless
represent a degree of continuity in social dialogue and illustrates the utility of maintaining social dialogue as a problem-solving response to economic crisis. These agreements
have led to some pay cuts and reductions in public sector employment, as well as reforms
in work practices and redeployment, but have also helped to provide job security for
public sector workers on permanent contracts. They also provided for pay restoration
when macroeconomic and fiscal conditions improved. This would help to explain why
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Ireland managed to reduce inequalities, thus diverging in a positive manner from the
average of the EU, where inequalities increased gradually between 2007 and 2016.
The social partners have also played a prominent role in the regulation of the French
labour market, especially in the determination of wages (that have remained dynamic in
France even through the crisis) and the application of social rights for workers. They have
directly contributed to maintaining high levels of protection through unemployment
insurance and to developing new rights (such as accounts and compensation for ‘arduous work’, which play an important role in a period of retirement reforms). The French
chapter also explains how industrial relations have helped older workers’ employment as
well as gender equality, and how these different forms of involvement have contributed
to social convergence.
Industrial relations are also found to have contributed to the catching up and social
and economic convergence processes of southern European countries in the 1970s and
1980s, when they were initially less advanced, by providing the necessary context for
stimulating the labour market, creating a more favourable environment in the workplace
and contributing to a fairer distribution of income, as well as by promoting stable prices,
notably through social pacts. One major feature of the Spanish story in this volume is
the lack of convergence in social expenditure, which, since the mid-1990s, has remained
stagnant as a share of GDP during more than a decade of high GDP and employment
growth – social convergence being somehow decoupled from economic growth – and
led to an anaemic welfare state. As a result, increased inequality and poverty in Spain
could be explained by this lack of growth in social expenditure. In such a context of
social spending stagnation, the trade unions in Spain, within a larger campaign on social
protection, contributed to some important improvements made in recent decades, such
as the creation of a system of non-contributory universal pensions for retirees with no
access to standard contributory retirement pensions in 1990, or, more recently, to the
successful promotion, during the crisis, of an extension of unemployment assistance for
the long-term unemployed without unemployment benefit protection. They have recently
been deeply engaged in the debate on the need for a guaranteed minimum income to fight
poverty.
Similarly in Portugal, important agreements between the social partners have allowed
several reforms of labour law, but also social recognition of the need to tackle certain
structural deficits in the Portuguese labour market. The chapter on Portugal shows that
they notably agreed on key directions for convergence, such as the need to go beyond
competition based on low wages, the recognition of skill shortages and the need to invest
in both education and training, and to maintain a healthy social security system. They
were present in the recent public debate on the issues of ageing and fertility, and worked
together to promote gender equality and reconciliation of work and family life.
The involvement of the social partners was found to be more limited in the Baltic
states and thus to exert less of an influence on social and economic outcomes. Industrial
relations around minimum-wage fixing, however, seems to have played a role in limiting
the growth of inequalities in Estonia. The involvement of the social partners as regards
the minimum wage was also found to be determinant in a number of other EU countries
(Ireland, Slovenia and Germany).
The role of the social partners is not limited to the regulation of the labour market
strictly speaking, but can extend to influence other national policy issues. For instance,
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trade unions in Slovenia, which are involved in tripartite debates, managed to counter the
plan for a flat-rate tax in the mid-2000s, which might have had adverse implications on
equality and convergence towards better inequality outcomes.4
Some chapters in this volume show that industrial relations (notably through social
partners’ involvement in national policies) can help to improve education. In Sweden the
social partners have helped to promote occupational mobility policies and the development of skills over the life course, with constant skills upgrading and a low percentage of
low-paid workers. As a result, Sweden today has the highest levels of job quality in the
EU (see details in the chapter on Sweden in this volume). In France, social partners are
also directly involved in the definition and management of lifelong learning, while job
quality is officially among the goals of some trade unions (see the chapter on France in
this volume). There is also a statutory obligation to have some collective bargaining on
the quality of working life (every four years). At EU level, the European Trade Union
Confederation (ETUC) has also formulated clear goals with regard to job quality.
The story of the United Kingdom is also interesting, showing in terms of convergence
that the country has been excellent on certain indicators, such as access to the labour
market, and thus has been performing as a good job-generating machine, but with more
modest results in terms of delivering decent work (as defined by the International Labour
Organization) for all, especially for women. This situation is explained in part by its weak
mechanisms and structures for social dialogue, and partly because trade unions do not play
a substantive role in designing and shaping economic, social or labour market policy. This
institutional context is expected, according to the author, to be further diluted after Brexit.
The case study in the UK chapter also shows that the social partners have been involved,
for instance, in campaigns against bogus self-employment at national and sectoral level –
notably in the logistics and transport sectors – but that the gains of such campaigns have
not been widely diffused because of an erosion of social dialogue institutions.
3.2

Value-added Provided by Collective Agreements

In Sweden, the bipartite nature of some labour market regulations, coupled with high
union density and a high coverage rate of collective bargaining, have created a favourable
institutional environment for the emergence of negotiated compromises aimed at balancing flexibility and security in the labour market, as stressed by the chapter on Sweden.
This has led to innovative arrangements on wages, flexible working hours and vocational
training at both industry and enterprise level. Sweden is also one of the few EU countries
which has experienced an increase (by 3 per cent) in the labour share of GDP between
1993 and 2015, in contrast with most other EU countries, in which the labour share has
declined continuously.
There are examples of collective agreements at industry or enterprise level that have
extended and improved the statutory universal basic protection in the form of higher
replacement/compensation rates over a longer period of entitlement, for example regarding unemployment and sickness benefits, parental and training leaves and pensions
(occupational pensions).
Lifelong learning schemes, or arrangements, and working time accounts decided
by collective bargaining have also contributed to enabling the upgrading of skills and
increasing opportunities for women and young people in Sweden, something that is also
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being attempted now in France. In Germany, innovative agreements have been concluded
by the social partners allowing a more variable distribution of working time over the year
and through the various phases of working life, which has contributed to the flexibility
required for employment, growth and convergence. Many collective agreements have
also reduced the level of overtime in order to make jobs available for younger people,
particularly trainees, thus also responding to youth unemployment.
The chapter on Portugal highlights how the social partners have started to negotiate a
number of collective agreements that include arrangements to reconcile work and family
life; by this means, among other things, they hope to contribute to the national goal of
increasing fertility rates.
Similarly in Spain, industrial relations, with an automatic extension of collective
agreements and wide collective agreement coverage, even in a context of low trade union
density, have certainly contributed to limit wage inequality before the crisis hit (see the
chapter on Spain in this volume).
In Ireland, the resumption of collective bargaining across most of the public sector, and
the development of pattern bargaining in the private sector in the context of economic
recovery, suggests some continuity, and a degree of coordination in social dialogue.
3.3

Convergence as a Benchmark for Collective Bargaining

Collective agreements in some EU countries define wage increases based on monitoring
wage-setting practices in neighbouring countries. An interesting example is the Belgian
framework, introduced in 1996 to preserve the country’s competitiveness in the EMU
by keeping wage development in line with its main trading partners. A national body
regularly reports on the evolution of Belgian competitiveness relative to its main trading
partners, such as the Netherlands and Luxembourg. These reports are used by the social
partners to fix a wage norm for the next round of wage negotiations. Although the norm
is only a non-binding guideline, it has generally been respected. The system seems to have
worked fairly well: it has kept untouched the wage formation and bargaining system
that existed prior to euro accession, but has made the behaviour of the social partners
compatible with membership of the euro area (Sapir and Wolff 2015).
While the Belgian system cannot be exactly duplicated by other euro-area countries
because they have different wage formation and bargaining systems, all euro-area
countries could establish a mechanism to ensure that, although operating within their
own system, the behaviour of the social partners and the outcome of their wage negotiations would be compatible with euro-area membership in terms of competitiveness and
employment.
In June 2015, the Five Presidents’ Report followed up on this idea and proposed to
set up a euro-area system of competitiveness authorities. As a follow-up to the report,
in October 2015 the Council adopted a Recommendation requiring euro-area member
states to establish national competitiveness boards. This process might be more effective,
however, if tackled with the social partners. It could also be extended to countries outside
the euro area to facilitate convergence within the larger EU.
Similar to Belgium, in Ireland in 2011 the Services Industrial Professional and
Technical Union (SIPTU) agreed a modest pay rise of 2 per cent directly with the
relevant companies, in a so-called ‘2 per cent strategy’ that took into account wage rises
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in Germany as well as the European Central Bank target of 2 per cent inflation. By 2014,
the ‘2 per cent strategy’ had delivered over 220 collective agreements, covering more than
50 000 workers (see the chapter on Ireland in this volume). These two examples directly
show how industrial relations can help in regulating wages and thus also employment
to achieve convergence. This requires that institutions that monitor competitiveness
be embedded in social dialogue and that distributive concerns be mainstreamed in the
monitoring of competitiveness (Vandenbroucke 2017).
To better contribute to convergence, industrial relations should also be able to operate
across borders through, for instance, International Framework Agreements (IFAs). While
such IFAs have focused mainly on relocations and redundancies, more studies should be
carried out to measure their potential impact on convergence. While the monetary union
calls for integrated competitive markets for goods and services and cross-border mobility
of labour, this in turn entails a social corollary. In this respect, international framework
agreements (Papadakis 2011) and also European works councils (De Spiegelaere and
Jagodzinski 2015) have been shown to contribute to convergence, or at least to avoid
divergence in working conditions.
3.4

Industrial Relations as a Factor of Resilience

The chapters in this volume also provide examples of industrial relations’ role in inducing a more balanced sharing of the costs of the crisis for both working conditions and
inequalities at work. In Sweden, the social partners developed innovative practices and
solutions in the 1990s to deal with job losses and structural changes. Agreements covering
three-quarters of the labour force have been negotiated to help victims of restructuring
to find new jobs rapidly. In Ireland, the Haddington Road Agreement (2013–18) included
pay cuts, but also provided for the restoration of these pay cuts in 2016. The agreement
also led to some flexibility to allow for redeployment, work-sharing arrangements and
workforce restructuring (see chapter on Ireland in this volume). In Germany, the negotiation of collective agreements on reduced working hours has also made it possible to avoid
employment cuts. In part as a result of these different adjustment mechanisms negotiated
through social dialogue, these countries (with the possible exception of Ireland, where
unemployment increased from 4.7 per cent in 2006 to 14.7 per cent in 2012) have experienced only very modest increases in unemployment during the recession. By contrast, in
countries where the low presence of trade unions and a lack of social dialogue impeded
the pursuit of such mechanisms, as in the three Baltic states, the bulk of adjustments have
involved employment cuts, with a very rapid increase in unemployment rates.
3.5

Extending the Role of the Social Partners to New Issues

The various chapters of this volume show how industrial relations help, notably through
collective agreements, to better regulate the increase in non-standard forms of employment. The case study comparing the Belgian and Dutch experiences shows how a stronger
role for the social partners and more formal institutions of social dialogue have allowed
Belgium to limit the growth of temporary contracts – which affect 9 per cent of Belgian
employees compared with 20 per cent of Dutch employees – and the association of temporary contracts with part-time work. Similarly, the resilience of trade union membership
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in Belgium (it has been eroded in the Netherlands) and the fact that it is distributed more
equally among the population – for instance, Belgian women have a union density three
times higher than in the Netherlands – have probably contributed to a very low gender pay
gap (3.3 per cent), only a quarter of the gender pay gap in the Netherlands. Women are
also more likely to be the main earner in a household in Belgium than in the Netherlands.
Women’s access to more employment and to better wages is important for boosting the
dual-earner model and for the growth and stability of the middle class, with all the implications of this for social and economic convergence (at EU level, see Vaughan-Whitehead
2016). The social partners should also certainly investigate how to improve coverage and
protection of young workers. The chapter on Ireland suggests that it may have started to
diverge from Europe because its young people have been particularly badly affected and
young workers are subjected to low employment standards.
The case studies in this volume analyse how the scope of industrial relations could
be extended to other important areas, such as migration and FDI, which may influence
both social and economic convergence (see Table 1.1). For example, in Sweden collective
agreements on work practices/work experience schemes and Vocational Introduction
Employment have targeted young newly arrived migrants lacking relevant experience.
Similarly, the case study in the Spanish chapter shows how trade unions in Spain have,
from the beginning, embraced the integration of immigrants and contributed to promoting their equal treatment in terms of integration and working conditions.
Various chapters in this volume highlight the importance of inter-EU migration and
migration into the EU from a number of perspectives. The chapter on the Baltic states,
for instance, presents evidence of how emigration may be problematic for convergence
but that there can also be benefits from return migration or even from inward migration
from further east. The example of emigration of medical professionals, such as doctors,
is often reported as particularly illustrative. In this respect, ‘return mobility’ may be
considered a key factor in convergence (see, for example, the EC’s report on intra-EU
mobility; EC 2018). The chapters on Italy and Spain also refer to the effects within the
labour market of migration into the country from outside the EU, noting that both
these countries have moved from a position of relative stability in migration flows (or
historical outflows in the case of Italy) to one of substantial net inflows. The chapter
on Ireland also refers to the balance between the ‘exit’ and ‘voice’ of young workers as a
prism though which to judge the health of the Irish economy. It is clear, therefore, that the
issue of migration is important in a number of countries in the EU in terms of its labour
market effects and hence prospects for convergence, and that the social partners certainly
have a key contribution to make in this area.

4.

 ONVERGENCE, THE EUROPEAN PILLAR OF SOCIAL
C
RIGHTS AND INDUSTRIAL RELATIONS

So far this chapter has explained how the various national stories included in this
volume assess the possible role of industrial relations in explaining some of the dynamics of social indicators. Whereas the individual chapters provide national analyses, the
European Pillar of Social Rights (EPSR), as one of five key policy areas of the European
Union, calls for building a more inclusive and fair EU where all member states come
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Bipartite or tripartite negotiations
 on the minimum wage

Tripartite negotiations (and pacts)
 on wages or incomes policy

Involvement of social partners in
 training policies

Can reduce wage inequalities between top and
 bottom, and between men and women at the
lower end, of the wage distribution
Can ensure that minimum wages are set at a
 balanced level, taking into account the needs
of workers and their families and economic
factors. Increases ownership and effectiveness
of minimum wages
Can also reduce migration (contributed to net
 positive migration in Estonia)

Can ensure social peace in periods of wage
 restraint (Netherlands)

Can generate more employment growth, and also
 ensure better protection of non-standard forms
of employment (Slovenia)
Promotes skills and professional opportunities
 (France, Sweden)

Can help young people (through education)
 and women (through better public services) to
integrate better in the labour market
Reduces inequalities (Belgium, Ireland, Sweden)
Ensures equality in the process (Belgium, France)

Involvement of social partners to
 define public sector policy-making,
education, social services

Involvement of social partners in
 social security fund management or
in pensions schemes
Involvement of social partners in
 labour market reforms

Effects on social convergence

Industrial relations: possible effects on upward convergence

Industrial relations elements/
mechanisms

Table 1.1

Contributes to skills upgrading and specialisation
 in higher value-added products and trade
(Germany, Sweden)
Can promote economically sustainable wages and
 incomes policy, and avoid economic disruptions
owing to industrial unrest
May contribute to wage moderation and enhanced
 competitiveness (Italy, Ireland and others)
Can help to maximise the economic benefits of
 minimum wages (such as aggregate demand or
economic benefits of reduced inequality), and
minimise potential costs
Can stimulate investment in innovation and higher
 value-added segments

Can ensure both flexibility and security with
 employment and productivity gains

Can help in ensuring sustainability of the schemes
 while also reducing deficits

High participation of young people and women
 contributes to economic growth

Effects on economic convergence
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Collective agreements based on
 monitoring of neighbouring
countries’ practices
European works councils
International framework agreements

Collective agreements in periods of
 economic slowdown

Collective agreements

Can prevent strikes and thus avoid interruptions
 of activity and falls in productivity

Can help to avoid social dumping by better
 aligning working conditions between countries

Helps to minimise unemployment rises (Germany,
 Austria, France and so on)
Helps to keep qualified employees within
 companies and facilitates recovery after crisis
Contributes to maintain aggregate demand and
 growth (or limit recession)
Helps to maintain competitiveness and
 employment

Can help stimulate consumption and thus also
 middle-class stability and growth (Belgium,
France, Sweden)
Can stimulate growth of newly emerging sectors
 and new types of job
Enhances skills upgrading and the shift to higher
 value-added jobs (Sweden)

Collective bargaining can reduce inequalities
Can help promote fairer working conditions
 (example of working time in Sweden)
Can help improve working conditions of non standard forms of employment (higher working
hours for part-time workers; better protection
for temporary workers or self-employed and so
on)
Can help reduce unsocial hours (working
 evenings, nights or Sundays), helping workers
to reconcile work and family life
Can help in adaptation to new forms of jobs/work
 and improve working conditions and protection
(for example, Uber jobs in Slovenia)
Can promote better working conditions for
 migrants (Spain)
Can help education and training (training
 accounts, lifelong learning arrangements)
Can help reconciliation of work and family life
Can help reduce layoffs with reduced/shared
 working hours (Germany, Austria, France)
Wage moderation agreements to limit wage
 growth and employment adjustments (Sweden)
Can help in corporate restructuring to find the
 best balance between flexibility and security
(Sweden)
Helps alignment on wages and working
 conditions (Belgium)
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closer (or converge) on a set of 20 principles and rights.5 Based on this call, a natural
question to ask is how far apart, or close together, the 28 member states currently are
with regard to achieving these 20 principles and rights? In this volume the focus is on
the sub-set of these principles and rights that have a direct bearing on the labour market
and related socio-economic and institutional outcomes. Moreover, and as highlighted by
the national chapters, industrial relations play a key role in the pursuit of common goals
and therefore the question naturally arises, what has been the role of industrial relations
in the current status of EU28 member states in matters of the labour market and related
socio-economic outcomes?
4.1

How Has Convergence Been Defined?

Convergence is by definition a long-term phenomenon, despite the fact that economic
picks and throws can identify convergence and divergence from some desired goal within
short periods of time.6 In the analysis that follows, convergence is measured over a
17-year period, from 2000 to 2016. In the case of the EU, and given its relatively short history as a unified group, this 17-year period can be considered indicative of convergence in
socio-economic outcomes. This is because the period takes into consideration the waves
of accession years and covers the pre- and post-financial crisis periods, thus allowing
us to capture how it impacted on the aggregate dynamics of the current EU28 member
states. Most of the other chapters in this volume rely on additional national statistics and
cover a period from 1990 or earlier.
Discussions within the group of experts led to a definition of convergence on the basis
of two main criteria. First, since the aim of the EU is to improve the economies and wellbeing of the population, our group of experts defined convergence as a trend towards an
improvement of socio-economic indicators. This means that, over time, the average of the
EU should improve in tandem with the progress of individual countries. This does not
mean, however, that countries should have as a target to maximise or minimise all indicators, given the different nature of the indicators (Table 1.2 develops this point further).
Table 1.2

Convergence scenarios in the EU
Progress on socio-economic indicators
(EU average increases)

Deterioration in socio-economic
indicators (EU average decreases)

Scenario 1: Upward convergence
Progress of all countries with less
 advanced countries also catching up

Scenario 4: Downward
 convergence
All countries may evolve together
 towards a deterioration of their
indicators

Divergence
Scenario 2: Upward divergence
(higher dispersion)  (dispersion alongside increased
performance)
Progress of all countries on indicators
 but some countries continue to
progress more quickly than others

Scenario 3: Downward divergence
 (dispersion alongside decreased
performance)
Dispersion because some may
 evolve towards a deterioration
while the others progress or
remain stable

Convergence
(lower dispersion)
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Within this upward movement, convergence also implies a catching-up process of less
advanced countries on those indicators, allowing them to get closer to the average and
also somehow closer to the best performers.
The second main feature in our definition of convergence is a lower dispersion among
EU countries, while divergence would represent an increased dispersion.
Convergence and divergence movements can be classified in one of four possible
scenarios, as described in Table 1.2. In this table, both convergence and divergence can be
upwards or downwards. Upwards (downwards) convergence occurs when the values of
the indicator are coming together and, on average, each country is doing better (worse)
than in previous periods; under such circumstances we would observe the EU28 average
increasing (decreasing). Upwards (downwards) divergence occurs when the values of the
indicator are moving apart, with some countries scoring higher (lower) values compared
with the rest – and with previous periods – and above (below) the EU28 average.
The optimal scenario represents all EU countries experiencing a lower dispersion and
also improving on their socio-economic indicators with all countries attaining a better
outcome in their labour market and social indicators. In this case the overall EU average
would increase (scenario 1 in Table 1.2).
The achievement of social cohesion as desired by the EPSR would be associated with
this upwards convergence scenario. Such movement would reflect that all EU28 countries
are, in tandem, following a positive path, where countries with weaker outcomes in terms
of labour and social indicators are improving compared with previous periods and at a
faster rate, while countries already exhibiting good labour market and social outcomes
continue to do well or even better than in previous periods. In Table 1.2, upward
convergence is described in the top-left quadrant (scenario 1). The other three scenarios
in the table show possibilities that gradually move away from the preferred upwards
convergence outcome.
There could be a second possible scenario, with all countries also improving on socioeconomic indicators (with then also an increase in the group average), but leading not to a
lower but to an increased dispersion because certain countries continue to progress more
quickly than others (scenario 2).
Although less desirable than scenario 1, this last outcome would still be more beneficial
for all countries than a scenario that involved increased dispersion, alongside a general
deterioration of socio-economic indicators, thus leading to a decrease in the EU average
(scenario 3). In this case, some or all countries are experiencing a weakening of the
underlying labour and social indicators, while the difference between the countries with
lower outcomes (for example, a higher unemployment rate and lower social protection
spending) moves further apart from countries experiencing relatively better outcomes.
Another possible case would be convergence between EU countries, not towards an
improvement, but towards a deterioration of socio-economic indicators, which would
imply a decrease in the EU average (scenario 4).
4.2

Overview of Convergence Using a Selection of Indicators

One way to answer the above questions is with a comparative analysis of the 28 countries
using a selection of indicators that capture the principles and rights of the EPSR in
relation to labour market outcomes and industrial relations. An inspection of the 20

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 15

21/03/2019 15:59

16

Towards convergence in Europe

principles endorsed by the EPSR helps in the selection of indicators to measure the three
dimensions targeted by the 20 principles: opportunities and access to labour markets, fair
working conditions, and inequality and social protection. Table 1.3 reflects these general
dimensions and principles defined by the EC and proposes a list of corresponding
statistical indicators to capture them, all of which are consistent with the indicators used
Table 1.3

I ndicators covering the areas of principles and rights underlined by the
European Pillar of Social Rights, by dimensions, as structured by the European
Commission

Dimensions

Areas

Least controversial indicators

1. Equal
opportunities
and access to
labour market

Access to
 labour
market

2. Fair working
conditions

Wages

Employment rate
Unemployment rate
Youth unemployment rate
Long-term unemployment rate
Participation in training (at
 least in the past four
weeks) as a percentage
of dependent workers: if
level of education is below
secondary; if level of
education is secondary; if
level of education is higher
than secondary
Wage in 2011 PPP constant
 values; growth in average
wages of full-time employees
Involuntary part-time among
 all part-time employment

Opportunities
 in the labour
market

Employment
 contract
3. Social
protection
and inclusion
4. Economic
performance
and
distributional
outcomes

Social
 protection
Inequality

Economic
 performance

GPD per capita growth (from
 GDP in constant 2011 PPP
values)

Most controversial
indicators

Kaitz Index (minimum
 wages as proportion of
average wage)
Proportion of workforce
 with temporary
contracts
Per capita spending on
 social protection
Share of household
 income in the D1
decile; and of
household income in
the D10 decile; ratio
between total share
of household income
in D2 to D4 deciles
to total share of
household income in
the D5 to D9 deciles
Labour income shares
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in the national chapters presented in this volume. A review of the national chapters would
suggest adding a fourth dimension to capture ‘economic performance and redistribution’. Table 1.3 shows selected indicators that could in principle be compared to shed
light on whether the EU28 is converging or diverging with respect to social and economic
dimensions proposed by the EPSR. Table 1A.1 in the Appendix to this chapter provides
more details on each of the indicators.
The proposal of a comparative analysis of the 28 countries raises two problems: first,
jointly analysing the common indicators presented in Table 1.3 is a complex task and
potentially misleading if the purpose is to understand overall convergence or divergence
among the EU28. The second problem is that of making a value judgement on the
direction that each indicator in Table 1.3 would have to follow in pursuit of convergence
among member states while ‘delivering new and more effective rights for citizens’ – which
is what the EPSR prescribes. To highlight this, Table 1.3 classifies the indicators in two
columns: least controversial and most controversial. For example, it is not controversial
to think that member states all aim at the lowest possible unemployment rate, so we could
conclude there is positive convergence in matters of unemployment between the EU28 if
we observe that over some period of time these countries are, on average, moving together
(converging) towards lower unemployment rates. This would be an example of upwards
convergence that hints at social improvement for Europe’s citizens. On the other hand,
it would not only be controversial but also undesirable to prescribe that countries follow
policies of 100 per cent permanent contracts, even if such hypothetical movement, from
a quantitative point of view, was also associated with upward movement (convergence)
among the EU28.
Despite the two above-mentioned problems, coming up with a monitoring and
evaluation tool that checks for EU28 convergence under the EPSR remains a potentially
desirable goal: the tool would highlight the objectives pursued by the EPSR while helping
policy-makers to make timely and objective assessments of the direction taken by the
pursuance of common goals. Meanwhile, and considering that the work in this volume
attempts to convey a message for the EU28, it is reasonable to explore quantitative tools
that could summarise information available for all 28 economies, over a period of time
sufficient for capturing convergence, and in light of the goals implied by the EPSR. This
consideration is what drives us to finish this chapter with estimates from a summary
measure constructed with the indicators representing the EU28 EPSR; the summary
measure is presented not as an ultimate instrument, but to show the potential of such
a monitoring tool. Ultimately, the summary measure is also informative in this context
because it provides information from countries in the EU28 that are not present in the
national chapters.
The measure proposed implies a unification of the 20 indicators proposed in Table
1.3 under a single metric, therefore reducing a 20-dimension analysis into a singledimension analysis: this already takes care of the first problem mentioned above. We call
this summary measure a Labour and Social Summary Indicator (LSSI). The technique
employed for the purpose is a slight modification of other summary measures, such as
the Human Development Index (HDI, of the United Nations Development Programme)
or the Better Life Index (BLI, of the Organisation for Economic Co-operation and
Development). The proposed measure leads to a summary value that helps us to easily
inspect convergence (or divergence) among the EU28 member states with regard to the
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 apping of EU28 countries according to values of LSSI in 2016 and changes
M
in LSSI between 2000 and 2016 (median wage based on unweighted value)
Increase in value of LSSI
between 2000 and 2016

Decrease in value of LSSI
between 2000 and 2016

Countries with LSSI score in 2016
above or at the medium value of the
EU28 score in 2016

Austria
Belgium
Czech Republic
Denmark
Finland
France
Germany
Luxembourg
Malta
Slovenia
Sweden

Ireland
The Netherlands
United Kingdom
EU28

Countries with LSSI score in 2016
below the medium value for the
EU28 score in 2016

Bulgaria
Estonia
Hungary
Latvia
Lithuania
Slovakia

Croatia
Cyprus
Greece
Italy
Poland
Portugal
Romania
Spain

underlying indicators described in Table 1.3. Appendix 1A.2 provides the details leading
to the LSSI.
Using the LSSI, the EU28 can be classified into four groups based on a combination
of the following two outcomes: (1) whether their LSSI value is higher or lower than the
EU28 median in 2016, and (2) whether their LSSI value increased or decreased between
2000 and 2016. This provides the mapping of the EU28 countries presented in Table 1.4.
We further investigated this issue through a more in-depth analysis of convergence that
consisted of plotting the distribution of the estimated LSSI over time.
Figure 1.1 shows changes in the distribution of LSSI measured for each of the EU28
countries for the period 2000 to 2016: a few years have been selected for clarity of
illustration. The distribution of the LSSI for each selected year has been summarised
into a box-plot, a simple device that highlights the median of the distribution (the thick
horizontal line inside the rectangles), the twenty-fifth and the seventy-fifth percentiles of
the LSSI distribution (the edges of the rectangles), the extremes (upper and lower lines)
and outliers (dots). A vertical stretching or shrinking of the rectangle shows (respectively)
divergence or convergence among the LSSI values (that is, among the EU28) over subsequent periods of time, while an increase or a decrease of the median values over time
(within those rectangles) shows (respectively) an upward or a downward movement of
the values of the LSSI.
According to these measurement criteria, the dynamics of the box-plots over the
period 2000 to 2016 show three clear periods. In the first period, prior to the global
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EU28.
Source:

International Labour Organization (ILO) estimates.

Figure 1.1 
Changes in the distribution of the Labour and Social Summary Indicator
(LSSI) over time, EU28, 2000–2016 (selected years)
financial crisis, the EU28 was moving towards convergence in matters underlying the
EPSR, as captured by the LSSI with a higher median in the boxes showing higher values
of the LSSI positively affecting more individuals in the EU28 countries and more concentration (smaller boxes showing lower dispersion) of the values. This could be described as
a situation of upward convergence (or scenario 1) among the EU28.
In the second period, during the financial crisis (2007–10), the positive convergence
achieved just before the crisis was lost by the time countries were coming out of the crisis
after 2009: the LSSI shows a downward movement so that on aggregate it seems that
the EU28 had declined in terms of the value of the indicators that underline the EPSR.
The value of the LSSI had also widened significantly compared with the year 2000 or
compared with immediately prior to the crisis. In 2009 countries were moving apart from
each other, with the distribution of the LSSI in that year widening in both directions
compared with previous periods (downward divergence or scenario 3).
The third period starts in the aftermath of the crisis; comparing 2009 with 2012 shows
that divergence among the EU28 countries has continued in the two directions: countries
resilient to the crisis in terms of the indicators underlying the EPSR continued to improve
in the years leading up to 2012, while in the same period countries below the median
continued to decline. The LSSI in 2016 shows a slightly higher value compared with
2012, but over the four years the movement was marginal, while catching up to the levels
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of convergence observed in 2006 was yet to be achieved (higher box). The distribution in
2016 shows a clear divergence between countries above and below the median, especially
when compared with the distribution of the LSSI in 2000 (scenario 3 type of downward
divergence).
Putting all this in numerical terms, and excluding outliers, the (weighted) variance
among the values of the index in 2005 was estimated at 0.012; in 2012 this had increased
to 0.021, that is, by 75 per cent. In 2016 the variance had declined to 0.018 but this is still
50 per cent more than the variance in 2005, when countries showed more convergence in
their performance with regard to labour market and social dynamics.7
In summary, these results show that there was convergence before the crisis, which was
then interrupted by the crisis, after which more dispersion prevailed. We observe a longterm divergence, rather than convergence, between 2000 and 2016.
4.3

What is the Relationship between Industrial Relations and Convergence?

Union density and collective bargaining coverage are two indicators often considered to
reflect the outcome of industrial relations institutions, for example, the outcome of multiemployer bargaining processes, extension mechanisms or tripartite pacts and agreements,
to mention only a few. In this volume the national chapters highlight the importance of
industrial relations for strengthening labour market and social dynamics, with evidence
and data from each of the individual countries and from the various case studies.
The question is, to what extent can the evidence from the LSSI, in view of the evolution
of industrial relations, provide further backing for the national stories, and evidence for
the aggregate EU28? We start by examining the relationship between collective bargaining and union density to understand the complementarity between these two variables in
capturing the evolution of industrial relations among the EU28 member states. Figure 1.2
compares the relationship between collective bargaining coverage and union density in
2016, and Figure 1.3 shows the relationship between changes in collective bargaining
coverage and changes in union density during the past 17 years (2000–2016).
In particular, Figure 1.2 shows a strong relationship between the two outcomes,
suggesting that both union density and collective bargaining coverage probably result
from the same enablers of industrial relations at country level. Thus, countries that have
strong coverage are also those with strong union density (for example, Scandinavian
countries, Belgium, Malta, Cyprus, Italy and Luxembourg), whereas countries with low
coverage are associated with low unionisation (for example, Estonia, Latvia, Lithuania
or Bulgaria). There are some outliers that show strong collective bargaining coverage
(for example, France and Austria), but relatively low levels of unionisation. However,
the evidence for the opposite case is weak, that is, we do not see countries with high
union density similar to Scandinavian unions that, at the same time, have weak collective
bargaining coverage. Thus, despite a few outliers – with France serving as an example,
mostly owing to its industrial relations institutions and practices – a correlation coefficient of 49.3 would suggest that collective bargaining is seemingly related to union
density, and where the latter is high the tendency is to have higher levels of collective
bargaining coverage.
At the bottom-left of the Figure 1.2 is a group of countries that has very low collective
bargaining coverage and trade unionisation, including the three Baltic states (Estonia,
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Figure 1.2 
Collective bargaining coverage and trade unionisation, by country and EU28,
2016
Latvia and Lithuania with less than 10 per cent on both rates), Poland, Slovakia,
Bulgaria and Hungary.
The question is, how did the two variables, collective bargaining and union density,
move over the period 2000 to 2016? Can such movements shed light on the relationship
between the two variables that we observe in Figure 1.2? Figure 1.3 shows that falling
union density is associated with falling collective bargaining coverage, so it is not surprising to see that in 2016 the two variables had a positive correlation. Figure 1.3 also shows
that only a few countries (Finland and Malta) experienced an increase in collective
bargaining coverage between 2000 and 2016 – because almost all countries were at best
at, but generally lower than, the zero level – and all countries (except Belgium, France and
Italy) experienced a 10 per cent or more decline in union membership, with extreme cases
such as the Czech Republic, Estonia, Latvia, Romania and Slovakia, where the decline
was above 55 per cent. Figure 1.3 shows an overall weakening of industrial relations
among the EU28, with very few countries (eight out of the 28) showing almost no change
over the 17 years in collective bargaining coverage, while all other countries declined.
Figure 1.3 seems to show a divide between the above countries and another group of
countries – generally older EU member states – that experienced some erosion, but not
to the same extent.
Figure 1.4 completes the trio of illustrations to show that countries with higher levels
of collective bargaining coverage in 2016 are the countries that experienced a lower
decline in union density over the 17 years (2000–2016).
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Figure 1.3 
Collective bargaining coverage and trade unionisation, by country and EU28,
2000–2016
Figures 1.2 to 1.4 show the weakening of industrial relations among the EU28 leading
up to 2016 using two well-known outcomes of labour market institutions in the EU. It
is interesting to further explore the evolution of industrial relations over each of the
16 years for which we have data. Since both collective bargaining coverage and union
density show similar trends, we select the former to clarify the analysis.
Figure 1.5 shows how the distribution of collective bargaining coverage evolved from
2000 to 2016. The figure confirms a continuous decline over the 17 years, with the exception of the crisis years, which show some resilience in some countries, before a collapse
in 2010–11 under the influence of fiscal consolidation programmes in several countries.
Between 2000 and 2016 the median value decreased, while the dispersion widened, with
an elongated rectangle in 2016 compared with 2000: greater dispersion with lower median
would be consistent with the scenario of downward convergence (or scenario 3) on
industrial relations among the EU28. How does this compare with the evolution of the
LSSI as described in Figure 1.1?
One of the key elements of Figure 1.1 was the dynamics of the weighted median for
each of the years for which we estimated a box-plot. The median marks a year-to-year
distinction between countries among the EU28 whose LSSI is above or below; that is,
countries – and the population in Europe – that on average are below or above the summary measure that indicates the goals of the EPSR.
Figure 1.6 is our final figure and shows the weighted average in terms of collective
bargaining coverage among countries (and the respective populations) with an LSSI
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Figure 1.4 
Collective bargaining coverage (2016) and changes in trade unionisation
density, by country and EU28, 2000–2016
above the median versus countries (and their populations) with LSSI below the median.
This figure is quite telling: countries with LSSI below the median (their labour market
and social dynamics indicator are below the EU28 weighted median) consistently show
a lower proportion of workers covered by collective bargaining compared with countries
with labour market and social dynamics indicators which are above the EU28 median.
In the period following the global financial crisis, countries which registered more solid
labour market and social conditions (LSSI above the median) also showed a return to
higher values of collective bargaining coverage despite a 10 per cent drop during the
period 2006–07. From then onwards, collective bargaining coverage was maintained
almost constantly at about 80 per cent. Among countries with an LSSI below the EU28
weighted median, collective coverage declined gradually from 2009. At the end of the
period, collective coverage among the LSSI group below the EU28 median was 17.5 per
cent lower compared with 2000. In summary, Figure 1.6 suggests that stronger industrial
relations, as summarised and measured by collective bargaining coverage, is not conducive to lower labour market dynamics and socio-economic related outcomes. Instead,
the evidence cannot reject that stronger industrial relations can be related to the positive
outcomes that the EU aims at promoting through the principles and rights defined by
the EPSR.
The national chapters in this volume further document this relationship. They seem
to confirm that the countries that have experienced some weakening of their industrial

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 23

21/03/2019 15:59

24

Towards convergence in Europe
100

Collective barganing coverage

90
80
70
60
50
40
30
20
10

20

00
20
01
20
02
20
03
20
04
20
05
20
06
20
07
20
08
20
09
20
10
20
11
20
12
20
13
20
14
20
15
20
16

0

Note: ILO own estimates.

Figure 1.5 
Changes in the collective bargaining coverage rate, EU28, 2000–2016 (all
individual years)
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relations systems during the crisis (Greece, Portugal and Spain) have also experienced the
most substantial decline in their labour market and social indicators.8 While countries
such as Greece, Spain and Portugal were on the way to convergence towards the EU28
average, they seem to have started diverging from the crisis onwards. This process of
divergence seems to be prolonged, as explained in the chapter on Portugal in this volume.
Slovenia, a country known for its strong industrial relations system – in particular at
tripartite level – has experienced a significant weakening of industrial relations mechanisms over recent years (see the chapter on Slovenia in this volume), and has undergone
a deterioration of its LSSI (from tenth to thirteenth place).
The crisis seems thus to have brought about some divergence in industrial relations in
the EU. Mechanisms of bargaining coordination, notably on wages, seem to have been
interrupted in the countries hit hardest by the recession. Consequently, there seems to be
a sort of divide between a group of countries with more cohesive and coordinated industrial relations and wage bargaining institutions, as well as lower inequality levels that are
reflected in a better LSSI, and another group of countries in which industrial relations
are more uncoordinated, and income equality and LSSI levels are lower. A number of
central and eastern European countries have greatly improved their LSSI alongside
economic growth, but with little development of their industrial relations systems. While
those countries have benefited from ‘newcomers’ growth, with sudden access to the whole
EU market and to some EC funding, they may have more difficulties maintaining their
current growth rate in the future. The dramatic reduction of industrial relations in these
countries may render their progress with regard to the LSSI more difficult.

5.

CONCLUSIONS

The analysis proposed in this chapter and the national chapters seems to lead to three
important conclusions.
First, an analysis of the convergence of EU countries over the past 16 years shows
that, after upward convergence until 2007, the crisis has changed the picture and led to
rapidly increased dispersion, so that over this long-term period (2000–2016), EU countries appear to have diverged rather than converged on the fulfilment of socio-economic
indicators. We have tried to summarise trends in social and labour market indicators that
are fully relevant for the achievement of the EPSR. The results show a greater divergence
between countries. This is a worrying trend, even if more encouraging progress is
reported in recent years in the national chapters in this volume.
The second conclusion is that such erosion of social indicators has also been extended
to industrial relations with a general decline in collective bargaining coverage and trade
unionisation. In many countries, the fall in those two indicators is above 50 per cent over
17 years. A certain divide as regards industrial relations can also be observed, between
a group of countries with more resilient industrial relations and lower inequality levels,
and another group of countries in which industrial relations have been weakened and
income inequality increased. A number of newer EU members are also continuing their
economic growth with little development of their industrial relations systems. This
process may undermine the sustainability of their growth in the future, as shown by the
severe adjustments they had to absorb during the crisis.
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Third, this volume shows that the resilience of industrial relations has often coincided
with improved performance and better resilience to the crisis. Our analysis in this chapter
confirms that stronger industrial relations, as summarised and measured by collective
bargaining coverage, is not conducive to lower (a decline in) labour market dynamics
and socio-economic related outcomes, but can, on the contrary, be related to positive
outcomes with regard to the EPSR. The chapters in this volume seem to confirm this
through more detailed evidence. Collective bargaining in particular has helped to negotiate alternatives to layoffs and has assisted many countries in maintaining their level
of labour and social indicators. Some collective agreements presented in this volume
succeeded in reducing inequalities with regard to access to jobs, social protection and
pensions, and to better protect workers confined in part-time employment, temporary
contracts, self-employment or in new forms of jobs and working arrangements. Other
agreements have permitted employees to achieve a better balance between work and
family life. Higher levels of trade unionisation and collective bargaining coverage of
women seem to have had a positive effect on narrowing the gender pay gap.
The development of national industrial relations institutions, such as minimum-wage
setting or tripartite pacts, was also found to play a role, especially when the strength
of the social partners and autonomous collective bargaining had been eroded. The
participation of the social partners in vocational training – as in Germany, Sweden and
Belgium – or in company-based training (as in France) has also helped in facilitating
access to good quality jobs.
Another conclusion from the analysis presented in this chapter is that better measurement of convergence with regard to ESPRs might be needed. We saw the value of the
tools and analysis proposed in this chapter as a basis for constructing a solid and comprehensive Summary Indicator that would help in capturing the trends on indicators related
to the EPSR. We hope this volume will stimulate further research in that direction.
In summary, the different chapters try to respond to the main question of this volume:
are industrial relations helping EU countries in their pursuit of social and economic convergence? If the impact of different elements of industrial relations on socio-economic
convergence indicators is somehow confirmed through the reading of this volume – while
the EC in its social pillar agenda concludes that such socio-economic indicators definitely
contribute to economic growth and convergence – then industrial relations should definitely be treated as a key lever for achieving cross-country convergence.
In this respect we hope that this volume will help to complement policy-makers’
views and the options available to them, and that instead of weakening or dismantling
industrial relations as obstacles or constraints on the road to convergence, they will opt to
maintain and even strengthen such institutions so that they can release their full potential
for sustainable growth and a return to convergence.

NOTES
1. Address given by Jean Monnet at the session to sign the ECSC Treaty at the Quai d’Orsay, Paris, 19 March
1951, p. 2, accessed 9 January 2019 at https://www.cvce.eu/obj/address_given_by_jean_monnet_at_the_ses
sion_to_inial_the_ecsc_treaty_paris_19_march_1951-en-5752bf8f-4cfa-4553-bcbf-0cc14fcfa37b.html.
2. http://ec.europa.eu/social/BlobServlet?docId=17625&langId=en (accessed 9 January 2019). A social scoreboard has been established as part of the Pillar to monitor progress on the ground. It will expand and
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3.
4.
5.

6.
7.

8.

replace the existing scoreboard of key economic and social indicators used in the European Semester of
economic policy coordination to better take into account social considerations. This will serve to track
trends and performances across countries and to inform policy guidance in the context of the European
Semester. See https://composite-indicators.jrc.ec.europa.eu/social-scoreboard/ and a brochure http://ec.
europa.eu/social/BlobServlet?docId=17613&langId=en, both accessed on 9 January 2019.
Statement by President Juncker at the European Parliament plenary session, Strasbourg, 22 October 2014,
accessed 9 January 2019 at http://europa.eu/rapid/press-release_SPEECH-14-705_en.htm.
For recent evidence on the overall impact of social dialogue and industrial relations on inequality, see
Vaughan-Whitehead (2018).
The other areas are Economic Union, Financial Union, Fiscal Union and Political Union. The EPSR refers
to 20 principles and rights that include the right to fair wages and the right to health care, lifelong learning,
better work–life balance and gender equality, among others. With a call to member states to commit to a
common goal in matters related to such principles, the EU stands for cohesion of these rights among all its
citizens in a fast-changing world (www.europa.eu/commission).
For some overviews of relevant studies on convergence read Atkinson (2015), EPSC (2015), ILO (2016a)
and Alcidi et al. (2018).
An estimation of the same dynamics of the LSSI but using unweighted values shows similar results,
with the median following the same pattern over time, although at slightly different levels. In general, the
unweighted median is slightly below the weighted median, particularly in the post-crisis period. This shows
that among countries with larger populations – in particular France and Germany – the LSSI scores higher.
The convergence and divergence patterns, however, remain similar between weighted and unweighted
estimates.
For Greece for instance see ILO (2016b), more generally for social dialogue in the recession see Visser
(2016) and for a more general overview on the link between social dialogue and economic performance see
Grimshaw et al. (2017).
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Access to decent earnings

Access to education and
skills formation

Employment rate
Unemployment rate, overall
● Youth unemployment rate
● Long-term unemployed
●	
Proportion of dependent
workers in education/skills
enhancing activities
●	
Proportion of workforce in
training with formal education
below secondary
●	
Proportion of workforce in
training with formal education
equivalent to secondary and
vocational
●	
Proportion of workforce in
training with formal higher
education (university and above)
●	
Real wages in PPP 2011 US$
●	
Real wage growth
●	
Kaitz index

Access to labour market
●

●

Indicators

Areas

The inclusion of real wages in PPP
 terms helps to identify ‘decent
wages’ whereas the growth rate
helps to identify the relation
between wages and the economy.
The Kaitz index for countries
without a minimum wage is
approximated by imputing the value
of net income received by minimum
income benefit receivers (single
person, including supplements) as
percentage of median income

EUROSTAT – based on LFS
 and EU-SILC estimates
OECD statistics

Employment and unemployment rates
 based on the population age 15–64.
Youth and long-term unemployed
based on total unemployed
All four indicators based on the
 fraction of dependent workers
that claimed to be in training/skills
formation ‘at some point during
the last 4 weeks at the time of the
survey’

OECD statistics
WDI – World Development
 Indicators (World Bank)
ILO Global Wage Database

EUROSTAT – based on LFS

Source

Notes and treatment

Labour and Social Summary Indicator (LSSI) and corresponding indicators*

LSSI: Labour and Social Summary Indicator

Table 1A.1

APPENDIX 1A.1
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(continued)

Expenditure on social
protection

●	
Average

Access to stable employment
(standard forms of
employment)
number of hours
worked per week by wage
employees
●	
Percentage of part-time among
wage employees
●	
Percentage of involuntary parttime among part-time workers
●	
Direct social protection
expenditure per capita
●	
Other social protection
expenditure per capita

Indicators

Areas

LSSI: Labour and Social Summary Indicator

Table 1A.1

EUROSTAT – based on LFS

EUROSTAT – National
 accounts

Social protection benefit expenditure
 are transfers to households, in
cash or in kind, that include
disability, sickness/health care, old
age, survivors, family/children,
unemployment, housing and social
exclusion. Other social protection
expenditure includes administration
costs and other expenditure (that
may be exclusive of countries)
associated with relieve transfers and
not included in the first indicator.
The two indicators together
cover ‘total expenditure on social
protection’

Source

Part-time and contractual conditions
 based on national definitions (as
opposed to the construction of
the indicators using a standardised
common definition)

Notes and treatment
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Note:

of employees with
the right to collective bargaining

density rate

●	
Proportion

●	
Union

of total disposable
household income of
households at the bottom decile
●	
Share of total disposable
household income of
households at the top decile
●	
Total share of households
income from households below
the median as ratio to the share
accrued by households above
the median (excluding top and
bottom deciles)
●	
Unadjusted labour income share
●	
Growth in real GDP per capita

●	
Share

Union density rate, net union
 membership as a proportion of
wage earners in employment
Collective bargaining coverage rate
 corresponds to the ratio of
employees covered by collective
agreement, divided by all wage
earners (dependent workers) with
right to bargaining.

Unadjusted labour income shares
 excludes own account workers
which is a relative small fraction of
the workforce for countries in EU28
group

All indicators area based on total
 household disposable income.
The third variable is a ratio of
two shares: the numerator is the
addition of the share accrued by
households in the second to fifth
decile of the income distribution;
the denominator is the share
accrued by households in the sixth
to the ninth deciles.

* For more information on the methodology, please contact the authors at the ILO, Geneva.

Collective bargaining
coverage

Industrial relations
Union density

Economic performance and
distributional outcomes

Inequality

ICTWSS – AIAS, Release 5.1
 (September 2016)

ICTWSS – AIAS, Release 5.1
 (September 2016)

LIS: AMECO (EU
 Commission)
GDP: World Development
 Indicators (WDI-WB)

World Income Inequality
 Database (WIID-UNUWIDER), Release January
2017
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APPENDIX 1A.2 S
 UMMARISING LABOUR MARKET AND
SOCIO-ECONOMIC INDICATORS INTO A
CONVERGENCE MEASURE: THE LABOUR
AND SOCIAL SUMMARY INDICATOR (LSSI)
Comparing countries using several indicators can be a complex task. For example,
a comparative labour market analysis of the EU28 using employment rates, unemployment rates and involuntary part time would involve reviewing and assessing at
least 84 tendencies. The complexity increases when more than three indicators are
involved, especially if these are not independent. A solution to this complexity is to
construct a measure where the indicators are summarised into a single variable: this
technique is what lies behind the construction of well-known indexes such as the
Human Development Index (HDI, United Nations Development Programme) or the
Better Life Index (BLI, Organisation for Economic Co-operation and Development).
In practice, the technique involves constructing a number (a score) for each of the
countries involved (or units, or regions) so that these can be compared to each other
in equal terms.
Constructing a summary measure relies on two steps. The first step consists of converting each of the indicators into the same unit of measurement, that is, normalising each
indictor into a range of values (say, from 0 to 1) where going from one extreme value to
the other (say, going from scoring 0 to scoring 1) implies going from lower (less desired
outcomes) to higher or more desired outcomes. For example, if we have ten countries
with employment rates ranging from 35 per cent to 70 per cent, the country with 35 per
cent could be attached a value of 0 and the country with 70 per cent would be attached
a value of 1. All the other eight countries would be attached values higher than 0 but
less than 1 where such values (scores) would reflect the within group relative distance
in employment rates. The trick behind the normalisation of an indicator is to apply an
adequate strategy that assigns each of the intra-range units a value (between 0 and 1)
that captures the relative distance between countries. The strategy to construct the LSSI
considers the need to normalise indicators so that the scores retain the time series characteristics of the original indicators. This allows us to compare the relative performance
of countries at a particular point in time, and the between country and within country
performance over time, which is a requirement for measuring convergence. To describe
the method let us assume we have data for a sequence of years (for example, 2000–2016
so that the first period is the year 2000), we have ten countries and let us take employment
m 2000 5 35.
rate as an illustration. In the year 2000, the highest and lowest employment
rate among
the ten countries is 35 per cent and 70 per cent, so these two values become the lowest
m 5 35.
and highest base year normalising 2000
values, namely, m 2000 5 35. and m2000 5 70. Applying
expression (1A.1) to the employment rate of each country at time t, that is, vct, implies
vc,t 2mt0
attaching a score nvct to each country
m2000in
5the
70.set:
nvc,t 5
m2000 5 70.
mt0 2 mt0
vc,t 2mt0
v
2m
(1A.1)
c,t
t0
nvc,t 5
(m 0 , mt0)
mt0 2 mt0 nvc,t 5
mt0 2 mt0
For example, if country Z among
(m 0the
, mt0set
) of ten has an employment rate of 49 per cent
(m , m )
(m 0 , mt0)
in the year 2000, vz,2000 = 49% and its normalised score
in 2000 will bet nvtz,2000 = 0.4. For
(m t , mt)

(m t , mt)
Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 32

21/03/2019 15:59

m 2000 5 35.
m2000 5 70.
nvc,t 5
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mt0 2 mt0
mt0 2 mt0
subsequent years, that is, from 2001 to 2016, we keep the same normalising values – in
(m , m )
general, (m 0 , mt0) – to normalise the employment rate0 of t0the same group of countries.
5 35.
In the construction of indexes such as the HDI or the BLI, m
the
normalising
parameters
2000
(m t , mt) – so that the scores are only
change at(meach
point
in
time
–
that
is,
they
become
t, m )
valid to ‘rank’ tcountries at a particular point in time. With the normalising strategy in
m2000 5 70.
(1A.1), the score values attached to each country retain their cross-section
nature (that is,
this can still be used as a rank or a comparison measure between countries)
vc,t 2mt0 but anchornvc,t 5 to the indicators that
ing the normalisation to a base year means that the scores attached
mt0 2 mt0
are normalised over subsequent years gain a time series dimension: comparing
the time
movements of the score for a single country shows growth, while comparing the scores
(m 0 , mt0)
between a group of countries shows relative performance between
countries that grow or
shrink with respect to that particular indicator(s). It can be shown that the properties of
the normalised variable using the standard method – that is, (m t , mt) – are retained when
compared to the modified method in (1A.1). The only condition is that the value of the
original indicators cannot grow unbounded while the denominator in (1A.1) has to be
positive. It is rare to find a situation where these two conditions are not met. Finally, one
of the conditions to normalise indicators is that once these are normalised all of them
follow the same directional interpretation (low values implies less desired outcomes,
higher values more desired outcomes). In the case of employment rates a ‘higher is better’
would be a reasonable desire, but in the case of unemployment, for example, the opposite
is true. When the nature of indicators is such that ‘lower is a more desired outcome’,
then the normalisation of the indicator consists of subtracting from 1 the result obtained
when applying (1A.1). That is, apply [1 − nvc,t].
The second and final step consists of joining all the normalised indicators into a
single measure. This can be achieved by taking a simple average between the score
values of all the normalised indicators, for each country and at each point in time. For
example, if we have 28 countries and 20 indicates, add the score values of the 20 normalised indicators for each country, and divide these by 20. The result is an indicator
of dimension 1 × 28.
With the above reading of the index, it becomes clear that the treatment of the so-called
‘controversial indicators’ is such that countries with the highest value (for example, with
the highest permanent employment rate) will receive a higher score from this particular
indicator. However, the construction of the LSSI does not imply that countries have to
pursue a maximal or minimal strategy on any particular indicator for EU28 convergence
on the EPSR. Instead, the analysis is such that, at any given point in time, countries are
scattered over a range of values as a result of their underlying indicators. Identifying
convergence involves examining the changes in the distribution of the LSSI values over
a sufficient time span (in the case of this chapter this amounts to the period 2000–2016)
comparing such movements to the first year of the analysis (in this case, 2000). The slight
modification in the construction of the LSSI relative to the construction of measures
such as the HDI or the BLI, to mention just two, provides the LSSI with a time-series
dimension that validates the use of the measure as one of convergence or divergence from
some initial point in time.
The distributional changes of the LSSI can also shed light on the relationship between
industrial relations, and its evolution, and the evolution of labour market and social
dynamics. This completes the circle in Chapter 1 because the evolution of industrial
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relations is at the heart of each chapter in this volume. Again, trying to compare 20
independent indicators with those frequently used to capture industrial relations (for
example, collective bargaining coverage and union density) could bring too much
complexity into the analysis, while using the LSSI reduces the problem to a single
dimension.
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2.

 ocial convergence of the Baltic states
S
within the enlarged EU: Is limited social
dialogue an impediment?
Jaan Masso, Vladyslav Soloviov, Kerly Espenberg and
Inta Mierina

1.

INTRODUCTION

Much of the discussion of economic development and social dialogue in the Baltic
states has concerned the convergence paradigm. Catching up with the ‘old’ European
Union (EU) member states, in particular the Scandinavian countries, has been a natural
target (Staehr 2015). The social dialogue, social protection and social models have been
viewed from that perspective, for example, in arguing that at the lower level of income,
extensive social protection and generous welfare states are not only unaffordable but
may also hamper countries’ future growth performance, in a kind of ‘growth first’
paradigm (Trumm 2006). The categorisation of the Baltic states in welfare state typologies or among the varieties of capitalism has been as either a liberal model, although
not following exactly any of the four European systems (cf. Masso and Paas 2007) or
a ‘flexible market economy’ (Kuokštis 2011). On that basis, we should ask whether
social convergence – catching up in terms of a broader set of indicators characterising
a broader development – is related to income convergence, and what else in addition to
income convergence is needed to achieve social convergence. Another explanation for the
close association between economic and social convergence is that, under the dominance
of right-wing parties in coalition governments, trade unions have linked many of their
arguments with economic development instead of the social sphere (Peterson 2018).
Estonian employers, however, have sometimes expressed a different view, namely, that
social convergence has been put before economic convergence (Tamsar 2018). Hence the
need for further study of the topic. Such widely differing views on convergence are also
to be expected given that wage convergence and harmonisation of working conditions
are seen as the core goals of economic union (Naz et al. 2017). The relevant question is
whether the relatively undeveloped and embryonic forms of social dialogue in the Baltic
states – referred to in terms of, for example, ‘illusory corporatism’ (Ost 2000), ‘fragile
shell’ (Pollert 2000) or a ‘talk-show’ (Meardi 2012) – could endanger social convergence
even under favourable economic conditions.
As convergence is by definition a long-run phenomenon, in this chapter we rely on
information and statistics from the past ten, and in many cases even 20, years. The
available statistical material from various sources is complemented by interviews with
representatives of the social partners in order to reveal their views on economic and social
35
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convergence, the relevant topics in this regard, their evaluation of performance hitherto,
the possible best practices and remaining challenges. As the benchmark in the statistical
analyses we have used the EU15 (EU member states prior to the 2004 enlargement round)
instead of the EU28. The interviews were made with Peep Peterson, chairman of the
Estonian Trade Union Confederation (Peterson 2018) and Toomas Tamsar, president of
the Estonian Employers’ Confederation (Tamsar 2018).
The chapter is structured as follows. In section 2 we review the economic convergence
performance of the Baltic states. While the literature on convergence is almost exclusively
on income, in the following sub-sections we look at how income dynamics are related to
the dynamics of other social indicators. Section 2 studies long-run developments in terms
of economic convergence, while Section 3 looks at the various social convergence indicators and how these may have been influenced by social dialogue. The three case studies
look deeper into the particular mechanisms by means of which economic and social
convergence interact. The first case study looks at the emergence of new forms of working as a development that may affect convergence in the future and the role of the social
partners in this regard. The second case study, on the contribution of the diaspora and
return migrants to social dialogue, is particularly important for small, open economies
subject to major outward migration (causing a brain drain), although migration may
also have positive effects on convergence through such channels as return migration. The
third case study, on the effects of foreign ownership, is important because of the intended
benefits of foreign direct investment (FDI) in terms of capital, technology transfer,
internationalisation and increased competition, but the positive effects on broader social
indicators are likely to be problematic, for example, in terms of increased inequalities or
negative effects on social dialogue.

2.

 CONOMIC CONVERGENCE: AN EXEMPLARY CATCH-UP
E
PROCESS

Among the central and eastern European countries the convergence performance of the
Baltic states in terms of gross domestic product (GDP) per capita has been highlighted
(Leitner and Römisch 2015), based on radical economic reforms and a quick transition
to a market economy, a stable macroeconomic environment and business-friendly regulations. They are portrayed as open economies with few constraints on international trade
or capital mobility. In the period 1995–2011 the Baltic states had one of the highest growth
rates in the EU, averaging 4.0 per cent in Estonia, 4.1 per cent in Latvia and 4.3 per cent
in Lithuania compared with the EU15’s 1.6 per cent (authors’ calculations based on data
from the annual macro-economic database of the European Commission’s Directorate
General for Economic and Financial Affairs, AMECO). This pushed their GDP per
capita up to more than 70 per cent of the EU27 average (Table 2.1), so that all the Baltic
states are now classified as high-income countries by the World Bank (World Bank 2018).
Similar to some least developed EU countries, such as Bulgaria and Slovenia, in Latvia
and Lithuania, and less so in Estonia, growth in per capita GDP is related to a sizeable
reduction in the workforce: during 1995–2011 the average population reduction rate was
1 per cent in Latvia and Lithuania owing to both a negative natural increase and outward
migration, especially after joining the EU in 2005. While decreasing population numbers
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Table 2.1

Economic convergence indicators for the Baltic states, 1995–2015

Indicator

Country

1995

2005

2015

GDP per capita
 at PPS, EU
27=100

Estonia
Latvia
Lithuania
EU15
Estonia
Latvia
Lithuania
EU15
Estonia
Latvia
Lithuania
EU15

34.6
30.6
32.9
116.6
13.2
11.0
9.3
124.4
9.1
14.4
6.9
125.5

59.7
50.2
52.7
113.2
35.4
26.2
27.0
119.7
55.1
33.6
22.5
119.0

75.0
64.4
74.7
108.5
53.4
42.7
44.5
115.8
60.8
62.9
51.5
114.6

40.4
33.8
41.9
–8.2
40.2
31.7
35.2
–8.5
51.7
48.5
44.5
–11.0

15.2
14.2
22.1
–4.8
18.0
16.5
17.5
–3.9
5.6
29.2
28.9
–4.5

Estonia
Latvia
Lithuania
EU15

13.7
10.0
9.1
124.6

29.5
26.0
28.5
120.0

48.3
40.6
44.4
116.5

34.6
30.5
35.3
–8.1

18.7
14.6
15.9
–3.5

GDP per capita,
 EUR
Gross disposable
 income
per capita,
corporations,
EU 27=100
Gross disposable
 income
per capita,
households,
EU 27=100

Difference Difference
1995–2015 2005–15

Note: PPS denotes purchasing power standard and is used to account for the differences in price levels
across countries. We refer to the EU15 as that could be a natural target for the Baltic states in the convergence
process. For Estonian gross disposable income per capita we have reported the value for 1996 instead of 1995
as the latter was very low compared with both 1994 and 1996 (1.4), thus the value of 1996 is more representative of the long-run trends.
Source: Authors’ calculations based on the AMECO database.

have contributed to an increasing per capita GDP and negatively to GDP growth (IMF
2015), the emigration of especially younger and more educated workers may worsen
the Baltic states’ future growth prospects (Hazans and Philips 2009). As regards the
particular sources of growth, as revealed by growth accounting, for the period 1995–2016
there was a modest negative contribution from labour (from –1 per cent of total growth
in Estonia to –5 per cent in Lithuania), while 57 per cent in Estonia and 77 per cent in
Lithuania came from capital, and growth in total factor productivity accounted for 43
per cent in Estonia and 29 per cent in Lithuania (Levenko et al. 2017). The period after
the crisis, 2010–16, was characterised by a negligible (even negative) contribution of total
factor productivity to growth that coincides with the overall weak growth performance.
The average growth rate has to be viewed in conjunction with volatility across business cycles having been high, even considering the smallness of the countries (OECD
2012; IMF 2015). However, it has been shown that at least the Estonian economy is well
diversified, including its exports, despite its small size (OECD 2017a), and the high GDP
variation has been due instead to country-specific shocks (for example, the Russian crisis
in 1999 and the major decline during the Great Recession) rather than specialisation in
high-volatility sectors (OECD 2012). High macroeconomic volatility may also hamper
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long-run growth performance (Kose et al. 2005). The beginning of the transition was
characterised by an output decline that was deeper than in other central and eastern
European countries (during 1989–94 it was –37 per cent in Estonia and –46 per cent in
Latvia, authors’ calculations based on the World Development Indicators database),
termed in the transition literature the ‘J-curve’ (Iwasaki and Kumo 2018) This was followed by strong growth in 1995–98 (averaging 6.5 per cent in Estonia and 4.0 per cent
in Latvia). The decline in 1998–99 owing to the Russian economic crisis was modest in
absolute terms, for example, –1 per cent in Lithuania, and followed by strong growth,
especially after joining the EU in 2004 (the average for 2000–2008 was 8.5 per cent for
Estonia, 8.8 per cent for Latvia and 7.5 per cent for Lithuania). There was probably a
causal linkage between EU membership and subsequent growth: Estonia was found to be
the country with probably the highest positive impact from joining the EU (Campos et
al. 2014). Burduli (2017) similarly found that the rate of convergence (the distance from
steady-state GDP that is closed in a year) between the new EU10 countries and the EU15
countries increased during the post-accession period (from 5.6 per cent to 9.0 per cent).
However, the imbalances during the latter – growth fuelled by strong credit inflow that
was later reversed and pro-cyclical fiscal policy – were also reasons why during the Great
Recession the GDP decline in the Baltic states in 2008–09 was the highest in the EU, at
–14 per cent in Estonia and –18 per cent in Latvia and Lithuania. Such high volatility
of GDP (for example, related to open economies and limited automatic fiscal stabilisers)
may also endanger long-run economic and social convergence, for example, because it
contributes to outward labour migration (see, for example, Ramey and Ramey 1995).
To avoid the business cycles negatively affecting convergence performance studies have
stressed the importance of monitoring the domestic macroeconomic balances of the
euro-zone countries (European Central Bank 2012, also relevant to the Baltic states) and
the regulation of the banking and financial sector (Adams-Kane et al. 2016).
The Great Recession was followed in 2010–11 by strong recovery, while several EU
member states suffered a second wave of recession due to the sovereign debt crises and
public sector austerity. Owing to the relatively slow growth thereafter, the convergence
discussion talks of a ‘middle-income trap’,1 for example, in relation to the exhaustion of
previous sources of economic growth such as a cheap labour and latecomer advantages
(Pruchnik and Zowczak 2017 argue that this is not the case, while Staehr 2015 leaves the
possibility open). However, an exact estimate of whether this is the case is hampered
by the vagueness of the concept of ‘middle-income trap’. In the case of the Baltics it
may also be partly related to difficult economic conditions in some of their main export
partners, such as Finland and Russia in the case of Estonia (OECD 2017a). Finally,
the regional aspect has been important: Smetkowski and Wojcik (2012), studying the
relative GDP growth paths of countries grouped in four macro-regions based on their
economic behaviour (Slovenia, the Visegrad countries, the Baltic states, and Bulgaria and
Romania), found a strong influence of regional polarisation, or convergence clubs, also in
the case of the Baltic countries. They claim that such a polycentric structure can weaken
economic convergence as the range of influence of each centre is low.
It is worth noting the differences between various GDP or gross domestic income
(GDI) components in contrast to the ‘balanced growth path’ pattern; that is, wage
developments closely follow developments in per capita income. In all three Baltic states,
compared with households, companies have demonstrated much stronger convergence
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dynamics: both started at around 10 per cent of the EU27 level in 1995, but, while household incomes reached 40–48 per cent of GDP, corporations achieved 52–63 per cent of
GDP. Furthermore, disposable corporate income grew at an annual average of 9 per cent
and that of households at 4.8–5.8 per cent annually.
Among the different labour market and social indicators, that whose dynamics follows
income convergence most closely is wages.2 Overall, the wage convergence pattern for the
Baltic countries is largely similar to that of income convergence, with a rapid increase in
wages after joining the EU, especially during the years preceding the Great Recession,
decelerating during the recession and a fast recovery shortly afterwards, in 2010–12 (see
Table 2.2). The wage share of GDP has been traditionally lower in the Baltic states than
in other central and eastern European countries, compared with the old EU member
states (see, for example, Galgóczi, and Mermet 2003 for earlier evidence), and we do not
observe here a clear-cut pattern of convergence over time. The significantly higher wage
share in Estonia as compared with Latvia and Lithuania reflects higher wages there. In
the social dialogue the Estonian unions pay attention to wage share, although no target
country has been selected in which the wage share is higher than the current Estonian
Table 2.2

Convergence of wage indicators, Baltic states and EU15, 1995–2015

Indicator and source Country
database

Gross monthly wage, Estonia
national currency,
Latvia
UNECE, EUR
Lithuania
EU15
Wages relative to
Estonia
EU15
Latvia
Lithuania
EU15
Wage share, total
Estonia
economy, AMECO Latvia
Lithuania
EU15
Wage share,
Estonia
manufacturing,
Latvia
AMECO
Lithuania
EU15
Wage inequality,
Estonia
D9/D1 Structure of Latvia
Earnings Survey
Lithuania
EU15

Values of indicators

Difference over the
period, percentage wage
growth

1995

2005

2015

1995–2015

2005–15

153.8

516.4
350.2
369.9
2658.5
19.4
13.2
13.9
100.0
47.5
45.6
49.1
55.5
62.7
53.9
49.9
63.8
4.35
5.96
4.64
3.17

1064.7
817.8
713.3
3272.1
32.5
25.0
21.8
100.0
52.9
50.9
47.6
56.2
68.1
54.8
44.6
61.2
3.9
4.23
3.92
3.13

592.5

106.2
133.5
92.8
23.1
13.1
11.8
7.9
0.0
5.4
5.3
–1.5
0.7
5.4
0.9
–5.3
–2.6
–0.45
–1.73
–0.72
–0.04

140.9
1890.2
8.1
7.5
100.0
56.0
48.3
46.0
57.1
65.6
51.0
53.8
66.0

406.2
73.1
24.4
14.3
0.0
–3.1
2.5
1.6
–0.9
2.5
3.8
–9.3
–4.8

Note: The data from the SES are for 2006 and 2015 instead of 2005 and 2015.
Source: AMECO, United Nations Economic Commission for Europe (UNECE) Statistical Database,
Eurostat Structure of Earnings Survey (SES).
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level (Peterson 2018). Estonian employers have been worried about declining profitability
owing to rapid wage growth; although it pushes companies to increase efficiency, it also
poses a risk for economic growth (Tamsar 2018). We should be careful in overstressing
the effects of social dialogue on inequality indicators across the Baltic states, although
there could be some limited effect, given the employers’ positive attitude to minimumwage increases in Estonia (Tamsar 2018) and active lobbying against that in Latvia.
However, the gap between Estonia and the other Baltic states has not changed substantially. While average wages in Latvia and Lithuania amounted to 64 per cent and 71
per cent, respectively, of average wages in Estonia in 2004, in 2016 these numbers were
75 per cent and 68 per cent, respectively. The difference in the pace of wage convergence
between the Baltic states following the Great Recession can have several explanations.
One reason for this decrease is that wage growth exceeded productivity growth to varying
degrees before the recession. Other arguments that might explain this include a different
degree of success in the introduction of the euro after the recession or diverse adjustment
patterns at the firm or sectoral levels (Masso and Krillo 2011). The results could also
be influenced by the share of unreported wages and ‘envelope wages’ that has been an
important phenomenon in the Baltic states labour markets (Kriz et al. 2008). Actual
average wages might be underestimated as a result. The issue of underreporting wage
and income is more noticeable for Latvia, which also explains the higher share of the
shadow economy there: in 2016, it was 20.3 per cent in Latvia, 16.5 per cent in Lithuania
and 15.5 per cent in Estonia (Putninš and Sauka 2017), while envelope wages account for
the largest share of the shadow economy in Estonia (53.6 per cent) and less so for Latvia
and Lithuania (42.4 and 40.2 per cent) as a result of the lower degree of, and incentives
for, business income underreporting in Estonia owing to its corporate income tax setting
(Masso et al. 2013). The extent of wage underreporting remained largely unchanged for
the Baltics during the 2000s (Putninš and Sauka 2011), while during the period 2009–16
underreporting remained stable in Estonia and Lithuania (between 15 and 20 per cent),
but decreased significantly in Latvia, from 34 per cent in 2009 to 18.1 per cent in 2016
(Putninš and Sauka 2017).
As regards patterns of wage growth across sectors, Table 2.3 presents the cumulative
growth rates of wages at the sectoral level for the post-recession period after 2011, using
net wages. We can see that in many sectors, such as wholesale and retail, the Baltic
countries experienced a common trend in net wage growth. However, in a number of
country-specific sectors, such as mining and quarrying in Latvia and Lithuania, accommodation in Lithuania, and education, information and communications in Estonia,
there is a distinct pattern of rapid net wage growth not copied by the other Baltic states.
Finally, a different pattern of wage growth in Estonia for 2011–17 (44.1 per cent average
net wage for Lithuania and 48.2 per cent for Latvia, but 57.1 per cent for Estonia) allows
us to further confirm the general diverging wage trend between the Baltic states.
As for wage inequalities, during 1989–2011 wage inequality in Estonia was unstable:
it increased rapidly at the beginning of the transition (especially in the lowest part of
the wage distribution, the D5/D1 ratio), decreased during 1998–2006 (especially in the
lower part of the wage distribution as characterised by the D5/D1 ratio), and increased
thereafter (Masso et al. 2014). The rapid convergence rate of the Baltic states with the
EU average has thus been reflected in general wage increases rather than in changes in
the wage distribution. Table 2.4 illustrates such developments by looking at another
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Table 2.3 
Average percentage net wage change for selected industries, Baltic states,
2012–16
Mining and
quarrying
2012
2013
2014
2015
2016
Average
 annual
growth

Wholesale and retail
trade

Information and
communication

Education

EE

LV

LT

EE

LV

LT

EE

LV

LT

EE

LV

LT

–1.5
–0.2
9.3
9.2
14.0
2.7

1.2
4.9
13.8
19.7
28.1
5.1

10.5
15.4
20.7
20.2
28.6
5.2

7.9
12.4
19.3
27.2
32.0
5.7

5.2
11.9
23.5
34.5
41.2
7.2

4.4
10.5
17.8
23.2
34.1
6.1

7.1
12.6
15.3
24.0
39.9
7.0

4.7
11.1
17.9
25.8
30.3
5.4

4.2
8.4
12.9
25.1
34.9
6.2

2.4
9.8
17.9
29.5
38.8
6.8

–0.2
4.2
11.2
18.5
20.4
3.8

1.9
6.0
7.5
10.2
17.5
3.3

Note: EE = Estonia, LV = Latvia, LT = Lithuania.
Source: Authors’ calculations based on Statistics Estonia, Statistics Latvia and Statistics Lithuania
databases.

Table 2.4

1989
1993
1995
1997
1999
2001
2003
2007
2009
2011
2013

Wage bill distribution by year, Estonia, 1989–2013 (%)
Q10

Q20

Q30

Q40

Q50

Q60

Q70

Q80

Q90

Gini index

2.6
2.3
2.0
2.6
2.9
3.4
3.5
3.0
3.1
2.6
2.7

3.8
3.9
3.7
4.2
4.3
4.8
5.1
4.7
4.7
4.4
4.4

4.8
5.0
5.0
5.3
5.4
5.8
6.0
5.8
5.5
5.4
5.5

5.6
6.0
6.0
6.6
6.5
6.7
7.0
6.8
6.6
6.5
6.6

6.6
7.2
7.5
7.6
7.6
7.9
8.1
7.9
7.8
7.6
7.7

7.5
8.6
8.6
8.9
9.0
9.2
9.1
9.1
9.0
8.7
8.9

8.5
9.6
10.4
10.4
10.6
10.4
10.5
10.5
10.4
10.1
10.4

10.0
11.7
12.3
12.2
12.2
12.1
12.1
12.2
12.1
11.9
12.2

13.2
14.5
15.7
15.1
15.3
14.7
14.6
14.9
15.1
15.2
15.2

0.414
0.379
0.375
0.344
0.333
0.308
0.294
0.340
0.348
0.373
0.361

Source: Authors’ calculations based on Estonian Labour Force Survey data.

indicator: the share of total wage bill going to different percentiles of the wage distribution. Since 2007 there has been a slight increase in wage inequality in terms of the Gini
coefficient. However, when looking at the results of the Eurostat Structure of Earnings
Survey (SES), across all indicators from 2006 to 2010 and 2014 (the data for 2002 did not
include the Baltics), we can observe decreasing wage inequality across all indicators (for
example, in Estonia the D9/D1 ratio went down from 4.35 to 3.9), but they remain a lot
higher than in the EU15 (3.13 in 2014). Although that has been possible even in conditions of limited social dialogue and collective bargaining, we may be naturally cautious
about how long this may continue.
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One of the most important dimensions of labour inequalities in the Baltics is gender.
The situation is especially striking in Estonia owing to its very high gender pay gap,
the highest in the EU and second highest among the Organisation for Economic
Co-operation and Development (OECD) countries (see Anspal 2015 for a thorough overview), estimated at around 30 per cent in a range of data-sets and periods. Using various
regression-based decomposition techniques the explained part of the gap has been found
to represent only one-third of the total gap, the most important components being industry and occupation of the relevant employee. Compared with the very high unadjusted
gender pay gap, in terms of the overall gender pay gap (Eurostat’s synthetic indicator also
takes into account employment and hours) Estonia has been somewhere in the middle, on
38 per cent, with Latvia and Lithuania recording some of the lowest gaps, at 23 per cent
and 19 per cent, respectively, in 2014 (see also Table 2.5). That is because both the number
of hours worked and employment rates have contributed little to the overall gender gap
owing to the low incidence of part-time employment, both among females and males, and
the modest gender employment gap in all countries. Women’s lower wages are striking
because of the higher female educational attainment; for the 30–34 age category, Latvia
and Lithuania have some of the highest gender gaps – favouring women – in tertiary
education attainment, at 27 and 20 percentage points, respectively. The other side of the
Table 2.5

Gender gap indicators, Baltic States, 2005–14

Country
and year

Gender
Unadjusted
Gender
gender pay employment monthly
hours
gap
gap,
gap
percentage
points

1997
Estonia
Latvia
Lithuania
EU28
2005
Estonia
Latvia
Lithuania
EU28
2014
Estonia
Latvia
Lithuania
EU28

28.0

Overall Contribution of various components
to gender pay gap
gender
pay gap
Gender
Gender
Gender
(%)
pay gap hours gap employment
rate gap

11.0

13.2

43.1

58.2

14.4

27.4

25.0
16.0
15.0

4.9
9.8
8.4
15.9

10.4
13.2
9.2
29.6

34.4
32.7
28.9

68.3
44.0
47.6

15.6
20.3
17.6

16.1
35.7
34.8

28.2
17.4
13.1
17.2

7.7
4.6
2.5
11.5

8.4
6.0
5.6
26.4

38.4
22.8
19.2
39.6

68.2
73.7
65.9
37.4

19.8
23.9
11.4
32.1

12.0
2.4
22.6
30.5

23.0

Note: Overall gender pay gap variables for 2014 were taken from Eurostat data and for other years
calculated independently using the same decomposition formulas.
Source: Eurostat, national statistical offices.
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story is that the highest gender gap in life expectancy is also to be found in the Baltics (9.5
years in Estonia and 10.9 years in Lithuania).3 Generally, in all three Baltic countries we
do not see much convergence towards a reduction of the gender pay gap; its reduction
during the Great Recession (Masso and Krillo 2011) seems to be a temporary phenomenon because male-dominated sectors were harder hit by the crisis, a situation that was
reversed during the recovery.
It is surprising that Estonia has so much larger a gender pay gap in comparison to
Latvia and Lithuania despite their very strong similarities in other indicators. Part of
the story could be the differences in occupation segregation; that is, while the share of
females among managers is much lower in Estonia (38 per cent, Vahter and Masso 2018),
Latvia has a very high percentage of women in managerial positions, particularly in
middle management (a few years ago it was the highest in Europe, LSM 2017), so there
is little apparent prejudice against women in the labour market. Another possible reason
is values, where some striking differences can be noticed: the values of the Hofstede
masculinity indicator are 30 for Estonia, 9 for Latvia and 19 for Lithuania – Latvia is one
of the most feminine countries (Hofstede Insights 2018).
One peculiarity of working-time distribution in the Baltic states has been its high concentration at 40 hours, corresponding to full-time employment. Looking at the distribution of working time according to European Working Conditions Survey data, all Baltic
states have a very high concentration round 40 hours: 64.3 in Estonia, 61.3 in Latvia and
62.4 in Lithuania, compared with the EU28, where it is just 31.2 (Anxo 2018). Looking
at the kernel density plots of hours, at least in Estonia such very strong concentration of
hours around the 40 mark has even been deepening over the years (authors’ calculations
from Estonian Labour Force Survey data). The numbers are fairly similar for women
(65.4 for Estonia compared with 26.6 for the EU28). This reflects the very limited extent
of part-time work even among women; in 2016 part-time employment constituted just
9.9 per cent of total employment in Estonia (compared with 19.5 per cent in the EU28),
and even less in Latvia and Lithuania (4.9 and 5.9 per cent, respectively), while among
women it constituted just 13.3 per cent of total employment (31.9 per cent among women
in the EU28, Eurostat). The Great Recession saw some changes in this regard, with most
of the adjustment occurring in relation to employment (numerical flexibility) and wages
(even basic wages); average hours were reduced significantly, by 2 per cent in Estonia
and Latvia, compared with 0.5 per cent in the rest of the EU (Masso and Krillo 2011).
Despite that, in the long run there has not been significant convergence in working-time
indicators.
The first question that arises concerns whether convergence in working time should
occur owing to income or wage convergence. Table 2.6 shows some modest convergence
in terms of hours, such as decreasing average hours for full-time employees. The limited,
or even lack of, convergence in working-time indicators is surprising given that there has
been strong growth in wages; the standard argument explaining a low incidence of parttime employment is that low wages make it difficult to afford a decent living standard
while working part-time (Tang and Cousins 2005).
The low part-time employment may be explained by the Soviet past, which probably
requires more time to change, but also by the low share of the service sector at the beginning of the transition, although that has been increasing. The Estonian social partners
stress that full-time working is a cultural phenomenon: even pay increases have not
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Table 2.6

Towards convergence in Europe

Working time convergence, Baltic States, 1995–2015

Average
working hours
of full-time
employed
Share of
part-time
employees,
males
Share of
part-time
employees,
females

Country

1995

2005

2015

Difference
1995–2015

Estonia
Latvia
Lithuania
European Union
(15 countries)
Estonia
Latvia
Lithuania
European Union
(15 countries)
Estonia
Latvia
Lithuania
European Union
(15 countries)

42.7
44.1
42.9
42

41.3
42.7
39.4
41.8

40.8
40.6
39.6
41.4

–1.9
–3.5
–3.3
–0.6

8.0
12.1
7.5
5.1

5.2
6.2
5.3
7.6

6.6
4.9
5.9
11.0

–1.4
–7.2
–1.6
5.9

12.5
12.5
9.7
31.3

10.8
10.4
9.2
36.0

15.2
10.8
10.5
38.4

2.7
–1.7
0.8
7.1

Note: For 1995, we have sometimes used for Estonia data from 1997, Latvia and Lithuania data from 1998.
Source: Authors’ calculations from Eurostat database.

motivated people to decrease working hours (Peterson 2018), and full-time employment
is a norm for both employers and employees (Tamsar 2018). Another important reason
is the tax treatment of part-time work, namely, the relatively high minimum social tax
contribution (Peterson 2018). In 2018 the minimum level of social tax is calculated from
a gross wage of €470, in other words, the minimum social tax is €155.10 per month (the
social tax rate is 33 per cent in Estonia). This fixed minimum rate means that it is financially unprofitable for the employer to hire part-time workers in low-wage jobs. By some
estimates that would make part-time working disadvantageous for around 60 per cent
of potential part-time jobs (Peterson 2018). Trade union representatives have discussed
changing the situation with the government, but without results so far.
To summarise, limited part-time employment in the Baltic states compared with much
of the rest of the EU means that while trade unions in many other EU countries are
resisting part-time employment, in Estonia it is viewed positively, especially with regard
to groups with lower labour market participation, although no targets have been set
(Peterson 2018). Thus, more extensive use of part-time working would help to reduce
some of the existing labour shortages, and social dialogue may have some role here in
the future. However, the number of workers not working owing to limited availability of
part-time jobs is not too big, and more use of such employment may also reduce overall
labour input via lower hours or impact on current full-time employees (Tamsar 2018).
The employment rates (Table 2.7) and labour force participation rates have been stable
in the Baltic states during the period analysed, reflecting also women’s comparatively
high labour market participation as an effect of the Soviet heritage and path-dependency.
The rates have also increased substantially over recent years. Probably there are limited
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Table 2.7 
Long-term trends in employment, unemployment and labour market
participation in the Baltic states, 1995–2015
Indicator

Country

1995

2005

2015

Employment
rate, 15–64

Estonia
Latvia
Lithuania
EU15
Estonia
Latvia
Lithuania
EU15
Estonia
Latvia
Lithuania
EU15
Estonia
Latvia
Lithuania
EU15

64.9
59.8
62.4
60.6
72.4
69.8
72.2
67.9

64.8
62.1
62.9
65.3
70.7
69.1
68.7
71.1
8.0
10.0
8.3
7.4
15.1
15.1
15.8
16.6

71.9
68.1
67.2
66.2
76.7
75.7
74.1
73.5
6.2
9.9
9.1
10.2
13.1
16.3
16.3
20.3

Labour force
participation
rate, 15–64
Unemployment
rate, 15–64
Youth
unemployment
rate, 15–24

Note:

13.2
9.6
18.7
27.0
25.2
21.2

Difference
1995–2015
7.0
8.3
4.8
5.6
4.3
5.9
1.9
5.6
–4.1
0.5
–5.6
–10.7
–8.9
–0.9

Difference
2005–15
7.1
6.0
4.3
0.9
6.0
6.6
5.4
2.4
–1.8
–0.1
0.8
2.8
–2.0
1.2
0.5
3.7

For 1995, for Estonia we have sometimes used data from 1997, Latvia and Lithuania data from 1998.

Source: Authors’ calculations based on the Eurostat database.

possibilities for further increases in employment rates to support economic convergence
and tackle labour shortages.4 As for the social partners’ arguments about tackling labour
shortages, the unions have pointed to higher employment rates in other countries, such
as Norway, the importance of attracting Estonians working abroad to return home and
the danger of viewing immigration as the solution (although they are not completely
against that, Peterson 2018), as employers do (Tamsar 2018). However, the problem with
the current relatively strict migration regulations, with limited quotas,5 is that companies
get around them with temporary workers from countries with more liberal immigration
policies, such as Poland and Lithuania, who are low paid and do not pay taxes in Estonia
(Tamsar 2018). The labour shortages have also negatively affected FDI to Estonia
(Tamsar 2018).
Immigration rates in the Baltic states have been low. In the EU and OECD countries the
rate of immigration reached, on average, 0.7 per cent of total inhabitants in 2015 but, for
example, in Latvia it was just 0.3 per cent (OECD 2017b). The attitude towards immigration among the majority of the population of the Baltic states is negative. According to
2017 Eurobarometer data (Eurobarometer 2017), 44 per cent of the inhabitants of Latvia
have a negative attitude towards immigration from the EU, and 81 per cent a negative
attitude towards immigration from outside the EU. In Estonia and Lithuania attitudes
towards intra-EU immigrants are mostly positive and do not differ from the average in
the EU28, but there is still a lot of prejudice against migrants from outside the EU: 76
per cent of people in Estonia and 62 per cent in Lithuania have negative attitudes towards
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immigration from outside the EU (Eurobarometer 2017). People overwhelmingly do not
recognise the contribution of immigrants to the country’s economic growth: 86 per cent,
78 per cent and 61 per cent of respondents in Latvia, Estonia and Lithuania, respectively,
disagree that immigrants contribute a lot to their country (Eurobarometer 2017). At the
policy level, the approaches to immigration in the Baltic states differ. While Estonia has
tried to attract foreign workers, changing regulations and working on its attractiveness
as a destination country (Johanson 2017), in Latvia realisation of the importance of
immigration for economic growth has been slow, particularly against the backdrop of
negative population attitudes. Prejudice and xenophobia in combination with restrictive
immigration and citizenship policies, as well as insufficient understanding of antidiscrimination practices and intercultural communication at workplaces further inhibit
the potential to attract foreign workers. Currently, a significant proportion of immigrants
(apart from return migrants) in Latvia come from the countries of the Commonwealth of
Independent States (CIS), such as Ukraine and Russia. Their motivation is fuelled by the
widespread use of the Russian language in various sectors of the economy, in combination with more competitive wages than in the migrants’ home countries. Nevertheless,
they too often prefer wealthier EU countries as their destination. The Estonian experience
as regards migration is the best; since 2015 international net migration has been positive
and in 2017 it became positive also among Estonian citizens (Statistics Estonia database).
The unemployment rates, though very volatile over time, reflecting both the large
swings in business cycles and flexible labour markets, have also decreased substantially
over time. The lower unemployment rates during the transition period reflected more
successful reforms and rapid reallocation of labour to other activities, for example, via
occupational mobility (Campos and Dabušinskas 2009). These numbers have also greatly
affected wage convergence: while high unemployment rates combined with weaker
unions in the earlier period restrained wage increases, after EU accession in 2004 the
fall in unemployment rates contributed to upward wage pressures. Similar to other EU
countries, youth unemployment has been a problem, especially during the crisis period,
but youth unemployment as a proportion of overall unemployment has been broadly
similar in the Baltic states in comparison with the EU.
Another issue that is particularly important in relation to convergence is the skills
of the labour force. The Baltic states have a high, and increasing, level of education. In
Estonia, higher education attainment increased in the 15–64 age group between 1995
and 2015 from 25.3 per cent to 33.3 per cent (compared with a rise from 15.5 to 28 per
cent in the EU15, Eurostat). It is important to note in connection with the high level of
tertiary education that especially in Estonia students, particularly postgraduate students,
are also working (19 per cent in the case of those living with parents, the second highest
number after Poland, Hauschildt et al. 2015). Although spending on education has been
below the EU15 average,6 the quality of education is high and Estonia in particular
has performed very well in international rankings such as PISA, even attaining the
best results in Europe in PISA 2015 (OECD 2018). However, there are still challenges
ahead concerning how to achieve economic convergence while making use of workers’
education and training, as existing business models are focused on low labour costs.
Education and skills are key to avoiding the middle-income trap (Staehr 2015). The
education sector in the Baltic states and especially in Estonia is one of the few with collective agreements, and in the unions’ opinion it sets a positive example (Peterson 2018).
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The importance of social dialogue in this sector has the potential to affect issues such
as quality. As one positive example of this, in recent years teachers’ wages in Estonia
have risen substantially thanks to collective agreements, not so much as a result of social
dialogue but of government support. This should also boost the sustainability and quality of education by attracting young people to become teachers, given the high average
age of teachers in Estonia (Masso et al. 2016). As regards digital skills, in Estonia the
share of individuals with average or above average digital skills was above the EU average (60 and 57 per cent, respectively), but lower in Latvia and Lithuania (48 and 55 per
cent, Eurostat). The employers’ view is that especially the quality and perceived image
of vocational education remain a challenge, but so do lifelong learning and retraining
(Tamsar 2018). However, according to the data of the Estonian Labour Force Survey
(ELFS), the share of the labour force in education or training during the past four weeks
of the time of the survey has been rising in Estonia, from a comparatively low level in
2005 (6 per cent versus 11.1 per cent in the EU15) to a much higher level (15.7 per cent
versus 12.5 per cent in the EU15); it remains a challenge in Latvia and Lithuania (in
2016, 7.3 and 6 per cent, respectively). To conclude, skills and education should be one
of the major issues for future social dialogue in the Baltic states.

3.

 OCIAL CONVERGENCE: WELL BELOW PAR IN A
S
CONTEXT OF WEAK INDUSTRIAL RELATIONS

Social convergence can be defined in terms of a safe and active working environment,
social benefits such as unemployment compensation and the presence of consistent
dialogue between employees and employers, including collective bargaining involving
unions (Marginson and Meardi 2007). Owing to the low level of attention paid to this in
the process of integrating new EU member states, more study is required. One summary
indicator of this is income inequality. While the Baltic states have been similar in terms of
overall economic development, long-run growth performance and business cycles, income
inequality dynamics have differed strikingly in terms of the Gini coefficient (Masso et al.
2014), showing sometimes divergence rather than convergence. The Estonian dynamics
perhaps resembles most the logic of the Kuznets curve, with an initial increase and
thereafter decreases of inequality in the course of economic development, while in the
cases of Latvia and Lithuania the increase in inequality was delayed (Table 2.8). Among
the different explanatory factors for the different dynamics the diverging patterns of skill
premiums are particularly important. Cho and Diaz (2018) showed that between 1995
and 1998 the skill premium increased by almost 16 per cent in Latvia, while it declined
in Estonia by 30 per cent and in Lithuania by 13 per cent. The differing results could be
because the factors decreasing the skill premium – an increase in relative skill supply due
to increased higher education attainment – dominate in Estonia and Lithuania, while the
forces increasing the skill premium – growth of capital investment in combination with
capital/skill complementarity – dominate in Latvia. As regards poverty indicators, we can
observe decreasing poverty rates especially in Latvia and Lithuania, but poverty remains
at much higher levels than in the EU15.
The observable patterns of inequalities in the Baltic states are driven largely by
inequalities in market incomes, as demonstrated by the relatively more modest role
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Table 2.8
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Inequality convergence indicators, Baltic states, 1995–2015

Indicator

Country

1995

2005

2015

Difference
1995–2015

Difference
2005–15

Gini index,
World Bank
estimate

Estonia
Latvia
Lithuania
EU15
Estonia
Latvia
Lithuania
EU15
Estonia
Latvia
Lithuania
EU15
Estonia
Latvia
Lithuania
EU15
Estonia
Latvia
Lithuania
EU15

39.5
31.0
33.6
31.0
31.4
25.1
28.0
25.1
2.5
3.2
3.4
3.2
–
–
–
–
18.7
27.0
25.2
21.2

33.5
39.0
35.3
31.4
26.2
30.0
27.2
24.9
2.7
2.0
2.2
3.1
25.9
46.3
41
21.02
15.1
15.1
15.8
16.6

34.6
35.1
37.7
32.0
26.2
26.6
28.9
25.0
2.4
2.3
2.1
2.9
24.2
30.9
29.3
22.28
13.1
16.3
16.3
20.3

–4.9
4.1
4.1
1.0
–5.2
1.5
0.9
–0.1
–0.1
–0.9
–1.3
–0.3

1.1
–3.9
2.4
0.6
0.0
–3.4
1.7
0.0
–0.3
0.3
–0.1
–0.2
–1.7
–15.4
–11.7
1.26
–2.0
1.2
0.5
3.7

Income share
held by the
highest 10%
Income share
held by the
lowest 10%
People at risk
of poverty and
social exclusion
Youth
unemployment
rate, 15–24

–5.6
–10.7
–8.9
–0.9

Source: World Development Indicators, Eurostat.

of social transfers in poverty reduction. In general, the Baltic states’ social model is
characterised by relatively limited welfare states (also the result of limited industrial relations) or most resembles the liberal model, although some elements and policy learning
indicate the influence of the Nordic and conservative models (Aidukaite 2006). At least
in terms of the total share of social protection expenditures as a share of GDP, there
has been no convergence and the shares are at a stable low level compared with those of
the EU15 (Table 2.9).7 The lower expenditure can be seen in various indicators, such as
lower health spending and lower replacement rates for pensions. The old-age dependency
ratio, though below the EU average, is set to increase, which in turn increases the possibility of a growth slowdown (Staehr 2015). We may argue that in certain dimensions
the Estonian health-care system has been efficient and the structural changes in Latvia
adopted during the crisis were necessary for that purpose. However, with regard to many
health indicators, such as self-reported unmet needs for medical care, the Baltic states
lag behind the old EU member states. Improvements can be seen over past ten years,
however, especially in Latvia and Lithuania. The better performance of Estonia in terms
of social convergence indicators is due to a combination of factors, and social dialogue is
one little piece of the larger picture. Especially in the case of Latvia it is very much down
to a skewed tax system that benefits the wealthy at the expense of low-paid workers, as
well as weak social support, which the government tries to justify mainly with ideological
considerations (Masso et al. 2014). If civil society was more politically active and trade
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Table 2.9 
Some key indicators concerning labour market and social protection
institutions, Baltic states, 1995–2015
Indicator

Country

1995

2005

2015

Difference
1995–2015

Minimum wage as
 percentage of
mean wage
(Kaitz index)
Social protection
 expenditure as
a percentage of
GDP
Impact of social
 transfers
(excluding
pensions)
on poverty
reduction
Health expenditure
 as a share of
GDP, Eurostat

Estonia
Latvia
Lithuania
EU15
Estonia
Latvia
Lithuania
EU15
Estonia
Latvia
Lithuania
EU15

18.9
32.0
28.1

33.3
32.8
39.2
50.5
12.5
12.2
13.2
26.6
25.6
16.1
24.8
41.0

36.6
44.0
50.5
41.9
16.4
14.9
15.5
29.5
22.3
17.6
22.4
39.9

17.7
12.0
22.4
17.7

3.9
3.3
3.9
7.3
47.0
61.0
47.0
52.0
6.4
18.5
6.9
3.8

4.6
3.6
4.5
8.3
43.0
42.0
46.0
57.0
12.7
8.4
2.9
3.4

Average
 replacement rates
of pensions (%),
Eurostat
Self-reported
 unmet need for
medical care,
Eurostat

Estonia
Latvia
Lithuania
EU15
Estonia
Latvia
Lithuania
EU15
Estonia
Latvia
Lithuania
EU15

14.6
13.1
26.5

2.6
3.9
7.0

0.3
2.4
3.0

1.0
0.6
1.3

Difference
2005–15
3.3
11.2
11.3
3.9
2.7
2.3
2.9
–3.3
1.5
–2.4
–1.0
0.7
0.3
0.6
1.0
–4.0
–19.0
–1.0
5.0
6.3
–10.1
–4.0
–0.4

Source: Eurostat, national statistical agencies.

union organisation was higher, things might have been different, but that is only one
factor among several.
The social partners can exert influence by becoming involved in the different bodies
of the social protection system, such as the councils of the Estonian Unemployment
Insurance Fund and the Estonian Health Insurance Fund. Thus the social partners in
Estonia have had most impact on unemployment insurance. However, their influence on
policy-making has been limited. For example, changes have not always been targeted on
the ultimate goals of the fund, as demonstrated by the breakdown of the tripartite social
dialogue on the Unemployment Insurance Fund and the Health Insurance Fund owing
to disagreements on the size of contributions to the former and the use of reserves (Osila
2012). Another negative example is the recent reform of labour legislation in Estonia
whereby the initially agreed ‘security’ part of the flexicurity package (in particular
the payment of unemployment insurance benefits on termination of the employment

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 49

21/03/2019 15:59

50

Towards convergence in Europe

c ontract by mutual agreement) was not adopted (Masso et al. 2015). According to the
unions this may have led to the job losses during the Great Recession, which contributed
to later labour shortages (Peterson 2018), thus extending the protection of the unemployed, but also helping them to find new jobs that correspond better to their skills should
enter into future policy discussions. The trade unions also believe (Peterson 2018) that the
incomes of retired people and the unemployed are too low in Estonia; for example, the
government has not set a target for pension replacement rates. Employers take the view
that the government should tackle population ageing by promoting saving (Tamsar 2018).
To summarise, while it is hard to outline clear cases in which the involvement of social
partners has led to better outcomes, they can negotiate both the setting of unemployment
insurance rates and the general aims of the Estonian Unemployment Insurance Fund,
and they have been assertive. In addition to the negative experiences of trade union
involvement, there are positive examples, such as the unemployment insurance rate,
which was changed by agreement of the social partners in accordance with the economic
situation, and the debates in the Unemployment Insurance Fund on options for reducing
structural unemployment.
In particular, the distribution of labour income matters for inequality, and wage
inequality has been high in the Baltic states. The institutional context of wage setting is
particularly important, namely, the low union density and lack of collective bargaining.
Furthermore, over the past 20 years there has been a downward trend in unionisation.
For example, between 1995 and 2015 union density fell from 32 per cent to 6.5 per cent
in Estonia, from 25 per cent to 13.1 per cent in Latvia and from 15 per cent to 9 per cent
in Lithuania (Visser 2015).8 There has been some debate about whether joining the EU in
2004 may have had positive effects on unionisation but, if anything, the previous decline
has continued. One other potential effect could be cross-country cooperation with
unions in the neighbouring Scandinavian countries and the European-level trade union
organisations. Such developments, as well as the documented limited effect of unions,
for example on wage formation (Eamets and Kallaste 2004), may explain the persistent
disparities and inequalities in the labour market. Where there have been positive trade
union effects – for example, moderating adjustments during the crisis (Masso and Krillo
2011) or reducing the gender pay gap (Masso et al. 2018) – their effect at the aggregate
level has been hampered by their small size.
Inequalities are further increased by the limited extent of sectoral collective agreements
and bargaining mainly at company level (Glassner 2013), although we can find some positive developments, such as in the education sector. However, we might well ask whether
social dialogue was the main factor or was there a political will to make the change happen.
In our interview with Peep Peterson, the head of the Estonian Trade Union Confederation
explained that collective agreements are signed mainly in sectors in which wages are above
average or above the median; therefore collective agreements have not had a positive effect
on wage compression. Peterson said that in his experience the lower the wage, the lower the
inclination of workers to start collective agreement negotiations. Moreover, the low paid
are not in a position to pay union membership fees and would rather change job than join
the union (Peterson 2018). In addition to wages, the shortage of sectoral agreements is an
issue as regards various exceptions to working-time regulations: the unions have proposed
that, instead of legislative exceptions, working time should be regulated by collective
agreements, but employers are reluctant to do this, for example, owing to fears of possible
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strikes (Peterson 2018). In the employers’ opinion there should be fewer collective agreements as employees now have a stronger bargaining position (Tamsar 2018).
A review of trade union influence on industrial relations in Latvia and Hungary
(Korkut et al. 2017) has found the same underlying challenges, but different approaches
to solving them. The unions face modern challenges caused by structural changes, such
as alternative communication channels and skilled-labour shortages in some sectors of
the economy. Outward labour migration could have offered unions an opportunity to
strengthen their bargaining position, as it generated labour shortages and, in consequence, upward pressure on wages (Krings 2009). While some unions are adapting, even
without government help, and attracting new members and young specialists, others lack
the flexibility to change and instead focus on existing members. Both are effective only
to a certain extent (Korkut et al. 2017). Facing outward labour migration and a rise in
unemployment to 20 per cent during the crisis, in addition to the challenges of democratisation in a new state, Latvia decided to address some of these issues with neoliberal
government policies. It now has only one trade union confederation, focused mainly on
the science and education, transport and health-care sectors (Korkut, et al. 2017).
Owing to limited collective bargaining, the national minimum wage has an especially
important role in protecting low-wage workers and influencing wage dynamics and convergence (see Figure 2.1 for dynamics over the past 20 years). Minimum-wage setting is
done with the agreement of the social partners and confirmed by the government, so this
is clearly an area in which social dialogue may influence convergence. While at the aggregate level minimum-wage developments have often followed rather than led the aggregate
wage developments, social convergence may occur through a reduction in the number of
working poor, as shown by Ferraro et al. (2018) in relation to minimum-wage increases
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Figure 2.1 
Ratio between the minimum wage and the average wage (Kaitz index), Baltic
states, 1995–2016
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in Estonia during 2011–14, which reduced wage inequalities via positive spillover effects
in the lower part of the wage distribution. Toomas Tamsar, the head of the Estonian
Employers’ Confederation, explained that the social partners have agreed to increase
minimum wages rapidly in Estonia because all parties recognise that poverty polarises
society and so it is a ‘matter of social responsibility’ (Tamsar 2018). The president of
the Estonian Trade Union confederation, Toomas Peterson, confirmed that the recent
increases in the minimum wage are probably the best example of the effect of social
dialogue on convergence (Peterson 2018).
In minimum-wage negotiations, for the trade unions both wage compression (reduction in wage inequality) and a general wage increase or convergence are important
(Peterson 2018). For the purposes of convergence, a 6 per cent wage increase has been set
as a target, and for the minimum wage the trade unions want it to be at least 40 per cent
of average wage with the prospect of moving up to 50 per cent later. An important issue
taken into consideration in the minimum-wage negotiations and affecting convergence is
migration – in the trade unions’ opinion the recent wage increases, and the contribution
of the minimum-wage increase, are among the reasons behind Estonia’s positive net
international labour migration since 2015 (partly also owing to high return migration),
for instance in the transport sector. While employers have warned against high wage
growth undermining productivity, the trade unions believe that they have obtained
wage increases owing to labour shortages caused by positive net migration. Another
argument is that the minimum-wage differences between countries should reflect the
differences in labour productivity, based on which, comparing Estonia and Germany, the
Estonian minimum wage should be €100 higher (Peterson 2018). As for the other Baltic
states, in Latvia it is unlikely that the minimum-wage increase is leading to significant
return migration (based on surveys it is still a small amount of money for those working
abroad), but it should reduce outward migration as the inability to survive on the current
income is one of the main reasons pushing people to emigrate (Mieriņa 2015).
To conclude, we note that the discussion of the role of social dialogue in convergence
has focused on incomes. One reason highlighted by the unions (Peterson 2018) is that
some of the other relevant dimensions, such as work safety, the influence of working
conditions on health (for example, number of healthy life years) and participation in
lifelong learning (where information is not available for all relevant groups), are harder to
compare internationally owing to measurement and statistical issues. The discussion of
wage issues would benefit from the availability of additional indicators such as median
wages, but there are other topics that should be in focus, such as average working age,
although this should be viewed in the context of the retirement age.

4.

 ASE STUDY 1: THE ‘SHARING ECONOMY’ AS PART OF
C
CONVERGENCE – HOW CAN INDUSTRIAL RELATIONS
HELP?

4.1

Introduction

Developments in the Estonian labour market in recent years indicate increasing change.
The emergence of new forms of work poses challenges to policy-makers. The main chal-
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lenge is the social security system. New forms of work often do not ‘fit into’ the traditional
social security system, meaning that people in non-traditional forms of employment are
not covered by social protection, as recently noted by the European Economic and Social
Committee’s own-initiative opinion (EESC 2017). They may or may not be considered
to be employed. This means that new forms of working may have an impact on social
convergence in terms of employment, wages, income, and so on. Also, the emergence of
new working forms is likely to change industrial relations because such workers are less
likely to unionise and remain isolated. Since it is highly likely that this trend will continue
in coming years, it is important to develop solutions to the inherent risks, including the
social partners.
In the case study we focus on a segment of the so-called ‘sharing economy’9 that
has experienced major regulatory changes in recent years, which its advocates call
‘transportation by agreement’. We also review the development of the ‘sharing economy’
in Estonia over the past decade. In the case study we have combined data from several
sources. First, we looked at previous studies mapping labour market developments as
regards new forms of work in the Estonian labour market in recent years. Second, qualitative data were gathered via interviews carried out as part of this study. We interviewed
Peep Peterson, the head of the Estonian Trade Union Confederation, Toomas Tamsar,
director of the Estonian Employers’ Confederation, and Hannes Lents, head of the
union for the ‘sharing economy’, the Sharing Economy Alliance. This approach proved
to be very successful because it turned out that not all developments and challenges could
be reflected in quantitative data.
4.2

‘Sharing’ Services Sector in Estonia

In Estonia, the ‘sharing’ services sector has been characterised by rapid growth and
expansion. The first ‘sharing economy’ companies in Estonia were established in the late
2000s, but ‘sharing economy’ practices have become popular since 2013, when companies
such as Taxify (established in 2013), Crowdestate (2014), Uber (2015) and Toitla (2015)
entered the market. In Estonia the estimated turnover of the ‘sharing economy’ platforms
was €0.87 million in 2012 and €6.5 million in 2015 (these include only the turnover of the
commission fees of the ‘sharing’ platforms, not the total turnover created in the sector10).
This means that in only three years total turnover in the sector increased more than 7.5
times. During 2011–15 turnover growth was considerably higher in the ‘sharing’ sector
than in the economy as a whole (80 per cent for ‘sharing economy’ enterprises compared
with only 5 per cent for the total economy – sectoral average) (Eljas-Taal et al. 2016).
Also, the number of companies operating in the ‘sharing economy’ increased from
eight in 2012 to 48 by the end of 2016. In 2016, 15 ‘sharing economy’ companies were
operating in the finance sector, seven in the transport sector, 13 in accommodation and
travel management, 11 in individual and business services, and two offered educational
services (Eljas-Taal et al. 2016).
In their study, Eljas-Taal et al. (2016) stressed that, for sustainable long-term economic
development, support is needed for the development of the ‘sharing economy’, as is a
relaxation of business regulations across the board. The authors of the study recommend
introducing a new business form for ‘freelancers’, which could attract private persons to
offer their services outside their professional activities. This is because it is highly likely
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that a commitment to one employer or one online platform will disappear in the future
and people will need more flexibility when supplying their labour.
4.3

Regulating ‘Transportation by Agreement’: The Estonian Experience

On 14 June 2017 the Estonian Parliament passed what came to be known as the ‘Uber
Act’, more precisely, amendments to the Public Transport Act. It took more than a
year to develop the draft law and several times the process was restarted from scratch.
With these amendments, the services provided under the rubric of ‘transportation by
agreement’11 (in Estonian ‘kokkuleppevedu’) between natural and legal persons were
regulated and the rules governing taxi transportation were eased. The Act entered into
force on 1 November 2017. The debates on the draft law were heated. Estonia is one
of the few countries that has legitimised so-called ‘Uber activities’ in its territory. The
new law relaxed the rules on providing transportation services and minimum standards
were implemented for providers of ‘transportation by agreement’ services and related
electronic systems.
The need for such regulation arose mostly because of market needs. The letter of
explanation of the aforementioned draft law stipulates: ‘Innovative services, what can be
defined as the “sharing economy”12 exist in a legal vacuum at the moment because current legislation did not foresee the emergence of such services or the increase in the use of
such services that has occurred’ (‘Letter of explanation on the amendment of the Public
Transport Act’ 2016, p. 1). It also stresses the importance of demand: ‘It is important
that sharing services, [the category in which] “transportation by agreement” is placed,
are driven by strong demand from customers and it is almost impossible to restrain them
by regulations’ (‘Letter of explanation on the amendment of the Public Transport Act’
2016, p. 1).
4.4

Challenges to the Social Security System

Some groups of workers are insufficiently covered by social guarantees, including people
providing ‘transportation by agreement’ services. If they do this only as a side-job, the
problem is less urgent because their main job provides them social security coverage
(unemployment insurance and health insurance). However, if they provide such services
as their only work-related activity, they are covered by the social security system only
in certain circumstances.13 That is, the Estonian social security system is still meant
mainly for traditional employment. However, with the emergence of new working forms,
additional possibilities are needed to better protect people. Currently it is not an urgent
problem because most people provide such services as a side job, according to Hannes
Lents, the representative of the Sharing Economy Alliance. However, since it is estimated
that such service provision is on an upward trend, the problem is likely to affect an
increasing number of people in the future.
Health insurance is one of the most important social security measures (in addition to
unemployment insurance, but there are as yet no measures to provide safeguards against
unemployment to people working other than under a labour contract in Estonia). There
are three ways to get health insurance for people in non-traditional employment in
Estonia. These can be used by people who provide ‘transportation by agreement’ services
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and do not have health insurance coverage via other channels. First, a person can register
as unemployed.14 Second, they can enter into a voluntary insurance contract with the
Estonian Health Insurance Fund15 (Eesti Haigekassa 2018). Third, they can use a business account. This possibility was created with the Simplified Business Income Taxation
Act that entered into force on 1 January 2018. A natural person may open a business
account for sums received on which business income tax is paid. The rate of business
income tax is (1) 20 per cent of the amount received in the business account if it does not
exceed €25 000 in a calendar year, or (2) 40 per cent if the amount exceeds €25 000 in a
calendar year. For comparison, the personal income tax rate is 20 per cent and the social
security tax rate 33 per cent in Estonia in 2018. If the monthly income of the business
account is at least €1300, the person is covered by health insurance.
According to the head of the Sharing Economy Alliance, Hannes Lents, the union
actively participated in social dialogue when the state created the new system. The main
aim of developing the business account system was to decrease bureaucracy when declaring revenues obtained by supplying labour in forms other than a traditional labour contract. It is expected that the business account will help to increase tax revenues, because
the system is very easy: a person opens the business account and tax is transferred
automatically to the Tax and Customs Board.
In the interview Hannes Lents also drew attention to the bottlenecks of the business
account system, the most important of which is that such accounts can be used only
for transactions between two natural persons. Thus it is not possible to use a business
account for services provided by a natural person to a legal entity, which may arise in
relation to ‘transportation by agreement’ services. Some service providers are thus still
excluded from health insurance. Another problem is that banks are not eager to provide
business account services as they are uncertain about how large demand will be.
4.5

Safety at Work and Occupational Health Issues

Another important area is work safety and occupational health. In jobs where employees
can work outside the office, for example, teleworking and remote working, it is difficult
or impossible for employers to control working conditions. Nevertheless, the current law
makes the employer responsible for employees’ work safety and occupational health.
These forms of working also pose challenges to Estonia’s Labour Inspectorate. The
question is, what are the Labour Inspectorate’s rights with regard to controlling working
conditions outside offices and other work places?
According to Hannes Lents, in the ‘transportation by agreement’ sector it is very
difficult to control whether a person is following the working-time rules: someone can
finish providing a service via one platform (for example, Uber) and start providing it via
another platform (for example, Taxify). How should responsibility, obligations and risks
be shared between the employer (or platform) and the employee (the so-called ‘service
provider’ via a platform) in such circumstances?
4.6

Conclusion

New forms of work are emerging in the Estonian economy. The self-styled ‘sharing
economy’, which has undergone rapid growth in Estonia during the past seven years,
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is a good example of this. Although, compared with traditional sectors, the ‘sharing
economy’ turnover is negligible at the moment (in transportation just 0.1 per cent), it is
expected to increase much faster in the future. Among the different spheres of the ‘sharing economy’, transportation is expected to grow the fastest – the estimated minimum
growth of the sector during 2015–20 is 600 per cent, increasing the share of sharing
economy in the total transport sector turnover to 0.7 per cent (Eljas-Taal et al. 2016). This
was why we chose ‘transportation by agreement’ as a topic of the case study.
According to Hannes Lents, the government’s aim is to promote the spirit of enterprise.
This poses challenges to the social security system to protect people working in other
forms than traditional labour contracts. Currently it is not a major problem because, in
his opinion, most people providing ‘transportation by agreement’ services do so as a side
job, so they get health and unemployment insurance from their main employer. However,
it is likely that the need for new social security solutions will increase in the future when
‘sharing economy’ service providers decide to provide their labour mainly via the new
forms of working.
Estonia currently is reacting on a case-by-case basis, developing regulations as the need
arises. Although policy-makers tend to react by legislation, the President of the Estonian
Trade Union Confederation stressed (Peterson 2018) that he sees an opportunity to
increase the role of collective agreements. In his opinion it is not effective to make exceptions for single cases, but instead to provide more of a role for collective agreements (at
sectoral level and, as the case may be, at company level) and trade unions.

5.

 ASE STUDY 2: UTILISING THE KNOWLEDGE POTENTIAL
C
OF THE DIASPORA AND RETURN MIGRANTS VIA SOCIAL
DIALOGUE IN LATVIA

5.1

Introduction

Latvia has one of the highest net emigration rates in Europe (Fries-Tersch et al. 2018).
According to neoclassical growth models, migration should play a positive role in
accelerating convergence (Barro and Sala-i-Martin 2004; McCann 2013). The negative effects of brain drain, reducing the productivity of stayers (Docquier et al. 2014)
and lowering the stock of human capital (Haque and Kim 1995) should, in theory, be
offset by real-wage convergence and expected positive productivity effects from return
migration. Nevertheless, a recent analysis by International Monetary Fund (IMF)
experts (Atoyan et al. 2016) demonstrates that mass migration from central and eastern
European countries has instead hampered their economic growth and even slowed down
income convergence. Among the reasons for this are the persistently low rates of return
migration – for instance, as noted by Hazans (2016a), less than 40 per cent of Latvian
emigrants return within ten years. The latest EU Commission report, 2017, on intra-EU
mobility (Fries-Tersch et al. 2018) notes that return migration rates in EU13 countries
have been decreasing in the past few years, and currently stand at the lowest level since
2009. Particularly troubling is the loss of skilled workers such as health-care professionals or information technology (IT) specialists (Hazans 2016a; Fries-Tersch et al. 2018).
Nevertheless, there are a number of other mechanisms by which not just return migrants
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but also those choosing to remain abroad can shape a country’s future. These include
sharing their acquired knowledge and engaging as social partners in social dialogue with
policy-makers, thus impacting policies and developments in various areas of life.16
The aim of this case study is to explore the effects of migration on social convergence
via social dialogue, consultations and cooperation between the diaspora and the state.
The analysis is based on policy planning and normative documents, reports from international organisations, national development planning documents, empirical studies and
academic publications. Of particular importance in the case study are two focus group
discussions with diaspora policy experts (including the Ministry of Foreign Affairs,
the Ministry of Education and Science, the Society Integration Foundation, the Crosssectoral Coordination Centre, the Ministry of the Economy, the World Federation of
Free Latvians (PBLA) and the European Latvian Union (ELA)) in November 2016 and
June 2017.
5.2

Potential Role and Impact of the Diaspora

The myth that central and eastern European migrants working abroad are mostly low
educated and in low-skilled jobs was disproved long ago. On the contrary, most intra-EU
migrants have moderate to high levels of education (Fries-Tersch et al. 2018). In the case
of Latvia, emigrants are not just substantially younger but also on average more educated
than stayers (Atoyan et al. 2016). Many work as specialists in various fields, including
finance, IT, manufacturing and public administration, or have acquired higher education
abroad, so the diaspora possesses valuable human capital and can make a significant
contribution to the development of the Latvian economy. They can contribute new ideas,
skills and knowledge, promote investment in innovation, transfer of knowledge and the
development of new products with high added value.17 They can also engage in social
dialogue and help to develop more efficient policies related to their field of specialisation
or social and economic issues in general, which is our main focus in this case study. Not
surprisingly, many countries, especially those that are less prosperous and those with a
large diaspora, pursue targeted diaspora policies aimed at strengthening links with members of the diaspora and exploiting their knowledge (Šūpule et al. 2016). The importance
of strengthening diaspora involvement in public dialogue in Latvia and achieving better
circulation of knowledge and utilisation of their intellectual potential was emphasised
in the Return Migration Support Action Plan 2013–2016 (Cabinet of Ministers of the
Republic of Latvia 2013), and in the past few years, awareness of the diaspora’s knowledge potential has been rising.
Surveys show that many of the diaspora are interested in cooperation and in helping
the development of the country by sharing their knowledge in different ways (Hazans
2016b; Mieriņa et al. 2017a). A well as the two largest diaspora organisations, the ELA
and the PBLA, lately various diaspora groups have been established that could be
interested (or have already expressed interest) in influencing political and public processes
in Latvia. As an example, the initiative ‘the UK Latvian Business Network’ has been
running for over two years; its membership is over 750 and the leaders plan to expand and
become a global initiative called the ‘Global Latvian Business Group’. Returning professionals in Latvia and young entrepreneurs have joined together in the group ‘With World
Experience in Latvia’ (APPL), which has attracted a lot of interest and membership.
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There are also some local groups such as the Norwegian–Latvian Chamber of Commerce
and Industry. Selective networking was initiated in 2016 by the ELA, bringing together
specialists in various fields such as doctors, lawyers and financiers. With the survey of the
science diaspora in 2017 (Mieriņa et al. 2017a), there are calls for more active cooperation with Latvian scientists abroad, too. In answer to the demand, the ELA is currently
working on the platform ‘Team Latvia’ in collaboration with business organisations and
organisations in the United Kingdom and Norway, the Red Jackets, the APPL and other
organisations, and continues to work on networking for various groups of professionals.
Nevertheless, experts agree that there is currently no effective mechanism for mobilising
and using the knowledge potential of the diaspora in the development of Latvia, and
that, considering the size of the diaspora, much more needs to be done to facilitate its
political involvement as social partners.
5.3

Diaspora-specific Avenues of Impact

It is not unusual for a country to establish different counselling mechanisms specifically
targeted at the diaspora (Šūpule et al. 2016), and Latvia is no exception. In January 2011,
the Ministry of Foreign Affairs signed a memorandum of cooperation with the PBLA,
representing the interests of the diaspora in Latvia. In October 2013 a Working Group
on Diaspora Politics headed by the Ministry of Foreign Affairs in cooperation with the
Ministry of Culture was established18 which includes members of various institutions
involved in diaspora and return migration policy, in addition to diaspora and return
migrant organisations (Mieriņa et al. 2017b). Various non-institutionalised events are
organised in order to promote the exchange of ideas and strengthen links with the
diaspora. With the support of the state, the Global Economic and Innovation Forum
of Latvians (PLEIF) is organised every four years. Every year, the Ministry of Culture
organises the conference ‘Latvians in the world – belonging to Latvia’, which promotes
dialogue between representatives of the Latvian government and the diaspora. The
issues discussed concern almost exclusively diaspora matters or those related to return
migration.
Recently, cooperation with the diaspora has become more intense, rich and diverse.
Representatives of state institutions regularly participate in meetings of diaspora organisations, as well as in professional contact-building events. However, one challenge is the
need for follow-up mechanisms to ensure that the ideas generated at the events become
tangible and real initiatives (Aikins and White 2011, pp. 31–40).
With this in mind, following the PLEIF Forum in 2015, the Diaspora Business
Advisory Council was established. Its members are entrepreneurs and investors with
strong ties to North American, Australian and European Latvian communities and
organisations. The organisation has so far presented its views both in the media in the
form of public statements, and at formal meetings with state representatives (Ministry
of Foreign Affairs, Latvian Investment and Development Agency) on aspects of
development that they see as problematic for investors and entrepreneurs in Latvia, and
that hinder growth and entrepreneurship, such as corruption, excessive bureaucracy,
and legislative and technological issues. They have provided recommendations on the
establishment of a database of diaspora professionals and improving conditions for
return migration, recognition of foreign qualifications and the requirements of tender
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documents for state funding, improving the investment environment in the country, and
so on. In 2016, representatives of the Council were invited by the Prime Minister to take
part as observers in National Development Council meetings. Representative of the
Council, Arnis Kākulis, comments:
In our opinion, it is important for the representatives of the diaspora to continue to participate in
the meetings of the National Development Council in order to understand the country’s development priorities and to be involved in discussing Latvia’s national development issues. We see our
contribution to the issues discussed in bringing in the experience and expertise of Latvian experts
living outside the country and, accordingly, in raising awareness that the Latvian diaspora can
make a significant contribution to the development of Latvia. (PBLA 2016)

Moreover, the value and potential of the Council lies in attracting the opinions of experts
in the diaspora and helping to identify examples of good practice from other countries,
including matters such as working conditions and employer–employee relations (often
found to be problematic by Latvian returnees and diaspora), innovations and global
competitiveness.
Currently, the activity and involvement of the Council in the development of state
policy is minimal (Birka 2016), and its potential is not sufficiently used by public officials.
Interviews with council members indicate that the further development of the Diaspora
Business Advisory Council and the PLEIF requires more broad involvement of the
new diaspora19 and closer cooperation with the Latvian Investment and Development
Agency. In the ideal mode of cooperation, members of the council, depending on their
sphere of activity, would be connected to existing state or legislative working groups on
their sectors/spheres (Latvian Chamber of Commerce and Industry, Foreign Investors
Council in Latvia or American Chamber of Commerce in Latvia), avoiding duplication
of functions with, for example, the Latvian Chamber of Commerce and Industry or the
Foreign Investors Council in Latvia. Currently, trade unions and employers’ organisations have not specifically expressed interest in involving the members of the diaspora in
discussions about labour and social issues.
5.4

Potential Solutions and Ways Forward

In order to achieve a more substantial policy impact in various areas, experts suggest
that diaspora organisations take an active part in the Latvian Civic Alliance. This
association serves as a non-governmental organisation (NGO) platform (125 members
at August 2017): it follows the decision-making process in the government, participates
in the Cabinet’s meetings and ministries’ working groups and weekly state secretary
meetings, as well as in the meetings of Saeima committees in order to provide NGOs
with stakeholder participation in drafting policy documents and legislation and changes
to implementation.
As for legislative developments, experts recommend the involvement of NGOs and
the diaspora (as well as the general public) in drafting policy documents discussing draft
legislation at an early stage in their development. They also recommended that ministries
publish an annual work plan for the development of normative and policy-making documents, planned working groups and public consultations in order to provide even more
timely information.
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One of the major challenges in achieving a more active and meaningful diaspora
engagement in social dialogue is organising and networking in groups or organisations.
Increasing numbers of experts emphasise the need for an Internet platform or website to
provide a technical opportunity for networking of professionals, but given the diaspora’s
diversity, it is unclear how to create an effective solution to this problem. Across the
world, various diaspora networking platforms have been established. A successful hybrid
approach is the Advance Australia network, which has a number of specific sectoral networks in the single network, such as the Financial Services Network and the Life Science
and Green Technology Network. Experts believe that such a platform would also be
necessary for connecting the Latvian diaspora and providing information about current
political events and opportunities for engagement. ‘One website is required, where I as a
foreigner living in Latvia can receive additional information about what is happening and
how can I get involved’ (Discussant 1).
This newly created platform requires a very specific structure, goals, leadership and
regular meetings. Platform members would try to influence the policy process by engaging in different stages of decision-making in specific sectors in Saeima commissions,
public consultations and so on, working with existing structures (for example, Tech-hub)
who are well aware of the local situation and current issues.
Many experts argue that creating a World Database of Diaspora Businesses and
Professionals is vital for building sustainable and effective collaboration between professionals and business people. The database would make it easy to find and attract experts
with the required qualifications and competences to help with knowledge on specific
issues and regions, and invite them to various events. Currently, many organisations
(the PBLA, Latvian Investment and Development Agency, Ministry of Foreign Affairs
and the University of Latvia) have their own contact networks but, given their sensitive
nature, it is unlikely that such information will be shared. However, cooperation is possible between organisations and institutions in supplementing the databases necessary
for practical work between state institutions and diaspora organisations (Mieriņa et al.
2017b).
The state can provide financial support for existing and emerging diaspora networking
initiatives (for example, the ‘Global Latvian Business Group’, ELA professional groups,
‘With World Experience in Latvia’), thus strengthening these organisations as potential
partners in social dialogue. Finally, smart, proactive and consistent communication with
the diaspora is needed, with senior public officials calling for the diaspora to engage in
networking and cooperation, thus contributing to the economic growth of the country. It
is equally important not only to encourage participation in specific existing activities and
programmes, but also to enable entrepreneurs and professionals themselves to apply and
express their vision of where they would like to contribute.
5.5

Conclusion

Although 15 per cent of Latvians and Latvian nationals reside abroad, research shows
that the potential of the diaspora is still not sufficiently understood by Latvian society
and employers, as well as in decision-makers’ circles (Hazans 2016b; SKDS 2016). This
case study shows that there are still many opportunities to make use of the skills and
knowledge acquired by migrants (both those living abroad and those who have returned
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to Latvia) by engaging them as partners in the social dialogue. Many diaspora professionals would like to keep in touch with Latvia and contribute directly or indirectly to its
development. It is the task of the state in this situation to address the target group and
provide opportunities to contribute. Many developments in this area are still ongoing,
but awareness of the knowledge potential of the diaspora, regardless of their decision
to return, is undoubtedly growing. Harnessing and utilising this knowledge in social dialogue is one way of offsetting the negative effects of emigration and driving convergence
with the more prosperous European countries.

6.

 ASE STUDY 3: WHAT ROLE FOR FDI IN INDUSTRIAL
C
RELATIONS AND SOCIAL CONVERGENCE?

6.1

Introduction: Literature on Multinational Enterprises and Social Convergence

Countries in central and eastern Europe face many additional challenges that slow
convergence, particularly its social aspect, including rigid and weak legal systems (Meardi
et al. 2010), weak and untrusted trade unions (Korkut et al. 2017), social and cultural
features that promote inequality, adverse economic policy and the role of the region in
the national economy (Meardi 2006). Another relevant aspect may be the strong FDI
dependence (Marginson and Meardi 2007) that characterises the Baltic countries: inward
FDI as a percentage of GDP in 2016 was 83 per cent in Estonia, 51 per cent in Latvia
and 34 per cent in Lithuania (OECD data). Multinational companies play a major role
in the social convergence process by fostering the implementation of the international
directives and agreements in the countries in which they operate. However, they act
with profit maximisation in mind and usually have little interest in complying with
non-binding agreements as this incurs additional expenses (Balcioglu 2016). Lessmann
(2013) argues that while FDI tends to increase the marginal product of labour, as well as
output and consumption in the host region, making it richer and attractive for further
investments, it also increases inequality, an effect that is more pronounced in low-income
countries.20 Another argument against attributing social convergence to FDI is that one
of the main motivations for multinational companies’ investments is escaping certain
legal constraints. They are unlikely to be willing to enforce their home-country legislation
in the target country of investment. A permissive or less regulated legal framework in the
target country concerning multinational companies also leads to more short-termism,
which is not conducive to stable social dialogue (Marginson and Meardi 2007). In such
circumstances it is much easier for multinationals expanding into central and eastern
Europe to pursue congenial economic practices in their subsidiaries instead of those
that are more socially favourable; that is, social convergence rates between countries are
disproportionate. The existence of international framework agreements is not enough
to foster progress, being ‘a necessary but not a sufficient condition for the respect of
workers’ rights’ (Lévesque et al. 2016, p. 13). Thus, the preponderance of multinationals
is one example of why the spillover effect of economic unions in the form of economic
convergence does not necessarily transfer to other areas of cooperation.
Another motivation for studying the Baltic states is that while, with respect to
single-employer bargaining, collective bargaining coverage is typically higher among
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multinational companies than in the private sector on EU average, the Baltic states
are an exception because the FDI is often concentrated in lower value-added sectors
(Marginson and Meardi 2009).
This case study will thus look at the effects of FDI on social convergence from two
angles: by providing a short literature review on the issue, and then a statistical analysis
of the ELFS data for 2007–13. Some references are made also to interviews with the
Estonian social partners and the respective Slovenian case study in this volume.
6.2

Effect of FDI, Multinational Corporations and Trade Unions

Multinational companies have been observed to both change and adapt to the markets
they enter. The most common and direct way to calculate their influence is by analysing
the effects of FDI. This cash inflow can be further categorised by purpose, area, country
of origin, method of use and implementation. The main investments in central and eastern
Europe, for instance, come from Germany and the United States. In general, as expected,
long-term projects and greenfield investments are beneficial both to the employees and to
social dialogue (Marginson and Meardi 2007). However, not all of those features affect
convergence as one might expect. Marginson and Meardi (2007) in particular state that,
for instance, in labour-intensive projects funded by multinationals workers are expected
to play a larger role, and thus social convergence is likely to happen. In practice, workers
at multinationals are largely unskilled and disorganised, and the unions generally do not
intervene. These authors go on to talk about the disproportion FDI brings to the development of national economic sectors, leaning heavily towards the service sector and manufacturing. This tendency generally restricts union power in these sectors of the economy.
One reason for the slow progress in social dialogue is the general nature of European
directives and the softer regulations initially imposed on the post-socialist countries as
new EU members. Limited resources to encourage social dialogue, and that they are
not legally binding, leads to a situation in which most multinationals develop their own
human resource management practices for each national market, especially if ‘hostile’
cultural traditions are present (Meardi 2006). Therefore, instead of a government-tobusiness dialogue in these countries, a society-to-business dialogue is more prevalent.
This does not mean that the situation cannot change in the future; on the contrary,
both the social pressure acting from below and the overall standardisation of labour
conditions across Europe, from above, could serve as a decisive factor as time goes by
(Marginson and Meardi 2007).
Another example of this is the unions’ role, which is generally weak in countries
with stronger dependence on FDI. In Slovenia, by contrast, unions play a decisive
role in social dialogue, although the country has a large FDI inflow (Meardi 2006).
Estonia, however, has utilised much of its FDI for economic convergence with little or
no union influence (Adam et al. 2008). Both are offset by the Poland example, where
numerous labour code violations occurred in the 2000s, even with an active union role
(Meardi 2006). It also confirms that even when multinationals actively try to foster wage
convergence, the resulting social dialogue model is different from that in the European
directives. However, Slovenia, Estonia and Poland have experienced the same greenfield
investment strategy: ‘A greenfield investment appears to be important in two opposing
situations: when the choice is dictated by union-avoidance strategies (Tóth 1999), or when
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the multinational intends to transfer its western model as faithfully as possible’ (Meardi
et al. 2005; Marginson and Meardi 2007, p. 101). While some countries, such as Slovenia,
report a strong positive union role in negotiating with multinationals, others, such as
Hungary or the Czech Republic, do not (Meardi 2006). Therefore, even if we assume that
Slovenia is an outlier, there is currently no consensus between studies on the union role
in convergence.
Current analysis of the effects of countries’ economic development strategies on
FDI and, in turn, FDI’s impact on trade union power and economic growth indicates a
larger role of FDI in central and eastern Europe in terms of the share of capital inflow
in relation to the relatively small populations of these countries compared with western
Europe (Meardi et al. 2010). The smallest trade union membership rates were observed
in the more rapidly developing countries (Estonia, Lithuania, Latvia and Slovakia),
which follows the general declining trend for union density. Higher FDI inflow leads to
higher bargaining volatility, which incentivises the workers to bargain for themselves and
decreases their reliance on the unions. The general conclusion here is that a large amount
of FDI has a negative effect on union power. What is more, multinational companies
usually meet migration with ‘social dumping’, offering lower wages and worse working
conditions to migrants to minimise costs and capture a larger market share. Evidence of
this can be found in central and eastern European countries such as Poland, Bulgaria and
Hungary (Jefferys 2010).
The prevalence of permissive legal environments with regard to FDI seems to be
almost universal in post-Soviet countries. Implemented to attract FDI, these relaxed
conditions simultaneously create a substantial discrepancy in labour standards between
central and eastern Europe and the rest of Europe. Even if the industry is not particularly
labour intensive, other factors, such as tariffs and non-tariff barriers, the country’s
location, education and training, all contribute to creating a sufficiently different quality
of labour force (Meardi 2006). There are several other factors, including low capital
mobility, higher unemployment rate and distrust of national companies, and, conversely,
greater autonomy for multinational subsidiaries in central and eastern Europe compared
with western Europe, which creates a strong divergence effect in terms of social labour
conditions. It is also important to stress that such discrepancies are much harder to solve
from the affected countries, as they are competing for foreign investments, and even
though unions mainly influence workers’ wages positively compared with those of nonunion workers, other working conditions remain largely unaffected (Meardi 2006). Faro
(2012) concluded that trade unions respond to the demands of multinationals by creating
a structure that is economically different but socially and culturally identical to those of
national companies.
6.3

Empirical Analysis Using the Estonian Labour Force Survey Data

Using the ELFS from 2007–13, we find several trends in the association of foreign direct
ownership with union membership and wage gaps. For this reason, all observations
are split into three categories: government and municipal ownership, local ownership
and joint/foreign companies. For almost every employee, ownership of the employing
organisation is stated in the data. Table 2.10 presents the number of respondents who
are currently members of a union and whether a union is present in the company. The
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Union membership and presence over the years, Baltic states, 2007–13 (%)

Government
 and municipal
companies
Local companies
Joint and foreign
 companies
Total

2007

2008

2009

2010

2011

2012

2013

Membership
Presence

19.12
41.51

16.99
40.94

18.83
42.18

19.44
41.41

17.24
40.62

15.01
39.93

14.02
39.76

Membership
Presence
Membership
Presence
Membership
Presence

2.37
4.63
4.97
16.27
4.30
15.55

2.02
5.00
2.98
14.89
3.74
15.54

2.31
4.97
3.07
13.81
3.93
16.69

2.34
4.79
3.56
11.62
4.07
16.37

1.84
4.66
3.52
11.50
3.69
15.63

1.72
4.54
3.85
12.08
3.53
15.46

1.89
5.05
3.36
11.16
3.47
15.35

Source: Authors’ calculations based on the ELFS.

Table 2.11 
Average working conditions by different types of company ownership by
gender, Baltic states, 2007–13
Ownership type and gender
Government
 and municipal
companies
Local companies
Joint and foreign
 companies
Total

Mean working
hours a week

Worked
overtime

Worked during
Used
the weekend
teleworking

Female
Male

37.4
39.3

2.9%
3.7%

26.6%
39.7%

7.8%
10.0%

Female
Male
Female
Male
Female
Male

37.6
40.4
38.8
41.3
37.7
40.4

2.4%
3.5%
2.5%
4.6%
2.6%
3.7%

45.9%
37.4%
35.6%
34.5%
37.2%
37.2%

10.5%
11.7%
4.1%
6.7%
8.4%
10.4%

Source: Authors’ calculations based on the ELFS, 2007–13.

results show a decline in union membership over the years in all categories of ownership,
while the percentage of employees in companies where there is the possibility of joining a
union remains largely stable, with the exception of foreign and joint venture companies,
where union ownership is decreasing over time.
Next, we analyse the percentage of employees who have received training in the month
of the survey. This indicator exhibits an increase in 2008–13 (in 2007 the question was
not included in the ELFS) from 7.2 per cent to 9.2 per cent. The general increase might
be attributed to structural changes in economies following the Great Recession, with
higher numbers for local and government companies representing higher demand and
resources for training (in that group we saw an increase from 12.1 per cent in 2008 to 16.1
per cent in 2013). Joint and foreign-owned companies have higher shares of employees
being trained as compared with local companies: in 2013, 8.1 per cent and 5.5 per cent,
respectively. As to other working conditions, such as working time (Table 2.11), males on
average are working slightly more hours a week and working overtime more frequently
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Table 2.12 
Trade union and gender wage gaps and share of female workers in the
workforce, Estonia, 2007–13

Government
 and
municipal
companies
Local
 companies
Joint and
 foreign
companies
Total

2007

2008

2009

2010

2011

2012

2013

4.55
27.66
67.80

4.30
27.30
68.20

5.90 9.09
26.89 28.07
71.20 70.00

7.74
30.41
69.20

6.61
33.20
69.20

10.03
31.80
67.60

Union wage gap
5.18
5.65 17.04 13.14
Gender wage gap
34.80 35.49 30.57 31.93
Female workers share, % 42.00 42.10 43.10 42.60
Union wage gap
–11.16 –23.68 –14.35 11.71
Gender wage gap
43.58 39.84 40.73 43.93

28.51
27.38
41.50
9.84
44.15

27.90
33.35
42.10
22.64
43.19

8.93
33.72
42.20
34.27
40.02

Female workers share, %
Union wage gap
Gender wage gap
Female workers share, %

47.10
11.16
31.38
50.00

47.80
13.64
34.95
50.00

47.50
13.80
33.65
49.90

Union wage gap
Gender wage gap
Female workers share, %

48.80
–2.56
35.19
49.40

46.80
–4.21
34.58
49.30

48.10
5.91
30.11
51.60

48.60
11.05
31.23
51.40

Note: 2007–10 data recalculated from EEK using the Bank of Estonia rate €1 = 15.6466 kr.
Source: Authors’ calculations based on the ELFS.

in all ownership types. Working during the weekend is relatively equally distributed in
the total sample but there are major differences across the types of companies – in the
public sector males work more often at the weekend compared with females, while among
local companies the effect is reversed. In addition, some trends are related specifically
to foreign companies, such as higher mean working hours a week (by around 1 hour
compared with local companies) and less teleworking (for males 11.7 per cent in local
companies and 6.7 per cent in foreign-owned companies). These traits could be attributed
to the specific sector of their work, different working conditions and the general demands
of the employer with regard to job responsibilities.
Finally, Table 2.12 presents average wages for each type of ownership for 2007–13,
by union participation and gender. As the results suggest, there exists, in general, both
a trade union and a gender wage pay gap, growing through the years and especially
noticeable in the local private sector. This is consistent with earlier studies on the trade
union effect on wages, where the income disparity increases because trade unions have
stronger bargaining power than individuals (Checchi and Garcia-Penalosa 2010), as
well as studies of the gender wage gap in the EU (Christofides et al. 2013). An outlier
from this case is the result obtained from 2007–09 in foreign companies where average
unionised workers’ wages were below those of average non-unionised workers. This
could be attributed to the relatively small sample size of unionised workers in this
category (fewer than 100). It should be noted that the share of female employees in
the workforce remains largely stable at around 50 per cent, with the largest share in the
public sector.
We next examine the factors that affect the decision to join the union and their relative
strength. For that purpose, we have constructed two probit models, the first including the
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Table 2.13 
Marginal effects of different factors on the union participation variable,
Estonia, 1997–2013
Variable
Government or municipal ownership (1 if yes)
Foreign ownership (1 if yes)
Primary sector (1 if yes)
Secondary sector (1 if yes)
Firm size, 11–19 employees
Firm size, 20–49 employees
Firm size, 50–99 employees
Firm size, 100–199 employees
Firm size, 200–499 employees
Firm size, 500–999 employees
Firm size, 1000 or more employees
Age
Age squared
Male (1 if yes)
Married (1 if yes)
Estonian as primary language at home (1 if yes)
Secondary education
Professional higher education
Bachelor’s degree
Master’s degree
Permanent contract (1 if yes)
Pseudo R2
Prob>chi2
Number of obs.

Model 1

Model 2

0.1261***
–0.006
–0.0264***
–0.0016
0.0096***
0.0397***
0.0524***
0.0612***
0.0932***
0.1255***
0.1342***

0.12***
–0.0094
–0.0352***
–0.0109
0.0113*
0.0403***
0.0506***
0.0722***
0.0934***
0.1426***
0.1323***
0.0081***
–0.0001***
0.0003
–0.0031
–0.0244***
–0.0024
0.0183
0.005
0.0377**
0.0443***
0.1906
0.0000
15 639

0.1756
0.0000
39 108

Notes:
Significant at *5%, **1% and ***0.1%.
Firm size baseline: 1–10 workers. Education level baseline: primary.
Source: Authors’ calculations based on the ELFS.

industry variables (size, indicator variables for primary and secondary sectors, foreign or
government) and the second adding the personal variables (age and age squared, gender,
marital status, level of education and dummy variables for Estonian as primary language
and a regular or permanent contract). We assess the associations based on average
marginal effects and construct a table accordingly.
As can be seen from Table 2.13, in line with the previous tables, the biggest influencing factors appear to be the government ownership of a firm that on average is related
to a 12.6 per cent higher chance of being in the union in the first model and 12.0 per
cent higher chance in the second model. Other significant factors include the firm size
with varying but significant at 10 per cent increase in the probability to be in the union
for each level increase, age with 0.81 per cent increase on average for each year, having
Estonian as the primary language at home and having a permanent contract with 2.44
per cent decrease and 4.43 per cent increase on average, respectively. Education level is
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only significant at 1 per cent in case of the Master’s degree dummy variable, on average
corresponding to a 3.77 per cent increase in the probability to be in the union compared
with the baseline. Foreign ownership effect on union membership is negative but statistically insignificant. One relevant aspect missed by the current study, and found important
in the Slovenian study in Chapter 10 of this volume, is that foreign-owned companies
may press for decentralisation of collective wage bargaining.
To determine variables that affect wage, we estimated different Mincer wage equations.
Once again, we ran several regressions, first including the above-mentioned personal
features and union membership, secondly adding the industry or company level variables,
and thirdly including extra work place-related variables. We also use two interaction variables, first for being in a union and employed in a foreign company, and second for both
being male and employed in a foreign company. The resulting coefficients are presented
in the Table 2.14.
From these regressions we can draw a number of conclusions. First, the industry variables have a much greater effect on the wage than do personal characteristics. A model
only with variables that describe the individual has low explanatory power. Second, the
union membership effect seems to be split between the mere presence of the union at the
firm, which on average is associated with 4.6 per cent higher wages, and an individual’s
trade union membership, which adds an extra 6.1 per cent on average. This seems to
be consistent with the coefficients from the second model, where those two effects are
not distinguished, but the total effect is close to their sum. On average, 37.5 per cent of
workers are trade union members if the union is present at the firm. As expected, foreign
ownership, firm size, permanent contract and working overtime are all associated with
a higher average wage. Working in either primary or secondary sectors of industry goes
together with a lower average wage and the government ownership effect is not significant. Finally, one of the interaction variables is significant; working in a foreign-owned
company is linked, on average, to a 13.92 per cent wage premium for females and 27.42
per cent for males, totalling to a twofold difference.
In the interviews with the Estonian social partners, comments were made on the role
of foreign-owned enterprises in the Estonian labour market. It seems that they often
adapt their labour standards to those of the host country rather than attempt to maintain the higher labour standards applied at home, though there are also positive cases
(Peterson 2018). For example, similar to elsewhere – such as Volkswagen subsidiaries in
Poland – local Estonian subsidiaries support the whole group with wages that do not rise
along with productivity gains. This applies, for example, to Rakvere Meat Processing, a
subsidiary of the Finnish manufacturer HKScan Oyj, whose industrial conflict, mainly
concerning wages, has received substantial attention. According to the president of
the Estonian Employers’ Confederation the industrial dispute at Rakvere was a sign
of management problems at a particular company because the wage level was higher
than the median (Tamsar 2018). Tamsar (2018) also drew attention to the danger that
Estonian subsidiaries of multinationals could be threatened by wage increases as it is
easy to relocate production into countries with lower wage costs, especially because of the
situation of local subsidiaries in global value chains, characterised by a shortage of own
product development. Finally, we should keep in mind that despite the many potentially
positive effects of FDI, for example, the effects of knowledge and capital transfer on
higher productivity and wages, they may also exacerbate labour market inequalities, as
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Coefficients for the Mincer-like earnings regression, Estonia, 1997–2013

Variable

Model 1

Model 2

Model 3

Union membership (1 if yes)
Union presence (1 if yes)
Both in union and foreign ownership (1 if yes)
Both male and foreign ownership (1 if yes)
Age
Age squared
Male (1 if yes)
Married (1 if yes)
Estonian as a primary language at home (1 if yes)
Secondary education
Professional higher education
Bachelor degree
Master’s degree
Foreign ownership (1 if yes)
Governmental or municipal ownership (1 if yes)
Firm size, 11-19 employees
Firm size, 20-49 employees
Firm size, 50-99 employees
Firm size, 100-199 employees
Firm size, 200-499 employees
Firm size, 500-999 employees
Firm size, 1000 or more employees
Primary sector (1 if yes)
Secondary sector (1 if yes)
Number of working hours per week
Working overtime (1 if yes)
Working during the weekends (1 if yes)
Teleworking (1 if yes)
Permanent contract (1 if yes)
Being trained in the last month (1 if yes)
R2
Number of obs.

0.3113***

0.1013***

0.0607***
0.0463***
–0.0906
0.135***
0.0378**
–0.0005***
0.3138***
0.0377***
0.1876***
0.0782***
0.3307***
0.4345***
0.5319***
0.1392***
0.0142
0.1003***
0.1604***
0.1695***
0.2355***
0.257***
0.2881***
0.3051***
–0.1313***
–0.1027***
0.0311***
0.0596**
–0.1054***
0.1405***
0.0551***
0.1553***
0.4664
13 006

0.0657***
–0.0009***
0.411***
0.1318***
0.2074***
0.087***
0.1833***
0.4616***
0.3097***

0.0564
35 766

–0.1148
0.1485***
0.0662***
–0.0008***
0.3808***
0.0389***
0.2131***
0.0765***
0.3967***
0.4532***
0.5936***
0.1627***
0.0127
0.1304***
0.1908***
0.2177***
0.2882***
0.3149***
0.3507***
0.3931***
–0.0833***
–0.0735***

0.3283
13 007

Notes:
Significant at *5%, **1% and ***0.1%.
Firm size baseline: 1–10 workers. Education level baseline: primary.
Source: Author’s calculations based on the ELFS.

demonstrated by Vahter and Masso (2018) with regard to the possible positive impact
of FDI on the gender pay gap; they analysed both cross-sectional data and the effects
of foreign takeovers. The latter shows that the effects of FDI on economic and social
convergence need not be straightforward.
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6.4

Conclusion

The influence of multinational companies is one factor explaining why there is a difference between economic and social convergence. While there is no doubt that the Baltic
states have benefited greatly from the inflow of FDI and, generally, multinationals are
good employers, it is also clear that their presence is related to some inequalities, such as
the gender pay gap. While more extensive social dialogue might be one answer, it is not
certain that it would follow automatically, given the low unionisation among both local
and foreign-owned companies, the limited effect on wages and some anecdotal evidence
of disputes with unions in multinational companies. Thus, the results of our case study
bear some resemblance to the results of the Slovenian case study (Chapter 10 in this
volume), namely, that differences between domestic and foreign-owned companies are
not always evident – that is, foreign-owned companies generally bring neither better nor
worse standards – and that foreign-owned companies tend to adapt to the local market
with regard to social dialogue practices. However, Bembič (Chapter 10 in this volume)
also notes that foreign-owned companies are more careful in following legislation and
collective agreements. Bembič also stresses the importance of distinguishing between
company-level effects and national effects within the framework of efforts to provide
an environment attractive for foreign capital (see Chapter 10 in this volume). As to the
challenges posed by FDI, international cooperation with unions in abroad may help,
for example, by putting pressure on foreign-owned companies via their home country
unions, a tactic that has been used in both Estonia and Slovenia (Bembič in Chapter 10
of this volume).

7.

CONCLUSIONS

The case of the Baltic states is positive at least in some aspects of convergence: during
the past 20 years, economic growth has been substantial and, even though there are also
some imbalances such as the growth rates of profits in contrast to wages, it is reflected
positively in many social indicators and has benefited most of the population. However,
developments to date also illustrate that not all the differences between European countries as regard social and labour market indicators are likely to diminish simply owing to
income convergence. Furthermore, as our case studies on migration and foreign-owned
enterprises show, the particular mechanisms through which convergence may occur may
also pose some challenges.
One such challenge is social dialogue. The Baltic states as a group have an (economic)
liberal social model, even though there have been some positive developments, such
as increasing the number of sectoral collective agreements in Lithuania, from one or
two branch agreements ten years ago to around 40 currently (information from Egle
Radisauskiene, Deputy Minister of Social Security and Labour, Lithuania). Despite
the passage of more than 25 years since the transition to a market economy and
the restoration of capitalism, we can see behind the trade unions’ weakness certain
path-dependency effects owing to the Soviet legacy; under the Soviet economy unions
played a different role, encouraging unrealistic expectations among the older workforce,
although there is some limited anecdotal evidence that attitudes may be different among
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younger employees. Assistance from abroad for capacity-building for the social partners
may be helpful in developing social dialogue. Compared with other countries, in the
context of the Baltic states some additional topics are important, such as migration and
industrial relations in foreign-owned enterprises. Thus the importance of foreign-owned
enterprises in the Baltic states is another reason why industrial relations should operate
across borders.
Given the state of social dialogue until now, it is not surprising that we could not find
many cases in the Baltic states in which social dialogue had a positive effect on social
convergence. The recent minimum-wage increases in Estonia that have reduced wage
inequalities, but possibly also contributed towards increasing net migration flows, may be
one instance. Despite some natural differences between the views of the social partners,
there seems to be a common understanding that social and economic convergence are
closely linked, and that some changes are needed in the existing business model based on
comparatively cheap labour costs (Peterson 2018). In many economic and social convergence indicators Estonia is performing better, not only with regard to incomes, but also
wages, inequalities, working-time and employment rates. However, we should be wary
of attributing too many of these differences to social dialogue as the general economic
performance of the three Baltic states is probably more significant. Anyway, a balance is
needed between economic policies and their social context.
We have discussed various topics that future social dialogue should address, such
as how to make use of the Baltic states’ diaspora (although our case study focused on
Latvia, in the social partners’ view it is also relevant to Lithuania, which has similarly
high rates of outward migration), either through return migration or other means; how
to cope with labour shortages and ensure the upgrading of skills, making full use of the
highly educated populations. Better availability of indicators for benchmarking purposes
may also help to widen attention, since the focus so far has mainly been on incomes.
Future efforts to improve social convergence should pay attention to the emerging new
forms of work and new sectors, such as the so-called ‘sharing economy’, in which Estonia
is leading the way in some areas. For instance, in connection with the Swedish industrial
relations model it has been emphasised that it contributes to ensuring acceptance of
technological changes on the side of the workforce. As in other countries, however, local
national contexts should be considered and there is no ‘one-size-fits-all’ policy. Thus we
should be cautious of transferring particular approaches used in countries with high
levels of collective bargaining and union density to countries such as the Baltic states,
where to date more modest levels have prevailed.

NOTES
1.
2.
3.
4.

The term ‘middle-income trap’ refers to the phenomenon of rapidly growing economies stagnating at
middle-income levels and thus failing to become high-income countries (Aiyar et al. 2013).
A separate analysis of wage and income convergence shows their similar behaviour (Gopinath and Chen
2003; Ezcurra and Pascual 2005).
Life expectancy at a certain age is the mean additional number of years that a person of that age can
expect to live, if subjected throughout the rest of his or her life to the current mortality conditions (agespecific probabilities of dying, that is, the death rates observed for the current period) (source: Eurostat).
There seems to be no uniform definition of labour shortages, but generally it refers to a situation in which
there is an insufficient number of candidates to fill existing vacancies at the wages offered. As elsewhere,
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5.

6.
7.

8.

9.
10.
11.

12.
13.
14.
15.

16.
17.

the ageing population in the Baltics is contributing to this, but so is outward labour migration, especially
since EU accession in 2004.
In Estonia the quota system to regulate immigration has been in place since the 1990s. In recent years the
annual immigration quota has been set at 0.1 of Estonia’s permanent population. As the existing system
has been considered too restrictive, a discussion has started with the social partners on alternative policy
solutions (Maasing and Asari 2017).
In 2014, the public education expenditure share of GDP in Estonia was 4.9 per cent, in Latvia 5.3 per
cent and in Lithuania 4.4 per cent, while in Sweden it was 7.1 per cent and in Norway 7.7 per cent
(Eurostat).
The idea that social standards and policies in Europe can fully converge is commonly referred to as the
European social model (Hodge and Howe 1999). This vision is challenged by problems such as the disproportion between the number and potency of economic and social policies (social policies are very much
the poor cousins of the former), the reduced power of national legislation (limited by EU directives) and
great variation in the economic development of different countries (Scharpf 2002). The last mentioned
poses the greatest barrier to convergence. Draxler and van Vliet (2010) observed considerable variety in
social policies, particularly in central and eastern European countries. With the exception of health-care
policies, which are uniform among the new member states, but still differ from those in western Europe,
and the newly adopted three-pillar pension model, other key aspects of the social protection systems,
such as the unemployment benefit period, have not undergone convergence. In the study, they analyse
total social expenditure as a percentage of GDP during 2000–2006 and find two distinct patterns of
convergence, one for the EU15 and one for the new member states. This confirms the existence of at least
one separate model for the central and eastern European countries and further proves why the European
social model might not be the best for such an analysis.
A detailed review of the evolution of various industrial relations indicators can be found in Masso et al.
(2018). Korkut et al. (2017) argued that union density in central and eastern European countries is likely
to increase because in most of them the outward migration of non-union workers is not accompanied by
an equivalent immigration.
Other terms applicable here are ‘platform economy’ and ‘gig economy’ (Kilhoffer et al. 2017).
That is, not only the ‘sharing’ platform generates the revenue, but also the person that uses the platform to
supply his or her services (for example, the sums of money paid for accommodation or transportation are
not included here).
Aivar Kotka, head of the Economic Committee, explained that ‘transportation by agreement’ is a new
form of public transport. The main difference between ‘transportation by agreement’ and taxi transportation is that people can order ‘transportation by agreement’ only via an electronic platform and pay only
electronically. Unlike taxis, the car providing a ‘transportation-by-agreement’ service is not marked as
such and no tools to calculate the cost of the ride are required (‘Transportation by agreement versus taxi
service: what is the difference?’ 2016).
‘Sharing economy’ refers to a business model in which economic activities are facilitated by collaborative
platforms, which create a marketplace for temporary use of ‘underexploited’ goods or services (Eijas-Taal
et al. 2016).
Groups facing a similar situation include creative persons and people who have signed a civil law contract
(not a labour contract).
In Estonia, health insurance is provided for all people registered with the Unemployment Insurance Fund
as unemployed.
Upon entering into a contract, insurance premiums must be paid to the Health Insurance Fund. Typically,
a voluntary insurance contract is concluded for one year. The following persons are entitled to enter into
a contract: (1) people who two months prior to entering into a contract have been insured for at least 12
months through an employer, as a recipient of employment or service fees under a contract under the Law
of Obligations, a member of a directing or controlling body of a legal entity, a sole proprietor, a pupil
or a student; (2) a person who has paid for insurance himself or herself, or for whom social tax has been
paid while employed under a contract under the Law of Obligations with a contract of employment or
contract of service under the Law of Obligations, while under contract of management or a controlling
body, as a sole proprietor or a spouse of a sole proprietor in the calendar year preceding the conclusion
of the contract at least twelve times calculated from the monthly rate established by the state budget for
the fiscal year. More information can be found at https://www.haigekassa.ee/en/people/health-insurance/
voluntary-insurance (accessed 14 January 2019).
We understand social dialogue with the International Labour Organization (ILO) as ‘all types of negotiation, consultation or simply exchange of information between, or among, representatives of governments,
employers and workers, on issues of common interest relating to economic and social policy’ (ILO 2017).
These are all areas that will be included in the new ‘Strategy for attracting Latvian diaspora to be involved
in the work of the Latvian Investment and Development Agency for 2017–2020’ (Investment and
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18.
19.
20.
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Development Agency of Latvia 2017); this includes, for example, investment leads, mentoring of young
entrepreneurs in Latvia, diaspora tourism.
Established by the Guidelines for National Identity, Civil Society and Integration Policy 2012–2018
(NIPSIPP) Implementation Supervisory Board.
Currently the ‘old diaspora’ (those who emigrated during the war and their descendants) is the most active
in these organisations.
However, the linkage between FDI and inequality is not unambiguous; for instance, different researchers
have found signs of both decrease (Balcioglu 2016) and increase (Gopinath and Chen 2003) in the wage
gap between unskilled and skilled labour as a result of FDI inflow.
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3.

 elgium: Is strong social concertation a
B
driver of upward social convergence?
Ive Marx

1.

INTRODUCTION

As one of the six original signatories to the Treaty of Rome, Belgium has been at the
heart of the European project from the start. In that treaty, the founders of the European
Economic Community expressed their determination to
lay the foundations of an ever closer union among the peoples of Europe, resolved to ensure
the economic and social progress of their countries by common action to eliminate the barriers
which divide Europe, affirming as the essential objective of their efforts the constant improvements of the living and working conditions of their peoples. (Treaty of Rome)

The founding fathers anticipated that European economic integration would contribute to the development of thriving national welfare states without the need for supranational steering or coordination. They hoped and assumed that (upward) convergence
would occur automatically and in step. European integration would simultaneously drive
economic and social progress, both within countries, through the incremental development of the welfare states, and between countries, through upward convergence across
the European Union (EU).
The Ohlin report, published by the International Labour Organisation in 1956, provided the intellectual foundation for the belief that economic integration to the benefit
of all could happen without social harmonisation. Bertil Ohlin and colleagues posited
that differences in labour costs between the countries concerned were so closely related to
differences in productivity that free trade would not cause downward pressure on wages.
It may well be argued that this view has, by and large, been vindicated. In parallel
with the process of European integration, national welfare states have expanded, not
contracted. Successive enlargements of the European Community and the EU have
invariably resulted in upward convergence. Concerns that EU enlargement and intensified free trade and movement within the single market would bring social dumping and
downward convergence have largely proven to be wrong.
However, the sentiment in Europe currently is hardly one of joy and satisfaction. Social
conditions in Europe leave much to be desired, especially after one of the deepest and
most protracted recessions in modern history. That there has been no major downward
convergence in labour standards or social rights in the absence of much supranational
coordination of social standards is hardly a cause for celebration. Surely the founding
fathers had higher hopes and ambitions.
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The European Pillar of Social Rights, launched in 2017, represents a new Commission
flagship initiative to promote upwards social convergence across the EU. After a lengthy
consultation period, the European Commission launched an ambitious proposal outlining 20 principles in April 2017. The key question remains whether these principles, which
are not enforceable, will translate into meaningful social change. In that light, it is useful
to gauge what has happened so far and how earlier European processes and initiatives
have affected institutions, policies and outcomes.
The European Pillar of Social Rights is part of a marked shift in discourse at the
European level. Responding to criticism that the EU had become too much of an economic project, EU Commission President Juncker declared in 2016 that the EU needs to
be ‘Triple A’ on social issues.
As part of the same drive towards strengthening ‘Social Europe’, the European
Commission has also started calling for a more substantial involvement of the social
partners in EU policy- and law-making. That requires, in the eyes of the European
Commission, a stronger emphasis on capacity-building among the national social
partners.
In this context Belgium presents a particularly salient case in that it retains an exceptionally extensive and resilient social concertation model. Trade union membership and
bargaining coverage remain high compared with other EU member states. This accompanies a deep-rooted and still robust tradition of multi-tiered bargaining on all aspects
of working conditions. In addition to the many issues on which they have autonomy to
negotiate and conclude collective agreements, social partners wield significant influence
in shaping social and economic policy through their institutionalised advisory and
governance roles.
Belgium’s atypical trajectory on such issues as income inequality or middle-class
stability can be plausibly linked to the country’s remarkably resilient social concertation
model (Kuypers and Marx 2016; Marx and Van Cant 2018). Belgium stands out in the
rich world in that there has been less divergence than in many other places between the
conventional measures of economic affluence, such as gross domestic product (GDP) per
capita, and living standards. The benefits of economic growth appear to have been more
equitably spread than in many other rich economies, where the rich have tended to gain
disproportionately (Nolan 2018).
Belgium’s extensive and robust social dialogue model has probably helped to contain
inequality. However, despite low overall income inequality Belgian society is not as inclusive as it may appear from afar. Access to a good life is very strongly stratified. The major
fault-line in Belgium is not between high- and low-waged workers, or between precarious
and non-precarious workers, but between those with a job and those failing to gain access
to the labour market. This could be understood, at least in part, in the context of the
insider biases inherent in an extensive social concertation model like Belgium’s.
The question, then, is what lessons the Belgian case may hold for other countries in
Europe, for better and for worse. This chapter looks in greater depth at how Belgium’s
unique social corporatist model has contributed to economic and social outcomes compared with elsewhere in Europe, particularly the countries that resemble it most closely
in terms of economic development and European integration. That is not to say that we
claim to present definitive evidence of how social corporatism or industrial relations affect
outcomes, particularly how it has contributed to any convergence trends. That would
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require a research design fundamentally different from the one country case study this
chapter presents. What I offer is a plausible interpretation of observed trends in the context of Belgium’s, in many respects, unique institutional context. This chapter is best read
as a complement to other recent contributions that deal with social dialogue (Kuypers and
Marx 2016; Marx and Van Cant 2018; Marx and Verbist 2018). However, to ensure that
this chapter can be read on its own some of the same ground is inevitably covered again.

2.

I NDUSTRIAL RELATIONS AS A FACTOR IN BELGIUM’S
SOCIAL PROGRESS

To ascertain how industrial relations have contributed to upward economic and social
convergence, we start by sketching the main features of Belgium’s industrial relations.
Belgium has a dense, pluralistic industrial relations landscape, with major fault-lines
running along sectoral, ideological and regional dimensions.
Workers in Belgium have organised themselves by economic sector rather than by
profession. The sectoral unions, which are the real powerhouses of Belgian trade unionism, amalgamate at the federal level on the basis of the traditional ideological ‘pillars’
of Belgian society. The two largest union confederations are linked to the Christian and
socialist movements, respectively, while the significantly smaller third union is linked to
the liberal family.
Within their respective pillars, unions are part of a network of organisations such as
mutual funds, financial institutions, political parties, schools and hospitals. At around 50
per cent, union membership remains relatively high in Belgium. Belgium’s partial Ghent
system is important in this context. While unemployment insurance is compulsory, trade
unions retain a major role in the provision of benefits; therefore, Belgium is said to have a
partial Ghent system. Notwithstanding the fact that union membership is not mandatory
for the insured, the vital role of trade unions in the provision of unemployment benefits
and the regular contact with union officials during spells of unemployment are said to
strongly motivate workers to join unions (Van Rie et al. 2011).
The Belgian industrial relations landscape also features well-established employers’
organisations, at federal and regional levels. On the workers’ side, employers organise
by sector as that is the main level of bargaining. Alongside these national and regional
organisations there are a number of small and medium-sized enterprise confederations,
interest groups, social profit confederations and other networks or platforms.
Trade unions and employers’ organisations are firmly embedded in the institutional
framework through multiple roles, including consultation, co-governance and bargaining.
Two important national negotiation and consultation bodies are in place: the National
Labour Council (NLC) and the Central Economic Council (CEC), which advise the
national authorities on labour and social security law and on general economic issues (for
example, market conditions, expansion policy, taxation, inflation and competitiveness),
respectively. Moreover, numerous other consulting socio-economic councils are in place
at the regional, sectoral and firm levels.
Social partners are represented on the governing boards of social security institutes,
vocational training (sectoral training funds) and labour market agencies. They also sit on
governance and supervisory boards of numerous other bodies.
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Collective bargaining is the most consequential activity of the social partners, especially since nearly all collective agreements are made generally binding, greatly extending
their impact and ensuring near full coverage of the workforce. Collective bargaining is
hierarchical and takes place at three levels. A national cross-sectoral agreement provides a
framework within which social partners negotiate at the sectoral level. In turn, the sectoral collective agreements set a framework for bargaining at the company level. Collective
agreements concluded at a lower level cannot deviate for the worse from the agreements
set at a higher level.
The social partners retain a very high degree of autonomy on wages and working
conditions. On most matters there is a legal framework that sets out principles and
limits, but within that framework the social partners usually have a significant degree of
freedom. Bargaining on all these aspects of work occurs in a multi-tiered coordinated
system. Representatives of the main employers’ organisations and trade unions agree
every two years on a national Interprofessional Agreement (IPA) which functions as
a general framework for further negotiations and covers issues such as wages, social
contributions and replacement incomes. Implementing the framework negotiated at the
national level, social partners then bargain over different aspects of working conditions
(for example, pay levels, classification schemes, working-time arrangements and training)
at the intermediate sectoral level, which is in effect the most important level. There are
some 170 so-called parity committees.
At the firm level there are several bodies. A works council has advisory competence
on financial, economic, technical and social matters, and decides on issues such as educational leave and vacation dates. The Committee for Prevention and Protection at the
Workplace oversees issues related to workers’ health, safety and hygiene. The trade union
delegation negotiates directly on working conditions with the employer and intervenes in
any conflict the staff might have with the employer.
Having sketched the basic architecture of Belgium’s industrial relations we now turn
to outcomes.

3.

 CONOMIC GROWTH AND PROSPERITY AS DRIVERS OF
E
CONVERGENCE

Belgium is one of the EU’s more affluent countries and certainly one of its most productive. In 2016 Belgium’s per capita GDP stood at 118 per cent of the EU28 average, slightly
down from 119 per cent in 2006, according to Eurostat statistics. Labour productivity per
hour worked stood at 147 per cent of the EU28 average (down from 153 per cent in 2006).
Belgium, and particularly Flanders, has been economically important in Europe since
the Middle Ages, thanks in part to plentiful deposits of coal and metal ores. In addition
to its natural resources, the area is strategically located with respect to Europe’s major
markets. It has easy access to the capital and technology markets of Great Britain and
the consumer markets of France.
Belgium was the first area in Europe to industrialise, after Britain, whose industrial
structure it had come to resemble after the Second World War. Productivity growth
lagged behind many other European countries during the first 15 years after the war.
Cassiers et al. (1996) attribute this to the immediate post-war years being marked by a
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search for social peace and the protection of economic interests. Belgium was a founding
member of the European Coal and Steel Community. From 1960 onwards productivity
growth accelerated, especially in manufacturing industry. Cassiers et al. (1996) attribute
this in part to a liberalisation of the economy prompted by Belgium’s adherence to the
European Community. This also brought an influx of foreign investment.
Belgium’s limited home market has always meant a very strong dependence on foreign
trade and hence a strong international orientation in matters of economic policy.
The Belgian industrial sector was particularly hard hit by the oil shocks and the economic downturns of the 1970s and 1980s. The share of industrial employment (including
mining and construction) in total employment, which was still around 40 per cent in 1975,
fell rapidly in the years thereafter, reflecting major structural adjustments in the steel,
coal and textile industries. During the 1980s, Belgium recorded the fourth largest percentage of job losses in manufacturing in the Organisation for Economic Co-operation and
Development (OECD) area. By 1992, employment in industry represented less than 28
per cent of total employment (OECD 1997).
Since 1970, growth of GDP per capita in Belgium as well as in the EU has been on a
declining trend. Since the beginning of the 1990s, the slowdown of economic growth has
been caused by a decline in labour productivity growth, hours worked making a modest
but positive contribution to growth.
Structural evolutions in the economy between 1970 and 2005 have also influenced productivity performance. The slowdown of labour productivity growth in Belgium is owing
mainly to a decreasing manufacturing contribution (Biatour and Kegels 2008). Since
2000, market services have become the most important contributor to aggregate labour
productivity growth. During 1970–2005, the main contributor of productivity gains in
Belgian was capital deepening, especially information and communication technology
(ICT) capital deepening in services, while in the EU as a whole and in the United States
it was multi-factor productivity.
However, GDP and productivity growth are only part of the story when it comes to
economic progress. Nolan et al. (2018) have shown that per capita GDP has, in many
countries, risen faster than real household incomes, especially for those around the
median and below. The size of that divergence varies a great deal. The United States
is a very clear outlier in that GDP per capita has risen much more strongly than actual
household living standards around the middle. Most of the gains have ended up at
the top. Belgium lies at the other end of the spectrum. It is one of the countries where
actual living standards have tracked GDP growth most closely; both having increased
substantially. In addition, while the share of national income represented by wages and
benefits – the labour share – has declined in nearly all OECD countries, this trend too has
been far less obvious in Belgium (OECD 2012).
Marx and Verbist (2018) confirm that Belgian households experienced mild but steady
increases across the income spectrum between 1985 and 2014, the period for which generally consistent survey data are available. It shows slightly higher growth in the bottom
quintile than in the next four quintiles, where growth was nearly identical (Figure 3.1).
There were periods when living standards increased more for lower-income households,
such as the period 1993–2000. The pre-crisis period covered by European Union Statistics
on Income and Living Conditions (EU-SILC) (2003–08) was a period of relatively strong
increases, especially for the bottom and the top quintiles. Living-standard growth has
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Figure 3.1 
Annual growth rate of real equivalent disposable household income by
quintile, total population, Belgium, 1985–2014
been far weaker since 2003, with even a slight drop for higher-income households. This
broad picture of relatively equitably shared growth between 1985 and 2014 is also roughly
consistent with the picture of stable overall income inequality, as captured by the (middleincome sensitive) GINI coefficient, shown in Chapter 2 and in other comparative studies
of inequality (for example, OECD 2008, 2011; Nolan et al. 2014).
Earnings have been an important driver of income growth; in most periods covered
here, household earnings increased relatively evenly across the income distribution.
Benefits increased less than earnings in the first two periods but they were clearly propoor; that is, there were stronger increases for the bottom quintile than for the other
quintiles. In the final two periods household benefit increases were more significant but
they were also more evenly spread.
The major driver behind the trend in overall earnings is the share of earners, and especially the share of female earners. The share of male earners has been more stable overall.
Average earnings grew steadily across the board, albeit stronger for men than for women,
probably because the data do not allow us to control fully for hours worked. Increases in
part-time and temporary work may therefore appear to depress wage growth. Data on
real monthly earnings of full-time workers from the OECD database, which for Belgium
is based on the structure of earnings survey, also show substantial wage increases at
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all percentile cut-offs. These data also have limitations in that they cover only full-time
earners working in companies of a certain size.
Nevertheless, all the evidence we have suggests that there has been steady real-wage
growth across the board, which has not happened everywhere. As documented in this
volume and elsewhere, wage growth has been sluggish in a number of European countries, especially compared with productivity growth, and earnings inequality has tended
to rise also. Concurrently, the share of labour in national income has tended to decline.
Belgium has followed a different trajectory in every respect, warranting a closer look at
what happened to wages.

4.

 TRONG WAGE GROWTH ACROSS THE BOARD AS A
S
DRIVER OF CONVERGENCE

In many rich countries there has been downward pressure on the labour share during
the past three decades. The trend started in the 1970s but the sharpest declines occurred
from the early 1990s onwards. The financial crisis of 2008 temporarily reversed the
longer-term decline, in part because earnings tend to be less volatile than profits during
economic downturns. Following 2009, the downward trend has resumed in most rich
countries (OECD 2015b).
Several explanations have been put forward, including structural transformations in
national economies involving a shift from labour-intensive to more capital-intensive
sectors, globalisation and outsourcing, skill-biased and capital-augmenting technological change, privatisation of state-owned enterprises and the increased role of financial
markets.
While the pattern of declining labour shares holds for nearly all countries, large crosscountry differences are observed. Belgium stands out in that the labour share – at just
over 70 per cent, according to OECD figures – has remained among the highest in the
OECD. As elsewhere, that share has dropped but the decline has been relatively moderate.
The continued strong role for collective bargaining may be part of the explanation.
Ferguson (1996), for example, finds that union decline in the US explains about 25 per
cent of the dramatic increase in the wage–productivity gap. Fichtenbaum (2011) found
that it might explain even a larger part of the decline in labour’s share of income. The
OECD (2012) shows that declines in labour shares have typically been smaller in sectors
in which unions are more strongly represented.
Belgium is one of the few countries to apply automatic adjustment of wages and benefits (including pensions) to inflation. The system finds its origins in 1920 when Minister
Wouters instituted a price inflation (index) measure. This happened in response to social
unrest caused by post-First World War price increases. At the time only a handful of
sectors applied automatic indexation. The system of automatic indexation was gradually
expanded to other sectors. The procedure differs from sector to sector.
Concerns relating to wage-cost competitiveness have led consecutive governments to
reform the relevant index, including a series of modifications of the basket of goods
and services included. A major reform occurred in 1994 when the so-called ‘health
index’ became the benchmark, a basket of goods that excludes unhealthy (for example,
cigarettes) and environmentally harmful items (for example, petrol). The Dehaene
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government, being only too aware of the sacrosanct status of the index in Belgium,
thus attempted to structurally moderate the impact of indexation while keeping the
mechanism itself intact. (That initially worked, but over recent years the health index has
increased more than the normal consumer price index.)
The index has acquired enormous symbolic significance in Belgium. Unilateral political steps to modify or suspend the index, which have been tried on several occasions, have
invariably triggered massive unrest, and even strikes. Organisations such as the OECD
and the International Monetary Fund (IMF) have for many decades tried to convince
Belgian governments to abolish the index altogether, but to no avail, for the index
remains inviolable. The same applies to collective bargaining. The OECD and the IMF
have issued numerous recommendations to weaken the grip of collective bargaining on
wage-setting, urging what is called ‘decentralisation’. Such recommendations have never
even made it to the political negotiating table. There remains a relatively wide, if not
unanimous, consensus that automatic indexation and comprehensive wage bargaining
help to maintain living standards, as well as social peace and cohesion.
Almost everybody’s pay in Belgium remains determined by a collective agreement.
Wage bargaining occurs in three consecutive stages. A first round of bargaining at the
national level sets out essential parameters, for example, the scope for overall wage growth
and minimum wage levels. Then a multitude of joint committees implement the national
target at the sectoral level. A third round of bargaining sometimes takes place at the
firm level, especially in larger firms. Collective agreements are generally extended by the
Ministry of Labour to cover almost the entire workforce. Whether or not this happens
is a matter of the legal terms of the agreement, not whether it is in the interest of the
economy or of the broader population, especially those affected but not represented
either by the unions or by employers’ organisations.
While comprehensive collective wage bargaining remains intact, concerns about competitiveness have led governments towards a more interventionist stance on overall wage
growth. The Competitiveness Law of 1989 (which was extended in 1996 and modified in
2014) institutionalised government intervention in wage-setting. A monitoring system
was introduced, benchmarking wage developments in Belgium against those in main
trading competitors and neighbouring countries Germany, France and the Netherlands.
The weighted average of pay developments in these countries is taken as the upper margin
for negotiations (wage norm), as wage increases beyond this limit trigger government
intervention. It is set every two years in the IPA by the social partners, based on estimates
provided by the Central Economic Council, on which the social partners sit. The social
partners currently face much tighter limits in terms of what they can agree on, especially
with regard to wage increases, than ten or 20 years ago. This tighter framework is due in
large part to processes originating from Belgium’s membership of the EU and the euro
area. Paradoxically, perhaps, this has made it easier for social dialogue and collective
bargaining to persist. That is, we might argue that stronger government action, in part
prompted by developments at the European level, has strengthened social dialogue
because face-saving agreements for all parties are easier to achieve within externally
imposed bargaining limits.
In addition to wages having continued to grow, there has been no increase in wage inequality, at least as far as the data show. Belgium has just about the most compressed wage
distribution among the rich countries, especially at the lower end of the distribution. The
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fact that there been no growth in low-paid employment is especially striking. According
to OECD figures for 2015, less than 4 per cent of Belgian workers work for relatively low
pay as the OECD defines it (OECD 2015c), compared with 9 per cent in France, 15 per
cent in the Netherlands and 18 per cent in Germany. In the Netherlands and especially in
Germany there appears to have been a clear rise.
Why does Belgium have so few relatively low-paid workers? Nearly all EU member
states now have a national statutory minimum wage, with Germany the last big country
to introduce one in 2015 (Marchal and Marx 2018). There are still some exceptions, most
importantly the Scandinavian countries, and Austria and Italy.
Belgium is also an exception in that it does not have a statutory minimum wage but
there is a minimum wage on which employers and trade unions agree at the national level.
This minimum wage has mainly a benchmarking purpose. Effective minimum floors –
pay scales for the youngest, least qualified and least experienced workers – are negotiated
at the sectoral level and tend to be considerably higher than the national minimum wage.
Industries in which these are 20 to 30 per cent above the national minimum are not
exceptional (Vandekerckhove and Van Gyes 2014).
It is disputed whether there is a downside to Belgium’s high wages and the lack of
relatively low-paid jobs. Employment growth has been structurally weak in Belgium.
Overall, employment is far below the levels found in neighbouring countries such as
Germany and the Netherlands, countries in which low-paid work is far more prevalent.
Moreover, Belgium is facing employment deficits among low-skilled people and those of
migrant descent, which are among the worst in Europe. In the EU28, the employment
rate for those not born in the EU is about 10 percentage points lower than that of natives.
In Belgium this is over 20 percentage points.
An often heard argument against high wage floors is that they come at the cost of
fewer jobs. The debate on whether minimum wages destroy jobs or stifle job growth is
as old as the minimum wage itself. A wealth of empirical evidence has been amassed
by labour economists (Salverda and Checci 2015). The measured effects of minimum
wage increases have never been very large, perhaps because increases tend to be very
cautious and conservative. Research suggests that the effects may be stronger for
particular subgroups; when significant negative employment effects are found, they
tend to be among young people. Also, the extent to which relatively high wage floors
are compatible with acceptably functioning labour markets seems to depend on contextual factors, such as workforce skill levels; countries with higher skilled workforces
seem to sustain more compressed wage distributions (OECD 2015a). In that context
it is relevant to note that while Belgium’s (regionalised) schooling system yields good
outcomes overall, the proportion of youngsters leaving school without formal qualifications remains high.
In summary, Belgium’s three-stage collective-bargaining model, in combination with
general extension and automatic indexation, has probably played an important role in the
steady wage rises Belgian workers have enjoyed across the board. Many studies find, after
all, a very strong link between the extent and strength of collective-bargaining and wage
outcomes, including growth and inequality (Plasman et al. 2007; Garnero et al. 2015;
Salverda and Checchi 2015; Bosch 2015). Whether and to what extent this comes at the
price of weak employment growth and few job opportunities for the less skilled remains
unclear, but these are real issues. However, other factors may account for Belgium’s weak
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employment outcomes, to which we turn in the next section, including the issue of labour
market flexibility.

5.

 MPLOYMENT: THE ROLE OF INDUSTRIAL RELATIONS
E
IN LABOUR SHEDDING AND FLEXIBILITY

Employment growth in Belgium has been relatively weak compared with other northern
European countries. This is especially evident for the Walloon region and Brussels, as
shown in Figure 3.2.
One important background factor here, as already highlighted, is that Belgium’s
economy has undergone major restructuring in recent decades. An early industrialiser,
Belgium recorded some of the largest relative job losses in manufacturing in the OECD
during the 1970s and 1980s. Belgium expanded early retirement routes in order to reduce
excess labour supply and to alleviate the social consequences of structural economic
adjustment; but it has proved hard to scale back these schemes. This accounts for
Belgium’s exceptionally low employment rate among those between the age of 55 and
64, which is 10 percentage points below the EU28 average. Mass early retirement has
allowed Belgium to pursue a high productivity path. In addition, steady wage increases
resulting from automatic indexation of wages, together with multi-level collective
bargaining, have spurred continuous investments in labour-saving automation and
innovation. The result is that Belgium has among the highest productivity levels in
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Figure 3.2 
Employment rates, Belgium and its regions compared with selected European
countries, 1999–2016
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the world, measured by output per hour worked. However, employment among older
workers is low.
The strong decline in male employment has been partly compensated by increases in
female employment. While labour market institutions remain breadwinner biased to
some extent, provisions to support and accommodate female labour market participation
have been developed, making Belgium an example of what Knijn and Kremer (1997) have
called ‘optional familialism’. That is, the caregiving mother is supported through, among
other things, the tax system, but at the same time families are given the option of at least
partially outsourcing that care.
When it comes to various forms of atypical work, Belgium is even more of an outlier.
In comparative data on the extent of ‘non-standard’ employment, Belgium is to be found
at the lower end each time, usually below the EU15 average and certainly far below its
northern European neighbours. This is true if we look at the incidence of fixed-term
contracts, temporary work, night work and weekend work. It is not that Belgium has
actively diverged from the rest of the EU, but that many other countries have seen bigger
and faster change towards more non-standard employment.
Furthermore, Belgium seems to maintain comparatively strong worker protection
when it comes to working conditions. In studies that compare the extent of labour
market regulation, Belgium always comes out as relatively strongly regulated. There are,
for example, relatively strong legal restrictions on temporary work contracts. Zero-hours
contracts are not allowed.
Such headline measures that build on what labour laws say may underestimate the real
level of flexibility in the workplace. In Belgium, rules determining what can happen in the
workplace are usually not set by law. Rather the government sets the framework within
which (and sometimes outside which) flexibility can be exercised through collective
agreement, but not through individual discretion on the part of individual employers or
workers. (Some illustrations are provided in Marx and Van Cant 2018.)
Belgium’s centre-right coalition government has moved recently to increase workingtime flexibility. A reform package coming into effect in 2017 – known as the Peeters Law,
after the Minister of Labour – includes measures such as the annualisation of working
hours, making it possible for firms to adhere to the 38-hour week in more flexible ways.
The Peeters Law also expanded the scope for firms to employ labour at night, that is, after
8 p.m. This was in response to fears that Belgium was losing out in the rapidly expanding
e-commerce business, especially compared with the Netherlands and Germany.
The Peeters Law develops a new concept, of voluntary overtime, and enables workers
to increase flexibility as regards their working time and place. Important measures in this
respect are the establishment of a legal framework both for occasional teleworking and
flexible working hours. Finally, legal opportunities to adapt working time over the life
course, through various forms of (paid) leave (parental leave and medical assistance), are
further extended and a system of ‘career saving’ has been put in place. The latter makes it
possible for employees to save up additional holidays.
Despite what might be considered within the wider European context to be mild moves
towards greater working-time flexibility, the Peeters Law met with significant resistance.
As a consequence, the government allocated a key role to the social partners in implementing it. While the Peeters Law provides the legal framework for more working-time
flexibility, its implementation is possible only through collective agreements negotiated
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by trade unions and employers at the sectoral and firm level. Any development towards
more working-time flexibility that may occur as a result will thus remain negotiated.
Belgium’s apparent reluctance to embrace, or even make possible, various forms
of non-standard work may be deemed successful, especially in light of Principle 5 of
the European Pillar, which states that ‘Employment relationships that lead to precarious working conditions shall be prevented, including by prohibiting abuse of atypical
contracts’.
However, under the same Principle 5 it is stated that ‘in accordance with legislation and
collective agreements, the necessary flexibility for employers to adapt swiftly to changes
in the economic context shall be ensured’.
Asking whether Belgium meets that requirement seems legitimate. The relaxation of the
rules regarding night work only occurred after it was becoming obvious that e-commerce
businesses were setting up in neighbouring countries and that Belgian workers were
missing out on those jobs. Similarly, we might ask whether the extent of unemployment
among low-skilled people would be equally significant if greater flexibility prevailed, for
example with regard to Sunday work. Unfortunately there are no reliable estimates on the
extent to which limited flexibility may come at the cost of jobs.

6.

 HE WELFARE STATE: STRENGTHS AND WEAKNESSES
T
OF A SOCIAL SECURITY SYSTEM CO-GOVERNED BY THE
SOCIAL PARTNERS

By various measures Belgium has one of the most comprehensive welfare states in the
European Union. Social spending levels relative to GDP are among the highest in Europe
(in OECD figures Belgium takes third place behind France and Finland). Together with
sizeable spending on health, education and social services (the latter two at the regional
level), Belgian social spending is strongly geared towards cash transfers, with unemployment benefits being exceptionally large. Belgium spends twice the EU28 average on
unemployment benefits.
Belgium’s social security system is both co-funded and co-governed by trade unions
and employers’ organisations. This has deep historical roots. Social security arrangements in Belgium emerged from spontaneous workers’ initiatives in the mid-nineteenth
century. Decades of incremental expansion of various schemes culminated in the ‘Social
Pact’ of 1944. While extending compulsory social security coverage, the pact confirmed
the subsidiarity principle in the sense that non-government organisations (unions and
mutual societies) remained responsible for the administration of benefits. In addition,
national agencies were created for those not affiliated to such organisations. The role of
the state remained, as before, mainly regulatory and complementary. A final safety net,
guaranteeing minimum income protection to all, was ensured through three laws enacted
in the late 1960s and early 1970s.
The economic downturn of the 1970s and 1980s, caused by the oil price shocks, challenged the social protection system profoundly. International observers often portray
Belgium as an archetypal ‘frozen’ welfare state. Its complex governance structure, with a
multitude of powerful veto players, is considered a major impediment to welfare reform.
Cox (2012, p. 25), for example, considers Belgium ‘one of the weakest cases of welfare
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state adjustment in Europe’. The author emphasises the particularly fragmented nature
of Belgian politics, featuring a combination of coalition governments, federalism, corporatist consultation and linguistic division. Internal tensions are said to have dominated
the policy agenda, thereby hampering the emergence of a grand narrative on welfare
reform. The overall diagnosis, then, is ‘policy sclerosis’.
A ‘big reform’ account of welfare state change does largely generate this picture. While
Belgium’s northern neighbour, the Netherlands, successfully undertook major social
security and labour market reforms, Belgium did not do so.
However, the absence of dramatic policy overhauls has far from implied stasis. A
number of analyses of the Belgian case have focused on the gradual transformation of
its welfare state. Clegg (2007), for example, compares changes in unemployment policy
since the 1980s in Belgium, France, Germany and the Netherlands. Only the Netherlands
has enacted more fundamental reforms through law. However, policies have changed considerably everywhere, albeit more incrementally. There can be no doubt that the Belgian
scheme remains a notable outlier. Unlike in the majority of countries, benefit entitlement
in Belgium is, in principle, unlimited in time, a feature that has long been criticised by the
OECD and the IMF in their periodic reviews of Belgium.
Accounts of inertia, as exemplified by Cox (2012), are in stark contrast, however, to
the experiences of key national witnesses, who point to a frantic pace of change and a
sprawl of initiatives (Rijksdienst voor Arbeidsvoorziening [RVA] 2010).
The stark discrepancy between the perception of international observers who look
at Belgium from afar and those who know the system from the inside is interesting.
It is owing to the nature of institutional change in a social corporatist system such as
Belgium’s. While it may be true that big-step change is difficult to enact in a system with
so many veto players, there are more subtle adaptation mechanisms.
As a consequence of the multiple functions the unemployment insurance system has
taken on, a large number of people of working age receive some kind of unemployment
insurance benefit. At the peak of the recent economic crisis more than 1.3 million people
were receiving unemployment benefit, roughly equal to one person receiving a benefit
for every four persons working, although there is some overlap, as in the case of workers
receiving short-time compensation benefits.
The massive rise in the number of people receiving some type of unemployment
insurance benefit cannot be seen separately from the unions’ role in the payment of
unemployment benefits. The added services offered by the unions provide a clear and
substantial incentive to become or remain a union member. Van Rie et al. (2011) show
that the profile of union members closely matches such selective incentives. The unions
have strongly resisted attempts to scale back unemployment insurance benefit, whether
through the imposition of time limits or the tightening of age and other requirements
for early retirement, while they have supported the proliferation of other functions (for
example, early retirement, career interruption and working-time reduction compensation) the system has taken on. Many of these functions have turned out to be beneficial,
such as the stabilising role of the short-time compensation scheme during the crisis or the
positive impact of career interruption benefits on work–life balance. However, the continued rise in the number of people receiving benefits has come at a price in a context in
which financial resources are not unlimited. As the number of beneficiaries rose, benefit
levels became less generous and less adequate in providing protection against poverty.
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While still enjoying a comparatively low poverty rate, Belgium has been slipping
down the rankings during the past decade and does not seem able to drive back poverty.
At-risk-of-poverty rates of people living in jobless households, who are for that reason
most reliant on the adequacy of transfer incomes, are extremely high (58 per cent in
2015). There is a growing income gap between those who receive income from work
and those who rely mainly on income replacement benefits. While Belgium has a system
(indexation) that is designed to safeguard the purchasing power of both benefits and
wages, the latter have clearly outperformed the former. All social minima have eroded
relative to overall living standards. The reason is in part structural. As dual earnership
became the norm and drove up overall living standards, individuals or households relying
on a single benefit (or a single-wage earner for that matter) inevitably fell behind. There
have been repeated, beyond cost-of-living increases, but benefits often fall well short of
poverty risk thresholds.
In summary, Belgium’s strongly developed social security system and broader welfare
state is arguably due mainly to the role of the social partners as initiators, funders and
governors. The role of the social partners is strongly stabilising, conferring robustness
on a system that, if under direct political control, might be more vulnerable to cutbacks.
A critique often levelled against systems such as Belgium’s is that they are inert and fail
to adapt to new social needs and new social risks, as well as to the changing nature of
traditional social risks. In the Belgian case, there has been more change than can be seen
by the casual or distant observer.
The empirical evidence strongly contradicts an account of stasis. However, decades
of gradual and technical change have also been associated with policy irrationalities
and incoherence. The authorities have tended to handle the ambiguities and distributional implications of unemployment indirectly. Many measures and exemptions were
introduced, but very few were abolished. Instead, governments preferred retrenchment
by making them less generous, often gradually so (for example, part-time unemployment). This approach has cumulated in an innovative but opaque mix of measures, the
distributional consequences of which are often unclear. It is important to note that since
the mid-2000s, governments have implemented a number of fundamental changes to
regular unemployment insurance, including stricter monitoring of availability for work.
The regressivity of benefit levels has been strengthened over time. These are now framed
as measures to increase the sustainability and coherence of the system and reduce moral
hazard. These changes are controversial, not least among trade unionists because they
are seen as punishing the unemployed. It remains to be seen what the significance of these
developments will be over the longer term.

7.

 ASE STUDY: AN IN-DEPTH LOOK AT BELGIUM AND THE
C
NETHERLANDS WITH A FOCUS ON GENERAL WELFARE
REFORM AND WAGES

7.1

Why the Netherlands?

As signatories to the Treaty of Rome, Belgium and the Netherlands were founding
members of the EU and have been at the very heart of the European project ever since.
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The countries share many similarities and thus represent excellent cases for a comparative
study of the issues addressed in this book: the role of industrial relations in processes of
upward social and economic convergence. First, Belgium and the Netherlands are small,
open economies in the middle of Europe that share a tradition of social partnership in
the areas of collective bargaining and social insurance administration. Employers and
workers are well organised and collective bargaining occurs predominantly at the sectoral
level.
However, the two countries are distinct in terms of the institutional frameworks of
the political system within which their welfare states and industrial-relations systems are
embedded, suggesting possible explanatory routes for divergent outcomes. Compared
with the Netherlands, Belgium’s complex and multi-layered governance structure has
decisively constrained the scope of government intervention, not only in wage bargaining but also in a host of other social and economic policy areas, such as economic and
trade policy, labour law, social policy and social security. Social partnership is also more
fragmented and on both sides more competitive, making it difficult to establish and enact
broad corporatist social pacts. There are multiple trade unions, within which regional
and sectoral differences are important. As a consequence, the mechanisms through
which Belgian governments have pushed for social policy reform have tended to be more
informal and subtle than in the Netherlands. A major factor here is that large parts of
Belgium’s welfare state are not codified in law, requiring parliamentary approval for
amendments. Instead, much of it is regulated by Royal Decrees, which are far more readily amendable by ministers. In the Netherlands, most aspects of social policy and social
security are codified in law, so that changes require parliamentary debate and approval.
This makes it harder to enact changes that are not easily perceptible to outsiders.
Both countries were facing very similar plights in the early 1980s: weak growth, high
unemployment and growing benefit dependency.
In the Netherlands, the Wassenaar agreement of 1982 ushered in a period of vibrant
corporatism and negotiated social reform in the Netherlands in the 1980s and early
1990s. In that agreement, the unions accepted protracted real-wage restraint in exchange
for a so-called ‘cost-neutral’ reduction of working hours and job sharing. The main
figure behind the Wassenaar agreement was Wim Kok, then leader of the main trade
union confederation, FNV. He would later become prime minister of a coalition with the
centre-right liberal party that would make ‘Jobs, jobs and jobs’ paramount in the 1990s.
Around the same time, faced with the same problems of weak growth and weak
perceived international competitiveness Belgium resorted to a devaluation of the Belgian
franc. This occurred because, relative to the Netherlands, Belgian trade unions and
employers remained stuck in a condition of corporatist quasi-immobilism. Belgian trade
unions never accepted that wage restraint might be necessary for economic recovery and
job growth. In part, this reflected the continued strength of the Belgian unions compared
with their Dutch counterparts. The Belgian government ultimately had to impose wage
restraint from above. In sharp contrast to the Dutch experience, the Belgian welfare state
proved unable to reverse the cycle of welfare without work. Belgium has proved to be
all but the archetypal ‘frozen’ welfare state but the changes made have also been mostly
defensive, in order to cope with the inescapable pressures imposed by external circumstances: first massive job losses, then the need for budgetary restraint (as a member of
the European Monetary Union).
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Figure 3.3 
Employment rates, people aged 20–64, Belgium and the Netherlands,
1983–2015
It is clear that both countries have pursued very divergent trajectories when it comes to
such issues as employment (Figure 3.3), wage growth (overall and, especially, at the lower
end), contract and working-hours flexibility, and a host of other outcomes. Trends at
the level of overall living standards, as measured on the basis of household disposable
income adjusted for household size, are far less divergent, demonstrating that rising
overall living standards are achievable through widely divergent routes. In the case of
Belgium, wage growth has played a larger part in this than employment growth.
7.2

 he Wassenaar Agreement Concluded by the Social Partners When Belgium
T
Devalued in the Absence of Such an Agreement

The depth of the 1981–82 recession in the wake of the oil crises of the 1970s catalysed
path-breaking change in the Netherlands, beginning with a government-imposed suspension of wage indexation, a squeeze on the minimum wage and a lowering of social
benefits. The elections in 1982 brought to power an austerity coalition of the Christian
Democrats and centre-right liberals. After a decade of failed tripartite attempts based on
Keynesian premises, the Dutch social partners crowned the new austerity coalition’s entry
into office with a bipartite social pact on 24 November 1982, known as the Wassenaar
agreement, named after the suburb of The Hague where the agreement was prepared.
The agreement ushered in a period of vibrant corporatism and negotiated social reform
in the 1980s and early 1990s (Visser and Hemerijck 1997). The unions accepted realwage restraint in exchange for a reduction of working hours and job sharing. This new
Dutch corporatism of the 1980s proved fairly robust, although it was certainly not free
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of conflict. At the turn of the 1990s, German reunification boosted Dutch growth, but
high interest rates soon dampened economic activity, leading to a reversal of employment gains. In another attempt to stave off government intervention, the social partners
signed a multi-year agreement, the so-called ‘New Course’ accord, in December 1993
(Hemerijck and Marx 2010), which ushered in a trajectory of organised decentralisation
in Dutch employment relations.
During the 1990s the Dutch moved to curtail easy exit and activate the non-active in a
labour market based on flexicurity. There was a fundamental overhaul in the administrative and incentive structures of social security. Labour market flexibility became an integral part of the new policy mix and enjoyed significant support from the social partners.
Together with the incremental individualisation of the tax system, flexicurity legislation
contributed to the normalisation of part-time employment. This was accompanied by
the introduction of more market-orientated approaches in the management of the social
security system where the state adopted a fairly aggressive posture, both privatising and
nationalising portions of the welfare state, in particular the regulation of new claimants.
Also, competition was increased in the provision of social security and health care.
The reforms in the 2000s affecting unemployment and social assistance programmes,
as well as the introduction of the new disability benefit programme (WIA), were part
of even more intensified activation efforts. The overall trend was towards increased
employment conditionality, increased activation, more stringent targeting and reduced
generosity. Work came to be seen as the key route for attaining personal welfare and
social cohesion, as well as for the sustainability of a generous welfare state.
The Dutch trajectory over recent decades is vastly different from the Belgian trajectory
in a host of dimensions. Space limits preclude a detailed discussion of all aspects here.
I focus a bit more on wages, a key domain with strikingly divergent outcomes, despite
similar institutions. Both countries retain extensive collective bargaining, with the centre
of gravity at the sectoral level, and the resulting collective agreements are generally
extended.
As mentioned previously, in terms of overall wage growth, Belgium and the Netherlands
have followed entirely different trajectories, but this is also true when it comes to the
lowest wages. While Belgium maintains a very compressed wage distribution and just
about the smallest segment of relatively low-paid work in the rich world, the Netherlands
has seen an expansion of low-paid work (along with non-standard work) (Figure 3.4).
The social partners first agreed in 1964 that national collective agreements should
respect the national statutory minimum wage. The minimum wage was given central
importance in the Dutch system of social security in the mid-1970s, when net minimum
benefits equal to the net minimum wage were set. The minimum wage had a direct and
significant impact on public finances. The minimum wage was supposed to automatically follow the general evolution of wages, but policy measures have made it lag behind
earnings since the early 1980s. It was nominally lowered or frozen on several occasions.
In 1992 a new law was passed that gave the government the authority to freeze or lower
the minimum wage in case of an extreme wage increase or an increase in the number of
social-security recipients that would necessitate an upsurge of social contributions or
taxes. Relative to its 1979 value, today’s adult minimum wage has lost more than 20 per
cent of its purchasing power – lagging almost as far behind negotiated wages and 36 per
cent below actual hourly earnings (De Beer et al. 2017).
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Figure 3.4

Low pay trends, Belgium and the Netherlands, 1991–2014

From the mid-1990s, the government pressed the social partners to bring the lowest pay
scales down to the minimum wage. It was Social Democrat Minister of Labour, Melkert,
who first threatened to refuse to declare collective agreements generally binding unless
the lowest pay scales actually moved towards the minimum wage. The coverage of collective agreements providing for scales below 105 per cent of the minimum wage increased
quite significantly. The effect was in part mitigated by the fact that few workers actually
work for the lowest theoretical pay scales.
The wages of workers at lower levels of (actual) pay have nevertheless grown less
than those of higher earners. Over the period considered, workers in the first decile of
the wage distribution did not see their real wages increase, but those earning the least
saw their wages decline, in line with the evolution of the minimum wage. Low-wage
employment (defined as jobs paying less than two-thirds of the median hourly wage)
grew significantly, from 11 per cent of all hours worked in 1979 to 16 per cent in the mid2000s. This was particularly applicable to part-time workers, whose low-wage incidence
increased from 17 to 27 per cent, while among full-time workers it remained virtually
stable at 10 per cent. Part-time employment grew considerably – part-time workers now
make up 70 per cent of all low-paid workers, as against 24 per cent in 1979 – increasing
the incidence of low pay (Van Klaaveren et al. 2009).
7.3

Do Different Industrial Relations Paths Help to Explain Different Trajectories?

Why did the Dutch unions go along with this path of continued wage restraint and
why did they accede to wage erosion at the lower end of the distribution? In the early
1980s both countries were facing a similar plight of welfare without work, with seeming
unstoppable increases in the numbers of people of working age – often in the prime of
their life – dependent on benefits.
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In the Dutch case, the Wassenaar agreement, in retrospect, generated a benevolent
positive feedback dynamic. The original objective of the Wassenaar agreement was
to restore Dutch competitiveness with the cooperation of the unions; wage restraint
in exchange for working-time reduction. But the Wassenaar agreement proved more
successful than that, no doubt helped by a general economic recovery. This initiated
a positive feedback dynamic of enhanced trust and policy learning, which over time
also allowed for more path-breaking social policy innovation and experimentation. The
Netherlands went down the path of labour market flexibility, social insurance reform and
activation in a much more radical way than Belgium.
Owing to the depth of the initial crisis and lack of trust and cooperation between
the social partners, positive feedback effects remained absent in Belgium. Perhaps the
Belgian context was an unlikely one for a Wassenaar-style pact to emerge. Unlike the
Netherlands, Belgium was characterised by deep-cutting internal divisions along linguistic and ideological lines, resulting in a far more fragmented and conflict-ridden political
system than the Netherlands. The unions, too, have remained unitary in name, but in
reality major divisions have always existed between the Flemish- and French-speaking
wings. Also, the real power lies with the sectoral organisations.
In Belgium the social partners never came close to a Wassenaar-type pact. It was left
to the government to take responsibility for restoring economic competitiveness, which
it was able to do by resorting to a major currency devaluation in 1981. Whereas wage
moderation required sustained discipline on the part of the social partners, the devaluation effectively offered a bailout to the social partners to continue in their pursuit of wage
gains.
This brings us to a second major difference, the role of the state. In the Netherlands,
where the state is unitary, authorities have at times been able to intervene more directly
than have their Belgian counterparts. The government has had the power to secure
moderate wage agreements, increase labour market flexibility, curtail moral hazard in the
social security system and redirect pension modernisation by way of a shadow hierarchy,
involving the state’s implicit or explicit threats to intervene in the event of the social
partners’ failure to act.
This brings us to a third major difference: the unions simply remain more powerful
in Belgium, as is evidenced by high and stable membership rates. While the Dutch
social partners have seen their involvement in social insurance administration severely
restricted, the trade unions in Belgium continue to co-administer unemployment benefits,
and receive substantial funding for doing so. This contributes to their continued strength
and at times formidable mobilising efforts.
7.4

Conclusion

The comparison between Belgium and the Netherlands is particularly informative in the
context of this book. The countries share many economic and institutional similarities,
including strong social dialogue and collective-bargaining institutions and practices. The
role of the (central) state has become considerably stronger in the case of the Netherlands,
while in Belgium the social partners maintain a high degree of power and representative
legitimacy, despite increased state intervention in certain areas, or attempts to that
effect. This case study has focused on general welfare reforms and on wage (structure)
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developments. While the Netherlands has seen many structural reforms and sustained
wage moderation, this has not occurred in Belgium, demonstrating that economic and
institutional settings that are broadly similar still allow for widely divergent trajectories.

8.

CONCLUSIONS

The European Pillar of Social Rights, launched in 2017, seeks to promote upward social
convergence across the EU. As part of the same drive towards furthering Europe’s social
dimension, the European Commission has also started calling for more substantial
involvement of the social partners and a strengthening of their role.
In this context, Belgium represents a particularly interesting case in that it retains an
exceptionally extensive and resilient social concertation model. Belgium’s social partners
maintain a central role in many aspects of socio-economic policy-making and beyond. In
addition to the issues on which they negotiate and conclude collective agreements, they
also wield significant influence in shaping social and economic policy through their institutionalised advisory and governance roles. In this chapter I have tried to gauge how this
matters for the trajectory that Belgium has followed, in both economic and social terms.
Looking at economic outcomes first, we find there has been less of a divergence in
Belgium between conventional measures of economic affluence, such as GDP per capita,
and actual household living standards. That is, the benefits of economic growth, including those generated by long-standing single-market membership, appear to have been
more equitably spread than in many other rich economies.
This chapter has demonstrated that strong real-wage growth across the board has been
an important factor here, in addition to the rise of dual-earner households and extensive
redistributive efforts, through both benefits and progressive taxes.
Social corporatist institutions such as comprehensive wage bargaining, general extension of collective agreements and automatic indexation are almost certainly key
determinants of Belgium’s atypical trajectory in terms of wage growth and stable income
inequality. Automatic indexation of wages and benefits, a feature of the Belgian system
fiercely defended by the unions, has also helped to maintain benefits.
Belgium spends significantly more on unemployment benefits than other countries, in
part because unemployment benefits are not limited in time and the role of social assistance remains more residual. In addition, the unemployment insurance system has taken
on many other functions, including early retirement, career interruption and workingtime reduction compensation. This is probably owing, at least in part, to the trade unions
maintaining a strong role in the governance and administration of the system.
Belgium’s social corporatist model has no doubt contributed to its exceptional rising
living standards across the board. However, access to a good life remains unequal. The
major fault-line in Belgium is not between high- and low-waged workers, or between
precarious and non-precarious workers, but between those with a job and those without
a job.
Belgium has just about the highest share of working age people living in a household in
which nobody has a job. Such households often live in financial poverty. The employment
chances of low-skilled people and migrants are comparatively low. For a country with
a comparatively low level of income inequality and a comparatively high level of social
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spending, Belgium has a strikingly high share of the population living in relative income
poverty. Belgium’s overall poverty rate, measured by the EU’s relative at-risk-of-poverty
threshold, has remained at around 15 per cent and child poverty close to 20 per cent. That
is significantly higher than, for example, in the Netherlands, a country that has higher
overall income inequality and a similar level of social protection spending.
This chapter has looked at how industrial relations have affected convergence outcomes
in Belgium compared with its northern neighbour, the Netherlands. Both are small,
open economies with a strong tradition of social partnership. Employers and workers
are well organised and collective bargaining occurs predominantly at the sectoral level.
Yet Belgium and the Netherlands have followed distinctly different trajectories, despite
these similarities. The social partners in the Netherlands have embraced wage moderation, labour market flexibility, marketisation of certain aspects of the welfare state and
intensified activation. Employment growth has been very strong in the Netherlands,
albeit largely in the form of atypical employment, especially part-time work. Some argue
that the proliferation of flexible and precarious, as well as low-paid, employment has
gone too far. Belgium, by contrast, has pursued a continued wage growth path and the
social partners have remained much more reluctant when it comes to adopting various
forms of atypical employment. Employment growth has been much weaker in Belgium
but, strikingly, about the same relative amount of aggregated working time is performed
in Belgium and in the Netherlands, despite the latter now having a much higher share of
the working-age population in employment. Nevertheless, when it comes to household
living standards, or the perceived quality of work and life, trends are far less divergent,
demonstrating that there can be multiple routes to upward social convergence. That is
an important lesson in an EU where subsidiarity remains a core principle in relation to
social outcomes.
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4.

I s France converging or not? The role of
industrial relations
Pierre Courtioux and Christine Erhel

1.

INTRODUCTION

The European Union (EU) exhibits substantial heterogeneity across the member states in
terms of employment and social outcomes, as well as labour market and social protection
institutions. This heterogeneity has been analysed in the literature about social protection
regimes (Esping-Andersen 1990) and varieties of capitalism (Amable 2003). Institutional
and policy diversity in the fields of employment and social protection is recognised by
the EU in accordance with the subsidiary principle, although some common rules and
goals have been adopted progressively throughout the construction of social Europe. In
such a context social convergence in Europe remains a challenge, especially within the
framework of low growth and persistent unemployment in many countries.
Several issues arise in relation to social convergence. First, analysing convergence
requires a set of common indicators, which was recently renewed within the framework
of the European Pillar of Social Rights (EPSR) adopted in November 2017. However,
this set of indicators does not cover all the dimensions of social convergence and needs
to be supplemented. Second, policy reforms have been numerous in Europe over the
past ten years, and their consequences for social convergence are difficult to evaluate.
Third, the role of industrial relations in these dynamics should not be underestimated:
social dialogue and collective bargaining at different levels play an important role in the
determination of wages and working and employment conditions (working time and
types of contract), and may influence labour market inequalities (by gender, age and
education level).
In this chapter we address these issues for the French case. After putting the EPSR
in the context of EU social and employment policies, we construct a framework that
enables us to identify France’s particular features with regard to a large set of convergence indicators (based on an extension of the EPSR and consistent with the enlarged
perspective developed in this book). We then examine the contribution of policy reforms
and new trends in industrial relations to four specific policy areas, characterised by some
convergence but with persistent gaps (employment of older workers, gender equality
and labour market flexibilisation) or by continuing peculiarity (wage determination).
The case study provides a specific focus on lifelong learning policies, which includes a
comparative perspective on the heterogeneous national regimes in the EU, as well as an
analysis of recent policy and institutional trends in France.
Regarding industrial relations, it is important to stress that France is in the course of
implementing important reforms, which have been accelerated over the past two years
101
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with the so-called Loi Travail (Labour Law, 2016)1 and the recent Ordonnances Travail
(Work Orders, September 2017).2 The main directions for reform are the decentralisation
of collective bargaining (towards the firm level, although some important areas remain
under sectoral competency);3 a change in the institutions for workers’ representation
at the firm level and in the rules for adopting agreements at the firm level (including
some specific rules for small and very small businesses); and new rules for employment
protection (economic and individual dismissals), generally providing more flexibility for
firms. These reforms will have an impact on all the topics considered here, although these
cannot be evaluated at this stage.

2.

 OCIAL AND EMPLOYMENT CONVERGENCE GOALS IN
S
EUROPEAN POLICIES AND THE POSITION OF FRENCH
SOCIAL ACTORS

In the first decades of the European Community, social and employment convergence
were considered mainly as secondary outcomes of economic and commercial integration.
However, in the second half of the 1980s, as well as at the end of the 1990s, some policy
initiatives were aimed at achieving better coordination and promoting common social
goals at the European level. In the 1980s, this resulted from the development of European
social dialogue, an increase in the budget of the structural funds, as well as the adoption of the European Charter of Fundamental Rights (1988). In 1997 the Amsterdam
summit opened the way for the recognition of employment as a European policy goal,
which was followed by the creation of the European Employment Strategy (EES) in
1998 and the wider Lisbon Strategy in 2000. In both cases the ambition was to promote
social and employment convergence, which is supposed to be achieved through ‘soft law’
mechanisms. The open method of coordination (OMC), first applied to employment and
then to retirement and social inclusion (see Box 4.1 for a chronology), is based on the
determination of common goals (policy guidelines) and information exchanges between
member states and the European Commission (through National Action Plans), as well
as across countries (peer reviews, good practices and so on). Among the guidelines, some
were quantified (such as the employment rates for 15–64-year-olds, women and older
workers), while others expressed some general principles (such as activation and making
work pay).
Following a change in government in most member states and EU enlargement in 2004,
which increased the diversity of social protection systems and labour market regulations,
these convergence policies started to weaken in the mid-2000s, a trend reinforced by the
Great Recession. However, coordination ambitions have not disappeared, as shown by
the Europe 2020 guidelines that still include targets for employment rates, social inclusion
and education policies. In addition, some occasional initiatives were launched, such as
the Youth Guarantee in 2013, aimed at developing youth-targeted labour market policy
programmes in all member states and providing dedicated financing. The introduction of
the EPSR in 2017 is also clearly an attempt to renew European coordination for social
and employment issues. In terms of policy tools, it appears similar to the EES and OMC,
as it relies on common general principles, as well as on indicators that make it possible to
follow up on their implementation.
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BOX 4.1

●

●
●
●
●
●
●
●
●
●
●
●
●

 ROM THE LUXEMBOURG SUMMIT TO THE GOTHENBURG
F
SUMMIT: 20 YEARS OF COMMON GOALS FOR SOCIAL AND
EMPLOYMENT POLICIES IN EUROPE

November 1997: Luxembourg Summit and Amsterdam Treaty: employment as a goal for
European policies. Launch of the European Employment Strategy (EES) and open method
of coordination (OMC, Employment).
March 2000: Lisbon Council: launch of the Lisbon Strategy; employment rate target for 2010
70 per cent for 15–64-year-olds and 60 per cent for women. OMC social inclusion.
December 2000: Nice Council: job quality considered as a goal for EES.
March 2001: Stockholm Council: employment rate target for older workers in 2010 should
exceed 50 per cent for 55–64-year-olds. OMC pensions.
December 2001: Laeken summit, common indicators on poverty, social exclusion and job
quality.
2004: Report Jobs, Jobs, Jobs (Wim Kok, employment task force), priorities: reinforce
adaptation capacities for both workers and firms, activation, human capital investment.
2005: Lisbon Strategy relaunch and EES revision; Integrated Guidelines for 2005–08.
2006 and 2007: Flexicurity expert group. Commission communication on Flexicurity.
2010: Europe 2020, new guidelines and indicators.
2011: Ad hoc group on job quality indicators.
2013: Social Investment Package (social policies and inclusion strategies – young people,
unemployed).
2013: Youth Guarantee.
September 2015: Announcement of the European Pillar of Social Rights (Juncker);
consultation in 2016 and approval in 2017.

Historically, French governments have supported the initiatives launched in favour of
social Europe or better coordination of labour market policies. This was especially the
case when Jacques Delors was president of the European Commission (1985–95), but
also between 1997 and 2011 (when France had a left-wing government under Lionel
Jospin). More recently, the Youth Guarantee programme of 2013 was strongly supported
by the French government (under President François Hollande). As far as the EPSR
is concerned, the French government has sustained its implementation, even after the
change of government in 2017: the new elected French President Emmanuel Macron was
proactive at the Gothenburg summit and his speech stressed the need to achieve better
social convergence.4 He particularly underlined the role of directives (detached workers,
for which a new compromise was achieved in October 2017), but also of structural funds,
minimum wages, education and policies targeted at young people.
In terms of policy implementation, research on the impact of the EES and the OMC
has generally shown some (limited) effects on the French labour market and social
protection policies in the 2000s. These effects are obtained through the diffusion of
ideas (for instance, activation, making work pay and flexicurity) and new processes
(such as the National Action Plans) about labour market policies to policy-makers,
administrations and social actors, as well as through leverage effects, such as the
strategic use by some actors of some European goals in the national debate (Erhel and
Palier 2005). However, despite this influence, some important limits on the efficiency of
such policies have been highlighted: in particular, their implementation appears similar
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to an administrative process, involving a ‘European elite’ in the ministries, but with
limited diffusion to politicians at various levels, the social partners, the media and public
opinion (Barbier 2008).
In the case of the EPSR, it was well received by the trade unions, although in France
both the Confédération générale du travail (General Confederation of Labour, CGT)
and the Confédération française démocratique du travail (Democratic Confederation
of Labour, CFDT) underline the need to enforce workers’ rights beyond a declaration
of general principles. For instance, the general secretary of the CFDT declared in
Gothenburg: ‘Nothing worse than a promise that is not honoured. The pillar must be
now translated into real programmes for training, apprenticeship, youth employment,
employment contracts and investment in the public sector. This will not happen without
social dialogue, both at the European and member state level.’ This citation is quoted
in the presentation of the EPSR on the CFDT’s website.5 Both the CFDT and the
CGT adhere to the demands of the European Trade Union Confederation (especially
minimum wages, high level of social protection, transferability of social rights across
Europe, new rights for workers and social dialogue).6 However, as for most European
policies, the attention devoted to the social pillar in the press and media has remained
limited.

3.

 HE SITUATION IN FRANCE WITH REGARD TO A LARGE
T
SET OF SOCIAL CONVERGENCE INDICATORS

In this section, following the general perspective adopted for this book, the situation of
France is first analysed in terms of the European Social Pillar indicators. However, given
that this list of indicators does not cover important dimensions of social convergence
in Europe, some complementary indicators are introduced in the analysis. They aim at
a better measurement of access to the labour market for various social groups, wages,
working time, inequalities, education, training and lifelong learning, employment contracts and job quality, social protection and pensions. The detailed list is provided in the
Appendix (Table 4.A1) to this chapter. In the next sub-section, a first step is aimed at
positioning France with regard to other EU countries, using descriptive statistics and a
typology of countries. A second step focuses on the dynamics over the past ten years and
tries to identify the most important trends.
3.1

 xtending the Social Pillar: The Situation of France in a Typology of EU Countries
E
in 2015

A first way to compare France with other EU countries and to identify its particular
features is to compare an extended list of indicators to the European average. Appendix
Table 4A.1 shows that France is generally in a more favourable situation than the EU
average, especially with regard to wage levels, income inequalities, poverty rates and all
variables related to social protection (activation policies, childcare, unemployment insurance and pension replacement rates, and unmet medical needs). However, this is not the
case for labour market indicators, especially unemployment rates and youth unemployment indicators, but also temporary contracts and in-work accidents.
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In order to better deal with heterogeneity within Europe and capture French specificities in comparison with other countries, we have taken an approach based on principal
component analysis (PCA) and hierarchical agglomerative clustering (HAC) (Box 4.2).
When looking at the results of the PCA analysis based on social pillar scoreboard

BOX 4.2

METHODOLOGY FOR COMPARATIVE ANALYSIS

This section uses principal component analysis (PCA) coupled with hierarchical agglomerative
clustering (HAC) to define country clusters and analyse convergence. These methods of multivariate analysis combine an analysis of correlation between a set of variables (PCA) and a clustering of
countries that are close in terms of the combination of these correlated variables. They have been
widely used to compare national regimes of social protection or labour market regulation (see, for
instance, Esping-Andersen 1990; Amable 2003).
In this section, three sets of variables are used to define the clusters; these are reported in
Appendix Table 4A.2(a). Moreover, the optimal number of clusters that we retain here for each
clustering is determined by a minimisation of intragroup variance and a maximisation of intergroup
variance.
The first set of variables and the first clustering refers to the social pillar as defined by the
benchmarking strategy of the European Commission (the social pillar ‘scoreboard’). It is composed
of 12 variables stemming from the European Commission website and it is used to define country
clusters in 2015 (Table 4.1, column 1). The variables are as follows: early school leavers; gender
employment gap; income quintile share ratio; people at risk of poverty or social exclusion; young
people not in employment, education or training; employment rate; unemployment rate; participation in labour market activation policies; compensation of employees per hour worked; impact of
social transfers (excluding pensions) on poverty reduction; children below 3 years of age in formal
childcare; and self-reported unmet need for medical care.
However, the European Commission’s definition of social pillar indicators is very restrictive and
does not cover some dimensions, such as wages, labour market inequalities, education, training
and lifelong learning, types of contract and social protection, which have been defined as important dimensions to be covered in studying convergence. In this view, we propose to extend the
scope of the analysis with 12 additional variables. These variables produced by Eurostat and/or
the OECD are comparable across countries. They are added to the first set of variables in order to
test the robustness of the clusters and to provide a second clustering (Table 4.1, column 2). These
additional variables are as follows: employment rate females 20–64 years of age, employment
rate 55–64 years of age, youth unemployment rate 15–24 years of age, youth unemployment ratio
15–24 years of age, median earnings in euros (full-time, Standard de Pouvoir d’Achat – Purchasing
Power Standard, SPA), low-wage earners as a proportion of all employees (excluding apprentices),
participation rate in education and training (past four weeks) from 25 to 64 years of age, number of
self-employed, temporary employees as a percentage of the total number of employees, average
net replacement rates over 60 months of unemployment and net pension replacement rate for men
(average wage level).
To address the issue of dynamics and convergence, it is also important to test the stability of
clustering across time. In this view, using the same set of variables for 2005 and 2015, this section
tests whether there are some changes in the composition of the clusters (third and fourth clustering). Owing to data availability constraints, we have to focus on a restricted set of variables that are
available for both years (2005 and 2015): replacement rates for pensions and unemployment could
not be introduced into the analysis.
Given data availability, it is possible to include 19 countries in the analysis (Austria, Belgium,
Czech Republic, Germany, Denmark, Estonia, Finland, France, Hungary, Ireland, Luxembourg,
Latvia, Netherlands, Norway, Poland, Portugal, Sweden, Slovakia and Slovenia). The United
Kingdom and Spain cannot be included.
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Country clusters for 2015, 19 countries

Social pillar scoreboard variables
Cluster 1

Cluster 2

Cluster 3

Extended set of variables
AT

AT

DE

DE

DK

DK

SE

SE

NL

NL

NO

NO

LU

FI

EE

EE

LV

LV

PT

PT

BE

BE

FR

FR

IE

IE

FI

LU

CZ

CZ

HU

HU

PL

PL

SK

SK

SV

SV

Cluster 1

Cluster 2

Cluster 3

Cluster 3

Note: AT = Austria, BE = Belgium, CZ = Czech Republic, DE = Germany, DK = Denmark, EE =
Estonia, FI = Finland, FR = France, HU = Hungary, IE = Ireland, LU = Luxembourg, LV = Latvia, NL =
Netherlands, NO = Norway, PL = Poland, PT = Portugal, SE = Sweden, SK = Slovakia, SV = Slovenia.
Source: Eurostat, OECD; authors’ calculation.

indicators (first set of variables), the variables that explain most of the heterogeneity
across countries are the following: level of compensation per hours worked, impact of
social transfers on poverty reduction, self-reported unmet need for medical care and level
of inequality. This leads us to differentiate three groups of countries.
A first group is composed of seven Nordic and continental countries (Table 4.1)
that are generally characterised by a better than average situation for all the indicators
included in the analysis. The second cluster groups three countries (two Baltics and
Portugal) showing intermediate performances in employment rate, gender employment
gap, the share of young people not in employment, education or training (NEETs), but
high poverty, low hourly wages, very limited participation in activation measures, and
high unmet medical needs. A third group of nine continental and eastern countries (to
which France belongs) is generally close to the average, with a gap in terms of women’s
and older workers’ employment rates.
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France belongs to this last cluster, characterised by average performances in general.
However, this group remains relatively large and heterogeneous. Within this group,
France stands out because of its higher unemployment rate and higher share of NEETs.
For the other indicators it is generally in a better position than the average of its cluster,
and even closer to the Nordic cluster in some cases (poverty risk, compensation level,
indicators related to social expenditures, activation and childcare).
When we add to the clustering some variables that describe other dimensions of social
convergence in Europe (second set of variables, see Box 4.1 and Appendix Table 4A.1),
this intermediate cluster splits, with first a group including France and other continental
countries and second another group composed of eastern European countries (Table
4.1). These clusters differ mainly on compensation for hours worked, childcare and
participation in labour market activation, which are more developed in the first group
(cluster 3), whereas the unemployment rate, the share of early school leavers and NEETs
are also higher than in the other group. Figures 4.1a and 4.1b present the characteristics
of the four clusters according to this enlarged set of convergence indicators.
When we consider the new variables introduced in this second step of comparative
analysis, it is noticeable that France belongs to the cluster exhibiting the highest average
youth unemployment rate, youth unemployment ratio and NEETs. More positively, this
cluster also exhibits a higher replacement rate for unemployment, as well as the highest
replacement rate of retirement pensions. The share of low wage workers is very limited.
Notably, atypical employment (temporary contracts and part-time) stands at a relatively
high level and participation in education and training is intermediate.
80
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See Appendix Table 4A.2a, authors’ calculations.

Figure 4.1a 
Characteristics of the clusters in comparison with all-countries average
(clustering 2): European Social Pillar indicators
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See Appendix Table 4A.2a, authors’ calculations.

Figure 4.1b 
Characteristics of the clusters in comparison with all-countries average
(clustering 2): additional convergence indicators
To summarise, taking this extended view of the social pillar, France belongs to a group
of countries finding it difficult to manage labour market inclusion in a context of high
unemployment, especially for young people. However, in addition to high wages, this
group tends to have a high level of social protection stemming directly from unemployment insurance, pensions and active labour market policies. Despite developed labour
market flexibility (through temporary contracts, self-employment and so on), income
inequalities remain relatively limited. In comparison with the cluster including the Nordic
countries, some gaps also appear in terms of training participation or employment rates
(global as well as for older workers and women).
3.2

What Dynamics between 2005 and 2015?

Another issue concerning social convergence is the identification of whether some
countries or some groups of countries have become closer across time and the nature
of the dynamics of the different indicators. It is possible to tackle this issue on the basis
of a clustering done for a common set of variables available in 2005 and 2015 (see Box
4.1). The results are presented in Table 4.2. At the global level, heterogeneity between
countries has decreased (see the reduction in the number of clusters from 4 to 3), which
may reflect some convergence within the EU. France belongs to the second cluster, generally characterised by an intermediate situation with regard to most indicators in 2005 and
remains in this group in 2015. However, the composition of the clusters has changed. The
first cluster has been joined by Austria, Germany and Luxembourg, whereas the interme-

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 108

21/03/2019 15:59

Is France converging or not? 	109

Table 4.2

Country clusters across time, selected countries, 2005 and 2015

Beginning of the period (2005)
Cluster 1

Cluster 2

Cluster 3

Cluster 4

End of the period (2015)
DK

DK

FI

FI

NL

NL

NO

NO

SE

SE

AT

AT

DE

DE

LU

LU

BE

BE

FR

FR

IE

IE

SV

SV

CZ

CZ

HU

HU

PL

PL

SK

SK

PL

PT

SK

SK

SV

SV

Cluster 1

Cluster 2

Cluster 3

Note: AT = Austria, BE = Belgium, CZ = Czech Republic, DE = Germany, DK = Denmark, FI = Finland,
FR = France, HU = Hungary, IE = Ireland, LU = Luxembourg, NL = Netherlands, NO = Norway, PL =
Poland, PT = Portugal, SE = Sweden, SK = Slovakia, SV = Slovenia.
Source: Eurostat, authors’ calculation.

diate group now includes some eastern or southern European countries (Czech Republic,
Hungary, Poland, Slovakia and Portugal). Looking at the characteristics of the clusters,
the relative situation of France seems to have deteriorated in terms of employment rate
(global, as well as for women and older workers) and unemployment rate (especially for
youth). These trends also explain why France remained in the intermediate group in 2015,
rather than converging to the Nordic cluster as in the case of Germany where unemployment has been reduced over the period.
In this section we identified some areas in which France stand largely above the
European average, such as the level of wages or the level of social protection, as well
as some areas in which important gaps are observed, such as youth unemployment
and social inclusion, but also older workers’ and women’s employment, despite some
improvements over time for the latter two. We also showed that the trend towards higher
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flexibility that has been observed all over Europe also concerns the French labour market,
risking a fall in job quality. In the next section will discuss the contribution of both policy
reforms and trends in collective bargaining to these country features and dynamics. In the
French case it is important to keep in mind that collective bargaining is a multi-level process, involving social dialogue (often tripartite) at the national level, and trade union and
employers’ organisations negotiations at both sectoral level and firm level. In addition,
social dialogue and collective bargaining are strongly interrelated with policy reforms:
on the one hand, some laws are based on previous tripartite agreements; on the other
hand, new policy trends are often accompanied by some incentives or obligations for collective bargaining at the sector or firm level. We have selected four policy areas in which
industrial relations have played a role in recent trends: older workers’ employment and
later retirement, gender equality on the labour market (section 4), wage d
 etermination
and job quality (section 5).7

4.

 OWARDS HIGHER EMPLOYMENT RATES FOR OLDER
T
PEOPLE AND WOMEN: THE CONTRIBUTION OF POLICY
REFORMS AND COLLECTIVE BARGAINING

European Union guidelines in the Lisbon Strategy and the EU2020 Strategy enshrined
an increase in the employment rates of both older people and women, together with
related goals, such as later retirement and gender equality. In the French case, policies
and social dialogue have progressively integrated these goals, fostering some progress with
regard to EU goals.
4.1

 lder Workers’ Employment: From Social Consensus around Early Retirement to
O
Employment Maintenance

Until the beginning of the 2000s, there was a consensus in France in favour of early
retirement (Courtioux and Erhel 2005). This consensus dates back to the 1970s and the
beginning of the 1980s. Early retirement schemes were very popular among workers and
therefore supported by trade unions (it was considered a deserved or opportunistic extension of retirement), but also among employers (it was considered to be a management
tool for gently reducing the level of employment and/or for renewing the composition
of the workforce in a context of recession and ageing). From a state perspective, early
retirement schemes had the advantage of containing and even decreasing older workers’
unemployment rate and were also seen as a means of promoting youth employment. In
that context, early retirement schemes were also introduced in the unemployment insurance regime for unemployed workers aged 57 or over. Unemployed older workers were
not only covered by relatively generous unemployment benefits, but also exempted from
the obligation to search for a job (the measure was called Dispense de recherche d’emploi,
or DRE), and therefore no longer considered to be unemployed in the labour market
statistics. During the 1990s, the state withdrew from the early retirement consensus. Older
people’s inactivity before the age of 60 was seen as inappropriate in a context of pension
funding problems. However, the early retirement consensus was still well established
among the social partners: in 1995, after state ceased to fund such schemes, union and
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employer representatives agreed to launch an early retirement scheme financed by firms
and unemployment insurance, which remained active until the early 2000s.
The new position of successive governments in favour of later retirement and higher
older workers’ employment rates, which was consistent with EU employment guidelines,
has led to progressive changes in the 1990s and 2000s.
First, several pension reforms were implemented in 1993, 2003, 2008, 2010 and 2014.
This set of adaptive reforms has built an institutional context of progressive changes
concerning older workers’ employment in France. This reform context may change in the
coming years in so far as the new government has announced the launch of structural
reforms for spring 2019.
The main results of these progressive reforms are as follows: an increase in the number
of years of employment necessary to benefit from a full pension,8 as well as in the legal
age for retirement;9 and the introduction of new calculation rules to keep down spending
on pensions. These new rules also pursue the idea that older workers’ employment rate
should be raised by increasing the cost of retiring without a full career and by providing
some incentives to stay at work after reaching the number of years corresponding to a full
career.10 Consistently, general early retirement schemes have been abolished (including
the DRE in 2009).
However, throughout these reforms, the idea has emerged that some compensation
mechanisms should be introduced for those who had experienced hard working conditions or started to work early (Caser and Jolivet 2014). This idea was strongly supported
by the trade unions and was a topic of social dialogue between 2003 and 2017. Following
that logic, some specific early retirement programmes were introduced for workers
with bad health resulting from exposure to dangerous or painful working conditions.11
Moreover, a specific early retirement scheme (Retraite anticipée pour carrière longue,
RACL) was introduced for workers who started to work very early and were therefore
entitled to retire before the legal age.12
In the same vein, to generalise the compensation principle in the face of substantial
inequalities in life expectancy at retirement age, the trade unions promoted the creation
of an individual account for arduous work (C3P,13 introduced in 2014) that generalised
the compensation principle for hard working conditions during the working career. The
account included various forms of compensation for workers enduring hard working
conditions (working time reduction, training and early retirement) and it was financed
through a specific contribution paid by firms. Workers’ rights became transferable even
if the worker changes job for a new firm or a new sector. The law called for collective
bargaining at the sectoral level to define the precise conditions of arduous work, but it
was considered too ambitious and difficult to implement. In September 2017 the arduous
work account was simplified and firms’ financial contribution was cancelled.14
Several laws and measures have been introduced to favour collective bargaining on
older workers’ employment, especially at the firm level. Such collective bargaining was
supposed to include arduous work and its compensation, but also measures to promote
seniors’ employment at the firm level. The 2003 reform made it mandatory to negotiate on arduous work, but the definition of arduousness was not produced by law. To
complement pension reforms, social partners were supposed to negotiate at three levels:
at national level on the definition of arduousness, at the sectoral level on the promotion
of older workers’ employment, and at the firm level on older workers’ employment
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and their access to training every three years. Despite trade unions being in favour of
collective bargaining on these issues, the number of agreements remained very limited,
as employers generally criticised the complexity of the process. To promote the signing
of agreements at the firm level, the government introduced financial incentives in 2008
to reach agreement on quantitative objectives for older people’s employment and on
programmes favouring it (plan senior). The incentive was a penalty (corresponding to 1
per cent of the wage bill) until an agreement is signed. The result was a rapid increase in
the number of agreements signed, but it seems that the quality of the negotiation process
and the quality of the plans were very heterogeneous and very difficult to evaluate for
researchers, as well as for the French employment administration (Claisse et al. 2011;
Jolivet 2011).
An attempt to link older workers’ employment, youth employment and knowledge
transmission was also made, but was not successful. The Generation Contract, which
was launched in 2013, could open access to state subsidies for firms hiring youth and
maintaining older workers’ employment at the same time (Jolivet and Thébault 2014).
Thus, the 1980s consensus around early retirement has progressively evolved towards
a goal of higher older workers’ employment, including some compensation mechanisms
for disadvantaged older workers (long careers and hard working conditions), which
were strongly supported by trade unions. Both individual incentives through the pension
system and incentives to introduce employment plans at the firm level through collective
bargaining have helped to increase older workers’ employment. However, some challenges remain, especially to promote preventive intervention through training and easier
working conditions or promotion of better health at work.
4.2

Women’s Employment and Gender Equality

The French social model is supportive of women’s employment, with a developed and
subsidised childcare system. Childcare and family policies are financed by a tripartite
body involving trade unions and employers’ representatives in its board of directors
(Caisse Nationale des Allocations Familiales). The presidency of this board is allotted to
a member of the Confédération Française des Travailleurs Chrétiens (CFTC), which is
one of the representative trade unions, with a Christian tradition and adopting a reformist position. Therefore, even if the state takes the lead in the definition and evolution of
policies, social partners are directly involved in the management and funding of childcare
and family policies.
In general, France has evolved towards a dual-earner model with a relatively low
gender gap in employment between men and women. However, despite these positive
changes, gender equality is far from being achieved. More specifically, the employment
gap is linked to a life-course effect differentiated for men and women. The lone persons
employment rate is more or less equivalent for men and women, but there is a gender gap
in favour of men when they live in a couple. The family situations with the widest gap
between men and women are those with at least one very young child (under 3 years of
age) and families with three children or more. The main explanation of these persisting
differences is the gender differences in the time dedicated to childcare and education
(Lemière 2013) and their negative cumulative effects in a career perspective. However,
female employment rates in France have reached the Lisbon target and there has been
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important progress in the situation of mothers with two children, whose employment rate
has risen to that of women without children (Minni and Moschion 2010).
Another persisting inequality between men and women in employment concerns working time. Women are in part-time jobs more often than men are. This part-time work is
largely involuntary: it is not specifically linked to the observed gender division of time
allocated to childcare and education. In this view, the unemployment rate gender gap is
not a good indicator of gender inequality on the labour market (Lemière 2013); more
generally, women are more often at the margin of unemployment than men are; that is,
they are not in a situation corresponding to the International Labour Organization (ILO)
international definition of unemployment, but they are underemployed and looking
for another job with various degrees of intensity, depending on the state of the labour
market. This situation concerns mainly less educated women.
French family-orientated policies have helped to reduce the employment gap between
men and women, but this has not progressed at the same pace for all women and inequalities are still important, especially by educational level. The development of private childcare (nannies) in the 1990s and 2000s has mainly benefited higher-income families and
the best educated women, whereas the extension of parental leave to the second and then
first child15 has mainly affected lower educated women, with perhaps a potential negative
effect on their careers.
However, a recent reform (in 2014) of parental leave provides incentives to reduce
women’s period of inactivity16 and to share the leave between men and women. In addition to lower labour market participation for lower qualified mothers, or mothers of two
or three children, the French labour market exhibits persistent wage inequalities between
men and women, as well as differences in participation in management and boards of
directors, and in politics. As regards wages, the gender gap for hourly net wages was
16.3 per cent in 2015, and 10 per cent remains unexplained after taking into account
occupational and industry structure and the main individual characteristics. This gap
increases with occupational group (it is highest for managers and professionals) and with
wage level (Chamki and Toutlemonde 2015).
Several policies have been developed recently to reduce these gender inequalities,
which have been supported by the trade unions. First, the law has progressively imposed
parity in the lists presented by political parties and quotas have been introduced for all
governance bodies in the private and public sector (40 per cent for boards of directors,
nominations to higher positions in public administration and examination boards17).
Second, specific guidelines for collective bargaining have been implemented in order to
favour gender equality within firms, and especially wage equality.18 Firm-level collective
bargaining about wages, gender equality and quality of working life is compulsory every
four years (at least) in all firms where union delegates are present. In the absence of an
agreement, the employer has to develop an action plan for gender equality. For firms with
over 50 employees, the absence of an agreement or action plan may result in them being
prevented from applying for public contracts or in the imposition of a financial penalty.
The employer also has to provide to the works council or to workers’ representatives
detailed information about gender differences in the firm: the database has to include
information about recruitment, access to training, working conditions, wages and promotions. At the sectoral level, several laws have also reinforced the obligation to include
gender equality in collective bargaining and to develop information about differences

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 113

21/03/2019 15:59

114

Towards convergence in Europe

between men and women, resulting in an increase in the number of agreements dealing
with gender issues: in 2016, 135 sectoral agreements (13.4 per cent of the total) dealt with
gender equality, a proportion that has remained almost stable since 2011. Owing to the
extension procedure, the Ministry of Labour can control the legality of these agreements
and the coverage of these agreements is high. In terms of content, the latest report on
collective bargaining in 2016 mentions some improvement in these agreements, as some
of them include concrete measures to promote gender equality (concerning recruitment,
training, working hours and work family reconciliation), but also some limitations
related to the monitoring of progress and to the specific issue of wages for which specific
and tangible measures are often missing (DGT 2017). However, the current position of
the Ministry of Labour is to develop further collective bargaining on this issue and to
provide employers with examples of good practice for gender equality.19
As far as trade unions are concerned, some of them have been promoting gender
equality inside their organisations for many years: the CFDT established quotas in its
executive council (the proportion of women among the union leadership is supposed
to be at least as high as their share of the union membership, one-third at that time
and 47 per cent now) as soon as 1982, and the CGT imposed gender parity in 1999 (the
proportion of women members was 37 per cent in 2014). However, this is not the case
with other representative trade unions, and the target of 40 per cent of women in the
executive councils of any social institution (introduced in 2008) is far from being reached.
In addition, the number of women among trade union leaders has remained limited, with
two noticeable exceptions: Nicole Notat for CFDT (1992–2002) and Carole Couvert for
CFE-CGC (2013–16). There are several reasons for this; some are related to the gender
composition of trade unions (some include only a minority of women), others to a lack
of awareness of gender issues. Gender segregation in employment can also play a role:
women are overrepresented in the service sector where unionisation is low and employment precariousness very high, which may limit their involvement in unions and, more
generally, in workers’ representation and social dialogue. In such a context, quotas are
not enough to promote women’s participation in trade unions and social dialogue; they
need to be accompanied by real protection and training to help women participate more
actively (Guillaume et al. 2015).

5.

 AGE AND JOB QUALITY TRENDS: SOME FEATURES
W
INFLUENCED BY INDUSTRIAL RELATIONS

In the EU, France stands out for its relatively high wages – which have continued to
grow since the financial and economic crisis – and for its fairly strict regulation of
labour contracts. These characteristics are strongly linked with the traditional model of
labour market institutions and industrial relations. However, this model has undergone
significant reforms, favouring some convergence towards a more flexible labour market.
5.1

Wage Trends in France: Disconnected from Productivity?

Wage setting in France results from a three-level process, involving the state at the
national level and the social partners at the industry and firm levels.
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At the national level, the minimum wage is determined according to an automatic rule
based on inflation and the average wage of manual workers. Since 2010, the increase
in the minimum wage takes place annually on 1 January (except if inflation exceeds 2
per cent, in which case additional adjustments may take place during the year). The
government can decide additional increases (coups de pouce) on top of the automatic
rule to increase the minimum wage: the last coup de pouce dates back to 2012. Since
2008, an experts’ group advises the government and the National Commission for Social
Dialogue (Commission Nationale de la Négociation Collective, CNNC). In contrast to
other European countries, the experts’ group does not involve any representative of the
social partners, only academics and members of the economic administration. Since its
creation, it has never recommended any increase over the automatic rule, and has recently
criticised the indexation of the minimum wage on the manual workers’ average wage.20
Industry-level bargaining, involving trade unions and employers’ organisations, determines wage floors for different occupations and educational levels. Until 2017, the
industry level was also pre-eminent in determining other components of workers’ income,
such as the thirteenth-month premium, the seniority premium, the quality or productivity premium and dismissal allowances. Annual negotiation is compulsory, but does not
necessarily result in a new wage agreement (in which case the older wage agreement
applies). The validity of industry-level wage agreements is based on representativeness
of the social partners21 (they must represent at least 8 per cent of the votes in the staff
elections for trade unions and 8 per cent of the companies for employers’ organisations).
However, the importance of wage agreements in the wage-setting process is also related
to the fact that most agreements are extended by the Ministry of Labour to the whole
industry, resulting in a very high coverage rate by industry-level agreements. On average,
between 2003 and 2015, 400 wage agreements were extended annually. According to the
recent labour ordinances of September 2017, the determination of wage floors remains
the exclusive competence of industry-level collective bargaining, and the extension procedure is maintained. However, according to the ordinances, the industry level no longer
has pre-eminence over the firm level as far as individual wages and income are concerned.
Since 1982, there has been an obligation to bargain annually on wages once a firm has
union delegates. Firm-level agreements have to respect the minimum wage and industry
wage floors, but their importance has been increased by 2017 ordinances according to
which they can deviate from industry-level agreements for other elements of wages and
income (such as premiums, see above).
The recent trend of real wages in France (see Figure 4.2) shows continued growth
after the recession (between 2008 and 2011), a slight decrease in 2012 and more growth
between 2013 and 2015 (in a period of low inflation, under 1 per cent). From the point
of view of workers (and trade unions) these trends may be interpreted as a positive
outcome of wage determination mechanisms (and collective bargaining institutions), as
the result has been growing real compensation for employees over the period 2005–15
(Piasna 2017). However, during the crisis and in recent years (2014–15) wage growth has
exceeded productivity growth, despite high unemployment. Such trends, which are relatively atypical in comparison with other Organisation for Economic Co-operation and
Development (OECD) or European countries, have led economists to explore hypotheses
based on wage rigidity. At the institutional level, both the minimum-wage and industrylevel agreements may contribute to these dynamics. However, minimum wage increases
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Figure 4.2 
Annual growth of hourly productivity and real wages, France, 2003–2015
(constant euros)
have been limited since the crisis, remaining very close to inflation, which has decreased.
In addition, the annual growth rate of industry-level wage floors has decreased over the
period, reflecting some moderation in wage negotiations: it increased annually on average
by 2 per cent between 2007 and 2009, 1.5 per cent between 2010 and 2013 and 1 per cent
during 2014–16 (Gautier 2017). At the micro (firm) level, motivational factors may play
an important role. In a context of low inflation, wage moderation implies limiting rises
in nominal wages (or, even, decreasing their flexible part), which may discourage workers
and reduce their efforts. According to employers’ surveys, a majority (at workplaces with
ten employees or more) consider that wage trends are part of a strategy to maintain a
good social climate (Askénazy et al. 2013).
Given the importance of the industry level in wage determination, the influence of
industry wage agreements on actual wages paid to employees has been questioned by
some empirical analyses. Gautier recently (2017) showed that the impact of industry-level
wage floors, even if generally significant, appears relatively small: over the period 2007 to
2016 he estimates the elasticity of wages to industry wage floors at 0.15. That elasticity
varies across industries and occupations; it is lower for managers and professionals than
for other occupational groups, and it ranges from over 0.45 (for example, for manufacturing and construction) to less than 0.04 or non-significant (mostly in services). Other
factors also play a significant role in individual wage dynamics, especially minimum wage
variations and unemployment. In the case of unemployment, the elasticity is negative,
but very small, indicating a low sensitivity of wage setting to labour market conditions.
Despite some apparent moderation in industry agreements in recent years, and their
limited impact on observed wages, according to some empirical analyses, the current
policy debate is still focused on the disconnection between wage and productivity trends
after the crisis. Several economists have recommended opt-out clauses in industry collective agreements (for instance, for firms facing temporary drops in demand for their
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products or new entrants, see Askénazy et al. 2013), or ending the almost automatic
extension of industry wage agreements.22
Following September 2017 ordinances, an experts’ commission was created in 2018
to examine the economic consequences of the extension of sectoral agreements. In
December 2017, the minimum wage experts’ group also made some recommendations
in order to moderate annual minimum wage increases by changing indexation rules (to
be based on inflation rather than manual workers’ wages). Such changes in the wage
determination process would risk increasing the level of wage inequalities, which have
been contained in France over the past 20 years. Although trade unions opposed such
reforms, the issue of wage determination will probably be on the policy agenda in the
coming years.
5.2

Labour Market Flexibilisation and Job Quality Concerns

France is usually characterised as a country with relatively high labour market regulation.
According to the OECD’s employment protection legislation (EPL) index, it belongs to
a group of continental and southern European countries in which EPL for permanent
and temporary contracts is over the OECD average. In addition, the French EPL index
has not changed much over time. However, that stability does not reflect the trends
observed on the French labour market, which has undergone many reforms and changes
in employers’ practices, resulting in higher actual flexibility (Askénazy and Erhel 2016).
The first notable trend concerns atypical employment, mainly temporary employment
but also self-employment and part-time jobs (Figure 4.3). As far as temporary employment is concerned, its increase dates back to the 1980s and 1990s, following several legal
reforms concerning the use of fixed-term contracts and temporary agency work. As a
result, the share of temporary employment in France was over the European average
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Figure 4.3

Atypical employment as a share of employment, France, 2000–2016 (%)
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in 2000 (15.4 per cent in France against 12.2 per cent in the EU 27). After a period of
stability from 2000 to 2007, that share has risen again after the crisis and the gap with
the EU average is significant (16.1 per cent of temporary employment in 2016 in France
against 14.2 per cent in the EU). That gap is more important for young people: among
employees aged 15 to 24, the share of temporary employment amounts to 58.6 per cent
against 43.7 per cent in the EU.
Self-employment has also increased since 2007, from 10.1 per cent to 11 per cent
of employment in 2016, but stands under the EU average (14 per cent in 2016). That
increase largely follows the development of a specific social contributions regime in
2009 (auto-entrepreneurs), which has been very successful: in June 2016, 1.1 million ‘selfmanaged’ individual enterprises were registered, among which 644 000 declared a positive
turnover.23 Also, despite the introduction of new rules for part-time working in 2013 (24
hours minimum in the absence of a collective agreement at the sectoral level), the share
of part-time employment increased from 17.2 to 18.3 per cent, less than the European
average, which gained 2 percentage points over the period.
In addition to this increase in the share of atypical jobs in total employment, in line
with a trend observed throughout Europe, the nature of these non-standard jobs has also
changed over time. This change is particularly spectacular for temporary employment,
whose uses has increased strongly since the mid-2000s, with an increasing number of
contracts signed for less than one month, especially in some sectors. In the same vein of
change in the nature of non-standard jobs, the new self-employed (auto-entrepreneurs)
usually declare lower turnover than standard self-employed, which has resulted in a drop
in average income among the self-employed (Askénazy and Erhel 2016).
The social partners have been intervening on these issues, with trade unions acting in
favour of stronger regulation of atypical contracts, but generally facing employers’ opposition. In practice the threshold of 24 hours a week for part-time jobs was introduced in a
national agreement that was transposed into law in 2013. However, there are many limits
to its implementation as the employer can depart from that minimum if the employee
agrees, and branch-level collective bargaining can also modify the 24-hour threshold and
introduce a lower minimum duration. In March 2015, 44 per cent of part-time employees
were covered by an industry-level agreement on part-time work, generally setting a
minimum part-time duration below the 24-hour threshold. As far as temporary contracts
are concerned, the national agreement of 2013 introduced an additional contribution
for very short-term contracts, which has been unsuccessful in decreasing their number
and was replaced in 2017 with another (temporary) additional contribution. The latest
(March 2018) agreement on unemployment insurance introduces compulsory negotiations on this issue at the sectoral level, setting quantitative targets, but excludes setting up
a bonus–malus system based on employers’ conduct.
As regards labour contracts, social dialogue has thus encountered limited success in
protecting workers from atypical contracts, despite trade union efforts. However, there is
relatively generous unemployment insurance coverage and replacement rate for workers
on very short-term contracts. In that context, recent reforms (ordinances of September
2017) are also likely to have important consequences for the use of part-time and temporary contracts, depending on the power of workers and unions at the sectoral level;
the rules for part-time and temporary contracts will now be set at the sectoral level (by
sectoral collective agreements), which may increase heterogeneity across sectors.
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The second important trend towards a more flexible labour market results from successive labour law reforms introducing new rules for standard contracts. Most of these
reforms involved the social partners and were prepared by social dialogue, and some of
the reforms were directly based on national collective agreements (in 2008 and 2013).
Some of these new rules concern dismissals (especially economic dismissals), as well as a
new procedure allowing the ending of a labour contract by mutual agreement (introduced
in 2008). That new scheme has been very successful: in 2017, on average 37 429 contracts
were terminated each month using the procedure. The September 2017 ordinances have
extended this procedure from the individual to the collective level, enabling employers to
conclude firm-level collective agreements, thereby authorising them to end several labour
contracts at the same time, without having to draw up dismissal plans (rupture conventionnelle collective). Such agreements have to be signed by trade unions representing a
majority of workers at the firm level and are controlled by the labour administration. The
scheme, which some firms have already announced they will use in the coming months,
may be controversial in the future.
Contrary to the apparent stability of French labour market rules in OECD job protection indexes, the labour market is characterised by a far higher degree of flexibility than
is usually believed, not only for atypical employment (short-term contracts, temporary
agency workers and self-employment), but also for indefinite contracts. Reforms in 2016
and 2017 increased this flexibilisation trend (which can be observed across Europe).
From the workers’ point of view, the upshot is stagnating or decreasing job quality,
although this, too, appears to be a European goal, according to the Laeken indicators
and Europe 2020 guidelines. In France, job quality is in some instances an official trade
union goal, for example, for the CFDT (‘emploi de qualité pour tous’, ‘decent jobs for
all’, in 2012’; ‘qualité de vie au travail’, ‘quality of life at work’, in 2014), or the CGT
(‘12 exigences CGT pour investir et créer des emplois de qualité dans toute l’Europe’, [‘12
CGT demands for investing in and creating decent jobs throughout Europe’, in 2014),
in accordance with the goals formulated by the European Trade Union Confederation
(ETUC) at the European level. The above indicators reflect distinct dimensions of job
quality (such as wages, types of contracts, job security, working conditions, access to
training, and work–family reconciliation), but some recent analyses have developed
synthetic job quality indexes that allow cross-country analysis and identification of
dynamics over time. Such analyses provide converging results for the French case (Erhel
et al. 2013; Erhel and Guergoat-Larivière 2016; Muñoz-de-Bustillo et al. 2016; Piasna
2017). First, job quality in France stands at a relatively low level in comparison with
other European countries: it is higher than in eastern and southern Europe and close to
that of the United Kingdom, but lower than in Nordic and most continental countries.
The dimensions that tend to be below the European average are employment quality
(directly related to the issue of non-standard employment), health and safety at work,
and intrinsic quality of work24 (Muñoz-de-Bustillo et al. 2016). Cazes et al. (2015) also
find that the quality of the working environment (for example, the incidence of job
strain) is intermediate in France, even though earnings quality and job security (provided
by unemployment insurance and social assistance schemes) are high. Second, job quality
seems to have decreased during and just after the crisis, especially as regards working
hours, job security and training access (Erhel et al. 2013). According to the latest results
of the European Trade Union Institute (ETUI) Job Quality Index for 2015, that trend
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seems to have reversed and France showed slightly higher non-pecuniary job quality in
2015 than in 2010, which seems to have been driven by improving working conditions and
by greater training participation (even if employment contracts and job security remain
at the level of 2010, that is, lower than in 2005; see Piasna 2017).
In that context, what drivers might achieve better job quality? In terms of labour
market policy, the current debate focuses on two issues: first, unemployment insurance
will be extended to the self-employed in order to enlarge the coverage for non-standard
employment; second, individual training rights should be increased by the next reform of
vocational training (planned for spring 2018, see case study in section 6). However, collective bargaining will also be an important driver for job quality: at the sectoral level where
collective agreements will regulate part-time and temporary employment, and at the firm
level where the obligation to have some collective bargaining on quality of working life
(every four years) has been maintained by the latest reforms.

6.

 ASE STUDY: LIFELONG LEARNING – THE FRENCH
C
MODEL IN A COMPARATIVE AND DYNAMIC
PERSPECTIVE

In a context of digitalisation there is evidence that higher skills will be required on
the labour market, across the board. Furthermore, recent research has shown that the
relationship between employment by skills and the business cycle has also changed over
time. In contrast to low- and medium-skilled employment, high-skilled employment has
been a-cyclical over the past ten years, so that the development of skilled employment
continued even during periods of recession (Askenazy et al. 2015). All these factors show
the importance of training as a source of leverage for higher and better employment in
the future, and call for further investment in training, both initial and lifelong, which
will be of increasing importance in the labour market. It is also an important factor in
sustaining social and economic convergence in the EU in a context of heterogeneity of
training systems and performance. Indeed, some important challenges remain in this
field, in France and many other European countries. Social partners, often involved in
the institutional system of vocational training, have an important role to play in these
matters.
The goals of this case study are twofold: first, it provides comparative insights about
vocational training across the EU, focusing on France; second, it summarises the main
recent reform trends in France and the positions of the social partners.
6.1

Convergence and Heterogeneity of Lifelong Training across Europe

The heterogeneity of training systems can be viewed by means of various indicators:
institutional indicators, outcome-based indicators such as participation, intensity of
training, hours, expenditure per trainee and others.
Lifelong learning institutions differ in a number of ways:
●●

Level of implementation (national, regional or local): in France the regions are the
major actor in lifelong learning.
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●●
●●

●●

●●

The role of the social partners: this is important in France with regard to the
management of training funds.
The role of firms: this is fairly important in the traditional French model, in which
firms have to devote part of their wage bill to training, or pay a specific levy to
finance training funds; however, recent trends tend to emphasise the individual
responsibility of workers.
The role of the market and/or of intermediaries that orientate workers or the
unemployed towards training programmes: in France the national employment
agency (Pôle Emploi) plays an important role for the unemployed.
Certification procedures and quality checks exist in almost all countries, but appear
more demanding in some cases: for instance, in Denmark training programmes are
required to provide evidence of the average number of hours provided, drop-out
rates and employment outcomes.

As regards outcomes, the Continuing Vocational Training Survey (CVTS) provides
participation rates for training financed by firms. It shows high levels of participation
in the Nordic countries (except Denmark, which is just below the average), as well as
in France, Belgium, Spain, Slovenia and Slovakia, but lower levels in other eastern
European countries, as well as in the United Kingdom (Figures 4.4 and 4.5).
The Labour Force Survey (LFS) provides a different view, as it includes all forms
of training participation (not only those taking place in the firm). The figures are not
directly comparable in terms of levels, as the reference period is shorter (the last four
weeks). According to this more general approach to lifelong learning (see Figure 4.6),
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Figure 4.4 
Percentage of employees (all enterprises) participating in continuing
vocational training courses in 2010, France and selected EU countries
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Figure 4.5 
Participation rate for 24–65-year-olds in education and training (last four
weeks), France and selected EU countries, 2016
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Figure 4.6 
Participation rate for 24–65-year-olds in education and training (last four
weeks), by education level, France and selected EU countries, 2016
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the situation of Denmark changes radically, as it becomes the country with the highest
participation rate. The participation rate is also higher in the United Kingdom with this
wider perspective. Symmetrically, Belgium is among the countries with low participation
rates. The position of France does not change much: firm training is an important part
of adults’ training, but it is not the only way to participate in lifelong learning (see below).
As to trends, training participation has increased in Europe since 2000, whatever the
indicator considered, therefore showing some upward convergence. According to the
LFS, the training participation rate for individuals aged 24 to 65 increased from 7.1 per
cent in 2000 to 10.8 per cent in 2016. In the 17 countries for which developments can be
followed over time in the various waves of the CVTS, the participation rate increased
from 29 per cent in 1999 to 32 per cent in 2005 and 37 per cent in 2010. The share of firms
providing training went up from 58 per cent in 1999 to 61 per cent in 2005 and 64 per cent
in 2010 (Mignot 2013).
However, participation figures must be complemented by indicators of training intensity (Table 4.3), for which average hours spent in training and costs might be considered
as a proxy.
France has a high level of expenditure per employee, according to CVTS firm data.
Table 4.3

I ntensity of training, France and selected EU countries (average cost and
hours per participant)

AT
BE
DE
DK
EE
ES
EU
FI
FR
IT
LT
LV
NL
PL
PT
SE
SI
UK

Cost of CVT courses (PPS)*

Number of hours

1089
755
769
779
322
353
612
604
842
355
386
188
1111
347
519
801
559
529

30
34
23
na
26
20
25
23
28
23
34
15
35
22
42
24
37
25

Notes:
* PPS = Purchasing Power Standard.
AT = Austria, BE = Belgium, DE = Germany, DK = Denmark, EE = Estonia, ES = Spain, EU = European
Union, FI = Finland, FR = France, IT = Italy, LT = Lithuania, LV = Latvia, NL = Netherlands, PL =
Poland, PT = Portugal, SE = Sweden, SI = Slovenia, UK = United Kingdom.
Source: CVTS.
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Figure 4.7 
Expenditure on training for the unemployed, France and selected EU
countries, 2004, 2007 and 2013 (percentage GDP)
This puts it ahead of Denmark, probably because it incentivises firms to finance training.
In other continental countries (Austria, Belgium, Germany and the Netherlands), as well
as Sweden and Denmark, firms make important contributions to training, in financial
terms. Average hours provide a more heterogeneous picture: the average number of
hours in the EU is 25, but countries such as the Netherlands, Slovenia or Portugal are
characterised by longer hours in continuing vocational training (CVT) courses (over 35
hours), whereas Germany, Sweden, Spain, Italy and Latvia stand below the EU average.
France is slightly above the EU average.
One of the main challenges for vocational training arises from inequalities in participation across social groups. France has the highest gap in training participation between
the higher skilled and the lower skilled (Figure 4.7). The difference with Denmark, for
instance, is quite marked: in the latter, participation rates are higher for all groups, and
with more limited inequalities.
In addition to educational level, age also influences training participation: older workers
benefit less from further training. According to a study on French data on access to training across the life course, training probability increases up to age 40, then decreases, for all
skills groups. However, there are only limited opportunities for the less skilled to upgrade
their skills, as they have a lower access rate to training over the whole life course (Chéron et
al. 2015). More generally, recent research has highlighted the relationship between training
participation and such factors as household composition, age and life course events (for
example, being in a couple or having children). The probability of taking part in training is
higher for men in a couple with children and for single women, and a positive impact can
be seen with the start of forming a couple or divorce/separation for women. Childbirth
has a negative impact on participation in training, especially for women. All of these life
course factors are important when addressing changes in participation (Lignon 2017).
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Another issue with regard to lifelong learning is access to training for the unemployed.
Again, heterogeneity across countries in Europe is very high. Expenditure is highest in
Denmark (slightly above 0.5 per cent of GDP), whereas in the United Kingdom, spending is very limited. Between 2004 and 2013, training efforts targeted at the unemployed
varied in intensity, although they are perceived as a consensus political goal. Training
expenditures for the unemployed have been decreasing in several countries, including
Germany,25 Italy, Spain and Sweden, whereas it has increased in France, Ireland, Austria,
Finland and Denmark.
To summarise, this comparative perspective on lifelong learning shows that training for adults – especially the unemployed – is a consensus aim across countries, but
heterogeneity is significant across the EU and implementation gaps remain that need to
be addressed, especially inequalities. Implementation gaps are particularly important in
the French case.
6.2

What Role for Social Partners in a Context of Reforms? The French Case

Despite the diversity of training systems, there is a common trend across the EU and
the OECD towards the development of individual training rights that people may use
over their life course. Such training accounts are consistent with the general flexicurity
orientation that has prevailed in many European countries since the mid-2000s. Training
rights also have consequences in terms of financing and institutional implementation of
further training, questioning the role of actors in the system (government, regions, social
partners, firms, employees or unemployed). The French case appears a good example of
such transformation, which is an ongoing process as the government has announced a
new reform in spring 2018.
In France, since the 1971 Law,26 firms are compelled to spend a certain amount on
training, corresponding to a percentage of the wage bill. The principle of this training
levy is ‘train or pay’. It is possible for firms to spend a share or the whole amount directly
on their employees, or to give it to specific funds called OPCA (Organismes paritaire
agréé, Joint training funds). These funds are managed by the social partners at the
industrial sectoral level; they aim at mutualising funds dedicated to training and organise
or co-finance some training at the sectoral level. Part of the training levy is also allocated
to some regional funds (OPCACIF).27 These funds are dedicated to managing training
leave (CIF),28 which enables employees to obtain a higher diploma and/or to change their
job sector.
This system has been relatively efficient in leveraging funds dedicated to training.
However, it remains widely criticised, for several reasons. First, to the extent that firms
are the main drivers of training provision, access to training has remained unequal
and reproduced observed inequality in other dimensions of the labour market and
employment (education level and age). Moreover, the unemployed are at the margin of
the training funds system. The administrative costs of the system are also very high for
several reasons: OPCA are numerous; the quality of training is difficult to measure; and
the distinction between the work dedicated to the training implementation and the work
dedicated to the union is not clear enough, which was implicitly accepted as a way of
financing industrial relations. A new set of reforms that started in the 2000s has tried to
respond to the main drawbacks of the system.
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The set of new reforms includes a decrease in OPCA numbers; the funds have been
compelled to merge in order to reach a minimum budget, which has been raised several
times by the government. The new reforms include some redirection of the money collected to a fund managed by the social partners but dedicated to the unemployed: the
FPSPP (Fonds paritaire de sécurisation des parcours professionnels, Joint fund for securing labour market transitions) was created in 2014. The FPSPP is dedicated to financing
training programmes at local level and it facilitates negotiations between unions and
local authorities (mainly regional) on the definition of specific training programmes
competing for funding.
However, the main change concerns firms’ legal obligation: since 2014, all firms have had
to pay a training levy of 1 per cent of their wage bill (0.55 per cent for firms with fewer than
ten employees), whatever their internal training expenditure. These contributions (collected by the OPCAs) are mutualised and used to finance training leave, individual training
accounts, training plans and so on. Every firm is responsible for training its employees and
has to provide orientation interviews (in the absence of any action, firms of 50 employees
and over have to pay additional hours for the individual training accounts of their
employees). Also, for firms of more than 300 employees, bargaining about provisional
employment management and firms’ training practices is compulsory every three years.
Individual training rights (Droit individuel à la formation, DIF) were first introduced
in 2003 with the DIF programme. This transfers the training initiative from the firm
to the worker, but applies to only a small part of the funds collected and is subject to a
number of limiting clauses that restrict the training initiative of the employee and the
training rights accumulation process. In practice, implementation of the programme
has not led to an increase in access to training for less-qualified workers. Owing to this,
in negotiations at national level, unions have put forward another individual right to
foster access to training among less-qualified workers: career counselling (Conseil en
Evolution Professionnelle) has to be provided by public operators. This new right was
included in the national agreement of 2013.29 More generally, these individual rights have
been extended by the creation of an individual training account (Compte personnel de
formation, CPF) for all employees. One important change with this reform is transferability of training rights across firms and sectors in case of job change. The other main
innovation was the definition at the national level of training programmes that can be
used with these individual rights and given a national certification. This certification
process includes the social partners, but it is very long and has led to significant delays
in the complete implementation of the reform. However, the menu of certified training
available is still increasing.
Beyond the training system reforms two main trends should be noted: a generalisation
of individual rights and the development of new negotiation levels that include unions.
In 2016, the training account was included in a more general individual ‘activity’ account
that also includes an account devoted to compensation30 for arduous working conditions
and a civic account.31 The other important innovation is the inclusion of social partners
in negotiations at regional level. In 2014 the law launched two new institutions32 aimed
at developing negotiations at the regional level and including regional representatives of
the social partners. The idea is clearly to enhance the unions’ capacity to negotiate and
organise training by adding a negotiation level – the regional – that is not in their usual
mandate (Tuchszirer 2017).
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The 2018 reform confirms the trend towards the development of individual rights to
training, based on the CPF. Individuals will have direct access to training programmes
through an Internet portal. The management of training funds will change, as it will be
the responsibility of the social security system and no longer the OPCAs. However, the
social partners remain involved in the definition of training programmes at the sectoral
level and through specific institutions financing apprenticeship centres and training for
small firms. They will also participate in a tripartite national institution in charge of
training market regulation (prices and quality).
To conclude, comparative analysis reveals substantial heterogeneity in lifelong learning
policies across Europe, and the French case highlights relatively high levels of participation but important inequalities in access to training. Recent reforms have stressed the
individualisation of training rights, but may not be enough to obtain better access for
disadvantaged groups (especially the lower qualified).

7.

CONCLUSIONS

French labour market and social policies have undergone significant changes since the
early 2000s, generally consistent with the goals set at the European level by the Lisbon
Strategy and Europe 2020. In particular, the concern for disadvantaged groups has been
growing with the adoption of targets for higher employment among older workers and
later retirement, improved gender equality, lower school drop-out rates or better youth
integration policies, and the development of individual rights to training. At the same
time, general measures have been implemented to reform labour market regulations and
introduce more flexibility in labour contracts and in the collective bargaining process at
firm level.
Even if the state generally took the lead, the social partners have participated in all
these policy areas through social dialogue at the national level, and through decentralised
bargaining in sectors and firms. They still have a prominent role in French labour market
regulation, especially in the determination of wages (that have remained dynamic in
France even since the crisis) and the management of social rights for workers. Indeed,
they have directly contributed to maintaining high levels of protection through unemployment insurance and also to developing new rights (such as accounts and compensation for arduous work, which play an important role in a period of retirement reforms).
They are also directly involved in the definition and management of lifelong learning,
although some tensions might arise in relation to the implementation of the most recent
institutional and financing reforms.

NOTES
1.

2.

‘Loi no. 2016-1088 du 8 août 2016 relative au travail, à la modernisation du dialogue social et à la sécurisation des parcours professionnels’ (‘Regulation no. 2017-1386 of 22 September 2017on firm level social and
economic dialogue reorganization, favoring the implementation of trade union responsibilities’), accessed
21 December 2018 at https://www.legifrance.gouv.fr/affichTexte.do?cidTexte=JORFTEXT000032983213
&categorieLien=id.
‘Ordonnance no. 2017-1386 du 22 septembre 2017 relative à la nouvelle organisation du dialogue social
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3.
4.

5.
6.

7.

8.
9.
10.
11.

12.
13.
14.
15.
16.
17.

18.

19.
20.
21.
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et économique dans l’entreprise et favorisant l’exercice et la valorisation des responsabilités syndicales’
(‘Regulation no. 2017-1386 of 22 September 2017 on firm level social and economic dialogue reorganization, favouring the implementation of trade union responsibilities’), accessed 21 December 2018 at https://
www.legifrance.gouv.fr/eli/ordonnance/2017/9/22/MTRT1724789R/jo/texte.
Minimum wages, occupational classifications, private social protection, vocational training, gender equality and hard/dangerous working conditions (‘arduousness’).
‘Aujourd’hui, on a une trop grande divergence sur le plan social entre les Etats membres. Et donc ce qu’on
a su faire sur le plan monétaire, sur le plan économique qui est de progressivement, en ayant une stratégie
à 10 ans, faire converger des gens autour d’un corridor puis d’un point unique, en quelque sorte avant
un point de référence qui faisait converger nos économies, on doit faire pareil sur le plan social, on doit
définir quel est notre standard commun.’ (‘Today there is too much divergence on social matters between
member states. So what we have been achieving for monetary affairs, obtaining progressive convergence
over 10 years, we need to do the same for social issues; we have to define a common standard.’) Speech by
the French President at the ‘Social summit for equal growth and jobs’, Gothenburg, 17 November 2017,
accessed 21 December 2018 at https://ue.delegfrance.org/proclamation-du-socle-europeen-des.
See https://www.cfdt.fr/portail/actualites/international/europe/socle-europeen-des-droits-sociaux-une-pro
messe-a-tenir-srv2_573099 (accessed 21 December 2018).
‘Rien de pire qu’une promesse non tenue. Le socle doit se traduire maintenant en mesures concrètes sur la
formation, l’apprentissage, l’accès à l’emploi des jeunes, les contrats de travail et par des investissements
dans le secteur public. Cela ne se fera pas sans dialogue social, au niveau européen et dans chacun des
pays.’ (‘There is nothing worse than a promise that is not kept. The pillar must be translated into measures
for training, apprenticeship, youth employment, employment contracts and investments in the public
sector. This will not happen without social dialogue, at the European level and in each country.’) Accessed
21 December 2018 at http://www.cgt.fr/Socle-europeen-de-droits-sociaux-une-occasion-a-saisir.html).
Policies designed to fight youth unemployment and to reduce the number of NEETs, which are also
an important concern in France, are not examined here because they do not directly involve the social
partners. Among recent policies the Youth Guarantee programme is considered a relative success for
disadvantaged young people. It is implemented by the public employment service (special services targeted
at young people, called Missions Locales).
With this set of reforms, it increases from 37.5 years before 1993 to 43 years after the 2014 reform.
The 2010 reform set a progressive increase in the legal retirement age from 60 to 62 in 2018.
Malus and bonus were introduced in 2003 and strengthened in 2008.
Two schemes were launched: in 1999 the Cessation anticipée des travailleurs de l’amiante (Early death
of asbestos workers) (CAATA), which targeted especially workers exposed to asbestos, and in 2000 the
Cessation d’Activité des Travailleurs Salariés (Cessation of Activity of Employed Workers) (CATS). In
2010, a new early retirement measure was introduced for workers with a recognised work-related disability
(Retraite anticipée pour handicap et pénibilité).
The conditions of access to these schemes (career length, age of retirement) have changed over time.
Compte personnel de prévention à la pénibilité (Individual account for the prevention of arduousness).
The individual account became the Compte prévisionnel de prevention (C2P).
In 1994 and 2004, respectively.
Prestation partagée d’éducation de l’enfant (Shared education allowance, PréParE).
Loi du 27 janvier 2011 relative à la représentation équilibrée des femmes et des hommes au sein des
conseils d’administration et de surveillance et à l’égalité professionnelle. Loi du 12 mars 2012 relative à
l’accès à l’emploi titulaire et à l’amélioration des conditions d’emploi des agents contractuels dans la fonction publique, à la lutte contre les discriminations et portant diverses dispositions relatives à la fonction
publique (Law of 27 January 2011 on men’s and women’s representation in boards and on gender equality
at work. Law of 12 March 2012 on access to permanent employment in the public sector, with a focus on
fight again discriminations).
Décret no. 2012-1408 du 18 décembre 2012, relatif à la mise en œuvre des obligations des entreprises pour
l’égalité professionnelle entre les femmes et les hommes. Loi du 4 août 2014 pour l’égalité réelle entre les
femmes et les hommes. (Decree no. 2012-1408 of 18 December 2012, on firms’ obligations in respect of
gender equality at work. Law of 4 August 2014 for effective equality between men and women.) September
2017 ordinances have also clarified the collective bargaining process concerning gender equality.
http://travail-emploi.gouv.fr/dialogue-social/egalite-professionnelle-et-salariale-femmes-hommes/article/lanegociation-collective-en-entreprise-en-faveur-de-l-egalite-professionnelle (accessed 21 December 2018).
Especially in 2017; see http://travail-emploi.gouv.fr/ministere/documentation-et-publications-officielles/
rapports/article/smic-rapport-du-groupe-d-experts-2017 (accessed 21 December 2018).
Since the July 2016 El Khomri Act, to be valid, a sector-level agreement must be signed by union representatives representing one or more organisations, accounting for at least 30 per cent of the votes, and by
at least one employers’ federation recognised as representative.
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22.
23.
24.
25.
26.
27.
28.
29.
30.
31.
32.

See Cahuc and Zylberberg (2017).
Source: ACOSS, https://www.federation-auto-entrepreneur.fr/actualites/11-million-d-autoentrepreneursfin-juin-2016 (accessed 21 December 2018).
Skills, autonomy and social support.
In the German case this might partly be the result of the decrease in the level of unemployment after 2008.
Loi no. 71-575 du 16 juillet 1971 portant organisation de la formation professionnelle continue dans le
cadre de l’éducation permanente (Law no. 71-575 of 16 July 1971 on continuous training organization).
Organisme paritaire au titre du congé individuel de formation (Joint fund for individual training leave).
Congé individuel de formation (Individual training leave).
Accord National Interprofessionnel 2013, was passed into law in 2014 and implemented in 2015.
Compte prévisionnel de prevention (C2P).
Compte engagement citoyen (citizenship individual account, CEC).
The Comité paritaire interprofessionnel régional pour l’emploi et la formation (Joint regional and intersectoral committee for employment and training, COPAREF) and the (CREFOP) (Comité régional de
l’emploi, de la formation et de l’orientation profesionnelle, Regional committee for employment, training
and vocational orientation).
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APPENDIX 4A.1
Table 4A.1

Social pillar indicators: an extended approach
EU average

France

Variation
2005–15

Social Pillar (SP)
Early leavers

11

9.2

–

Gender employment gap

11.5

7.2

–

5.2

4.3

+

People at risk of poverty or social exclusion

23.7

17.7

–

Young people not in employment, education or training
(NEET)

12

12

+

Employment rate

70.1

69.5

+

9.4

10.4

+

41.2

–

101.56

107.9

+

Compensation of employees per hour worked

22.9

32.2

+

Impact of social transfers (excluding pensions) on
poverty reduction

33.72

43.1

–

Children below 3 years of age in formal childcare

33.9

41.8

+

3.2

1.2

–

Income quintile share ratio

Unemployment rate
Participation in labour market activation policies
Real adjusted gross disposable income of households,
per capita in PPS* (index = 2008)

Self-reported unmet need for medical care
Digital skills

55

55

na

Employment and activity by sex and age, annual data,
employment females 20–64

64.4

66

+

Employment and activity by sex and age, annual data,
employment total 55–64

53.4

48.7

+

Unemployment rates by sex, age and educational
attainment level (%), youth unemployment total

20.2

24.7

+

8.4

9.1

+

15.7

na

Access to the labour market

Youth unemployment ratio by sex and age, total 15–24
Wages
Gender wage gap (unadjusted)
Median wage PPP
Monthly minimum wage
Minimum relative to average/median wages of full-time
workers

27 837

28 589

+

1392.85

+

0.61

+
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Table 4A.1
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(continued)
EU average

France

Variation
2005–15

Working time
<20 hours

14.9

9.4

na

>45 hours

11.4

9.2

na

Low-wage earners as a proportion of all employees
(excluding apprentices) by sex, total
Education, training and lifelong learning

17.15

8.81

+

Participation rate in education and training (last 4
weeks) by sex and age, male and female, 25 t64 years of
age

10.8

18.6

+

Hours in CVT courses per participant and NACE Rev,
2,** 2010

25

28

na

Self-employed as percentage of total employment

14

11

+

Temporary contracts as percentage of total employment

14.1

16

+

Part-time as percentage of total employment

19.7

18.4

+

3

5.2

na

70.6

74.5

na

30

45

na

Inequalities

Type of contract and job quality

In-work accidents
Social protection
Average net replacement rates over 60 months of
unemployment, 2015 (overall average). Family does not
qualify for cash housing assistance or social assistance
top-ups 2
Pensions
Net pension replacement rate, male, 1.00 of average
wage

Notes:
* PPS = Purchasing Power Standard.
** NACE Rev, 2 = Nomenclature statistique des Activités économiques dans la Communauté Européenne
(Statistical classification of economic activities in the European Community), second revision.
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Table 4A.2a

Variables used for the PCA and clustering analysis

Variables

Clustering
1

Clustering
2

Clustering
3

Years
available
for the
clustering

earleav
gempgap
incomeqs

Yes
Yes
Yes

Yes
Yes
Yes

Yes
Yes
Yes

2005, 2015
2005, 2015
2005, 2015

poverty

Yes

Yes

Yes

2005, 2015

neet

Yes

Yes

Yes

2005, 2015

emprate
urate
almp

Yes
Yes
Yes

Yes
Yes
Yes

Yes
Yes
Yes

2005, 2015
2005, 2015
2005, 2015

hourwage

Yes

Yes

Yes

2005, 2015

soctrans

Yes

Yes

Yes

2005, 2015

childcare

Yes

Yes

Yes

2005, 2015

nmedcare

Yes

Yes

Yes

2005, 2015

No

Yes

Yes

2005, 2015

No

Yes

Yes

2005, 2015

No

Yes

Yes

2005, 2015

No

Yes

Yes

2005, 2015

medwage

No

Yes

Yes

2006, 2014

lowwage

No

Yes

Yes

2006, 2014

Sources

Social pillar
Early leavers
Gender employment gap
Income quintile share
ratio
People at risk of poverty
 or social exclusion,
2015
Young people neither
 in employment nor
in education and
training, 2015
Employment rate
Unemployment rate
Participation in
 activation labour
market policies
Wage of employees per
 hour worked
Impact of social
 transfers (excluding
pensions) on poverty
reduction
Children aged less
 than 3 years in formal
childcare
Self-reported unmet
 need for medical care

Access to the labour market
Employment rate
empfem
 females age 20–64
Employment rate age
empsenior
 55–64
Youth unemployment
urateY
 rate age 15–24
Youth unemployment
Yempratio
 ratio age 15–24
Wages
Median earnings in euro
 (full-time, SPA)*
Low-wage earners as
 a proportion of all
employees (excluding
apprentices)

Eurostat,
Social
Pillar
scoreboard

Eurostat

Eurostat
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Table 4A.2a
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(continued)

Variables

Clustering
1

Clustering
2

Clustering
3

Years
available
for the
clustering

Sources

Yes

Yes

2005, 2015

Eurostat

No
No

Yes
Yes

Yes
Yes

2005, 2015
2005, 2015

Eurostat

No

Yes

No

2015

OECD

No

Yes

No

2016

Education, training and lifelong learning
Participation rate in
parted
No
 education and
training (last 4 weeks)
age from 25 to 64
Types of contracts and job quality
Self-employment (1 000)
selfemp
Temporary employees as tempwork
 percentage of the total
number of employees
Social protection and pensions
Average of net
rrunemp
 replacement rates
over 60 months of
unemployment, 2015
(overall average)**
Net pension replacement rrpension
 rate, male, 1.00 of
average wage

Notes:
* Industry, construction and services (except public administration, defence, compulsory social security); SPA
= Standard de Pouvoir d’Achat (Purchasing Power Standard).
** Family does not qualify for cash housing assistance or social assistance ‘top ups’.
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Source:

Note:

Cluster 1
Cluster 2
Cluster 3
Cluster 1
Cluster 2
Cluster 3
Cluster 4

1
19
7
3
9
7
2
5
5

Number of
observations
9.2
8.7
8.6
11.9
7.8
8.5
11.1
9.8
7.0

earleav
2015
7.1
9.1
8.0
6.2
10.8
6.6
6.0
9.3
13.5

4.3
4.4
4.1
6.2
4.0
4.0
6.4
4.6
4.0

17.7
20.6
17.8
27.2
20.5
17.5
27.6
22.0
20.6

gempgap incomeqs poverty
2015
2015
2015
12.0
9.3
6.1
10.9
11.4
6.7
10.7
11.2
10.7

neet
2015
70.0
72.7
76.5
72.7
69.7
76.8
74.5
69.2
69.7

emprate
2015

Eurostat, authors’ calculations, 2015.

10.4
7.8
6.0
9.6
8.6
6.4
8.1
9.5
8.0

urate
2015

Social pillar scoreboard variables, France, all countries, 2015 (by clusters)

The cluster that includes France is in bold. All variables in percent except hourly wage in euros.

Clustering 2

France
All countries
Clustering 1

Countries and
country clusters

Table 4A.2b

41.2
27.7
33.6
12.6
28.0
31.7
4.7
37.8
20.9

almp
2015
32.2
23.7
35.6
9.2
19.4
33.7
8.4
30.4
9.3

43.1
40.6
46.3
22.0
42.3
47.7
19.9
42.4
37.0

41.8
34.1
48.5
30.5
24.1
45.8
22.2
44.3
12.4

1.2
2.8
0.7
8.0
2.6
1.2
10.6
2.1
2.6

hourwage soctrans childcare nmedcare
2015
2015
2015
2015
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Source:

Note:

66.5
68.1
72.5
69.7
64.3
73.4
71.6
64.6
62.9

48.8
54.5
60.6
57.9
48.6
63.7
62.0
47.3
45.7

24.7
17.5
12.5
20.5
20.4
13.2
14.7
23.4
18.7

9.1
7.1
6.7
7.6
7.3
7.5
6.1
8.0
6.1

28 589
27 221
36 850
13 995
24 141
35 915
13 318
30 987
16 846

8.8
15.0
12.5
20.1
15.2
11.5
24.1
11.6
19.5

18.6
13.7
20.0
9.3
10.2
21.1
9.1
11.9
6.8

parted
2015
10.8
11.9
9.6
11.8
13.7
10.2
10.4
12.5
14.3

16.0
12.7
12.3
9.7
14.1
13.0
3.6
13.2
15.5

18.4
17.7
28.2
8.8
12.5
27.6
8.4
18.6
6.7

45.4
32.8
38.4
24.2
31.2
41.6
18.3
45.1
13.8

Eurostat, OECD, authors’ calculations.

74.5
68.6
73.6
70.6
64.1
70.3
58.5
73.2
65.7

selfemp tempwork partime rrunemp rrpension
2015
2015
2015
2015
2016

The cluster that includes France is in bold. The variables presented are only active for cluster 2. All variables in percent except wages in euros.

1
19
7
3
9
7
2
5
5

Number of empfem empsenior urateY Yempratio medwage lowwage
observations 2015
2015
2015
2015
2014
2014

Additional variables for 2015, France, all countries (by clusters)

France
All countries
Clustering Cluster 1
1
Cluster 2
Cluster 3
Clustering Cluster 1
2
Cluster 2
Cluster 3
Cluster 4

Countries and
country clusters

Table 4A.2c
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Source:

Note:

1
19
5
7
4
3
8
9
2

1
19
5
7
4
3
8
9
2

8.9
8.3
6.3
7.1
12.4
8.9
6.6
9.6
9.0

urate
2005

12.5
11.8
9.6
11.3
7.6
22.6
10.5
12.4
14.7

10.4
7.8
6.9
7.7
7.7
9.6
6.4
9.0
8.1

urate
2015

9.2
8.7
8.5
8.3
7.5
11.9
8.6
8.3
11.1

43.7
27.0
33.5
35.8
14.4
12.5
37.2
23.4
2.7

almp
2005

11.7
12.3
8.0
14.8
15.4
9.1
10.8
14.6
7.4

41.2
27.7
34.1
31.4
24.2
12.6
32.8
28.2
4.7

almp
2015

7.1
9.1
5.9
9.3
14.7
6.2
7.3
11.3
6.0

4.3
4.4
3.8
4.2
4.1
6.2
4.0
4.3
6.4

Eurostat, authors’ calculations.

18.9
23.5
16.3
19.7
32.3
32.8
16.9
26.7
36.1

17.7
20.6
16.9
20.1
21.0
27.2
17.7
21.6
27.6

poverty
2015
11.2
10.2
7.2
9.9
14.0
10.8
7.7
12.3
10.6

neet
2005
12.0
9.3
6.6
9.7
11.0
10.9
6.6
11.5
10.7

neet
2015
69.4
70.5
76.4
69.8
63.9
71.1
73.9
67.5
70.6

70.0
72.7
77.1
71.2
69.8
72.7
76.1
69.3
74.5

emprate emprate
2005
2015

26.0
18.0
26.9
24.1
5.1
5.9
26.7
13.3
3.9

32.2
23.7
35.3
30.8
7.8
9.2
34.8
17.3
8.4

50.0
46.1
59.2
47.1
43.9
24.6
54.6
43.3
24.6

43.1
40.6
51.0
43.9
35.7
22.0
47.2
39.3
19.9

32.0
23.9
45.0
22.7
3.5
19.0
33.4
17.9
13.5

41.8
34.1
54.5
37.1
6.2
30.5
46.6
25.8
22.2

1.6
3.7
1.5
2.1
4.5
9.8
2.2
3.0
12.5

1.2
2.8
1.6
1.2
3.2
8.0
1.2
2.5
10.6

hourwage hourwage soctrans soctrans childcare childcare nmedcare nmedcare
2005
2015
2005
2015
2005
2015
2005
2015

4.0
4.4
3.7
4.0
4.6
6.5
3.8
4.6
6.3

earleav gempgap gempgap incomeqs incomeqs poverty
2015
2005
2015
2005
2015
2005

The cluster that includes France is in bold. All variables in percent except hourly wages in euros.

France
All countries
Clustering 3 Cluster 1
(2005)
Cluster 2
Cluster 3
Cluster 4
Clustering 3 Cluster 1
(2015)
Cluster 2
Cluster 3

France
All countries
Clustering 3 Cluster 1
(2005)
Cluster 2
Cluster 3
Cluster 4
Clustering 3 Cluster 1
(2015)
Cluster 2
Cluster 3

Number of earleav
observations 2005

Social pillar scoreboard variables used for clustering in 2005 and 2015

Countries and country
clusters

Table 4A.2d
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Source:

Note:

Cluster 1
Cluster 2
Cluster 3
Cluster 4
Cluster 1
Cluster 2
Cluster 3

Cluster 1
Cluster 2
Cluster 3
Cluster 4
Cluster 1
Cluster 2
Cluster 3

1
19
5
7
4
3
8
9
2

1
19
5
7
4
3
8
9
2

7.1
15.7
7.8
14.6
20.5
24.9
10.8
17.5
27.0

lowwage
2006

63.7
64.4
72.4
62.3
56.3
66.7
68.4
60.2
67.1

empfem
2005

8.8
15.0
8.7
14.5
19.8
20.1
11.6
16.0
24.1

lowwage
2014

66.5
68.1
74.0
66.5
62.4
69.7
72.4
63.6
71.6

empfem
2015

5.9
10.7
20.2
9.4
4.8
6.0
16.3
6.7
6.9

parted
2005

38.5
44.3
58.7
37.1
33.8
51.5
50.1
37.6
52.0

18.6
13.7
25.0
12.1
5.6
9.3
20.7
8.4
9.1

parted
2015

48.8
54.5
66.6
48.0
48.0
57.9
60.5
47.4
62.0

empsenior empsenior
2005
2015

9.7
11.7
9.4
11.1
15.2
12.3
9.6
14.3
8.4

selfemp
2005

20.3
17.4
14.2
15.2
26.4
15.5
13.9
20.9
15.1

urateY
2005

Eurostat, OECD, authors’ calculations.

The cluster that includes France is in bold. All variables in percent except median wage in euros.

Clustering 3
(2015)

France
All countries
Clustering 3
(2005)

Clustering 3
(2015)

France
All countries
Clustering 3
(2005)

Number of
observations

Additional variables used for clustering in 2005 and 2015

Countries and country
clusters

Table 4A.2e

10.8
11.9
10.2
11.6
14.8
11.8
10.0
13.9
10.4

selfemp
2015

24.7
17.5
15.0
17.0
19.3
20.5
13.7
21.5
14.7

urateY
2015
9.1
7.1
8.6
6.4
6.2
7.6
7.3
7.2
6.1

13.9
11.3
13.4
10.3
11.4
10.3
12.0
12.0
5.7

16.0
12.7
13.7
12.0
15.0
9.7
12.6
14.8
3.6

tempwork tempwork
2005
2015

7.7
7.3
8.1
6.3
9.0
6.0
7.3
7.7
5.7

17.1
15.8
26.4
17.9
5.1
7.5
24.3
10.2
7.2

partime
2005

23 876
22 156
29 572
28 246
10 856
10 649
30 520
17 653
8960

Yempratio Yempratio medwage
2005
2015
2006

18.4
17.7
27.8
21.1
5.9
8.8
26.5
12.0
8.4

partime
2015

28 589
27 221
35 598
33 739
15 263
13 995
36 197
22 332
13 318

medwage
2014

5.

 oes the German social model support the
D
convergence of living conditions in the EU?
Gerhard Bosch

1.

INTRODUCTION

The European Community was not conceived merely as an economic union, in which,
once barriers to trade had been reduced through the play of market forces and the mobility of the factors of production, living standards in the poorer countries would converge
with those of the wealthier countries. Economists categorise such catch-up processes as
‘beta-convergence’. The European Union (EU) also talks of a European social model,
by which is meant not only that social standards should converge towards a minimum
level, but also that they should be further developed in order to establish fair working
and living conditions and equality of opportunities. The aim is to reduce social inequality within member states and the EU as a whole, a process termed ‘sigma-convergence’.
Both convergence criteria belong together, because increasing social inequality hampers
growth (Ostry and Berg 2014), and thus also beta-convergence, if too little is invested
in the life opportunities and therefore also the human capital of disadvantaged groups,
thereby causing consumer demand to stagnate.
Germany is one of the wealthiest EU member states; it might be surmised, therefore,
that the question there would be less about catch-up processes than about maintaining
prosperity. However, following German reunification and the integration of the poorer
part of the country after the fall of the Iron Curtain, the organisation of such catch-up
processes has determined German economic policy to date. The various solidarity pacts
intended to provide aid for eastern Germany are the functional equivalent of the EU’s
cohesion fund. Also, social inequality within Germany has increased considerably in the
past two decades. This is linked not to reunification but to the deliberate policy goal of
weakening the once inclusive wage system and to a redistribution from the bottom to
the top, primarily through tax policy (Bach et al. 2016). Growing inequality in the EU
member state with the largest population has acted as a brake on sigma-convergence in
the EU as a whole. There is also the question of whether Germany, with its growing current account surpluses within the straitjacket of European austerity policy, is hindering
other countries’ catch-up processes (beta-convergence).
Consequently, the convergence debate cannot be conducted on a country by country
basis, because in a common economic area – and even more so in a monetary union – a
policy adopted by one country (particularly the largest country) can have both positive
and negative effects on the convergence processes in other countries. After the experiences of recent years, we surely have to bid farewell to the naive hope of the EU’s early
years that all member states would grow and prosper together.
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Convergence will not occur spontaneously; there must be a political will to achieve it
and it has to be actively managed. The EU’s cohesion funds are intended expressly to support the weaker countries and regions in initiating catch-up processes. European Union
social policy directives are intended to ensure that all member states adhere to common
minimum standards. However, unlike the transnational regulation of the internal market,
with binding rules for all member states, social policy is governed by the subsidiarity
principle, according to which individual member states themselves are responsible for
implementing common objectives. Consequently, the ‘European Pillar of Rights’ proclaimed and signed in Gothenburg in 2017 is not binding and has therefore been adopted
only in the weak form of ‘20 Principles’ (EC 2017b). The declaratory nature of the
principles reflects not only the EU’s limited competence but also the diversity of opinion
among the actors in the EU, not all of whom by any means wish to reduce inequality. On
the contrary, many of them see social standards only as obstacles to growth (Palley 2013).
The purpose of this chapter is to examine the role of industrial relations in Germany
in advancing both forms of convergence. It begins with a brief survey of the basic
characteristics of the German industrial relations system, which will serve as a basis
for formulating realistic expectations of its contribution (section 2). This is followed
by an analysis of German wage policy and its influence on Germany’s growing current
account surpluses, which are destabilising Europe. In particular, we address the question
of whether wage restraint facilitated by the continuous erosion of collective bargaining
would be the right lever with which to bring about increased growth and living standards
in a country and to achieve upward economic convergence (section 3). The next section
investigates the growing income inequality in Germany, the most important cause of
which is the deregulation of product and labour markets (section 4). This is followed by
an analysis of the evolution of employment in general and of the various forms of precarious employment in particular, focusing on the regulation of precarious employment
forms in Germany, whose expansion is also a factor in the growing inequality. In addition
to national regulations, EU directives also play an important role in this area (section
5). Two case studies follow. The unequal distribution of working time is one significant
factor in the increasing inequality. Since decisions on the duration of working time in
Germany are made primarily in collective agreements and at company or establishment
level, this is a key issue in industrial relations and the first case study (section 6). Section
7 comprises the second case study. I investigate the impact of Germany’s new minimum
wage on pay, employment and collective bargaining, and the strong influence of the
social partners on the minimum wage. Section 8 concludes.

2.

 AIN CHARACTERISTICS OF THE GERMAN INDUSTRIAL
M
RELATIONS SYSTEM

The German industrial relations system is characterised as autonomous: the social
partners negotiate wages and many other working and employment conditions without
state intervention, with the outcomes being incorporated into industry-wide collective
or company agreements. The social partners’ influence on the processes of distribution depends on their respective power resources (Korpi 2006) and their ability to
deploy those resources strategically and effectively (Lèvesque and Murray 2010). The
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power resources are a product of their organisational and institutionalised power. The
term ‘organisational power’ denotes the internal resources that can be called on in
distributional conflicts; they include size of membership, financial reserves and narrative
resources to convince broad sections of the populace of their demands. Institutionalised
power is produced by deploying power resources via important institutions in the social
dialogue and employment systems.
The state seldom intervenes in the negotiation processes but has strengthened the
institutionalised power of the weaker side, namely, the employees and their representatives. The distinction Sengenberger (1994) makes between protective and participatory
standards is useful in helping us to understand the various ways in which the state influences industrial relations. The state can establish pay norms by putting in place protective
standards such as minimum wages and the power to make collective agreements generally
binding. Alternatively, participatory standards give employees and their representatives
and organisations consultation or codetermination rights, and endow them with the
resources (time and money) to exercise those rights and protect them from disadvantage
and discrimination. In this way, the state can enable third parties to determine working
and employment conditions in its place.
The particularities of German industrial relations can be identified most readily by
means of a brief international comparison. Table 5.1 shows that in Germany the state
scarcely intervenes in wage negotiations by means of protective standards. The national
minimum wage was not introduced until 2015, when the social partners were no longer
in a position to constrain the expanding low-wage sector without assistance. However,
participatory standards are very high. Works councils have extensive information and
codetermination rights, and are well protected against dismissals. Furthermore, they
are guaranteed resources in the form of both time and money (release from duties, staff
and paid further training). In addition, there is parity codetermination (equal numbers
of employer and employee representatives) on the supervisory boards of larger limited
liability companies, with strong information rights. Works councillors are the backbone
of the German trade unions. In 2010, around 174 000 works councillors were elected by
Table 5.1 Protective and participatory standards in five national wage-bargaining
systems between the social partners, Germany and selected EU countries

Protective standards
Participatory standards
Trade union density (2013)
Coverage by collective
 agreement in % (2013)
Share of low- wage workers
(2014)

Germany

Sweden

UK

France

Belgium

X
XX
18%
58%

–
XXX
–
89%

X
–
26%
30%

XXX
X
7%
98% (2012)

XXX
XX
55%
96%

22.4%

2.6%

21.3%

8.8%

3.8%

Note: X = weak; XX = moderate; XXX = strong.
Source: Visser (2016); Bosch and Lehndorff (2017); Eurostat, accessed 28 February 2018 at http://appsso.
eurostat.ec.europa.eu/nui/show.do?dataset=earn_ses_pub1t&lang=de.
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the workforce in their companies in Germany, with a voter participation rate of almost 80
per cent. Around 8400 of these works councillors are released from all work duties, with a
further 1000 partially released. They are also trained for their duties as works councillors
at their companies’ cost, mainly in trade union training centres. This is several times more
than all the full-time employees of the German trade unions. More than two-thirds of
all works councillors and the vast majority of those released from their work duties are
members of a trade union affiliated to the German Trade Union Confederation (DGB)
(Greifenstein et al. 2011). This is several times more than all the full-time employees of
the German trade union.
As a result of these good participatory standards, and despite their limited organisational power, the trade unions are able to determine the working and employment conditions of around 60 per cent of all employees. Their declining organisational power – trade
union density fell from 36 per cent in 1991 to just 17.7 per cent in 2013 – and the broad
swathes of the economy (particularly in the service sector) in which the works councils’
and trade unions’ writ no longer runs, have weakened the social partners’ freedom to
determine employment and working conditions autonomously, which explains the high
share of low-wage workers. In those areas of the economy not covered by collective
agreements, only the minimum legal standards apply.
In Sweden, the participatory standards are even stronger than in Germany; in addition
to strong codetermination rights at establishment and company levels, the trade unions
administer the unemployment insurance funds. This so-named ‘Ghent system’ creates
strong incentives to become a union member and strengthens the unions’ organisational
power to such an extent that they are able to negotiate good wages for virtually all
employees, making it unnecessary for the state to put in place supplementary protective
standards, such as a statutory minimum wage or the extension of collective agreements.
The United Kingdom, by contrast, is an example of a loosely regulated market economy,
in which the state does not strengthen the trade unions’ organisational power by means
of participatory standards and sets only minimum standards by means of the minimum
wage. In Belgium and France, virtually all collective agreements are declared generally
binding; as a result, coverage by collective agreements is well above 90 per cent and the
share of low-wage workers well below the German level. However, there are striking
differences between the two countries. In Belgium, the state also strengthens the unions’
organisational power through the Ghent system and codetermination at establishment
level, so that they are able to negotiate wages significantly above the level of the minimum
wage. In France, however, trade union density is only 8 per cent and participatory rights
are very weak. As a result of the unions’ weak organisational power, the collectively
agreed pay scales tend to be raised mainly by the annual increases in the minimum wage.
Table 5.1 shows that European industrial relations systems differ substantially. They
may achieve similar results, such as low shares of low-wage earners, but with a different
institutional architecture.
What has been demonstrated here, by taking the example of wage negotiations, could
be extended to many other objects of negotiation, such as working time, job security,
initial and continuing training, and protection of precarious workers. At the heart of the
German industrial relations system, in which the unions are strong and firmly rooted
in the workplace through the codetermination system, they are able to set their own
standards at a level considerably higher than the statutory minimum and are able to take
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up new issues, such as lifelong learning and work–life balance. However, the expansion of
areas of economic activity not covered by collective agreements, in which employers alone
set the standards, has caused the German industrial relations system to become dualised.
Wage undercutting has become so prevalent that the state has had to break with the
tradition of free collective bargaining and introduce a statutory minimum wage. In other
areas also, such as protection for precarious employees, the state is increasingly putting
in place protective standards to combat the worst excesses of unregulated competition.

3.

 RE DOWNWARD TRENDS IN WAGES THE RIGHT WAY
A
TO CONVERGENCE?

3.1

German Exports Impressive – Wages Not So Much

Germany’s international trade has specialised in high-value manufactured goods. After
the Second World War, it developed into a country with chronic current account surpluses that had to be repeatedly reduced by regular revaluations of the Deutschmark.
However, when the euro was introduced, this adjustment mechanism could no longer be
used. Since then, the export surpluses that were contained temporarily during the 1990s
by the increase in domestic demand following German reunification have been growing
continuously. In 2016, they reached a new record high of 8.7 per cent of gross domestic
product (GDP), exceeding the upper limit of 6 per cent set by the EU; currently, there is
no foreseeable end to this growth. The weakness of the euro – a consequence of the crisis
in many EU member states and the EU’s austerity policy – has boosted Germany’s export
surpluses and German employment even further.
Germany’s unsustainable current account surplus has given rise to criticism from
the EU and the governments of many member states (Euroactiv 2013; Springford and
Tilford 2014; Financial Times 2016). The EU regards a surplus of more than 6 per cent
of GDP as a threat to stability and can even initiate legal proceedings. The criticism is
levelled not at Germany’s export successes, which cannot be restricted within a free trade
area, but at the dampening of demand for imports to Germany as a result of inadequate
wage increases and insufficient public investment. The obverse of the wage restraint
and austerity adopted by the largest economy in the monetary union, it is argued, is the
painful internal devaluations that the Troika has imposed on countries in deficit, such as
Greece, Portugal and Spain, through large-scale interventions in national wage systems
and government budgets.
Public investment, particularly in Germany’s municipalities, has declined sharply since
2000 owing to the restrictive budgetary policy. Between 2003 and 2009, net public investment was even negative (Gornig et al. 2015, p. 1028). The stock of public capital declined
and the infrastructure was literally being used until it ‘wore out’, as economists at the
German Institute for Economic Research (DIW) put it (Gornig et al. 2015, p. 1023).
Nominal wages per hour worked were rising significantly more slowly in Germany than
in the euro zone as a whole, as well as in most other EU member states. Despite a strong
economic upturn, they stagnated between 2004 and 2008, thus becoming detached
from the general euro-zone trend. It was only after 2009 that they began to grow again
(Figure 5.1). As a result of Germany’s favourable track record in labour productivity,
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Figure 5.1 
Evolution of employee remuneration in the euro zone and in selected EU
member states, 2000–2017
the gap between developments in Europe as a whole and in Germany was even more
pronounced when it came to unit labour costs. Between 2004 and 2008, unit labour
costs in Germany fell, while they rose sharply in the rest of the euro zone, particularly
in the south European countries subsequently hit by the economic and financial crisis
(Figure 5.2).
Only a more detailed analysis of the structure and evolution of labour costs (Albu et
al. 2017) per hour by industry can demonstrate the particularities of developments in
Germany. They can be summarised as follows:
●●
●●

●●

●●

At €39 per hour worked in the manufacturing sector, Germany is in fourth place in
the EU and far above the average for the euro zone (€32.4).
In no other EU member state are the differences in labour costs between manufacturing industry and private services as pronounced as in Germany. In the euro zone
as a whole, the gap was €3.6; in Germany it was €8.4 and has increased even further
since the introduction of the euro.
In those sectors that have high levels of collective agreement coverage, such as
manufacturing, energy, construction and financial services, labour cost increases
have been considerably greater than in sectors with low coverage, such as retail and
hospitality.
Labour cost differences within industries and sectors have increased significantly,
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Figure 5.2 
Evolution of unit labour costs in national economies within the euro zone,
2000–2017

●●

●●

particularly between 2000 and 2008. The coefficients of variation for the evolution
of labour costs during this period were 1.02 in the public services, 0.57 in private
services and 0.38 in manufacturing. Between 2008 and 2016, the variations between
the sectors were smaller than in the previous period.
Input–output analyses of sales and deliveries between industries show that the
share of services in pre-deliveries to German export industries was 31 per cent in
2012, which equates to a reduction in industrial labour costs of around €4.
Overall, the differences between labour costs in various industries in the German
labour market have increased considerably, particularly in private services. ‘The
differences of labour costs by industries (difference of €34.3) is almost as great as
that between Denmark and Poland (difference of €35.4), which occupy first and
twenty-fourth position, respectively, in the country rankings for labour costs in the
private sector’ (Albu et al. 2017: 10).

Thus the data show that labour and unit labour costs have evolved unequally not
only within the EU but also within Germany itself. This raises two questions. To what
extent can the wage restraint and the increasing variability in labour costs in Germany be
explained by changes in industrial relations? What influence have these developments had
on competitiveness and trade imbalances?

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 145

21/03/2019 15:59

146

3.2

Towards convergence in Europe

 age Restraint on the Part of the Trade Unions or Political Erosion of the
W
Collective Bargaining System?

In some quarters, even the German trade unions have come under suspicion of acting
in collusion with employers to enforce wage restraint in order to encourage job growth
in Germany at the expense of other EU member states (Bofinger 2017). Thus in 1995,
Klaus Zwickel, former head of IG Metall, proposed an Alliance for Jobs, Training and
Competitiveness. At the time, IG Metall declared itself willing to forgo wage growth
if new jobs were created in return, which in an export-orientated sector would have
been equivalent to an internal devaluation (Wolf 2000). The model here was the 1982
Wassenaar agreement on wage restraint in the Netherlands, which is regarded as the start
of the Dutch economic revival (Visser and Hemerijck 1997). Other commentators have
been critical of productivity coalitions of well-protected insiders and companies that
have tolerated the less favourable working and employment conditions endured by the
less well-protected peripheral work forces or suppliers and have even actively campaigned
against the introduction of a minimum wage (Carlin and Soskice 2009; Palier and Thelen
2010; Hassel 2014).
However, no agreements on wage cuts in exchange for new jobs were actually concluded. The IG Metall proposal was put forward more as a defensive response to an
anticipated attack on the German collective bargaining system. However, the dominant
neoliberal mainstream in economics and politics had long wanted more (Wolter 2016).
Many companies had already withdrawn from the employers’ associations and were no
longer bound by collective agreements. This applied in particular to small and mediumsized firms, as well as to entire sectors, such as public services, where there had been 100
per cent coverage by collective agreement but which had been opened up to new providers
by EU directives (post, railways, local transport, waste disposal, and so on). In the retail
sector, employers had broken with the decades-old custom of agreeing to applications
to declare collective agreements generally binding, which has led to a sharp reduction in
coverage by collective agreement, from 100 per cent to the current level of significantly
less than 50 per cent.
Around the beginning of the twenty-first century, in addition to the Hartz Acts, there
were also calls for exit options from collective agreements to be created by abolishing
the favourability principle1 and for it to be made easier to use cheaper temporary agency
workers on a long-term basis. In 2003, the Schröder government threatened IG Metall
with abolition of the favourability principle if the union did not agree to the inclusion
of derogation clauses in collective agreements, which would permit company-level negotiations on proposed divergences from the industry-level agreement. In the ‘Pforzheim
Agreement’ – named after the place where it was concluded – IG Metall reached
agreement with the employers on derogation clauses, which have been widely used to
cut wages and extend working times. The Hartz Acts made it easier for employers to use
agency workers, while reductions in unemployment benefits increased the pressure on the
unemployed to accept jobs in the low-wage sector.
As a consequence of these various measures, coverage by collective agreement,
which in 1990 had still been around 85 per cent, fell sharply. In 2016, only 59 per cent
of employees in western Germany were covered by collective agreements; in eastern
Germany, where the trade unions have frequently been unable to gain a foothold in many
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Figure 5.3 
Evolution of coverage by collective agreement, West and East Germany,
1998–2016
of the companies that were newly founded after the breakup of the old state combines,
the figure is only 47 per cent (Figure 5.3). In those sectors in which the unions are still
strong, as in manufacturing industry, they have been able to negotiate good collective
agreements since the year 2000. In contrast to earlier decades, however, the bargaining
round is no longer governed by the ‘convoy principle’, according to which IG Metall
took the lead and the less strongly unionised sectors used the agreements concluded in
the metalworking and engineering industry as pattern agreements. As wage negotiations
have fragmented, so the closed ‘convoy’ has broken up and the many ‘small boats’ that
once constituted it are now moving at quite different speeds and in different directions.
Employees no longer covered by collective agreements are floating backwards on the
current and in some cases are having to accept considerable cuts in their nominal and real
wages, unless their particular skills are in short supply, giving them stronger bargaining
power (see section 4).
These developments, which were politically intended and not the result of the ‘agentless’ process of erosion so beloved of social scientists (see, for example, Streeck 2009),
explain the increasing income inequality that is evident from the data. Some authors saw
a breakup of earlier solidaristic political alliances whose aim was to include all categories
of employee. Palier and Thelen (2010, p. 125) argue: ‘The stronger unions are joined
in their opposition to a statutory minimum wage by the main employers’ federations.’
Hassel (2014) and Carlin and Soskice (2009) advance a similar argument, pointing to
the emergence of new ‘producer coalitions’ between core workforces supposedly unaffected by deregulation and their employers, which are said to be dividing the trade union
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 ovement. The trade unions have not been the drivers but the driven in this development.
m
They have been engaged in taking defensive measures. The manufacturing unions can at
most be criticised for not having fought the Hartz Acts strongly enough, because they
believed they would affect private services rather than their own sectors. As the number
of agency workers in manufacturing industry began to increase rapidly, this turned out to
be an error. Consequently, albeit with a few years’ delay, and contrary to the assumptions
of Carlin and Soskice (2009), Palier and Thelen (2010) and Hassel (2014), IG Metall also
joined in the demands for a statutory minimum wage and organised successful campaigns
to improve the pay of agency workers (for further details on this see Bosch 2018).
3.3

German Wage Moderation and European Imbalances

The lower than average increases in unit labour costs and growing current account surpluses in Germany are mirrored in the higher than average increases in unit labour costs
and growing current account deficits in other EU member states. This symmetry makes
it tempting to interpret these developments as causally related. Dustmann et al. (2014)
argue, in a widely read article, that the transformation of Germany ‘from sick man of
Europe to economic superstar’ is due above all to the restoration of price competitiveness
through the decentralisation of pay bargaining.
However, competitiveness also depends on other, non-price factors, such as product
quality and reliability. Even in the past, German exports always recovered quickly despite
significant revaluations. The German Council of Economic Experts has calculated the
net exposure to exports from China and Eastern Europe for the Western European
regions in the period from 1991 to 2011. This value measures the difference in the increase
in exports and imports in the sectors present in the various regions. The results show
that most regions of Germany, in contrast to the United Kingdom, France, Spain and
Italy, benefited from the trade relations (SVR 2017, p. 337). The ability of most German
regions to withstand competition from price-sensitive imports from countries with lower
wages can be explained by their specialisation in quality products of higher value.
Thus it cannot simply be assumed that wage restraint is the cause of Germany’s
export successes and, conversely, that the current account surpluses can be balanced
out, largely through significantly higher wage increases. The complex interrelationships
have recently been modelled by Horn et al. (2017). They examined the effects on the
current account of an alternative wage policy between 2001 and 2015 that would have
taken advantage of the scope for distribution opened up by productivity increases and
the European Central Bank’s target inflation rate. According to their calculations, the
surplus would have fallen by only €16.4 billion in 2015, a relatively modest reduction
given that the total surplus for that year was €220 billion. Real net exports would, it
is true, have fallen by €55 billion, but nominal exports would actually have risen as a
result of price increases. However, it is important to note that government revenues
would have increased significantly owing to higher wages and prices. Had these budget
surpluses been spent, imports would have increased and the current account surplus
would have been reduced by €36.2 billion. Thus, for these authors, the key to reducing
Germany’s current account surplus lies not solely in wage policy but also in an expansive
national fiscal policy, which should be reflected above all in an increase in public investment. Somewhat resignedly, they conclude their report with the following observation:
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‘However, Germany is not yet ready to take its financial policy in this direction’ (Horn
et al. 2017, p. 20).
The European Commission (EC) has come to similar conclusions in several studies
of current account surpluses in the EU. In two large-scale studies on the surpluses, it
concludes that, ‘Overall there is no evidence that wage developments are at the root of the
development’ (EC 2012, p. 91) and ‘[n]otably, the impact of non-price factors has turned
positive and its relative importance has grown since the beginning of the last decade and
in some recent years has dominated price factors’ (EC 2014, p. 90). Thus better coordination of wages policy can be only one element in a more comprehensive strategy for fostering the convergence of economic development in the euro zone that must also include
public investment – particularly investment in innovation – which would make exports
less price-sensitive. The Troika’s fixation with cost reductions in southern and eastern
Europe completely disregards these countries’ real problem, which is their specialisation
in price-sensitive products (Lehndorff 2015). Regaining competitiveness through diversification of production towards international market segments of high quality or high
value-added products to break the vicious circle of low innovation–low productivity–low
competitiveness, is the main challenge in these countries (Komninos et al. 2014).

4.

 ROSION OF COLLECTIVE BARGAINING LEADING TO
E
GROWING INCOME INEQUALITY

The analysis of labour costs per hour worked, which are an important factor in determining unit labour costs, has already revealed the growing differentiation of labour costs
in the various sectors of the German economy. This section focuses on the increasing
inequality at the individual level before and after German reunification. Until reunification, real wages in the various deciles tracked the evolution of GDP per hour worked
(Bosch and Kalina 2018).
Since then, three separate developments can be observed (Figure 5.4). First, since
reunification, wages have become uncoupled from the evolution of GDP per hour
worked, which has led to a decline in the wage share and an increase in income from profits. Secondly, until 1997, incomes in the various deciles were still rising in step with each
other, which in the lower segment of the wage distribution in particular can be attributed
to the strong income growth in eastern Germany. The reason for this strong growth lay in
the agreements reached between unions and employers that sought to bring collectively
agreed wages and working times in eastern Germany quickly into line with those in western Germany. Thirdly, since 1997, wages in the various deciles have been drifting apart.
While real wages in the top decile (D9) have risen sharply up to the current boundary, the
middle decile (D5) has sustained considerable real wage losses since 2003, which have not
been made good in the recovery following the financial crisis. The bottom decile has been
in freefall since 1998, reaching its lowest point in 2009. Such a strong decoupling of the
lower income groups from the general evolution of pay was possible only because there
was no minimum wage in Germany during this period that could have put a brake on this
fall in wages in the sectors of the economy not covered by collective agreements.
The evolution of pay in Germany has been influenced by the catch-up process in
eastern Germany; this was particularly the case at the beginning of the 1990s. Hourly
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Figure 5.4 
Evolution of real hourly wages by deciles, Germany, 1984–2015 (until 1991
West Germany) (all dependent employees), with GDP per hour worked as
comparison
pay in eastern Germany rose from 54 per cent of the western German level in 1992 to
around 70 per cent of that level in just two years. This process then slowed down and by
2012 the proportion had risen to 77 per cent (Bosch et al. 2014). In order to explain the
differences in the evolution of the wage dynamic, it is helpful to consider the evolution of
wage inequality in eastern and western Germany separately.
Before reunification until the mid-1990s the two decile ratios scarcely changed at all
in West Germany, which reflects the stability of the wage-setting institutions in West
Germany at the time (Figure 5.5). Subsequently, however, inequality increased sharply.
The increase in the D5/D1 ratio between 1998 and 2008 was particularly pronounced,
which points to the massive decline experienced by the lower income groups. While
the D5/D1 ratio reached its zenith in 2009 and declined thereafter, the D9/D5 ratio is
continuing to increase without any change in trend being detectable. In East Germany,
which before reunification had a significantly more equal income distribution, income
inequality rose sharply after reunification, starting from a very low level. While the D9/
D5 ratio has exceeded the West German level since the beginning of the twenty-first
century, the D5/D1 ratio has not reached the West German level, which is probably due
to the fact that coverage by collective agreement in East Germany is considerably lower
than in the West and that, consequently, wages up to the fifth decile are severely compressed. Furthermore, the employers’ associations have blocked any further alignment of
wages and working times in eastern and western Germany, not least due to the low levels
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Figure 5.5 
The inequality of hourly rates of pay over time, decile ratios (all dependent
employees), West and East Germany, 1984–2015
of productivity in eastern Germany and their haemorrhaging of members in eastern
German companies, which have increasingly preferred individual negotiations below the
industry or sector level.
Inequality of market incomes rose in both eastern and western Germany, particularly
in the years before the Hartz Acts, which came into force in 2004. However, our analyses
do not support Fitzenberger’s argument (Fitzenberger 2012) that the Hartz Acts had no
significant influence on the wage distribution. The various decile ratios increased until
the financial crisis, while at the same time the lowest wages (D1) declined sharply, which
is all the more noteworthy because the German economy began to grow rapidly from
2004 onwards. Inequality normally declines and real wages normally rise in such growth
periods.
It is evident from the shares of the middle income class (Vaughan-Whitehead 2016),
with an equivalence-weighted income of between 60 and 200 per cent of median household income for the population as a whole, or just the economically active population,
that this intermediate stratum remained extremely stable before and after redistribution
up to the beginning or end of the 1990s, respectively (Figure 5.6). Owing to the increasing
number of low-wage earners the share of the intermediate stratum has shrunk considerably since the beginning of the 1990s.2 Up to the end of the 1990s, the state was able to
compensate for these losses in the intermediate stratum. Since then, however, the intermediate stratum has been eroding even after redistribution, a process for which there is
currently no end in sight. As a result, Germany has developed one of the largest l ow-wage
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Figure 5.6 
Share of the middle income class (60–200 per cent of the equivalenceweighted median household income) before and after state redistribution,
Germany, 1983–2014 (total population and working households only*)
sectors in Europe. In 2014, the share of low-wage workers in Germany, at 22.5 per cent,
was significantly above the average in the euro zone, which stood at 15.9 per cent, and
very much higher than in other developed welfare states in Europe, such as France (8.8
per cent) or Denmark (8.6 per cent).3
The qualifications profile of the individual income brackets has changed considerably. The share of low-skill workers in all brackets has fallen significantly. However, the
upper income brackets have significantly higher shares of well-qualified individuals.
Thus the share of university graduates in the upper income bracket was 58.5 per cent
during 2011–13, compared with only 9.6 per cent in the lowest bracket, and the share of
unskilled and semi-skilled workers was only 3.1 per cent, compared with 32.3 per cent in
the lowest income bracket (Bosch and Kalina 2016, p. 212).
The growing inequality in households’ equivalence-weighted market incomes can be
explained by three developments. First, the share of low earners has risen, particularly
in the lower income brackets, as a result of the decline in collective agreement coverage.
Secondly, the share of income from capital has increased, particularly in the higher
income brackets. Schmid and Adler (2013) show that the share of investment income
recorded in the Sozio-oekonomisches Panel (SOEP) rose from 5–6 per cent of all income
in 1990 to 9 per cent in 2007 and that this income was registered mainly in the top decile.
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Figure 5.7 
Annual working times* of working households** by income bracket (before
state redistribution), Germany, 1992–2015 (percentage change)
Thirdly, and finally, working times have become polarised by income bracket. Figure 5.7
shows the evolution of working times in households with at least one earner; to improve
the reliability of the data, the working-time data were pooled for four years in each
case. According to these figures, the number of hours of paid work in households in the
top income bracket in the period 2012–15 was, on average, almost 2000 hours per year
greater than in households in the lowest income bracket. The volume of work declined
in all income brackets, but the decrease in the bottom bracket, at 30.9 per cent, was
considerably greater than in the top bracket, where it was only 6.5 per cent. The reason
for this is the high share of individuals with multiple sources of income and of secondary
earner households in the top income bracket, as well as the high share of singles and
households with mini-jobbers in the bottom income bracket, both of which are categories
with below-average volumes of work (cf. Bosch and Kalina 2016). Unfortunately, international comparative research is lacking in this area. However, the polarisation of working
time in Germany is also particularly influenced by the strong financial incentives for
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marginal part-time work (mini-jobs). This trend is caused mainly by unilateral decisions
of employers who decide on the number of working hours of newly recruited employees.
In some industries the unions have tried to negotiate collective agreements on minimum
standards for the working hours of part-timers (for example, a minimum of 20 hours per
week), but in the service industries with the highest shares of mini-jobs they were too
weak to manage this (see section 6).

5.

 E-REGULATION OF PRECARIOUS WORKING FORMS
R
THROUGH COLLECTIVE AGREEMENTS

5.1

Increase in Atypical Employment

In the wake of the structural collapse of the East German economy after reunification, the number of economically active individuals in Germany declined temporarily.
However, these losses have now been more than compensated for. Between 2005 and
2007, the employed population grew by almost 5 million individuals and unemployment fell from its peak of almost 5 million in 2005 to 2.5 million in 2017. However, the
structure of employment changed as a result of the increase in the share of atypical
employment forms.
The Federal Statistical Office now counts as standard employment not only permanent
full-time employment but also part-time work of more than 20 hours per week. The
factors in favour of this definition are that many part-time employment relationships
over 20 hours per week are remunerated on the basis of the collectively agreed rates and
are entered into voluntarily by the employees concerned; in some cases, moreover, they
are only temporary. However, it attracts criticism because part-time work in Germany, in
contrast to Sweden, has high scarring effects; that is, it is associated with lower wages and
many other disadvantages later in individuals’ working lives. However, those voicing this
criticism also indicate that the differences between standard and atypical employment
have been blurred to some extent by the erosion of the German wage system (Bosch
2017). Thus, in 2015, 14.3 per cent of full-time employees were low earners. This share is
considerably lower than that of part-timers in insurable jobs (24.2 per cent) and of minijobbers who are low paid (74.4 per cent) (Kalina and Weinkopf 2017). However, owing
to the declining rate of coverage by collective agreement, a permanent full-time employment contract has long since ceased to provide protection against bad employment and
working conditions.
The share of atypical employment relationships in all dependent employment relationships rose from 15 per cent in 1991 to 23 per cent in 2016. If part-time employment relationships between 20 and 30 hours are included, the share in 2016 was 33 per cent (Figure
5.8). However, the share of atypical employment relationships is likely to be higher. In
the micro-census, many mini-jobbers declared themselves to be economically inactive.
Nor are contract workers posted from abroad included in the German employment
statistics. Finally, many of the approximately 700 000 solo self-employed workers are in
the ‘bogus self-employment’ category, meaning they are in an employee-like dependent
relationship with a single work provider but without the protection afforded by labour
law and collective agreements.
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Figure 5.8

Evolution of atypical employment forms, Germany, 1991–2016

Atypical work varies considerably with age, gender and qualification. Fixed-term
contracts are concentrated among younger workers and signify an extension of the
probationary period, which is often repeated several times. The same applies to temporary
agency work, which is more widespread among younger workers. Part-time work for more
than 20 hours per week, however, increases with age. This is characteristic of women’s
labour market trajectories, which tend to start with full-time employment before shifting
during the child-rearing phase to part-time work, where they often remain. Marginal parttime work (mini-jobs) is spread more widely across the age groups (see also section 6).
Atypical employment forms are associated with high risks. The comprehensive
literature in this area shows that atypical employees’ wages are lower and their jobs at
greater risk than those of standard employees. Furthermore, there are considerable
shortcomings in the monitoring and enforcement of labour standards, and the transition
into stable employment is more difficult than it was in the past (Jaehrling et al. 2017). The
trade unions are making an effort to re-regulate the employment and working conditions
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of precarious employees. They have been successful only in those areas in which they have
considerable bargaining power, however. In other areas, their only option is to re-regulate
these employment relationships by influencing policy-makers, although here, too, any
success depends on the political power relations.
These attempts to re-regulate precarious employment relationships through social
dialogue and the exertion of political influence are now examined by taking the examples
of temporary agency work and posted contract workers. Mini-jobs and part-time work
are the subject of section 6.
5.2

Regulation of Temporary Agency Work

Until 1982, temporary agency work was banned in Germany owing to bad experiences
in the pre-war period. After temporary agency work was once again permitted, the
maximum length of any one assignment was raised in stages from the original three
months to two years, before all restrictions were abolished by the 2003 Hartz Acts. At
the same time, the obligations on employers were relaxed by abolishing the prohibition
on synchronisation; that is, matching the duration of the employment contract to that
of the assignment. In the 2008 EU Directive on Temporary Agency Work (Directive
2008/104/EU) it is stated that: ‘The basic working and employment conditions applicable
to temporary agency workers should be at least those which would apply to such workers
if they were recruited by the user undertaking to occupy the same job.’
The Schröder government transposed this principle of equal treatment into German
law in 2003, but permitted divergent arrangements laid down in collective agreements.
As a result, numerous ‘wage dumping’ agreements that removed the principle of equal
treatment were concluded by the employer-friendly Christian trade unions. Temporary
agency workers became cheap labour and the wage differentials for comparable jobs were
as high as 50 per cent. Owing to these cost advantages, agency workers were deployed
primarily in firms with good wages and collective agreement coverage, since it was there
that the cost advantages were greatest.
The EU and many German legal experts took a very critical view of this development,
which made exemption from the equal treatment principle the rule rather than the exception. In an expert report for the annual meeting of the German Legal Association, it was
stated that ‘a precondition for a derogation in compliance with the Directive is that the
collectively agreed provisions shall diverge from the equal treatment requirement “with
due regard for the overall protection of temporary agency workers”’ (Waltermann 2010,
p. 40). In the past decade, the trade unions have been able to point to infringements of
the equal treatment requirement and the inadequate representativeness of the Christian
trade unions in order to bring successful actions in the courts against the validity of most
of the wage dumping agreements.
These legal successes have opened up a new space for trade union action. In 2012,
the bottom pay grade in the collective agreement for the temporary agency sector was
declared generally binding and became the sector’s minimum wage. In 2018 the lowest
rate of pay in the temporary agency sector was €9.47, which was slightly higher than
the statutory minimum wage (€8.84). The unions attempted to negotiate equal pay
for temporary agency workers and to have it incorporated into collective agreements.
However, they were successful only in the steel industry, because most works councils in
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that industry had already negotiated equal pay and incorporated it into company agreements. In other industries, such as the metalworking and chemical industries, industry
supplements were negotiated. In the metalworking industry, for example, the collective
agreement on temporary agency work concluded by the DGB provides for payment of a
supplement of 15 per cent from the sixth week of an assignment, rising to 65 per cent up
to the fifteenth month. In 2018 this takes the hourly rate for an unskilled assistant on the
lowest pay grade from €9.47 to €15.66 by the fifteenth month of an assignment.
In 2016, under pressure from the trade unions, the Social Democratic Party (SPD) – in
the last ‘grand coalition’ government – was able to push through new legislation on
temporary agency work. According to this new legislation, the equal pay regulation
comes into force from the ninth month of an assignment and the maximum length of
any one assignment is limited to 18 months. Derogation from the equal pay regulation
is permitted if industry supplements have been agreed from the sixth week of an assignment. Several unions have done this. Until 2016, the supplements were increased up to a
maximum of 50 per cent after nine months. The additional increase to 65 per cent after
15 months mentioned in the preceding paragraph was agreed after the legislation was
enacted. The collective agreement concluded by IG Metall also provides for an increase
in the maximum length of an assignment to 48 months in exceptional cases, such as for
projects or major investments (power station construction). In return, companies must
offer to take agency workers on after 24 months and temporary agency work is not
allowed for permanent positions.
Current figures show that, despite these improvements, the wages of temporary agency
workers have not yet drawn level with those of comparable employees. Many companies
are not covered by collective agreements and are not obliged to pay either the industry
supplements or the collectively agreed rates that exceed the industry minimum wage. This
explains the pay differentials that still persist. Thus an unskilled assistant working as an
agency worker is paid on average €1543 per month, which is 28 per cent less than a direct
employee doing a comparable job (€2133) (Bundesagentur für Arbeit 2017).
5.3

Contract Workers: ‘Islands of Foreign Labour Law’

One of the essential characteristics of modern nation states is that their laws are rooted
in their national territories and that this rootedness in turn defines the space within which
national sovereignty applies. Even the great migratory flows made possible by the free
mobility of labour within the EU have left the territorial principle intact. As they cross
national borders, migrants move into a different legal system and become subject to the
laws of the host country. Initial discrimination can be prevented by reference to Article
119 of the EU Treaty, which stipulates equal pay for equal work for men and women, and
hence for foreigners and the local population alike. In the 1960s and 1970s, EU member
states unanimously supported the goal of harmonising employment conditions while
retaining the improvements that had been made in individual member states.4 Migration’s
potential for precipitating disputes over labour market policy was not to jeopardise the
vision of a united Europe.
While labour law was governed by the territorial principle, competition law was
governed largely by the country of origin principle, which the EU had been extending
in stages since the beginning of the 1970s. In accordance with the freedom of services
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principle, companies can provide services for a limited period with their own workforce
and on their own terms and conditions of employment in other member states. This
freedom of services did not become of practical significance for the German labour
market until the beginning of the 1990s, when companies in certain sectors, particularly
construction, began to award large numbers of contracts for services to foreign companies. It soon became evident how far the territorial principle in labour law was being
undermined by ‘islands of foreign labour law’ (Hanau 1997, p. 145). In contrast to the
early years, the equal treatment principle no longer attracted sufficient support from EU
members, since the new member states, with their varying levels of development, had
made the EU increasingly diverse. The conflicts of interest became evident during the
consultation on the 1996 Posted Workers Directive. While the target countries for posted
workers generally voted for equal treatment in order to protect their labour standards,
the less developed countries saw the provision of services using low-wage workers as an
export opportunity that they did not wish to pass up. A further factor was the increasing
dominance of free-market thinking that caused even the governments of a number of
target countries, such as the United Kingdom, to oppose all regulation of the labour
market. In the end, the 1996 directive merely laid down minimum conditions and left it
up to the nation states to regulate equal treatment at national level. However, in the Laval
Quartet – four decisions by the Court of Justice of the European Union that have had
far-reaching implications – nation states’ room for manoeuvre was considerably reduced.
The court took the view that the equal treatment of contract workers conflicted with the
basic economic freedom to provide services in other member states; consequently, only
minimum regulations that were ‘proportionate’ were permitted. Furthermore, the judges
saw only individuals as worthy of protection. The right to the collective representation
of interests and collective agreements, however, was not seen as a good worthy of protection, a decision that attributed to it less value than was attributed to the basic economic
freedoms, unless the collective agreements were declared generally binding by the state
(Bosch and Weinkopf 2013a). One of the court’s judgments, the Rueffert judgment,
related to Germany. The awarding of public contracts for construction projects in the
state of Lower Saxony only to companies covered by the industry collective agreement
was declared unlawful, because the collective agreement had not been declared generally
binding and the conditions to be laid down exceeded the minimum level. This judgment
even gave foreign contractor companies an advantage over German companies bound by
collective agreements, which now had no chance of competing with foreign contractor
companies. To prevent discrimination against foreigners, discrimination against local
populations was condoned and collective agreements implicitly interpreted as a barrier
to trade.
In Germany’s autonomous industrial relations system, in which protective standards
– such as collective agreements that have been declared generally binding – were the
exception (Table 5.1), these decisions by the Court of Justice of the European Union
opened the way for foreign contract companies to systematically undercut collectively
agreed rates of pay. As a result, Germany became the most important target country
in the EU for the posting of foreign contract workers, mainly from eastern Europe, as
German employers sought to cut wage costs. Postings to Germany from other western
European countries, which tended to be based more on the skills provided by the posting
companies and the quality of their services, played only a minor role.
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Table 5.2

 umber of A1 certificates for postings in the EU and selected countries, by
N
country of origin and sending country and region, 2015 (percentage)

Region of origin
Western Europe
Southern Europe
Eastern Europe
Western Europe
Southern Europe
Eastern Europe

EU

Germany

France

Belgium

n = 1 495 307
81.9
9.1
5.8
n =1 495 307
40.6
15.9
43.6

n = 218 006
78.2
12.5
9.2
n = 418 908
17.2
6.3
76.5

n = 130 468
69.8
21.9
8.4
n =177 674
36.6
39.4
24.0

n = 63 467
91.9
5.7
2.4
n = 156 556
56.2
12.0
31.8

Source: EC (2016a).

There are no accurate statistics on the volume of postings within the EU. As an alternative, the EC falls back on analysis of the number of notifiable A1 certificates, which
confirm that posted workers remain in their home country’s social security scheme.5 In
2015, 2.05 million A1 certificates were issued in the EU, of which 240 862 (11.7 per cent)
recorded Germany as the country of origin but almost twice as many (463 176 or 22.6 per
cent) gave Germany as the country of destination. Some of the certificates were issued
for one or more countries. Analysis of the 1 495 307 certificates issued for a specific country of destination shows that Germany is by far the most important receiving country for
postings in the EU (Table 5.2). This reflects not only the size of the German economy, but
also its geographical proximity to the major eastern European sending countries (Poland,
Slovakia, Slovenia and Hungary). Germany sends contract workers mainly to western
Europe (78.2 per cent of the A1 certificates), whereas 76.5 per cent of the contract workers in Germany come from eastern Europe. The regional distribution of postings abroad
is similar in France and Belgium, but the share of contract workers from eastern Europe
is considerably lower than in Germany. In addition to the greater geographical distance,
the main reason for this is the inclusive wage systems (Table 5.1). In France and Belgium,
collective agreements that have been declared generally binding also apply to foreign
contract workers, so that wage cost advantages arise only in the event of non-compliance
with protective regulations or the abolition of all seniority payments.
In the German wage system there were no lower limits on wages for foreign contract
workers prior to the introduction of the statutory minimum wage. Only in the main
construction trades had an industry minimum wage been introduced – as early as 1996 –
although in contrast to France and Germany the entire pay scale had not been declared
generally binding. As a result of the large-scale use of foreign contract workers, in some
cases employed on hourly rates of only €3 to €4, some industries, such as the German
meat processing industry for example, became low-cost suppliers within Europe. Cuttingedge technologies, a good infrastructure and efficient logistics were combined with the
working and employment conditions of an underdeveloped country. The rapid increase
in German meat exports and the relocation to Germany of foreign meat-processing
companies, such as Danish Crown from high-wage Denmark, can be attributed to these
massive distortions of competition (Weinkopf and Hüttenhoff 2017).
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Legal postings are also frequently used as an opportunity to enter a market and as a
smokescreen for illegal postings, whether in the form of unnotified postings or foreign
workers falsely claiming to be self-employed (Bosch and Weinkopf 2013a). It is estimated
that for every legal posting there is a further illegal one, which means that postings are of
greater significance for the labour market than the European Commission’s calculations
would indicate (EC 2016a). Employees and trade unions in the sectors most affected
by postings – such as the construction and meat-processing industries – have long since
lost their belief in a common European social model. This was clearly acknowledged by
Monti in his 2010 report on the single market, in which he declared with great restraint
that ‘The revival of this divide has the potential to alienate from the Single Market and
the EU a segment of public opinion, workers’ movements and trade unions, which has
been over time a key supporter of economic integration’ (Monti 2010, p. 68).

6.

 ASE STUDY 1: WORKING TIMES – NEGOTIATED BY
C
SOCIAL PARTNERS OR DETERMINED UNILATERALLY BY
EMPLOYERS?

Working times can be determined unilaterally by employers, mandated by legislation or
negotiated by the social partners (Berg et al. 2014). Hybrid forms of these working-time
configurations can be found in most countries, although one form usually dominates,
such as the unilateral configuration in the United States, the mandated configuration
in France and the negotiated configuration in Sweden. As with wage-bargaining, until
1990 Germany was an example of a negotiated working-time configuration. As a result
of declining collective agreement coverage and the growing importance of statutory
minimum standards, Germany has now developed into a hybrid type, albeit one in which
the standards laid down in collective agreements still exert considerable influence for
full-time employees at least, in contrast to the situation with wage-bargaining.
The German Working Time Act lays down a broad framework for weekly working
time. A regular weekly working time of 48 hours is legally possible. It can be increased to
60 hours only if an average of eight hours per day is not exceeded within a period of six
calendar months. Most employees are a long way from these upper limits. The average
agreed weekly working time of 38 hours is far below the legal ceiling. This figure has risen
slightly since the mid-1990s, when the trade union policy of further weekly working time
reductions came to an end following the introduction of the 35-hour week in the metalworking industry. There are two reasons for this rise. First, the inclusion of derogation
clauses in collective agreements made it possible to agree temporary increases in working
times. Secondly, the decline in collective agreement coverage led to an increasing number
of companies raising weekly working times again to 40 hours and more. The agreed
annual holiday entitlement is 30 days. In companies not covered by collective agreements,
however, the minimum of 20 days’ annual holiday stipulated in the European Working
Time Directive often applies. When the Directive was first enacted, it was of little significance for working time in Germany; today, however, it has become an important last line
of defence in many areas of the economy.
Normal weekly working times for men, which also include overtime, diverge markedly
in some respects from the European average (Figure 5.9). First, the share of men who
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Figure 5.9 
Distribution of normal weekly working times for men, EU28 and Germany,
2015 (percentage)
work more than 42 hours per week is significantly lower than the European average.
There are three reasons for this. The first is that in many companies the trade unions
have succeeded in reducing the level of overtime in order to make jobs available for
younger people, particularly trainees. Secondly, virtually all collective agreements now
provide for a more variable distribution of working time over the year or even the
product cycle through the use of working-time accounts, so that fluctuations in demand
can be evened out by varying working times. Thirdly, many companies have been able to
cut down on expensive overtime by adopting more efficient processes, thereby reducing
wage costs.
Furthermore, the share of employees whose usual working times are between 35 and
37 hours is below the EU average. This – as well as the increase since 1995 in the share of
employees working 40 hours per week – clearly demonstrates the effects of the derogation
clauses and the decline in collective agreement coverage. Confirmation is provided by a
major survey carried out in 2017 by IG Metall, in which 681 000 employees within its area
of organisation (metalworking and electrical engineering industry, textiles, timber and
plastics) were questioned. The results show that in 2017 only 47.8 per cent of respondents
still had an agreed working time of 35 hours per week, compared with 50.5 per cent in
2013 (IG Metall 2017, p. 21). As in the rest of the EU, few men in Germany work parttime. Those who do are predominantly younger men combining work and education,
unemployed individuals who are allowed to work a few hours in order to top up their
benefits and older men working to top up their pensions.
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Figure 5.10 
Distribution of women’s usual weekly working times, EU28 and Germany,
2015 (percentage)
The picture for women is different (Figure 5.10). Two things are particularly striking.
First, higher shares of women have very short working times in Germany than in the rest
of the EU and, secondly, there is a smaller share of full-time women employees working
around 40 hours per week. For the same reasons as men, fewer women in Germany work
excessively long hours than the average across the EU.
In the past, the high share of women with short weekly working times arose largely
out of the dominance of the traditional family model. Half-day school, nurseries that
often closed at midday and the almost complete absence of care facilities for children
under 3 years of age meant that women with children had little time for paid work.
From 2003 onwards, when the first programme to develop all-day schools was launched,
German family policy started to undergo radical change. On 1 January 2007, following
the Swedish model, paid parental leave of 14 months following on from maternity leave
was introduced, and since August 2013 every child aged between 1 and 3 years of age
has had a legal entitlement to a nursery place. The work–life balance for families with
children has improved significantly, which explains the sharp increase in the employment
rate for women aged 20–64 by 13.2 percentage points from 61.3 per cent in 2005 to 75.5
in 2016. Germany’s female employment rate is in the upper part of the range within the
EU. However, owing to the high share of marginal part-time jobs, the difference between
the employment rate in absolute figures and the employment rate in full-time equivalents
is higher than in any other member state, apart from the Netherlands (Figure 5.11).
Expressed in full-time equivalents, the increase from 48.3 per cent in 2005 to 58.1 per
cent in 2016 was only 9.8 percentage points, which is attributable primarily to a further
increase in part-time work (EC 2015a, 2017a).
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Figure 5.11 
Employment rate for women (aged 20–64) in absolute figures and full-time
equivalents, EU and selected member states, 2016 (percentage)
The strong financial incentives in the conservative family model for second earners in a
household to work just a few hours or not at all come into play here. The joint taxation of
married couples means that any increase in the woman’s working time is subject to high
marginal tax rates. In addition, there are considerable incentives to take a tax-exempt
mini-job. ‘Mini-jobbers’ can earn up to €450 per month or up to €5400 per year free
of tax. A spouse’s derived entitlement to health insurance also remains in place. The
marginal tax rate for a married woman (and occasionally for a married man) who moves
from a mini-job to a job liable for social security contributions is extraordinarily high:
once monthly earnings exceed the €450 threshold by just €1, not only do employer’s social
insurance contributions have to be paid in full, but the entire part-time income is also
liable for income tax. The €450 threshold, which the statutory minimum wage also turned
into an upper limit on working time of around 12 hours per week, explains the peak in
women’s working times at the bottom end of the distribution. This artificial threshold
rations the labour supply of women who, according to all the working-time surveys,
would like to work significantly longer hours.
It is also in many companies’ interest to hold fast to this upper limit, but for a completely different reason. For employers, mini-jobs are more expensive than insurable parttime work because they have to pay a flat-rate levy of 30 per cent. Hanau (2006) describes
mini-jobs as a puzzle. ‘In actual fact, it is baffling what might induce employers to hire
workers whose employment is associated with significantly increased non-wage labour
costs’ (Hanau 2006, p. 809). This puzzle can be solved only by considering mini-jobbers’
actual employment conditions. Extensive research in this area has shown that in practice
mini-jobbers are treated unequally. Their hourly rate of pay is often lower than that of
employees in comparable insurable jobs and they are usually paid only for the hours
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worked; they do not receive the paid holidays or sick leave to which they are entitled. The
most recent data is to be found in an IAB (Institute for Employment Research) survey of
employees and companies carried out in 2015. According to the survey data, the average
hourly rate of pay for mini-jobbers was just €9.30, compared with €16.70 for part-timers
in insurable jobs, €18.30 for full-timers on fixed-term contracts and €21.00 for permanent
full-time employees. Furthermore, more than half of all mini-jobbers earn less than €8.50
(Fischer et al. 2015, p. 56f) and, at 77.4 per cent in 2015, they also have the highest share
of low-wage earners of all employment forms (Kalina and Weinkopf 2017).
The Organisation for Economic Co-operation and Development (OECD) and the EC
exhorted Germany on several occasions in the 2016 European Semester to reduce the
high marginal tax rates for second earners; German policy-makers have yet to respond.6
The trade unions have tried on many occasions to reduce the amount of marginal parttime work but with only moderate success, since mini-jobs are a crucial element of the
business models in many service industries, such as retailing, cleaning or catering. The
best agreements were concluded by trade unions in sectors in which mini-jobs play only
a marginal role, such as in the metalworking industry. Thus according to the collective
agreement negotiated by IG Metall in North Rhine-Westphalia, all new part-timers must
be liable for social insurance contributions. In a small number of collective agreements,
such as that in the North Rhine-Westphalia retail/wholesale trade, the service sector
union ver.di succeeded in pushing through a minimum weekly working of 20 hours
for part-time employees. However, derogations are possible by agreement, which is the
rule in practice. In North Rhine-Westphalia’s retail sector, employees who for 17 weeks
work more hours than the agreed working time can also request an increase in their
contractual working time up to the average level for the previous 17 weeks. The trade
union official responsible for the retail sector said that employees generally accept the
shorter working times they are offered in order to secure the job. However, when they
have been employed for some time and have gone beyond the notice period, some of
them take advantage of the opportunities to increase their contractual working time.
However, she also reported that ver.di has not succeeded in extending this arrangement
to the retail sector nationally.
Improvement of the work–life balance has become a key issue for both the legislature
and trade union collective bargaining policy in recent years. In 2001, full-time workers
in companies with more than 15 employees were given the right to switch from full-time
to part-time employment. A right to revert to full-time work in companies with more
than 45 employees is included in the new grand coalition agreement. Also, instead of
further across-the-board reductions in working time, trade unions are now negotiating
opportunities for temporary working-time reductions over the life course. The railway
and transport union negotiated a pay rise of 2.6 per cent for employees of German
Railways for 2017, which employees can take either in the form of an hour’s less work
(38 instead of 39 hours) or an additional six days’ leave per year. In February 2018,
IG Metall negotiated an arrangement whereby employees can temporarily reduce their
working time to 28 hours per week for a maximum of two years and an increase in holiday pay of 27 per cent of a month’s salary, which can also be taken by parents, carers or
shift workers in the form of eight days off in the course of a year. These two agreements
indicate a paradigm shift in trade union working-time policy towards support for more
individual options. This policy becomes particularly powerful in combination with the
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new legal opportunities for individuals to change their working time. The key provision
here is the right to return to full-time work, which can prevent employees from being
permanently consigned to part-time work, with all the severe scarring effects this form
of working time can engender.
Summing up, the social partners were able to negotiate innovative collective agreements on working hours that improved the work–life balance, as well as company competiveness. The new parental leave scheme as well as the high investments in childcare and
all-day schools have helped to increase women’s participation in employment. However,
many women are discouraged from moving into jobs above the mini-job threshold, which
explains the very high share of marginal part-timers in Germany.

7.

 ASE STUDY 2: STRONG ROLE OF SOCIAL PARTNERS IN
C
THE MINIMUM WAGE

On 1 January 2015, a statutory minimum wage of €8.50 was introduced for the first time
in Germany; two years later, on 1 January 2017, it was raised to €8.84. This increase
was decided by the Minimum Wage Commission, whose members include three representatives from the trade unions and three from the employers’ side, together with two
academic experts proposed by the social partners. In deciding on the first increase in the
minimum wage, the Minimum Wage Commission followed the formula stipulated in the
Minimum Wage Act, namely, that the minimum wage should be raised every two years
in line with the average increases in collectively negotiated rates of pay over the same
period. At the parliamentary hearing on the draft bill, the social partners acted in concert
to insist on this arrangement. In doing so, they were following the tradition of free collective bargaining and rejecting any political intervention in wage-setting, so that it would
be their pay policy that set the benchmark for the biennial increases in the minimum
wage. Deviations from this formula can be agreed only if there is a two-thirds majority
in favour within the Minimum Wage Commission, which is likely only in exceptional
situations, such as in another financial crisis.
Systematic evaluations using difference-in-difference methods are not yet available.
Nevertheless, descriptive statistics show that the slump in employment predicted by
mainstream economists has not happened. The rise in employment has actually accelerated further following the introduction of the minimum wage. Thus between 2014 and
2017 the number of dependent employees rose by 1.7 million, compared with 1.1 million
between 2011 and 2014 (Hohlfeld et al. 2017, p. 8).
Moreover, there have been considerable increases in income in the lower deciles of
income distribution. Comparison of the wage increases between 2014 and 2016 with
those in earlier years shows that between 1998 and 2014 wages in the bottom two deciles
rose at a rate of approximately 1 per cent per year, considerably less than those in deciles
8 to 10, which rose on average by 4 per cent per year. Between 2014 and 2016, as a result
of the new minimum, the evolution of wages was reversed. In the bottom decile, the
increases even reached 15 per cent (Figure 5.11). Between 2014 and 2016, wage increases
averaged 4.8 per cent. Following the introduction of the minimum wage, women (6.8
per cent), mini-jobbers (9.2 per cent), employees without vocational training (7.2 per
cent), employees in companies with between five and nine employees (13.4 per cent) and
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foreigners (9.3 per cent) received considerably more (Burauel et al. 2017, p. 1121). Rises
for workers in the very smallest companies, with up to five employees, however, were
below average at only 3.2 per cent, which indicates considerable compliance problems in
this area. These wage increases corrected some of the worst distortions of the income
distribution at the lower end. The share of low-wage earners in Germany, however,
remains high and above the EU average. One reason for this is that the minimum wage,
as in United Kingdom, with a relative value on the Kaitz index7 of 48 per cent (United
Kingdom 49 per cent) is set lower than, for example, in France (62 per cent) or the
Netherlands (60 per cent) (Schulten 2017). The second reason is the still high level of
non-compliance.
In 2016, around 1.8 million people entitled to the minimum wage were paid less than
€8.50 per hour. The share of non-compliance is particularly high in mini-jobs (43.3 per
cent), among temporary employees (19.2 per cent) and employees without vocational
qualifications (15.6 per cent), and in firms with fewer than five employees (33.3 per cent)
and firms with between five and nine employees (23.6 per cent) (Burauel et al. 2017,
p. 1120). Even the above-average pay rises for some of these groups of workers were not
sufficient to take all workers in these groups above the minimum wage threshold. This
shows just how far the German wage structure had unravelled before the introduction
of the minimum wage. Case studies show that most companies now have a clean ‘paper
trail’ and pay at least €8.50 for the contractual working time. However, additional hours
worked beyond the contractual working time are often not paid, particularly in very
small companies without works councils whose employees have little bargaining power.
Also, as previously mentioned, mini-jobbers also tend to miss out on paid holidays and
sick leave. Furthermore, the number of inspections has declined. The German Customs
Authority’s Undeclared Work Enforcement Unit (Finanzkontrolle Schwarzarbeit), which
is responsible for monitoring compliance with the minimum wage, inspected 63 000
companies in 2014. That number fell by more than a third to 40 74 in 2015 and 43 627 in
2016. It was not until 2017 that the number of inspections began to rise again (Deutscher
Bundestag 2017). The official reason given was that many customs officials had been temporarily redeployed to assist with the refugee crisis, where there was an acute shortage of
personnel. However, it had almost certainly been decided as well that companies should
be given time to adapt to the minimum wage. Whatever the reason, there were hardly any
inspections in the first four months of 2015.
Figure 5.12 shows that wages rose more sharply than previously, right into the sixth
decile, which indicates possible ripple effects. When the wages of the low-paid workers in
a company rise, the employer often raises the pay of the more highly skilled employees
as well, in order to maintain motivation and prevent them from leaving. In countries
with high levels of collective agreement coverage, however, such ripple effects are institutionalised when wages are renegotiated following an increase in the minimum wage
and the entire collectively agreed wage grid is pushed upwards (Bosch and Weinkopf
2013b). Such renegotiations began even before the introduction of the minimum wage.
From 2010 onwards, the trade unions, anticipating the arrival of the minimum wage,
had sought to raise collectively agreed rates above the €8.50 level, which they largely succeeded in doing. In 2010, 16 per cent of all pay grades in 31 industries were still below the
€8.50 mark. By 2017, this applied to only 1 per cent of the pay grades in seven industries
(Bispinck and Tarifarchiv 2017a). These included collective agreements that had not been
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Figure 5.12 
Nominal growth in contractual hourly pay over two years by deciles,
Germany, 1998–2014
renegotiated for a long time because the trade unions in those industries are too weak
to force the employees into negotiations. Examples include the metal craft industry in
Saxony and agriculture in Mecklenburg-Vorpommern (Figure 5.13). The ripple effects
are most strongly institutionalised in those industries in which the lowest pay grade is
close to the minimum wage, as in system catering. In those sectors in which the trade
unions are strong, such as in public services, Deutsche Post or the metalworking and
chemical industry, the lowest pay grades are significantly higher than the minimum wage,
so that an increase in the minimum wage does not generate any pressure for new negotiations. Since the minimum wage is quasi-indexed, these sectors tend to pull it upwards.
In the construction industry, the lowest pay grade is the same as the industry-specific
minimum wage, which is negotiated by the social partners and was raised from 1 January
2018 to €11.75. The pay grade for skilled workers has also been fixed as the minimum
wage II at €14.95. Industry-specific minimum wages have been negotiated in 15 industries
employing a total of around 3.8 million workers. The largest of these industries are
cleaning (983 000 employees), care work (870 000 employees) and construction (527 000
employees) (Deutscher Bundestag 2017, p. 2).
In summary, the German minimum wage has helped to improve substantially the
finances of low-wage workers, and without disemployment effects. The minimum wage
has also strengthened the social dialogue because it had been placed in the hands of the
social partners to a much greater extent than in almost all other European countries, with
the exception of Belgium.
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Figure 5.13 
Minimum wage and minimum and maximum rates in selected collective
agreements, Germany, end of 2016

8.

CONCLUSIONS

The starting question for this chapter was how far the social partners in Germany
promote convergence within the EU. A distinction was made between beta-convergence
(catch-up processes in the less developed countries) and sigma-convergence (growing
inequality within individual countries). Neither form of convergence will occur of its
own accord; there must be a political will to achieve it and it has to be actively managed.
Industrial relations cannot make a significant contribution to these processes unless the
social partners also have adequate power resources at their disposal.
It has become evident that the power resources of the trade unions in particular have
declined significantly in recent decades, which has led to the emergence in Germany of
a segmented labour market, as in some other EU countries. This was the intended result
of government policy: the deregulation of product and labour markets undermined
collective agreement coverage and led to the development of large areas of the economy
outside the reach of collective agreements, in which the social partners are no longer able
jointly to determine working and employment conditions.
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The weakening of the social partnership has far-reaching consequences not only for
Germany but also for the EU, particularly the euro zone. Income inequality in Germany
has risen sharply, which has significantly curbed sigma-convergence in Europe. For the
same reason, German unit labour costs increased at a considerably slower rate than
in other euro-zone countries. However, Germany’s growing current account surpluses
cannot be attributed solely to German wage policy. An almost equally important factor
is Germany’s restrictive fiscal policy, which has curbed demand for imports as a result
of cuts in public investment. Germany’s current account surpluses are a major factor in
the destabilisation of the euro zone. They have forced other member states, the southern
European deficit countries in particular, to implement wage reductions and reduce public
investment, with negative effects on beta-convergence within Europe. Since German
exports are not very price-sensitive, however, the current account surpluses cannot be
reduced solely by higher wage increases but at the same time require an increase in public
investment in Germany.
The growing income inequality is closely linked to the increase in precarious employment forms, which companies often use as a means of exiting the primary labour market
segment, where employment and working conditions are good, and which is regulated by
collective agreements and codetermination. Most of these precarious employment forms
arise out of domestic legislation, such as the exemption of mini-jobs from income tax and
social insurance contributions and, in the case of temporary agency work, the possibility
of derogating from the equal pay requirement by negotiating a collective agreement to
that effect. Others, such as the supply of marginal part-time jobs, depend on regulatory
gaps. The trade unions are trying to get these precarious employment forms re-regulated;
however, they are succeeding only where they are strong. Thus the well-organised unions
in manufacturing industry negotiated wage supplements that increase as the length of
an assignment in their industry increases. Insurable part-time jobs and mini-jobs are
found mainly in service industries, in which the trade unions are not in a position to
call strikes. In these industries, it has been possible only to negotiate isolated protection
regulations for these workers. The European directives on the equal treatment of parttime and temporary employment have established minimum conditions that have become
particularly important in the secondary employment segment in Germany. However, this
does not apply to foreign contract workers. In their case, the Posted Workers’ Directive
and judgments by the Court of Justice of the European Union that gave precedence to
European competition law over national collective agreements, unless they have been
declared generally binding, have reduced the room for manoeuvre. In the autonomous
German wage system, in which the state did not intervene in wage-setting, this European
legislation eroded national collective agreements, which in effect were declared obstacles
to competition. As a result, Germany became the main destination country in Europe
for cost-driven postings, with devastating consequences for the working and employment
conditions in the most badly affected sectors.
The growing income inequality and the undesired opening up of the German labour
market to wage dumping in the shape of cheap foreign contract workers led to the
introduction first of industry-specific minimum wages and then, in 2015, of a statutory
minimum wage. The minimum wage has led to considerable wage increases, particularly
for employees in small firms and in precarious jobs, although it has not yet been implemented everywhere owing to inadequate compliance monitoring. At the same time, the
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minimum wage has also had effects on collectively agreed wages. In industries in which
the lowest collectively agreed rate is close to the minimum wage, the entire wage grid is
raised when the minimum wage is increased. However, these ripple effects are considerably weaker than in France, because many low-wage sectors have low rates of collective
agreement coverage.
Working time is a fundamental area of influence for the social partners, in which collectively agreed standards still have a considerable effect even in sectors not covered by
collective agreements. Most employees have agreed working times of less than 40 hours
per week, although in some firms not covered by collective agreements derogation clauses
and new agreements have raised working times again. In industries with high levels
of collective agreement coverage, the trade unions have been successful in negotiating
arrangements whereby individuals can temporarily reduce their working times, with a
right to return to full-time work subsequently. These agreements indicate a paradigm
shift in trade union working time policy away from across-the-board reductions to more
working time options over working life. Compared with the European average, the share
of marginal part-time work in Germany is very high. This is due to the strong financial
incentives in the tax and social security system to take a mini-job. Mini-jobs are associated with strong scarring effects. However, the reform about which the EC has issued
repeated reminders has not yet happened because of the numerous special interests that
have a stake in this precarious employment form. Above all, it has become evident that
the increasingly unequal distribution of working time is an important factor in rising
income inequality. Better regulation of minimum working times is required, not only in
Germany but also in other EU member states.
The German example confirms my initial argument that the debate on convergence
within the EU cannot be conducted on a country by country basis. In a common
economic area, and even more so in a monetary union, a policy adopted by one country,
particularly a large one, can have both positive and negative effects on convergence
processes in the others. Above all, growing income inequality in Germany, combined
with austerity policy, has had negative effects on beta- and sigma-convergence in other
EU member states.
In the end, what matters for the improvement of the labour market situation via wage moderation in the problem countries is Germany’s willingness to accept a certain deterioration of its
price competitiveness. This leads to the insight that any attempt to improve a country’s competitiveness via wage moderation has the character of a zero-sum game. For Germany, this strategy
worked as long as the other member states remained passive or even accepted excessively high
wage increases. Due to the impact of high unemployment rates in several member states, this is
no longer the case. (Bofinger 2017, pp. 356–7)

However, many innovative collective agreements concluded by the German social
partners, such as the recent agreements on a working-time policy that offers greater flexibility over the various phases of working life, could serve as models for other countries
and promote EU convergence towards a better work–life balance.
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NOTES
1. The favourability principle in the German Collective Bargaining Act laid down a clear hierarchy of norms.
The norms enshrined in an industry-level collective agreement could not be undercut by company agreements unless the collective agreements expressly permitted such undercutting.
2. The gaps between the share of the intermediate stratum in the economically active population and in the
population as a whole are large, because most pensioners have no market income.
3. See http://appsso.eurostat.ec.europa.eu/nui/show.do?dataset=earn_ses_pub1t&lang=de (accessed 28
February 2008).
4. The goal was defined in the following terms in the Council Resolution of 1974: ‘Improvement of living
and working conditions so as to make possible their harmonisation while the improvement is maintained’
(Krebber 2009, p. 879).
5. These certificates give only an imprecise picture of the number of posted workers. Contract workers
can be posted several times a year and to several different countries, so that according to estimates by
the EC the number of posted contract workers is only 54 per cent of the certificates issued (EC 2017a).
Moreover, not all postings are notified and certificates can be issued without the intended posting actually taking place.
6. ‘Work disincentives, especially for second earners, remain in place . . . This contributes to a low proportion
of women working full-time and one of the lowest numbers of hours worked on average by women in the
Union, despite a high female employment rate . . . The exemption of mini-jobs from personal income tax
— and in many cases from all employee social contributions — can discourage workers from moving into
jobs with earnings above the mini-job threshold of EUR 450 per month. This disincentive is in many cases
even stronger for spouses subject to joint income taxation.’ (EC 2016b, p. C 2999/11).
7. The Kaitz index represents the ratio of the nominal statutory minimum wage to the median wage of fulltime employees.
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6.

I reland after the Great Recession:
Convergence or divergence?
Philip J. O’Connell

1.

HISTORICAL CONTEXT

There is substantial evidence of Irish convergence with European standards in recent
decades. In economic terms, much of that convergence took place in the 1990s. In terms
of gross domestic product (GDP) per capita – often used in popular accounts – Ireland
began the 1990s at about 60 per cent of the then European average,1 but after exceptionally rapid economic growth, it ended the decade at about 120 per cent of the average. This
does not, however, mean that Ireland had become one of the richest countries in the world
at the beginning of this century. Foreign direct investment (FDI) plays a very substantial
role in Irish economic activity and in its measured growth rates. As a result, an unusually
large proportion of national product flows out of Ireland to foreign investors. To take an
alternative measure of output, gross national income – which is not so influenced by FDI
flows and arguably provides a better measure of income available to Irish residents – grew
rapidly, from about 20 per cent below the Organisation for Economic Co-operation and
Development (OECD) average in 1995 to about 4 per cent above it in 2002 (Nolan and
Maitre 2017). Even this more modest approach still suggests a convergence process,
however, to around the European average in terms of per capita income.
We also see convergence in employment. The Irish employment rate increased from
52 per cent of the resident population aged 15–64 years in 1993, at a time when the EU
average was 60 per cent, to just over 69 per cent in 2007, at which point it exceeded the
EU average of 67 per cent (Eurostat). Female employment also increased rapidly over
this period, from 39 per cent of the population in 1993, when the European Union (EU)
average was 48 per cent, to over 60 per cent in 2007, slightly ahead of the EU average
of 59 per cent, thus converging with both the male Irish rate and the European average.
Explanations for the rapid growth in the economy and employment over the 1990s
– which came to be known as the Celtic Tiger boom – include a delayed-convergence
narrative that attributes delayed economic development to poor public policy-making
in the initial decades of Irish independence (FitzGerald 2000), as well as accounts that
emphasise the important role of FDI in developing Ireland as an export platform for high
value-added production in manufacturing and, more laterally, services (Barry and Bergin
2017). The role of social dialogue in Ireland’s belated development and convergence with
the European core is disputed. Some explanations of the boom emphasise the role of
Irish Social Partnership institutions, in which government, employers, unions and the
voluntary sector negotiated national agreements on wages and a range of economic
and social policies. Social partnership is argued to have facilitated rapid growth and
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underpinned competitiveness by linking wage increases in the dynamic and highly
productive FDI-exporting firms to the lower wages and productivity levels in the less
dynamic domestic sector (Baccaro and Simoni 2002; McGuinness et al. 2010). Honohan
and Walsh (2002) are more sceptical of the impact of social partnership, although they
do acknowledge the coincidence between the development of social partnership and the
improvement in competitiveness, which gave rise to the economic boom and employment
growth. A crucial feature of the early social partnership deals agreed between the peak
organisations of business and labour, represented by the Irish Congress of Trade Unions
(ICTU), was the exchange of reductions in taxes on employees for wage restraint. Low
taxes on income as well as low corporation tax to attract mobile FDI combined to curtail
expansion of the welfare state in Ireland and limit spending on health, education and
housing. This led to the unusual combination of national social dialogue through the
social partnership institutions with a ‘liberal’ welfare regime. Typical of liberal welfare
regimes, Irish welfare policies are dominated by market provision, with low rates of social
provision and an emphasis on cash transfers that are targeted and largely allocated on
a means-tested basis. This residual approach to welfare policy was not a result of social
partnership but reflected a long-standing characteristic of Irish social policy. More
broadly, within the ‘varieties of capitalism’ approach, Ireland is regarded as a liberal
market economy, with competitive market processes, low rates of unionisation, decentralised collective bargaining, and high levels of wage and income inequality, although the
state is much more active in attracting FDI than might be anticipated in the ideal-typical
liberal market economy. The Irish labour market is considered to be flexible, with weak
employment protection legislation and low and declining union density.
This brief historical overview would suggest that, while there were strong elements
of convergence between Ireland and European standards of living before the Great
Recession (hereafter the Recession), the Irish model nevertheless differed in important
respects from many of its European neighbours. This chapter explores the extent to
which Ireland may have converged with, or diverged, from other European patterns in the
course of its recent experience of recession and recovery.
The Recession and the unexpectedly rapid recovery are described below. This is followed by a discussion of the main trends in social dialogue, which outlines the framework
of Irish Social Partnership and industrial relations processes, tracks the long-run decline
in trade union membership and reviews changes to state institutions governing collective
bargaining and wage-setting. The next section explores labour market outcomes over the
past decade, a period that encompasses the boom, the Recession and the recent recovery,
in a context of declining union membership and shifting arrangements for collective
bargaining. That discussion, which focuses on trends in employment and unemployment, as well as changes in job quality and in atypical working, includes a comparison
of the Irish experience with a range of countries that also experienced deep economic
and financial crises (Greece, Spain, Latvia and Portugal), as well as countries that serve
as examples of differing welfare regimes (Belgium, Sweden and the United Kingdom).
Shifts in welfare policy and inequality are also considered. The chapter includes a case
study of young people in the Irish labour market. Young people were hit particularly
hard by the Recession in Ireland, and their participation in the recovery has been limited
in both the quantity and quality of jobs. This can be attributed, at least in part, to the
rise in non-union jobs and the decline in collective bargaining coverage for the jobs that
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young people are entering. Whether this represents a case of declining social dialogue
leading to divergence from European norms, or to downward convergence, remains to
be seen.

2.

THE GREAT RECESSION AND RECOVERY IN IRELAND

There were five key elements to the crisis that erupted on the Irish state and economy,
beginning in 2008: the bursting of the property bubble; the banking collapse; the
contraction in economic activity; the fiscal crisis of the state; and mass unemployment.
Following a long and sustained period of inflation in property prices over the course of
the previous decade, and a dramatic increase in household debt, the Irish property bubble
burst, with prices falling by over 40 per cent in the three years after 2007.
The property bubble had been facilitated by lax lending practices overseen by ‘lighttouch’ regulation that followed an international pattern of withdrawal of the state from
banking supervision. Irish banks were exposed not only to the domestic residential and
property bubbles, but also to shifts in the international economy because Irish banks had
borrowed profligately abroad to speculate in both domestic and international markets.
In the aftermath of the Lehmann Brothers collapse, two Irish banks failed (Anglo Irish
Bank and Irish Nationwide Building Society). Another, Allied Irish Bank, was fully taken
over by the state and the only other major player, Bank of Ireland, required substantial
recapitalisation by the state.
The Irish economy moved into recession in the first half of 2008. Gross national product contracted by 3.5 per cent in 2008 and by almost 10 per cent in 2009. By 2010, GNP
per capita had contracted by almost one-fifth of its level in 2007, before the crisis. There
was further contraction in 2011 and growth remained extremely sluggish through 2013.
As the economy contracted, employment fell by about 14 per cent over the three years
from 2008 to 2011. Unemployment increased from less than 5 per cent at the beginning of
2008 to over 15 per cent in 2012. Long-term unemployment increased very rapidly as the
recession took hold and persisted. In response to the labour market decline emigration
increased, immigration declined and Ireland returned to net emigration in 2009 for the
first time since the mid-1990s.
Two factors underlay the fiscal crisis of the Irish state: the contraction of tax revenues
and the cost of the bank crisis. State revenues contracted with lower economic activity,
less employment and a sharp decline in the taxes on property transactions upon which the
state had become heavily dependent during the property bubble. The general government
deficit went from surplus to a deficit of 7 per cent of GDP in 2008, and over 12 per cent
in 2009. In September 2008, the government took the momentous step of guaranteeing
almost all Irish bank liabilities and subsequently injected substantial funds to recapitalise
the banks with public funds. The national debt increased from 25 per cent of GDP in
2007 to 120 per cent in 2011, about one-third of which was a result of the bank bailout.
Confronting fiscal crisis in 2009, the Irish government embarked on a severe austerity programme to restore balance to the public finances, including spending cuts, tax
increases and public-sector pay cuts. The austerity package, designed to reduce the
deficit to 3 per cent by 2015, entailed an adjustment of €32 billion, consisting of €20.5
billion in spending cuts and €11.5 billion in tax increases. The cumulative effects of this
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austerity package represented almost 20 per cent of GDP. Alternatives to austerity were
proposed by the ICTU, which advocated a more Keynesian approach to maintaining
demand by sustaining pay levels, honouring negotiated pay increases, increasing public
infrastructural investment and extending the period over which the budget deficit would
be reduced (Roche et al. 2017). That approach won little support from government or
employers and was largely overtaken by events: the collapse of Social Partnership in 2009
and the bankruptcy of the Irish state in 2010. By 2010, despite the austerity policies, the
state was unable to borrow on international financial markets and had to avail itself of a
financial assistance programme from the Troika, comprising the European Commission,
the European Central Bank (ECB) and the International Monetary Fund (IMF). In the
initial phase of the austerity package, 2008–10, before the arrival of the Troika, adjustments amounting to almost €15 billion or 10 per cent of GDP were achieved. The second
half of the austerity programme, of the same order of magnitude, was implemented over
2011–15, the first three of those years under the supervision of the Troika.
The Irish economy emerged from recession in 2012 and grew strongly from 2013
achieving ‘the strongest post-crisis output recovery in the OECD’ (OECD 2018, p. 2).
Unemployment fell, to 5 per cent of the labour force in 2018, and the government’s
underlying primary fiscal deficit was 2 per cent of GDP in 2012, remaining below 1 per
cent for the following five years.
Ireland’s dramatic recovery has led it to be regarded as a ‘poster child’ for economic
regeneration from fiscal austerity. The Irish case has been hailed by the Troika institutions as evidence that where a country stuck closely to prescribed austerity measures, the
fiscal disciplines and structural changes involved could provide a platform for stability
and a return to growth and prosperity. However, Kinsella (2017, p. 58) suggests that
Ireland is best seen less as a ‘poster child’ than as a ‘beautiful freak’, whose experience of
austerity and recovery reflects a very specific set of conditions that differ markedly from
other countries forced to seek bailout support. Troika assistance to Irish banks, allied
with restructuring and regulatory reform, contributed to financial stability and restoration of international confidence. Roche et al. (2017) argue that fiscal consolidation was
necessary, but the key driver of economic recovery was the export performance of multinational firms, trading in international markets in major economies that had been less
seriously affected by the Recession and that had recovered more rapidly. Ireland’s export
performance more than offset the serious dampening effects of austerity on domestic
demand. Other features specific to the Irish case that were also critical in contributing to
stability and recovery included the consensus among the main Irish political parties on
the need for austerity, and a degree of continuity in social dialogue between employers
and unions. Public service trade unions contributed to stability by accommodating fiscal
retrenchment and accepting significant cuts in pay and employment. This avoided the
industrial conflict experienced by other countries implementing austerity cuts. Peaceable
industrial relations were maintained across the private sector, where cuts in nominal
pay were far from widespread and employers focused on cutting working time and
employment.
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3.

SOCIAL DIALOGUE

3.1

Industrial Relations Framework and Process

Centralised collective bargaining dominated industrial relations in Ireland from 1987
until the economic crisis in 2008. The Irish model of social partnership had emerged in
response to the recession and fiscal crisis of the 1980s. Seven national Social Partnership
agreements were negotiated over this period, setting wages through nationally negotiated
pay deals every three years or so. National agreements set benchmarks to be followed
voluntarily across the economy and non-unionised firms tended to shadow the national
benchmarks (McGuinness et al. 2010). The initial tripartite agreements represented an
exchange of tax reductions for wage moderation designed to enhance competitiveness
and thus increase employment. Later agreements expanded the coverage of Social
Partnership to general economic, fiscal and social policy, and included a wide range of
actors, among them non-governmental organisations which played an important role in
delivering elements of social policy in education, health and social services. As outlined in
section 1, the series of Social Partnership agreements is considered by many commentators to have facilitated the industrial peace and gains in competitiveness that ushered in
a period of economic growth that resulted in economic convergence with the developed
economies of the European core. Over the two decades from 1987 to 2007 – a period that
saw seven national-level Social Partnership agreements – real wages increased by 35 per
cent averaged across all industries (CSO 2017a).
The social partners negotiated a National Wage Agreement – ‘Towards 2016: Review
and Transitional Agreement 2008/2009’ (T16) – immediately before the economic collapse
in 2008. T16 agreed a pay-pause for 11 months in the public sector and three in the private
sector, followed by a 6 per cent increase over the following 18 months. The agreement also
included government commitments to improve collective bargaining and employment
rights (Regan 2012). However, from the onset of the crisis in 2008 the state retreated
from the tripartite social partnership system and as an employer reneged on the T16 wage
deal. The vast majority of private sector employers followed suit, signalling a shift from
national to local enterprise level bargaining (Hickland and Dundon 2016; Roche 2017).
Cuts in public service pay and numbers were central to the fiscal consolidation policies
adopted in response to the crisis after 2009. Three pay cuts were implemented across the
public service in 2009, 2010 and 2013: the 2009 cut entailed a public service pension levy
averaging 7 per cent and the two subsequent pay cuts averaged 6 per cent each, although
all three cuts were progressive, cutting more from those on higher incomes (Roche 2017).
Overtime rates were also cut, and premium salary payments reduced. In an effort to
secure a long-run reduction in pay rates, all new entrants to the public service from 2010
were appointed at salary scales that had been reduced by 10 per cent of the scales applying to incumbents (O’Connell 2013). Total numbers working in the public sector fell by
10 per cent between 2008 and 2013 and the total public service pay bill fell by almost 18
per cent between 2009 and 2013 (DPER 2014).
In the private sector, many employers responded to the crisis by freezing wages and a
minority cut basic pay levels – about half were in the freezing faction and a quarter in the
cutting camp in 2009 (Roche 2017). Employers were more likely to lay workers off, or to
cut their working hours. Private sector employment contracted by 16 per cent between
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2009 and 2011 and working time was also cut. So, while hourly wages remained virtually
static, average weekly wages across the private sector fell by about 3.5 per cent between
2009 and 2011, but then started to recover slowly, and fully by 2015 (O’Connell 2013;
Roche 2017).
The initial cuts in 2009 were imposed by emergency legislation, without recourse to
collective bargaining. In spring 2010 the public-sector unions and the government reengaged in dialogue and the Public Service Agreement (2010–14) (colloquially known as
the Croke Park Agreement, referring to the conference venue at the football stadium) was
negotiated between the Irish government and the unions. The government undertook not
to implement any further pay cuts for four years and to demand no compulsory redundancies. The agreement also provided for substantial reduction in public service numbers,
largely via voluntary redundancies, revised work practices, organisational restructuring
and redeployment of staff across the public sector, and an industrial peace clause.
The Croke Park Agreement was formally endorsed in June 2010 by the ICTU. The
rationale on the union side was that the agreement represented ‘an avenue to save
people’s jobs’ (MacCarthaigh 2017, p. 171). A significant minority – seven trade unions
representing some teachers, nurses, lower paid public servants and others – voted against
the agreement, but most subsequently accepted it.
The Public Service Stability Agreement (2013–16), popularly known as the Haddington
Road Agreement, negotiated between the government and public-sector trade unions,
imposed additional pay cuts, progressively from 5.5 per cent of salaries over €65 000
to 10 per cent of earnings of over €100 000 and increased working hours (about two
hours per week), but also provided for the restoration of these pay cuts after 2016. The
agreement also sought further flexibility from workers on redeployment, performance
management, work-sharing arrangements and workforce restructuring. The first draft
of the Haddington Road Agreement had been rejected by a majority of unions, and
the final agreement was accepted after the government threatened to legislate for cuts in
the absence of an agreement (MacCarthaigh 2017). The Lansdowne Road Agreement
(2013–18) was negotiated in a context of economic recovery and an improvement in the
fiscal outlook. Trade unions pressed for repeal of the cuts imposed under the emergency
legislation and the Haddington Road deal, increases in public service pay and an end
to the moratorium on recruitment. The new agreement represented an extension of the
Haddington Road Agreement and provided for restoration of pay cuts and reductions
in the public-sector pensions levy, although the extent of any public-sector pay increases
were constrained by new European fiscal rules, which required that any increases in
public spending be offset by tax increases, which faced resistance from the electorate.
A particular feature of the series of wage cuts imposed in the public sector during the
Irish crisis, and of the series of collective agreements surrounding those cuts, was the differential treatment of new entrants. From 2010, in an effort to secure a long-lasting structural reduction in pay rates, all new entrants to the public sector were to be appointed at
salary scales reduced by 10 per cent relative to the scales applying to incumbents.
Since the recovery, public-sector unions have sought to restore the pay-cuts imposed
during the crisis and to unravel the differential pay scales between new entrants and
incumbents. The Haddington Road Agreement provided for the reintegration of the new,
lower scales with the older, higher scales, and added two additional points at entry level.
This means that public-sector workers are now on the same incremental scales, but the
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new entrants came in at a lower entry level, entailing a cumulative loss of earnings until
they reach the top of the scale. Young teachers were hit particularly hard by the pay cuts
as they lost additional allowances (of up to five incremental points on the salary scale)
for higher education degrees, while their older colleagues retained those allowances, and
these have not been restored to the younger teachers. Not all public-sector unions signed
up to the series of collective agreements on wages and working arrangements. Those that
resisted the wage cuts, particularly teaching unions, have seen their members threatened
with being left behind in elements of pay restoration, including payment of increments.
Here we find an example of more militant unions and their members continuing to suffer
from cuts that have been returned to those of more compliant unions. This has given
rise to the continued controversy of unequal pay for younger teachers. It has also led to
tensions between teacher unions and has weakened their bargaining position.
Notwithstanding the more robust relationship between government-as-employer and
public-sector unions, the series of agreements after 2009 represent some degree of continuity in social dialogue that delivered pay cuts and reductions in public-sector numbers,
as well as reforms in work practices and redeployment, while providing job security for
public servants on permanent contracts. They also provided for pay restoration when
macroeconomic and fiscal conditions improved. Hickland and Dundon (2016) argue that
the agreements indicate the utility of maintaining social dialogue as a problem-solving
response to economic crisis. Nevertheless, bitter disputes emerged in the case of unions,
particularly in the education sector, that did not sign up to the agreements and whose
members have lost some ground in the restoration process.
Collective bargaining in the private sector shifted to local and enterprise level after the
IBEC withdrew from the T16 national pay agreement. The remnants of social partnership in this sector took the form of a protocol between the IBEC and the ICTU for the
‘Orderly conduct of industrial relations and local bargaining in the private sector’, which
was agreed in 2010 and renewed in 2013 as a mechanism to promote industrial peace
(Hickland and Dundon 2016). Regan (2012) argues that the accord is premised on a
strategy to sustain employment and that it has a symbolic function of demonstrating to
the state dispute resolution authorities that the erstwhile social partners still recognise
each other. During the Recession, from 2009 to about 2011, unions mainly engaged in
decentralised firm-level concession bargaining with private-sector employers, exchanging
concessions on pay, conditions and work practices for commitments to protect jobs
(Roche 2017). Unions were mainly concerned with protecting jobs in the face of the
sharp contraction in private-sector employment: there was little scope for pay increases
except in the most resilient and profitable firms (Roche and Teague 2015).
Hickland and Dundon (2016) document how the Services Industrial Professional and
Technical Union (SIPTU) developed an enterprise-level campaign in 2011 in pursuit
of modest pay rises of about 2 per cent. The ‘2 per cent strategy’ entailed bargaining
for modest incremental increases with carefully targeted profitable enterprises, mainly
in pharmaceuticals and electronics. The strategy was to negotiate directly between the
union and the company without the involvement of outside bodies, including the IBEC
and the Labour Relations Commission. Roche and Gormley (2018) argue that this
represented a form of pattern bargaining in which deals reached in the buoyant and
profitable export sectors spread progressively beyond those sectors into engineering,
large retail chains, construction supply, banking and state-owned commercial enterprises
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as economic recovery gathered pace. The 2 per cent target originally set out by the SIPTU
was respected by other large unions, including Unite, the Technical Engineering and
Electrical Union (TEEU) and Mandate. Roche and Gormley also argue that the 2 per
cent strategy took account of wage rises in Germany, as well as the ECB target of 2 per
cent inflation. This attempt to match wage increases to wage movements in Germany and
to European inflation would suggest that the effect of industrial relations practices in this
phase was to increase the extent of convergence with European trends. The 2 per cent
strategy was regarded by unions as providing for modest pay increases and protecting
jobs while also supporting competitiveness. By 2014, the 2 per cent strategy had delivered
over 220 collective agreements covering ‘upwards of 50,000 workers’ (Hickland and
Dundon 2016, p. 228).
Much of the international literature contends that one effect of the Recession was to
accelerate trends towards decentralisation of pay-bargaining in a disorganised manner
that compromised the capacity for unions to represent their members (Visser et al. 2015;
Koukiadaki et al. 2016). Ireland was one of the European countries that suffered deep
recession and fiscal contraction, entered a programme of financial support from the
Troika and saw a decline in collective bargaining coverage, leading to what Visser et al.
(2015, p. 9, table) terms ‘disorganized decentralization’ of collective bargaining. However,
the resumption of collective bargaining across most of the public sector, and the development of pattern bargaining in the private sector in the context of economic recovery,
suggests some continuity, and a degree of coordination in social dialogue. Thus, Roche
and Gormley (2017) argue that the conduct of Irish industrial relations did not follow the
path expected by commentators who saw disorganised decentralisation as the outcome
of recession and weakening of trade unions. Rather, they argue that pay bargaining in
Ireland after the crisis represents a case of ‘orderly decentralisation’ (Roche and Gormley
2017, p. 4) and then to new forms of coordination based on pattern bargaining in the
private sector and sectoral bargaining in the public sector.
3.2

Trade Union Membership

Given the intensity of the economic crisis and the scale of job losses, it is hardly surprising that trade unions were weakened by the crisis. However, union density has been in
steady decline in Ireland for decades. Walsh shows that union density declined from
about 46 per cent of employees in 1994 to about 27 per cent in 2008. Figure 6.1 shows
that union density fell from 38 per cent in 2003 to 32 per cent in 2007, and then recovered
to 34 per cent in 2009. Thereafter, in the context of economic contraction and declining
employment, the decline accelerated, to a low point of 27 per cent in 2014. Collective
bargaining coverage rates have followed this downwards trajectory, from 46 per cent in
2003 to 39 per cent in 2008 and 32 per cent in 2013 (International Labour Organization,
ILOSTAT). These declines in trade union density and coverage prior to the crisis may
have been partially due to the tendency for nationally agreed pay agreements in the Social
Partnership system to function as benchmarks for pay trends across the entire labour
market, thus creating a free-rider problem in which individual workers benefit from the
collective bargaining organised by unions of which they may not be members.
The overall pattern conceals important differences between the public and private sectors in both level and trends over time in union membership. In the private sector, union
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Figure 6.1

Trends in union density, Ireland, 2003–14

density is low, never higher than 30 per cent in the twenty-first century. Moreover, while
the decline in union density appeared to level out during the latter years of the boom,
there has been a steady decline since the recession, to just 16 per cent in 2014.
Union density was always much higher in the public sector, at almost 70 per cent in the
early years of the twenty-first century. Union density held up during the early years of
the crisis but went into decline after 2011. The stability of union density in the early years
of the crisis may reflect the effects of compositional changes in public-sector employment
– with reductions in less organised, temporary workers offsetting the effects of voluntary
redundancies among older employees who would have been more likely to be union
members. However, after the imposition of pay cuts, union density began to decline
steadily to a low point of 63 per cent in 2014. The imposition of pay cuts by legislation
in 2009 may have indicated the impotence of trade unions during the crisis, while union
agreement to pay cuts in the Lansdowne Road Agreement may have further undermined
support among members or potential members.
3.3

Industrial Relations Institutions

With social dialogue fragmenting and union density in decline, state institutions
governing wage-setting and dispute resolution also came under pressure for change.
The national minimum wage (NMW) was established in Ireland by legislation in 2000
covering many low-paid workers, bringing Ireland into line with practice in many other
European countries. The introductory rate of the NMW was €7.65 per hour, with lower
rates for teenagers (70 per cent) and adults in the first year of a job (80 per cent). The rate
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had increased to €8.65 in 2007, just before the crisis hit. The rate was reduced by €1 as
one of the labour market reforms called for under the Memorandum of Understanding
governing the Troika Financial Assistance Programme in 2010 but was restored to €8.65
by the newly elected government in 2011. It has since been increased on two occasions,
to €9.25 in 2017. Other wage-setting institutions were also targeted in the Memorandum.
Joint Labour Committees (JLCs) were set up in the 1940s as independent wage-setting
institutions to determine pay rates in certain low-wage sectors, such as agricultural
labouring, catering, hairdressing, hotels, cleaning and retail. Joint Labour Committees
were composed of representatives of workers and employers, with independent chairs,
and the Registered Employment Agreements (REA) for each sector were implemented
through Employment Regulation Orders via the Labour Court. The effect of the JLC/
REA system would have been to raise wages and reduce inequality among vulnerable
workers. There have been several attempts by employers to challenge the JLC/REA
system for collective bargaining and setting wages through Employment Regulation
Orders. In response, these challenges were reversed by new industrial relations legislation
to restore wage-setting in vulnerable low-wage sectors, although the government also
introduced in 2012 an inability-to-pay clause whereby employers could be exempted from
pay increases mandated by EROs if they could make the case that the business could not
afford the increase. Under the Troika Memorandum, the new legislation was amended to
allow employers to seek extended exemptions for over two years. Hickland and Dundon
(2016) argue that the combined effects of the enhanced time frames for exemptions introduced at the behest of the Troika and the increasingly legalistic procedures underpinning
the determination of JLCs have replaced collective bargaining and negotiation with a
form of legal arbitration. This would have the effect of reducing the scope of collective
bargaining in low-wage sectors characterised by low levels of union density and render
attempts at union organisation more challenging.
A further reform of labour market institutions concerned with employment rights and
collective bargaining implemented under the auspices of the Troika Memorandum in
order to improve the efficiency of Irish industrial relations institutions was the Workplace
Relations Commission (WRC) in 2011. The WRC took over the functions of: the Labour
Relations Commission, responsible for dispute resolution; the Employment Appeals
Tribunal, governing unfair dismissals; the National Employment Rights Authority, which
supervises employers’ compliance with employment rights legislation; and the Equality
Tribunal, which adjudicates on cases of alleged discrimination under Irish equality
legislation. Under the reform, the Labour Court has become the single appeal body for
all decisions by the institutions under the umbrella of the WRC. Roche and Gormley
(2018) note that the WRC and the Labour Court, in attempting to resolve pay disputes,
have tended to respect the 2 per cent norms established in other companies and sectors,
thus providing institutional support and legitimacy to the emerging forms of coordination. Institutional support for the more widespread proliferation of the 2 per cent pay
norm also facilitated convergence with European wage trends and inflation targets and
supported competitiveness.
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4.

LABOUR MARKET OUTCOMES

4.1

Overall Employment and Unemployment

Figure 6.2 shows employment rates for the period immediately preceding the Recession,
2007 to 2016. It is useful to consider the Irish experience in comparative perspective.
The figure shows the average for the 28 EU countries, and for eight countries, including Ireland. There are three countries on the southern European periphery, Greece,
Spain and Portugal, where welfare policies are relatively undeveloped, and all of which
experienced severe crises in the Recession. Latvia is included as an example of an Eastern
European country that also experienced a deep recession and fiscal crisis. Sweden is used
as an example of a Social Democratic regime, characterised by principles of universalism and redistribution through generous social welfare benefits and inclusive services.
Belgium serves as an example of a corporatist regime, where there is less emphasis on
redistribution and access to entitlements is based on labour market linkages. The United
Kingdom is another liberal regime, which, like Ireland, relies more heavily on targeted
welfare payments and on market provision of welfare services.
In Ireland, total employment contracted by 14 per cent during the Recession, from
2008 to 2012, with the result that the employment rate fell from 69 per cent of the population aged 15–64 years in 2007, when it was above the EU28 average of 65 per cent, to
59 per cent in 2012, when the EU average was 64 per cent. The recovery in Ireland has
brought the employment rate back to 65 per cent, still well short of the pre-recession peak
and below the EU average. That recovery was driven by the dynamic export sector associated with FDI: maintaining competitiveness in these sectors may have been facilitated by
the 2 per cent strategy adopted by trade unions in pharmaceuticals, electronics and other
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Figure 6.2 
Employment rates as a percentage of the population aged 15–64 years,
Ireland and selected countries, 2007–16
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profitable sectors, discussed in section 3.1. However, the decline in the Irish employment
rate was much less severe than in Greece, where the rate fell from a comparative low of
61 per cent to less than 50 per cent in 2013, or in Spain, where the rate fell from 66 per
cent in 2007 to less than 55 per cent in 2013. There have been signs of some recovery
in employment in both Greece and Spain in recent years, but their employment rates
remain well below pre-crisis levels and below the European average. In Portugal, which
also experienced a visit from the Troika, the employment rate fell less dramatically than
in Ireland and, since 2012, employment rates in the two countries have risen in tandem.
Latvia experienced a rapid employment decline in the early years of the Recession, but
the employment rate has climbed steadily since 2010 and now exceeds the pre-crisis level,
and the EU average. There is no evidence of a cyclical pattern to employment rates in
Belgium, which has been close to 62 per cent throughout the period. Sweden and the
United Kingdom, notwithstanding their differences in welfare regime, both maintain
high employment rates that fell at the beginning of the Recession, between 2009 and
2011, but both countries – which are outside the euro zone – recovered quickly and
employment grew after 2012, increasing to well above the EU average in 2016.
Figure 6.3 shows unemployment rates from 2007 to 2016. In Ireland, unemployment
increased from less than 5 per cent in 2007, when it was the lowest of the countries considered here, to 15 per cent in 2012, falling back to 8 per cent in 2016, and further to 6 per
cent in 2018. Greece and Spain were the two countries worst affected by the Recession:
unemployment increased to almost 28 per cent in Greece and 26 per cent in Spain in 2013.
Unemployment remained chronically high in both countries in 2016. Portugal exhibits a
similar pattern to Ireland, with unemployment steadily increasing to over 16 per cent in
2013, although the subsequent decline in unemployment has been rather less fortuitous.
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Figure 6.3 
Unemployment rates as a percentage of the population aged 15–64 years,
Ireland and selected countries, 2006–16
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Belgium, Sweden and the United Kingdom all saw relatively modest increases in unemployment, with unemployment rates persisting in the former two for an extended period
after the Recession, whereas unemployment in the United Kingdom dropped below 5 per
cent in 2016. There is little support here for the contention that austerity policies had a
positive impact on the labour market: most of the countries that imposed austerity saw
dramatic increases in unemployment.
4.2

Job Quality

It is useful to consider the quality as well as the quantity of employment. Table 6.1 shows
trends in average earnings by economic sector between 2011 and 2016. There was little
movement in average wages over the five-year period, although there was substantial
variation around the national average.
Earnings fell over the period, in public administration and defence, education, and
human health and social work, most of which involve public-sector employment; even
during 2015–16, in a buoyant economy and labour market, average earnings continued to
fall in two of these three sectors. These are also the sectors in which union density is generally higher than in the private sector; so union membership did not safeguard workers
from pay cuts in the Recession. Earnings increased sharply in the information and communication sector, where skills shortages have been experienced. Average earnings have
also increased – to a lesser extent – in wholesale and retail trade, a sector characterised by
low average wage levels, and in professional, scientific and technical activities.
Figure 6.4 shows comparative data on mean hourly earnings in the business economy
for the years 2006, 2010 and 2014. There are huge differences in earnings between
countries, from a high of €18.40 per hour in Ireland to a low of €6.59 in Latvia. There
Table 6.1

Average hourly earnings by economic sector, Ireland, 2011, 2015 and 2016

Principal activity

2011

2015

2016

Annual
change
(2015–16)

Five year
change
(2011–16)

Industry
Construction
Wholesale and retail trade
Transportation and storage
Accommodation and food
Information and communication
Financial, insurance, real estate
Professional, scientific, technical
Administrative and support services
Public administration and defence
Education
Human health and social work
Arts, entertainment, recreation and
other services
Total

21.47
19.06
16.66
19.82
12.48
26.80
29.28
24.07
16.55
26.17
36.62
23.53
16.07

22.15
19.54
17.47
20.35
12.23
29.65
29.40
24.63
17.01
25.54
34.15
22.04
16.99

22.41
19.85
17.84
21.01
12.47
29.74
29.66
25.40
17.33
25.23
33.84
22.13
16.69

1.2
1.6
2.1
3.2
2.0
0.3
0.9
3.1
1.9
−1.2
−0.9
0.4
−1.8

4.4
4.1
7.1
6.0
−0.1
11.0
1.3
5.5
4.7
−3.6
−7.6
−5.9
3.9

21.94

21.90

22.04

0.6

0.5
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Figure 6.4 
Mean hourly earnings in the business economy, Ireland and selected
countries, 2006, 2010 and 2014 (euros, adjusted for purchasing power)
is a great deal of continuity in hourly earnings; most countries maintained their rank
position, with the exception of the United Kingdom, which was the only country to
experience a decline in average earnings over the entire period, and which, as a result, fell
from the top of the average earnings table. In Ireland, a high-wage country, and Portugal,
a relatively low-wage country, earnings increased between 2006 and 2010, which included
the end of the boom as well as the recession, and were then generally flat between 2010
and 2014. There was a decline in average earnings in Greece between 2010 and 2014. In
Belgium and Sweden, high earnings increased steadily over the period. The recovery in
Latvia was accompanied by a substantial increase in earnings, albeit from a low base.
Another indicator of job quality is the proportion of low-wage workers and Ireland is
regarded as a country with a high incidence of low pay. Collins (2015) shows that 25 per
cent of employees earned less than €12.20 per hour in 2013, the Eurostat low-pay threshold of two-thirds of the median. By this measure Ireland has one of the highest rates of
low pay in the OECD and its incidence has been rising almost continuously since 2000
(TASC 2015). Low pay is most common among women and young workers, in particular
in sectors such as wholesale and retail trade, accommodation and food, administration
and support services, and agriculture, forestry and fishing. These tend to be sectors with
low levels of union membership, and in the absence of unions, wages of many workers in
these sectors are set by wage-setting institutions, including the NMW and the JLC/REA
system described in section 3.3.
Figure 6.5 shows the incidence of low-wage workers in comparative perspective over
the years 2006 to 2014. Latvia has a very high incidence of low-wage workers: 31 per cent
of employees were earning two-thirds of the median in 2006 and this fell to 25 per cent in
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Figure 6.5 
Low-wage workers as a percentage of all employees, Ireland and selected
countries, 2006, 2010 and 2014
2016, still substantially higher than the EU average of 17 per cent. Ireland and the United
Kingdom, both liberal market economies, have relatively high proportions of workers on
low wages – about 22 per cent – and this has changed little over time. The incidence of
low-wage workers climbed sharply in Greece after 2010, to about the Irish and UK level.
However, in Portugal – another southern European peripheral country – the incidence of
low wages dropped from 21 per cent (about the Irish rate) in 2006 to 12 per cent in 2014,
at which point it was well below the EU average. Sweden and Belgium show much greater
levels of equality, with very low proportions of workers in low-wage jobs.
The Irish Central Statistics Office (CSO) began collecting a new data series on recipients of the NMW in Ireland in 2016. The CSO (2017b) report shows that 10 per cent
of employees earned the NMW, then set at €9.15 per hour. About 9.3 per cent of male
employees and 10.9 per cent of females earned the NMW or less. Age differences were
particularly marked: 42 per cent of employees in the 15–24 age group earned the NMW or
less, compared with 10 per cent of those aged 25–34 and 5.6 per cent of those aged 35–44.
Almost 38 per cent of all those earning the NMW were in the 15–24 age group. Almost
three out of five employees (58.5 per cent) at or below the NMW worked part-time, and
almost 27 per cent of part-timers were earned the NMW or less. Immigrants, who tend to
show much lower levels of unionisation than the native-born population, were also much
more likely to be at or under the NMW: 17 per cent of non-Irish employees, compared
with 9 per cent of Irish employees.
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4.3

Atypical Working

The incidence of part-time working increased in Ireland during the Recession, from
about 19 per cent of total employment in 2008 to 24 per cent in 2012. Underemployment,
referring to those part-time workers who indicated that they were willing and available to
work additional hours, increased more sharply, doubling their share of total employment
from just under 4 per cent to just under 8 per cent of all employees. The vast majority of
part-time workers are women: part-time working among women increased by about 12
per cent during the Recession and in 2012 almost one in 10 women at work reported that
they were underemployed, willing to work more. Among men the increase in part-time
working was more marked: there was a 48 per cent increase, albeit from a much lower
base. Also, the rate of involuntary part-time working among men increased from 2.6
per cent to 6.6 per cent of total employment. Part-time working has declined during the
recovery, although it remains elevated relative to the level before the Recession. The share
of involuntary part-time working has also decreased, although it also remained somewhat
higher in 2016 (3.6 per cent) than it had been in 2008 (2.6 per cent) among men.
Over the course of the Recession and its immediate aftermath, Irish patterns of parttime working increased from about the EU average in 2007 to close to the level found in
countries such as Belgium, Sweden and the United Kingdom, where part-time working
is more common. Figure 6.6 shows that after the recovery, levels of part-time working in
Ireland have remained above the EU average. Part-time working has also increased, albeit
from a lower base, in the other countries hit hard by the Recession: Greece, Portugal and
Spain, and in recent years, Latvia.
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Figure 6.6 
Part-time as a percentage of total employment, Ireland and selected
countries, 2007–16
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Given the relatively high degree of flexibility in the Irish labour market, and the weakness of employment protection regulations, it is perhaps not surprising that temporary
contracts are not a prominent feature in Ireland. Relatively weak employment protection
regulations, which themselves may reflect the limited influence of collective bargaining,
mean that employers do not face significant barriers or costs associated with firing
employees, so they are less likely to resort to fixed-term contracts. By a similar logic, temporary contracts do not fluctuate greatly with macroeconomic conditions. Nevertheless,
analysis of the Quarterly National Household Survey (QNHS) shows that temporary
contracts among employees aged 15–64 years increased from 8.6 per cent in 2006, during
the boom, to 10 per cent in 2012, in the depths of the Recession. Since then, temporary
working has fallen to 7 per cent in 2017. Kelly and Barrett (2017) show that new entrants
to jobs during the Recession were more likely to be working part-time or on temporary
contracts, and that this trend was not fully reversed during the recovery in 2014 and 2015.
Figure 6.7 shows that, in comparative terms, the incidence of temporary contracts is
well below the EU average. Within the groups of countries that share this characteristic,
both Ireland and Latvia saw their incidence of temporary contracts increase during the
Recession and then subside during the recovery. In two of the other countries that experienced deep crises, Greece and Portugal, there is little evidence of an impact of the crisis
on temporary working. In Spain, where temporary contracts have been an important
part of the labour market, temporary working fell steadily during the decline in overall
employment between 2009 and 2013 and increased as total employment recovered. This
pro-cyclical pattern would suggest that those on temporary contracts are more exposed
to shifts in labour demand in Spain than in the other crisis countries.
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Figure 6.7 
Temporary contracts as a percentage of total employment, Ireland and
selected countries, 2007–16
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INEQUALITY AND WELFARE POLICY

Inequality of market incomes, already high during the boom period, increased during
the Recession, driven in particular by the surge in unemployment and its concentration
among those who had been employed in low-skill, low-wage and exposed sectors, as well
as by cuts in the wages and working hours of those still in work. Table 6.2 shows that, by
2015, inequality of market incomes had fallen somewhat, but not to pre-recession levels.
We noted previously that Ireland can be characterised as a liberal welfare regime, with
welfare policies dominated by market provision, and with low rates of social expenditure
and means-tested targeted benefits. Austerity measures introduced during the Recession
led to cuts in social welfare payments. Among the unemployed, for example, rate cuts in jobseeker payments in 2009 and 2010 amounted to 10 per cent of the 2008 levels; the Christmas
bonus payment, which amounted to an extra week’s payment, was abolished; payment rates
for those under 25 years of age were cut by up to 50 per cent; eligibility and entitlement
criteria were tightened up, and the duration of insurance-related jobseeker payments
was reduced (Murphy 2017). These cuts were imposed following the collapse of Social
Partnership, so the manner in which austerity was implemented was not directly influenced
by collective bargaining. Notwithstanding the austerity cuts, social welfare transfers and
taxes achieved substantial reductions in market-generated inequality and their impact
was particularly strong during the Recession, reducing the Gini coefficient from 0.59 with
regard to market incomes to 0.32 in respect of disposable incomes in the depths of the
recession of 2013. The strong role of taxes and transfers in reducing market inequalities was
achieved despite increased taxes and cutbacks in social welfare payment levels to working
age welfare recipients implemented under austerity policies after 2009, as well as in the
context of the EU/IMF Programme. Highly redistributive state social expenditures would
seem to have survived the demise of social partnership agreements, although given that the
development of the social protection system had been influenced by the social partners over
the previous two decades, this continuity may be seen as a legacy of Social Partnership.
Figure 6.8 shows the ratio of total disposable income received by the 20 per cent of the
population with the highest income to that received by the 20 per cent of the population
with the lowest income (lowest quintile). Disposable income is gross income from all
sources plus state transfer payments and minus direct taxes, such as income taxes and
social security contributions. The data relate to household incomes after the state has
Table 6.2 
Household income inequality for market and disposable incomes, and impact
of taxes and social transfers, Ireland, 2008, 2013 and 2015
2008
Market
Disposable

0.52
0.31

Taxes
Transfers

0.05
0.16

2013

2015

Gini coefficient
0.59
0.32
Reynolds–Smolensky Index
0.07
0.20

0.56
0.31
0.07
0.18

Source: Savage et al. (2018).
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Figure 6.8 
Ratio of disposable income received by the top 20 per cent of households
to that received by the bottom 20 per cent, Ireland and selected countries,
2007–16
modified inequalities generated in the market, but do not take account of the impact of
state services, such as housing and health. In Ireland, just before the Recession, the disposable income of the eightieth quintile was just under five times that of the twentieth quintile,
close to the EU average at that time. By this measure, income inequality was a good deal
higher in Ireland than in Belgium and Sweden, but lower than in the United Kingdom, and
much lower than in Portugal, Greece and Latvia. During the early years of the Recession,
the ratio between the top and the bottom income quintiles fell in Ireland as higher-income
groups suffered proportionately greater income cuts than lower-income groups, partly
because the latter’s incomes were preserved by social welfare incomes. This decline in
inequality also occurred in Greece and Portugal, but inequality increased in the other
countries deeply affected by crisis, Latvia and Spain. Since the Recession the Irish pattern
of inequality has differed from the other crisis countries: by 2016 the top-to-bottom household income ratio was at or above 6 in Greece, Spain, Latvia and Portugal, but it was 4.3
in Ireland, at which point it was on a par with Sweden, which had seen inequality increase
steadily over the decade. Here again, the strong redistributive impact of the Irish state
might be regarded as partly a legacy of the previous two decades of Social Partnership.

6.

CASE STUDY: YOUNG PEOPLE IN THE LABOUR MARKET

Young people in Ireland were hit particularly hard by the Recession and benefited little
from the early years of recovery (Kelly et al. 2014). Table 6.3 shows that employment of
those aged 15–24 contracted by over 50 per cent between 2007 and 2012, an extraordinary

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 193

21/03/2019 15:59

194

Towards convergence in Europe

Table 6.3 
Employment, unemployment and labour force participation by age group,
Ireland, 2007, 2012 and 2016 (Q4)
Change
Employment (000)
15–24 years
25 years and over
All
Youth share (%)
Employment rate (%)
15–24 years
All
Unemployment rate (%)
15–24 years
All

2007

2012

2016

2007–12

2012–16

333.2
1822.8
2156.0
15.5

154.4
1694.5
1848.9
8.4

169.3
1878.8
2048.1
8.3

%
–53.7
–7.0
–14.2

%
9.7
10.9
10.8

49.9
68.8

28.2
59.3

32.5
65.6

–43.5
–13.8

15.2
10.6

8.5
4.6

27.7
13.7

15.2
6.7

225.9
197.8

–45.1
–51.1

Source: QNHS, various years.

closing off of opportunities and labour market entry points for young people (O’Connell
2017). Unemployment among young people reached almost 30 per cent in the depths of
the Recession and about 10 per cent of the young cohort are estimated to have emigrated
during that time. While employment among those aged over 25 began to increase with
economic growth in 2013, employment among young people continued to decline
through 2015 and began to show signs of growth only at the beginning of 2016. There
was strong growth in the employment of young people during 2016, with the result that
the job growth over the period of recovery in 2012–16 among young people (9.7 per cent)
almost matched that among the older age groups (10.9 per cent). However, by the end
of 2016 the employment rate among young people (32.5 per cent) remained far below its
pre-recession peak of 50 per cent.
The growth in employment in recent years suggests an improvement in the labour
market, notwithstanding the contraction in the labour market for young people and the
continuing disparity between employment and unemployment rates of young people
compared with their older siblings and parents. Less is known about the quality of jobs
created during the recovery, nor about differences in the quality of jobs for young people
compared with their older counterparts. Conefrey and Smith (2014) show that there was
a significant decline in starting salaries for new graduates between 2008 and 2014, and we
show below that young people are substantially less likely than their older peers to be in
unionised jobs. Microdata from the QNHS allow us to look at several indicators of the
extent and distribution of atypical employment arrangements in 2006 during the boom,
in 2012 in the Recession, and in 2016 during the recovery.
Figure 6.9 shows that, before the Recession, well over half the population aged 15–24
was in employment in Ireland and the United Kingdom, both of which were well above
the EU average of less than 40 per cent. Youth employment contracted sharply during the
Recession, a trend also followed in each of the countries deeply affected by the economic
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Figure 6.9 
Youth employment rates: population aged 15–24, Ireland and selected
countries, 2007–16
and financial crisis: Greece, Spain, Portugal and Latvia. There has been some growth in
youth employment in recent years, except in the case of Greece, but in all of the crisis
countries where youth employment plummeted, it remained well below pre-crisis levels.
In the Irish case, this meant that the employment rate converged with the EU average in
2016, although this is an inauspicious form of convergence.
Youth unemployment has long been a problem of concern to policy-makers across
Europe. Figure 6.10 shows that, during the Recession and its aftermath, youth unemployment soared to exceptional and alarming levels, at over 55 per cent of young labour
market participants, in Greece and Spain, and to over 35 per cent in Latvia and Portugal.
Youth unemployment increased to over 30 per cent in Ireland in 2012, although this was
ameliorated by strong outward migration, a feature of Ireland that is not shared by the
other crisis countries (Glynn and O’Connell 2017). Youth unemployment has declined
in all of the countries considered here, since about 2013, although Ireland and Latvia
are the only two crisis countries in which youth unemployment had fallen to about the
EU average by 2016. This may also reflect a more active approach to tackling youth
unemployment in these two countries.
Another useful indicator of young peoples’ integration in the labour market is the percentage not in employment, education or training (NEET), a group that is particularly
problematic because it is neither economically active nor preparing for economic activity.
Figure 6.11 shows that, prior to the Recession, most countries clustered around the EU
average, with NEETs accounting for about 14 per cent of the 15–34 age group. Greece had
a higher incidence (17 per cent) and Sweden a lower one (8 per cent). The percentage of
NEETS increased in most countries during the Recession, sharply in Greece and Spain,
and to a lesser extent in Ireland and Latvia, suggesting employment and training systems
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Figure 6.10 
Youth unemployment rates: population aged 15–24, Ireland and selected
countries, 2007–16
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Figure 6.11 
Percentage of young people aged 15–24 not in employment, education or
training, EU28, 2007–16
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Figure 6.12 
Low-wage workers as a proportion of all employees aged 15–30, Ireland and
EU28, 2006, 2010 and 2014
that were ill prepared for the labour market downturn. The proportion of NEETS has
fallen in most countries, following the decline in unemployment. Greece and Spain still
suffer from elevated NEET levels, while Ireland and Latvia have converged with the EU
average. In the Irish case that is also partly due to increased retention of young people in
mainstream education.
What about the quality of jobs worked by young people? Throughout Europe about
30 per cent of young employees are in low-wage jobs, earning less than two-thirds
of the country median.2 Figure 6.12 shows that Ireland, along with its neighbour the
United Kingdom, another liberal market economy with low union density and collective
bargaining coverage, has a higher share of young, low-wage workers; around 40 per cent
in 2010. That share fell somewhat between 2010 and 2014, but remained above the EU
average. The proportion of young, low-wage workers increased dramatically in Greece, to
55 per cent, and while it increased in Spain it was still below the EU average in 2016. In
two other crisis countries, Latvia and Portugal, the proportion of young, low-wage workers declined. Increased inequality between young and older workers is not an inevitable
consequence of recession and austerity.
Table 6.4 shows part-time working by age group in Ireland. Young people often take
part-time jobs, frequently combining education with work. In 2006 almost 25 per cent of
those in the 15–24 age group worked part-time, compared with an overall average of 18
per cent of all employees. By 2012 the proportion of the youngest cohort of employees
who were at work had doubled, to over 48 per cent. Part-time working generally increased
during the Recession, but among the older age groups the increase was modest, at 6
percentage points overall.
By the second quarter of 2017, after five years of recovery, part-time working had
fallen to 21 per cent, still appreciably higher than before the Recession, suggesting that
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Table 6.4 
Part-time working by age group, Ireland, 2006, 2012 and 2017 (Q2)
(percentage)

Age 15–24
Age 25–34
Age 35–44
Age 45–54
Age 55–64
All

2006

2012

2017

23.1
10.5
18.3
21.3
27.0
18.0

48.3
16.9
22.9
21.2
32.8
24.4

40.6
14.1
17.4
21.8
29.8
21.4

Source: Author’s analysis of QNHS micro-data.

Table 6.5 
Percentage of employees working part-time, by age-group and sex, Ireland,
2017 (percentage)

Age 15–24
Age 25–64
All

Male

Female

All

33.1
8.6
10.9

48.0
29.8
31.5

40.6
19.4
21.4

Source: Author’s analysis of QNHS micro-data.

the recovery is incomplete and that the new employment is of lower quality than before
the recession. Union membership declined over the course of the Recession and recovery,
and that decline was particularly marked among younger workers. Part-time employment
among young people remained over 40 per cent, substantially higher than among any of
the older age groups and much higher than was observed among young people before the
Recession. Almost 40 per cent of young people working part-time in 2012 were underemployed. They wanted and were available to work longer hours, and this proportion had
dropped to 24 per cent in 2017.3
There are marked gender differences in part-time working. Table 6.5 shows that women
are much more likely to work part-time than are men. In 2017 almost half of all young
women employees in 2017 were working part-time, compared with one-third of young
men. Employees in the youngest age group were much more likely to work part-time and
the age differential was much more marked among young men.
Young people are also generally more likely than older people to be on temporary or
fixed-term contracts as they attempt to settle into the labour market. Table 6.6 shows
that, in 2006, during the boom, almost 20 per cent of young employees were on temporary contracts, compared with an overall average of 8 per cent. During the Recession,
the proportion of young employees on temporary contracts increased sharply, to 34 per
cent, while the proportion of the older age groups increased by a few percentage points,
at most. By 2017, the pattern of temporary employment had returned to pre-recession
levels for most employees. Indeed, overall the incidence of temporary working declined
to 7 per cent, below the pre-recession average. However, 26 per cent of employees in the
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Table 6.6 
Temporary employment contracts by age group, Ireland, 2006, 2012 and 2017
(Q2) (percentage)

Age 15–24
Age 25–34
Age 35–44
Age 45–54
Age 55–64
All

2006

2012

2017

19.5
6.8
4.1
4.2
5.9
7.9

34.3
10.1
6.4
6.1
6.0
10.2

26.4
6.3
4.3
4.3
5.1
7.0

Source: Author’s analysis of QNHS micro-data.

Table 6.7 
Employees combining both part-time and temporary employment contracts by
age group, Ireland, 2006, 2012 and 2017 (Q2) (percentage)

Age 15–24
Age 25–34
Age 35–44
Age 45–54
Age 55–64
All

2006

2012

2017

10.5
1.9
1.9
2.5
4.1
3.8

24.1
4.2
3.5
3.6
4.6
5.9

18.4
2.5
2.0
2.5
4.2
4.1

Source: Author’s analysis of QNHS micro-data.

15–24-year age group were on temporary contracts in 2017, higher than before the recession and substantially higher than older employees.
In order to identify employees with particularly atypical arrangements, Table 6.7
looks at the proportion of employees combining part-time working with temporary
contracts. About 4 per cent of employees are found in this disadvantaged group of
employees, although that increased to 6 per cent during the Recession. However, this
group accounted for one in ten young employees in 2006 and this climbed to one in four
in 2012. In the context of recovery, over 18 per cent of young people in employment work
part-time on temporary contracts, much higher than among older workers and far higher
than before the Recession.
Another indicator of atypical employment arrangements is working unsocial hours.
Table 6.8 shows the proportion of employees who usually work evenings, nights or
Sundays, all working times that can clash with family and personal life. The proportion
of all employees working unsocial hours increased from 15 per cent to almost 26 per
cent between 2006 and 2012, but in the recovery that proportion has remained relatively
high, at 21 per cent. Following the now familiar pattern, the incidence of unsocial hours
increased particularly strongly among young people, from 21 per cent in 2006 to 46.5 per
cent in 2012, and it remained elevated, at just under 40 per cent in 2017 in the context of
recovery, far higher than before the Recession, and far higher than the incidence among
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Table 6.8 
Employees who usually work evenings, nights or Sundays by age group, Ireland,
2006, 2012 and 2017 (Q2) (percentage)

Age 15–24
Age 25–34
Age 35–44
Age 45–54
Age 55–64
All

2006

2012

2017

21.3
15.3
13.7
13.3
12.5
15.4

46.5
26.2
22.6
22.1
19.7
25.6

39.8
23.0
19.0
18.0
15.3
21.3

Source: Author’s analysis of QNHS micro-data.

Table 6.9 
Union membership of employees by age group, Ireland, 2006, 2012 and 2017
(Q2) percentage)

Age 15–24
Age 25–34
Age 35–44
Age 45–54
Age 55–64
All

2006

2012

2017

13.5
27.1
38.5
47.3
43.7
32.4

9.5
24.8
33.8
42.2
42.2
31.3

6.8
16.9
27.5
31.8
40.1
25.5

Source: Author’s analysis of QNHS micro-data.

all older workers. It is difficult to avoid the conclusion that working conditions for young
workers might be better if they were working in unionised jobs.
Another indicator of job quality is union membership. We have already seen that union
density has been falling in Ireland throughout the twenty-first century. That pattern is
confirmed in Table 6.9, which shows the percentage of employees who reported that they
were members of a union holding up during the Recession, but falling from 31 per cent in
2012 to 25 per cent in 2017. This would suggest that much of the growth in employment
during the recovery was in non-union jobs.
While we see a decline in union membership across all age groups, there is a particularly
marked decline among the younger age groups. By 2017, less than 7 per cent of employees
aged 15–24 were union members, as were 17 per cent of those in the 25–34 age group. We
have observed a consistent declining trend in the quality of jobs and working conditions for
young people, a trend that coincides with the marked decline in their union membership.

7.

CONCLUSIONS

Prior to the Recession, Ireland was distinctive in European terms as a liberal market
economy, characterised by: high levels of inequality and labour market flexibility; low

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 200

21/03/2019 15:59

Ireland after the Great Recession	201

union density and collective bargaining coverage and weak employment protection; and
a liberal welfare state with low levels of (means-tested) social welfare transfers. Since the
Recession, Ireland has achieved a strong but incomplete recovery and retains key characteristics that distinguish it from European norms. Departure of the United Kingdom
from the EU would be likely to enhance Ireland’s distinctiveness within Europe.
One of the immediate casualties of the Recession and the fiscal crisis of the Irish state
was the collapse of national collective bargaining arrangements under Social Partnership.
In the absence of Social Partnership, public-sector workers saw their wages slashed and
private sector workers lost their jobs. A possible legacy of social partnership, however,
may have been an enduring commitment to reducing high levels of market-generated
inequalities with targeted social transfers that survived the fiscal discipline imposed by
the EU–ECB–IMF Troika.
After the Recession, economic and employment growth has been accompanied by
continued decline in union density and in collective bargaining coverage. The international literature would suggest that the Recession led to greater decentralisation of pay
bargaining in a disorganised manner that compromised the capacity of unions to represent their members and coordinate pay bargaining. However, in Ireland the resumption
of collective bargaining in the public sector, and the development of pattern bargaining
in the private sector in the context of economic recovery, suggests some continuity, and
a degree of coordination in social dialogue, a departure from the experience of other
European crisis countries that Roche and Gormley (2017) term ‘orderly decentralisation’.
As the recovery gathers pace, however, signs are emerging of growing demands for pay
increases in the private sector that may undermine the coordinated approach observed
in pattern bargaining between 2011 and 2016. Demands have also emerged from public
service unions for additional pay and allowances, and this may reflect wider public service
pressure for pay increases beyond those agreed in the public-sector agreements. If these
pressures intensify, this may result in a return to more decentralised patterns of bargaining in private-sector firms and fragmentation in the public sector, with strategically
placed groups of workers pressing their claims.
In terms of labour market outcomes, the Irish recovery remains incomplete. Before
the Recession the Irish employment rate was well ahead of the European average, but in
2016, after four years of economic growth, the employment rate remained short of the
pre-recession peak and below the EU average. Recovery brought a substantial decline in
unemployment, with the result that the Irish unemployment rate fell to 8 per cent, thus
converging with the EU average, and falling below that in later years.
Average wages are comparatively high in Ireland, similar to levels in Belgium and
Sweden, and well above the EU average. However, the proportion of workers in low-wage
jobs is also high, similar to the proportion in the United Kingdom, another liberal market
economy, and to Greece, which has seen a sharp rise in earnings inequality over the
course of its deep and prolonged economic crisis.
While these high levels of inequality in market incomes prevailed throughout the past
decade in Ireland, they were substantially reduced by social transfers, despite austerity
policies. As a consequence, the inequality in distribution of disposable income is comparatively low. After the Recession, the ratio of disposable income received by the top 20
per cent of households to that received by the bottom 20 per cent was similar to the level
in Sweden, a Social Democratic country with a strong commitment to equality, and well
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below levels of inequality in four other countries that experienced deep recession: Spain,
Greece, Latvia and Portugal. In this respect Ireland diverged in a positive manner from
the EU average inequality, which increased gradually over the years 2007 to 2016.
Young people in Ireland were hit particularly hard by the Recession and the period
of economic recovery has seen greater polarisation between younger and older workers.
Younger workers in Ireland are less likely to be in union jobs, and much more likely to
work part-time hours, temporary contracts and unsocial hours than are older workers.
In comparative terms, the collapse of the youth labour market meant that the employment rate of young people moved from substantially greater than the EU average to below
it, that is, negative convergence. On a more positive note, youth unemployment fell sharply
with economic recovery, leading to positive convergence with the European average, and,
again, divergence from the experience of other crisis countries: Greece, Spain and Portugal.
Ireland, together with its liberal market neighbour the United Kingdom, has a very
high proportion of young workers on low wages and the incidence of low-wage working
fell slightly between 2010 and 2014, thus achieving a modicum of convergence with a
static EU average.
Young workers are entering employment on inferior terms and conditions than their
older peers. These trends are likely driven by the complex interplay of factors that include
economic restructuring, globalisation and increased competition, new technology and
the growth of non-standard forms of employment and economic activity. However, it is
also the case that young workers have been affected particularly strongly by the decline
in union membership and collective bargaining coverage. If union membership were
higher among young workers, then their working conditions might improve, suggesting
opportunities for greater mobilisation efforts on the part of unions in Ireland.

NOTES
1. Averaged across the 15 pre-enlargement member states.
2. The data exclude apprentices.
3. This indicator of underemployment was not collected in the QNHS until 2008, so we cannot measure the
extent of underemployment before the Great Recession.
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7.

I taly: How could industrial relations help a
return to economic and social convergence?
Annamaria Simonazzi, Valerio Ciampa and
Luca Villamaina

1.

I NTRODUCTION: ITALY’S PATH TO CONVERGENCE
WITHIN THE EUROPEAN UNION

Convergence is a tricky concept. It can be achieved through either catching up or levelling down. Beta-convergence, synonymous with catching up, means that lower-income
countries have a higher growth rate than high-income countries. Conversely, sigmaconvergence signifies convergence to a common level. A decrease in variance can derive
from various situations; for instance, richer countries adjusting downwards and poorer
countries adjusting upwards or not adjusting at all. In the latter case, the process of
convergence is consistent with a worsening of conditions overall.
According to the Bertelsmann Stiftung and Jacques Delors Institut report (2017),
rapid convergence following the Single Market Act 1986 was reversed from the start of
the monetary union, when a slow and steady process of divergence set in among the first
11 countries that adopted the euro. This divergence, observed the report, is
not really surprising in view of the fact that the euro area was a heterogeneous economic space
from the very beginning. Structural differences, such as labour and product market structures,
social security and welfare policies, and the banking and financial systems persisted. They
reflect a history of different political choices and economic strategies. (Bertelsmann Stiftung
and Jacques Delors Institut 2017, p. 13)

This assessment of the construction of the European Economic and Monetary Union
(EMU) is now fairly well established. The EMU’s institutional architecture was based on
the assumption that countries that met the so-called ‘Maastricht criteria’ for accession
were all on a level playing field. The criteria referred to financial rather than real indicators,
with no consideration for its members’ different levels of development. It was believed
that monetary union would increase symmetry, thereby encouraging convergence of the
member countries’1 economies and that any problems encountered could and would be
addressed in time (neo-functionalism). As a result, the EMU institutions left the currency
disembedded from the fiscal, social and political institutions required to make a currency
union viable. The institutional incompleteness underlying the economic design is at the
heart of the growing divide between core and periphery countries in Europe and lies
behind the European leaders’ (political) inability to prevent the international financial
crisis from developing into a full-blown sovereign and economic crisis (Celi et al. 2018).
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Figure 7.1

GDP per capita relative to Germany: Italy and selected countries, 1990–2016

Taking a longer-term perspective, we can see that the convergence process – in the
economic structures, if not in per capita income – between southern and northern
European member countries stalled much earlier. From the 1970s, the breakdown of the
favourable conditions of the Bretton Woods era yielded stunted growth and increasing
real divergence. The apparently high convergence of the first years of the EMU was
the result of the low growth rate of the German economy and the (unsustainable) high
growth rate in the periphery (Spain’s per capita income rose from 69 per cent of German
per capita income in 1990 to 89 per cent in 2006, falling back to 71 per cent in 2014). Since
the crisis, the real forces of divergence have operated at full strength: Italy’s real per capita
income was 98 per cent of German per capita income in 2000 but only 78 per cent in 2016
(Figures 7.1 and 7.2). Although resuming growth since 2014, by 2016 Italy had not yet
reached the pre-crisis level of gross domestic product (GDP).
The disappointing macroeconomic performance of the Italian economy cannot but
affect all socio-economic indicators. Moreover, the difficult economic environment
and neoliberal drift have put to the test the resilience of industrial relations and social
dialogue, and have undermined social cohesion. Thus, the story told in this chapter is not
one of successful convergence, although there are some glimmers of light on the horizon.
In the following sections, we look at Italy’s social and economic indicators and their evolution in response to three main challenges: the poor macroeconomic performance before
and during the years of crisis, the demographic challenge and the problems posed by
structural change. These challenges question the traditional set-up of industrial relations
and social policy and test the outdated arrangements of social protection and the welfare
state. Recognising these challenges and the importance of seizing the opportunities of a
digital world, recent governments have introduced a number of ambitious policy reforms
(OECD 2017a). Although the social partners have different, sometimes conflicting views
regarding these reforms, there are promising signs that the time has come for a fruitful
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Figure 7.2

Change in real GDP, Italy and selected countries, 2008–16

dialogue between the various stakeholders calling for renewed efforts to implement the
reforms needed to meet the old and new challenges.

2.

I NDUSTRIAL RELATIONS FACING THREE CHALLENGES
TO CONVERGENCE

In recent decades industrial relations in Italy have had to respond to three interwoven
challenges, which have tested the adequacy of traditional labour and social policies: the
long macroeconomic stagnation and deep economic crisis, the ageing of the Italian population and the effects of accelerating technological change on the economic structure and
the labour market.
2.1

Slow Growth Aggravated by the Crisis and Structural Reforms

In the difficult years of the crisis, and during the long stagnation that preceded it,
industrial relations and social dialogue in Italy had to respond to various challenges: the
jobless growth of the 1980s and the stagnation of the 1990s, the latter connected with
the effort to meet the Maastricht criteria for accession to the EMU; ever more difficult
economic and employment conditions; the hostile stances taken by some governments
and the often difficult relations between the main trade unions; the urgency imposed
by the financial and economic crisis and the structural changes produced by the new
‘great transformation’ (following Polanyi’s first ‘Great Transformation’; Polanyi 1944).
After the turbulent years of social conflict that characterised Italian industrial relations
in the 1970s and 1980s, the country experienced a ‘neo-corporatist revival’ (Crouch
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1998), marked by a series of social pacts. In 1993, the Tripartite Protocol established the
framework rules for collective bargaining, workplace representation and labour policies.
Reforms of pensions, labour flexibility and welfare were implemented in cooperation
with the main social partners.
This model came under pressure with Italy’s participation in the EMU. With devaluation no longer available, monetary policy lost and fiscal policy severely constrained, the
government no longer supported social dialogue. Following the attempt on the part of
centre-right governments to break the unions’ front, industrial relations became more
fractured and adversarial; flexibility and welfare reforms were no longer negotiated, but
enforced, often in the name of the European Union (EU).
During those decades, the Italian economy went through a deep process of restructuring that was reflected in the changing composition of trade union membership. Over
time, there has been a huge reshuffling, with an increasing proportion of pensioners –
from 20 per cent in 1981 to 50 per cent in 2001 – and a decline in manufacturing members
(Carrieri and Feltrin 2016). Although declining, at 34 per cent union density in Italy
is still one of the highest in the world (Simonazzi and Fiorani 2018a) and manifests a
remarkable associative vitality and presence in Italian society. The weakest social groups
in this respect are the under-30s, in which atypical workers are more concentrated: this
age group is the least unionised (15 per cent), with a gap of 30 percentage points with
regard to workers aged 45–60 years (Leonardi 2017).
The Italian case raises the issue of the relationship between industrial relations and economic growth. It is maintained that negotiated flexibility and regulated labour markets
can play a crucial role in ensuring growth while balancing flexibility and security (Anxo
2018). In Italy, the long phase of cooperative behaviour on the part of the trade unions
did not prevent increasing divergence in macroeconomic performance vis-à-vis the centre
of the euro zone. The trade unions cooperated to speed up the process of restructuring
and help recovery: wage moderation in the 1980s, reform of wage indexation in 1993,
negotiated flexibility in 1997 and further flexibility in 2003. It came to be widely accepted
that flexibility was required to respond to the changing realities of the world of work and
that it alone could guarantee well-functioning labour markets.
However, firms took advantage of the truce, opting for the ‘low road’ of cheap labour
instead of the ‘high road’ of investment in human capital and innovation. Greater wage
and labour flexibility freed firms of the need to compete through innovation: productivity
and competitiveness consequently suffered (Table 7.1). Thus, despite being comparatively
powerful (in terms of membership, bargaining coverage, mobilisation capacity and
finances) the trade unions obtained very modest results in terms of working conditions
(wages, employment, welfare and inequalities), as shown by the wage share (Figure 7.3). In
Italy, as in nearly all Organisation for Economic Co-operation and Development (OECD)
countries, the labour share has declined during the past three decades. Low-entry wages,
dating back to the start of deregulation, are one of the main factors explaining the decline
in real earnings (Checchi and Leonardi 2015). From 1986 to 2002 the ratio between the net
monthly wage of male young workers (aged 15–30) and the corresponding wage of male
adult workers (aged 45–65) declined from 80 to 70 per cent, and from 86 to 77 per cent for
women. Moreover, there is a persistent wage penalty, of the order of 11 per cent, associated with working under a temporary contract, which affects workers in the two bottom
quintiles, while workers in the top quintile are less penalised.
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Table 7.1 
Labour productivity,* Italy and selected countries, 1971–2017 (average annual
growth rates, percentage)
USA

Japan

Germany**

France

Italy

1.5
1.6
2.1
1.1
0.1

4.3
4.1
2.1
0.8
0.4***

3.8
2.3
2.0
0.9
1.2

3.9
2.9
1.7
0.6
0.8

4.1
1.8
1.1
0.1
–0.2

1971–80
1981–90
1991–2004
2005–15
2016–17

Notes:
* Real GDP per hour worked.
** West Germany through 1990.
*** Growth rate in 2016.
Source: OECD, EC’s Directorate General for Economic and Financial Affairs annual macro-economic
database (AMECO), Wermuth (2018).
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Authors’ elaboration on ILO data.

Figure 7.3

Wage share, Italy and selected countries, 1980–2016 (percentage GDP)

Contrary to the common assumption postulating a positive relationship between
flexibility and employment creation, deregulation resulted in an increasingly polarised
labour market, with no enduring effects on employment and growth (Simonazzi et al.
2009; Simonazzi 2015). The decline of the labour share went hand in hand with greater
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inequality in the distribution of market income. Bloise et al. (2018) use the administrative
dataset of the Istituto Nazionale della Previdenza Sociale (INPS) (LoSal) to analyse the
trend of earnings distribution of employees (excluding bogus self-employment) between
1990 and 2014. They find that the Gini index of gross earnings increased by 9.6 points
in industry and 7.9 points in services (0.335 and 0. 438, respectively, in 2014), with only a
minor part of the inequality accounted for by differences in education. Between 1992 and
2014, the share of working poor – defined as workers receiving annual earnings below 60
per cent of the median – increased from 26.3 to 31.4 per cent. Earnings below 40 per cent
of the median also increased, from 17.9 to 22.1 per cent. Stagnant wages and increased
polarisation in earnings depressed consumption, thwarting growth, while inadequate
redistributive policies accounted for an increase in inequality in net disposable income
and a rise in households in poverty or at risk of deprivation.
The trade unions were slow in taking up the cause of the groups falling behind.
They eventually came to share the decline in popularity which is part of a wider crisis
affecting the full range of representative institutions: social movements, political parties,
parliamentary institutions and the EU. However, eventually the crisis seems to have
opened a new phase in industrial relations, with social dialogue resuming on issues of
relevance. One important instance is provided by enti bilaterali (bilateral bodies). They
are private bodies constituted by the trade unions and employers in a given professional
category for the implementation of collective agreements. They have different purposes:
mutualisation of pay obligations for workers who often change employers (for example,
in construction); vocational training; work safety; and welfare benefits. For a number of
years, the law has been promoting the role of bilateral bodies, recognising tasks related to
the labour market, vocational training, occupational welfare and assistance in the negotiation of contracts. The main trade unions still disagree on important issues, such as
the role of decentralised bargaining, occupational welfare and trade union involvement
in active and passive labour policies. However, they are aware of the need to fight social
dumping by minor, non-representative employees’ and employers’ organisations and take
up the challenge of precarious workers, who no longer feel represented by the political
parties. This growing awareness was one of the main reasons underlying the trade union/
Confindustria agreement that was signed on 9 March 2018. This agreement is important
in two respects. First, it made official the resumption of social dialogue between the three
main trade unions and Confindustria, the employers’ representative, which was reached
without the need for state intervention. Second, it provides a general framework for discussion of the main issues related to bargaining and welfare: representation, continuous
vocational training, occupational welfare and other policies needed to tackle innovation
and technical change.
2.2

Demography Challenging Traditional Policies of Industrial Relations

Italy is ageing rapidly: it has the highest proportion of elderly persons aged 65 years and
above (23 per cent of total population, second only to Japan, with 27 per cent in 2017)2
and people over 80 years of age. Two drivers – fertility and longevity – interact in determining the current process of population ageing and the sharp reduction in the youngest
component of the population. Advances in medicine and improvements in quality of life
account for the significant increase in life expectancy and in the number of years in good
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health. Conversely, economic, social and cultural factors account for Italy’s total fertility
rate, which is the lowest in the EU at 1.34 in 2016 (1.27 considering only native women)
and is well below the replacement rate (2.1), that is, the rate that would guarantee population balance. Women’s aspiration to work coupled with a socio-economic environment
still inimical to work–life balance compels them to postpone maternity: women’s average
age at the birth of the first child is now 30.7. This late age diminishes the probability of
having more than one child and increases the probability of having no children at all. The
share of childless women is comparatively very high: 24 per cent for Italian women born
in 1965, compared with 10 per cent for their corresponding French cohort.
In 2016, Italy had the highest old age dependency ratio (34.3 compared with the EU28
average of 29.3) and it is expected to increase further in line with the EU trend. A high
dependency rate raises concerns over the labour supply and the long-term sustainability
of welfare (pensions, health and long-term care). However, the data on the dependency
rate underestimate the severity of the problem Italy faces. When we relate the number of
pensioners not to the number of persons of working age, but to the number of persons
in employment, the gap vis-à-vis the rest of Europe widens further. Concerns over economic and financial sustainability have prodded the pension reforms of recent decades,
which have linked pensions to contributions paid and have postponed the retirement age.
However, policies acting on the supply side are not the solution. Italy has the highest
ratio of people aged 60–64 to those aged 15–19 in the EU, which offers an indication of
the ‘potential’ job opportunities opening up for young cohorts owing to the exit from
the labour market of those approaching retirement. In 2009 the index for Italy was
119.9, compared with 89.9 in the EU27 (in 2007); that is, people close to retirement were
20 per cent more numerous than young people potentially entering the labour market,
thus suggesting a relative scarcity of younger replacements. However, this theoretical
scarcity does not translate into easier labour-market entry for younger cohorts or into
better career prospects. On the contrary, youth unemployment is unbearably high, and
the economic and working conditions of younger workers have deteriorated (Simonazzi
and Deriu 2013). When the high youth unemployment rate and the extremely low female
activity rate are taken into account, concerns over labour shortages seem premature and
the extension of old people’s working lives is of little help. At present, the size of the
job crisis dwarfs the severity of the threat represented by the dependency ratio. If a high
employment rate is the only way to secure long-term sustainability for any economic
system, and especially so for any welfare system, the current situation is characterised by
a disturbing inability to secure full employment.
Measures to boost the demand for young workers have been at the heart of social
partners’ preoccupations and discussions. One reason for poor labour market outcomes
among young people is that there is a major disconnection between the education system
and the world of work (OECD 2017a). Important steps have been taken to address this
challenge, sometimes with the support, other times under criticism, of the trade unions.
These range from greater autonomy for schools (the Good School Act 2015) to the
implementation of Alternanza Scuola Lavoro, which makes traineeships compulsory in
the final three years of upper secondary education. This measure aims at ‘bringing the
skills taught in schools in closer alignment with the needs of the labour market, exposing
youth to workplaces, and having a “career guidance” function for students’ (OECD
2017a, p. 33).
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There are two more problems worth mentioning, connected with the age imbalance
and the shortage of jobs for young people, which the social partners are struggling to
address. The first concerns the obsolescence of skills, a particularly pressing problem in
the current context of automation and digitalisation. In Italy, over 13 million adults have
low basic skills; they are more likely to be older individuals and much less likely to have
participated in formal or non-formal education. The second relates to the ‘desertification’
of the south of Italy: massive youth migration is depriving the southern regions of their
young, most qualified workers, making the problem of underdevelopment more and
more difficult. While the first problem has been addressed with the organisation of training programmes financed through the Inter-professional Funds agreed among the social
partners, the second problem is much more difficult to cope with, because its solution
calls for a shared agenda for the south that the government and the social partners have
only just begun to draft.
2.3

Technological Innovation, Digitalisation and the Platform Economy

According to the OECD (2017a), fears about massive technological unemployment are
exaggerated. There is no evidence of technological unemployment to date; after the
crisis, employment rates have risen in most advanced countries. For Italy, however, the
situation does not seem so positive: income and productivity growth have been stagnant
for decades, the employment rate is one of the lowest in the EU, youth unemployment is
stubbornly high, non-standard work, involuntary part-time and temporary employment
are continuously rising, and the labour market is polarising. In its analysis of occupations
at the disaggregated level of tasks over the period 2011–16, INAPP (2017) found a positive relationship between employment growth and the share of non-routine tasks, and
an inverse relationship with manual routine tasks. Italy is not investing enough in new
technologies, has one of the lowest shares of research and development (R&D) to GDP
in the EU and is just starting to implement policies to tackle the ‘Industry 4.0’ revolution.
With the Industry 4.0 National Plan (Industria 4.0) the government introduced ‘a set of
ambitious structural measures aimed at igniting a radical shift of the Italian economy
towards the generation and use of new and high value-added technologies’ (OECD
2017a, p. 35).
The emerging techno-economic system is expected to lead to a reorganisation of a
wide variety of markets and work arrangements, fragmenting work into tasks performed
by contractors and creating entirely new categories of work. If ungoverned, this new
technological paradigm is likely to generate even more fragmented work schedules,
increasing levels of part-time work and allowing firms to evade the rules intended to
protect customers, communities, workers and markets.
Automation and the platform economy3 are not yet well developed in Italy. However,
falling within an already deeply segmented and precarious environment, they could
broaden the area afflicted by precariousness even further. With the expansion of digital
knowledge in production, differences in workers’ capability and productivity have widened enormously, even for the lowest tasks, entailing greater inequalities in pay, opportunities and precariousness. A large number of people will need to shift occupational
categories and learn new skills in the years ahead. Mid-career retraining will become
ever more important as the skill mix needed for a successful career changes. The system
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of protection needs to be overhauled to cope with the rapid obsolescence of skills; since
job-specific skills are no longer a guarantee of security, lifelong learning and training
must be focused on the (ever-changing) new work and job opportunities.
There is increasing awareness among the social partners of the urgency of tackling the
challenges posed by technical change and bridging Italy’s policy gap. Technology is not
neutral: as argued by Maurizio Landini, Secretary General of La Federazione Impiegati
Operai Metallurgici (FIOM, the Italian Federation of Metalworkers), its direction and
features must be directed and governed. Hence the important task for industrial relations
of agreeing on how to shape the new organisation of labour. This may require an initiative on the scale of the Marshall Plan (Manyika et al. 2017), involving sustained investment, new training models, programmes to ease worker transitions, income support, and
collaboration between the public and private sectors.

3.

 ONVERGENCE AND DIVERGENCE IN THE LABOUR
C
MARKET: THE CHANGING LANDSCAPE OF
DISADVANTAGED GROUPS

Between 2008 and 2013, total employment fell by 4 per cent (from 23.2 million in spring
2008 to 22.2 million in spring 2014). Since then, a slow recovery brought employment
back to the pre-crisis level, but in December 2017, hours worked were still 1.3 billion
short. Also the unemployment rate did not fall proportionally (11.1 per cent). As is
usual in recoveries, there was an increase in the participation rate, which was especially
strong for women and workers over 50 years of age. Despite the recent, finally positive
results, Italy still has the lowest employment rate (49.3 per cent for women and 67 per
cent for men) and the highest inactivity rate in the EU. In this section, we focus on the
consequences of the interaction of the challenges described in the previous section as
regards three groups representing the weakest segments of the labour market: young
people, women and migrants.
3.1

Young No More? How Can Industrial Relations Serve Them Better?

The vicissitudes of the younger generation date back to well before the crisis and have
been described many times: low-paid, low-quality jobs, precariousness and radical
uncertainty risk becoming a lifelong feature, while their fragmented careers expose them
to the risk of poverty in old age. Owing to the length of the deregulation process, these
features extend far beyond the youngest cohorts. Simonazzi and Barbieri (2016) argued
that, owing to the combined effects of reduced growth, welfare state retrenchment and
structural reforms that have characterised the Italian economy since the 1980s, Italians
born in the 1960s have not equally shared the economic position and affluence of earlier
cohorts. This cohort was the first to experience a reversal of its economic conditions with
respect to older cohorts; the following cohorts, which entered the labour market at the
height of the reform process, have fared even worse. They used to be the ‘insiders’, with
high employment rate and job security. Now in their forties, they are threatened by industrial restructuring and firm closures. They are the only age bracket recording absolute
employment losses in the recovery (ISTAT 2018). If people in this group lose their job,
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they are at risk of long-term unemployment because retraining can be costly and they are
excluded from the options granted to younger and older generations.
The Jobs Act (Law 183/2014) abolished workers’ reinstatement rights in the case of
dismissal (except for discriminatory reasons), replacing it with monetary compensation. It introduced a new standard open-ended contract for new hires (‘graded security
contract’), which reduces the level and uncertainty of firing costs for all new permanent
contracts in firms with 15 employees or more. The Jobs Act was complemented by a
measure, passed in the 2015 Budget Law, which provided a sizable temporary rebate of
non-wage labour costs (up to €8060 per year for three years) for new permanent hiring
of workers who had not held an open-ended position in the previous semester. These
incentives were not targeted at specific groups of workers, nor were they contingent upon
firm-level net job creation; that is, firms could use the subsidy to convert a temporary
contract into a permanent one.
Assessment of the success of the new law is still controversial. The latest data indicate
that the flexibility provided for the first three years of the graded security contract has not
reduced the incidence of fixed-term contracts, especially among young people. When the
effect of the reduced social security contributions petered out, precarious contracts for
young people took over again (Fiorani and Simonazzi 2018). In 2017, graded security contracts totalled 23.2 per cent of all contracts; they stood at 42 per cent in 2015, when fiscal
incentives for new hiring were in full bloom. It seems that the Italian economy cannot
ensure a fair share of jobs of reasonable quality unassisted by incentives and subsidies.
The dearth of regular jobs and widespread unemployment and underemployment
favoured the expansion of irregular work, endemic in the economy, especially in the south
of Italy. According to INPS (2017) estimates, between 2012 and 2015 irregular employment increased by 6.3 per cent, reaching 3.3 million workers. The black economy is a serious source of social dumping and unfair competition for the regular part of the economy
and implies a huge loss of revenue for the state. The Ministry of Economics and Finance
(Ministero dell’Economia e delle Finanze 2017) estimates at 50 per cent the labour cost
advantage that can be obtained in the black economy (€8.1 and €16, respectively), and
€107.7 billion the amount of tax evasion. The share of irregular workers is especially high
in agriculture and services (23.4 and 22.7 per cent, respectively, compared with an average of 13.5 per cent for the whole economy), and is endemic in domestic employment.
Household impoverishment and the increasing unmet demand for care (both long-term
care and childcare), in a context of inadequate public services, explain why six out of ten
domestic workers are irregular (Simonazzi 2009).
3.2

The Gender Gap: Women’s Position Enhanced by Collective Bargaining

Italy has the lowest rate of female employment in the EU. The evolution of the crisis
affected female employment unevenly. During a first phase, men suffered higher job
losses and income reductions than did women. With the implementation of ‘austerity’
measures (after 2010), a second phase of the crisis set in: public-sector downsizing and
social spending cuts had a higher impact on women’s employment and incomes. There is
also evidence that the worsening of men’s employment conditions pushed women to enter
the labour force (the ‘added worker effect’) to support family income (Ghignoni and
Verashchagina 2013). The female employment rate continued to rise during the recovery,
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but the share of involuntary part-time employment has also been increasing: more than
half – 61.6 per cent in 2015 – of the part-time work among women is involuntary, which
is around three times the OECD average of 22.2 per cent. This suggests that part-time
work, rather than being a means of reconciling work and family obligations, reflects
labour market conditions (OECD 2017a, p. 140). The OECD report also notes that in a
non-negligible number of cases part-time work takes place during weekends, afternoons
or evenings, which may hinder (rather than facilitate) work–life balance. Indeed, according to Eurostat data,4 Italy has among the highest shares of employed women working
on Sundays or Saturdays. Trade unions struggle to negotiate reasonable pay and working
conditions in the retail, food and hospitality sectors, which are heavily feminised.
The unadjusted gender pay gap is relatively small compared with other EU countries
(6.1 and 16.7 per cent, respectively, in 2015), but it increased over the period of the crisis
(2008–13). Several factors help to explain the pay gap in Italy, including distribution over
industries (female workers in Italy tend to cluster in industries that offer comparatively
low pay for the same level of qualifications) and over-representation in part-time and
temporary employment, which pay lower wages (Boll et al. 2016). Conversely, the
egalitarian effect of collective bargaining can help to restrain the gender pay gap. The
remaining unexplained gender pay gap accounted for 10.7 per cent.
The unadjusted pay gap hides a much higher effective gap. It is estimated that, when
adjusting for the low female participation rate and a higher participation rate for more
educated women, the pay gap would reach 25 per cent (Piazzalunga 2016). More educated
women, earning higher wages, are more likely to enter the labour market in greater numbers compared with their male counterparts. Finally, while the gender pay gap is based on
hourly wages, we observe a much higher income gap resulting from the combined effect
of differences in pay and fewer hours worked. Lower employment rates and fewer hours
worked5 (INPS 2017) take their toll in take-home income: women are overrepresented in
(often involuntary) part-time jobs and they take family leave. Inequalities in employment
– lack of opportunities, and number and quality of jobs – more fragmented careers and
pay gaps give rise to greater poverty in old age.
3.3

Migrants: A Rising Topic Addressed Both by Trade Unions and Employers6

European international migration has evolved considerably since the oil crises of the
1970s, when the countries of central and northern Europe first sought to erect barriers
to protect native workers against the negative repercussions of the economic downturn.
Since then, migrants have entered Europe through new portals: the northern coastlines of
the Mediterranean and the mountainous eastern border regions. Geographical proximity
initially appeared to be a decisive factor in immigration flows. Entry as a visitor was
not only relatively cheap (from North Africa and the eastern Mediterranean) but also
easy. Southern European countries were traditionally open because they were heavily
dependent on tourism, but unprepared to receive large numbers of immigrants because
they were historically countries of emigration. Early migration into southern Europe was
transient in character because the migrants intended to cross these countries and move
further north to find employment. But some stopped and found work in the informal
economy, so that foreign workers rapidly became an important feature of labour markets
in southern Europe.
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In the 1980s, southern Europe changed from being a region of emigration to a region
of immigration. The governments were unprepared to cope with this new development.
The general attitude was one of alarm at what appeared to be an unstoppable flood of
poor people escaping poverty to survive, and competing for jobs with local workers. By
the mid-1990s, controls on land and sea frontiers had been intensified in all southern
European countries, but the results were very poor everywhere. It took a long time for
the realisation to dawn that, although the overall unemployment rate was high, there was
demand for migrant workers at the lowest levels of the occupational structure, and occupational–sectoral segregation along ethnic lines substantially lessened direct competition
with national workers. Nearly all immigrants work in low-quality jobs in agriculture,
construction, manufacturing, household and personal services, and commerce (as
street vendors), with most of these activities falling below the acceptance level of native
workers. Where competition exists, it concerns marginal segments of the national labour
force: young, school dropouts and women with low educational attainment. At the same
time, indirect competition cannot be ruled out for specific sectors and, in particular, for
personal services, where the hiring of immigrants might hinder the growth of alternative
markets or public suppliers (Bettio et al. 2006).
The pull and push factors behind migration flows have changed over time in both sending and receiving countries. The 1990s were years of mass migration into all southern
European countries, fuelled by the collapse of communist regimes in central and eastern
Europe. Wars and destruction in the Middle East brought new flows of people crossing
the Mediterranean, who joined those from Africa who were fleeing miserable economic
conditions or seeking family reunion. Within a very short period, Italy saw the share of
foreign resident population in the total resident population soaring from almost nil in the
1980s, to 2.7 per cent in 2003 and to 8.3 per cent in 2016 (Ministero del Lavoro e delle
politiche Sociali 2017). While the permeability of borders certainly played a role, and
continues to do so, three common pull factors accounted for the similarity of inflows
and the integration paths of migrants across the four Mediterranean countries: a large
underground economy, ex post regularisations in lieu of ex ante planning of flows, and
demand for work in some sectors, specifically care. Since the vast majority of immigrants
into southern Europe find their first job in the underground economy, it clearly works in
favour of irregular or unauthorised migrants. However, a large informal market, which
was well established before the immigration waves, attracted unauthorised migrants,
rather than being fuelled by their inflows. This relationship may have changed recently
with the swelling of flows and the sealing of most intra-EU borders, which trapped
migrants in the country of first arrival (now mostly Italy and Greece).
A sterner stance towards migration within the EU countries and media alarmism have
altered the opinion of part of the native population. The growing concern is not fostered
by fear of competition for jobs, since the labour market for migrant workers is still segregated, nor for welfare services, since the migrant population is much more concentrated
in the working-age bracket7 and provides a much needed supplement to the scant public
supply of care services. Overall, popular sentiment is still sympathetic towards refugees
and migrants, although some political parties play on the characteristics of the immigrant population – Italy’s migration comes almost exclusively from developing countries
outside the EU – to stir up fears and hysteria.
Migrant workers are among the most vulnerable groups in the labour market:
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compared with the native population, they have higher unemployment rates and much
lower wages. Migrant workers suffer from a high-wage penalty: their wage is, on average,
35 per cent lower than the wage earned by a native (Coppola et al. 2013), with a higher
penalty for women (42 per cent for women and 29 per cent for men).8 The penalty seems
to decrease with years of residence, possibly reflecting a better command of the language
or progress in integration (it is 39 per cent for a period of residence of fewer than five
years, and 30 per cent for residence over ten years) but their pay advancement is slower
than that of natives. According to estimates by the Ministero del Lavoro e delle politiche
Sociali (2017) – which do not consider the underground economy, where pay is even lower
– close to 40 per cent of migrant workers earn less than €800 per month (compared with
only 14.1 per cent of native workers), and only 2.7 per cent earn more than €2000 per
month. Over-education is common: 8.4 per cent of non-EU manual unskilled workers
have an educational equivalent to a university degree (1.3 per cent among the native
population).9 Family or ethnic networks are the main channel for finding a job (for more
than 60 per cent of migrant workers; 26.9 per cent for natives), and they are more geographically mobile, because they have fewer family ties. In the crisis, unemployment rates
soared for migrant men. Conversely, migrant women, mostly employed in care services,
experienced greater job stability. Thus, as in the case of the native population, the gender
gap in unemployment shrank thanks to downward convergence.
All things considered, migrants’ integration is still poor: Fullin and Reyneri (2011)
describe their condition as one of social exclusion and discrimination. Although a
little late, trade unions’ attitude regarding immigration has been generally positive and
productive, acting at both the macro and micro levels, in defence of migrants as individuals and as workers. At the macro level, they have supported policies aimed at draining
the underground economy, for instance, by favouring regularisation, supporting laws
combating the underground economy, fighting laws or policies limiting the social rights
of migrants (universal access to health, education and social services, irrespective of legal
status), and they have taken action to support their social and political integration, with
positive effects on social cohesion. They also run local structures to support migrants
on various issues, such as assistance in renewing residence permits, mediation with local
authorities, help with family reunion and running language courses, often in cooperation
with non-governmental organisations (NGOs).
In their defence of immigrants as workers, the trade unions have been active along two
axes. In the workplace, they have supported the integration of representatives of immigrant
origin, fixing specific quotas in works councils; at the bargaining level, in addition to
guaranteeing equal pay through collective agreements, they have negotiated the inclusion of
clauses of interest to foreign workers, such as attention to food requirements, prayer spaces,
and leave connected with residence permits. They have intensified their endeavours to
guarantee minimum rights and representation for immigrant workers in agricultural areas,
where they are always on the edge of brutal exploitation. It should be noted, however, that
in their action to guarantee better pay and working conditions in a context of widespread
irregular work, the trade unions are walking on thin ice and run the risk that their policies
will backfire. In the case of domestic care workers, for instance, they succeeded in striking
a very favourable contract, perhaps too favourable, because many families, which are the
main employers, could not afford the contractual pay and working time (festivities and rest,
holidays and social contributions). The result was an increase in irregular work.
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 URTHER OPPORTUNITIES FOR THE SOCIAL PARTNERS
F
TO CONTRIBUTE ON WELFARE ISSUES

The Italian social protection system is in the ‘Mediterranean’ category of welfare regimes.
The system does not provide a universal safety net. The rules governing the labour
market and the structure of society have changed considerably in recent decades, but
social policies have been slow to respond to the new needs and cover the new risks, doing
little to assuage households’ difficulties and anxiety. The system of social protection
(employment protection and income maintenance) is still largely based on temporary
instruments, which cover only those already employed, with a relatively long career
behind them (Boeri 2017), leaving the weaker segments of the labour force to rely on
their families for protection. Active labour market policies, training and lifelong learning,
utterly disregarded and underfinanced, have often been ineffectual in providing workers with skills in demand. However, there is an increasing awareness among the social
partners of the need to change and strengthen the system of protection and to provide a
legislative framework to regulate new forms of work organisation. In the following, we
briefly analyse two issues: reconciliation and labour policies in response to the technological challenge. We leave to a case study the issue of occupational welfare, promoted by
the government and supported by firms, but on which the three main trade unions still
have different views.
4.1

Reconciliation of Work and Family Life

Italy has quite advanced legislation on maternity leave. It has been progressively integrated with policies – parental leave and paternal leave – aimed at increasing the involvement of fathers. Maternity leave is compulsory, its length is 20 weeks, of which at least
four come before the birth, and is paid at 80 per cent of earnings,10 with no ceiling for
salaried workers. It has recently been extended to self-employed and temporary workers.
Paradoxically, not being inserted in a comprehensive policy of work–life reconciliation,
its ‘generosity’ risks backfiring because long periods out of work during maternity leave
may result in skills depreciation and a gradual detachment of women from the labour
market. Childcare – indeed, care in general – is overwhelmingly entrusted to the mother.
Among the EU27 countries, Italy has the highest gender gap in unpaid working hours for
domestic chores: 5.2 compared with an EU average of 1.7 hours per day (CNEL 2017),
irrespective of employment. Even for those in employment, maternity has a cost: a high
share of women leave the labour market after childbirth, and for those remaining there
is a 10 per cent loss in pay even 24 months after maternity leave. The loss is higher for
women having their first child before 30 and for those on a fixed-term contract (INPS
2017). Finally, firms are reluctant to offer jobs to women, who end up being discriminated against.
Under pressure from women’s movements and thanks to the trade unions’ increasing
commitment, recent legislation has tried to reduce the employment cost of maternity
by increasing the involvement of the father, although results have been meagre. Parental
leave is an individual, non-transferable entitlement that can be taken at any time until a
child is 12 years old. In 2011 it was extended (Decreto Salva Italia), albeit with a shorter
length, to self-employed and other autonomous workers, provided that they had paid
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at least three months’ social contributions. Each parent is entitled to six months, with a
maximum of ten months per family, to be extended to 11 months if the father takes at
least three months of leave. The parents receive a cash benefit amounting to 30 per cent
of earnings if the child is under 6 years old; it is not paid otherwise. They are also granted
pension credits.
Finally, Law 92/ 2012 (the Riforma Fornero) provided for a compulsory paternity leave
of one day, increased to two days in 2016, with a benefit amounting to 100 per cent of
pay. Fathers can take two additional days if the mother agrees to transfer these days from
her compulsory maternity leave allocation.
In the view of many stakeholders, the incentives provided by the law to promote takeup by fathers are not sufficient to reduce the care gap. Most beneficiaries of parental leave
are women; although slowly increasing, men’s take-up rate is still less than 20 per cent of
the total. Social security data show that the typical beneficiary is 36 years old, resides
in the north, has an open-ended contract, works full-time, mainly in the manufacturing
sector, and has medium-low qualifications (INPS 2017, p. 72). Men’s scant participation
in parental leave is a hot issue in industrial relations: fathers benefiting from the leave are
employed in large firms and have a taxable income much higher (approximately €10 000
higher) than the median. Small and medium-sized firms face greater difficulties in
replacing workers on leave, even for short periods; conversely, larger firms can implement
occupational welfare schemes (see the case study in section 5), taking advantage of fiscal
incentives (INPS 2017, p. 89).
The same law of 2012 introduced a voucher for employed mothers to pay for a babysitter or day care. The bonus (Bonus Infanzia) must be requested in the 11 months following
the end of compulsory maternity leave, for a maximum of six months to replace as many
months of parental leave. In 2016, it was refinanced for the two-year period 2017–18,
with an annual budget doubled from €20 million to €40 million, and it was extended to
the self-employed. The intention of the bonus is to encourage a faster return to work after
the child’s birth by providing a subsidy for expenses related to childcare. Assessments of
its effectiveness are still provisional, however it seems to affect both employment – with a
lower rate of exit of the mothers who use it – and the wage penalty, which tends to decline
drastically after a few months from return to work.
To conclude, the significance of policy measures in favour of work–life balance is still
very limited. Despite trade unions’ strong commitment in support of reconciliation policies, care and welfare are still largely a ‘family’ business, and mostly a woman’s business.
As a consequence, Italian women still face great difficulties, first in entering employment,
then in balancing family responsibilities with paid work (Simonazzi and Villa 2010). It is
in this scenario that migration, and specifically female migrant carers, enter the picture.
They not only supplement the extremely scarce public care services, but they make paid
care affordable for medium–high income households and female employment possible
(Simonazzi 2009). Barone and Mocetti (2011) found a positive correlation between
female migration and female employment. However, it affects the amount of time worked
by employed women, while it has no effect on participation. Moreover, it affects workers
with medium–high skills, who have a higher opportunity cost for their time. The authors
also found that this type of immigration is a substitute for social and welfare services: the
estimated effect is higher in those areas with lower social and family policies. By crowding
out public care, this may imply a further, perverse effect on income distribution.
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4.2.1 Active labour market policies
Active labour market policies have been at the heart of the debate on labour market
reforms and have been the subject of negotiation between the social partners and the
government. Since the crisis, labour market reforms have been accompanied by structural reforms in the areas of taxation, pensions and welfare. Economic and financial
urgency prevailed over the objective of coming to an agreement with the social partners
on the content of these reforms, while budget constraints left little room for compensatory, active or passive labour market policies and social spending. Deregulation of the
labour market has been accompanied by partial reform of the so-called ‘shock absorber’
systems,11 but truly universal unemployment benefit and income support schemes are
still in the making. Active labour market policies (ALMPs) have played only a secondary
role. Traditionally, Italy has prioritised hiring incentives, which are easy to implement,
although subject to significant deadweight losses. Consequently, most ALMPs consisted
of introducing and/or modifying the eligibility requirements for employment subsidies,
according to what were deemed the categories of workers most in need of employment
opportunities at that time. Budget constraints aggravated the notorious inefficiency
of the Public Employment Services (PES) in reallocating labour towards scarce job
opportunities.
The traditional passive and ALMPs are proving ever less appropriate for dealing with
the rapid obsolescence of skills caused by the emerging techno-economic system and the
new welfare policies that are needed to catch up and address the different risks entailed
by the changing organisation of work. Intermediation between labour demand and
supply has gone through several reforms, following various institutional and political
vicissitudes (Simonazzi and Fiorani 2018a). In 2015, the legislative decree implementing
the Jobs Act created the National Agency for Active Labour Policies (Agenzia Nazionale
per le Politiche Attive del Lavoro, ANPAL). Its initial activities include experimenting
with the re-employment agreement (contratto di ricollocamento) for workers unemployed
for more than four months and receiving unemployment benefit (NASPI).
According to the social partners, the comprehensive reform package put in place by
the government with the aim of tackling unemployment and improving labour market
performance is not working well. To be effective, the agencies in charge of activation
need specific skills and capabilities in the analysis of competences, an efficient national
information system, standardisation of the basic rules guiding the provision of active
and passive labour policies and sound coordination with firms and agencies in charge
of professional training. Insufficient financial and human resources prevent the PES
from functioning efficiently,12 resulting in long waiting times, fragmented information
spread over different agencies and limited capacity to offer solutions. Moreover, there
are problems of continuity and coordination of the various levels of intervention.
The rejection of the constitutional reform proposed through a national referendum in
December 2016 has modified the initial plan for ANPAL to centralise responsibility
for the delivery of ALMP. The newly created agency will coexist with the reinstated
regional agencies: lacking clear functions, the PES risks being left in disarray while the
unemployed risk running adrift in a multiplicity of agencies, training courses and red
tape.
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The most difficult challenge, which is at the core of the social partners’ efforts, is how
to ensure that the new skills provided by the professional training centres match firms’
demand for skills. Scaling and reimagining job retraining and work-force skills development, enabling individuals to learn marketable new skills throughout their lifetime and
providing the support needed to move to new jobs will be a critical challenge for social
protection systems. Firms can take a lead in some areas, providing on-the-job training to
help workers upgrade their skills, most notably through inter-professional funds, which
were created to finance training programmes agreed among the social partners. Beyond
retraining, income support and other forms of transition assistance – unemployment
insurance, public assistance in finding work and portable benefits that follow workers
between jobs – will be necessary to help displaced workers. As we argued in section 2.2,
the problem of the quality of qualifications is especially severe in the school-to-work
transition. In addition to supporting ongoing efforts to improve public education, policymakers are increasing their efforts to sustain cooperation with industry, trade unions,
educational institutions and working agencies to ensure that skills learned in school fit
the needs of employers.
4.2.2 Decentralised bargaining
The speed of technical change calls for a skilled and committed workforce. In this context,
variable pay schemes are becoming increasingly popular. The recent literature emphasises
the positive link between participation and workers’ empowerment and their positive
contribution in responding to the technological challenge. Indeed, the Bank of Italy
survey found a positive correlation between employees’ involvement, the share of pay not
determined by the national contract and innovation (D’Amuri and Giorgiantonio 2015).
A cooperative climate between management and labour and supplementary firm-level
bargaining are credited with encouraging the dissemination of information and responsibility, with positive effects in terms of productivity and innovation. Consequently, there
is strong pressure to foster decentralisation of industrial relations.
Reform of the wage-setting system –specifically the insufficient development of
second-level bargaining – is a European Commission country-specific recommendation in the field of wages and collective bargaining (2016–17), on the grounds that its
insufficient development hampers innovative solutions at firm level (ETUI 2017, p. 38).
Employers regard linking rewards to individual and business performance as an effective
way of motivating employees to mobilise their efforts more determinedly in the interest
of the business, and as a powerful tool to attract and retain employees, especially top
performers. Trade unions, too, view reward schemes positively, although they express
concern that particular types of schemes or the way they are implemented might lead to
inequalities or discrimination.
The government has heavily incentivised the use of reward schemes through favourable
tax treatment. Since 1997 various financial laws have introduced and regularly extended
substantial incentives, in the form of reduction of social security contributions linked to
productivity bonuses. Leoni (2018) estimates the total cost to the state as €6000 billion
over the period 2008–17. He concludes that, given the financial resources lavished by the
state, assessment of their effectiveness has been widely inadequate, ‘leaving policymakers
. . . without appropriate indications on the causal links between contracts and outcomes’
(Leoni 2018, p. 131).13 Moreover, despite huge subsidisation, between 2010 and 2016
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the share of firms implementing firm-level bargaining remained very low (about 20 per
cent), covering 50 per cent of employees, mostly in large exporting firms in the centrenorth (D’Amuri and Nizzi 2017). Similarly, variable pay still represents a relatively small
percentage of total wage levels, estimated at around 5 per cent of an employee’s gross
annual earnings. Predominance of small firms, subordination to the national collective
agreement and the low rate of productivity growth are among the reasons usually cited
for this low coverage. While multi-level bargaining within a coordinated system may be
compatible with moderate wage disparities, the risks entailed by disordered fragmentation of decentralised bargaining should not be underrated, as it increases the risk of
dualism between successful and unsuccessful firms, north and south, and insiders and
outsiders in the labour market, with consequences for policies, intermediate bodies and
forms of representation.

5.

 ASE STUDY 1: PRIVATE OCCUPATIONAL WELFARE TO
C
FILL THE GAP. WHAT IS THE ROLE OF THE SOCIAL
PARTNERS AND WHAT ARE THE EFFECTS ON
CONVERGENCE?

Occupational welfare is part of secondary welfare, defined as a mix of social provisions
and investments funded by non-public resources, provided by a wide range of economic
and social actors, typically (but not exclusively) connected in networks with local anchoring, even though open to cross-local collaborations (Maino and Ferrera 2014). In recent
decades, it has gained increasing importance across Europe, through both bilateral
initiatives (i.e. bilateral bodies) and unilateral actions by employers. Occupational welfare
consists of market-driven social benefits provided by private employers and by the state in
its role as employer (Sinfield 1999; Goodin and Rein 2001). Since the 2008 crisis, increasing macroeconomic constraints have led to the diffusion of organised forms of private
financing to meet the growth and diversification of social needs (job insecurity, work–life
balance, ageing and long-term care, poverty and social exclusion, and lifelong learning)
(Lodigiani 2013). In a context of permanent austerity, primary and secondary welfare are
no longer seen as two separate entities: firms are supposed to mobilise fresh resources,
additional to the public resources, to respond to social needs. However, as argued below,
the increasing subsidisation of the services financed by firms (mainly through tax relief)
makes additionality doubtful. The specific division of labour between public and private
welfare varies with country-specific legacies and institutional configurations. Various
elements – the nature of the provisions, the policies to be covered by companies and
social partners, the features of the private insurance and mutual institutions that develop
and deliver public services – define a broad spectrum of interactions among very diverse
actors. The possibility of offering vouchers for the purchase of the most varied services
(including vouchers for gasoline) has in practice widened the field of action of occupational welfare to the entire range of services falling within secondary welfare. Table 7.2
lists the policy areas that Maino and Ferrera (2014) deem more suitable for the emergence
of and experimentation with secondary welfare initiatives. They are grouped in broad
clusters linked to typical life-cycle risks and needs, and they cover a wide spectrum. Table
7.3 reports the clusters of services covered in a sample of engineering firms: traditional
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Table 7.2

Policy areas more hospitable to secondary welfare initiatives, Italy

Education and training
Early childhood education and care (ECEC)
Measures to prevent early school leaving
School grants
School–work programmes
Lifelong learning

Housing
Homelessness prevention measures
Social housing
New financial instruments (for example, reverse
mortgage plans)

Employment
Youth guarantee schemes
Job search assistance
Job training
Activation policies/returning to the labour
market
Occupational/private unemployment or
income insurance

Health
Preventive health care
Long-term care
Care services at home
Institutional care
Support for family members
Occupational/private health insurance

Reconciling work and private life
Accessible and family-friendly workplaces
Supplementary leave schemes and benefits

Social economy
Financial support for social innovation and social
economy
Corporate social responsibility initiatives
Microfinance
Social investment bonds

Workplace adaptation
Up-skilling
Company-based schemes

Inclusion
Activating and enabling services and support
Adequate income support
Inclusive labour market measures
Working poor/in-work poverty and long-term
unemployment
Inclusion of marginalised populations: Roma,
migrants and ethnic minorities

Source: Maino and Ferrera (2014).

services, such as reconciliation, job training, canteen and food stamps, are covered by
most of the firms.
5.1

The Role of Industrial Relations in Shaping Occupational Welfare

Two points emerge from the (still scant) comparative research. First, a country’s industrial
relations and institutional background are crucial for understanding the characteristics
of its occupational welfare. Comparing Sweden and the United Kingdom, for instance,
Mapelli (2017) finds that in Sweden, where the social partners are strong and collective
bargaining is centralised, private welfare is more widespread and homogeneous, and
achieves a near universal coverage of occupational schemes. Conversely, in the United
Kingdom, workplace schemes have been implemented in large numbers, but have only
recently taken a social policy role. Owing to the strong fragmentation of industrial
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Table 7.3 
Services covered by occupational welfare in a sample of engineering enterprises,
Italy
Services
Reconciliation
Health insurance
Canteen and food stamps
Lifelong learning
Education
Transport
Family-friendly provisions
Recreational services
Pensions
Insurance

% of firms offering the service
59
57
44
36
34
26
24
22
20
5

Source: Tiraboschi (2018).

r elations, and in order to ensure the quality of occupational welfare, legislation had to
step in to foster more homogeneous and equitable provision. Second, as demonstrated
by the German case – where the distribution of occupational welfare was not dissimilar
to that of the United Kingdom before implementation of statutory corrections (SeeleibKaiser et al. 2011) – occupational welfare may result in dualism, with a crowd of outsiders
enduring inadequate benefits. Despite an overall coverage well above 50 per cent, the
lack of strong, centralised industrial relations and legislation prevents an orderly (re)
calibration, resulting in cross-sectoral, cross-industry and cross-regional differences,
and marked disparities between small and big firms. Thus, the increasing quantity of
occupational welfare is not matched by its quality.
In Italy, the main reference for secondary welfare is Law 328/2000, which envisaged
and promoted the active participation and shared responsibility of private, especially
non-profit, actors in the provision of social services. However, the outsourcing of public
services and the growth in the number of accredited private providers financed by public
programmes have generally remained embedded in a regulatory framework in which the
state continues to be the higher-level actor in the system (Lodigiani 2013). In recent years,
occupational welfare has enjoyed a renaissance thanks to favourable legislation that
broadened the range of tax-exempt welfare services provided by employers and promoted
by bilaterally agreed solutions (Mapelli 2017). The Stability Law 2016 (Law 208/2015
Art. 1, 184–90) embraced bilateralism in the agreements delivering the services, while
the Stability Law 2017 provided tax relief for the performance premium (up to a limit) if
the employee opts for payment in kind.
The acceleration of the move towards private welfare is aimed at filling the gap left by
a declining welfare state. The idea that occupational welfare can help to overcome the
difficulties of the Italian social protection system is achieving consensus; these schemes
have contributed to shape social dialogue between trade unions and firms and to redesign
the welfare public–private mix. However, whether occupational welfare promotes the
correction of, or instead reinforces, the three typical distortions of the Italian welfare
model (territorial, functional and distributive) is still controversial. According to Mapelli
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(2017), the current state of occupational welfare in the Italian welfare mix could be
described as an example of delayed recalibration, that is, a shift between different social
programmes, targeted classes and actors involved in welfare provision; if in the field of
pensions the inequalities in terms of occupational welfare are widely mitigated by strong
public provision, in the field of reconciliation the country lags far behind, and territorial
disparities remain worrisome.
5.2

Filling the Gap Left by Declining Welfare

Two views confront each other. One view conceives of occupational welfare as a shared
and collective responsibility capable of producing social value and encouraging a diverse
interpretation of welfare. It can fill the gaps left by public schemes and support financial
sustainability (Johnston et al. 2011; European Commission 2012; Pavolini et al. 2016).
Conversely, the second view argues that, by enhancing the privatisation of welfare,
occupational welfare could lead to the erosion of citizenship rights and an increase in
social inequalities. In particular, being inherently related to employment status, it could
exacerbate labour market inequalities, thus leading to dualisation (Seeleib-Kaiser et
al. 2011); differing across geographical areas it could worsen the north–south divide.
Moreover, empirical studies have found a strong relationship between the expansion of
occupational welfare and the retrenchment of public policies: far from supplementing
public welfare, in a context of decreasing public expenditure the expansion of secondary
welfare could offer the pretext for its further retrenchment. Were this to be the case, welfare privatisation could reinforce the occupational and generational cleavage, leaving out
the unemployed, the inactive and those employed on precarious contracts. Agostini and
Ascoli (2014) conclude that occupational welfare can promote a functional recalibration,
but its achievements are more limited when we consider the territorial and distributional
recalibrations.
A final consideration is related to the subsidisation of occupational welfare and its
consequences for income distribution. In the public debate, it is common to consider tax
relief for corporate welfare a win–win solution, a measure that brings benefits with no
costs. However, taking the case of health care, Granaglia (2017) stresses how tax relief for
corporate health care gives rise to two sets of inequality. First, while the entire community contributes to financing corporate welfare measures, only the workers –possibly only
those who are better-off – will access the (better?) private health care services. Second, if
the policy of tax relief for corporate health care implies a loss of revenue for the National
Health Service, it could affect the quantity and quality of public health care services and
induce the exit of richer households towards private health care plans. Similarly, from a
gender perspective, Gaiaschi and Mallone (2017) analysed the work–life balance policies
implemented in 148 company-level agreements signed between 2004 and 2014. They
concluded that, although the implementation of private welfare tried to underpin gender
equality, it brought little change in the general cultural attitude on this issue. Thus, as
we argued in section 3.1, occupational welfare policies were far from achieving the dual
earner–dual carer model and guaranteeing equality of opportunity between men and
women.
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CONCLUSIONS

In this chapter we have described the role played by the industrial relations system in
responding to the main challenges faced by the Italian economy and society in recent
decades. The social partners have tried, with mixed results, to ensure higher employment
and fair working conditions in an unfavourable macroeconomic environment and with
sometimes unfriendly governments. Steps have been taken towards common policies to
tackle the old and new challenges opened up by the crisis and by technological innovation, such as bilateral agreements for the joint management of vocational training,
occupational welfare and private pensions.
To assess how the country has fared in the achievement of social rights, we have
resorted to social convergence indicators regarding age, gender, skills and ethnicity.
We began by saying that convergence is a tricky concept. We should have said that it
is complex; it cannot be assessed by looking at each individual indicator. Convergence
in one dimension can cause divergence in another, with possible adverse feedback. We
have indicated several examples of these interactions at the macro and micro levels. For
instance, at the macro level, we argued that targeting only financial sustainability – public
deficit, government debt and inflation – has caused divergence in real variables. Losses in
real income, employment and productive capacity in turn have made social convergence
much more difficult, besides backfiring on financial convergence itself. Likewise, by
delaying the retirement age in a context of stagnant incomes and employment, pension
reforms made the youth employment problem worse. Convergence of the OECD indicators of employment protection legislation meant increasing divergence in job security,
labour market segmentation and polarisation. In turn, social protection, impaired by
austerity policies, has struggled to cope with the increasing precariousness caused by
legislation meant to increase labour market flexibility. Social partners’ negotiations of
new forms of agreement – covering, for instance, decentralised bargaining, occupational
welfare and vocational training – need to be framed with care to avoid the risk of increasing inequality.
The interaction between policies meant to achieve economic and social convergence
and the possibility of trade-offs between various objectives make clear the need for a
combined economic and social programme. We have argued that this may require an
initiative on the scale of the Marshall Plan, involving sustained investment, new training
models, programmes to ease worker transitions, income support, collaboration between
the public and private sectors, and policies to boost skills acquisition, stimulate productivity growth and foster cohesion and convergence.
Social dialogue can help in making the choices, smooth out the divergences and
develop a fruitful dialogue for designing a more cohesive society, and we have seen some
glimmers of light on the horizon: there is a clear demonstration of the social partners’
commitment to promote complementarities among policy domains. We stress, however,
that the possibility of achieving social convergence is conditioned on the willingness of
the whole European economy – and in particular the euro zone – to turn to more cohesive
policies.
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CASE STUDY 2: ITALY AND SLOVENIA – TWO PATHS TO
LABOUR MARKET FLEXIBILITY AND SOCIAL DIALOGUE
Branko Bembič and Annamaria Simonazzi

1.

INTRODUCTION

Italy and Slovenia both have a relatively high share of non-standard (and mostly precarious) employment. During the crisis, under pressure from financial markets and the
European Commission’s ‘informal’ conditionality, both countries implemented labour
market reforms, aimed, among other things, at reducing labour market segmentation.
In previous decades, Italy and Slovenia had adopted different approaches to labour
market deregulation, partly reflecting the priorities of their trade unions. In Italy, the
trade unions prioritised protection of jobs, while in Slovenia they were more willing to
flexibilise permanent employment in exchange for stronger regulation and more security
for non-standard workers. This case study looks at the results of the two approaches since
the early 2000s, with a special focus on the reforms implemented in the crisis. We argue
that, even under strong conditionality, social partners’ involvement in reforms can yield
better outcomes in terms of labour market desegmentation than unilaterally imposed
reforms, especially if the trade unions prioritise fighting employment precarisation.

2.

MACROECONOMIC ENVIRONMENT

Italy’s slow growth dates back well before its entry into the EMU. The country did not
share the growth experienced by other peripheral member countries in the early part
of the twenty-first century’s first decade, but was severely battered by the financial and
economic crisis. Gross domestic product, industrial production and employment have
not yet attained pre-crisis levels. Per capita income relative to the EU average (and
Germany) fell precipitously, and the number of households at risk of poverty increased.
While the current account has returned to surplus, thanks mostly to the fall in imports,
the reduction of public debt is prevented by the slow rate of growth. Fiscal consolidation
remains one of the most serious challenges to recovery.
Once the recession connected with the transition had been overcome, from the second
half of the 1990s until 2004, Slovenia experienced stable growth, driven by exports and
largely financed by domestic funds. This period also saw some social convergence as
regards institution-building and the corresponding performance indicators (see Chapter
10 in this volume). After entering the EU and Exchange Rate Mechanism (ERM) II in
2004, growth accelerated and unemployment fell to historically low levels, below 5 per
cent, as the country experienced an investment boom based on foreign loans to domestic
banks. Steady convergence in GDP per capita with the EU28 turned into divergence as
the country experienced a double-dip recession that lasted from 2008 until 2013 (Figure
7.4) and GDP per capita in purchasing power standard (PPS) fell from 90 to 82 per cent
of the EU average. Social convergence stalled after 2004 and took some heavy blows after
2008 (see Chapter 10 in this volume). Growth resumed during 2014–16 and accelerated
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Figure 7.4

Rates of GDP growth, Italy, Slovenia and EU28, 1996–2017

in 2017. Recovery was export driven with domestic consumption lagging behind. Only by
2017 did GDP reach pre-crisis levels, but employment was still slightly lower.

3.

LABOUR MARKET REFORMS IN ITALY AND SLOVENIA

From the 1990s, labour policies in Italy came to be increasingly based on the idea
that flexibility was required to respond to the changing realities of the world of work.
However, contrary to the common assumption postulating a positive relationship
between flexibility and employment creation, deregulation resulted in an increasingly
polarised labour market, with no enduring effects on employment. With deregulation,
the number of types of contracts mushroomed: in 2003 the Italian National Institute of
Statistics (ISTAT) counted 22 different typologies of contracts, which could be organised
in terms of 48 kinds of labour relations. Tronti and Ceccato (2003) estimate that, in 2001,
workers on atypical contracts made up 15.4 per cent of total employment (3.8 million of
24.5 million). The limited protection guaranteed to quasi-subordinate work – continuous
and coordinated contractual relationships (contratti di collaborazione coordinata e
continuativa), which included those based on one or more specific projects (contratti di
collaborazione a progetto) – led to abuses and exploitation of these contracts, which very
often disguised proper employment relationships. In the political debate these types of
job contracts were denounced as the worst kind of precarious employment.
In Slovenia, during the transformational depression and high unemployment in
1990s, labour market policies were aimed at securing social peace by reducing excess
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Table 7.4 
EPL evolution for standard and fixed-term contracts of employment for
Slovenia and Italy, 2000–2013
Around 2000

After 2003

After 2008

After 2013

4
1.3
2.76
3.25

2.7
2.0
2.76
2.0

3
2.5
2.76
2.0

1.99
2.13*
2.68
2.0

Permanent individual SLO
Temporary SLO
Permanent individual ITA
Temporary ITA

Note: * The EPL index for Slovenia fails to take into account the two measures used for re-regulation of
fixed-term employment contracts in 2013, namely, the introduction of severance pay and higher unemployment contributions.
Source: Laporšek and Dolenc (2011) and OECD.

Table 7.5 
Index of protection for open-ended contracts (EPRC) and ratio of temporary
contracts (EPT) over EPRC, selected countries, 2013–14

EPRC
EPT
EPR/EPT

Italy

Slovenia

France

Germany

Spain

Portugal

Greece

2.55
2.71
0.94

1.99
2.13
0.94

2.60
3.75
0.69

2.53
1.75
1.44

1.95
3.17
0.61

3.01
2.33
1.29

2.07
2.92
0.71

Source: OECD (2017b).

labour supply through a combination of unemployment protection and early retirement
schemes. However, the tighter the labour market became, the more were social and labour
market policies orientated towards flexibility and activation through conditionality.
Policy-makers advocated flexibilisation of the allegedly ‘rigid’ Slovene labour market
as a way to stimulate employment creation. However, in contrast to the Italian case,
flexibilisation proceeded mainly by lowering the employment protection offered by the
standard (open-ended, full-time) employment contract (Table 7.4): between 2000 and
2013 the index of protection for permanent workers fell from 4 to 1.99, while the index
for temporary workers increased from 1.3 to 2.1. In 2013, Slovenia had one of the lowest
indexes of protection for regular employment (Table 7.5 and Appendix Table 7A.1).14
Conversely, in Italy the protection of temporary employment fell drastically following
the Biagi Law (2003), which relaxed the rules for the use of standard temporary contracts
and introduced a wide set of new (atypical) temporary contracts (Pinelli et al. 2017).
However, since the crisis, regular employment has also been gradually eroded: the OECD
index of employment protection legislation (EPL) (OECD 2017b) for individual dismissals, which had been constant up to the crisis, fell from 2.60 in 2008 to 2.55 in 2013 (with
reference to the new index, see footnote 1) and does not compare unfavourably with an
index of 2.53 for Germany and 2.6 for France (Table 7.5). Thanks to a policy approach of
levelling-down equalisation, in 2013 the index no longer indicated the existence of dualism in the Italian labour market. Following the Jobs Act, Italy’s employment protection
legislation become even less restrictive than in France and Germany, according to OECD
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indicators. Indeed, while the Jobs Act reduced firing obstacles for permanent workers, it
also relaxed the conditions for the use of temporary and apprenticeship contracts,15 only
partially counterbalanced by the substantial reduction of scope for the use of atypical
contracts (see Appendix Table 7A.2). Pinelli et al. (2017) updated the EPL indexes, following the OECD methodology, to take account of the changes introduced by the Jobs
Act. According to their estimates, after the Jobs Act the index of protection of permanent workers against (individual) dismissal (Employment Protection – Regular Contract,
EPRC) fell to 2.3, while the index of protection for temporary forms of employment
fell to 1.8. Paradoxically, by reducing the protection of both, the new law – which was
intended to reduce the dualism between ‘insiders’ and ‘outsiders’ – ended up worsening
the relative situation of temporary workers.

4.

 RADE UNIONS AND LABOUR MARKET REGULATION
T
IN ITALY AND SLOVENIA

4.1

Trade Union Approach to Labour Market Reforms since 1990s

We can distinguish three phases of labour market legislation in Italy. In the early 1990s,
agreements were aimed mainly at achieving wage flexibility. In this first period, these
reforms were implemented with the participation of the social partners. Two interconfederal tripartite agreements, signed in 1992 and 1993 in a context of emergency
conditions in the Italian economy, abolished the scala mobile (this mechanism of wage
indexation had already been drastically reformed in 1984) to break the wage–price spiral
and also reformed the bargaining system by setting two levels of bargaining: the national
level was to be devoted to preserving the purchasing power of wages, and the firm-level
to distributing productivity gains (Simonazzi 2015). The neo-corporatist approach began
to ebb well before the crisis. From 1997 to 2003, legislation was aimed at increasing
flexibility in the labour market through the liberalisation of a wide range of atypical
contracts. With the crisis, and with the EU governing bodies turning from moral suasion
to conditionality, labour legislation veered from negotiated to unilateral.
In Italy, throughout these decades, the trade unions were accused of prioritising protection of insiders over equality among workers. Labour market reforms created contractual
flexibility at the margins by deregulating the use of non-standard contracts, while leaving
employment protection legislation for standard (open-ended, full-time) workers mostly
untouched (Picot and Tassinari 2017). This led to disaffection from trade unions among
the younger segments of the workforce, particularly penalised by temporary, precarious
contracts. The under-30s age group is the least unionised (15 per cent), with a gap of 30
percentage points with regard to workers aged 45–60.
With dualism worsening, the debate on the increasing inequalities in the labour market
intensified. Various arguments, ranging from insider–outsider to inter-generational
conflict, converged in attributing the precariousness of ‘outsiders’ to the protection of
‘insiders’ and contributed to orienting policies towards reducing the protection of insiders that, it was argued, unfairly discriminated against outsiders.
After the abolition of self-managed socialism, the employers’ right to lay off workers
for economic reasons was established in Slovenia. Nevertheless, protection against dis-
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missal for standard employment was relatively strong during the 1990s, while fixed-term
employment was more liberal as there were no limitations on the number or duration of
successive contracts. Temporary agency work was introduced in 1998 and at the outset
was very lightly regulated (Vodopivec 2004). Since 2000 the trade unions have often
accepted increased flexibility of standard employment in exchange for reregulation of
non-standard employment. They have consistently rejected attempts at introducing new
flexible forms of employment, such as German-style mini-jobs, which they brought down
at the referendum in 2011 (although later on, vouchers were allowed in very restricted
forms). Arguing that the government was promoting precariousness, the trade unions
also protested against the policy of subsidising transitions from unemployment to selfemployment during the crisis, but with little success.
The provision for converting successive fixed-term contracts into permanent contracts
was agreed in the 1996 social pact, but was only realised as part of the extensively
negotiated 2002 Employment Act when the government desperately needed the trade
unions’ signature on incomes policies for fulfilling the Maastricht criteria. The trade
unions settled for a lower level of protection of standard employment, while regulation
of fixed-term contracts and temporary agency work was tightened. Although some
minor modifications were adopted in 2007, the most important was the 2013 reform (see
below).
In summary, while Italian trade unions were often accused of defending regular
workers at the cost of flexibilisation at the margins of the labour market, since the 2000s
their Slovene counterparts have, as a rule, fought for tighter regulation of non-standard
employment forms.
4.2

Recent Labour Market Reforms in Italy and Slovenia

Since 2011, labour policies in Italy have sought to reduce dualism in the labour market by
cutting the dismissal costs of open-ended contracts, while seeking both to regulate and
to promote non-standard forms of employment. The Jobs Act (2014), which the government enacted without coordination with the trade unions, finally abolished workers’
reinstatement rights in case of dismissal (except for discriminatory reasons), replacing it
with monetary compensation, and introduced a new standard open-ended contract for
new hires (graded security contract), which reduces the level and uncertainty of firing
costs for all new permanent contracts in firms with at least 15 employees. The Jobs Act
was complemented by another measure, passed in the 2015 Budget Law, which changed
the costs of new hiring on standard contracts as it provided a sizeable temporary rebate
of non-wage labour costs (up to €8060 per year for three years) for new permanent hiring
of workers who had not held previously an open-ended position. These incentives were
not targeted at specific groups of workers, nor were they contingent upon firm-level
net job creation; that is, firms could use the subsidy to convert a temporary contract
into a permanent contract. There were also some measures that restricted the use of
non-standard forms of employment. Thus, the Jobs Act limited fixed-term contracts to
20 per cent of a company’s employees and restricted their total duration to 36 months.
The objective of restricting the most excessive non-standard forms was also pursued by
repealing the dependent self-employment contracts based on projects and classifying
these forms of quasi-subordinate contracts as proper employment relationships if certain
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conditions were fulfilled. However, the Jobs Act promoted non-standard employment
arrangements by abolishing the requirement to state the reason for fixed-term employment and by increasing the number of successive extensions. Similarly, the reform
increased the maximum amount of income that could be received in vouchers (an Italian
version of German mini-jobs) (Simonazzi and Fiorani 2018b). The trade unions’ fierce
opposition to vouchers led to their subsequent abolition.
The 2013 labour market reform in Slovenia – albeit adopted under strong pressure
from the European Commission and the financial markets (see Chapter 10 in this
volume) – was extensively negotiated in the tripartite Economic and Social Council
(ESC). Standard employment contracts were flexibilised (period of notice was shortened,
dismissal procedures were relaxed and severance pay was reduced). The argument was
that flexibilisation of standard employment (demanded by employers and the government and supported by the European Commission) would lower the costs of hiring
for standard employment. The trade unions, however, conditioned their consent with
measures for tighter regulation of non-standard employment and improvement of the
job security of precarious workers. Thus, for fixed-term contracts of employment, the
unemployment insurance contribution was increased to five times the normal amount,
which was aimed at increasing the cost of this employment arrangement. The same
objective was pursued by introducing severance pay for fixed-term employment that,
in addition, improved the income security of workers in this employment arrangement.
The objective of improving various aspects of the job security of precarious workers
was also pursued by a complete formal equalisation of temporary agency workers with
workers directly employed by the company. Finally, direct restrictions on the use of
non-standard employment were imposed: successive fixed-term contracts were limited to
two years for a given job (the limitation also applies to temporary agency workers) and
quota restrictions for temporary agency workers on fixed-term contracts with the agency
(maximum 25 per cent), but not for temporary agency workers on permanent contracts,
were enacted. Stronger dismissal regulations for fixed-term temporary agency workers
were imposed, while the same dismissal procedures now apply for open-ended temporary
agency workers as for standard employment. The status of ‘economically dependant’
(solo self-employed with 80 per cent of income received from the same client) was introduced for the self-employed. Furthermore, since 2017 the labour inspectorate has been
authorised to demand that ‘clients’ offer a permanent contract of employment to a bogus
self-employed person if the elements of an employment relationship are present. Similar
to Italy, young people in Slovenia are particularly exposed to temporary employment (see
Figures 7.5 and 7.6). Many of them work in extremely flexible student work, a kind of
mini-job accessible only to students, which expanded considerably in the 2000s. In 2015,
the social partners and the student organisation agreed to tighten regulation of student
work, integrating it into systems of social security and instituting a minimum hourly rate.
Reregulation of student work was supported by those segments of the employers that
favour more long-term employment relations (manufacturing in the export sector), while
the trade unions welcomed it as a measure against further precarisation of work.
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Figure 7.6 
Slovenia: shares of main forms of temporary employees in total employment
for the 15–24 and 15–64 age groups, 2008–16
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Extension of Protections in Recent Labour Market Reforms in Italy and Slovenia

In Italy, labour market reforms were not effectively countered by compensatory, active
or passive labour policies, or social spending. The increase in atypical contracts was only
partially countered by a gradual increase in the coverage of unemployment benefits.
Partly owing to the extraordinary measures adopted in the crisis, in various steps ending
with the Jobs Act, the coverage rate has increased. Decree No. 22 replaced the previous
system of unemployment benefits, strengthening the link between benefits and the
amount of paid social security contributions. With the mobility allowance coming to
an end in December 2016, Nuova Assicurazione Sociale per l’Impiego (NASpI, the new
form of unemployment insurance) is the only unemployment benefit. The decree also
streamlined the provisions governing the Wages Guarantee Fund (CIG), provided for an
experimental unemployment benefit for dependent self-employed workers (DIS-COLL)
and an experimental means-tested income support targeted at workers who are no longer
entitled to NASpI, have children, or are close to retirement age (Assegno Sociale di
Disoccupazione, ASDI) (75 per cent of the last NASpI payment for a maximum of six
months). According to INPS (2017, p. 61), the coverage rate of open-ended employees
who meet the criteria was, in 2016, 98.5 per cent (93.7 per cent for workers up to 34
years) and 87.6 per cent for workers on a temporary contract. However, according to
the trade unions, the new system of unemployment benefits is not truly universal. In
particular, it fails to adequately cover quasi-subordinate workers – indeed, the number
of self-employed workers receiving unemployment benefit (DIS-COLL) has been very
low. Seasonal workers risk having the duration of the benefit halved as a result of the
substitution of the age criteria with contribution criteria. Finally, it leaves the problems
of the long-term unemployed – who risk falling into poverty – unanswered.
In Slovenia, in 2011 the replacement rate of unemployment benefits for the first three
months of unemployment was increased from 70 to 80 per cent of previous wages, but in
2012 the austerity package (Zakon za uravnoteženje javnih finance – Fiscal Balance Act,
ZUJF) reduced the replacement ratio after one year from 60 to 50 per cent. The 2011 law
(Zakon o urejanju trga dela – Labour Market Regulation Act, ZUTD) eased the conditions for accessing unemployment benefits for those on short-term contracts (mostly
fixed term) from 12 months of insurance in the previous 18 months to nine months of
insurance in the previous 24 months. The labour market reform in 2013 further relaxed
the conditions for access for young people (below 30 years of age) to six months of insurance in the past 12 months (Kajzer 2013). The ALMPs are currently more orientated to
the young, which has already achieved some results (UMAR 2016, p. 56).
4.4

A Brief Comparison of Recent Labour Reforms in Italy and Slovenia

Recent labour market reforms in both countries (Appendix Table 7A.3) were adopted
under strong, though informal, conditionality. Both reforms entail measures for the rearrangement of relative costs, that is, lowering the costs of standard employment and/or
increasing the costs of non-standard employment; measures for improving the security of
precarious workers; and measures that restrict the use of non-standard forms of employment. Besides these similarities, however, we also find two major differences between the
two approaches. First, while reforms in Italy were adopted more or less unilaterally, in
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Slovenia they were extensively negotiated by the social partners. This was probably the
reason behind the second difference, that is, that the Slovene reforms seem to pursue the
aim of desegmentation more consistently, as they did not stimulate non-standard work,
and not only decreased the costs of standard employment but also increased the cost of
non-standard arrangements. As indicated by their (successful) demands for the abolition
of vouchers in 2017, the inclusion of the Italian trade unions in the reform process
would probably ensure more consistent restrictions on non-standard employment.
Their involvement could also contribute measures for increasing employers’ costs when
implementing non-standard arrangements.

5.

A SHORT DESCRIPTION OF OUTCOMES

Assessment of the success of the new labour market legislation in Italy is still controversial. The latest data indicate that the flexibility provided for the first three years of
the graded security contract has not reduced the incidence of fixed-term contracts,
especially among young people. Nor did it succeed in increasing the transition from more
precarious to more secure forms of contract, as shown in Figure 7.7. When the incentives
provided to favour new hiring on a permanent basis (by reducing social security contributions) petered out, precarious contracts for young people took over again (Beraldi and
Lagrosa 2017). The same generally holds for the other groups; according to INPS data,
the number of new permanent contracts exceeded the 2014 level only in 2015 and then fell
below again in 2016. Similarly, data from the Italian Ministry of Labour show that only
in 2015 was net hiring on permanent contracts positive (Pinelli et al. 2017).
The most significant result of the succeeding Italian labour market reforms appears
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Transitions from different employment status, Italy, 2013–16
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Table 7.6 
Share of employment by typology of contract, 2016 and rate of change,
2008–16, Italy
Typology

2016

Rate of change 2008–16

Standard
Employee full-time
Self-employed full-time
Partially standard
Open-ended contract, part-time
Self-employed, part-time
Atypical
Employee temporary
Freelance (collaboratori)
Total

73.3
53.4
19.9
14.7
12.0
2.7
12.0
10.7
1.3
100.0

–6.3
–5.9
–7.1
30.8
35.9
12.2
–0.3
6.1
–32.6
–1.4

Note: The classification is based on the type of contract, for example, an involuntary part-time worker on
an open-ended contract will be classified as ‘partially standard’.
Source: ISTAT (2017b).

to be a strong decreasing trend in non-standard forms of employment, such as freelancers (collaboratori) and solo self-employed after 2015 (Table 7.6). Nevertheless, even in
this area some workers simply changed their status from abolished forms of contracts
to those still in place, for example, professionals (libero professionista), whose number
soared during 2015–17 (Pinelli et al. 2017).
The evolution of various shares of non-standard forms of employment in Slovenia has
not always corresponded neatly to changes in regulation but is influenced largely by the
rates of growth of GDP and total employment. For example, although the regulation of
fixed-term contracts was tightened in 2002, the tax treatment for employers of student
work became less favourable and concession fees were increased during 2003–08, the
economic boom starting in 2004 saw a huge expansion of both forms of employment.
Conversely, although the admissible reasons for fixed-term employment were increased
in 2008, there was a sharp decrease in this form between 2007 and 2009, when temporary
workers were the first to be laid off.
Nevertheless, there were some interesting outcomes in the period after 2013. First, in
contrast to the post-2004 expansion, the share of standard employment expanded during
the post-2013 recovery, according to SURS LFS data. Secondly, labour market transitions
from temporary to permanent employment increased after 2013 (Eurostat). More precisely, the most consistent results were obtained with regard to (monthly) transitions from
fixed-term to permanent contracts with the same employer, which is probably the result of
the new provision that a particular post (instead of worker) can be filled by a fixed-term
contract for a maximum of two years (Table 7.7). Hence, in comparison with 2012 (the
base year) the probability of transition from a fixed-term to a permanent contract with the
same employer increased by 59.2 per cent in 2013, 62.8 per cent in 2014 and 83.7 per cent
in 2015. The results are less clear-cut in cases where only the effect of the changes in the
relative costs of fixed-term and permanent contracts come into play. Thus, compared with

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 236

21/03/2019 15:59

Italy: How could industrial relations help?	237

Table 7.7 
Share of employment by type of contract, 2016 and rate of change 2008–16,
Slovenia
Type
Permanent contract, LC* (standard)
Fixed-term contract, LC
Part-time contract, LC (fixed-term and permanent)
TAW, LC (fixed-term and permanent)
Student work, non-LC
Self-employment, non-LC (total)
of which self-employed without employees

2016 (%)

Rate of change (%) 2008–16

71.04
10.28
4.88
1.90
3.35
11.83
8.16

–8.06
–5.05
+50.00
ND
–26.19
+9.09
+1.35

Note: * LC = Labour Code regulated.
Source: SURS, LFS except for TAW: SURS, register data. Not all forms are covered and some categories
overlap.

2012, the relative probability of transitions from a fixed-term to a permanent contract with
another employer was lower by 7.3 per cent in 2013 and by 9.6 per cent 2014, although it
was higher by some 33.6 per cent in 2015 (Vodopivec et al. 2017, table A4). Similarly, the
relative probability of transition from unemployment to a permanent contract increased
under the new law (2013–15) in comparison with 2012, but it was nevertheless lower than
in the pre-reform years of 2010 and 2011. The consistency of results for transitions with
the same employer suggests that the limitation of the successive contracts for the same
job (instead of worker) has made an impact. However, inconsistent and weaker results for
transitions from unemployment to permanent employment and from fixed-term to permanent contracts with another employer indicate that the impact of a mere rearrangement of
relative costs of fixed-term and permanent contracts is less effective.16 The results of the
reform seem especially favourable for young workers, who experienced an increase in the
probability of conversion from fixed-term to permanent employment by 71.9 per cent in
2013, 85.3 per cent in 2014 and 118.3 per cent in 2015 with the same employer (Vodopivec
et al. 2017, table A5). A third encouraging result of the reform was that, owing to the
imposition of the quota restriction on fixed-term temporary agency workers (workers on
a permanent contract are exempt), the share of permanent temporary agency workers
increased considerably from a mere 5 per cent in 2011 to slightly below 45 per cent in 2016
(Vodopivec et al. 2017, fig. 4). However, the retention rate of permanent temporary agency
workers decreased sharply. Currently, the survival in employment of temporary agency
workers on permanent contracts after the reform is longer than on the fixed-term contracts
that predominated before 2013 (Vodopivec et al. 2017, fig. A4).

6.

FINDINGS AND CONCLUSIONS

The results show that in neither of the two countries did the extent of non-standard work
change drastically after the reforms, although both aimed at reducing labour market
segmentation. In both countries young people are highly exposed to precarious work.
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Measures that extended the protection of precarious workers were adopted in both
countries (unemployment benefits were rearranged in both countries and severance pay
for fixed-term employment and the total equalisation principle for temporary agency
workers were introduced in Slovenia). To facilitate the transition from fixed-term to
permanent contracts, relative costs of standard and non-standard employment were
rearranged. However, in Italy the main measures targeted the costs of permanent
employment (subsidised transition to permanent contracts by a temporary rebate of
non-wage labour costs for new permanent hiring, abolition of reinstatement rights,
and a graded security contract). Conversely, the Slovene reforms reduced the costs of
permanent contracts (shorter period of notice, reduced severance pay and simplified
dismissal procedures), and increased the costs of fixed-term employment and student
work (higher unemployment contributions for fixed-term and lower contributions for
permanent contracts, severance pay for fixed-term contracts, pension contributions
and health insurance paid for student work and minimum hourly rate for student
work). Finally, the Italian reforms were contradictory: some measures tried to limit
excessive use of non-standard forms (abrogation of quasi-subordinate contracts, quota
restrictions on fixed-term contracts and limits to the duration of fixed-term contracts),
while others relaxed the use of other atypical employment (increase of income that can
be received on vouchers, increase in the number of successive fixed-term agreements
and abolition of the requirement for stating the reason for a fixed-term contract).
Conversely, in Slovenia the trade unions managed to achieve several restrictions on
non-standard work that regulated non-standard employment much more consistently
and tightly (stipulation imposing a time limit on the duration of fixed-term contracts for
a given job, and no ordinary dismissals and quota restrictions for fixed-term temporary
agency workers).
Regarding the outcomes, some encouraging desegmentation effects of the 2013
reform were observed in Slovenia. The share of standard employment did not decrease
drastically (as it did in the last expansion in the 2004–08 period), employment security
of temporary agency workers improved moderately and transitions from fixed-term
to permanent contracts increased, especially for young people, which is probably also
an effect of active labour market policies.17 In Italy, however, the effects appear rather
short-lived. Comparison of the results indicates that the most effective measures for
fighting segmentation might be the restriction of employers’ room to manoeuvre on the
use of flexible contracts, which were present in Slovenia but rather inconsistent in Italy.
Nevertheless, even in Italy the repeal of certain forms of self-employment seems to indicate greater awareness of the social and economic costs connected with the worst forms
of precariousness and of the short-run effects of relying on measures affecting labour
costs. The case of Slovenia indicates that measures restricting the use of precarious forms
seem the most effective, while the results of the rearrangement of relative costs appear
rather uncertain. Thus, in contrast to traditional prescriptions for rearranging the relative
costs of different forms of employment, labour market regulation – that is, restrictions on
the most precarious forms of work – appears most fruitful for achieving beneficial results
in terms of labour market desegmentation.
More generally, the comparatively favourable outcome of the Slovene 2013 reform
(and regulation of student work) in terms of social convergence in the area of nonstandard work can to a large extent be attributed to trade union involvement. Faced with
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little hope of defending the established social standards of regular employment under
heavy pressure from external actors, which strengthened the position of government and
employers, Slovene trade unions seized the opportunity to make the most of the regulation of precarious forms of employment. Unlike the Slovene 2013 labour market reform,
in which the law strictly followed the agreement made in the tripartite ESC, the Italian
government bypassed the social partners in the case of both the Fornero Reform and the
Jobs Act. Only recently have the social partners resumed negotiations involving the three
main trade union confederations – newly reunited – and the government.

NOTES
1.

2.
3.

4.
5.
6.
7.
8.
9.
10.
11.

12.
13.
14.
15.
16.

Neoclassical growth models predict real convergence in time and space. The hypothesis of full or unconditional convergence states that poorer countries will automatically catch up with richer countries. A more
guarded hypothesis postulates conditional (and not full) convergence: countries do not converge to one
steady-state level, but to different ones based on key parameters. Finally, ‘club convergence’ occurs if a
group of countries with similar underlying economic parameters converges towards a common steadystate level, whereas other countries never manage to catch up. The euro is said to be an instance of such
club convergence.
World Bank, https://data.worldbank.org/indicator/SP.POP.65UP.TO.ZS (accessed 30 July 2018).
There are various terms (for example, gig economy and share economy) to denote ‘that portion of the
economy composed of digital platforms enabling users to share, lend, rent or purchase goods and services.
In comparison with traditional marketplaces, platforms reduce transaction costs and thus enable microtransactions’ (Kilhoffer et al. 2017, p. 16).
https://ec.europa.eu/eurostat/web/labour-market/quality-of-employment (accessed 30 July 2018).
In countries such as Germany, Austria and the Netherlands, where the two indexes also differ, a very high
share of part-time (80 per cent in Germany, 50 per cent in Austria and the Netherlands, 33 per cent in
Italy) is compensated by women’s high participation rate (INPS 2017).
The first part of this section draws on Bettio et al. (2006).
In 2016, the share of the migrant population over 65 years of age was 3.3 per cent, compared with 23.7
per cent for the native population; conversely, the share of population up to 15 years of age was 18.9 and
13.3 per cent, respectively.
The Ministero del Lavoro e delle politiche Sociali (2017, p. 49) reports slightly lower differentials: a gap of
25.2 per cent for non-EU workers and 19.9 per cent for EU foreign workers, and 28.1 per cent for non-EU
female migrant workers.
Conversely, among ‘Managers, intellectual and technical professions’, 60.6 per cent of migrants and 48.8
per cent of natives have a university degree.
The maternity benefit is paid by INPS. In some Contratto Collettivo Nazionale di Lavoro (CCNL), firms
have agreed to integrate the remaining 20 per cent.
The Jobs Act further revised the unemployment insurance system, setting new conditions for the renamed
unemployment benefit (NASPI), a new provision (ASDI) to cover unemployed workers in distressed economic conditions who had finished the period (up to 18 months) of normal unemployment benefit and a
special benefit covering atypical workers (DIS-COLL). Moreover, from 2017, NASPI has also replaced the
redundancy pay scheme for workers subject to collective dismissal by medium or large firms restructuring
or closing (mobilità).
At present, PES staff number a mere 7000, with a total budget of €700 million, and can provide only
350 000 hours of services. By comparison, in Germany there are more than 100 000 PES employees, with
a budget of approximately €9 billion.
Leoni (2018) argues that various distortions mar the empirical studies seeking to assess the overall effectiveness of these subsidies, while evaluation of the relative effectiveness of the various incentives is totally
absent.
The OECD changed the indexes in 2008, adding some indicators for their estimation. Thus, in Table 7.4
we used the index calculated with the old indicators in order to avoid breaks in the series. For the country
comparison in Table 7.5 we used the more recent index. That explains the different values in the two tables.
Decree law no. 34 of 20 March 2014 (Decreto Poletti).
It has to be noted, however, that the authors of the quoted study (Vodopivec et al. 2017) came to a
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different conclusion regarding the effectiveness of limitations on successive contracts for the same job.
Nonetheless, their rich presentation of empirical results allows us to draw our own conclusions.
A caveat is in order here, however. Although at first sight the approach of the Slovene trade unions might
look moderately effective in fighting precarisation, the effects of successive waves of flexibilisation of the
standard contract should not be dismissed too easily. While non-standard employees may in a large majority
of cases be considered precarious, there is no reason to treat permanent workers as ‘privileged insiders’. For
example, although mostly employed on standard contracts, unskilled workers in traditional services – such
as security guards, retail workers, cleaning staff and restaurant workers – hardly constitute a privileged
segment. Substantial decreases in the protection of standard employment adversely affect the security and
increase the precariousness of these workers. While without trade union involvement there would be probably fewer provisions for improving the security of the precarious workers and for restricting non-standard
forms, overall the 2013 reform in Slovenia was scarcely an example of positive upward convergence.
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APPENDIX 7A.1 CASE STUDY 2 TABLES
Table 7A.1 
OECD indicators on employment protection legislation, Italy, Slovenia and
selected EU countries, 2013 and 2014
Protection of
Protection of
permanent
permanent workers
against individual and workers against
(individual)
collective dismissals
dismissal
Italy
Slovenia
France
Germany
Greece
Portugal
Spain
Sweden
United
Kingdom

2013
2014
2013
2013
2013
2013
2013
2013
2014

2.89
2.39
2.82
2.84
2.41
2.69
2.36
2.52
1.59

2.55
1.99
2.60
2.53
2.07
3.01
1.95
2.52
1.18

Regulation
Specific
requirements of temporary
forms of
for collective
employment
dismissal
3.75
3.38
3.38
3.63
3.25
1.88
3.38
2.50
2.63

2.71
2.13
3.75
1.75
2.92
2.33
3.17
1.17
0.54

Note: Scale from 0 (least restrictions) to 6 (most restrictions), last year available.
Source: OECD/IAB Employment Protection Database, 2013 update. For more information and full
methodology (including weights), see www.oecd.org/employment/protection and http://data.iadb.org/
(accessed 27 March 2018).
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Table 7A.2 
Labour market reforms: main changes and objectives/drivers, Italy and
Slovenia
Italy

Slovenia

1992–93 Trilateral
agreement
(concertazione)

Wage flexibility
Abolition of the wage
 indexation scheme and
introduction of two
levels of bargaining

1991
Labour Relations
 Act (Labour
Code)

1997 Pacchetto
Treu (Law
196/1997).

Increase employment by
 increasing flexibility
Legalised temporary
 work agencies,
regulated
collaboration
contracts and
liberalised
apprenticeships and
fixed-term contracts
Increase employment by
 reducing labour
market rigidities
Liberalisation of atypical
 contracts. Facilitated
the use of staff
leasing contracts,
part-time work and
non-standard forms
of employment
relationships and
reformed the
apprenticeship
contract
Increased labour market
 segmentation

1998
Employment and
 Insurance against
Unemployment
Act

2003 Biagi Law

2011 Legge Fornero Pension reform:
(D.L. 6 December
 improve the (short2011, n. 201)
run) sustainability of
the pension system

Layoffs for economic
 reasons are allowed
Standard employment
 well protected
Fixed-term contract of
 employment more
liberal
Temporary agency work
 allowed and very
lightly regulated

2003
Labour Relations
 Act (Labour
Code)

Lower protection for
 standard workers
Tighter regulation of
 temporary agency
work
Regulation of fixed-term
 contracts of
employment
(prohibition of
chaining of contracts)

2010 minimum
 wage increase

Minimum wage
 increased by 23 per
cent
At the new level
 minimum wage at
some 52 per cent
of monthly average
earnings
Campaign against
 introduction of
German-style minijobs led by the trade

2011 Rejection of
 mini-jobs and of
pension reform
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(continued)

Italy

Slovenia
Increase in retirement
 age (rigidly fixed)
and shift to a full
contributory basis

2012 Fornero
labour reform

Jobs Act, Law
183/2014

Reduce dualism by
 decreasing protection
of open-ended
contracts and
regulating use of
atypical contracts
Making firing easier by
 diluting Art. 18 of the
Workers’ Charter
Increase in social
 contributions for
precarious contracts
and more restrictive
regulation on their use
Partial extension
 of coverage of
unemployment
benefits

Reduce dualism and
 facilitate hiring on
permanent contracts

2012 New pension
 reform

2013 Labour
 market reform

 unions. Mini-jobs
rejected at the
referendum
Pension reform rejected
 at the referendum
demanded by the
trade unions. The
main objection was
that there were no
provisions for the early
retirement of those
that started working
before the age of 18
Included are provisions
 for early retirement
of those that started
working before the age
of 18

Standard employment
 contract flexibilised.
Disincentives
and restrictions
placed on the use
of non-standard
employment. Security
of non-standard
workers improved.
Unemployed benefits
made more accessible
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Table 7A.2

(continued)

Italy

2015 Budget Law

Slovenia
Regulation governing
 dismissals (abolished
workers’ reinstatement
rights in case of
dismissal, except
for discriminatory
reasons, replacing
it with monetary
compensation);
simplification
of contracts
and labour law
procedures, reformed
unemployment
benefits and active and
passive labour market
policies
Encourages creation of
 new permanent jobs
Provides a sizable
 temporary rebate of
non-wage labour costs
(up to €8060 per year
for three years) to new
permanent hiring of
workers

2015 reregulation
 of student work

Minimum hourly
 wage for student work
established
Integration of student
 work in the system of
social security
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Table 7A.3
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Main measures of the recent labour market reforms in Italy and Slovenia

Measures
adopted

Italy

Slovenia

Extended
protection

Wage Guarantee Funds: extended in
 2004 and increased in 2009: Cassa
Integrazione Guadagni in Deroga
– IGD) to cover workers in small
firms (<15 employees) or workers
who have exhausted ordinary
benefits. The provisions governing
this institution are unified and
regulated by the Jobs Act
Unemployment benefits: ASPI
 (Fornero 2012) extended the
coverage of unemployment benefits
and Mini-ASPI (Fornero) to cover
workers who did not meet the
requirements for ASPI – both
reformed by the Jobs Act
Mobility allowance, a special benefit
 covering workers in case of
collective dismissal, abrogated
(Fornero 2012), effective January
2017
A new unemployment benefit, NASpI
 – replaces and unifies ASPI and
Mini-ASPI (Jobs Act)
ASDI – benefit for long-term
 unemployed, no longer eligible to
NASpI (unemployment assistance
(Jobs Act)
Subsidised transition to permanent
 contracts by a temporary rebate
of non-wage labour costs for new
permanent hiring (temporary
measure)
Abolition of reinstatement rights
(Jobs Act)
Graded security contract (Jobs Act)

Improved accessibility of the
 unemployment benefits for shortterm contracts and the young
(2013)
Severance pay on fixed-term
contracts (2013)
Integration of student work into
 pension and health insurance
(2015)
Complete formal equalisation of
 temporary agency workers (TAWs)
with directly employed by the user
company (2013)

Relative ‘costs’
of standard and
non-standard
employment

Shorter period of notice (2013)
Reduced severance pay (2013)
●	
Simplified dismissal procedures
(2013)
●	
Unemployment contributions
increased for fixed-term and
lowered for permanent contracts
(2013)
●	
Severance pay for fixed-term
contracts (2013)
●	
Pension contributions and health
insurance paid on student work
(2015)
●	
Minimum hourly rate for student
work (2015)
●
●
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Table 7A.3

(continued)

Measures
adopted

Italy

Slovenia

Restrictions on
non-standard
work

●	
Abrogation

●	
A

Promoting nonstandard work

●	
Increase

of quasi-subordinate
contracts and their transformation
into a proper employment
relationship (if involuntary)
●	
Quota restriction on fixed-term
employment (20% of company’s
work force)
●	
Maximum duration of fixed-term
contract (cumulative) 36 months
in maximum income that
can be received on vouchers (akin
to German mini-jobs) from 5000
to 7000 euros (Jobs Act), abrogated
subsequently
●	
Maximum number of successive
fixed-term agreements extended to
five times (Jobs Act)
●	
No need to state the reason for a
fixed-term contract (Jobs Act)

given job (and not worker)
can be occupied by a fixed-term
employee for max. 2 years
(includes TAW) (2013)
●	
Quota restriction of TAW on
fixed-term contracts (25% of user
firm’s workforce) (2013)
●	
Tighter provisions for dismissing
fixed-term TAWs (2013)
●	
Rejection of mini-jobs in a
referendum (2011)
●	
Dismissal of permanent TAWs
same as with a standard contract
of employment (2013)
●	
Casual work of retirees from 2013
(restricted in terms of income,
maximum number of hours
for both employer and retiree,
minimum hourly rate applies,
social contributions paid)
●	
Vouchers for personal
supplementary work from 2015
(restricted in terms of admissible
employers, activities and income,
social contributions paid)

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 249

21/03/2019 15:59

8.

 he Netherlands: From convergence to
T
divergence in Europe? Social dialogue and
industrial relations in the face of household
labour supply*
Wiemer Salverda

1.

INTRODUCTION

One important – if not the most important – aim of the European Union (EU) is the
upward convergence of socio-economic outcomes between the member states. However,
doubts have been growing that this is actually happening, fed by diverging trends
resulting from the financial crisis and related policy-making. The recent initiative of the
European Pillar of Social Rights (EPSR) is one response to this situation, illustrating
that policy action is necessary to change such trends and to work towards achieving
that aim. In this chapter I consider how the Dutch outcomes stand with regard to
convergence or divergence, and how that relates to social dialogue and industrial relations
in the country by international comparison. In line with the aim of this volume the main
focus is on wages, working time and non-standard forms of employment.1 In EU policymaking (for example, the Employment Strategy or EU2020) the Netherlands is often one
of the countries taken as an example for others to follow. This implies that the country
may deem convergence more of an issue for other countries to pursue than for itself to
contemplate and account for with respect to the converging or diverging effects of its own
policy-making and corresponding social dialogue. That convergence is largely taken for
granted makes instances of divergence all the more important.
The starting question, in section 2, is how the Netherlands compares with other EU
countries in terms of realising socio-economic convergence, making use of comparative
indicators derived from the EPSR and other European sources. The focus is on the situation of employees, to whom the social dialogue and relevant Dutch laws and European
directives apply.2 Working-time patterns, wage formation (for which read, moderation)
and a relentless rise of flexible labour contracts – the main form of non-standard
employment – are found to be the most important deviations. I am brief on wages and
working time as I have dealt with those extensively before (Salverda 2018b). By contrast,
I pay more attention to contractual flexibility as, interestingly, it is a field in which the
Netherlands was a forerunner of EU policy-making and in which policy-making at both
levels (Netherlands and EU) comes together; furthermore, core responsibility rests here
with social dialogue as both the Dutch social partners and the European social partners
literally wrote the legal stipulations that were adopted in the Dutch Flexicurity Law and
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the two EU Directives, on temporary work in 1999 and on temporary work agencies
(TWAs) in 2008. Even this three-pronged policy action has been unable to prevent the
strong growth of flexibility, which has become a bone of contention in current Dutch
policy debates. This scrutiny offers us the chance to learn about the effectiveness of
policy-making, social dialogue and industrial relations at both national and EU levels.
In section 3, I analyse the Dutch situation regarding flexible contracts in further detail
and in relation to household labour-market behaviour, which may affect not only the
socio-economic outcomes, reducing the effects of social dialogue, but also the nature
of industrial relations and the corresponding social dialogue. In section 4, I scrutinise
the role of Dutch social dialogue, underlying industrial relations, and government
policy-making with regard to divergence, touching upon wages, working time and, in
particular, contract flexibility. Section 5 sheds more light on this, especially industrial
relations and household context, with a brief internationally comparative case study of
the possible explanation that Belgian–Dutch differences in industrial relations and social
dialogue may offer for the noticeable divergence of contract flexibilisation in these largely
similar, neighbouring countries. Section 6 concludes with a summary and a discussion of
whether, after the disappointing effects of the Directives, the EPSR might be of help in
changing divergence into convergence.
Before turning to the Dutch–EU comparison in section 2, I emphasise the relevance of
the relationship between individual earnings from labour-market activity and household
incomes for understanding labour-market outcomes in the face of social dialogue and
industrial relations. This relationship has changed radically and become much more
complex in recent decades owing to the massive shift away from the single-breadwinner to
the dual-earner household and a simultaneous rise in part-time jobs. Paradoxically, with
the growing individualisation – mirrored in women’s large and rapid gains in employment
participation and educational attainment – the role of the household vis-à-vis the labour
market has become even more significant. The current relationship between the earnings
of individuals in the labour market, on the one hand, and household income distribution,
on the other, is highlighted in Box 8.1. It differs radically from the traditional singleearner world in which each household fielded one worker and workers’ annual earnings
largely determined the income distribution. The labour-market effects on incomes were
more transparent then and made the role of social partners and the instruments they
could use much more obvious. The upshot is that now the highest household incomes can
go together with relatively low individual earnings and different labour-market positions,
not only between households but especially within them (Salverda 2015a, 2015b, 2016a,
2016b), and that consequently most low-paid jobs are held by non-poor households
(Salverda 2018a). Thus, in the current dual-earner world, policies aimed at improving
the income position of poor and low-wage households by general means – such as a
higher minimum wage or tax credits – may incur deadweight losses to the extent that
these policies benefit households receiving higher incomes and comprising low-paid
employees, and will no longer automatically reduce income inequality.
Accounting for this changed relationship, first, helps us to understand how the supply
of labour can affect socio-economic outcomes and, consequently, the industrial relations
that underlie the social dialogue. Second, it suggests possible weakening limitations
on what industrial relations and social partners’ dialogue on their own may be able to
achieve without a broader involvement of the state. This works both ways: diverging
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BOX 8.1 INDIVIDUAL EARNINGS AND HOUSEHOLD INCOMES,
NETHERLANDS
Figure 8.1 underlines the present-day predominance of dual and multiple (three or more) earnership. We examine this for those households whose incomes depend mainly – 50 per cent or more –
on the wage earnings contributed by their members: what we call main labour households (MLHH).*

A. Number of main labour households

B. Incomes of main labour households
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D. Annual earnings of employees
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Notes:
A. Number of main labour households.
B. Incomes of main labour households.
C. Number of employees.
D. Annual earnings of employees.
In Panel A, main labour households with a single wage earner make up 20 per cent of all households
in the first decile of the household distribution of gross incomes in the Netherlands. Areas indicate the
Dutch situation, lines the corresponding unweighted averages of the EU27 (excluding Croatia).
Main labour households: more than half their gross income derives from wage earnings.
Source:

Author’s calculations on EU-SILC 2013.

Figure 8.1

I ndividual wage earnings and the distribution of household gross
incomes, Netherlands and EU27 (excluding Croatia), 2012
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Panel A shows MLHH shares among all households within the ten deciles of the household
income distribution. They increase from 20 per cent in the bottom decile to 85 per cent in the ninth
and tenth deciles. The distribution of MLHH is strongly skewed towards the top of the income
distribution. The split by earner numbers in the household shows their essential contribution and
how this differs from a world of single earners only. Single-earner and dual-earner households
each comprise 44 per cent of all MLHH, while multiple-earner households provide the remaining
13 per cent. At the bottom, virtually all MLHH are single earners, while at the top they make up
only one-tenth. This contrasts with the large shares at the top for dual earners, almost 60 per cent,
and multiple earners, 30 per cent. Panel B presents the same for incomes instead of numbers.
Understandably, this looks very similar to panel A across the deciles as households fit the same
decile cut-off incomes. Potentially, only the top decile could be different, as it has no upper cut-off,
but actually it does not – MLHH have the same 86 per cent share for both numbers and incomes.
Top earnings largely match enterprise and capital incomes, which commonly concentrate in that
same top.
Panel C distributes the corresponding wage-earning individuals over the same ten deciles. This
amplifies the importance of dual- and multiple-earner households as they have more earners.
Single earners comprise only 25 per cent of all employees, while the remaining three-quarters
majority all share a household with at least one other employee. Individual earners concentrate
even more strongly towards the top of the income distribution. Only 2 per cent are found in the
bottom decile, while the top decile holds a ten times larger share, of 20 per cent. At the bottom,
95 per cent concern single earners, while at the top this is only 5 per cent. The remaining 95 per
cent at the top is divided almost equally between dual earners (50 per cent) and multiple earners
(45 per cent). Finally, panel D indicates where in the income distribution their wage earnings are
found. The skewed numbers combine with increasing earnings levels into an extremely skewed
household earnings distribution. The bottom decile’s share is a miniscule 0.3 per cent of all MLHH
earnings, while the top decile’s share amounts to 32 per cent, 100 times more. This far exceeds the
difference in average individual earnings at the two ends. Unsurprisingly, this difference is larger
for single earners (26 times), who need much higher individual earnings to reach the top compared
with dual earners (16 times) and multiple earners (9 times). Obviously, the household incomes at
the top of the latter two categories are related to significantly lower positions in the individual earnings distribution which they bring together in the household, while single earners with top incomes
are undoubtedly found also at the top of the wage distribution – at levels two and three-and-a-half
times higher compared with dual and multiple earners, respectively. Dual and multiple earners
often combine lower and higher earnings from different members within the same household,
but nonetheless their main earners still lag considerably behind single earners at the top. Single
earners obtain 28 per cent of total earnings, dual earners 54 per cent and multiple earners 19 per
cent.
Note: * Main labour households’ wage earnings contribute 80 per cent (EU27, 77 per cent) to
their total income. The remainder derives from other sources, including self-employment, capital
ownership and social transfers. Main labour households’ numbers make up 88 per cent (EU27, 89
per cent) of all households receiving any earnings, be it a minority or majority contribution to the
income.

labour-market behaviours combine in households, but, equally, those household combinations incite or enable diverging behaviour. Such behaviour may come with different
individual choices of labour conditions – regarding, for example, pay, occupation or
working time – that deviate from and potentially bias against labour supply coming
from other types of households, in particular single earners. Second earners who are
content to work part-time and flock massively into easy-to-combine, usually low-paying
occupations provide a good example. This mechanism is further examined here for
people on temporary contracts. Note that the charts in Figure 8.1 also portray the EU

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 253

21/03/2019 15:59

254

Towards convergence in Europe

averages, indicated with lines next to the areas indicating the Dutch situation. Even
though European countries vary around these averages, they nonetheless look strikingly
similar to the situation in the Netherlands. That is, the relationship between earnings and
incomes being pretty similar internationally, it cannot be the last word about country
differences; other factors must also be at work. The Belgo-Dutch comparative case study
aims to shed some light on this.

2.

IS THE NETHERLANDS CONVERGING OR DIVERGING?

In this section I draw on various indicators that can inform us about the current level and
recent changes in how socio-economic outcomes in the Netherlands compare with the
rest of the EU. I start by considering the official EPSR indicators that show the rights
positions of all 28 member states, also called the social scoreboard. These distinguish,
without explanation, between headline indicators and secondary indicators. First, I discuss 11 out of the 14 headline indicators, excluding three that I consider outside the ambit
of industrial relations and social dialogue (3.2 Childcare, 3.3 Health care, 3.4 Digital
skills). Then I turn to a selection of eight out of the 23 secondary indicators that seem
most relevant for examining the role of industrial relations and social dialogue. Next, I
look at the gaps that these indicators leave for an adequate examination of social rights
convergence/divergence and the contribution of industrial relations and social dialogue.
I put in (distributional) detail for some of the indicators that improves understanding of
their significance, and I add indicators for important fields that are left out (erroneously
in my view). I use indicators already employed by the European Commission for other
European policy initiatives, such as Europe 2020 and Sustainable Development Goals,
and I retrieve the rest from European datasets. Finally, the comparison of the Dutch
performance in the perspective of the EU as a whole leads me to conclude that the country’s secular rise in flexible labour contracts is the most striking feature of a fast-growing
divergence. This motivates the special attention this chapter pays to that issue.
2.1

Convergence Indicators of the EPSR

The EPSR encompasses 20 principles and rights that are divided over three broad
chapters: equal opportunities and access to the labour market; fair working conditions;
and social protection and inclusion. Most aims have a broad labour-market relevance,
while a few seem too general for the purpose of this study of industrial relations and
social dialogue (numbers 11 children, 16 health care, 18 long-term care, 19 housing and
20 access to essential services).
All indicators are provided by Eurostat from its international databases, while previously European data sources were still insufficient and indicators were partly nationally
provided (for example, the Laeken poverty indicators; Beil et al. 2011). However, it may
still be that adequate statistical information for certain issues is missing, at Eurostat itself
or not exploited from other sources, such as Eurofound. This may explain that not all
EPSR aims are covered by indicators. The available indicators do not line up precisely
with the 20 aims of the EPSR, nor with those most relevant for our purpose of industrial
relations and social dialogue. In particular, there are none available for aims numbers
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8 social dialogue and workers’ involvement, 9 work–life balance, 10 safety at work, 13
unemployment benefits, 14 minimum income or 6b minimum wage, and 17 inclusion of
disabled in employment. In principle, the European provision of data is more efficient
and also more comparable internationally. However, there may still be a risk that national
situations are not adequately captured owing to the uniformity of the approach or the
quality of the data gathered, and that the period covered by the data is too short to be
meaningful. Unfortunately, this is particularly the case for labour contracts – the focus of
this contribution – as we see below.
Eurostat retrieves the necessary information from its databases – mainly the European
Labour Force Survey (ELFS), the European Structure of Earnings Survey (ESES),
European Union Statistics on Income and Living Conditions (EU-SILC) and national
accounts3 – and provides a set of series that pretty comprehensively covers the period
from the mid-2000s up to 2016. Table 8.1, panel A, presents the 11 headline indicators,
numbered 1.1 to 3.4 according to the three broad chapters of the EPSR. They target
premature school-leaving (1.1) and youth inactivity (1.5), the male:female employment
ratio difference (1.2), income inequality (1.3) and the poverty rate (1.4) for the first EPSR
chapter; the overall employment rate (2.1) and unemployment rate (2.2), labour-market
activation policy (2.3), and trends in income (2.4) and wages (2.5) for the second chapter;
and income redistribution (3.1) for the third chapter. The nature of the indicators differs
as to unit of measurement (column 1) and policy aim (column 2) of achieving either
a low level L (for example, 1.1 early school-leaving) or a high level H (for example, 2.1
employment rate).
Table 8.1 enables us to compare the Dutch situation with the average outcomes for the
28 EU countries (EU28).4 Note that the EU averages presented in this chapter are simple,
unweighted country averages that allow direct country-level comparisons.5 The first part
(columns 4 to 9) shows the most recent levels for 2016, except a few where the latest data
concern 2015. It displays the EU28 average and the Netherlands for mutual comparison,
and indicates also the width of the range, from the best- to the worst-performing member
state. In the second part (columns 10–13) the preceding evolution since the mid-2000s is
shown, broken down into two sub-periods: up to and since 2008, when the financial crisis
started.
From 2016, the Netherlands occupies similar-to-average positions (unshaded) for the
gender employment gap (1.2) and active labour market policy (2.3). The Dutch level
is below average (darkly shaded), however, for disposable income (2.4), which fell by
more than 7 per cent after 2008, at a higher speed than elsewhere, on average, though,
obviously, Greece did much worse, with a 26 per cent decline. All remaining Dutch positions are above average (lightly shaded). In particular, the Netherlands is the EU’s best
performer for youth not in education, employment or training (NEET) (1.5), at half the
average level. The best performing member states are found in the north and the east,
especially the Czech Republic, for income quintile (1.3), poverty (and social exclusion)
(1.4) and unemployment (2.2), and the worst in the south (for example, Greece) and the
south-east (Bulgaria and Romania).
Looking back to the mid-2000s (2005 and a few for 2006), the evolution in the
Netherlands initially (2005–08) conforms largely to these relative positions: above-average
increases go together with above-average levels. One serious exception is that the impact
of redistribution on poverty had declined (–3.5 per cent) already before 2008. However,
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Gender employment gap

Income quintile share ratio

People at risk of poverty or social
exclusion

Young NEET

Employment rate

Unemployment rate

Participation in labour market
activation policies

Real adjusted gross disposable
household income per capita in PPS

Compensation of employees per hour
worked

Impact of social transfers on poverty
reduction

1.2

1.3

1.4

1.5

2.1

2.2

2.3

2.4

2.5

3.1

Adult participation in learning

Gender gap in part-time employment

Gender pay gap in unadjusted form

People living in households with very
low work intensity

1.A

1.B

1.C

1.D

B. Secondary indicators

Early school-leavers

1.1

A. Headline indicators

% population 0–59

% male hourly pay

Percentage points

% population 25–64

% gross poverty

Euros

2008 = 100

% jobseekers

% Labour force 15–74

% population 20–64

% population 15–24

%

Ratio

Percentage points

% population 18–24

1

Measure

L

L

L

H

H

H

H

H

L

H

L

L

L

L

L

2

23.8

8.7

71.0

11.0

23.8

5.1

10.7

9.5

4

C

P

P

10.3

14.9

15.9

10.8

34.0

19.4

P 103.4

P

C

P

C

C

P

P

3

EU

10.2

16.1

52.7

18.9

42.5

33.7

92.6

28.6

6.0

77.1

4.6

16.7

3.9

11.0

8.0

5

NL
7

5.8 EE

5.5 IT

0.4 RO

29.6 SE

57.0 FI

43.3 LU

124.6 BG

54.5 DK

4.0 CZ

81.2 SW

4.6 NL

13.3 CZ

3.5 CZ

1.9 LT

2.8 HR

6

Best
8

18.2

26.9

52.7

1.2

14.2

4.6

74.2

2.7

23.6

56.2

19.9

40.4

7.9

27.7

IR

EE

NL

RO

RO

BG

GR

BG

GR

GR

IT

BG

BG

ML

ML

9

Worst

19.7

Current levels 2016

–1.4

–0.3

0.1

0.4

–2.1

0.9

3.5

3.2

–2.0

2.1

–1.5

–1.5

0.0

–1.2

–1.0

10

EU

–2.7

–4.7

–0.6

1.5

–3.5

2.6

5.1

9.5

–2.2

3.8

–1.9

–1.8

0.0

–1.5

–2.1

11

NL

Changes
2005–08

12

EU

2.4

–1.2

–0.7

1.3

–2.7

3.0

3.4

–4.8

2.3

–0.1

1.1

0.1

0.3

–4.0

2.0

–2.8

–2.6

1.5

–4.7

3.7

–7.4

–19.7

2.3

–1.8

1.2

1.8

–0.1

–2.3

–3.4

13

NL

Changes
2008–16

–3.9

Table 8.1 
European Pillar of Social Rights: selected headline and secondary indicators, Netherlands and EU28, 2005–16
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Labour transitions temporary to
permanent contracts (3-year average)

In-work at-risk-of-poverty rate

Aggregate replacement ratio for
pensions

2.B

2.C

2.D

Median gross pension
65–74 as % of median
gross earnings 50–59

% persons employed

% employees 16–64

months

H

L

H

H

P

P

P

53.9

8.5

33.5

13.2

52.0

5.0

22.5

13.0

88.0 LU

3.1 FI

58.6 UK

21.6 DK

35.0

18.9

10.0

4.9

IR

RO

FR

RO

–1.2

0.4

0.3

1.3

6.3

0.5

–5.3

–0.1

2.3

0.2

–4.3

5.1

Netherlands clearly worse than EU28

–1.5

0.6

1.4

0.0

Source:

Author’s calculations based on Eurostat database of EPSR indicators.

Notes:
NEET = not in education, employment or training; PPS = Purchasing Power Standard.
Column 2: H – higher levels are aimed at; L – lower levels are aimed at; column 3: P – procyclical annual changes; C – countercyclical annual changes.
The aggregate for the EU28 is the unweighted average of the countries involved.
Indicator 2.A shows a strong upward series break for NL in 2011, and 3.1 a sudden decline for NL in 2016.
Indicator 2.3 data are obtained by Eurostat from the Commission’s DG Employment and show significant and varying gaps in country coverage.
Indicators 2.3, 1.A and 1.C to 2.D are for 2015 instead of 2016; 1.C to 2.A, 2.C and 2.D are for 2006, and 2.B is for 2007 instead of 2005.
Columns 7 and 9: BU = Bulgaria, CZ = Czech Republic, DK = Denmark, EE = Estonia, FI = Finland, FR = France, GR = Greece, HR = Croatia, IR = Ireland,
IT = Italy, LT = Lithuania, LU = Luxembourg, ML = Malta, NL = Netherlands, RO = Romania, SE = Sweden, UK = United Kingdom.

Netherlands clearly better than EU28

Employment in current job by
duration

2.A
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the Dutch evolution diverged sharply from this convergence path during the next period,
2008 to 2016, as the country’s trends either fell more or improved less than the EU28
average for no less than nine indicators – early school-leaving (1.1), gender job gap (1.2),
income quintiles (1.3), poverty risk (1.4), employment (2.1), activation policies (2.3), disposable income (2.4) and poverty reduction (3.1) – while they stayed around average for
the remaining three – NEET (1.5), unemployment rate (2.2) and worker compensation
(2.5). Intriguingly, household incomes show relative decline and hourly wages relative
stability – the combination of wage earners across households (Box 8.1) and the specific
Dutch working-time pattern may help to explain this. All indicators where the Dutch
level deteriorates while the level of 2016 is still average or above-average (1.1, 1.2, 1.3,
1.4, 2.1, 2.3 and 3.1) point to some convergence of the Netherlands towards the EU28
average. For the Netherlands this is downward convergence, while for the EU28 it may be
upwards (1.1, 1.2, 1.4 and 2.4) or downwards (1.3, 2.2, 2.3 and 3.1), depending on how its
mean level evolves. Comparing the two phases before and after 2008, we find some Dutch
movements going in opposite directions, which may show us where the effects of the crisis
are most strongly felt: poverty risk (1.4), employment rate (2.1), activation policies (2.3)
and disposable income (2.4). The mitigating effect of social transfers in the Netherlands
diminishes substantially in both periods but its level is still above average in 2016.
The period since the mid-2000s may be too short to draw meaningful conclusions
about convergence, all the more so because of the deep financial and economic crisis,
which generated a lot of cyclical movement. Cyclical effects may be partly structural but
that is hard to tell on the basis of a single cycle. As we interpret convergence as a process
of structural change, drawing conclusions from these indicators is complicated by the fact
that, based on year-to-year changes, most indicators actually appear not to be structural
but cyclical (column 3 in Table 8.1), be it procyclical (P: for example, employment rate
grows when the economy grows) or countercyclical (C: for example, unemployment rate
increases when economic growth falters), while they are largely continuous for early
school-leaving (1.1) and poverty reduction (3.1) only. There is no single headline indicator for which the coefficient of variation keeps declining over the years, which would
indicate that countries are coming closer together; instead the coefficients shift between
upward and downward movements during these years. Dutch levels consistently deviate
more than one standard deviation from the EU28 average for youth NEET, employment
rate and worker compensation. The Dutch unemployment rate has moved up closer to
the average since 2013, while the income quintile share has moved away for the better.
For early school-leaving the Netherlands is at the head of a general reduction for the
EU; however, this may have come at the cost of NEET incidence, which on balance has
declined very little, with a clear cyclical pattern of decline up to 2008 and increase thereafter. Success in convincing young people to stay in school until obtaining qualifications
may have ended up in non-employment or very small jobs after school.
The European Commission maintains a range of 23 secondary indicators in addition
to the headline indicators. Table 8.1, panel B, presents a selection of eight, based on
their direct relation to the labour market, which makes them relevant for considering the
effects of industrial relations and social dialogue for the Netherlands. The effects can be
either direct or indirect, via the great importance of employment and wage earnings for
household incomes, as explained above. The eight selected indicators range from adult
learning (1.A) via gender gaps for part-time work and for pay (1.B and 1.C) and the
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household relationship to work (1.D), to employment dynamics (2.A and 2.B) and to
labour-market effects on incomes (2.C and 2.D).6 Their numbering retains the distinction
between the EPSR’s chapters 1 and 2. Again the comparison is drawn to the EU28 average7 and looks at the current situation, as well as the preceding evolution.
In 2016 Dutch levels were worse than average (darkly shaded in Table 8.1) for four of
the indicators: the gender part-time employment gap (1.B) and the unadjusted gender
pay gap (1.C), the transition from temporary to permanent contracts (2.B), and the pension replacement rate relative to preceding income (2.D). The country occupied similarto-average positions (unshaded) for low work intensity (1.D) and job duration (2.A),
and was doing better than average for adult learning (1.A) and in-work poverty (2.C).
The Netherlands was the EU’s worst performer for the gender part-time employment
gap (1.B). Strikingly, some of the best performers were found in the south-east – Italy
for gender pay gap (1.C) and Romania for gender part-time gap (1.B) – and some of the
worst in the north-west – Ireland for low work intensity (1.D) and pension replacement
rate (2.D), France for transitions to permanent contracts (2.B). Looking back to the
mid-2000s, the evolution for the Netherlands initially (2005–08) largely conformed to
these relative positions: as before, above-average increases and levels often went together.
After 2008 it deteriorated for pensions replacement (2.D) only. The Dutch gender gap in
part-time employment (1.B) evolved better than average, shrinking more than elsewhere
in both periods, but it was so large that it still showed the worst performance of all EU
countries in 2016, remaining substantially more than two standard deviations above the
EU average. Finally, also here there is not a single indicator for which the coefficient of
variation shows a steady trend which would point to growing convergence; instead it
increases and decreases over the years.
Thus, the secondary EPSR indicators appear to shed an important, different light on
Dutch underperformance compared with the EU average.
2.2

Additional Convergence Indicators

It is important to ask how adequate this set of EPSR indicators is for the Netherlands
and for examining the effects of industrial relations and social dialogue. Social rights are
intended to reach each and every person to the far ends of the ranges covered by each
aim. However, the indicators offer insufficient insight into the distribution of persons
over these ranges, particularly with regard to incomes, employment and unemployment, and earnings. Table 8.2 assembles several additional indicators for the two EPSR
chapters. This table follows the same format as, and links to the numbering of, Table
8.1. First, three distributional measures are added for incomes: ninth to first decile ratio,
shares in total income of the top 10 per cent and of the bottom 40 per cent of households
(1.3.a–1.3c), while other measures shine light on the earnings distribution: relative
minimum wage, incidence of low pay and the three common decile ratios for earnings
(2.5.a–2.5e). Second, for employment and unemployment the internationally strongly
diverging effects of part-time employment are accounted for. An estimated full-time
equivalent (FTE) employment:population ratio (EPOP) for all ages as well as for young
people separately (2.1.a–2.1c) indicates the volume of work that is actually performed,
and shared, by the population. The unemployment–over-population rate compensates
for the distortionary effect that employment numbers inflated by part-time jobs have on

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 259

21/03/2019 15:59

260

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 260

21/03/2019 15:59

% population 15–24
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Youth unemployment rate
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Youth employment rate
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% employees
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L

L

L

L

H

L

L

L

H

H

H

H

L

L
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20.2
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35.0
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23.5

4.0

4

1.3.b

Additional indicators

EU
3

1

2

Measures

1.7

1.8

3.1

18.5

43.0

7.4

10.8

4.7

30.8

60.8

63.4

23.3

22.1

3.1

5

NL

1.3

1.6

2.1

2.6

50.7

3.4

7.1

2.9

49.6

60.8

74.6

24.7

20.1

7

SW

SW
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SI

CZ

DE

CZ
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NL

CZ

CZ
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CZ

Best

2.8

6

24.7

9

BG

BG

Worst

5.7

8

28.9

Current levels 2016

n.a.

–1.3

–3.4

–1.2

1.2

1.6

2.3

–0.2

n.a.

10

EU

–1.9

–2.9

–1.7

1.5

4.1

3.7

0.0

11

NL

Changes
2005–08

Table 8.2 Additional indicators for distribution of incomes, employment and earnings, Netherlands and EU28, 2005–16
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% employees 16–64

Share of temporary contracts

Temporary contract to population
ratio

Share of temp agency workers
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2.B.b

L
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L

L

L

1.7
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2.4
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3.2
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0.5
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5.2

14.0
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–0.1

0.6

–0.1

0.0

2.6

2.5

0.1

0.1

0.0

0.4

1.3

0.8

7.0

Source:

Author’s calculations based on Eurostat ELFS and EU-SILC data.

0.7

1.0

2.6

1.7

5.2

Netherlands clearly worse than EU28

PL

0.0

–3.0

Notes:
FTE = full-time equivalent.
Column 2: H – higher levels are aimed at; L – lower levels are aimed at; column 3: P – procyclical annual changes; C – countercyclical annual changes.
Columns 7 and 9: AT = Austria, BE = Belgium, BG = Bulgaria, CZ = Czech Republic, DE = Germany, GR = Greece, PL = Poland, NL = Netherlands,
RO = Romania, SI = Slovenia, SK = Slovakia, SW = Sweden, UK = United Kingdom.
The aggregate for the EU28 is the unweighted average of the countries involved.
Additional indicators 2.5.b to 2.5.e are for 2014 instead of 2016.
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the common unemployment rate (over the labour force), again for all ages and for young
people (2.2a–2.2c). Finally, employment performance is further qualified by introducing
the rates of involuntary part-time employment over part-time employment (1.B.a), on the
one hand, and over the working-age population as a whole (1.B.b), on the other hand, as
well as the share of temporary contracts among employees (2.B.a) and the share of TWA
employees, who are a special group within temporary workers (2.B.b).
Dutch income distribution is less unequal than average for all three measures, but
the differences are relatively small. The same applies to the decile ratios of the earnings distribution – decile shares or averages would add important insights but are not
available.8 However, as in Germany, the Dutch incidence of low pay is above average and
six times higher than the Swedish minimum. The relative minimum wage is average but
has declined since 2008, in contrast to the EU. The effects of accounting for the country’s
many part-time jobs with the help of the FTE volume are highly significant. While the
EPOP in Table 8.2 (2.1) (77 per cent), based on a headcount of employees, is well above
average (71 per cent), the FTE-based rate is well below (63 per cent versus 69 per cent).
The relatively even higher youth EPOP level – the Netherlands is the best performer at
61 per cent as against 35 per cent for the EU28 – falls to an average level (31 per cent)
when accounting for the hours worked. Note that this throws another light on the Dutch
NEET performance; for example, if educational participation were counted together
with young people in full-time jobs only – which is de facto the common situation in
most countries – the NEET figure would be two to three times higher than the 5 per cent
mentioned in Table 8.1 (1.5) and well above the EU average. In the same fashion, exactly
because of the high incidence of part-time jobs, part-time employment considered on its
own shows a level of involuntariness of only 10 per cent, well below average. However, if
we account for the high incidence of part-time employment involuntariness affects 3 per
cent of the Dutch working-age population, which is above average. The traditionally low
level of involuntariness concerns those only who are actually working part-time, while
for the working-age population as a whole involuntary part-time employment is as much
of a problem for the Dutch as elsewhere. Last, but not least, the incidence of temporary
contracts is far above the EU28 average: 20 per cent as against 12 per cent. The Dutch
incidence has doubled the gap with the EU28 average from four to eight percentage
points. The incidence of temporary agency workers is also high, again two standard
deviations above the EU average. This combines with the strikingly low transition rate
from temporary to permanent contracts found in Table 8.1 (2.B). People risk becoming
stuck in a morass of temporary jobs.
In summary, the Netherlands is in many respects an above-average performer for the
EPSR, though some of that may be overestimated owing to the extensive role of part-time
jobs – hours worked are actually below average. However, the financial crisis has pushed
many Dutch trends downward, closer to the EU28 average. Wage and income trends
diverged though and Dutch working-time patterns remain very different from the EU
average and show a very different outcome in terms of persons involved (headcount) and
work effort expended (hours count). The most important exception, however, concerns
temporary employment contracts. These show rapid growth, especially during the period
covered by the indicators above, which has led the country on a swiftly diverging path
away from the EU average. Although the Netherlands shares such a high incidence with
several other countries, these show considerable decline (Spain) or stagnation instead of
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growth (Poland and Portugal). The Dutch debate often speaks of this as the ‘flexible skin’
of the labour market and labour organisations. That seems rather euphemistic compared
with the thin and protective skin of a fruit from which it derives. Contractual flexibility to
the extent of a quarter or a third of all jobs is not a thin layer and it does not offer protection to the people involved. The Netherlands has become increasingly uncomfortable with
this development, thinking that job flexibility has gone too far at the expense of security
(for example, WRR 2017). However, it has not been able to really change this trend.
Taken together with the strong divergence of the Netherlands from the EU trends
that it represents, this makes it worth adding first, in section 3, some detail on the
explosive growth of temporary work and contractual flexibility and on its household
context, which may weaken the strength of industrial relations and the effectiveness of
social dialogue, and considering after that, in section 4, the linkages of convergence and
divergence to social dialogue and underlying industrial relations for wages, working time
and, especially, flexible contracts.

3.

 XPANDING FLEXIBLE CONTRACTS AND THEIR
E
HOUSEHOLD CONTEXT

First, I present how the incidence of temporary contracts among employees has evolved
since the early 1980s, including the period since 2005 covered in the previous section.
Figure 8.2 shows that, since the late 1980s, temporary contracts at the EU level have
changed very little, while, after initial ups and downs, there has been a straightforward
increase in the Dutch level over the past 25 years. Over the period since 2005 alone, the
gap with the EU average has doubled. The growing incidence of contractual flexibility
has reached escape velocity and brought the Netherlands into orbit at more than one
standard deviation above the EU average in the 2010s. The highest grey line depicts how
Statistics Netherlands (Centraal Bureau voor de Statistiek, CBS) captures the recent
evolution differently from Eurostat, with a higher incidence and a steeper rise. The CBS
employs a broader definition that includes people who formally have a permanent contract but no fixed hours of work. Paradoxically, people on such contracts may be worse
off as legally their contracts oblige them to come to work at the behest of the employer
even for minimal hours or several times a day (De Beer and Verhulp 2017). In the rest of
this section I exploit these CBS data, where possible.
The Dutch evolution suggests that the growth was less during the dotcom crisis
2001–04 and the first stage of the financial crisis (2007–11). This could mirror the greater
ease of dismissing those on temporary contracts in times of economic decline. However,
the CBS data show continued growth, albeit a bit more slowly between 2007 and 2011 but
clearly picking up again in the most recent years.
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Notes:
In 1987 9.3 per cent of Dutch employees had a temporary contract, almost on a par with the EU average (9.8
per cent) situated in the middle of a zone extending one standard deviation (4.6 per cent) above and below.
The EU evolved from eight countries in 1983 to 28 in 2003. However, the expansion hardly seems to matter
for the average, which also means that the averages for the EU15 and the EA19 are almost identical. This
should be borne in mind for all succeeding figures.
Source: Author’s calculations on ELFS, and Statistics Netherlands Statline: Werkzame beroepsbevolking;
positie in de werkkring.

Figure 8.2 
Incidence of temporary contracts among employees, Netherlands and EU,
1987–2016
3.1

A Relentless Rise Fanning Out in All Possible Directions

Figure 8.3 specifies how this works out for the headcount employment rate. At the start,
in 1987, the permanent part of the Dutch employment rate alone was as large as the EU’s
permanent and temporary parts put together. Currently, it is only the higher incidence
of temporary work that lifts the Netherlands above the EU average (comparison with
EU15 or EA19 averages makes little difference). Since 2001, well before the financial
crisis, the permanent EPOP has declined from a level ten percentage points above the EU
average all the way down to the same level, while in the meantime the temporary EPOP
has grown from 9 to 13 per cent. The employment volume (FTE) cannot be pinned down
precisely, but it may be estimated at roughly three-quarters of the headcount rate (estimated from Figure 8.5, panel B, by weighting numbers in the hours band with the help of
the means for the three lower bands and 40 hours for the upper, full-time band), implying
a growth of the temporary EPOP-FTE from a level of 6–7 per cent to 9–10 per cent of
the working-age population. Consequently, the permanent EPOP-FTE may lag even
more substantially behind the EU average than suggested in Table 8.2 (indicator 2.1.a).
Evidently, the headcount is important in terms of the personal effects of flexibility, while
the volume can help us to evaluate whether it makes economic sense.
Notably, the rise of contractual flexibility diverges significantly by type of temporary
contract and implies a strong shift towards ever more flexible types. Figure 8.4 shows the
contributions made to the total of flexible jobs after 2003 by those provided by TWAs
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Notes:
In 1987 the Dutch employment-to-population ratio was 51 per cent of the working-age population; it
comprised 47 per cent on permanent contracts and 5 per cent on temporary contracts.
Source: Author’s calculations on ELFS, and Statistics Netherlands Statline: Werkzame beroepsbevolking;
positie in de werkkring.

Figure 8.3 
Employment:population ratio employees 15–64 years of age by permanent
and temporary contracts, Netherlands and EU28, 1987–2016
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Notes:
In 1987, the hours worked by temporary agency workers were equivalent to 2.1 per cent of all employees;
total persons with a temporary contract amounted to 9 per cent.
The long series for TWAs concerns the volume of hours worked, the other data concern persons. The hours
worked by temporary agency workers are invoiced by the agencies. Their FTE as a percentage of total
employee hours indicates the incidence. This may be slightly greater than for the number of persons, which
before 2003 was known only from a minimum of 12 hours per week, according to the definition of the labour
force then used.
Source:

See Figure 8.1, and Statistics Netherlands Statline, Temp Agency Statistics and Labour Accounts.

Figure 8.4 
Temporary and temp agency work among employees, Netherlands,
1987–2017
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Note:
In panel A among young employees in 1992, 21 per cent have a temporary contract, as against 25 per cent of
EU young people on average.
Main labour households: more than half their gross income derives from wage earnings.
Lines indicate corresponding unweighted averages of EU27 (excluding Croatia).
Source: Author’s calculations on ELFS, and Statistics Netherlands Statline: Werkzame beroepsbevolking;
positie in de werkkring.

Figure 8.5 
Incidence of temporary contracts among worker categories, Netherlands and
EU28, 1992–2016
and those that are most flexible. Temporary work agencies jobs are the best-known
type and were the focus of the flexicurity deal concluded by the social partners in 1996,
discussed in section 4. Their incidence doubled up to the mid-1990s from 2 to 4 per
cent, and has risen more gradually since, at one-quarter of the previous speed, to 6 per
cent most recently. The most flexible, indicated as ‘on-call’ (but including fixed and
temporary contracts without fixed hours) and shown stacked to TWAs, however, bridge
most of the gap between TWAs and the total as their incidence has risen from 9 to 17
per cent.9
Behind the aggregates, the incidence of flexibility is skewed and has risen for pretty
much every dimension one might look at, with the exception of gender. The incidence is
always larger for women than for men but the rise has been faster for men. Women have
experienced an increase from 14 to 22 per cent since 1992, men from 7 to 19 per cent,
narrowing the gender gap from seven to three percentage points. However, five other
important dimensions – age, educational attainment, working time, occupation and
industry – show a strong fanning out of temporary contracts across the population and
the economy.
In two panels, Figure 8.5 provides the detail for the two dimensions showing the
strongest gradients: age and working time. The highest incidence is reached by young
people, at 54 per cent currently, or 70 per cent according to the CBS data (panel A).
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However, their rise – a doubling from 27 per cent in 1995 – is not faster than for the next
two age groups. Those between 25 and 34 years of age experienced more than a doubling,
from 10 to 24 per cent, and those between 35 and 44 years of age a doubling, from 6 to 12
per cent. Similar to an oil spill, flexible contracts are spreading towards older ages, albeit
not yet to people aged 55 or more. The evolution of temporary work for four different
bands of weekly working hours (panel B) is available only from 2003 and concerns CBS
data. What transpires is a very significant overlap between flexible contracts and parttime jobs. Employees with the smallest jobs of less than 12 hours per week attain the same
high incidence of 70 per cent as young people – unsurprisingly, as most employees in this
category are young. Although the level is stunning, the increase seems more modest, from
a start at 50 per cent; but notably this concerns a much shorter period than for the other
dimensions, where starting also in 2003 would often halve the increase. Growth in the
other working-time bands is at a comparable speed, extending also to full-time workers
(35+ hours: 9 to 16 per cent). It suggests that the growth in temporary work has been
comparable between headcount and FTE volume. Nonetheless, the gradient over working hours is very strong and the minimum–maximum gap grows from 41 to 57 percentage
points, the largest directly observable difference.
The low educated and middle educated (upper secondary education) both faced a
doubling (15 to 30 per cent, and 10 to 20 per cent, respectively). For the highest educated
the incidence is clearly less but they also experienced a considerable increase, 11 to 15 per
cent, albeit less than a doubling. The low–high gap increased from four to 15 percentage points. The CBS data indicate a substantially larger gap – 21 percentage points in
2016. The rapid increase has touched virtually all main occupational categories, often
clearly more than doubling the incidence: elementary jobs (15 to 39 per cent), sales and
service occupations (12 to 29 per cent), administrative work (8 to 20 per cent), but also
professionals and technicians (5 to 14 per cent) and even managers, albeit at by far the
lowest levels (3 to 7 per cent). However, this speed was easily overtaken by craft occupations, rising from 3 to 21 per cent, and machine operators (ISCO 8), from 5 to 24 per
cent. The widest gap, between elementary jobs and managers, increased from 12 to 32
percentage points. Finally, across industries,10 employees in hotels and catering reach the
second-highest level of the six dimensions (45 per cent), between young people above
and elementary occupations below. This industry clearly veers away from the rest as they
combine the highest level at the start in 1992 (22 per cent) with the average doubling over
time. The speed of the increase, however, is higher in most other industries, such as trade
(9 to 25 per cent), construction (4 to 16 per cent), transportation (5 to 21 per cent), business services (10 to 23 per cent), financial services (3 to 11 per cent) and manufacturing
(6 to 16 per cent). For health care (8 to 15 per cent), education (11 to 16 per cent) and,
surprisingly again, agriculture (19 to 28 per cent) the increase is clearly there but at a
slower pace. The widest gap, which is found between hotels and financial services, grows
from 19 to 34 percentage points.
An outstanding role is played, also in international comparison, by young people
interlinked with part-time jobs in sales and services occupations in (retail) trade and
hotels and cafés. Under the age of 25 permanent and full-time jobs are in decline. This
offers food for thought about the household context, as well as the possible role of industrial relations and social dialogue, which seems minimal among young people (Salverda
2018b). However, this cannot be the full story, as contractual flexibility is rapidly spread-
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ing beyond young people to older ages and higher levels of educational attainment, and
across most occupations and industries, revealing a process of unravelling.
3.2

Households and Temporary Labour Supply

Persons working on temporary contracts are not necessarily happy or unhappy with
it. Some like it, others do not. Asked whether they are satisfied with their work ‘on the
whole’ they appear to be less satisfied (75 per cent) than employees with a permanent
contract (78 per cent) but the difference is modest (CBS 2017). Satisfaction is lower,
though, for those who prefer a permanent job and have tried in vain to find one. In
particular, temporary agency workers are the least satisfied for that reason (66 per cent).
Asked whether they appreciate the flexibility or have no need for security, two-thirds of
flexible workers disagreed.
Eurostat’s admittedly imperfect data for the longer run indicate how many are unsuccessfully looking for a permanent job (Figure 8.6, light grey line linked to the right axis):
between one-third and half of all temporary employees (if we disregard the probationary
period), depending on the economic situation. This amounts to 3 to 8 per cent of all
employees, permanent and flexible taken together. However, a substantial part may be
hidden in the non-response.
We may still surmise that a fair share do not directly object to a flexible job, especially
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Figure 8.6 
Reasons for temporary work, percentage of all employees, Netherlands,
1992–2016
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if it is on a part-time basis and can be combined with other activities. High school pupils
and students working a few hours at a time in a supermarket or a café come to mind.
It underlines the importance of examining the household context for them, but also for
others. A household with sufficient earnings from other sources can – voluntarily or forcibly, we do not know – provide an accommodating environment for those who are willing and some kind of safety net for the others who would prefer a permanent job. That
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Notes: In panel A the number of employees with a temporary contract in main labour households with
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Figure 8.7 
Temporary employees as a percentage of the total of all employees in
main labour households over the distribution of household gross incomes,
Netherlands and EU27, 2012

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 269

21/03/2019 15:59

270

Towards convergence in Europe

is, where in the household distribution of Figure 8.1 do we find the temporary workers?11
Figure 8.7 presents the aggregate picture in four panels, the upper two (A and B) with a
breakdown by types of earner-households and the lower two (C and D) by females and
young people, the two demographic groups affected more strongly by temporary work
and probably also by the household environment. The left-hand and right-hand panels
correspond to panels C and D, respectively, of Figure 8.1 – understandably with a much
smaller scale on the y-axis: 2.5 per cent compared with 35 per cent.
The new figure spreads the numbers, 16 per cent of all employees, and earnings, 11 per
cent of the total, in a much flatter pattern over the income distribution compared with
Figure 8.1. Particularly, single-earner temporary workers cluster much more strongly
towards the bottom (panel A), for very small earnings, as implied by the considerably
more strongly skewed distribution of the earnings (panel B). Dual-earner and multipleearner households ‘produce’ large shares of temporary workers (44 per cent and 12 per
cent, respectively), not much different from the situation of all employees, and they skew
numbers and especially earnings towards the higher end of the income distribution. We
can imagine that people in such a situation would answer that they are not necessarily
seeking security in their jobs. External effects of their behaviour on those who do seek
and need security may be considerable, however. It is a highly significant feature to take
into account for labour market policy. The situation is difficult to address for the social
partners on their own, without involvement of the state, as they focus on individual workers and ignore – and should ignore – the household context of their employees and union
members. Diverging behaviour of labour supply would potentially weaken industrial
relations. The two panels compare as in Figure 8.1 with the EU averages. These comprise
12 per cent of the total number and 7 per cent of total earnings, which are exceeded
by the Dutch aggregates (16 and 11 per cent), as might be expected. Importantly,
Dutch aggregate numbers are more equally spread from the bottom to the top than
are European aggregate numbers, probably reflecting a concentration of small jobs at
the Dutch bottom. By contrast, aggregate earnings at the top are equally important for
the Netherlands and EU, though the Dutch aggregate earnings excess concentrates in the
middle. In comparison, the Netherlands confers a more substantial role on single-earner
households and a smaller role on multiple-earner households for both numbers and earnings, as indicated by the differences between corresponding Dutch areas and EU lines in
the graphs.
Panels C and D identify women and young people within these totals, two groups
experiencing higher rates of temporary employment. They are shown in the graphs
independently of each other, meaning that the female share, be it area or line, includes
that of young females, and also overlapping each other, meaning that part of the female
share hides behind that of young people and part of the total share behind both other
shares. The total shares are identical to those of panels A and B, respectively. Again, the
most important observation is that the groups are found across the entire distribution,
with an overrepresentation of youth numbers at the bottom and the top, and of women’s
numbers at the bottom and the upper middle. Earnings at the bottom are negligible, as
in panel B. Young temporary workers account for 3 per cent of all employees and 1 per
cent of all earnings, implying very low earnings, at one-third of the average. Being on
your own as a household is then a problem, which brings young persons to the bottom
of the distribution, while being a member of a better-off household brings you higher up
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Figure 8.8 
Average annual individual earnings and household equivalised incomes of
temporary workers as a percentage of permanent average, Netherlands,
2005–15
the distribution. Among temporary employees alone, young people make up 20 per cent
of the numbers and 9 per cent of the wages, respectively, implying that they receive less
than half of average temporary worker earnings. Female temporary workers comprise 9
per cent of the total number and receive 5 per cent of total earnings, and thus earn half
the average earnings. Of temporary employees 55 per cent are female; receiving 45 per
cent of all temporary earnings they are still somewhat below the average of all temps,
including men.
The above concerns gross incomes, as derived from the labour market. The importance
of the household context finds confirmation in disposable incomes equivalised for
household size and economies of scale (Figure 8.8). The earnings of people on temporary
contracts are far below those of permanent workers, at 40 per cent. By contrast, household incomes for the same flexible persons are close to 90 per cent of the permanent level.
Apparently, many flexible workers are members of households that are close to average
in terms of income. Although we have no information about the implied redistribution
of income within the household towards temporary workers, that the great majority (75
per cent) are not happy when asked to assess their situation ‘on the whole’ seems to imply
that there are limits to the desirability and sustainability of such redistribution (CBS:
Statistics Netherlands 2016).
In summary, flexibility has risen rapidly in every possible direction, especially over the
past ten years. It shows particularly strong gradients by age (young people), occupation
(sales and service jobs), industry (hotels and catering, and trade) and working time (small
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jobs). These characteristics hang together and are also deeply rooted in a complex pattern of household labour supply across the entire household income distribution, which
makes it acceptable for a significant part of the persons involved. Consequently, it may
also reinforce the level and growth of flexibility and diminish wilful action for change.
This complicates finding the proper instruments and limits of what social dialogue can
accomplish, certainly without clear state involvement.

4.

 ONTRIBUTIONS OF SOCIAL DIALOGUE AND
C
GOVERNMENT POLICY

We now turn to the contributions that social dialogue and government policy have made
to this stunning divergence between the Netherlands and the EU with regard to contractual flexibility and the deviating patterns for wages and working time.
The institutional set up of the Dutch Polder Model with its abundance of social
dialogue – since its launch in 1950 the Social and Economic Council (SER) has produced
1200 Recommendations to the government, no less – has hardly changed over the past
70 years. I will not give a detailed picture of its main framework, actors and modus
operandi (see Salverda 2018b for an extensive discussion that also covers policy debates
and outcomes of inequality). Suffice to say that globalisation and European monetary
union have altered Dutch industrial relations, shifting power away from unions to
employers, and have diminished the government’s budgetary room for policy manoeuvre.
Social dialogue may be unchanged in terms of form and procedure, but this does not
necessarily hold for its material content. The distribution of power in the underlying
industrial relations affects its outcomes. As already mentioned, the Netherlands is one
of those country models that are often put forward by the EU in its policy-making as an
example for other countries to follow and to pursue with their own policy-making. That
may have as a consequence that relatively little policy action, including social dialogue, is
actually undertaken within the Netherlands itself, based on the contention that goals set
by the EU have already been met or are within easy reach – as the Dutch above-average
scores for 2016 in Tables 8.1 and 8.2 can still demonstrate, despite the many declines we
have found since 2008. Finally, as the social dialogue is commonly preoccupied with the
national situation, it may also pay insufficient attention to the country’s contribution to
convergence or divergence at the EU level. Nevertheless, the deviations from the path
towards convergence warrant all the more attention.
The strong divergence with regard to contract flexibility found above seems a case in
point regarding the effects of social dialogue, depending on the strength of underlying
industrial relations in the context of household labour supply. I examine this in more
detail in section 4.2 and later in section 5. Flexible contracts are key to non-standard
forms of employment. However, I consider first, in section 4.1, the two other topics
selected for this project: wages and working time. These are the prime responsibility of
the social partners. I address these briefly, however, as I have discussed them previously in
much greater detail than is possible here (Salverda 2018b).
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Figure 8.9 
Average hourly wages: negotiated and actually earned, excluding employer
contributions, deflated by consumer prices, Netherlands, 1990–2017 (1990 =
100)
4.1

Social Dialogue on Wages and Working Time

The EPSR indicator for wage developments concerns the running average of actual hourly
compensation received across the economy, in euros (Table 8.1, 2.5). Unsurprisingly,
given the intra-EU differences in economic development, the Dutch level is far above the
EU average (+74 per cent in 2016, +78 per cent in 2005). However, this measure is not a
convincing indicator of the role of social dialogue vis-à-vis wage evolution. Employers
and unions determine negotiated wages as laid down in collective agreements in terms
of both wage structure and regular general adaptations of their wage levels. By contrast,
actual wages depend on a double composition effect: how the workforce spreads over and
within collective agreements, depending on the nature of jobs and applicable agreements
in different parts of the economy. Naturally, actual wages may depend also on individual
employees’ wage-negotiating potential to move higher up a labour agreement’s wage
structure, depending on the general situation of the economy and the labour market –
boom or bust. The two – negotiated and actual wages – may and do diverge significantly,
as shown Figure 8.9, a selective update from Salverda (2018b, fig. 9.4a). It compares
the evolution since 1990 of negotiated wages, excluding employers’ social contributions
made on top of employees’ gross earnings, and actual employee wages and salaries,
for consistency also excluding employer contributions, and both deflated by consumer
prices. Although in recent years negotiated wages have again made some progress, their
advance over and above the level of the early 1990s is minimal, at no more than 1 per
cent in purchasing power. By contrast, average earned wages have increased by 11 per
cent. The gap between the two has opened up rapidly over the 2000s and become much
wider than before. This signifies a reduced grip on the part of the unions – and therefore
the social dialogue – on wage formation. The steadily growing incidence of low pay (see
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Chapter 3, on Belgium, in this volume) points in the same direction. Unfortunately, a
comparison with the EU average is impossible owing to the lack of any systematic data
on negotiated wages internationally.
As I have discussed extensively elsewhere (Salverda 2018b), the Dutch labour market
is characterised by a very broad and still growing incidence of part-time jobs, including
a large mass of very small jobs. In 2017 more than half (51 per cent) of all employees
worked part-time, that is, less than 35 hours per week, including more than 11 per cent
who worked fewer than 12 hours per week. This implies a major fragmentation of
low-skill employment: 75 per cent part-time, including 38 per cent fewer than 12 hours,
which affects those on flexible contracts (70 per cent and 30 per cent, respectively) and
low-educated people (58 per cent and 25 per cent, respectively) given their lower employment rate (47 per cent against 67 per cent on average) which may reflect the lack of
substantial hours. A revised implementation of wage subsidies for low-paid jobs requires
minimum employment of 1248 hours over the year (amounting to at least 24 hours per
week), except for people under the age of 22. This revision came into force very recently
and it is too early to say anything about the effects. Potentially, this can counteract some
of the fragmentation on the job side, but there are no requirements for the persons filling
the jobs. Therefore, there is no special reason to expect a more favourable employment
outcome for low-educated persons. The initiative for the measure was taken by the
government without a positive contribution from the social dialogue – to the contrary,
a change in the youth minimum wage was agreed by the social partners on condition
(demanded by the employers) that young people would be eligible for the subsidy but
exempted from the 1,248 hours rule.12
4.2

Dutch Flexicurity Law and the EU Directives as a Result of Social Dialogue

In the Netherlands a deep recession in the early 1980s was followed by rapid employment
growth and another recession in the early 1990s, albeit relatively benign compared with
the 1980s and other countries. This unleashed rapid growth in temporary agency work,
the most important and visible type of flexible labour contract at the time. Its volume
doubled in the course of a few years (Figure 8.4). The growing preference for reduced
working time, as demonstrated by the shortening of full-time hours and the very rapid
rise of part-time jobs – the main form of Dutch employment growth since the mid-1980s
– was used as an argument by the social partners and the government for a flexibilisation of working time and labour contracts. Aimed at mainstreaming temporary agency
work, the national union and employer federations concluded the deal ‘Flexibility and
Security’ in 1996, as a direct response to the government’s request for advice on contractual flexibility. The deal traded off contractual security and job growth, and made the
Netherlands a forerunner of flexicurity policy-making – with an incidence of temporary
agency work at two standard deviations above the EU average (Table 8.2, 2.B.b). Unions
obtained some improved contractual security and the establishment of a collective
agreement for TWAs, while employers gained a route towards the consecutive easing of
dismissal procedures and costs, and of unemployment benefits – a route for the long run
that may be compared with the equally long path of unchanging wage moderation that
has been followed since the Wassenaar Accord of 1982 (Salverda 2018b).
In 1999 the Dutch government turned this deal almost literally into law – in the same
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year the EU copied a similar framework agreement on fixed-term work concluded by
the social partners at the EU(15) level, equally literally into Directive 1999/70. Thus,
contractual flexibilisation is the full responsibility of the social partners at both levels;
there is no hiding behind the government as policy-makers dutifully copied what employers and unions had agreed. The aim of the Dutch deal and the new law was to improve
employment security and not the equal treatment of temporary and permanent workers,
as in the Directive. Employers remained legally uncommitted to short-term temp agency
workers. However, for those on repeated TWA jobs for longer terms, a stronger commitment was introduced. The law established the ‘3 × 3 × 3’ rule for all temporary contracts
(including TWA workers) and employers (including temporary agencies), meaning that
after a sequence of three temporary contracts or a total of three years of temporary
employment the contract would be changed by law to a permanent contract. Notably,
however, it also mentioned a three-month break between contracts as an escape route
that could restart the whole sequence. This corresponded, in principle, to the second
aim of the Directive – to prevent abuse in the form of chaining one temporary contract
after another – but it missed out on its primary objective: non-discrimination or equal
treatment of temporary and permanent workers with regard to labour conditions, unless
for objective reasons.
The parties to the agreement at the national level left such inequality to be dealt
with within the framework of local social dialogue, between the bargaining parties
of collective contracts at industry level, who could try to equalise labour conditions
between temporary and incumbent, permanent workers, including equal pay for TWA
hires. However, collective agreements enjoy legal wriggle room here, following Dutch
stipulations of ‘three-quarters’ law (Hoek 2003), but also following the EU Directives (for
example, clause 8-2 in the European Trade Union Confederation–Union of Industrial
and Employers’ Confederations of Europe– European Centre of Enterprises with Public
Participation, ETUC-UNICE-CEEP, agreement of 18 March 1999; although their
general principle is that deviations should be more favourable to workers). Local partners
are free to deviate to some extent and can even agree the opposite and actually increase
inequality between temporary and permanent workers, for example, by enhancing the
number of temporary contracts or the duration needed for the transition to a permanent
contract or by restricting the recognition of preceding temporary contracts. Collective
bargaining results as examined by the Labour Inspectorate have gone in both directions
(SZW 2002, 2006, 2007, 2012, 2013), unfortunately without naming agreements. The
two collective agreements of temporary work agencies themselves, Algemene Bond
Uitzendondernemingen (General Bond Employment Agencies, ABU) and NBBU, also
deviated from the legal provisions: the short-term period without any dismissal protection was increased from six months to twelve, while the duration before transition to a
permanent contract was shortened by six months to three years.13 The Nederlandse Bond
van Bemiddelings- en Uitzendondernemingen (NBBU) collective agreement stipulated
equal pay from day one, while the ABU collective agreement initially prescribed this after
six months and only in March 2015 changed to day one.
The Netherlands integrated the Directive into law in 2002 by a very general stipulation on non-discrimination but without defining a comparable permanent worker
(European Commission 2006). At the European level it took until 2008 before the
social partners could reach agreement on the treatment of TWA workers, and the EU
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then enacted Directive 2008/104 on temporary agency work that filled the gap left in
the 1999 Directive. Again, the prime aim was to ensure the equal treatment of TWA
workers by user undertakings as if they were hired directly instead of via the TWA as
an intermediary. The Directive brought no change to Dutch rules and practices. Note
that the Directive of 1999 exempted TWAs, while the Dutch debate mainly focused on
them and fitted them into the general provisions on fixed-term contracts (or the other
way around) in the deal of 1996 and the new law. This already provided the answers to
the new Directive, which itself was weak on implementation (Contouris and Horton
2009; Sartori 2016). In its evaluation of the transposition of the Directive into national
law the European Commission observes that the Netherlands – similar to several other
countries – allows collective agreements to deviate from equal treatment and lay down
prohibitions and restrictions without formally requesting that they do not prejudice the
overall protection of temporary agency workers (European Commission 2014). Research
by the ABU Association of temporary worker agencies into the conditions laid down in
745 collective agreements of TWA-user industries in 2011 again found stipulations going
in both directions, enhancing or reducing equal treatment. For example, 164 collective
agreements imposed equal pay from day one, while 113 reduced transition chances
towards a permanent contract by counting all previous TWA contracts as one. In their
own evaluation of the Directive, the Dutch social partners could not agree (SvdA 2011).
Trade union federations advocated the application of the user collective agreement to
TWA hires and equal pay, some maximisation of the use of TWA workers by enterprises,
a maximisation of the individual duration of TWA contracts and prior consultation
of unions/work councils on TWA hiring by enterprises. These were all opposed by the
employers’ associations, implying the absence of a level playing field for social dialogue
on the topic. As a result, no recommendations were made to the local bargaining parties
and it was left entirely up to them to evaluate the existing stipulations or not. This suggests that the diverging outcomes of applying three-quarters law to collective agreements
reflect the weak position of the unions in the social dialogue, at least at the national level,
but does not imply a lack of interest in the issue from their side.
The Directive of 1999 has hardly changed the European incidence of temporary
contracts, while the Dutch law unleashed an unstoppable growth that, 20 years on, seems
to have overwhelmed the country (Figure 8.2). Figure 8.4 showed a modest increase of
temporary agency work since 1999, from 4.1 to 6.0 per cent, and revealed that the unstoppable rise rests on a strong growth of other, more flexible types of temporary contract.
The incidence of short-term temping has hardly changed, mainly following the ups and
downs of the economy, with three consecutive peaks between 3.4 and 3.6 per cent.14 By
contrast, the longer-term TWA category with enhanced employer commitments has
expanded very sharply, from 0.6 to 2.6 per cent of total hours worked in the economy
and among TWA hours from 16 to 43 per cent. However, it seems that this has not led
to an increase in permanent contracts with the agencies.15 This short-term stability,
together with the shift towards the two longer-term phases, is an encouraging outcome
for the Dutch social dialogue of 1996–99, on its own terms, with regard to temporary
agency work and leaving inequality concerns aside for a moment, which taint the success.
Apparently, legal obligations, collective agreements and public debate have cemented
organisational rules and procedures concerning temporary agency work. The dialogue
seems to have managed to control and improve the role of temping in the economy, prob-
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ably helped by the fact that, organisationally, temporary agency work is easier to address
because of the involvement of user organisations and agencies as clearly identifiable
actors, in contrast to individual firms, which hire individuals on temporary contracts
without further interference. Unfortunately, this mixed blessing is overshadowed by the
unbridled growth of the weakest forms of flexibility: on-call contracts and fixed-term
contracts without fixed hours, which largely fill the gap between the rapidly rising
number of temporary contracts and the much flatter line of TWA hours (Figure 8.4).
Apparently, employers have in no way felt morally bound by the flexicurity deal but have
instead massively exploited other, perhaps more convenient and cheaper forms of temporary hiring. Despite this expansion and the heated public debate that has been going
on for some years there has effectively been no response to the doubling of super-flexible
contracts that compares to that of 1996 when temporary agency work had doubled. Note
that the ‘3 × 3 × 3’ chain rule of successive temporary contracts leading to a permanent
contract applies only to certain categories of contracts, and not to on-call jobs or to pure
temporary agency work during the initial period, when immediate dismissal is possible.
The relentless growth of flexible contacts, and particularly the increasing duration
that people spend on temporary contracts, led then Minister of Social Affairs and
Employment, Lodewijk Asscher, to renew law-making efforts to get things under control
and improve the protection of the people involved, partly based on observations that
collective agreements often changed the rules to the disadvantage of temporary workers,
without good reason. In 2013, he concluded a new pact with the social partners which
addressed contractual flexibility, among other issues (SvdA 2013). The three parties –
government, unions and employers – agreed that flexibility had gone too far in certain
respects and become economically suboptimal. In the Pact improvements for temporary
workers were traded off against changes in dismissal rules and the abolition of sheltered
workplaces. This resulted in a new law, WWZ, that enacted a series of small adaptations
to the legal rules on flexible contracts and restricted the adaptations that social partners
were allowed to make in collective agreements. Collective agreement extensions to the
26-week maximum period of temporary agency work before an employment contract
was needed were now capped, but at a high level of 78 weeks. The ‘3 × 3 × 3’ rule was
replaced with a ‘3 × 2 × 6’ rule, stipulating a maximum of three temporary contracts or a
total two-year duration before transition to a permanent contract, and a minimum period
of six months to break the sequence. It was hoped that this would speed up transitions to
a permanent contract. However, with a ‘6 × 4 × 6’ maximum rule collective agreements
were still allowed to increase the number of successive contracts to six or their cumulative
duration to four years, but changing the six-month break period was now forbidden. In
addition, collective agreement adaptations could no longer just be declared but had to
be objectively justified. The entitlements of people with on-call contracts were enhanced
by introducing a rule that a minimum of three hours should be paid for any work done,
including for every separate occasion on a single day.
However, as Figures 8.2 and 8.4 show for the two and a half years since the WWZ law
was introduced on 1 July 2015, the changes have had no noticeable effects on the growth
of flexible contracts; fixed-term contracts without fixed hours grew even faster in 2017.
A ministerial report on collective agreements in 2016 found many stipulations raising the
number or duration of temporary contracts to the ‘6 × 4 × 6’ maximum and reducing
the recognition of preceding temporary contracts (SZW 2017). Evidently, no magic
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solution has been found for weaning employing organisations off unjustified contractual
flexibility. On the contrary, employers are currently pondering the introduction of fiveyear contracts with the promise of training during those years (Volkskrant 10/2/2018)
– notably an existing obligation of equal treatment according to the Directive. After
the elections in early 2017, the new government concluded a coalition agreement that is
supposed to lift the maximum duration of temporary contracts back to the just abolished
three years and allow longer probation periods for permanent contracts, but also aims to
forbid the use of the legal status of short-term temporary agency work by the payrolling
institutions. This is all in the future, however, so we have to wait and see.
To sum up, if ever there was a labour-market phenomenon owing entirely to social
dialogue, this is it. Flexibility rules were written by the social partners and copied by
the government in 1999. The prime aim seems to be orderly contracting, not the equal
treatment of temporary and permanent workers. This has created a legal framework that
is massively used by individual actors in the labour market – on both sides, demand and
supply or employers and employees – and no end of expansion is in sight. Starting from
one end of the economy – the upper end of the strong gradients characterising most
dimensions mentioned in section 3 – the conclusion of permanent contracts is progressively unravelling. Only in 2014, 15 years after the legal launch, did the then government
take action towards addressing that pitiful state of affairs, but with no detectable effect
on the explosive growth so far. What is more, the newly elected government is currently
pondering whether to retract some of the changes. Unions, who were party to this
evolution, have been unable to change the direction through renewed social dialogue. It is
probable that the evolution of Dutch industrial relations has weakened them vis-à-vis the
employers, something we look at in a comparative way in the next section.
Thus, explosive flexibility seems to have been added to the endless wage moderation,
while both may hang together with the strong changes that have been wrought in the
distribution of working time due to the great expansion of part-time employment and the
corresponding distribution of employment and earnings over households.

5.

 ASE STUDY: DUTCH AND BELGIAN TRAJECTORIES OF
C
FLEXIBILITY – A MATTER OF INDUSTRIAL RELATIONS
AND HOUSEHOLD CONTEXT?

This section provides a companion case study to that in Chapter 3 in this volume, on
Belgium, which compares wage developments in the two countries. Elaborating on the
main divergence between the Netherlands and the EU found above – the explosive
growth of contractual flexibility – this comparison focuses on temporary contracts,
whose evolution also diverges considerably between the two countries, as we will see.
This makes the question asked even more pertinent: to what extent is this Belgo-Dutch
divergence related to differences in social dialogue and industrial relations, and the corresponding labour-market behaviour of households? I venture as a possible explanation
that stronger industrial relations in Belgium lead to other social dialogue outcomes, but
the argument needs – and will hopefully inspire – further research.
Generally, the economic outcomes for the two countries are much the same. According
to the National Accounts, the current level of GDP per capita is 11 per cent higher in
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Figure 8.10 
Employee:population ratios, 15–64 year-olds (percentage): persons versus
full-time equivalents, Belgium and the Netherlands, 1995–2016
the Netherlands. We may question, however, what that difference really means. Gross
domestic product evolution since 1995 has been virtually identical for the two countries.
The Netherlands did better in the 1990s, while Belgium has done so since the financial
crisis. Belgian hourly labour productivity is 9 per cent higher.16 The role of exports is the
same (82–83 per cent of GDP), but Dutch imports (71 per cent) lag Belgian imports (82
per cent), which can explain the 10 percentage-points larger (im)balance surplus for the
Netherlands. The share of individual consumption in GDP is larger in Belgium (66 to 60
per cent) but the amounts actually consumed per capita are exactly the same (€25 000).17
In addition, the GDP shares of employee compensation (50 per cent) and the operating
surplus of the economy (40 per cent) are nearly identical. Finally, government spending,
excluding what is individually consumed, is identical as a share of GDP (8 per cent).
By contrast, clear differences arise when comparing labour-market outcomes. The
Dutch (employee) EPOP ratio significantly exceeds that for Belgium, if measured in
terms of employed persons (Figure 8.10). The gap varies between eight and 15 percentage
points (in 2014 and 2001, respectively). However, the situation looks radically different
if measured in terms of hours worked, estimated here as an FTE employment rate
normalised on a 35-hour working week.18 For Belgium the effect is negligible but for
the Netherlands it is highly significant. While up to the financial crisis the Netherlands
enjoyed a declining advantage, this has disappeared since, and has turned into a deficit
in recent years. The role of part-time jobs – 30 per cent of employees in Belgium, 52 per
cent in the Netherlands – and the frequency of working longer hours than 35 per week
explains the difference between the two metrics. Note that the lower Belgian incidence
of part-time jobs goes together with a lower rate of involuntary part-time employment
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Table 8.3

Belgian employee numbers simulated with Dutch headcount structure, 2016
Population
Number ×
1000

15–24
Males 25–54
Males 55–64
Females 25–54
Females 55–64
Total
EPOP

1307
2280
717
2255
730
7289

Employee NL EPOPs
Number

Applied

280
1581
274
1507
253
3895
53%

749
1605
399
1515
326
4595
63%

Differences
Absolute

Relative

469
25
125
8
73
700

168%
2%
46%
1%
29%
18%

Distribution
of
differences
67%
4%
18%
1%
10%
100%

Note: NL EPOP = Netherlands employment:population ratio.

to population, 1.2 per cent as against 3.2 per cent for the Netherlands. That is, the two
countries maintain roughly the same employment volume, but spread it differently over
the population, particularly with regard to young people and women, and to a lesser
extent older workers.
If, by way of thought experiment, Belgium were to adopt the Dutch employment
demographics there could be 700 000 more people in work (Table 8.3), an 18 per cent
expansion of current numbers. Taken together they would not deliver a larger economic
effort, but just spread this over more persons, on the assumption that the broader spread
would not affect the level of productivity. Two-thirds of the addition would concern
young people aged below 25 years old. However, it might seem a dubious policy to
adopt, as currently Belgian young people attain better educational outcomes than do the
Dutch.19 Most of the remaining addition concerns older workers, but here the two countries are already on an enduring, parallel trajectory of growth, albeit at different levels.20
5.1

The Divide with Regard to Temporary Contracts

The incidence of temporary contracts shows another important divide between Belgian
and Dutch employees besides the part-time gap. Figure 8.11 presents the Belgian
incidence alongside the Dutch and the European average levels presented in Figure 8.2.
Apart from a short-lived hiccup between 1998 and 2001, the Belgian level has hardly
changed. It remains as flat as the European average, and well below this. The share
among Dutch employees has increased to 20 per cent, while the Belgian share stayed
at 9 per cent. The gap between the Netherlands and neighbouring, similarly developed
Belgium exceeds that with most other EU countries and it has diverged as much, growing
from a minimum of two percentage points to 11. Over the relatively short period since
2003 when the Dutch rise really took off, the gap has more than doubled.
The comparative evolution of temporary and permanent headcount employment rates
is almost identical to the EU comparison drawn in Figure 8.3 (not shown). The Dutch
permanent employment rate has declined to the level of Belgium and temporary jobs are
now responsible for the total headcount EPOP difference of Figure 8.10. By implication
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Figure 8.11 
Shares of temporary contracts among employees, Belgium and the
Netherlands, 1992–2016

again, the permanent FTE-EPOP in the Netherlands must lag that of Belgium. For the
purposes of Table 8.3, adopting Dutch levels of flexibility would imply a contractual
transition for 940 000 Belgian employees, significantly more than the 700 000 addition
that the Dutch headcount levels would bring to the total number. Finally, the share of
longer-term applications among all flexible contracts was identical in both countries, and
gradually declined from 70 per cent in the early 1990s to 55 per cent on the eve of the
financial crisis. Since then, the decline has continued, in Belgium, to 46 per cent in 2016
but turned into an increase in the Netherlands, up to 78 per cent (not shown).
We may conclude that the broader spread of employment effort over the population
in the Netherlands has come at the cost of greater job insecurity. Belgium manages to
achieve the same thing without such uncertainties, at least for people in employment.
5.2 Household Context, Industrial Relations and Social Dialogue
The case of the Netherlands indicates that there are significant forces driving the labour
market towards increasing flexibility and job insecurity. Section 3 suggests that, in the
context of the household, individual labour supply makes an important contribution in
the Netherlands and section 4 indicates the weakness of Dutch social dialogue. I briefly
address these same issues for their comparative effects.
With regard to whether people are happy with their temporary jobs the Belgian situation looks quite different from the Dutch (Figure 8.12). The reasons given by employees
for working on a temporary contract are negative – that is, they could not find a permanent job – to a much greater extent (80 per cent+) than in the Netherlands (50 per cent,
Figure 8.6). Despite a substantially lower incidence of temporary contracts the share
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Figure 8.12 
Reasons for temporary work, percentage of all employees, Belgium,
1992–2016
of all workers who complain about not having found a permanent contract is almost
identical in the two countries currently (7 per cent).
Figure 8.13, which shows for Belgium what Figure 8.7 shows for the Netherlands,
presents where employees with temporary contracts are found across the household
income distribution. Belgian numbers and earnings cover smaller shares of the total (11
and 6 per cent, respectively) than for the Netherlands (16 and 11 per cent), as might be
expected from the smaller incidence.21 Interestingly, relatively few single earners are found
to have temporary contracts: less than one-third of the number compared with almost
half in the Netherlands, and similarly for earnings. In particular, fewer single-earner
temporary workers are found at the bottom of the distribution, while they make a striking contribution in the Netherlands. This largely reflects that country’s concentration of
young single earners, who have a much smaller presence in Belgium, and goes together
with relatively larger contributions from dual-earner and multiple-earner households
and from higher levels of the Belgian income distribution. This seems to suggest that, in
principle, household effects in Belgium could have been the same, and that other factors
must be constraining the use of temporary contracts. To the extent that young people
have temporary contracts they are found higher up the income distribution in Belgium,
while women are spread more evenly.
Most important may be the much greater strength of Belgian industrial relations,
which determine how social dialogue works out, from the bottom (shop-floor) to the
national top (Interprofessional Agreement). The formal institutions of the social dialogue
(see Chapter 3, on Belgium, in this volume) look much the same as in the Netherlands,
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Figure 8.13 
Numbers and incomes of temporary employees compared with all main
labour households over deciles of household gross incomes, Belgium, 2012
but important decisions are taken from bottom to top in a coherent, hierarchical framework, as reflected in the higher (and maximum) score for Belgian wage setting compared
with the Netherlands (International Conference on Web Testing Strategies and Security,
ICTWSS, database). For the Netherlands we have seen the weakness of the unions with
regard to temporary work in the face of employer opposition. Behind this is a strong
divergence in union membership between the two countries, which is accompanied by a
much stronger presence of Belgian unions from the top to the workplace level in numerous committees, as discussed in the chapter on Belgium. Figure 8.14 depicts how union
membership in Belgium has been maintained or even grown, while in the Netherlands
it has suffered a long drawn-out decline. Until 1970, both were almost at the same level,
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Figure 8.14 
Union membership among employees, Belgium and the Netherlands, 1960–
2012 (percentage)
but then they started to diverge: a 10 per cent increase brought Belgian unions to a new
plateau of above 50 per cent, while Dutch unions dwindled and are now below 20 per
cent, one-third of the Belgian level.
Equally important is the broad spread of Belgian trade union membership over the
population, which enhances the unions’ societal influence. Belgian women have a three
times higher union density than do the Dutch, at almost 50 per cent, and make up 40
per cent of total membership.22 That shows up in the very low current (full-time) gender
pay gap of 3.3 per cent, which is only one-quarter of the Dutch gap of 14.1 per cent
(OECD 2017, fig. 1.3). This female union participation reflects a considerably stronger
position of female employees in the Belgian distribution of household incomes than in
the Netherlands (Figure 8.15). Their aggregate numbers differ little, but their spread
does. Belgian women receive 39 per cent of all earnings compared with 34 per cent in the
Netherlands; they have a particularly strong role as main earners (22 per cent compared
with 17 per cent in the Netherlands) who are found higher up the income distribution.
This may help to explain their interest in unionisation. Note also that the diverging
incidence of low pay is rising and five times higher in the Netherlands compared with
Belgium (see Chapter 3, on Belgium, in this volume).
This demographic spread in Belgium implies an equally important spread of union
membership over the economy. Certain sectors have very substantial union density (60
per cent or more).23 In the Netherlands such density would suffice to enable the Minister
of Social Affairs and Employment to declare a collective agreement generally binding,
but in practice only the high membership rate of employer organisations brings that
about (Salverda 2018b). This economic spread is important for preventing industrial
relations and social dialogue from unravelling at one end of the economy – in certain
sectors and occupations – and ultimately affecting the whole economy – witness the rapid
declines in union density in many sectors in the Netherlands. The difference shows up in
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Figure 8.15 
Female employee earnings in main labour households across deciles of the
household income distribution, Belgium and the Netherlands, 2012

a much flatter Belgian profile of temporary work across occupations and industries than
in the Netherlands (not shown). While in the Netherlands temporary contracts among
elementary jobs and hotels have mushroomed and far exceed those of other occupations
and industries, they are in the middle of the pack in Belgium.
5.3

Conclusion

Taking the economy and the labour market together, Belgium seems to be weathering
globalisation better than the Netherlands is: higher productivity, much more even trade
balance, same consumption, same labour effort, much smaller incidence of low pay, much
smaller gender pay gap, less involuntary employment per capita and much smaller and
not increasing contractual insecurity. These outcomes combine with highly comparable
institutions of social dialogue. In all probability, industrial relations make the difference.
Its strong, broad and deeply rooted basis in society reinforces Belgian trade union
power in the social dialogue, which has led to very different outcomes of social dialogue.
Contrary to the Netherlands, certain subjects have simply been left out from the dialogue,
which seems to have prevented the kind of rampant rule changes that are observed in
the Netherlands (Berghman 1997). However, as argued in Chapter 3 on Belgium in this
volume, this has not prevented the introduction of adaptive flexibility in many areas – the
higher productivity of the Belgian economy speaks volumes. However, this flexibility is
then pursued through local negotiations; it has not opened up a Pandora’s box encouraging individual employers or employees to try to grab from it, unleashing processes of
change that get out of control, as Dutch flexible contracts illustrate. This power position
is consistent with the workings of the Belgian labour market in terms of its household
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labour supply, with a strong role for full-time working women – who are often main
earners – and with little or no interest taken in voluntary temporary work.

6.

CONCLUSIONS

A detailed international comparison over the period since 2005 with the help of indicators
for the EPSR, supplemented with additional indicators derived from Eurostat’s databases,
has led to the conclusion that, relative to the EU average, socio-economic outcomes for
the Netherlands improved up to the financial crisis, but subsequently worsened in many
respects. Even so, they are mostly still above average compared with the EU. Nonetheless,
working-time patterns deviate strongly and, although wage outcomes remained relatively
stable, household incomes declined more than the average. Most surprising, however,
was the relentless rise of flexible contracts, which have doubled their incidence among
Dutch employees. This is a clear case of divergence, as it has led the Netherlands away
from the EU average, which remained largely unchanged, and has brought the country
outside the range of one standard deviation around that average. Currently, the Dutch
EPOP ratio for persons exceeds the EU average only because of a larger incidence of
flexible contracts than elsewhere, while that ratio based on total hours worked by Dutch
employees on permanent contracts is substantially below the EU average.
Importantly, this has occurred despite the fact that the Netherlands was a forerunner
of flexicurity, on which the social partners struck a deal in 1996, which was turned into
law in 1999. In the same year the EU Directive on temporary work was enacted, which
tended in the same direction, and that was later followed by the Directive on temporary
work agencies in 2008. Taken together, the three are the textbook examples of social
dialogue and its importance for policy-making as in each of the three cases, law and
directives, the social partners agreed the new rules, which then passed literally into the
legal rules. Unfortunately, in the Netherlands the three together have failed to contain
contractual flexibility and keep it within acceptable limits. That is, the Dutch deal of
1996, which strongly focused on TWAs and established collective agreements for the
TWA sector, has been relatively successful, as the subsequent growth of TWA employment was significantly reduced. The strong rise of flexibility rests almost entirely on that
of other ever more flexible types of contracts, categorised here as ‘on call’. Employers
have massively exploited the options provided by the Flexicurity Law, making direct
individual hires instead of through TWAs as intermediaries. Such direct hiring is generally beyond the influence of unions, which have little presence on the shop-floor in the
Netherlands. Despite adjustments made at the initiative of the government with the new
WWZ Law introduced in 2015 to replace the Flexicurity Law of 1999, there is no end
in sight. The growth of flexibility continues as fast as before and it is spreading rapidly
in almost all directions – men compared with women, older age workers compared with
younger, longer working weeks compared with small jobs, higher educational attainment
compared with lower, most occupations and many industries – leading to a progressive
unravelling of permanent contracts across the economy. The Polder Model has opened
the sluices to a flood of contract flexibilisation and taking temporary emergence action
is no longer a solution. Massive flexibility is infusing a level of insecurity in the labour
market, which has become a bone of contention in the Dutch public debate.
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To understand this outcome, I proposed looking at the radical change in the household
context of labour supply following the demise of the single-earner world and its replacement with dual-earner and multiple-earner households. Currently, three-quarters of all
employees share a household with another employee, in the Netherlands as in virtually all
other EU countries, albeit with different structures of working time. This change not only
affects the nature of socio-economic outcomes, making it harder for the social dialogue to
have an effect, but also upsets the underlying industrial relations, altering the effectiveness
of the social dialogue itself.
With the Dutch case I have illustrated the former effect regarding outcomes. First,
most people on flexible contracts are unhappy with that situation, but certainly not all,
and, secondly, though people on flexible contracts achieve much lower earnings in the
labour market compared with those on permanent contracts the disposable income of
their households, on average, differs remarkably little from that of permanent workers.
Both point to the contribution that the presence of another earner in the household
can make, which is missing in the single-earner world (and now puts remaining single
earners in a difficult position). That effect may be accommodating as well as inhibiting:
encouraging those who like the flexibility, softening the unhappiness with it of the others,
and possibly preventing job changes because of the within-household division of labour.
With a comparative case study of the Netherlands and Belgium, I shed light on the
latter effect regarding industrial relations and the social dialogue itself. Belgium shows
higher productivity in combination with similar economic performance and labour
effort. It maintains a comparable format for social dialogue, but manages to fill it with a
rather different content. In particular, the Belgian incidence of flexibility has remained
unchanged, as much as the EU average. The main country differences concern the
industrial relations and the household context. Belgian union density has not declined
and is three times higher than in the Netherlands, and it covers women equally, delivering
a four times smaller gender pay gap along the way. It extends strongly across industries,
thus diminishing the risks of an unravelling starting at one end. The union side is much
stronger in Belgium and makes a difference to the dialogue, leaving contract flexibility
out of the discussion. The difference in industrial relations is consistent with that of the
household context. Although the picture of single, dual and multiple earners is generally
the same in the two countries, it goes together with a significantly different working-time
structure. Belgian women work more often full-time and are main earners in the household, and they receive a larger share of the total wage bill. Their much stronger union
membership can be no surprise and offers essential support to the industrial relations
side of the social dialogue. This consistency is certainly not a full explanation, which
must include the Ghent system, though the attraction of that system will likely be less for
persons in smaller jobs.
The Belgo-Dutch comparison has a broader significance, since it underlines that the
social dialogue is as weak as the weakest partner and tends to go the way of the strongest.
This is shown most clearly where the social dialogue has been given full responsibility,
as in the two Directives for flexicurity. Social dialogue characterised by weaknesses
and strengths that differ importantly between countries, can offer no guarantees for
European convergence unless proper attention is paid to assuring a level playing field
between the participants.
Can the EPSR, still young and fresh, offer assistance? The relevant social right is
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number 5, the first in the second chapter of the EPSR, on fair working conditions:
‘Regardless of the type and duration of the employment relationship, workers have the
right to fair and equal treatment regarding working conditions, access to social protection and training. The transition towards open-ended forms of employment shall be
fostered.’ It encompasses both equal treatment and job security, as the two Directives did.
Declaring rights is not the issue, implementing them is. The Dutch lesson is that implementation requires much stricter verification and would be greatly helped by establishing
individual legal entitlements, supporting social rights as an expression of political will.
This could help to level the playing field and change the content of the social dialogue for
unions confronted with employers’ associations that are unwilling to engage in dialogue
and individual employers that make massive resort to flexibility options not covered by
the social dialogue, which focuses on temporary work agencies.

NOTES
*
1.
2.
3.
4.

5.
6.

7.
8.
9.
10.

11.

12.
13.
14.

I am particularly grateful to Veerle Rook for her treatment of the EU-SILC data.
Concerning two other issues: collective bargaining coverage has remained high and virtually unchanged;
and for training see Chapter 4 in this volume, on France.
In the Netherlands an important part is played by the self-employed without personnel, who have grown
strongly in number in recent years. However, there is no room to discuss this here.
For precise information on definitions, measures and data sources see the Annex to the Introduction.
The EU28 refers to the current 28 countries, unless mentioned otherwise. Generally, this average differs
little from the average of the ‘old’ EU15 or the euro area (EA19). The Netherlands is a member of all
three. Notably, the EU15 attains higher levels than both the EU28 and the EA19 for 2.3 participation in
active policies (35 per cent).
The other options are either a weighted average, where country outcomes are weighted, or an aggregatelevel outcome, where all countries are counted together (for a comparison, see Salverda 2015b, 2016a).
The Netherlands has the most extensive capital-funded pension system. I am not particularly happy with
the rough-and-ready EPSR indicator based on EU-SILC but also not with the Organisation for Economic
Co-operation and Development’s (OECD’s) replacement rate, which is a parameter-based construction,
not based on empirical reality, which depends on the rights individuals have actually accumulated in terms
of hours worked and earnings received, combined with regulatory uprating effects.
Averages for the EU15 or the EA19 diverge for 1.B gender part-time employment gap (24 per cent) and
2.1.b youth employment rate (41 per cent).
The results may be on the optimistic side as, being derived from ESES, the data unfortunately concern
organisations with at least ten employees only and miss out smaller firms where commonly low pay is
overrepresented (Salverda et al. 2001).
The relatively stable remainder concerns formal temporary contracts and probation period of permanent
contracts.
Taken at aggregate single-letter level to reduce sensitivity to the change in the Nomenclature générale
des Activités économiques dans les Communautés Européennes (NACE) classification system in 2008.
The most difficult change, for business services, combines real estate, renting and business activities
from NACE 1.1 up to 2008 with real estate activities, professional, scientific and technical activities, and
administrative and support service activities taken together from NACE 2 thereafter. This leads to a one
percentage point increase in 2008.
Unfortunately, EU-SILC has a major problem with missing data for the contractual variable, especially
for the Netherlands (54 per cent of all employees). The analysis in this section and in section 5 is based
on the adjusted sample that leaves out the missing data. This may bias the results, probably towards an
underestimation of temporary workers, as they may be more difficult to survey. The lower level we find for
the aggregate incidence of temporary contracts – 16 per cent and well below the incidence from the ELFS
(20 per cent) – points in that direction, as does the very modest share of young people in Figure 8.7.
See Salverda (2018b, s. 5.1) case study on youth minimum wages.
Currently it is four years or six contracts for TWA workers.
However, in terms of persons, the short-term share seems much larger (84 per cent in 2015, including
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15.
16.
17.
18.
19.
20.
21.
22.
23.

students; ABU, 2016). The two could be made consistent if ABU counted all individuals involved during
the year instead of full-year equivalents and/or if longer-term TWA workers worked more hours on average during the year.
In 2007, 2.3 per cent of persons and, in 2015, 2.2 per cent (ABU 2016, p. 6).
Level of GDP per capita and productivity, USA = 100. OECD.Stat Dataset: Level of GDP per capita and
productivity: GDP per hour worked as a percentage of USA.
This spending concerns ‘actual individual consumption’, which encompasses the individual use of public
services – such as health care – that play a greater part in the Netherlands (€1000 difference).
Estimated as (overall employment rate) × (percentage of employees) × (average working week/35).
Derived from ELFS except working week from the OECD LFS database.
Lower/middle/higher educated: 43 per cent/41 per cent/14 per cent for Belgium, 49 per cent/41 per cent/10
per cent for the Netherlands.
Since 1995, the Belgian EPOP of older workers has risen from 14 to 30 per cent, the Dutch EPOP of older
workers from 22 to 50 per cent.
As mentioned previously, EU-SILC’s observational problem of missing data with regard to employment
contracts seems to lower the Dutch incidence.
Societal support is broadened as employee membership is topped up by unemployed and retired members.
Amounting to 30 per cent in both countries, it is quantitatively more important in Belgium owing to
greater trade union membership.
The ICTWSS has no recent data on sectoral union membership in Belgium, but, given the aggregate
stability of union density, it is plausible that has changed little.
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9.

 ocial convergence, development failures
S
and industrial relations: The case of
Portugal
Pilar González and António Figueiredo

1.

CONTEXTUALISING THE PORTUGUESE CASE

1.1

Economic and Social Convergence: A Sequential or an Integrated Process?

Since joining the European Union (EU) in 1986, convergence has been a constant
issue of public scrutiny and discussion in Portugal, and the main concern of political
actors. Several factors contribute to the focus on economic convergence. Portugal joined
the EU with very low per capita income in comparative terms and practically all the
political discourse that helped to transform EU integration into a national consensus was
dominated by two main arguments: on the one hand, the EU was an essential protection
for a young democracy such as Portugal; on the other hand, growth and development
were presented as the main prospective outcome of integration, mainly because of the
magnitude of the EU’s internal market and because integration meant becoming a part
of a globally powerful economic block. Not surprisingly, economic convergence arose as
the main focus of public monitoring of the results achieved by the integration process.
More effective and faster convergence would be in line with expectations and prove that
democracy can pay for itself.
The classic question of ‘Convergence to what?’ was overshadowed by the importance
of being or not being in convergence mode. In terms of the EU average or the more
developed EU countries – mainly those most familiar to Portuguese people because
of emigration (such as France and Germany) – the question of whether Portugal is in
convergence mode has clearly prevailed over the issue of the pace of such convergence.
It must also be underlined that adhesion to the euro zone was a particularly significant
milestone in terms of how Portuguese citizens assess convergence. The common currency
radically changed the way in which people compare their situation with that of other EU
citizens.
Aware that convergence is not unidimensional and that it needs to be discussed further,
in this chapter we use indicators of convergence towards the mean of the EU28 whenever
possible. For some of the indicators we also include a reference to the EU15.1 The mean
reference is an abstraction, and its adequacy for assessing a country’s convergence effort
can be questioned. Other possible references could be used to analyse convergence comparatively with the better performing countries in the EU, that is, those with the highest
per capita gross domestic product (GDP).
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Moving from economic convergence to social convergence is a complex operation. On
one hand, the normative dimension of social convergence cannot be avoided, considering
either a possible composite social indicator or the option of a battery of social indicators.
On the other hand, the social convergence process cannot be understood in Portugal
unless one takes into account the very slow and problematic process of building and
consolidating a welfare state. In a previous paper (González and Figueiredo 2015) we
demonstrated how the social state in Portugal is recent, context dependent, unbalanced,
encompassing and vulnerable. The devastating effects of the interrelated crises that
recently hit the Portuguese economy (financial crisis and slow recovery, sovereign debt
crisis and bailout of the Portuguese economy) provided a clear but painful illustration
of how vulnerable the welfare state is in Portugal (González and Figueiredo 2015;
Eichenbaum et al. 2016; Rodrigues et al. 2016; Caldas 2017).
The necessary understanding of economic and social convergence as an integrated
–not a sequential – process of institutional and political consolidation is, in our view, a
consequence of the development gaps existing when the country joined the EU. The need
to consolidate a sustained trajectory of reducing income-per-capita gaps has evolved
together with the ambition of developing a modern welfare state clearly inspired by
the European model. During the 42 years of democracy and since integration in the
EU, it is possible to identify some sub-periods in which Portuguese citizens have been
confronted with the difficulty of achieving these two goals simultaneously. This was the
case in the foreign exchange crisis of the 1980s, which was tackled with the support of
the International Monetary Fund (IMF), but mainly in the decade 2000–2010 and the
following bailout agreement in 2011. This latter period and its associated difficulties
provided the definitive demonstration of how difficult it is (and will be) to achieve a
steady-state of converging economic growth while simultaneously keeping alive the hope
of social convergence within the EU model.
The difficulty of achieving sustained economic convergence and the increasing evidence of the exhaustion of the growth model generated in the golden period that followed
EU accession show that structural change of the Portuguese economy has been slower
than expected. This has given rise to two important effects, with repercussions for the
expected economic and social convergence. First, the interruption of convergence and the
emergence of signs of divergence in terms of real income per capita undermine the generally disseminated expectations of social convergence; secondly, it is becoming clear that
the structural changes needed to regain a sustained trajectory of economic convergence
are not independent of the particular configuration that social convergence might come
to assume. Issues such as a more effective combination of flexibility and security in the
labour market, and the needed transition to a skills-based competitiveness model, bring
new challenges regarding the also needed social protection of the unskilled (long-term)
unemployed people illustrate the type of social interdependences we are referring to.
The Troika adjustment period (2011–14) was a time of intense debate and conflict
concerning the interdependence of conditions for economic and social convergence. The
painful adjustment programme imposed on the Portuguese economy within the framework of the bailout’s conditionalities introduced the topic of structural reforms into the
country’s political debate. ‘Structural reforms’ are vague, at least in terms of the bailout
adjustment documents put forward by the Organisation for Economic Co-operation and
Development (OECD), the European Central Bank (ECB), the IMF and the European
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Commission. Looking at the many reports and analyses of the Portuguese economy
produced by these institutions, structural reforms seem to be imagined as changes
considered necessary to develop the Portuguese economy in the direction of a more
pro-market and pro-business environment. Not surprisingly, the focus derived from this
understanding of structural reforms has been on labour market reforms.2 Other examples
of structural reforms mentioned in the Troika memorandum – such as state administration reform, combating rent-seeking (mainly the energy and telecommunications sectors)
and the regional organisation of the public sector – have lagged well behind the focus
on labour market changes. The concept of structural reforms as envisaged by the Troika
institutions is thus less effective than it could be as these reforms are focused too much
on labour market liberalisation (a pro-market view of structural reforms) and less on
the structural changes required by the transition towards a higher stage of development.
Without ignoring the need for, and the advantages of, creating pro-market institutions
in the Portuguese economy, limiting structural reforms to labour market changes is in
conflict with an open discussion of the strategic alternatives for the Portuguese economy
in pursuit of a new competitiveness model. We cannot ignore that Portugal joined the EU
in the middle of a development transition aimed at reducing the existing development
gap with the EU. Limiting structural change to labour market reforms thus seems to be a
very narrow vision of the changes that development convergence requires. Issues such as
(1) upgrading the production specialisation profile, (2) improving the national innovation
system and its organisation around firms’ innovation needs, (3) promoting accountability, (4) disseminating a meritocratic culture in the public sector and (5) increasing
overall productivity are crucial components of a broader understanding of structural
reforms, better designated ‘structural change’, as already mentioned. To focus structural
change mainly on labour market reforms, in addition to being limiting can also be read
as a hidden way of imposing changes in the Portuguese social model, without submitting
it to democratic scrutiny.
Despite the controversial nature of the structural reforms laid down in the Troika
adjustment plan, it appears that the Portuguese public believe that economic and social
convergence can hardly be understood as separate expectations. Particularly with regard
to labour market policies and institutions, changes in the Portuguese situation depend
on the answers given to a much broader discussion on the following question: within a
monetary union, how different can labour market institutions be while still maintaining symmetry and stability (Vandenbroucke 2017)? This is a crucial debate also for
industrial relations and social dialogue. Given that most social convergence demands and
expectations are distribution related, a complementary debate emerges, as formalised
by Vandenbroucke (2017, p. 392): ‘Institutions that monitor competitiveness should be
embedded in social dialogue and distributive concerns should be mainstreamed in the
monitoring of competitiveness. Mainstreaming distributive concerns into competitiveness makes the “assignment” for national social partners complex and challenging.’
This debate is far from being closed, indeed is scarcely out in the open. The role of
social cohesion in competitiveness-led policies, especially within the framework of EU
cohesion policy, is not yet well established. Although Portugal is now in a period of
economic and social recuperation, there is no political consensus on the role of social
cohesion in the convergence process. Different political agents give different answers to
the question: should social cohesion be understood as a simple criterion for assessing
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the costs of competitiveness and growth or should it to be integrated into the design of
growth and competitiveness policies (inclusive growth)?3
As we aim to demonstrate, industrial relations and social dialogue in Portugal are
not mainstreamed to enhance an integrated view of inclusive growth. A sustained
approach to economic and social convergence would require that employers and union
representatives develop a perspective on social dialogue enriched by a combined vision
of competitiveness goals and social targets. However, the established tradition in
Portugal of strong political influence over industrial relations and social dialogue is not
a friendly environment for mainstreaming competitiveness and distributive concerns in
combination.
1.2

Diversity of Social Convergence Paths and Dimensions

Portugal’s development gap with the EU average and the most developed member states
is clearly represented by GDP per capita. After hovering in the 2000s at around 80–83
per cent of the EU28 per capita GDP (purchasing power standard, PPS), the bailout
adjustment crisis during 2011–14 generated a type of hysteresis effect on per capita GDP.4
For four successive years (2013–16) per capita GDP (PPS) stabilised at 77 per cent of the
EU28 mean, much lower than observed before the sovereign debt crisis.
However, we know that social convergence dimensions should be considered together
with real economic convergence needs. A number of dimensions of Portugal’s poor social
performance by EU standards should be underlined, given their importance for the
generation of social convergence expectations:
●●

●●

●●

●●

●●

●●

Portugal faces a structural difficulty in reducing the percentage of people at risk of
poverty or social exclusion to values below 25 per cent.5 In periods of poor labour
market performance this percentage tends to increase significantly.
The level of long-term unemployment due to low qualifications and insufficient
training of the low-skilled labour force is one of the main dimensions of social
exclusion and the poverty trap.
Despite of the progress observed in the recent past, the still high (compared with
the EU28) early dropout rate and the magnitude of the not in education, employment, or training (NEET) phenomena in Portugal (10.6 per cent of 15–24-yearolds and 17.2 per cent of 20–24-year-olds in 20166) emerge as the main features of
social exclusion among the young.7
Underperformance of youth employment in terms of wages and job opportunities
remains a bottleneck to the enhanced social integration of young people and
explains (at least partially) the intensity of the migration of high skilled youngsters.
Notwithstanding the significant increase in female participation in higher education, women are still strongly disadvantaged in terms of wages, access to top executive jobs and intensity of participation in STEM activities,8 generating significant
gender imbalances as regards returns to higher education.
The bailout adjustment crisis seems to have interrupted the reduction of inequality
observed in the second half of the 2000s; in 2014, after the end of the bailout, the
Gini coefficient of equivalised disposable income was the ninth highest in the EU28
(34.5 per cent), although the values of 2015 and 2016 (34 per cent and 32.7 per cent,
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respectively) seemed to recover to readjust the falling trajectory of the coefficient
upwards (González and Figueiredo 2015; Rodrigues et al. 2016).
More recently, especially after the tragic forest fires in June and October 2017, a new
perspective emerged in the country with regard to the regional dimension of social
convergence. Regional per capita GDP and productivity disparities represent a structural
dimension of regional organisation in Portugal. Regional data show that, in general,
disparities between regions measured by traditional indicators, such as GDP per capita,
tend to increase in periods of high economic growth and to fall in crisis periods. There is
also evidence that regional disparities are higher when measured by economic and productivity indicators than when the analysis is focused on social and environmental indicators. Notwithstanding the huge improvements brought about by the Structural Funds
in terms of social facilities and infrastructure in the interior and less populated regions,
the combination of such phenomena as ageing, isolation, sparse human settlement,
budgetary crisis effects on public services and lack of enterprise significantly increases
the weakness and vulnerability of these regions. The forest fires, mainly concentrated
in the central region, were a cruel demonstration of that vulnerability, as well as of the
failure, of public services.
A new dimension to economic and social convergence must then be added. Not only
must economic and social convergence be combined, but measures are needed to monitor
convergence progress (or setbacks) throughout the country. For example, demography
matters considerably. The most vulnerable inner and low-density regions can no longer
count on their own demographic forces. Their only hope is to attract people from other
regions (which will be a tough task owing to the low demographic base) or from the outside through international migration (although Portugal is not one of the main migration
destinations by any means).
The range of dimensions in which social convergence expectations are built up shows
how crucial it is to combine economic and social convergence. The challenge is even
more complex if we take into account the multiple institutional forms that tackling
development failures can assume.
1.3

 ow Did the Portuguese Industrial Relations System Contribute to the Convergence
H
Process?

Portugal is a recent democracy, and this cannot be ignored when we analyse recent
economic, social and political dynamics in the country.9 This dimension is also present
in the industrial relations system and has to be considered when analysing its effects on
social convergence.10
1.3.1 Historical contextualisation of industrial relations in Portugal: agents and process
The design of the Portuguese industrial relations system is marked by the legacy of the
authoritarian regime that prevailed in Portugal until 1974 and the process of transition
to democracy against a revolutionary background initiated in 1974.
Free unions and collective bargaining were introduced only after democratic change
in 1974. The following features of the industrial relations system are due to the inheritance of the dictatorship: strong state interference and the importance of the General
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Confederation of the Portuguese Workers (Confederação Geral dos Trabalhadores
Portugueses, CGTP) union as legitimate representative of workers in accordance with its
historical creation as a resistance institution. Furthermore, the industrial relations system
created in 1974 and in its aftermath emerged in a context of strong power imbalances in
the labour market, highly favourable to workers. The labour law that emerged from this
period was strongly protective of employment and collective agreements. Labour relations in this period were also very conflictual and distrust between employers and unions
was generalised.
Thus, the normalisation of labour relations in the country commenced from a normative system that was very centralised in labour law, very dependent on state intervention
and characterised by very adversarial relations.
The normalisation of democracy also entailed the introduction of pluralism in the
trade union movement, which resulted in adversarial relations between the established
and the new union confederations. Mistrust between trade unions in the different
confederations still characterises Portuguese industrial relations. The struggle concerning
a unitary versus a pluralistic union movement has also been much politicised. Union
confederations have developed very close links to political parties, which means that the
union agenda is often closely related to the agenda of certain political parties.
The need to increase labour market flexibility after the normalisation of Portuguese
democracy gave birth to the introduction of (very flexible) temporary contracts similar
to those in other EU countries. The coexistence of very rigid regulation of fixed-term
contracts and very flexible regulation of temporary contracts generated a labour force
segmentation that still characterises the Portuguese labour market.11
In the mid-1980s, the Standing Committee for Social Concertation12 was set up, its
purpose to create a new channel for centralised social dialogue. It is a tripartite body with
representatives of the government, the union confederations (initially only the UGT13
but since 1987 also the CGTP14) and the employers’ confederations (initially three and
currently four confederations, on a sectoral basis: manufacturing, trade, agriculture and
tourism). The main purpose of this body was to promote social dialogue by agreeing
social pacts on matters of interest for all the parties. Initially, in the 1980s and 1990s,
social pacts were related mainly to income policy, but they evolved to encompass broader
issues such as education and training, health and safety, social security and its reform,
boosting collective bargaining and minimum wages. Centralised social dialogue has been
particularly dynamic since the mid-2000s. There has been an increase in the number
of social pacts agreed, including medium-term pacts, the scope of the topics under
discussion and of agreements has been widened and the number of actors involved has
increased. For example, the CGTP (which previously refused to sign agreements) has
signed three agreements (two bipartite with the UGT and a tripartite agreement with all
the other actors). We argue15 that this process has helped build up trust among the social
partners, which had been disrupted by the crisis and the consequent bailout.
1.3.2 Collective bargaining and the density of union and employer organisations
The Portuguese industrial relations system is organised mainly at the sectoral level. In
recent decades and after the revolutionary period, union density16 has declined sharply
(Figure 9.1). As regards the EU, Portugal ranks in the middle of the distribution as low
union density is the rule in the majority of member states (Figure 9.2).
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Figure 9.1

Union density in Portugal, 1978–2012
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Figure 9.2 
Union (a) and employer organisation (b) density in Portugal and the EU,
2014*
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Figure 9.2 shows that diversity is the rule in the EU in terms of the representativeness
of social partner organisations. The Nordic countries in particular have high density
rates for both unions and employer organisations, while the central and eastern European
countries have low values for both. This raises a number of important issues to be
discussed at the national and EU levels:
●●

●●

●●

●●

The importance of improving the representativeness of the social partners: a low
organisational density can undermine legitimacy, which has to be prevented if
industrial relations institutions and actors are to maintain their role in the design
of labour market outcomes. Ultimately, this is also a question of improving
democracy. In our view, social convergence is also needed in this domain at the
European level.
The difficulties of obtaining reliable and comparable information on the representativeness of the social actors hampers its effective evaluation. The statistical
services at both EU and national levels have to be involved in the collection of such
information.
The full accomplishment of the European social model needs to be able to adapt the
different industrial relations systems to new emerging realities in the labour market
(new types of jobs, more qualified workers and a more diverse labour force). This
can only be achieved with more transparency (more reliable information to support
trust and dialogue) and more representation of both workers and firms.
Low density at the national level can go together with high representativeness at
the sectoral or firm level.17 Such knowledge is crucial, and very difficult to obtain
from the available information, for an understanding of industrial relations
dynamics and an adequate discussion of central issues such as centralisation versus
decentralisation of collective bargaining. The extreme positions of ‘ultra-liberal’
economists, on the one hand, that collective action on the part of both workers
(mainly) and employers (always) is ‘bad’ and that of ‘uncritical institutionalists’, on
the other hand, that such collective action is almost always ‘good’ are, in methodological terms, equivalent. The quality of the institutions matters and the evaluation
of this quality implies access to quantified information.

1.3.3 Industrial relations and social convergence in Portugal
Collective bargaining in Portugal operates mainly at the sectoral level. It is a complex
system as several agreements can be negotiated in the same sector (involving different
actors, professions and regions) and in the same firm. Collective agreements traditionally
regulate wage-setting and working-time arrangements and thus have important potential
effects on social convergence through their effects on poverty and inequality.
At the national level social dialogue has also been important in introducing some
consensus (or at least the minimum possible agreement) on changes in the Labour Code
and in minimum wage-setting, initiating dynamics (even if potentially contradictory) that
influence income distribution:
●●

The minimum wage is an important means of reducing in-work poverty and wage
inequality. However, we should be aware that, as has been the case in Portugal,
increases in the minimum wage have not been accompanied by an identical dynamic
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●●

along the wage distribution, leading to an increase in the share of workers paid at
the minimum wage (in Portugal during the period 2013 to 2016 in the private sector
this share increased from 12.0 to 23.3 per cent18). Thus there has been an improvement of the situation of the very bottom wage-earners but alongside the trapping
of an increasing amount of workers at that wage level. The necessary discussion of
minimum wages should thus be expanded to a more general debate on low wages
and the need to overcome them for the sake of both efficiency and fairness. The
industrial relations dynamics fostered by proactive social dialogue may be seen as a
first step to this broader discussion about the minimum wage.
Evidence of the importance of social pacts in the social engagement of industrial
relations actors can be provided by some statements in the final documents, as in
the case for the 2006 minimum wage pact:
	 
[Social partners consider that] the minimum wage is too low in Portugal and that its
gradual increase is desirable, taking into account the economic reality of the country
and that of other EU countries [and that] it is necessary to support the development of
those sectors and firms with higher concentration of low wages and/or higher exposure
to international competition, in order to promote their modernisation, allowing the
creation of higher added value and higher wages.19

●●
●●

●●

There is explicit recognition of the low value of wages in Portugal (also by EU
standards) and the need to increase them.
Labour legislation has undergone important changes since 2003 in pursuit of
improved labour flexibility. Despite the difficulties of this process negotiations have
allowed some consensus to be built, giving rise to social pacts on important labour
market issues. However, the period during which the Troika held sway interrupted
this accumulation of trust among the social partners, as no real importance was
attached to this dimension of social change.20 It is important to reintroduce this
process, centred not only on the (needed) flexibility but also on the (also needed)
security of workers. The negative effects of this interruption are key evidence of the
importance of industrial relations.
Changes in the regulation of industrial relations21 during the crisis concerned
mainly the extension of collective agreements. In 2012,22 and unilaterally, the government defined very restrictive criteria for the extension of collective agreements
to firms and workers not affiliated to the associations that negotiated them. This
change was strongly opposed by both employers and workers’ associations as they
considered that this undermines collective bargaining. In the words of the leader
of the largest employers’ confederation this resolution ‘undermines the possibility,
in practice, of extending collective agreements and this in turn favours disloyal
competition, disaggregates employers and removes incentives for their affiliation,
fosters informal economic activity and seriously hurts collective bargaining.’23
The unions’ criticisms focused mainly on wage inequality that hits more vulnerable workers hardest. The government later (Resolution 43/2014) changed these
criteria, making them much more extensive.
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2.

Towards convergence in Europe

FROM ECONOMIC TO SOCIAL CONVERGENCE

Portugal is a low per capita GDP country, ranking well below the EU average (Figure
9.3). There has been no sign of clear convergence since the end of the 1990s (Figure 9.4).
The recent crisis brought about a strong divergence shock in this regard and there have
been no signs of recovery.
Although revitalised after the end of the bailout adjustment, industrial relations and
social dialogue in particular operate in a context in which GDP per capita still lags behind
its pre-crisis values, showing that development failures cannot be forgotten.
Within this context of persistent economic divergence, how has social structure
evolved? We shall organise the analysis around five main topics: the labour market,
poverty and social inclusion, inequality, education and the industrial relations system.
2.1

Labour Market: Influence of Social Dialogue and Social Partners

The Portuguese labour market has long performed well in EU terms. Despite the prevailing low wages, until very recently low unemployment rates coexisted alongside high
participation and employment rates (Figures 9.5 and 9.6).
2.1.1 Participation, employment and unemployment
The financial and economic crisis particularly disrupted the Portuguese labour market.
Convergence with the EU unemployment rate (on course since the early 2000s) changed
to an increasing divergence. Since 2014 unemployment and employment rates have
begun to converge again towards the EU average. Whether this is mainly a rearrangement brought about by the crisis or a persistent change in the direction of Portuguese
convergence (meaning, in this case, a negative change) towards EU employment and
unemployment levels remains to be seen. Anyway, the increase in the unemployment rate
since the early 2000s signals more of a structural change than the sole effect of the crisis.
The mismatch between supply and demand of skills and the difficulties of (re)training
unskilled and older workers – who are highly represented in long-term unemployment –
are examples of such structural changes.
2.1.2 Increasing duality?
Labour market dynamics are also reflected in forms of employment. Figure 9.8 shows
clearly that temporary contracts are particularly important in Portugal (compared with
the EU average). Since the mid-1990s a duality between permanent and temporary
workers has become one of the structural characteristics of the Portuguese economy (see
Figure 9.7). This increasing duality indicates concrete demand for flexibility in labour
contracts among firms, but the use of temporary contracts as a generalised instrument
of such flexibility hinders convergence as it increases precarious employment. Also, we
cannot say that the debate on temporary contracts has to date been a priority of social
dialogue and it must urgently be included in the social dialogue agenda.
The share of part-time employment in the Portuguese labour market remains low for
both male and female employees (Figures 9.9 and 9.10). Part-time employment as an
instrument of adaptability is much less present in the Portuguese labour market than in
other EU countries (Figure 9.11).
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Figure 9.3

Per capita GDP in Portugal and the EU, 2016 (index: EU28 = 100)
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Figure 9.4 
GDP per capita in PPS, EU28 and Portugal, 1995–2016 (index, EU28 =
100)
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Figure 9.5

Unemployment rate, Portugal and EU15, 1995–2016

2.1.3 Work–life balance
The picture of gender diversity presented in Figure 9.11 is in line with the well-known
female-biased incidence of part-time work. This leads us to consider the mechanisms of
work–life balance and its shaping and evolution in Portugal and the EU.
Portugal has long been a country of high employment activity (currently similar to the
EU15 level) and especially of high female activity (Figures 9.12 and 9.13).
Portuguese mothers do not reduce their employment rate much if they have more
children (maternal employment rates of women with one and with two children were,
respectively, 76.2 and 76.5 per cent; the rate falls to 63.8 per cent for three or more
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Figure 9.6

Employment rate, Portugal and EU15, 1995–2016
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Figure 9.7 
Share of temporary employees in total employment, Portugal and EU15,
1995–2016 (percentage)
children) or with the age of the children (the maternal employment rate is 73.2 per cent
if the youngest child is aged 0–2 years and 76.5 per cent for a youngest child aged 3–5
years).24 Data on the paternal employment rate are not available (probably because
male activity is not expected to correspond to the age and number of children). Data
on labour market status in terms of both paternity and maternity are very much needed
because the size of the existing gaps and their evolution is important and because, in
several member states, as in Portugal, compulsory paternity leave and its extension have
been accorded high importance within family policies and their effects need to be duly
evaluated.
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Figure 9.8 
Share of temporary employees in total employment, Portugal, EU15, EU28
and member states
Given the low per capita GDP (and low wages – see below) in Portugal what are the main
mechanisms for reconciling work and family life?
Public investment in childcare and the development of social infrastructure in this area
have made it easier for families to access external care.25 Enrolment rates for 0–2-yearolds and 3–5-year-olds in pre-school and pre-primary education were, in 2014, 54.7 and
87.9 per cent, respectively, above the EU28 average.26
However, very low fertility rates also play a major role in how families adjust their
childcare and labour market participation. While low fertility is a well-known (although
not frequently discussed as an economic, social and political issue) problem facing both
richer and poorer countries in the EU, it is particularly felt in southern European countries, with Portugal ranking at the very bottom (Figures 9.14 and 9.15). We think that
demography should play a more central role in social and political debates and in social
dialogue. For industrial relations the relevant topic is not the evolution of fertility in itself
but rather work–life balance. Owing to the estimated negative rates of natural population
growth, the challenge of generating a long-term sustained trajectory of fertility increase
cannot rely on families alone. Social investment of firms in generating a friendlier work–
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Figure 9.9 
Share of part-time in total employment, women, Portugal and EU15,
1995–2016
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Figure 9.10 
Share of part-time in total employment, men, Portugal and EU15,
1995–2016
life balance will be crucial and consequently a relevant issue for social dialogue. There
is some evidence of the importance of negotiation on this issue. A tripartite agreement
signed in 2008, which paved the way to the changes in the Labour Code in 2009, includes,
as a counterpart of negotiating higher work flexibility, improvements in maternity and
paternity leave support.27
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Figure 9.11 
Share of part-time in total employment, Portugal, EU15, EU28 and member
states, 2016
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Figure 9.12

Activity rate, women, Portugal and EU15, 1995–2016

2.1.4 Wage distribution and low pay
Portuguese wages are very low by EU standards (Figure 9.16). A comparative assessment
of wage development is often difficult due to the scarcity of comparable information
across countries and over time. Using a proxy for wages in the different EU countries
(total wages as a percentage of total population28) we can see no clear signs of convergence in the late 1990s and slow signs of divergence since the beginning of the 2000s,
exacerbated since the beginning of the crisis (Figure 9.17). During the bailout adjustment, public sector employment was maintained in exchange for severe wage cuts. As
for the private sector, jobs cuts and constant or even falling wages for those who kept
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Figure 9.13

Activity rate, men, Portugal and EU15, 1995–2016
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Figure 9.14

Total fertility rate, Portugal and EU member states, 2015
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Figure 9.15

Total fertility rate in Portugal and selected EU member states, 1986–2014

their jobs are additional reasons for the fall in wages across the board. The downward
evolution also reflects a dynamic of industrial relations in which the employers enhanced
their relative position as the bailout adjustment period tended to unbalance employer–
employee relations in favour of the former.
Minimum wages have had an important role in the evolution of wages. Their impact
must be analysed from two standpoints: (1) minimum wages can push up other wages
(Figure 9.18), but (2) if the ratio between the minimum and the average wage is high
(Figure 9.19), they help to reduce inequality at the bottom of the wage distribution by
increasing the share of minimum wage earners (Figure 9.20).
Upgrading the minimum wage in Portugal is an issue on which the social dialogue
institutions have played an important role. In 2006 an important agreement was signed
(see above) by all social partners on minimum wages. This agreement recognised the
‘low value of the existing minimum wage in Portugal, as well as the desirability of its
gradual increase’ and the ‘importance of defining the evolution of the monetary value
of the minimum wage on a medium term basis in order to ensure both predictability
and trust for firms and workers’ (CES 2006, p. 1). This was a significant characteristic of
the period before the crisis: increasing trust among the social partners was accumulated
in the course of institutional social dialogue, compared with the conflictual pattern
of the 1970s, the 1980s and most of the 1990s. This trust had a very positive effect on
the functioning of the Portuguese labour market, creating very favourable (even if not
permanent) social conditions until the crisis, while austerity policy has severely disrupted
this favourable context.29
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Figure 9.16

Median hourly earnings in PPS, Portugal and EU member states, 2014
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Figure 9.17

Wage earnings per capita (PPS), EU19, EU28 and Portugal, 1995–2016
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Figure 9.18
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Income Inequality and Polarised Income Distribution

Portugal has a low income level by EU standards (Figure 9.21) and high and persistent
income inequality (Figure 9.22). A process of convergence towards the EU mean was
visible in the first decade of the 2000s but was interrupted by the financial and economic
crisis. Figure 9.22 shows that after 2009 the convergence of the Gini coefficient was interrupted, although it is still not clear whether the ongoing recovery will again be followed
by falling inequality.
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Figure 9.19 
Monthly minimum wage as a proportion of average monthly earnings,
Portugal and EU member states (percentage)
It is important to stress that income distribution in Portugal appears to be quite polarised
in EU terms. Figures 9.23 and 9.24 compare the P90/P10 (used as a measure of inequality
in the upper part of the income distribution) and the P50/P10 (used as a measure of
inequality in the lower part of the income distribution) for two groups of EU countries.
Three main aspects must be highlighted: (1) inequality is particularly high in Portugal in
the upper tail of the income distribution; (2) inequality at the bottom, high by northern
European standards, is significantly lower than in other southern European countries;
and (3) the crisis had a noticeable impact on increasing inequality at the bottom but not
at the top of the income distribution.
Still – and following González et al. (2016) – it is important to note here that middleincome groups appear to have been particularly resilient in Portugal in terms of their
income share during the period of the crisis, enjoying relative success by EU standards.
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Figure 9.20

Wage distribution in Portugal, 2007 and 2015

These groups experienced lower income losses in the period of the bailout. This indicates
some success on the part of the progressive tax system and social transfers in performing their redistributive roles, although low-income groups were penalised together with
higher-income groups. However, González et al. (2016) also argue that, given the high
inequality in Portugal, the low absolute level of household income and the comparatively
smaller size of the middle class (by income) this resilience is only partial.
2.3

Poverty and Social Inclusion

The at-risk-of-poverty rate has been high in EU terms and again the recent crisis interrupted the very slight decrease that has been observed since the mid-2000s (Figure 9.25).
But what importance is accorded poverty rates in Portugal within the framework of
industrial relations and social dialogue? The level of unemployment and the incidence
of low pay are, together with the educational shortcomings of the unskilled, significant
factors of social exclusion in Portugal (González et al. 2016). Poverty issues are thus, at
least indirectly, always present on the social dialogue agenda.
In-work poverty, which is high in Portugal, has been is increasing in the EU as a whole
since the crisis (Figure 9.26). Again, the convergence that was visible in the early 2000s
has been interrupted by the recent crisis.
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Figure 9.21

Median equivalised net income in Portugal and the EU, 2015
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Figure 9.22 
Gini coefficient of equivalised disposable income, Portugal and EU27, EU19
euro area and Portugal, 1994–2015
2.4

Education as a Means of Social Mobility

Portugal ranks first among EU member states in terms of the low educational level of
its population measured by the relative importance of only primary-school educated
individuals in the working-age population (Figure 9.27).30
The educational deficit appears to be one of the main structural characteristics of
Portuguese society and labour market. Relevant signs of convergence to EU levels
have been visible in recent years, resulting from the high social investment in this area
(Figure 9.28). It cannot be said that the crisis and bailout adjustment halted social
investment in education in absolute terms. However, the budgetary consequences of
fiscal consolidation led to significant difficulties in maintaining high social investment in
education. The cuts in teachers’ wages, the interruption of career progressions and the
corresponding problems with motivation, and the limits imposed on public investment
in school infrastructure illustrate the constrained circumstances. Given the persistence of
a substantial gap, the bailout adjustment, although not halting social investment in this
area, significantly compromised the need to maintain a persistent convergence trajectory.
At least three social pacts were signed in the 2000s (2001, 2005 and 2006) on education
and, mainly, on-the-job training, recognising ‘the existing school and training deficits of
the Portuguese labour market [that represent a key hindrance] to firms’ competiveness,
job creation and improvements in working conditions’.31
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Figure 9.25

At-risk-of-poverty rate, Portugal and EU27, 2004–2015 (percentage)
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Industrial Relations and Social Convergence

2.5.1 Collective bargaining and the labour market
In the 44 years since democracy was restored, social dialogue and collective bargaining
have experienced periods of discontinuity but have also reflected the influence of political
party disputes. Interpreting the development of the labour and capital shares in income
distribution as a proxy of the balance between the political influence of capital and labour
shows that in periods of falling labour share – such as the bailout austerity period – social
dialogue and collective bargaining tend to be weaker. Currently, no research is available in
Portugal that extends the analysis of Piketty and Zucman (2014) on the development of
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Figure 9.27 
Structure of population by educational level, Portugal, EU19 euro area,
EU15, EU28 and EU member states, 2016
indicators such as the wealth:income ratio and of capital and profit shares, or on its most
recent developments as presented by Eggertsson et al. (2018), who explore the effects of
concentration and monopoly in inequality. The new variables used in that research could
enable a better understanding of the influence of inequality patterns in Portugal on the
strength (or weakness) of social dialogue and collective bargaining.
That said, it is very important to underline the perverse effect of discontinuity in social
dialogue and collective bargaining over the Portuguese economy’s need for structural
change. The difficult and painful transition from a competitiveness model led by cheap
and abundant labour towards another one led by innovation, skilled labour and demographic decline cannot be achieved without a strong investment in social dialogue able
to create an adequate level of trust among the social partners. Restoring trust is crucial
in establishing more stable horizons for investment and ensuring that the wage structure
reflects the slow but sustained increase in better qualified and skilled youngsters entering
the labour market.
As shown by González et al. (2016), young skilled workers are entering the Portuguese
labour market with a much higher level of education than that of those already
employed. To enable this increased level of skills to contribute successfully to the needed
transition to a competitiveness model led by innovation and high-skilled jobs, returns to

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 318

21/03/2019 15:59

319

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 319

21/03/2019 15:59

Portugal

0

5

10

15

20

25

30

35

04 05 06 07 08 09 10 11 12 13 14 15 16
20 20 20 20 20 20 20 20 20 20 20 20 20

EU15

Portugal

EU15

Portugal

0 4 0 5 0 6 0 7 0 8 0 9 1 0 1 1 1 2 1 3 14 15 16
2 0 2 0 2 0 2 0 2 0 2 0 2 0 2 0 2 0 2 0 2 0 20 20

0

5

10

15

20

25

30

35

40

45
40

45

50

Figure 9.28 
Share of population aged 25 to 34 by educational level, Portugal and EU15, 2004–2016
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higher education must come to be generally perceived as positive.32 The social partners
and social dialogue can have an important role in enhancing the positive effects of education. In 2006 an important agreement was reached on reforming the training system,
one of the few signed not only by the four employers’ confederations, but also by the
two unions’ confederations (the UGT and the CGTP – the latter normally does not sign
social agreements). This agreement was an important milestone in achieving social dialogue consensus on labour qualifications and generating important results in collective
bargaining. The contribution of continuous training to employment and well-designed
retraining for the unemployed both have to be seen as convergence factors. Sustainable
agreement is needed on the importance of workers’ training and qualifications as a basis
for the changes needed in production. After rebalancing relations between employers and
employees, there is considerable room in social dialogue for further agreements targeted
at these objectives.
The argument can be extended to the needed balance between labour market flexibility
and security. The Portuguese labour market is known to have very restrictive legislation
according to the OECD index of strictness of employment protection (SEP). However, it
is important to note that, in recent decades, rigidity in temporary contracts and collective
dismissals have been sharply reduced: with regard to the SEP and temporary contracts
the index fell from 2.81 in 2000 to 1.81 in 2013, only slightly above the OECD average
value (1.72); as for the SEP concerning collective dismissals (additional restrictions),33 it
fell from 2.88 in 2004 to 1.88 in 2013, well below the OECD average (2.90). The index that
has the highest value is the SEP on individual dismissals (regular contracts): Portugal has
the highest value of all OECD countries (3.18) compared with an OECD average of 2.04.
However, it has to be stressed that almost all EU countries rank high on this indicator,
especially the Netherlands (2.82), Germany (2.68) and Sweden (2.61). We must therefore
show some caution with regard to the links between index rigidity and flexibility in the
labour market. The evolution of labour legislation, and of its necessary adaptability to
new dynamics in both the economic and the social system, cannot be an instrument for
conjunctural adjustment. Stability of labour law is necessary to enable both workers and
firms to plan for the future.
More than the changes (even if pertinent) that can be introduced in generally favourable conjunctures (for both workers and firms), a debate is needed on a stable approach
to ‘flexi-securitise’ the Portuguese labour market and facilitate the transition to a
new competitiveness model. From this perspective the trade-off between more secure
temporary contracts and more flexible regular contracts has to be taken seriously.
It is obvious that labour market legislation cannot be isolated from the political imbalance between capital and labour. However, in the case of Portugal, the search for stability
to attract and consolidate higher and upgraded levels of foreign direct investment cannot
be promoted in a permanently changing labour law context. Because social dialogue
and collective bargaining cannot ignore the need for the Portuguese economy to move
towards a new competitiveness model, a balance must be sought between the capitallabour approach and competitiveness-led priorities.
In line with the search for balance, the high level of segmentation in the Portuguese
labour market should be a top priority for a new social dialogue round.
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2.5.2 Collective bargaining and social cohesion
Social dialogue and collective bargaining should be seen as social cohesion mechanisms.
The Portuguese experience is still in its infancy in these matters. Beyond the discussion on
minimum wages, which is the most notable bargaining dimension, there are other central
debates in line with social cohesion objectives. For example, reconciliation between work
and family life is a gender-driven discussion considered to be decisive in reducing the
gender gap in the labour market but also to allow a higher level of fertility. The efforts to
increase the fertility rate in Portugal, one of the lowest in the industrialised world, should
be interpreted as a national priority to which everybody must contribute. Social dialogue
and collective bargaining are pertinent institutional spaces for ensuring that employers
also contribute to this national objective. Firms’ receptiveness to more flexible regimes
that provide for a more balanced reconciliation of work and family life should be seen as
a social contribution to the recovery of fertility rates.
Reducing conflict and tightening links between employers and workers through social
dialogue is also a source of social cohesion likely to encourage a more stable investment
context.
Last but not the least, inequality in income distribution and poverty cannot be
marginalised or ignored in social dialogue. All the research shows that, in Portugal, low
education, low wages and unemployment, often generating interdependent effects, are
the main sources of poverty. The risk of poverty is directly or indirectly linked to labour
market performance and thus cannot be kept out of the scope of social dialogue.

3.

 ASE STUDY 1: GENDER EQUALITY AND COLLECTIVE
C
BARGAINING

Gender equality has been at the forefront of European employment policy since the
early 1990s. Convergence as regards gender equality is a necessary dimension of social
convergence among EU member states.
Several analytical dimensions are at issue when gender equality is put on the agenda:
activity and inactivity gaps (and the need to include in the analysis the reconciliation of
work and family life), employment and unemployment gaps, and pay gaps.
3.1

Recent Evolution of Gender Equality on the Portuguese Labour Market

Since at least the 1970s, the Portuguese labour market has had a high female participation
rate by EU standards. Figure 9.29 shows a pattern that clearly differentiates Portugal
from the other EU15 member states: Portugal combines a high female activity rate with
a low incidence of female part-time employment.34
Gender employment and unemployment gaps exist in Portugal as in other member
states and the effects of the recent crisis show up very clearly in Figure 9.30. However,
compared with the EU15 average, the gender gap in employment rates remains lower in
Portugal. In Portugal, similar to the EU15 average, the gender unemployment gap had
been falling and eventually disappeared during the crisis.
As in the other EU member states, employment in Portugal remains highly segregated
by gender, regarding both sectors and occupations.
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Figure 9.29 
Activity rate and share of part-time in total employment, women, Portugal
and EU15, 2016
The gender wage gap (Figure 9.31) is above the EU average and, according to several
studies (for example, González et al. 2009), is highly dependent on sector and occupation.
Also, as shown in Figure 9.32, it strongly increased during the crisis, in contrast with a
fairly stable evolution in the EU28. Thus a diverging process as regards gender gaps is
also visible, associated with Portugal’s recent development.
3.2

Is Collective Bargaining Concerned with Gender Equality?

Gender issues have traditionally been absent from the industrial relations discussion.35
Yet the higher visibility of gender inequalities seems to be opening up some space for
introducing this dimension into collective bargaining. Recently, in Portugal, a new collective agreement in the footwear industry signed in April 2017 integrated the gender wage
gap in the discussion and agreed a new wage grid eliminating gender wage gaps.
The footwear industry is highly dominated by female workers (Table 9.1). However,
despite the fact that in Portugal, as in other EU countries, manufacturing has a lower
concentration of female workers as regards the average labour market, some sectors
within manufacturing remain highly feminised, such as textiles, clothing and footwear.
The data also clearly show that the gender wage gap in this sector is clearly above the
average wage gap in the labour market.
Since discrimination is unconstitutional in Portugal, the differences in wages are mainly
due to female-dominated occupations being paid less than functionally equivalent maledominated occupations. Since 2016, the union federation (FESETE) and the employers’
association (APPICAPS) in the footwear sector have started negotiations to eliminate
gender differences in similar-level occupations and, after a deep reorganisation of categories, signed a collective agreement in 2017 in which those differences were eliminated.

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 322

21/03/2019 15:59

323

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 323

21/03/2019 15:59

Eurostat.

Portugal_M
Portugal_F

EU15_M

EU15_F

0

2

4

6

8

10

12

14

16

18

Unemployment rates by gender

EU15_F

EU15_M

Figure 9.30 
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Figure 9.31

Gender pay gap in unadjusted form, Portugal and EU member states, 2015

According to the trade union federation for the footwear industry:
[it is] very important and a matter of basic justice to eliminate discrimination regarding occupations and the wages of predominantly female jobs. After serious and deep research on this topic
in 2016 and 2017 FESETE and its affiliated unions were able to negotiate with APPICAPS the
eradication of such unfair discrimination that has long affected women in this sector.36

The employers’ association described the agreement as ‘historic’ as it achieves, for the
first time, equal pay for workers of equivalent categories independent of gender.37
This agreement was widely reported in the media38 and the Minister of Labour himself
was present at its signing in order to signal the importance the government attaches to
such a novel initiative. He stated that it ‘is not only another collective agreement but
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Figure 9.32

Gender pay gap in unadjusted form, Portugal and EU28, 2007–15

Table 9.1 
Share of women in employment and gender wage gap in Portugal, 2016
(percentage)
Share of women in total
employment

Gender wage gap

48.2
42.7
68.7

18.7
30.4
27.4

Total
Manufacturing
Textiles, clothing and footwear

Note: Data refer to the private sector of the Portuguese economy. The gender wage gap is obtained as
follows: (male mean wage – female mean wage) / female mean wage.
Source: GEP/MTSS, Quadros de Pessoal 2016 – Síntese.

rather an innovative one as it combats gender discrimination’.39 Social actors in other
sectors have been encouraged to promote similar initiatives.

4.

 ASE STUDY 2: CENTRALISED OR DECENTRALISED
C
INDUSTRIAL RELATIONS SYSTEMS?

Decentralisation of the industrial relations system entered the public debate mainly in the
aftermath of the financial and economic crisis and the intervention of the Troika. One of
the reforms included in the Memorandum of Understanding (MoU) was the ‘organised
decentralisation’ of the collective bargaining system. As referred to in the MoU, the
importance of such decentralisation had already been recognised in a tripartite agreement signed between the Portuguese government, the employers’ confederations and one
of the union confederations a couple of months beforehand. The text of the MoU states:
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[the Portuguese Government will] implement the commitments in the Tripartite Agreement
of March 2011 concerning ‘organised decentralisation’, notably concerning . . . the possibility
for works councils to negotiate functional and geographical mobility conditions and working
time arrangements; . . . the lowering of the firm size threshold above which works councils can
conclude firm-level agreements to 250 employees.40

The tripartite agreement in question (CES 2011, pp. 22–3) refers to these issues, but
also explicitly states that ‘the predominance in Portugal of micro and medium firms
implies that, in order to maintain the high coverage rate of collective agreements,
sectoral collective bargaining has to maintain an important role in Portuguese industrial
relations’. This statement refers to two central issues for the Portuguese social partners
within the framework of the decentralisation process: first, decentralisation should mean
developing both firm and sectoral bargaining; and second, decentralisation should be
accompanied by high coverage of collective agreements.
4.1

 hould We Decentralise the Industrial Relations System? What Are the Costs and
S
Benefits of Such Decentralisation?

The rationale for decentralising collective agreements is based on the importance of
conferring autonomy on social actors at the firm level to decide on certain domains
regulated at the sectoral level. These issues include mobility, organisation of working
time and functional adaptability, and are aimed at enabling firm-specific adjustments in
order to increase adaptability at the firm level, while also accommodating workers’ needs
and interests. At firm level, both the employer and the workers have more information
on the specific needs of the firm, which makes possible better designed solutions. These
issues are on the plus side of decentralisation.
However, we have to be aware that proximity of employee and employer can induce
contradictory dynamics. Proximity, in a context of trust, can give rise to creative solutions
for the organisation of work; but in a context of more authoritarian labour relations, it
can reduce the power of workers’ voice. This has to be counted among the potential costs
of decentralisation.
In a recent study (Távora and González 2016a) of the Portuguese industrial relations
system in manufacturing, three distinctive models of management practice at the firm
level were identified:
1.
2.

3.

Authoritarian models, related to a management stance of open hostility towards
unions (‘if you are a union member you are not welcome in the firm’ or other more
moderate, but equally unfriendly positions).
Paternalistic models, related to practices in which certain forms of social dialogue are
promoted but firms represent workers as ‘not really understanding reality’ and so in
need of ‘guidance’ by managers. Frequently in these firms norms of ‘gift exchange’
are prevalent in labour relations.
Dialogue models in which managers and (elected) workers’ representatives represent
social dialogue and access to information as essential for the quality of labour relations. Dialogue between managers and workers is effective and based on mutual
respect, mutual concessions and innovative outcomes. These models are more prevalent in big firms but have also been identified in small firms.
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We must then be aware that different management practices impose different constraints
on the outcomes of decentralisation.
It is also clear in Távora and González (2016) that diverse negotiation practices exist
in different workers’ organisations operating at the firm, sectoral and national levels in
Portugal:
●●
●●
●●

●●

Some workers’ organisations are rigid, hostile towards management and distrustful
of negotiation.
Others appear to be much more flexible and open to negotiation (with regard to
what is considered negotiable).
Despite workers’ organisations affiliated to the CGTP (the bigger, older trade
union confederation, close to the Communist Party) normally being more rigid
and those affiliated to the UGT (more in the political centre, represented by the
Socialist and the Social Democratic parties) being more open to negotiation, it
is clear that, at the sectoral and firm levels, this association is much looser, with
CGTP-dominated workers’ committees and unions being, in some cases, involved
in open and innovative dialogue, as in the case of the footwear sector (see Case
Study 1 in section 3).
Evidence of very strong hostility between different union representatives has also
been collected, particularly at the sectoral level, making the attainment of trust
among the social partners more complex.

It is important to note all this to identify the potential costs of decentralising collective
bargaining. The positive potential of the process might come to nought in a context of
highly conflictual, hostile and mistrustful labour relations. Also, and as stressed in CES
(2011), the composition of Portuguese firms (micro-firms account for 95.3 per cent of
total firms and 41.2 per cent of total employment, compared with 92.8 per cent and 29.8
per cent in the EU2841) favours the combination of centralised and decentralised bargaining levels since, in small firms, formal negotiations at the firm level hardly exist.
4.2

 mpirical Evidence on Novel Initiatives Involving the Decentralisation of Collective
E
Bargaining

When we discuss employee representation in the workplace in Portugal, the case of
Auto-Europa is normally raised. Auto-Europa is a car manufacturer that belongs to the
Volkswagen group and is considered a ‘paradigmatic but atypical case of good industrial
relations and firm-level bargaining in Portugal’ (Távora and González 2016a, p. 357).
[T]he atypical character of industrial relations in the firm lies not only in their unusually collaborative nature but also in the fact that the negotiating party from the workers’ side is the workers’
committee, which signs company agreements without the mandate of the sectoral union. For
this reason, these agreements are not legally enforceable but they have effectively regulated the
organisation of work, and the terms and conditions of employment in the firm since 1994, while
contributing to industrial peace. The character of industrial relations in this company is, however,
strongly influenced by those of the German parent company. Under that influence, management
is highly supportive of regular communication and transparent sharing of information that
supports a culture of cooperation and trust. (Távora and González 2016a, p. 357)
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The influence of the German industrial relations system in this particular firm is often
emphasised as its participatory and cooperative characteristics differ from those in other
big Portuguese firms.
Union density in the firm is high and there is high participation in elections for the
workers’ committee, involving normally 70 to 90 per cent of the firm’s employees.
Several agreements have been reached at the firm level in recent decades, introducing
innovative solutions for the particular needs of the firm, including a system of timebanking first introduced in 2003 – long before its inclusion in the Labour Code in 2009
– and further developed in 2012.
Recently, together with the installation of a newly elected workers’ committee, there
has been an increasing level of conflict in the firm. Whether the two are connected is
currently a topic of controversy. The main issue of disagreement concerns extra work at
the weekend, which has stimulated an interesting public debate on the reconciliation of
work and family life. One of the main issues is the difficulty of finding childcare services
at affordable prices at weekends.
Auto-Europa is often considered a good example of the benefits of decentralisation.
However, replicating this experience at other Portuguese firms has been difficult, despite
other good experiences of firm-level collective bargaining in big firms. But we should
not confuse decentralisation of collective agreements to the firm level when possible,
which is positive, with downgrading sectoral collective bargaining. Collective bargaining
at the sectoral level is crucial in Portugal, both for historical reasons and, fundamentally,
because of the highly dispersed firm structure, with a very high incidence of small and
very small enterprises, often with very traditional management. Sectoral collective bargaining thus appears to be an important means of achieving equity among workers and
fair competition among firms.

5.

CONCLUSIONS

Convergence towards the EU average, in Portugal, is strongly determined by the country’s
recent history. From 1974, Portugal had to build a democratic society, a welfare state
and a sustainable and open economic system. This has been strongly influenced, as has
industrial relations, by the legacy of the autocratic regime and a revolutionary transition.
Portugal joined the EU in 1986, at which point it was well below the EU average in
terms of economic indicators (per capita GDP) and social indicators (namely, education,
poverty, income inequality and wages).
The gaps have remained wide, but recent trends show important changes. The recent
crisis (felt in Portugal mainly after 2009) interrupted a convergence trend characterised
by a number of social indicators (even if without a clear convergence path as regards
economic convergence).
In the first decade of the 2000s, convergence towards the EU average was visible in
terms of income inequality, poverty rates and education. However, the crisis and bailout
of the Portuguese economy clearly interrupted this convergence process. Also, the crisis
introduced a marked divergence in GDP per capita and in the main labour market indicators, namely, unemployment and employment rates and wages. This evidence shows
how social convergence can hardly be dissociated from economic convergence and the
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sustainability of the Portugal’s competitiveness model in the euro zone. Indeed, it shows
that economic and social convergence should be combined.
The social convergence witnessed in the early 2000s was accompanied by an accumulation of trust among the social partners by means of the enhancement of social dialogue
at a centralised level. This increased visibility and recognition of the role of social dialogue contributed to important agreements between the social partners, allowing several
reforms of labour law but also social recognition of the need to tackle certain structural
deficits in the Portuguese labour market. Three aspects are particularly important:
1.

2.

3.

Recognition of the low wages in Portugal and the need to increase them from
the perspective of workers (to increase purchasing power, to avoid poverty and
to ensure decent pay), but also from the perspective of employers (as sustainable
competitiveness in a globalised world needs to go beyond competition based on low
wages), contributed to the increased awareness of the importance of promoting wage
increases for both social and competitiveness purposes and brought also to the public
debate the importance of medium-term agreements as a basis for more informed
decisions of both workers and firms.
Recognition of skill shortages and the need to invest in both education and training.
Again, the acknowledgement of the importance of investing in education and training (in both the public and private sectors) and of its consequent positive effects for
workers and for firms (for both social and competiveness improvements) has proved
to be of the utmost importance;
Recognition of the need to maintain a healthy social security system, both because of
the need to cover social risks adequately (unemployment and old age, among many
others) and to ensure its sustainability. The increased awareness of the need for sustainability introduced into the public debate the issues of ageing and fertility. These
issues have contributed to an increased awareness of the need to integrate gender
equality and reconciliation of work and family life in the public debate.

The convergence process of the first decade of twenty-first century has other causes in
addition to institutionalised social dialogue and the accumulation of trust by the social
partners, as reflected in the various agreements and pacts. However, the latter have been
key to developments.
The recent crisis and the intervention of the Troika represented an interruption of
both the convergence process, in terms of most social and economic indicators, and
investment in social dialogue (nevertheless, the previous accumulation of trust made
possible two tripartite agreements in 2011 and 2012 that have been crucial for the climate
of relative social peace that characterised the implementation of the Troika measures
in Portugal). The period of Troika intervention was characterised by the suspension of
social dialogue, culminating in the government’s unilateral implementation of very strict
criteria for the extension of sectoral collective agreements, which were strongly opposed
by both unions and employers. This opposition is one sign of the weakness of a political
approach centred mainly, or even exclusively, on individual firms and workers. Even
though some aspects of decentralisation are important, they cannot substitute sectoral
agreements. Instead, firms and sectoral collective agreements must coexist and their
interaction must be facilitated.
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Recently, the recovery of the economy and the labour market has been accompanied
by clear signs that more institutional importance is being attached to social dialogue.
There are also signs of innovation with regard to collective agreements, for example,
with the emergence of reconciliation of work and family life, and of gender equality as
important domains of negotiation.
We strongly believe that efforts to improve social indicators, leading to closer social
convergence towards the EU average, would benefit strongly from more dynamic industrial relations and increasing integration in collective dialogue of both the traditional
issues of collective bargaining (wages, working conditions and working time) and
reconciliation of work and family life and equal opportunities (as regards gender, but
also other dimensions).

NOTES
1.
2.
3.
4.
5.
6.
7.
8.
9.
10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22.
23.
24.

We use the EU15 average for two reasons: first, for the evolution of some indicators we benefit from
longer series of data; second, the EU15 congregates the higher income countries within the EU and so, in
convergence terms, comparison with it is perhaps more meaningful.
For a more detailed analysis of this process see González and Figueiredo (2015).
ISI Growth – Innovation fuelled, sustainable, inclusive growth, accessed 7 December 2017 at http://www.
isigrowth.eu/.
Eurostat, Annual National Accounts.
Eurostat, Income and Living Conditions.
Eurostat, [edat_lfse_20].
The NEET rates in Portugal show clear divergence as regards the EU28 during the recent crisis: for
20–24-year-olds and in the period 2008–13 it increased from 13.2 to 20.6 per cent in Portugal and from
15.0 to 18.7 per cent in the EU28 (Eurostat, edat_lfse_20).
‘STEM’ refers to four research and education areas considered to be core domains of knowledge based
societies: science, technology, engineering and mathematics.
For an analysis of the effects of recent history on the design and the dynamics of the Portuguese welfare
state see González and Figueiredo (2015).
For a deeper analysis of this process see Távora and González (2016a).
For a description of this segmentation and its historical emergence see, among others, Centeno (2013).
Conselho Permanente de Concertação Social.
The UGT is a union confederation created when union plurality was introduced in Portugal and is generally considered to be open to negotiation and social dialogue. In political terms it is closer to the Socialist
Party (centre left) and to the Social Democratic Party (centre right).
The CGTP is the oldest union confederation in the country, created as a clandestine organisation before
the democratic revolution. It is fairly confrontational and seldom agrees to negotiate and sign social pacts.
In political terms it is close to the Communist Party.
See also González and Figueiredo (2015) and Távora and González (2016b).
The data collected here come from Visser database, which is a standard source for information on
industrial relations systems. This dataset is often criticised, however, and other data are often referred to
at national level.
For an interesting discussion of the issue see Hijzen et al. (2017).
Gabinete de Estratégia e Planeamento (Portuguese Ministry of Labour) (GEP/MTSS) (2018), Boletim
Estatístico (Statistical Bulletin), January.
Conselho Economico e Social (2006, p. 1).
For a more detailed analysis of this process see González and Figueiredo (2015).
Other changes concerned the continuation of reforms already started in 2003, including the fragility and
expiration of collective agreements and decentralisation.
Resolution of the Government 90/2012.
Governo inviabiliza contratação coletiva, 6 November 2012, accessed 7 December 2017 at http://www.cip.
org.pt/irj/servlet/prt/portal/prtroot/com.sap.km.cm.docs/cip/conteudos/areasestrategicas/assuntossociais/
informacao/804d09ab-700a-3010-eca8-c971533a047a.xml.
Organisation for Economic Co-operation and Development, Family Database. Data refer to 2014.
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25.
26.
27.
28.
29.
30.
31.
32.
33.
34.
35.
36.
37.
38.
39.
40.
41.

This is much truer for childcare than it is for elderly care, which should also be analysed in terms of social
convergence.
Organisation for Economic Co-operation and Development, Family Database.
Conselho Economico e Social (2008, p. 6).
PORDATA, European data, accessed 23 November 2017 at http://www.pordata.pt/DB/Europa/Ambien
te+de+Consulta/Tabela.
For a more detailed analysis see González and Figueiredo (2015).
As regards the population aged 25 to 34 (with this same share) Portugal ranks third behind Spain and
Malta.
Conselho Economico e Social (2001, p. 1).
For an important analysis of the benefits of higher education in Portugal, see Figueiredo et al. (2017).
According to the OECD database ‘the indicator of strictness of employment protection – collective
dismissals (additional provisions) – measures additional costs and procedures involved in dismissing more
than one worker at a time (compared with the cost of individual dismissal)’.
For a discussion of the historical foundations of the high female activity rate in Portugal see Ruivo et al.
(1998).
For a discussion on this issue see Távora and Rubery (2013).
FESETE, press release, April 2017, accessed at http://fesete.pt/portal/docs/pdf/comacordocalcado2017.
pdf.
APPICAPS, press release, 19 April 2017, accessed at https://www.apiccaps.pt/news/calcado-fecha-con
trato-coletivo-historico/2420.html).
For example, see ‘Igualdade de género nos salários do calçado’, Público, 18 April 2017; ‘Mulheres vão
ganhar tanto como os homens na indústria do calçado’, Jornal de Negócios, 17 April 2017; ‘Como a
indústria do calçado deu o exemplo’, Expresso, 24 April 2017.
‘Patrão dos patrões do calçado: “Discussões macias são para mulheres grávidas”’, Jornal de Negécios, 18
April 2017.
Memorandum of Understanding on Specific Economic Policy Conditionality, Portugal (2011), 17 May, p. 55.
‘Annual enterprise statistics by size class for special aggregates of activities (NACE Rev. 2)’, available at
sbs_sc_sca_r2.
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10. S
 lovenia: Is the weakening of industrial
relations taking its toll on social
convergence?
Branko Bembič
1.

INTRODUCTION

Embarking on the transition from socialism to capitalism in the early 1990s, various
paths to capitalism as well as distinctively different ‘final destinations’ were open to
the societies of central and eastern Europe.1 Most commonly, the developed capitalist
societies are grouped in one of two ideal-types of institutional model: liberal market
economies, which rely mainly on market coordination, and coordinated market economies, in which non-market coordination plays an important role (Hall and Soskice 2001).
Nevertheless, most of the eight acceding central and eastern European (CEE) countries
followed a path towards a (neo)liberal regime and adopted a dependent market economy
model, characterised by specific institutions and comparative advantages built around
these economies’ (subordinated) role in the hierarchy of international corporations
(Nölke and Vliegenthart 2009). Dependent market economies are characterised by their
dependence on foreign direct investment (FDI) for raising investment and their most
important companies are hierarchically controlled by the headquarters of foreign multinationals. This puts the latter in a perfect position to erode the inclusiveness of industrial
relations institutions and instead rely on selective company-level agreements. Vocational
education survives, but heavy competition for FDI using tax breaks and low labour
costs does not allow for a generous public education system. With technology transfer
from multinationals, there is no need for investment in innovation-relevant skills, nor for
mechanisms enabling extensive non-market inter-company relations. In enabling multinational companies to smoothly adjust employment to the desired level, labour markets
are more flexible than in coordinated market economies but less flexible than in liberal
market economies in order to restrict the fluidity of their skilled work force. Finally, the
favourable tax treatment and incentives offered to foreign investors might undermine the
state’s capacities to sustain welfare provisions. The institutional arrangements described
are supposed to support comparative advantages in the assembly of complex consumer
and durable goods based on skilled, but cheap, labour (Nölke and Vliegenthart 2009).
In contrast to most CEE post-socialist countries, Slovenia constructed a distinctive
institutional architecture with several features of coordinated market economies and
strong corporatist features (Buchen 2007; Feldmann 2007), which eased dependence on
FDI and allowed for a socially more balanced transition. This chapter examines the most
important contributions of industrial relations to the process of institution-building
333
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and thus social convergence. The main line of argument is that there has been a close
relationship between economic and social convergence in Slovenia, especially during
the early periods of transition when, in the process of social dialogue, measures with a
strong impact on economic convergence were exchanged for reforms leading to upward
convergence in social standards. With the changing environment, social dialogue deteriorated and subsequently collapsed, and social convergence stalled. Nevertheless, social
dialogue at both national and sectoral levels was resuscitated after 2013, which indicates
its economic functionality, as well as opportunities for social convergence.
Section 2 provides an overview of Slovene industrial relations developments in view of
their impact on the social convergence process. The contribution of industrial relations
to social convergence in selected areas is analysed in section 3, which is followed by a case
study on the international cooperation of Slovene trade unions in response to transnational corporate activities (section 4). Section 5 concludes.

2.

I NDUSTRIAL RELATIONS AND SOCIAL DIALOGUE AS A
LINK BETWEEN ECONOMIC AND SOCIAL CONVERGENCE
IN SLOVENIA

2.1

 ormation of Industrial Relations Actors and Establishing Preconditions for Social
F
Dialogue (1987–92)

Two social forces that decisively shaped the Slovene transition path emerged and were
consolidated in the 1987–92 period. The first was the discontented working class that saw
a progressive deterioration in material conditions during the transformational depression. Its dissatisfaction was articulated by the trade union movement, which defeated the
government over its attempted imposition of the wage freeze in the 1992 general warning
strike. The strike was a turning point that established the trade unions as a partner that
every subsequent government had to reckon with (Crowley and Stanojević 2011). Owing
to the strength of organised labour during the transition period, Ost’s (2000) claim about
‘illusory corporatism’ in CEE countries is not persuasive in the case of Slovenia. The
other important force in the Slovene transition was the emerging domestic business class.
It was composed of highly influential managements of once self-managed companies
that de facto controlled the companies, even during the socialist era (cf. Županov 1985;
Djokić 2015) and nurtured aspirations to assume the position of a domestic capitalist
class in the emerging capitalism.
Both groups demanded to be included in the privatisation of ‘their companies’ at an
early stage of transition (Simoneti et al. 2003; Vrhovec 2010; Feldmann 2014, pp. 78–9).
An important (proto-)agreement between the two social forces was struck with the Law
on Privatisation (the Official Gazette of the Government of Slovenia – UL RS 55/1992),
which favoured insider owners to the almost total exclusion of foreign bidders (Mencinger
2006). Some of the cornerstones of Slovene industrial relations were put in place during
this early period. For instance, the first general collective agreement for the private sector
was signed and followed by industry-level collective agreements, and tripartism was
established in the social insurance system.
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2.2

Impact of Industrial Relations on Economic and Social Convergence (1987–92)

The general strike that abolished the wage freeze was important for economic convergence because it strengthened internal demand and helped to pull the economy out of
recession (Bole 1997), while at the same time preserving workers’ purchasing power. With
regard to economic convergence, the Law on Privatisation enabled the transformation
of social property into private (and state) property, which was essential for the transition
to a capitalist economy. From the perspective of social convergence, insider ownership
attenuated the socially disruptive effects of this transition and ensured socially more
sustainable outcomes. First, companies with workers’ ownership and board representation, on average, undertook less aggressive downsizing, had less precarious employment
arrangements and used less overtime, but also faced fewer strikes (Prašnikar et al. 2000).
Secondly, insider privatisation helped to avoid dependence on FDI, which later enabled
the country to be less burdened by the imperative to please international investors by
lowering social standards. Tripartism in the system of social insurance was important for
the preservation of the welfare state (for example, universal public health-care provision).
2.3

Striving for Real Convergence through Social Dialogue (1992–2001)

After Slovenia left the Yugoslavian federation and lost access to its market, two items came
to the top of the list of economic priorities: taming the very high rate of inflation and
ensuring the external liquidity of a suddenly highly open Slovene economy. At the outset
of the transition the task was almost entirely left to macroeconomic policy (exchange
rate policy, monetary and fiscal policy). The entering into force of collective agreements
with strong wage increases in the public sector, which were spilling over to the business
sector, the defeat of the government’s wage freeze in 1992 and the continuing increase in
government controlled prices pushed up prices in the domestic market-orientated sectors.
This, in turn, put pressure on wages and costs in the export sector, threatening its competitiveness (Bole 1997; 2002). Furthermore, in the absence of external financing by FDI
and with monetary authorities preventing credit inflows to Slovene banks from abroad
in order to keep control over the money supply (Mrak 2010), aggregate domestic savings
had to be increased to allow for a higher investment rate (UMAR 1997, p. 8; Kajzer et
al. 2007). These problems in the economic sphere made some kind of agreement on
income policies highly desirable, while a strong union confederation in the private sector
and a centralised employers’ organisation – both capable of influencing their respective
members – made such an agreement feasible.
The first Agreement on Incomes Policy (UL RS 23/1994) was finally signed in 1994
(Kavčič 2004).2 It specified a very restrictive incomes policy that tied the rate of wage
growth slightly below the rate of inflation, with no provisions for increases owing to
productivity growth. The main concession to organised labour was the establishment of a
tripartite Economic and Social Council (ESC). Similar agreements followed throughout
the period under examination (Stanojević and Krašovec 2011). Many incomes policy
agreements were accompanied by social agreements that provided institutional elements
conducive to social and economic convergence (UL RS 23/1994, UL RS 22/1995, UL
RS 29/1996, 22/1999). For instance, in order to improve firms’ cost competitiveness, a
reduction in the employers’ part of pension contributions was agreed, while a progressive
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payroll tax was introduced. The agreements included several elements of solidaristic
policy: the introduction of the minimum wage in 1995, which in later pacts was set to
grow higher than other wages; a progressive determination of holiday pay; reduced
income tax for those at the bottom of the income distribution; extra wage allowances for
low-wage earners to compensate for price increases following tax changes; and a provision for conversion of successive fixed-term contracts of employment into open-ended
contracts (which was only realised after some years).
Several issues were resolved outside the social pacts. The Law on Worker Participation
in Management that ensured codetermination rights was passed in 1993 (UL RS
42/1993). In 1995 the social partners agreed on the establishment of the solidarity fund,
which covers the wages and severance pay of bankrupt companies (UL RS 25/1997).
Important laws and reforms, such as the Law on Employment Relationships and
Unemployment Insurance, which retained relatively high unemployment replacement
ratios (UL RS 69/1998), and the Law on Occupational Safety and Health (UL RS
56/1999) were discussed – although agreement was not always reached on all details – in
the ESC. The protracted process of adopting the pension reform (UL RS 106/1999),
in which large demonstrations organised by the trade unions were followed by intense
social dialogue, was completed in this period. The trade unions successfully prevented the
introduction of a fully funded second pillar and the equalisation of retirement conditions
for men and women, and managed to reduce the ratio between the highest and lowest
pensions. Another systemic law, the Law on Employment Relationships (UL RS 42/2002)
was negotiated in the ESC by the end of 2001. The law sought to comprehensively regulate employment contracts and incorporated many of the areas previously determined
in collective agreements (Šenčur Peček 2003); it also provided for several measures in the
area of gender equality (Robnik 2016).
2.4

Impact of Industrial Relations on Economic and Social Convergence (1992–2001)

As we have already indicated, restrictive incomes policies were essential for economic
convergence in Slovenia. First, slower wage growth contributed to lower inflation, with
no need to resort to ‘shock therapy’. Secondly, incomes policies helped to ease wage
growth pressure in the sectors selling on the domestic market – which was spilling over
to the export sector – and thus helped to preserve its export competitiveness. Thirdly,
the lagging of wages behind productivity growth increased corporate profits, which in
turn enabled companies to finance the new investment needed for restructuring. This
was important because in the second half of the 1990s the high supply of securities on
domestic capital market (workers were selling the shares acquired in the privatisation
process) limited the opportunities for issuing new shares (Mramor and Jašovič 2004,
pp. 280–81), while interest rates on bank loans were kept high, which meant that companies’ investment had to rely on internally generated funds (Domadenik et al. 2000, 2003).
That is, while most CEE economies became dependent on FDI during the 1990s, internal
financing in part enabled by incomes policy provided a source of ‘patient capital’ for
economic development and convergence. Very restrictive incomes policies are probably
the main cause of a sharp decrease in wage share during the second half of the 1990s
(Figure 10.1). That is, the price for the gains that organised labour managed to achieve in
the area of social convergence was to delay a faster wage convergence.
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Figure 10.1 
Wage shares: total economy and manufacturing, Slovenia and EU15,
1995–2006
Restructuring was further facilitated by shop-floor trade union representatives, who provided management with an interlocutor and served as mobilisers of survival coalitions
(Stanojević 2004), in which stability of employment and secure wages were exchanged
for increasing intensification of work. Pension reform helped economic convergence by
preserving the pension system’s sustainability. Finally, a relatively high replacement rate
for unemployment benefits, coupled with fairly strong employment protection stimulated
investment in industry- and firm-specific skills.
Restrictive incomes policies were exchanged for policy elements that underpinned
social convergence. Institutionalisation of the peak-level tripartite institution, the ESC,
provided an institutional infrastructure for future negotiations on matters of both
economic and social convergence. Introduction of the minimum wage and provisions
to enable it to grow more than other wages ensured a certain wage compression and
held income inequalities in check. Income tax cuts for the lowest income bracket
further reduced income inequalities and improved the lot of the most vulnerable. By
preserving the first pillar and reducing the ratio between high and low pensions the
pension reform prevented an increase in inequality among pensioners, while more
favourable retirement conditions for women served as financial compensation for the
unpaid work they render. A high unemployment replacement ratio and the solidarity
fund both provided some income security for the unemployed. Coupled with employment protection that the new Law on Employment Relationships retained at a level
comparable to coordinated market economies such as Germany and Austria and thus
favoured long-term relations between firms and employees, this further encouraged
investment in industry-specific skills. Chaining of successive fixed-term contracts was
limited to two years. The Law on Employment Relationships improved income security
by mandating various allowances – for example, for meals at work – and strengthened
upward social convergence with regard to gender equalities as it prohibited asking job
candidates questions related to family and marital status, pregnancy and family planning; called explicitly for equal pay for equal work; and instituted several measures on
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the reconciliation of work and family life, as well as protection in case of pregnancy
and parenthood (Robnik 2016).
In summary, during the 1990s, social dialogue and industrial relations provided
several building blocks for an emerging coordinated market economy. Patient capital
was provided by insider ownership and internal financing, which favoured a long-term
orientation on the part of management. This in turn created a favourable environment
for investment in specific skills, while the welfare state provisions and labour legislation
further encouraged both firms and workers to nurture long-term relations. The role of
social dialogue in macroeconomic stabilisation (inflation) and the competitiveness of the
export sector reduced the need for ‘shock therapy’ and, finally, reduced social inequalities.
2.5

Social Dialogue in the Years of Nominal Convergence (2001–04)

In the early 2000s the main institutions were in place and the phase of preparation for a
‘soft landing’ in the European Union (EU) and European Exchange Rate Mechanism 2
(ERM2) began. The policy priorities shifted to compliance with the Maastricht criteria
of nominal convergence. As part of the EU accession commitments, capital flows were
liberalised, which made control of domestic demand by means of macroeconomic policy
much more difficult. Also, the fiscal stance deteriorated gradually in the second half of
the 1990s, while at the same time accession commitments brought further pressures (Bole
and Mramor 2006). At that point, a fiscal policy combined with an incomes policy was
badly needed that could support the government’s macroeconomic policy and bring the
deficit in line with the Maastricht criteria.
The unions consented and another round of incomes policy agreements followed in
the private sector (UL RS 52/2002; 73/2003), which entailed a new mechanism of adjustment of starting wages set in collective agreements, but also a provision stipulating faster
growth of the minimum wage than starting wages. Importantly, the government and the
public sector trade unions also agreed to divert a part of public workers’ wage increases
into a special second pillar of the pension insurance scheme. A new and very extensive
Social Pact (UL RS 40/2003) followed in 2003. In addition to the commitments to fulfilment of the Maastricht criteria on inflation, the pact laid down the basic contours for
several reforms. An income tax reform, among others, provided some relief to those at the
bottom of the income distribution. Changes in corporate tax and some other taxes were
also scheduled. The document contained an ambitious chapter on vocational education
and training, and a progressive reform of health care insurance, including the abolition
of the (regressive) supplementary insurance. Several new topics emerged, including
work–life balance.
2.6

Impact of Industrial Relations on Economic and Social Convergence (2001–04)

From the standpoint of economic convergence, the incomes policy agreements and the
agreement with the trade unions in the public sector were – in combination with standard
macroeconomic policies – essential for the nominal convergence (fulfilling the Maastricht
criteria) needed for a quick and smooth landing in the ERM2 and later in the euro zone,
which Slovenia entered in 2007. Provisions on the minimum wage and income tax helped
social convergence by maintaining a low level of income inequalities. However, many of
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the progressive measures promised in the social pacts that would stimulate social convergence – most notably reform of health insurance – were never realised.
2.7

Weakening the Social Dialogue and Build-up to the Crisis (2004–08)

After the country joined the EU, the environment in which the actors operated changed
substantially, and this affected the social dialogue. The process of accession to, and full
membership of, the EU and euro zone brought differentiated results for various social
classes. Business clearly benefited by being able to tap the resources of the vast financial
market (Deželan and Košak 2006), while the core export industries – such as the chemical, metal and electric industries – gained unrestricted access to the EU single market
(Lavrač and Majcen 2006). However, the declining ‘sunset’ sectors, such as the apparel,
textiles or wood industries, laid off their employees, who sometimes ended up in poorly
paid jobs requiring lower and more general skills in the expanding traditional service sectors, such as retail or hospitality. These sectors were disproportionally affected by gradual
labour market flexibilisation and feature higher than average shares of various forms of
non-standard (mainly precarious) employment. Wages and working conditions in the
thriving export sector, demanding industry-specific skills, were gradually improving. A
process of labour market segmentation not dissimilar to tendencies found in some of the
core EU countries could be observed during this period (Palier and Thelen 2010; Thelen
2012; Hassel 2014).
Diverging business conditions across private sector industries put an increasing strain
on the centralisation and thus inclusiveness of collective bargaining. A closer integration
into European financial markets, convergence of interest rates to euro-zone levels and an
ample supply of credit from abroad eased the dependence of companies’ investment projects on internal funds. In sharp contrast to the 1990s, the investment boom in Slovenia
after 2004 was financed by bank loans without heavy suppression of the wage share,
which meant that the burning need for coordination diminished. Further, with inflation
under control an important objective requiring intense coordination with organised
labour was realised.
In the context of these developments industrial relations in Slovenia were gradually
decentralised. From 1991 the public and private sectors had been covered by two general
collective agreements, but in 2005 the employers’ organisations cancelled the collective
agreement for the private sector with the consent of the largest private-sector trade
union confederation. Furthermore, membership of the main employers’ association was
changed from mandatory to voluntary in 2006. This period also saw an abrupt fall in the
union density rate.
The quality of social dialogue deteriorated significantly in 2005 when the new centreright government tried unilaterally to adopt a package of neoliberal reforms. The most
contentious was the proposal for a flat tax. More generally, the reform package aimed
consistently at a thorough transformation of the existing institutional framework in the
direction of a liberal market economy. The trade unions responded by mobilising public
opposition, which culminated in large demonstrations in late 2005 (Stanojević 2015). The
government subsequently abandoned the flat tax, although some parts of the package –
notably the activation-oriented reform of social assistance – were later adopted.
After 2006 the social dialogue became less strained as the Ministry of Finance
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withdrew the flat-tax proposal and some progress was achieved in certain areas. For
example, the social partners negotiated changes in health insurance (UL RS 76/2008)
in accordance with which, among other things, the state now covered supplementary
health insurance for the socially vulnerable. The revision of the Law on Employment
Relationships (UL RS 103/2007) in 2007 was also coordinated, which brought stronger
legal protection and some other minor changes (Laporšek and Dolenc 2011). The Law
on Social Assistance (UL RS 3/2007) of 2007, a type of leftover from the abandoned
neoliberal reform package of 2005, was adopted with the ESC’s approval. The law
restricted the accessibility of cash benefits as it introduced a host of new conditions and
reasons for excluding claimants from their entitlement to cash benefits, most of which
was related to participation in the labour market (Leskošek and Dragoš 2015). A new and
very extensive Social Pact for 2007–09 (UL RS 93/2007) was signed in 2007. Most of the
19 chapters were fairly general, but the pact also contained a government commitment to
adopting important new legislation only with the agreement of the ESC. Also included
was a chapter on activation-orientated social policy. Two measures aimed at halting the
inflationary erosion of the lowest wages were coordinated consensually in the ESC in
2008 (UL RS 36/2008 and UL RS 78/2008).
2.8

Impact of Industrial Relations on Economic and Social Convergence (2004–08)

The period witnessed a booming economy, but economic convergence was based on
shaky ground. In sharp contrast to the previous period, during 2004–08 a high level
of investment activity was financed largely by inflows of cheap credit from abroad.
The banks became heavily exposed to the risks associated with refinancing on foreign
markets, while companies became strongly dependent on credit refinancing with domestic banks (Trobec 2012, pp. 31–3). The increase in cross-border financial inflows that
followed Slovenia’s integration into the euro area relaxed the financing constraints for
Slovene companies, raising hopes of faster upward economic convergence. These hopes
were crushed after 2008 when refinancing of loans became increasingly difficult. As
regards social convergence, the short 2004–08 period saw little advancement. The main
accomplishment of industrial relations in this area was successful defence of social convergence achieved in previous periods against the government’s attempt to impose a flat
tax and other reforms that threatened to increase inequalities. Even the modest progress
in equality, such as payment of health insurance to the most needy, was balanced by a
regressive reform of social assistance that increased inequality.
The abandonment of agreements on incomes policies and social pacts, and gradual
decentralisation of collective bargaining to sectoral level, further undermined the conditions for equality and social convergence as minimum conditions were no longer negotiated
by strong confederations but by trade unions of unequal power and bargaining capacities.
What is worse, this unwinding of industrial relations, coupled with a decrease in the trade
union density rate, came at a time when the share of precarious employment arrangements
grew precipitously (Bembič 2018, pp. 427–8), which would require a unified response from
the trade union movement. Instead, while the traditional service sectors, such as retail
trade and tourism and hospitality, were heavily hit by the trend towards precarisation, the
workers and their unions in these sectors enjoy a low level of structural power (Bembič and
Butković, 2017) and were thus left with few resources to face the challenge.
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In summary, owing to trade union intervention, the main features of a coordinated
market economy were largely preserved during 2004–08. Coordination of the economy
was loosened up by abandoning social pacts and decentralising collective bargaining,
which hardly benefited the economy. Social convergence stalled or even deteriorated in
certain aspects, such as growing precarisation and sectoral divergence in wages and working conditions, as conditions for economic expansion were no longer mediated through
social dialogue.
2.9

The Collapse of Social Dialogue and Social Divergence in Crisis (2008–13)

Social dialogue all but collapsed in 2008–13, which was certainly not a period of economic or social convergence. During the crisis the room for compromise was considerably
narrowed, which led the government to bypass social dialogue and adopt decisions
unilaterally (Stanojević and Kanjuo Mrčela 2016).
With the eruption of the crisis in late 2008, the risks associated with exposure to
foreign financial markets that had accumulated during 2004–08 materialised. The government responded with anti-crisis measures. A short-time working scheme (UL RS 5/2009)
and the institution of temporary layoffs (UL RS 42/2009) were approved in the tripartite
ESC. Responding to workers’ discontent, in 2009, the trade unions organised demonstrations and pressed for an increase in the minimum wage, which the government enacted
in early 2010 without the consent of the employers, and the social dialogue became
increasingly strained. The government then presented a package of neoliberal reforms
in the ESC and unilaterally pushed it through the parliament. The Social Assistance
Benefits Act (UL RS 61/2010), which gave the state the right to demand the repayment
of cash assistance which could be recovered from inheritance in case the beneficiary dies
(Leskošek 2012), proved immensely damaging. The pension reform with no provision of
a lower retirement age for those who started work before the age of 18 and the introduction of the ‘mini-jobs’ that raised fears of conversions of regular employment into this
much more flexible and informal arrangement met with a fierce response from the trade
unions. They articulated popular discontent and both reforms were rejected in a wave of
referendums, which also brought down the government.
Inadequate economic policy (including slow bank recapitalisation, ban on refinancing
management buyouts and the harsh capital requirements on the part of the central bank
enacted in 2010) deepened the crisis (Prašnikar et al. 2015, pp. 33–4) and the number of
bankruptcies mounted. So did non-performing loans, and soon it became clear that the
banks would need capital injections from the state (Senjur 2012, pp. 3–5). At the same
time the state was becoming increasingly indebted owing to a prolonged crisis. These
developments coupled with a general deterioration on the European financial markets in
autumn 2012 and several downgrades of Slovenia’s sovereign debt – the rating agencies
cited, among others, the rejection of the neoliberal reforms – led to a sharp increase in
interest rates on government bonds and a liquidity crisis of the public finances ensued.
The liquidity crisis substantially increased the leverage of international actors (EU
institutions and financial markets), which strengthened the hand of the government and
the employers. Social dialogue became even more marginalised. The government passed
a package of austerity measures (UL RS 40/2012) that reduced the welfare state and
public sector wages. The public sector unions called a strike that ended with two strike
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a greements (UL RS 38/2012, UL RS 40/2012) ensuring lower wage cuts, milder cuts in
social rights and preservation of the quality of social services. Supported by external
actors, the government designed and implemented a so-called ‘bad bank’ (UL RS
105/2012) that dealt with non-performing loans at an enormous fiscal cost and with dubious efficiency. A fiscal rule demanding a balanced budget was enacted (UL RS 47/2013,
UL RS 55/2015). The right to referendum was restricted and referendums on fiscal issues
were excluded (UL RS 47/2013). Finally, 15 companies were scheduled for quick privatisation in order to please the international financial markets. The trade unions protested
against these measures, to little avail.
Despite the virtual collapse of social dialogue during 2008–13, two major reforms were
adopted with consensus of the social partners in the ESC: the pension reform of 2012
(UL RS 96/2012) and the labour market reform (UL RS 21/2013). The pension reform
was similar to the one that had failed in 2010 but minor concessions, such as a lower
retirement age for people who started working before the age of 18, were allowed. The
labour market reform of 2013 flexibilised regular employment but also sought to limit
the use of atypical work and improve the security of precarious workers (see Case Study
2 in Chapter 7 in this volume).
2.10

Impact of Industrial Relations on Economic and Social Convergence (2008–13)

There was little progress in economic or social convergence during the crisis. On the
economic convergence front, two accomplishments of social dialogue should be noted.
First, the agreement on short-time working that enabled companies to retain skilled
and experienced employees and, second, the pension reform of 2012 that stabilised the
share of public expenditure for pensions (UMAR 2017). On the social convergence
front, one of the rare areas of progress was the increase in the minimum wage, which
improved the income security of low-paid workers. Trade union interventions also
helped to preserve some past achievements. One of these was the rejection of mini-jobs
that threatened to expand less formal work arrangements in the traditional service
sectors, in which female workers are predominant, thereby increasing gender inequality. Resisting the government’s unilateral measures, the trade unions were sometimes
capable of achieving more balanced outcomes in terms of social convergence that
mainly benefited vulnerable groups that are not their core constituency. For instance,
after having to concede on the flexibilisation of standard employment, trade unions
managed to include in the 2013 labour market reform a host of protective measures
for non-standard workers. Similarly, the public sector unions had to accept wage cuts
in 2012, but managed to obtain a strike agreement that preserved high quality public
sector services and social rights. When, however, the government and the employers,
supported by external actors, managed to impose certain measures – reform of social
assistance, fiscal rule, austerity measures, ‘bad bank’ – without mediating them through
social dialogue, the outcomes often led to social divergence and were of dubious value
for economic convergence.
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2.11

 evival of Economic Growth and Social Dialogue in Dependent Capitalism
R
(Post-2013)

During the crisis the downside risks of pre-crisis investment strategies based on bank
financing, with heavy borrowing on the part of domestic banks on international markets,
were revealed (Masten 2010). As an alternative way of financing economic development, FDI became a constitutive element of the government’s development strategy
(Government of Republic of Slovenia 2015), the European Commission and Council
recommendations (2014/C 24/22; COM (2015) 273; 2016/C 299/22; 2017/C 261/23) and
even the strategy of the social partners (UL RS 29/2015).
Economic growth returned in the second half of 2013 and further accelerated in 2017.
After several years, the social partners signed a new Social Pact for 2015–16 (UL RS
29/2015) based on recommendations of the European Commission and the Council
(2014/C 24/22), which was considered instrumental in sending a positive signal to international investors. The pact stressed the need to boost domestic demand, but also stronger
participation in global value chains and FDI promotion. The government pledged that
there would be no reform regarding key issues in certain areas that are of special importance to the social partners. In the area of social policy the pact promised a reform of
the health system, with stronger solidarity elements. However, the pact was never signed
by the main employers’ organisation and was short lived as other employers’ organisations cancelled it in late 2015 after the trade unions managed to have the minimum
wage redefined (UL RS 92/2015) by submitting the popular initiative to the parliament.
Social dialogue in the tripartite ESC has brought about some other minor reforms. The
2016 mini tax reform was not agreed with the social partners. The trade unions were not
entirely satisfied, although the reform contained some of the elements they demanded,
such as an increase in the corporate tax rate, which had been lowered during the crisis.
The latter measure was heavily opposed by two employers’ organisations. However, lower
income tax for the upper-income brackets benefited the large corporations that publicly
supported the reform. Other legislative outcomes entailed the reregulation of student
work (UL RS 95/2014) by establishing a minimum hourly rate and integrating it into the
social insurance system. The mini labour market reform of 2017 strengthened the Labour
Inspectorate in cases of unlawful use of atypical contracts and (non-)payment of wages.
Substantial flexibilisation of standard employment (Figure 10.2), a corporate tax
reduction in 2012 and lower taxation for high salaries in 2016, generous subsidies for foreign investors and the government’s active engagement in support of FDI, among other
things, can be regarded as measures to attract FDI. The share of FDI in gross domestic
product (GDP) has increased recently, but was mainly due to takeovers of Slovene companies, though some notable greenfield FDI also took place in 2017. Although the total
amount of FDI is still low by international accounts, Slovenia may have come full circle
and started to converge towards the group of dependent market economies.
As the shift towards FDI is relatively recent and coincided with the crisis, the outcomes
in terms of social convergence are difficult to discern. It appears that, with the 2013 labour
market reform, Slovenia tried to compete with the Visegrád countries. Nevertheless,
Slovenia has not been overly successful in its attempt to join the race to the bottom,
because Slovakia and Hungary flexibilised their labour codes even more (Figure 10.2).
Nevertheless, not all features of a turn towards a dependent market economy (see section
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Figure 10.2 
Employment protection legislation, Slovenia and selected EU member
states, 2008 and 2013–14
1) as regards social convergence have been realised. Unlike in other CEE countries that
adopted a flat-tax system, income tax remains progressive and cuts for higher-income
brackets were at least partially compensated by a higher tax on corporate profits. Also,
although budget revenues were reduced by tax reforms and generous incentives in order
to attract foreign investors, Slovenia remains the most generous welfare state in central
and eastern Europe (Figure 10.3).
Finally, in so far as social dialogue counts as an indicator of social convergence, the
story of convergence towards the model of a dependent market economy seems less
persuasive. First, while many sectoral collective agreements were cancelled during the
crisis, the post-2013 period saw their renegotiation and the collective bargaining coverage
rate increased to around 75 per cent, with social partners in the private sector expecting
a return to almost total coverage. Secondly, after a change in the leadership of the main
employers’ organisation in the course of routine elections in 2017 – the winning electoral
programme of the new administration was based on the promise of a more constructive
dialogue with the trade unions – the main employers’ organisation and the largest private
sector trade union confederation were intensively negotiating a new social pact, including
detailed commitments regarding key variables, such as value added, exports and wages.
The government (especially the Ministry of Labour and Social Affairs) also supported
the negotiations. The return to the pacts of the 1990s and early 2000s does not seem very
likely, not least because the interests on the employers’ side currently are much more
diverse. While the main employers’ organisation, in which influential large manufacturing
companies seem to favour a comprehensive pact that could contribute to the stability of
their business environment, some employers’ organisations dominated by certain service
sector companies (including temporary work agencies) seem less keen on such an agree-
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Figure 10.3 
Social expenditure as a percentage of GDP, Slovenia and EU28, 2014
ment. Nevertheless, there is interest on both the labour and the business sides, which suggests that neo-corporatist concertation in Slovenia is not necessarily a thing of the past.
In summary, the recent turn of events appears ambiguous. Some measures (courting international investors, tax reform favouring large companies, and competitive
flexibilisation of the Labour Code) suggest that a partial shift towards the dependent
market economy has occurred. However, important features that distinguish the Slovene
model from other CEE countries were preserved (progressive taxation and higher social
expenditure) or even resuscitated (collective bargaining and social dialogue) in the postcrisis period.
2.12

Impact of Industrial Relations on Economic and Social Convergence (Post-2013)

Social dialogue recently became an element of stabilisation and largely supports the
government’s policies, including the measures for attracting FDI. Most of the tripartiteagreed measures in the post-2013 period target both economic and social convergence.
For instance, the reregulation of student work is viewed by some employers as levelling
the playing field because now certain social contributions are also paid for this scheme,
while trade unions saw it as a step towards rolling back precarisation. The same holds for
the mini labour market reform of 2017 that contributes to social convergence by helping
to convert illegal non-standard (and precarious) forms of employment into standard
employment and to economic convergence by preventing unfair competition on the
part of employers using these labour arrangements. Redefinition of the minimum wage,
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warranting the payment of certain wage allowances in addition to the minimum wage,
however, strengthened mainly social convergence as it marginally improved the income
security of those at the bottom of the wage distribution.
2.13

Conclusion

During the early period in which the basic institutional framework of the Slovene economy
was established, economic and social convergence were closely intertwined, mediated by
social dialogue. This mediation, on the one hand, provided for an institutional setup that
prevented a sharp rise in inequality and a socially less disruptive transition to capitalism.
On the other hand, it enabled a restructuring of the economy without excessive reliance
on foreign investment; it was also essential for a smooth accession to the euro zone. As the
practice of negotiating economic and social policies through social dialogue was weakened and collective bargaining decentralised progress in the area of social convergence
after 2004 slowed down, while economic convergence proceeded only by piling up risks
associated with increasing foreign indebtedness. These accumulated risks materialised
after 2008. The ensuing crisis severely restricted room for compromise, which undermined social dialogue and in many areas set in motion a process of downward social
divergence. Since 2004 and especially after 2008 trade union actions were often aimed at
safeguarding the past achievements of social convergence against unilateral government
interventions. During the post-2013 recovery, social dialogue was revived, which indicates
that the social partners still appreciate the opportunities it provides in both social and
economic convergence. It remains to be seen, however, whether the close relationships
between the two areas will be re-established in the post-crisis period.

3.

OUTCOMES

In this section we try to illustrate the impact of developments examined in the previous
section by presenting trends in selected indicators of social convergence and linking
them to industrial relations. We will examine the following areas and indicators: wage
inequality and income inequalities; gender inequality; and health insurance. The issue of
precarious work is taken up in Case Study 2 in Chapter 7 of this volume.
3.1

Wage and Income Inequalities

Wage inequality – as regards regular full-time employment – is not very high in Slovenia,
although it increased after 2000 until 2010. This outcome can be directly linked to the
early agreements on incomes policies that brought about a certain wage compression
and the institution of the minimum wage, which was agreed as part of the social pact
for 1995 and was deliberately allowed to increase faster than other wages by the social
partners. As shown in Figure 10.4, after sharply increasing in the first half of the 1990s,
wage inequality stabilised and even began to decline slightly precisely at the time the first
agreement on incomes policy was implemented. This development is a good example of
the interaction of economic and social convergence in the early period of Slovene transition: the trade unions accepted slower wage growth, which helped companies to finance
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Figure 10.4

Wage income quintile share ratio, Slovenia, 1991–2009

their investments, supported government policies targeting inflation and underpinned
export competitiveness, and in exchange gained influence over the government’s social
and labour market policies (for example, minimum wage, holiday pay and unemployment
protection), which fostered social convergence.
Two factors seem important to explain the increase in wage inequality between 2000
and 2010 (Figure 10.5), both of which indicate that this unfavourable social convergence
trend is linked to the decreasing intensity of social dialogue in this period. The factors
are the abandonment of the incomes policy agreements from the mid-2000s and the
decentralisation of collective bargaining that took place at approximately the same time.
Both developments are directly related to social dialogue as they reduced the scope for
solidaristic wage policy at the national level and thus contributed to an increase in wage
disparities within as well as between sectors. As to the latter, the difference between the
highest and lowest average wage in industry increased from 1.85 in 2000 to 2.46 in 2007
(UMAR 2016). Other factors, such as the spread of precarious work, probably also
contributed to the increase in wage inequality: the share of low-wage earners among
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Figure 10.5

Inequality of gross wages: ratio of 9/1 decile, Slovenia, 2000–2014

temporary workers (14.5 per cent) in 2014 was more than double that of permanent
employees (32.9 per cent, according to Eurostat). Also, despite the formal equalisation
in status, agency workers tend to be paid less than regulars as agencies often find ways
around the law which the agency workers do not report owing to their exposure to, and
dependency on, the employer (Breznik 2018).
Industrial relations developments after 2008 sought to address both the issue of wage
inequalities and the problem of precarious work. In 2010, following pressure from the
trade unions, a 23 per cent increase in the minimum wage was applied, which strongly
reduced the inequality of full-time employees (Figure 10.5). Although precarious work
was not eradicated from the Slovene labour market, the social partners put a serious
effort into addressing this problem in the 2013 labour market reform (see Case Study 2 in
Chapter 7 in this volume).
The tax system was also, to a large extent, shaped through social dialogue. The increase
of the general tax allowance that disproportionally benefited those at the bottom of the
wage distribution was one of the elements commonly exchanged for wage restraint during
the 1990s and early 2000s, and further reduced income inequalities (Stanovnik and Verbič
2012), thus enhancing social convergence. The latter was also supported by successful
trade union mobilisation against government attempts to introduce the flat tax, which
would have resulted in a sharp increase in income inequality. Although this action was
merely defending the progressive tax system without bringing any further progress, it
was probably the single most important industrial relations development in the area of
tax policy because it prevented a detrimental shift towards downward social divergence.
Another factor that contributes to low-income inequalities is a relatively narrower ratio
between the lowest and highest pensions (Murn 2017), an element that was strengthened
in the process of social dialogue leading to the 2000 pension reform.
Throughout the post-2000 period income inequality in Slovenia was among the lowest
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Figure 10.6 
Income inequality (S80/S20 and Gini coefficient), Slovenia and EU28,
2000–2016
in the EU, although it was gradually increasing (Figure 10.6). This downward trend in
social convergence was due at least in part to an increase in wage inequality. However,
despite a decrease in wage inequality in the post-2010 period, income inequality and poverty kept rising. Prolonged crisis and increases in some of the most precarious forms of
work – such as people pushed into (also bogus) self-employment because they were unable
to find any other form of employment – played a part in the recent increase in poverty
rates (Murn 2017). Since 2010 the government has heavily subsidised these transitions
from unemployment to self-employment, a policy against which the unions protested, but
to no avail. The risk of poverty is much higher among the self-employed than among those
in dependent employment (27.9 against 4.6 per cent, respectively, in 2013, according to
the Statistical Office of the Republic of Slovenia – SURS). Also, poverty increased due to
regressive changes imposed on social assistance. Particularly inimical to any form of social
convergence was the Social Assistance Benefits Act that the government adopted in 2010,
despite trade union protests. One of the harshest provisions required that social assistance
be repaid and recovered from any inheritance after the death of the beneficiary, which
prompted claimants to renounce social assistance. Indeed, despite the crisis the number
of claimants actually declined (Leskošek and Dragoš 2015). The harsh austerity measures
that further reduced welfare state provisions and were unilaterally imposed by the government with the tacit support of employers and the European Commission intensified
the pressures on the most vulnerable groups in society, dependent on social assistance,
and certain segments of pensioners. Similarly to wage inequality, deterioration in once
favourable trends of social convergence in the area of income inequalities and poverty can
thus to a large extent be traced back to policy measures adopted by the government and
without proper coordination with the social partners.
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Gender Inequalities and Work–Life Balance

Although there is still a long way to go before Slovenia achieves gender equality, this is
one area in which important social achievements were won during the period of socialist
self-management. During the transition period the position of women worsened and
inequalities increased, mainly owing to intensification of paid work without a corresponding decrease in domestic labour (Penner et al. 2012). However, several steps that
supported social convergence and/or defended past achievements were also taken in the
sphere of industrial relations after 1990.
Slovenia traditionally has a relatively low gender employment gap, which amounted
to some 6.6 percentage points in 2016 (Eurostat); the country has even slightly improved
its performance in comparison with other EU countries since the mid-2000s. In addition, part-time contracts for less than 20 hours a week are not very widespread among
female workers in Slovenia (Figure 10.7). This is partially the result of relatively good,
affordable childcare provision, which is an important building block of a de-familialised
welfare state model, as it provides a good alternative to familial care after parental leave
(which is of moderate duration) and thus facilitates women’s continuing employment
(Javornik 2016). The childcare system was inherited from the socialist period but trade
unions had to defend it against government encroachment during the crisis period. For
example, public sector workers went on strike against the government’s attempt to lower
the high standards and norms that regulate public education and other public services
in the context of austerity measures. While the trade unions had to concede on certain
wage cuts (UL RS 38/2012), the final strike agreement (UL RS 40/2012) included the
withdrawal of austerity measures lowering standards and norms, which preserved an
important accomplishment of social convergence related to gender equality.
While government-imposed austerity measures were formally gender neutral, many
affected women more than men and should thus be treated as detrimental to social
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Figure 10.7

Working time distribution by gender, Slovenia and EU28, 2015
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convergence in the area of gender equality. For example, many welfare state provisions
that improve work–life balance and are an important element of social convergence
with regard to gender equality were weakened: family benefits, benefits for child nursing
and care leave and child benefits were cut, fees for the second child’s kindergarten were
increased, and so on (Humer and Roksandić 2013). In the agreement that ended the
public sector strike in 2012, the public sector trade unions managed to include certain
provisions that made curtailments of welfare rights less severe than originally announced
and reached a compromise with the government to lift these austerity measures once the
annual rate of GDP growth exceeds 2.5 per cent, which at least partially preserved the
past results of social convergence in this sphere.
Another important defensive action in the area of industrial relations related to
safeguarding the level of social convergence attained in gender equality was the successful
trade union campaign against the introduction of mini-jobs in 2011. The impact of this
rejection of mini-jobs cannot be assessed directly because no legislative change occurred.
Given that a similar arrangement accessible only to students is most widespread in the
low-paid service industries – such as food retail and hospitality, which feature a large
share of female employment – we may surmise that if the reforms had been passed, this
employment arrangement would disproportionally impact women. The trade unions
were deeply aware of the gendered aspects of the mini-job proposal and during the campaign consistently presented it as a measure undermining gender equality (Böhm 2011).
Many of the provisions conducive to social convergence in terms of gender equality at
the workplace are contained in the Labour Relations Act, which was closely coordinated
by the social partners in the tripartite ESC in the period from 1997 to 2001 and passed
in 2002. The law provides a relatively high level of rights related to work–family balance,
such as special protection for women during pregnancy, birth of a child and breastfeeding
(the burden of proof is on the employer), and ensures rights related to parenthood for all
workers. For example, the law guarantees the preservation of all work-related rights and
improvements in these rights for employees on parental leave. Furthermore, the right to
parental leave is combined with a decent parental leave compensation and is increasingly
arranged in a way that stimulates the take-up of paternity leave (Poje, Vuga Bernšak and
Štamfelj 2016).
Before 2003, when the Labour Relations Act came into force, the general collective
agreement for the private sector (UL RS 40/1997) contained certain provisions for a
better balance between work and family life. Currently, sectoral collective agreements
also promote social convergence with several provisions in support of gender equality.
Some are aimed at enabling a better work–family balance and either encourage men to
take a more active role in family-related obligations or enable a reconciliation of work
and family obligations that are in practice most often shouldered by women. Collective
agreements for the metal, electric and metal materials industries stipulate the right of
single parents to decline overtime. A recent annex to the collective agreement for the
trade sector demands that employers announce worktime schedules in advance, limits
Sunday work to 15 days per year and prohibits it for parents of small children or people
with other caring obligations (UL RS 69/2017). Some collective agreements, for example,
in tourism and hospitality and banking or postal services, demand more favourable
working time for workers with caring obligations. Management prerogatives regarding
changes of workplace for workers with caring responsibilities are circumscribed in
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collective agreements for tourism and hospitality, printing and publishing. Others, for
instance, the collective agreement for the textiles, apparel and footwear sector, provide
workers with school-age children the right to take at least one week of their annual
holidays during school holidays. Virtually all collective agreements provide for paid days
or for hours off work for personal reasons, such as marriage, death or illness in the family
and childbirth. The collective agreement for the textiles, apparel and footwear industry
demands equal access to training and education regardless of gender, age or employment
arrangement. Collective agreements for the metal industry and metal materials demand
that the employer report on measures for fighting all kinds of discrimination, including
gender discrimination. Although there is ample room for further improvement in this
area, most of the measures are covered by at least some sectoral agreements (Kresal and
Kresal 2015).
The unadjusted gender pay gap in Slovenia is among the lowest in the EU, which
together with a relatively low share of women in marginal part-time employment (Figure
10.7) makes the overall gender pay gap the second lowest in the EU. The low gender pay
gap in Slovenia is to a large extent explained by the high proportion of women working in
the public sector, where wages are higher, although they still tend to be paid less than their
male colleagues (Penner et al. 2012). Strong trade union organisations in the public sector
are thus conducive to a low gender pay gap. Several actions that helped social convergence regarding equal pay were undertaken by the social partners. The Labour Relations
Act of 2002, which was thoroughly coordinated by the social partners, explicitly demands
equal pay for equal work. Also, some collective agreements, for example, collective agreements in the textiles, apparel and footwear industry or the non-metal materials industry,
demand that employers report to the trade union on pay policy, which provides a solid
basis for monitoring gender pay inequalities (Kresal and Kresal 2015).
‘Soft tools’ aimed at fighting pay discrimination have also been applied by the trade
unions. The largest trade union confederation in 2005 explicitly called for inclusion of
provisions on pay equality in sectoral collective agreements. The Social Pact for 2007–09
explicitly assigned the task of encouraging the policy of equal pay for equal work to
the employers’ organisations. Trade unions are involved in research projects on wage
differentials between men and women and have also issued several publications containing analyses of the gender pay gap and examples of best practices from abroad (Humer
and Roksandić 2013). The largest trade union confederation and the largest trade union
in the public sector both have committees for equal opportunities, and since 2007 the
former has awarded a special annual prize for achievements in the area of gender equality.
In contrast, the government’s measures imposed during the post-2008 crisis in general
contributed to the increasing gender pay gap. Most important in this respect were again
the austerity measures that reduced wages in the public sector, which impacted mainly
women. Furthermore, although stated in a gender neutral manner, austerity measures
that repressed pension increases and reduced entitlement to minimum pension allowances increased poverty among older women and reduced their economic independence
(Humer and Roksandić 2013).
In summary, regarding the labour market participation of women, as well as the
gender pay gap, meaningful social dialogue or defensive trade union actions were largely
conducive to gender equality. However, unilateral measures for fiscal consolidation rarely
took account of the gender dimension.
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3.3

Health Insurance System

The social partners in Slovenia participate in the shaping and managing of social protection, especially in so far as these are financed by wage contributions, at three levels.
First, they are involved in the social dialogue that takes place in the national tripartite
institutions where legislation, including laws that shape the health system, is discussed
and negotiated. Second, their representatives play an important role in the administration of social insurance through participation in the tripartite governing boards of
social insurance institutions. Finally, similar to other organisations, they are engaged in
the management of the organisations that provide the associated services (for example,
health centres, hospitals and clinics).
The Slovene health system is far from ideal and has problems of its own, such as long
waiting times for some specialist services and high workloads, especially for nurses.
Nevertheless, the social pillar indicators provide a reasonably favourable picture: the
share of out-of-pocket household expenditure on health care, at 12.52 per cent of total
health-care expenditure (roughly 71 per cent is financed from public sources and some
15 per cent from supplementary insurance) is among the lowest in the EU and the
share of those reporting unmet medical needs, which was already very low in 2005, has
further improved and was the third lowest, behind only the Netherlands and Austria,
by 2015.
These good results are largely due to the involvement of the social partners at the
national level and in the governing bodies of health insurance institutions. As noted
above, one of the most heartening reforms of the Social Pact for 2003–05, which was,
together with incomes policies and the agreement with the public sector trade unions,
instrumental in early adoption of the euro, was the promise to strengthen the egalitarian
elements in the health system. Hence, the social partners agreed to abolish supplementary
health insurance and a corresponding enlargement of compulsory insurance. A similar
pledge can be found in the short-lived Social Pact for 2015–16, but at the time of writing
the promise had not yet been delivered. Nevertheless, smaller changes to the Law on
Health Care and Health Insurance from 2007, which was agreed by the social partners in
the ESC, provided for the payment of supplementary health insurance to those with the
lowest incomes from the state budget. This at least partially alleviated the regressiveness
of health-care insurance and reduced the occurrence of situations in which those at the
bottom end of the income distribution are faced with the alternative of paying out of
pocket or going without health services when in need.
Of even greater importance to this good performance, according to the two indicators
mentioned above, is the participation of the social partners in the management board
and assembly of the health insurance institution (ZZZS), in which they hold 35 out of
45 seats. This is important because the entitlements covered by basic, compulsory health
insurance are only generically determined by the law. They are detailed in the Rules
on Compulsory Health Insurance adopted by the ZZZS assembly, and thus the social
partners, with the consent of the Ministry of Health. Trade union representatives in the
ZZZS assembly are constantly fighting for updates of the list that details health services
covered by compulsory health insurance. These updates are important for adding new
medical services and technologies to the list of services covered by the compulsory health
insurance as soon as they become available. This is also of major importance when it
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comes to which medical needs are met and how much households spend on health services out of their own pockets (which is precisely what the mentioned indicators show).

4.

 ASE STUDY: FOREIGN DIRECT INVESTMENT,
C
INTERNATIONAL TRADE UNION COOPERATION AND
SOCIAL CONVERGENCE

Since the start of transition Slovenia has been an export-orientated economy. However,
unlike other CEE countries, it was not very keen on attracting foreign investors within
the framework of privatisation. Company restructuring was, to a greater extent than in
other countries in the region, financed by domestically generated funds, in large part
supported by early incomes policies. However, more recently, the Slovene government’s
development strategy has envisaged a stronger role for foreign direct investment and has
been commended by the European Commission.
Cross-border capital flows in general and particularly foreign direct investment are
commonly sought as a lever of economic convergence because they allow the recipient
country to expand production and investment, to benefit from the transfer of knowledge
and so on (ECB, 2012), although Slovene academics and policy-makers are not always
unanimous in their views on the benefits of FDI for the national economy (Mencinger
2003), and fears of losing national economic sovereignty have often been raised. The
superior efficiency of multinational affiliates in terms of productivity, research and development (R&D) and capital intensity, as well as wage premiums seems to be less in dispute
(Damijan and Kostevc 2017; cf. Chapter 2 in this volume, for findings on multinational
wage premiums in Estonia). The benefits of FDI in terms of social standards are even less
straightforward and fears that strong dependence on FDI in central and eastern Europe
could present an obstacle to social convergence cannot be dismissed (cf. Chapter 2 in
this volume for an extensive treatment of the social impacts of FDI in CEE countries).
Competition for FDI among CEE countries is well documented, as is the problem of
‘coercive comparison’ by which multinationals extract concessions from workers, raising
fears of a race to the bottom deleterious to the process of social convergence (Bohle 2009;
Van Klaveren et al. 2013). More broadly, international operations of capital (competition on export markets, penetration of multinationals and posting of workers) intensify
competition between local workforces, which could, however, also encourage national
trade unions to strengthen mechanisms of transnational coordination and solidarity
(Marginson and Meardi 2012; Meardi 2012).
This case study first examines the effects of enhanced penetration of multinationals
on social standards at the company level, in general, and social dialogue, in particular.
We also examine the international cooperation of Slovene trade unions in response to
the international operations of employers (competition on export markets, FDI and
posting of workers). We would like to gauge the extent to which international trade union
cooperation can withstand the pressure of transnational employers with regard to social
standards at the sectoral and/or company level. The empirical data for the study were
collected in standardised interviews with 11 sectoral trade union leaders, conducted in
early 2018.
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4.1

Social Dialogue and Social Standards in Foreign-owned Companies

Social dialogue in Slovenia plays an important role in advancing social convergence as
well as preserving past social achievements. Hence, we inquired into the effects of foreignowned companies in comparison with domestically owned companies on conditions for
social dialogue at the company level. The results are summarised in Table 10.1. In the
survey we adopted a very broad definition of foreign-owned company, as a company
owned by a foreign entity that operates in Slovenia and at least one other country.
Foreign-owned companies are present in nine out of the 11 sectors organised by the trade
unions we surveyed, with the strongest presence in manufacturing and trade.
Most trade unionists find no major differences when it comes to difficulty of negotiations with foreign-owned companies. However, many (five) unionists observed that
even when companies are managed by Slovene nationals, they are considerably less
autonomous than managers of domestic companies, as crucial decisions are taken at
the headquarters located abroad: ‘Generally they do talk to us, but they are essentially
postmen . . . They have no direct executive power’ (Trade Union of Textile and LeatherProcessing Industry of Slovenia, STUPIS).
No clear pattern emerged regarding coverage with company-level collective agreements. Most respondents mentioned that such coverage tends to be more dependent on
Table 10.1 
Impact of foreign-owned companies on enterprise-level social dialogue,
Slovenia, 2017–18

KŽI
STUPIS
SDE
SKEI
SDGD
KNG
SDPZ
GIT
SDTS
SINLES
SFOS

FDI
presence

Sectoral
collective
agreement

High
Medium
Low
High
Low
High
Low
Medium
High
Low
Medium

Yes
Yes, extension
Yes
Yes, extension
Yes
No
Yes
Yes, extension
Yes, extension
Yes, extension
Yes

Difficulty
Ease of
Cooperation
Companywith
level collective of collective recruitment
bargaining
employee
agreement
representatives
coverage
0
0
/
+
+
0
/
0
–
0
––

++
–
/
+
0
0
–
0
0
/
––

0
–
/
–
0
0
0
0
0
/
––

+
–
/
+
++
0
+
0
+
/
––

Notes:
/ = no data.
Indicator of social dialogue (+) better in foreign-owned companies, (++) much better in foreign- owned
companies, (0) no difference between foreign-owned companies and domestic-owned companies, (–) worse in
foreign-owned companies, much worse in foreign-owned companies (––).
The trade unions surveyed organise the following sectors: agriculture and food industry (KŽI), textile and
leather processing (STUPIS), the energy sector (SDE), metal and electrical industry (SKEI), construction
(SDGD), chemical, non-metal and rubber industries (KNG), transportation and telecommunications (SDPZ),
catering and tourism (GIT), trade (SDTS), wood processing (SINLES) and financial organisations (SFOS).
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company size than on ownership (better coverage in larger firms). Five out of nine sectorlevel unionists observed that foreign-owned companies often press for decentralisation of
collective bargaining, but the same attitude is observed with domestic-owned companies.
Decentralisation here means that sectoral collective agreements are retained but more
issues are left to company-level bargaining.
Some respondents reckoned that recruitment is more difficult in foreign-owned
companies (cf. Chapter2 in this volume, for trade union presence in multinationals
in Estonia). Nonetheless, even some of those that see no major differences between
foreign-owned companies and domestic-owned companies noted that certain foreignowned companies find trade unions incompatible with their business models and thus
try to avoid a union presence by ‘soft methods’. For example, some foreign-based retail
discount chains have established the institution of ‘workers’ confidant’, who is supposed
to assume the role normally performed by a trade union representative, and the company
encourages workers with work-related problems to turn to him or her (instead of turning
to the union). In general, some home-country effects could be discerned here as respondents often explained that companies from continental western Europe are comparatively
more interested in cooperation with employee representatives. Foreign-owned companies
are not hostile towards employee representatives, but seem to prefer works councils over
trade unions. This might, however, constitute a problem with Slovene trade unions as
they are often reluctant to establish a works council if the trade union in the company is
not strong enough because they fear that the management will be able to manipulate the
works councillors. However, when directly asked whether there are any home-country
effects regarding their relationships with trade unions, only three responses were positive,
but one in an unexpected direction, as German firms were perceived as more short-term
orientated in their cost-cutting efforts, while American and Swiss owners were said to
appreciate product quality more.
Instead, an indication of host-country effects emerged, as a large majority (six out of
nine3) observed that foreign-owned companies respect the law and collective agreements
much more strictly than domestic-owned companies: ‘The law is the law and the collective agreement is the collective agreement. You only have to threaten that you will sue
them over something that is written there and if confirmed by their lawyers, then that is
that’ (Hospitality and Tourism Trade Union, GIT) and ‘if there are any breaches, then
the foreigners will make it right immediately, while our compatriots often want to fool
around’ (Retail Workers Trade Union of Slovenia, SDTS).
Another indication of the importance of host-country industrial relations for either
upward social convergence or the erosion of social standards when it comes to the influence of foreign-owned companies was provided by the answers to the question on overall
impressions concerning whether foreign-owned companies bring better social standards.
The opinion of two out of nine respondents was that foreign-owned companies erode
standards in the branch, while one thought that they improve them. The other six, however, claimed that foreign-owned companies bring neither better nor worse standards,
and four of them explicitly claimed that standards are dependent on the established
standards in the country and/or the posture of the trade union:
The Czechs . . . are tough negotiators, but you can get through to them. Though they will tell
you that they almost do not have any union back there in Czechia. And when we talked about
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sick leave their CEO complained: ‘When I am on the sick leave, I only get some 30 per cent while
you get 80 or 90 per cent.’ ‘Well,’ I said, ‘then you should become a resident here and pay your
taxes here and you’ll surely get those 80 or 90 per cent.’ We really had a good laugh. (Agriculture
and Food Industry Trade Union, KŽI)
In Germanic countries . . . they respect social dialogue. . . . When they come here, they feel that
they do not have to, that here they can behave in a different way, that we are a bit different and
that they do not have to respect the trade union. But insofar as there is a trade union here and if
it stands up for its rights and simply says: ‘We are here, you have to listen to us, the law says this
and that,’ they will respect it. (Union of Transport and Communications, SDPZ)

In summary, while some union leaders claim that the quality of social dialogue in
foreign-owned companies is better than in domestically owned companies, this is by no
means a universal experience. Bargaining might be more difficult in foreign-owned companies and better coverage with company-level collective agreements is at least in part
attributable to such companies’ larger size. Also, foreign-owned companies in general
prefer works councils to trade unions, which raises the question of control. Although we
were able to identify some home-country effects, the most consistent result of this part
of the study seems to be the existence of substantial host-country effects (cf. Chapter 2 in
this volume for similar findings), including the presence and actions of the trade unions
and collective agreements. The evidence thus suggests that domestic industrial relations
play an important part in the preservation of the host country’s social standards and thus
in preventing downward social divergence.
4.2

 ransnational Cooperation of Trade Unions in Response to International Operations
T
of Employers

The presence of host-country effects, however, does not mean that the social standards of
a given country, even if consolidated in collective agreements, cannot be changed under
pressure of competition from other locations, be it competition on goods markets or
competition of locations for fresh investment. In addition, the social standards in a given
country are brought under pressure if employers take advantage of the vulnerable groups
of workers, such as immigrants or posted workers. In the second part of the survey we
thus collected evidence on the international coordination of sectoral trade unions in
response to such pressures to uphold the achieved level of social standards or even foster
upward social convergence across national borders.
4.2.1 Organisations and forums for international cooperation
The results show that, in addition to their links with the European Trade Union
Confederation (ETUC) via the national confederation, sectoral trade unions in
Slovenia tend to engage in lively cooperation extending beyond national borders
through their participation in European-level sectoral organisations (the European
Federation of Trade Unions in the Food, Agriculture and Tourism, EFFAT; the
IndustriAll Global Union; the European Federation of Public Service Unions, EPSU;
and the European Federation of Building and Woodworkers, EFBWW) and global
sectoral organisations, regional forums and bilateral channels (especially with trade
unions from the former Yugoslavia, Germany, Austria and Italy), while opportunities
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Table 10.2

KŽI
STUPIS
SDE
SKEI
SDGD
KNG
SDPZ
GIT
SDTS
SINLES
SFOS
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Channels of international trade union cooperation, 2018
Global

European

X
X
X
X

X
X
X
X
X

X

X

X
X
X
X
X
X
X
X
X
X
X

Regional

Bilateral

EWCs

Plans to extend
cooperation

X
X
X

2X

X
X
X
X

X
X
X

X

X
X

Note: 2X indicates participation in two regional forums.

for the delegation of m
 embers to works councils seem underused, at least partly owing
to the ambiguous attitude of some Slovene trade unions towards works councils in
general (Table 10.2).
4.2.2 Forms of cooperation
The international cooperation of Slovene unions predominantly takes the form of
exchanges of information and consultation on a wide array of subjects, and joint
participation in training and education. Some trade unions are involved in the coordination of collective bargaining, usually by reporting on domestic developments. Many
participate in ‘soft’ solidarity actions, such as sending petitions or delegations. Most
trade unions are also involved in shaping common positions on issues of regulation at
the EU level in dialogue with the European Commission via their European-level sectoral
organisations.
4.2.3 Impact on social convergence
Information exchange and consultation are undoubtedly ‘soft’ tools. Nevertheless, they
can be of great importance when employers try to lower social standards in the course of
sectoral collective bargaining by referring to standards enjoyed by competitors in other
countries that serve the same markets. Several trade unions involved in a kind of ‘soft’
coordination of collective bargaining by exchanging information on collective bargaining developments argued that the right information can often prevent deterioration of
standards in competition with workers from other countries:
on one occasion, when we were bargaining on the sectoral collective agreement, the employers
threw at us some data from abroad. But we told them outright that we are members of EFFAT
and that we have the information and that they should not get too smart about it, because we
know these things pretty well. And I must say that they stopped at that point when they saw
that they cannot paint us pictures of how the situation is in Germany, Austria or Poland and
the Czech Republic. (KŽI)
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The same holds in cases of company-level collective bargaining with subsidiaries of
foreign-owned companies. As noted previously, Slovene managers of foreign-owned subsidiaries have less autonomy as decisions are usually taken at the foreign headquarters.
However, demands from foreign owners are often an excuse for imposing pressure that
could lead to downward divergence. The president of the metal and electrical industry
union explains how strong international contacts can be effective for dissipating such
claims and for coming up with counter-arguments to erosion of social standards:
In Zagorje they are a part of a multinational. They started to [make problems] with the
company-level collective agreement and wanted to reduce workers’ rights. The reason for that
was allegedly ‘the mother’ – ‘The bosses back in Germany demand it’. Well, in three hours I
had the name of the president of their union and all the information and asked him to check
whether the claims were true – and, of course, they weren’t. [These channels] are very effective,
if we only know how to use them. (Trade Union of the Electronics and Steel Sectors, SKEI)

Trade unions in home countries are usually interested in such cooperation in order to
avert the attrition of social achievements at home by preventing a potential race to the
bottom in competition with multinational subsidiaries abroad. International cooperation
thus enables trade unions to preserve social standards in home countries by ensuring
equal standards and rights in the host country, which may stimulate social convergence.
One way to achieve this is to inform the host country representatives on the level of rights
prevailing in the company and include them in foreign-owned companies’ structure of
employee representation or help them to establish one of their own:
When GERCORP was taking over SLOCOMP, the first contact was established as soon as the
news came that GERCORP was shortlisted as a potential buyer. Within three days I received a
request from the German works council for the contact info of the trade union in SLOCOMP.
They established a connection . . . before GERCORP actually owned the company. They
explained the companies’ system to them and the level of rights in GERCORP, the parent company, told them what they should be wary of and then included them in the EWC immediately
after the takeover took place. (SKEI)

‘[W]here our companies operate, say, in Croatia, Bosnia, Serbia, we help our colleagues in
the trade sector to establish trade unions. . . . We try to implant Slovene standards there
because their standards are much worse’ (SDTS).
International trade union cooperation can also help to safeguard social standards
when companies try to take advantage of vulnerable groups, such as posted workers
from low-income countries. This was the case with a joint action of Slovene and German
construction unions that moved to prevent unlawful practices concerning the posting of
workers from the former Yugoslavia to German construction sites by Slovene companies.
After providing for the basic needs of workers who the Slovene informal temporary
work agencies left on their own without paying them their due wages, the Slovene trade
union first provided data to the German trade union, which then sued the Slovene companies. Later, the two unions consulted, on the basis of which the Slovene trade union
cooperated with the government in shaping appropriate regulations for preventing such
situations in the future.
Finally, besides their use in protecting established standards, international trade union
links promote social convergence through the transfer of best practices. The Slovene
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trade union in the construction sector learned from its Austrian counterpart about the
organisation and management of parity-based funds. Now it works hand in hand with
the sectoral employers’ organisation to persuade the government to provide funds to
establish such an institution. The union believes that a sectoral parity-based fund would
foster social convergence by improving social standards in the sector and could also help
companies to weather cyclical downturns.
In summary, while operating mainly through ‘soft tools’ of information exchange,
consultation and best practice transfer, international cooperation offers trade unions a
mechanism for countering downward pressures on social standards through competition
of local work forces at various levels. In addition, through best practice transfer international trade union cooperation can also encourage upward social convergence.
4.3

Conclusion

The results of our case study show that foreign-owned companies bring certain social
standards to social dialogue, mainly by promoting works councils. At least on average
they do not bring worse standards, the main reason being that host-country effects
seem to prevail and foreign-owned companies mainly adapt to existing circumstances.
This holds, of course, only for individual companies; a general dependence on foreign
capital and the associated bidding wars could well erode the established standards of a
host country. For instance, virtually all the new greenfield investments that the Slovene
government proudly announced in 2017, most prominently the automobile parts maker
Magna or robot manufacturer Yaskawa, received hefty investment incentives that could
otherwise have been used to further social convergence through welfare state programmes
ravaged in the aftermath of 2008 under the guise of austerity. The evidence collected
suggests that, although offering mainly ‘soft’ tools, international trade union cooperation can be of great use in preserving existing standards across countries and can even
bring about some positive social convergence by means of best practice transfer. Finally,
by allowing workers to build coalitions across nations, it improves the participation of
labour in democratic dialogue with decision-makers at supra-national level.

5.

CONCLUSIONS

Since the outset of transition social dialogue in Slovenia has played a central role in both
social and economic convergence, although the relationship between the two processes
has changed with the transformation of industrial relations. In the early period, when
the ‘Slovene pattern’ was constituted, labour’s consent to measures crucial to economic
restructuring was exchanged for institutional reforms enabling upward social convergence. A (proto-)exchange ensured that the privatisation process necessary for transition
to a capitalist economy was carried out in a socially less disruptive form, with strong
internal ownership, which also enabled a development path less dependent on foreign
investment. Incomes policies that supported stabilisation, improved competitiveness and
allowed corporate restructuring were exchanged for the institution of the minimum wage,
modifications of the tax system and a favourable Labour Code, which reduced income
inequalities and fostered social convergence. Throughout the 1990s, exchanges between
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partners in the peak-level tripartite ESC gradually built a relatively coherent economic
model, mimicking Western coordinated market economies. The incomes policies that
contributed to nominal convergence and a ‘soft landing’ in the euro zone by 2007 were
also exchanged for elements of social solidarity.
After the main issues of the transition process were resolved by the mid-2000s, social
dialogue was weakened, while organised labour had to defend the achieved level of social
standards, notably against the attempted imposition of a flat tax. The weakening of
consensus-building through dialogue also saw a gradual accumulation of macroeconomic
risks, mainly in the form of foreign indebtedness. During the crisis the social dialogue
collapsed, but the trade unions managed to prevent some reforms that threatened to
increase inequality (such as mini-jobs). The collapse of social dialogue deepened the
crisis, which brought many unilaterally imposed measures that negatively impacted
social standards (austerity measures) but also adversely affected the conditions for future
social convergence (for example, the fiscal rule, a costly ‘bad bank’ and restriction of
democratic rights). In the period after 2013, social dialogue has been revived, producing
some minor social reforms and performs a stabilising function, including sending signals
of stability to international investors now that more importance is assigned to measures
to attract FDI.
In summary, the contribution of industrial relations was strongest in the crucial
period of early transition when the basic institutions of the Slovene economic model
were erected; social and economic convergence were strongly intertwined in exchanges
between the social partners. As economic and social convergence became decoupled
the latter stalled, while the former proceeded by piling up risks, which then materialised
with the crisis of 2008. The collapse of social dialogue adversely affected both social and
economic convergence. The current revival of social dialogue (increase in collective bargaining coverage, bargaining on an ambitious new pact) indicates that the social partners
still consider dialogue to be a lever for economic convergence with the potential for new
exchanges leading to social convergence.
Developments in three important areas of social convergence in which industrial
relations play a crucial role are observed closely in this chapter. In the area of income
inequalities the passage from the period when economic convergence was negotiated
against elements of social convergence to a period of erosion and subsequent collapse
of dialogue is most clearly visible. Minimum wages and wage compression brought
about by incomes policies kept income inequalities under control until the mid-2000s,
while decentralisation of collective bargaining, followed by unilateral reforms such as
regressive social assistance and austerity measures during the crisis brought a steady
deterioration in this area. Trends in gender inequalities are better, but here too, trade
union actions in defence of achieved social convergence (for example, strike agreement in
the public sector) and the resilience of sectoral collective bargaining – which increasingly
includes work–life balance issues – contributed to preserving the achieved level of social
convergence. The adverse impact of the government’s austerity measures, supported by
EU authorities and employers, is still strongly felt. The health insurance system, however,
offers an example of the continuing strong involvement of the social partners, whose
direct influence on the risks covered and services offered has ensured encouraging results
in terms of social convergence.
The case study examines the impact of multinational corporations in Slovenia on
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social dialogue and social standards at the company level, and studies international trade
union cooperation in response to transnational employer activities. We find that foreignowned companies do bring some new social standards, for example, a more prominent
role for works councils, but the established standards in the host country, including the
power and stance of the trade unions, seem more important for establishing or even
improving social standards in multinationals operating in Slovenia. Interestingly, despite
operating mainly through ‘soft tools’ of information exchange, consultation and best
practice transfer, we find that international trade union cooperation can make a notable
contribution to social convergence by preserving and even advancing social standards.

NOTES
1. In the case of Slovenia, when discussing upward social convergence we must acknowledge that in many
areas high social standards were achieved in the era of socialist self-management. However, in this chapter
we discuss only the fortunes and misfortunes of upward convergence during the transition to capitalism.
2. For developments in social dialogue we rely mainly on Kavčič (2004, 2014).
3. Both the number of foreign companies and their share of employees in the respective sectors of these six
unionists taken together are disproportionally high.
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11. E
 conomic and social convergence in Spain:
The elusive goal of catching up with the EU
Rafael Muñoz de Bustillo
1.

INTRODUCTION

At the time of writing Spain is celebrating the fortieth anniversary of its first democratic
general elections after four decades of dictatorship. The process of transition to democracy inaugurated with these elections had a clear and widely shared goal: convergence
with the rest of Europe. A saying popular in the twentieth century and especially at the
time of elections – ‘Europe starts in the Pyrenees’ – perfectly reflects such a feeling. For
many Spaniards, Europe represented the model in economic and social development, not
to mention political and civil rights consolidation (Juliá 2018). That explains why Spain
was, and still is, among the most pro-European countries in the EU.1 Forty years later
Spain is a very different country, but full convergence is still far away. In the meantime,
things have changed in the EU, in both size and backing, with growing numbers of
Europeans questioning the road it seems to them to have taken.
The purpose of this chapter is to study the extent to which there has been social and
economic convergence in Spain towards the EU, both in results and institutions, paying
special attention to the role played by the industrial relations system. With that aim
we look at convergence of results and instruments. In that spirit, in section 2 we will
evaluate the process of economic convergence, including income as well as convergence in
employment and productivity, the two sources of gross domestic product (GDP) growth.
In section 3 we will look at convergence from a social perspective, paying attention to the
late development of the Spanish welfare state and the results achieved for poverty and
(in)equality. This section also looks at the issue through the eyes of an alternative indicator of economic well-being. While up to now the focus of our investigation has been
Spain in relation to the European Union (EU), in section 4 we will look at convergence
within Spain in order to see how the different regions have fared. In section 5 we change
the focus, looking at convergence from the perspective of institutions. Since the creation
of the Economic and Monetary Union (EMU), the EU has increased, by various means,
its role in the coordination of member states’ economic and social policy. The different
tools of economic governance of the European Semester are a good example of this.
We review the extent to which this has contributed to policy convergence, looking at
three specific items related to the labour market and industrial relations: minimum wage,
unemployment benefits and non-standard employment. In section 6 we will take a closer
look at the swift convergence regarding immigration rates that to a considerable extent
took Spain by surprise at the turn of the twenty-first century, paying special attention to
the role of social actors. Finally, section 7 presents the main conclusions.
366
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2.

ECONOMIC CONVERGENCE

According to standard neoclassical growth theory, economic convergence is important to
capitalism’s identity. Low-income countries or regions are so because of lower productivity, related to lower capital–labour ratios. According to the principle of diminishing
returns, in regions with lower capital endowments, capital would enjoy higher returns,
which incentivises investment. The increase in investment, in turn, would lead to higher
capital–labour ratios and productivity, ushering in higher GDP growth and convergence.
In this, convergence would be a matter of time, and countries would be expected to
reduce their differences in per capita GDP to those explained by differences in employment levels.2 Unfortunately, investment, and therefore growth, is affected by many other
variables, from those related to geography and institutions to those associated with
human or natural capital endowments. The existence of other elements that can hinder
economic convergence has been, if reluctantly, acknowledged by standard neoclassical
theory in the concept of conditional convergence. This means that countries converge
in growth rates but not in capital/labour ratios or per capita GDP, as a result of their
specific circumstances in all the variables affecting growth. Such conditional convergence,
which does not guarantee the equalisation of per capita GDP, is little consolation for less
developed countries.
We start our overview of economic convergence in Spain from a long-run perspective.
To do so, we have constructed a long-run series of per capita GDP, from 1850 to 2016,3
of five relevant EU countries: the United Kingdom, Germany, France, Italy and Sweden
(from here on, the Big Five) and Spain. We use the simple average of national per capita
GDP (in US$ purchasing power parity, PPP) in the Big Five as a benchmark against
which to gauge the long-run convergence of the Spanish economy.
Figure 11.1 presents convergence (or the lack of it) in two different ways. Figure 11.1a
shows the evolution of the average GDP of the Big Five together with the Spanish per
capita GDP expressed as a percentage of the average of the per capita GDP of the Big
Five. Figure 11.1b presents two of the most common measures of convergence used in
the literature, the coefficient of variation (CV) of per capita GDP, a relative indicator
of convergence (known as sigma convergence), and the standard deviation of per capita
GDP (STD), a well-known and widely used index of absolute dispersion.
Starting with Figure 11.1a, focusing on Spain’s per capita GDP measured against the
Big Five average – an indicator of convergence/divergence – we can see five different
phases:
1.
2.
3.
4.
5.

1850–1930, characterised by fluctuations around the historical gap, around 20–30
percentage points.
1930–60, the Big Drop: Spanish per capita GDP fell and then remained stagnant in
a context of GDP growth in the Big Five, resulting in an increase in the per capita
GDP gap of up to 50 per cent.
1960–90, the development decades, but a successful transition and joining the EU
allow a reduction of the gap to 20 per cent.
1990–2007, slow but sure growth pushes the gap down to 12 per cent, the lowest since
1850.
2008–13, the Big Dip, with the Great Recession in just four years the gap in per capita

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 367

21/03/2019 15:59

45 000

100

40 000

90

35 000

80
70

30 000

60

25 000

50

20 000

40

15 000

30

Average France, UK, Germany, Sweden, Italy

10 000

20

Spain

5000

10

Spain GDPpc/GDP pc 5 countries (%)

0

0.6

2016

2014

2012

2010

2008

2006

2004

2002

2000

1998

1996

1994

1992

1990

1970

1950

1930

1910

7000

CV
STD

0.5
Coefifcient of variation

1890

a

1870

1850

0

6000
5000

0.4

4000
0.3
3000
0.2

2000

0.1

1000

0
2016

2014

2012

2010

2008

2006

2004

2002

2000

1998

1996

1994

1992

1990

1970

1950

1930

1910

1890

1870

0
1850

b

GDP pc Spain/GDP pc 5 countries %

Towards convergence in Europe

Standard deviation

GDP pc (2011 $ PPP)

368

Note: pc = per capita.
Source:

Author analysis on World Development Indicators, and Bolt et al. (2014, p. 67).

Figure 11.1 
Long-term convergence between Spain and the average of five European
countries, 1850–2016
GDP grows by 8.5 percentage points, taking the country back two decades in per
capita GDP convergence. Since 2014, however, the economic recovery reduced the
gap to 5 percentage points.
Figure 11.1b confirms the periods described above. Of particular note is the much
lower convergence from the 1960s until the end of the 1990s measured in absolute
convergence compared with relative convergence. This is a constant of most analysis of
convergence; reducing absolute differences in GDP is much more difficult than reducing relative differences in GDP. This is important because to most people the absolute
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 ifference – the euro-gap between per capita GDPs – is a more relevant measure of
d
inequality than the relative difference.
In summary, although the Spanish economy was able to multiply its per capita income
by five from 1960 to the Great Recession – almost twice as fast as its closest competitor
(Italy) in our country sample – such impressive growth was not enough to catch up with
the EU core countries. Moreover, the long, harsh crisis of 2009–13 made a profound dent
in this accomplishment, setting the clock back more than a decade.
As mentioned previously, the evolution of per capita GDP can be tautologically explained by the evolution of productivity and employment rates. From this
perspective, the analysis of Spanish convergence over the past half-century is revealing,
as we can find two distinct phases of employment-driven and productivity-driven
growth and convergence. As we can see in Figure 11.2, which presents the evolution of
productivity and employment growth from 1970 to 2016, the first phase of economic
growth and convergence was almost entirely driven by productivity growth, in a
context of almost stagnant employment (in 1970 total employment in Spain was 12.8
million, roughly the same as 20 years later, with 13.2 million). In sharp contrast, in
the second phase, from the recovery from the 1993 crisis to the beginning of the Great
Recession in 2009, convergence was almost solely driven by employment growth in a
context of quasi-stagnant productivity. With the coming of the crisis, as in 1993, we
observe higher employment destruction than GDP reduction, leading to increasing
productivity.
The substitution of productivity-led growth for employment-led growth explains
Spain’s relatively poor productivity performance vis-à-vis the EU15. As we can see in
Table 11.1, although in 2005 the level of average productivity in Spain was close to the
EU27 average, compared with EU15 member states, in all cases except Portugal and
Greece, and for all sectors except non-market services, Spanish labour productivity is
significantly lower than in the rest of the non-Mediterranean EU15 countries: 29 per cent
lower than in France, 19 per cent lower than in Denmark and 12 per cent lower than in
the United Kingdom.
Looking at the supply side, Figure 11.3 presents the evolution – focusing on the
past two decades – of all the variables behind the index of total employment (total
employment divided by population), namely: Figure 11.3a, demographic structure
(potential labour force, between 16 and 64 years of age, in relation to population);
Figure 11.3b, labour force participation rate (labour force relative to potential labour
force); Figure 11.3c, employment rate (employment relative to labour force); and
finally, Figure 11.3d, total employment rate (employment relative to total population).
For the purpose of comparison, the Spanish data are benchmarked against the EU15
average and Sweden, a country that ranks very highly in employment and labour
force participation rates. At the beginning of the period, Spain had a more favourable
demographic structure (in potential labour force), but lower labour force participation
and employment rates, leading to a lower total employment rate (in relation to total
population).
The period exhibits convergence in all variables up until the Great Recession, when
full convergence in total employment rate with the EU15 is almost achieved (although in
relation to Sweden, even at its highest, Spain’s total employment rate was still 10 per cent
lower). However, the crisis produced a radical change of trend, leading to a huge drop
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Figure 11.2

Employment and productivity growth, Spain, 1970–2016

in the total employment rate as a result of the gargantuan increase in unemployment
and the corresponding decrease in employment rates, taking Spain back to the year 2000
level in convergence with the EU15. In summary, we can observe an intensive process
of convergence of all labour variables affecting per capita GDP, brusquely interrupted
by the Great Recession. It is important to stress that this interruption affects only the
employment rate, not labour force participation.
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Table 11.1 
GDP and major sector labour productivity (value added per hour worked),
Spain and EU15, 2005 (EU27 = 100)
Country

GDP

Market
Goods
Manufacturing
economy production

Luxembourg
Belgium
France
Netherlands
Germany
Sweden
Ireland
Denmark
Austria
Finland
United
Kingdom
Italy
Spain
Greece
Portugal

161.0
147.4
136.2
134.5
127.6
125.5
125.1
119.8
117.5
111.8
111.0

169.8
163.2
136.1
146.6
132.7
138.1
139.5
135.4
113.6
123.9
129.0

115.3
195.7
150.5
178.9
157.6
156.0
156.1
174.8
119.4
152.5
162.2

105.1
97.0
76.4
55.7

97.6
93.2
71.3
54.7

110.1
96.0
60.6
48.2

Other
goods

Services

Market Nonservices market
services

120.4
165.4
141.2
182.5
150.3
149.0
236.8
139.6
140.5
166.1
139.7

116.8
225.8
165.3
168.6
103.5
121.5
70.2
251.0
87.1
125.0
208.9

175.9
132.3
130.9
120.1
115.1
113.3
107.9
101.4
116.6
91.8
98.2

197.4
147.8
128.6
131.8
116.4
124.7
124.4
112.4
108.9
97.7
116.1

135.3
108.5
132.0
101.3
112.7
96.2
80.2
85.0
131.8
81.6
72.9

99.6
95.8
57.0
46.8

120.2
112.1
83.2
59.7

102.6
97.6
83.7
61.2

89.4
90.9
78.6
61.1

148.3
114.4
102.3
64.0

Source: Author’s analysis from Inklaar and Timmer (2012).

As per capita GDP growth is the product of growth in the rate of total employment and
of labour productivity, for a given rate of growth higher convergence in one of the indicators will necessarily be produced at the cost of lower convergence in the other indicator.
After the crisis, from a social and political point of view, employment growth has had the
highest priority. With employment growth rates close to GDP growth rates, the years of
economic recovery are witnessing convergence in employment in a context of stagnant
productivity.
What was the role of industrial relations in this process of convergence? As argued
elsewhere (Muñoz de Bustillo and Pinto 2017), Spanish trade unions played an important
role in facilitating the economic and social transition to democracy in the late 1970s and
early 1980s. To the extent that the success of such a transition was a necessary condition
for continuing convergence, we could say, loosely, that the industrial relations system
played a functional role.
From a different perspective, during the last wave of GDP growth and employment
creation that started in the mid-1990s and ended with the Great Recession, various
institutions and governments argued that wage moderation was crucial for employment
creation. For example, to name just two, in its 2001 report on the economic situation in
Spain (OECD 2001), the Organisation for Economic Co-operation and Development
(OECD) stressed that Spanish economic growth depended on ‘strict maintenance of
wage moderation’ (OECD 2001, p. 42). Similarly, in its 2002 Annual Report, the Bank of
Spain stressed that in order to consolidate economic recovery it was necessary to ‘resume
the pattern of wage moderation’ (Banco de España 2002, p. 24). The industrial relations
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Figure 11.3

Convergence from a labour perspective, Spain, 1995–2016

system is just one of the elements behind wage moderation. Many other things, such as the
unemployment rate, rising labour supply (resulting from growing immigration and female
labour force participation), labour regulation reforms, and so on, affect wage trends. If
we review both trade union documents and the results of different framework agreements
at the national level, wage moderation seems to have been a major element in bargaining.
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A different issue, which unfortunately is beyond the scope of this chapter, is whether
the positive impact – in higher profitability and hopefully higher investment and employment, as well as higher competitiveness – of wage moderation on GDP and employment
growth (and therefore on convergence) was strong enough to compensate for the potential
negative implications of such a policy, such as lower incentives to invest in innovations,
lower productivity growth, lower increase in domestic consumer demand and so on.4
In summary, in the past few decades Spain has experienced convergence in income
per capita towards the EU15, fuelled initially by productivity growth and more recently
by employment growth. This process was abruptly halted by the Great Recession, which
gave way to a lost decade in which convergence was replaced by divergence. Just before
the crisis, measured against the EU15, Spain had achieved convergence in total employment rates – albeit in a context of still high unemployment rates – and thus income
differences were explained mainly by lower productivity. The crisis changed this situation,
adding, on top of the productivity gap, a sizeable gap in total employment rates.

3.

SOCIAL CONVERGENCE

Our review of Spain’s social convergence towards the EU15 will focus on three items:
social expenditure, income inequality and poverty rates. Our interest in social expenditure
is explained by the important role played by the modern welfare state in allowing better
coverage of social needs through various social protection programmes both in cash
(unemployment benefits, pensions, and so on) and in kind (for example, health care
and housing). Income inequality and poverty rates are two different expressions of how
well (or badly) the growing output associated with economic convergence is distributed among the population, whether it follows parameters similar to the EU or not.
Compared with the United States, European societies have always been distinguished by
their lower inequality and more developed welfare states. These characteristics are necessarily interconnected because social expenditure is a major element in lower inequality
and poverty rates.
Starting with social protection, it is a well-established fact of comparative social system
research that in the EU there are different ‘models’ of social protection and different levels
of development of the welfare state. Regardless of the specific nomenclature (familistic,
Mediterranean, and so on) all classifications consider Spain to be at the lower end in social
protection from a EU perspective (Ferrera 1996; Moreno 2009). The relatively small size
of the welfare state – before the Great Recession social expenditure was around 20 per cent
of GDP, compared with 26 per cent for the EU15 – is partly explained by its late development, in the final years of Franco’s dictatorships and the first years of the democratic
transition, in a context of serious economic hardship. Nevertheless, as we can see in Figure
11.4 – in which Spanish social expenditure as a percentage of GDP is represented together
with the EU15 average and the maximum and minimum values of social expenditure for
the EU27 – Spain does not exhibit convergence towards the EU15 in the late 1990s period
of high economic growth; quite the opposite. Only with the recession, and mainly owing
to the drop in GDP, did the share of social expenditure in GDP rise from 20 to 25 per cent
(even in a context of sizeable cuts in social expenditure and austerity). This paradoxical
convergence in social protection (in a time of troubles, not of abundance) will probably be
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Figure 11.4 
Social expenditure as a percentage of GDP, EU15, Spain and country with
the maximum and minimum indicator, 1995–2014
short lived, as shown by the Stability Program Update for the Kingdom of Spain 2017–
2020 (Government of Spain 2017, p. 98), in which social expenditure (health care, social
protection and housing) as a percentage of GDP is expected to drop to 21.9 per cent by
2020. This intention reveals that the lack of convergence in social expenditure was policy
driven; the result of political will and not the consequence of a lack of resources needed to
further develop the Spanish welfare state. This lack of convergence in social expenditure
is a second important element of our analysis. It shows how social convergence – at least
in relative resources allocated to social protection – has been decoupled from economic
growth, as social expenditure as a share of GDP remained stagnant during more than a
decade of high GDP and employment growth.
The gap between the resources of the Spanish social protection system and the EU average has been a cause for concern among the trade unions, who have called for the gap to
be narrowed on various occasions. An example of such attempts is the Propuesta Sindical
Prioritaria (Priority Trade Union Proposal), a programme of action signed by the two
major trade union confederations in 1989, with a wide list of demands aimed at improving
the social protection system and reducing inequality, among other goals more closely related
to the labour market. One such demand was the creation of a system of non-contributory
universal pensions for retirees with no access to standard contributory retirement pensions. This programme of action was the expression of the longing of a large part of the
population for a ‘social turn’ or ‘Giro social’ as a type of compensation for a long decade
of economic sacrifices, at a moment when the economy was doing well. In 1990 the government approved the creation of a system of non-contributory pensions that, for many years
(until approval in 2006 of the Law on Dependence), was the last major improvement of the
Spanish protection system.5 More recently (in 2014), the trade unions reached an agreement with the conservative government to extend the unemployment protection system to
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long-term unemployed workers who had terminated their non-contributory unemployment
assistance owing to the intensity and duration of the crisis. Finally, the trade unions are
also deeply engaged in the debate on the need to create a guaranteed minimum income to
fight poverty. An example of such involvement is the presentation in 2016 of a Popular
Legislative Initiative, backed by 700 000 signatures, aimed at establishing a lump-sum basic
income that would improve the lives of people without income and resources.6
Regarding income inequality, according to the canonical model of inequality and
growth developed by Simon Kuznets in 1955, in which higher-income countries have
lower inequality and, for already developed countries, inequality is expected to decrease
with economic growth, we should expect that the process of economic convergence also
leads to convergence in income inequality.
Does the Spanish experience of the past 35 years conform to the Kuznets pattern?
Figure 11.5a reproduces the relationship between per capita GDP (in 2010 constant
US$) and the Gini coefficient from 1980 to 2016.7 A type of inverted U function can
be adjusted to the data, although only with some imagination and the help of statistical
analysis tools. The slope of the decreasing part of the curve is quite low, pointing to
a meagre equalising effect of per capita GDP growth in Spain. More revealing is the
analysis of the second part of the series, corresponding to the period 2004–16 (Figure
11.5b), where the inequality-exacerbating impact of the crisis is clear. Also clear is the
different path followed with economic recovery in 2014, with inequality almost stagnant.
When we look at income inequality in Spain from a comparative European perspective
(Figure 11.6) we observe the following: (1) higher than average inequality compared with
the EU27 and, especially with the countries with lower inequality in each of the years of
the series; (2) convergence in the first part of the series (1997–2001) and divergence afterwards, for 2004 onwards, even before the start of the crisis; (3) an increase in inequality
in those countries with a lower Gini index; and (4) at the end of the period, the Spanish
Gini index was around 12 per cent higher than the average and almost one-third higher
than the country with the lowest income inequality.
At this stage of the analysis we would like to draw attention to two elements underlying
the size and trend of income inequality in Spain. The first is the relationship between
income inequality and social expenditure. As is well known, social expenditure is a major
element in the correction of income inequalities, both through fiscal policy (progressive
taxation) and social expenditure (pensions and social assistance). When we look at
income inequality in market income – that is, before taxes and transfers – Spain is located
near the EU average, with lower income inequality than countries such as Sweden or
Germany (Muñoz de Bustillo 2016). The Spanish peculiarity regarding income distribution in the EU context – its higher level of inequality – is not explained by the fact that
Spain has the worst results in income distribution, but by the lower redistributive capacity of the Spanish welfare state. The lack of convergence in social protection expenditure
also translates into lower convergence in income (in)equality. A similar connection can
be drawn between higher income inequality and lower employment levels – especially
since the Great Recession – as the massive levels of unemployment associated with the
economic crisis are behind the increase in inequality over the past few years.
This conclusion is somehow buttressed by the existing information on wage inequality.
From a European perspective Spain does not have a significantly higher level of wage
inequality. In 2014 Spain and Italy were the only two countries from a sample of 23 EU
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Figure 11.5

Income per capita and inequality, Spain, 1980–2016

countries with data on wage and income inequality in which higher-than-average income
inequality was paired with lower-than-average wage inequality. Such a lower level of wage
inequality is related to an industrial relations system in which the automatic extension
of collective agreements warrants a high level of collective agreement coverage, even in
a context of low trade union affiliation rates. As argued in OECD (2004) and Muñoz de
Bustillo and Pinto (2017), collective agreement coverage has a major and inverse impact
on wage inequality.
Complementing the information on the lack of convergence in income inequality,
we now address the evolution of poverty rates in Spain vis-à-vis the EU. To this end,
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Author’s analysis from ECHP and SILC.

Figure 11.6 
Income inequality in Spain, the EU27 and the most equal and unequal
member states, 1995–2016 (Gini index and standard deviation)
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Figure 11.7 
Poverty rates in Spain, the EU15 and most equal and unequal EU27
member states, 1995–2016 (Gini index and standard deviation)
Figure 11.7 reproduces the evolution of poverty rates in the past two decades in Spain,
the EU15 and the EU27 countries with higher and lower poverty rates in each of the
years considered. Figure 11.7 also includes the standard deviation of the Spanish and
EU poverty rates as a summary index of convergence. The figure is clear: Spain had both
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higher and diverging rates of poverty compared with the EU, very similar to those of the
countries with the highest poverty rates.8
To conclude this section we use one of the better known alternative indexes of wellbeing, the Index of Economic Well-Being (IEWB), developed by the Canadian Centre
for the Study of Living Standards (Osberg and Sharpe 1998), to monitor the existence
(or lack) of economic social convergence from an aggregate perspective. The IEWB is an
aggregate index composed of four dimensions:
1.
2.

3.
4.

Effective per capita consumption flows, including consumption of marketed goods
and services; government services; effective per capita flows of household production; leisure; and changes in life span.
Net societal accumulation of stocks of productive resources, including net accumulation of tangible capital; housing stocks; net changes in the value of natural resource
stocks; environmental costs; net changes in the level of foreign indebtedness; accumulation of human capital; and stock of research and development (R&D) investment.
Income distribution, including intensity of poverty (incidence and depth) and
inequality of income.
Economic security from job loss and unemployment, illness, family breakup and
poverty in old age (Osberg and Sharpe 2002, p. 295).

Each of the dimensions is composed of different subcomponents, making a total of 18.
The four dimensions have equal weighting.
This indicator offers a good opportunity to test whether, from a general perspective – a
single index including the economic and social dimensions of well-being – there has been
convergence between Spain and other European countries. To this end, we base our
analysis on the data provided by Lars Osberg and Andrew Sharpe (2016) for a sample
of high-income countries from 1980 to 2014. As these authors do not present data for
country aggregates such as the EU, we have opted to compare the evolution of the
IEWB with the simple average of the nine European countries with available data on
their IEWB: Belgium, Denmark, Finland, France, Germany, Italy, Netherlands, Sweden
and the United Kingdom. Figure 11.8 reproduces the evolution of the IEWB for Spain
and the average of the aforementioned nine European countries, together with the now
customary standard deviation of the two indexes, as a summary index of convergence.
The general picture presented by Figure 11.8 is fairly pessimistic regarding the convergence of well-being between Spain and the average of core European countries. Although
convergence can be observed during the 1980s, the economic crisis of 1993 completely
altered the picture, leading to a change in trend. With economic recovery after the crisis
we observe a reduction of the differences in IEWB. Unfortunately, this convergence is
short lived, as from 2000 the paths start diverging again. Such a divergence trend is highly
intensified during the Great Recession as result of the fall of the Spanish IEWB against
a stagnant, but not falling, average IEWB. Taking advantage of the tree-like construction
of the IEWB, we can explore how the different components of the IEWB have fared in
the period and their contribution to the increasing divergence. As we can see in Figure
11.9 – excluding the dimension of wealth stocks, which fully converges during the period
thanks to the change in the intensity of convergence from 2000 onward – the other
dimensions show divergence in relation to the nine European countries’ average used as
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Figure 11.8 
Index of Economic Well-Being of Spain and average of nine European
countries,* 1980–2014
a benchmark. In one of the dimensions, consumption flows, the process of convergence
was frustrated by the 1993 crisis, after which Spain was not able to regain its pre-crisis
impetus. In this context, the Great Recession produced a major downturn in the indicator that lasted until the end of the period considered. The behaviour of the economic
security dimension is also clearly explained by whatever happens in the economy, with
two major drawbacks related to both crises. Finally, the dimension of inequality shows a
first phase of divergence related to the 1993 crisis, but also a second phase starting well
before the Great Recession.
In summary, the goal of convergence between Spain and Europe (taking the EU15
average as benchmark) has proven elusive, in both economic and social convergence.
From the former perspective, convergence was brutally halted by the Great Recession,
which was much deeper and longer in Spain than in the rest of the EU. More worrisome
is the lack of convergence from a social perspective, in both inequality and poverty rates.
This lack of convergence, if not divergence, can be explained, among other factors, by the
abnormally high unemployment rates experienced in Spain during much of the past four
decades and to the existence of a weak welfare state with very little capacity (or will?) to
reduce the inequalities generated by the market.
In this context, the social partners and the industrial relations system have contributed, as far as they were able, to economic and social convergence by facilitating wage
moderation, while reducing wage inequality. The trade unions have also been behind
some major improvements in social protection, such as the creation of non-contributory
pensions.
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Figure 11.9 
Dimensions of the Index of Economic Well-Being of Spain and the average
of nine European countries, 1980–2013

4.

CONVERGENCE WITHIN SPAIN

The existence of a single institutional framework for all the Spanish regions means
that, from a legislative perspective – with some differences pertaining to financing and
regulation at the regional level (Comunidades Autónomas) that can be sizeable – all
residents of Spain have access to roughly similar public services. For that reason, we focus
our analysis of convergence within Spain on just two variables: per capita income and
unemployment.
Figure 11.10 presents the dispersion of regional income per capita in the long run
(1955–2014) among the 17 Spanish autonomous regions. Again we use an indicator of
absolute dispersion (standard deviation) and a relative indicator of dispersion (coefficient of variation). In relative terms there is a strong process of convergence among the
Spanish regions until the late 1970s, which petered out at the turn of the century. Behind
this process of regional convergence we find strong movements of population from the
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Source: Author’s analysis based on De la Fuente (2016) and INE (Contabilidad Regional de España for
2015–16).

Figure 11.10

GDP convergence among the Spanish regions, 1955–2015

less developed to the more developed regions (Raymond and García Greciano 1996).
This convergence is not intensive enough to reduce the differences in per capita GDP in
absolute terms; from this last perspective, we can observe increasing differences until the
turn of the century, when they stabilise until the crisis. For the last year of the series,
the richest region (Madrid) has a per capita GDP roughly double that of the region with
the lowest per capita GDP (Extremadura). Such differences in market terms are reduced
by roughly one-fifth when measured in disposable income.
It is important to acknowledge that the dispersion of regional GDP in Spain is
relatively low compared with most EU countries. In 2015, the coefficient of variation of
per capita GDP of the Spanish regions, 0.21, put Spain at the lower end of the EU in
regional per capita GDP dispersion, together with countries such as Greece, Finland and
the United Kingdom (excluding inner London) or France, and with much lower values
than countries such as Slovakia, on 0.67.9 To put this in context, for the same year, the
coefficient of variation of the per capita GDP of the EU member states was 0.43, so the
dispersion of regional per capita GDP in countries such as Spain or France is roughly
half the dispersion between the per capita GDP of the EU member states.
Many factors underlie these differences in per capita GDP: paraphrasing Jeffrey
Sachs (1997), from elements related to nature to elements related to nurture; from different economic structures leading to diverse productivity levels to different demographics.
Among these items, we would like to call attention to one, the unemployment rate, which
has a profound impact on both economic and social development and convergence. As
Figure 11.11 shows (national average unemployment rate along with the unemployment
rates of the region with the lowest and highest unemployment rates each quarter), not
only is there a wide gap between such rates, but the dispersion has increased during the
crisis, with the standard deviation growing by more than 50 per cent from 2008 to 2017.
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Figure 11.11 
Unemployment rate in the region with the highest and lowest
unemployment rate, Spain, 2002–17

5.

INSTITUTIONAL CONVERGENCE

Complementing the analysis developed above, in this section we approach the issue of
convergence from a different perspective, focusing on institutions and policies. The task
now is to review the extent to which Spanish socio-economic institutions have followed
a path of convergence towards their European counterparts. Without doubt, one of the
main accomplishments of the theory of economic development in recent decades has
been the discovery of the major role played by institutions in the process of economic
development. As stated by Dani Rodrik (2004, p. 10), ‘There is now widespread agreement
among economists studying economic growth that institutional quality holds the key to
prevailing patterns of prosperity around the world’. Unfortunately, such agreement does
not go as far as allowing us to present a fixed set of institutional arrangements conducive
to economic growth, because, again in Rodrik’s words (Rodrik and Subramanian 2003,
p. 33), ‘institutional solutions that perform well in one setting may be inappropriate in a
setting without the supporting norms and complementary institutions. In other words,
institutional innovations do not necessarily travel well’.
Owing to restrictions of space, it is not possible to present here a full account of
the existence (or lack) of such processes of institutional convergence and their role in
socio-economic convergence. As an alternative, we focus on three elements of the greatest
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importance for the proper working of the labour market and social cohesion: the minimum wage, unemployment benefits and non-standard employment relations.
5.1

Minimum Wages

According to Eurostat, in 2016 (last available information), the Spanish minimum wage
was among the lowest (as a proportion of the mean value of average monthly earnings)
of all EU countries with minimum wage systems: 34.1 per cent compared with a simple
average of 43.3 per cent (21 countries).10 Furthermore, the gap between the Spanish
minimum wage as a proportion of the average of the 21 EU countries with available data
doubled during the period 2008–15, going from –10 per cent to –20 per cent.
According to the Spanish Labour Code, the setting of the minimum wage is the competence of the government, after consultation with the social partners and taking into
account the development of the price index, productivity, the share of wages in national
income and the economic situation in general, but without the application of a specific
algorithm. As a result, in practice, the setting of the minimum wage is often a unilateral
government decision.11 As argued by Banyuls et al. (2011), in Spain the minimum wage
has not been an important topic of social dialogue, as the trade unions have traditionally
preferred the alternative provided by collective bargaining to set a sectoral wage floor
(usually higher than the minimum wage). This, together with the high collective agreement coverage, explains the relatively low percentage of workers on the minimum wage
(3.5 per cent according to social security data).
The particularly low level of the minimum wage in Spain (vis-à-vis its European
counterparts) led the major trade union federations (the General Union of Workers,
UGT, and the Trade Union Confederation of Workers’ Committees, CCOO) to demand
– unsuccessfully – a monthly minimum wage of €800 for 2017 (compared with the actual
minimum wage of €707.7 × 14 monthly payments), aiming at a minimum wage of €1000
for 2020 in order to achieve the 50–60 per cent threshold proposed by the 1961 European
Social Charter of the Council of Europe. After negotiations with the government, in
December 2017 the social partners agreed to a minimum wage increase of 4 per cent
for 2018, based on the compromise of achieving €850 (14 monthly payments) by 2020.
If this compromise is finally met (the agreement is subject to two conditions: annual
GDP growth over 2.5 per cent and an increase of more than 450 000 persons per year
claiming social security benefits), the goal of a minimum wage of €1000 per month would
be achieved by 2020. After an unexpected change in government in June 2018, in 2019
the minimum wage was increased by 22.3% by a minority government of the Spanish
Socialist Party with the backing of Podemos, improving this situation.
The relatively high dispersion of minimum wages in the EU is related to the coexistence
of different approaches. In some countries, such as Austria, Italy, Denmark, Finland and
Sweden, minimum wages are set by collective agreements, while in others, such as France,
the Netherlands, Spain, the United Kingdom and, more recently (2015), Germany,
minimum wages are set by statutory regulations. As argued by Fernández-Macías and
Vacas-Soriano (2016), such institutional diversity makes it more difficult, although not
impossible, to advance towards coordination of minimum wages at the EU level. One
option considered in the literature (Schulten 2008) is the use of the open method of
coordination to set a common target level (related to the average national wage), leaving
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it up to the different member states to select the institutional mechanism to be used to
achieve such an outcome.
5.2

Unemployment Benefits

In a country with a high unemployment rate across the cycle, unemployment benefits are
a major source of social protection and social cohesion. As mentioned in the previous
section, unemployment benefit is one of the two items of social policy on which social
expenditure as a share of GDP is higher in Spain than the EU average. Unemployment
benefit has also been singled out as one policy that could be mutualised in order to
develop an instrument to improve the architecture of EMU. According to many analysts,
EMU – and more precisely the role given to restrictions on the capacity of member states
to incur deficit expending, as well as the policy of fiscal consolidation pursued in times
of crisis (Muñoz de Bustillo 2014) – has led to a reduction in member states’ capacity to
implement counter-cyclical policies by means of deficit spending. One way to alleviate
such a restriction would be to develop a European Unemployment Benefit Scheme that,
under specific circumstances, would finance unemployment benefits by the EU (Beblavý
et al. 2015). One of the difficulties faced to the establishment of such a scheme is the
diverse nature of EU unemployment benefits. Unemployment benefits differ among
EU member states in three different dimensions: (1) replacement rate, understood as
a percentage of the previous wage; (2) duration; and (3) eligibility. These differences
are magnified as replacement rates might be subject to maximum and minimum limits,
differences related to family composition, duration of unemployment (usually related to
decline in replacement rates), existence of unemployment assistance after the exhaustion
of unemployment benefits, and so on. Furthermore, unemployment benefits might be
complemented by other types of social benefit, such as housing allowance, with substantial implications in replacement rates in some countries, such as the United Kingdom.
Table 11.2 presents the wide variation of unemployment benefit models with examples
of countries with high and low unemployment benefit levels along the above-mentioned
axis.
This diversity of unemployment benefit schemes implies that it is not easy to evaluate
their convergence (or the lack of it) in the EU member states. If we look at a specific
group of workers, for example, net replacement rates for single earners, whose previous
in work earnings amounted to 67 per cent of average wages; from 2001 to 2015 no major
overall changes can be detected in replacement rates in the EU and such changes do not
follow a single pattern. A relatively small number of countries – such as Italy, Hungary,
Belgium, Ireland and the Czech Republic – increased their replacement rates during the
period by a sizeable percentage (from 14 per cent in the case of Belgium to 41 per cent in
the case of Italy), while in a few others, such as Sweden and Romania, replacement rates
decreased. The dispersion of replacement rates for this group of workers did not change
much during the period, with a reduction in the standard deviation of 5.5 per cent.12
5.3

Non-standard Forms of Employment

During the Golden Age of capitalism (Marglin and Schor 1990), although there were a
range of forms of employment, full-time open-ended employment was understood as the
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Table 11.2

Characteristics of unemployment benefits schemes, EU member states

Axis
Net replacement
ratea

Countries at the lower
end

Countries at the higher
end

Single earner 67%
of average wage

UK = 20%
Greece = 39%
Lithuania = 41%
Malta = 42%

One earner married
 couple 100% of
average wage

UK = 22%
Greece = 29%
Poland = 35
Romania = 32%
UK = 10%
Greece = 21%
Malta = 20%
Romania, Ireland = 26%
Czech Republic = 5
UK, Slovakia = 6
Italy = 8
Austria = 9
Spain, Greece = 4
Portugal, Romania = 4.5
Italy = 4.5

Belgium = 88%
Slovenia = 86%
Denmark,
 Luxembourg = 84%
Latvia = 83%
Luxembourg = 83%
Latvia = 79%
Portugal = 75%
Italy = 69%
Latvia = 85%
Bulgaria = 77%
Luxembourg = 75%
France = 69%
Belgium = 60
Portugal = 27.6
France, Denmark = 24
Spain = 23.7
Denmark, Cyprus,
 Czech Republic = 2
Finland, UK = 2.5
Belgium, France =3

Single earner 150%
 of average wage
Duration (months)b

Eligibilityc
Scale from 1 (least
strict) to 5 (most
strict)

Notes:
(a) Family does not qualify for cash housing assistance or social assistance ‘top ups’. Spain 78 per cent, 54
per cent and 38 per cent, respectively.
(b) Unemployment benefit duration if 22 years of contributions, 2010.
(c) 2011.
Sources: (a) OECD Tax-benefit models 2015; (b) Stovicek and Turrini (2012, p. 23); (c) Stovicek and Turrini
(2012, p. 23).

norm or standard way to organise the employment relationship for most workers and
firms. The economic crisis of 1973 that ended these golden years was also the starting
point of the development of new forms of employment relations, characterised by lower
levels of employment security and higher uncertainty. With different timings, incidence
and specificities, depending on the national institutional setting, these new forms of
employment (often old forms recycled for the new times, old wine in new bottles) gained
momentum in the late 1990s, as labour market flexibility came to be considered the
cornerstone of the new global capitalism. In 1994 the OECD, in its influential Jobs Study,
included among the policies proposed to fight unemployment an increase in working-time
flexibility, especially through part-time work, and the reform of employment provisions
by loosening mandatory restrictions on dismissals and permitting fixed-term contracts.
The study also recommended policies to encourage entrepreneurship. Although the
narrative of flexibilisation of labour markets was often accompanied by a parallel narrative of increasing security – flexisecurity – so that flexible labour markets could not be
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established at the price of higher worker insecurity, all too often the real emphasis was on
the first part of the equation. The Jobs Study itself included among its recommendations
a reform of unemployment insurance to limit the disincentive effects of the system,13 a
proposal often at odds with a policy of increasing security for workers in an increasingly
flexible labour market.
The process of labour market deregulation fed by studies such as the Jobs Project led
to the growth of non-standard employment across Europe, although at very different
speeds. Spain has the doubtful honour of being the first country to liberalise temporary
employment (in 1984). After the reform, fixed-term employment became the default
entry-level contract in Spain. This dynamic led to an unparalleled growth of temporary
employment that spread to one-third of all employees in less than a decade. Since then,
other countries have followed, although at a slower pace, in what can be considered a
process of (negative) convergence: convergence towards lower job quality.
To test the extent to which there is a trend toward higher levels of non-standard
employment in the EU, we constructed an indicator of non-standard employment
relations (NSER) defined as the share in total employment of temporary employment,
involuntary part-time employment and solo self-employment (self-employed persons
without employees or own-account workers). Figure 11.12 reproduces the evolution of
NSER in the Big Five plus Sweden, as well as the standard deviation of the NSER rate.
There has been convergence in the destandardisation of employment relations across the
sample countries. This process is also extendable, although for a shorter period of time
owing to lack of data, to the EU15 and the EU28.
Two caveats are worth mentioning as regards Figure 11.12. The first is that, owing
to the use of a homogeneous definition of NSER for measurement purposes, in some
countries we have left out country-specific NSER that could be of relevance for that
country. That is the case, for example, for employees with zero-hour contracts in the
United Kingdom.14 For this, it is important to acknowledge that features of the standard
employment relationship might also differ in different countries. For example, openended contracts in, for example, France or Germany, enjoy a higher level of employment
protection than in the United Kingdom. The second element to take into consideration
is the existence of different combinations of non-standard forms of employment in the
different countries of the sample. It is also important to highlight how the combination
of the different forms of NSER has changed over time. In the Spanish case, for example,
we can see a reduction in the share of temporary employment and solo self-employment
(the former is related to the high rate of destruction of fixed-term jobs during the Great
Recession) and an increase in involuntary part-time employment since the beginning of
the crisis.
Although both the causes and drivers of non-standard employment relations are different among the member states, one element that seems to underlie their development
across the EU is the level of unemployment. In Figure 11.13 there is a close connection
between the rate of unemployment and the NSER rate (R2 of 0.34), which grows in intensity when we focus on the EU15 (R2 of 0.62). This relationship corresponds to two different elements. In the first, governments often, when facing high levels of unemployment,
develop measures to increase labour market flexibility (whose absence is considered by
mainstream labour economics to be a major cause of unemployment) by deregulating
labour markets and allowing for the development of different types of non-standard
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Figure 11.12 
Evolution of non-standard employment in Germany, Italy, Spain,
France, United Kingdom and Sweden, 1995–2016 (percentage of total
employment)
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Figure 11.13

Unemployment rate and non-standard employment rate, EU, 2016
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employment. In the second, unemployment reduces both the power of trade unions to
oppose such policies and the capacity of workers to reject such jobs.
As argued elsewhere (Muñoz de Bustillo and Pinto 2017), Spain’s high level of NSER,
fuelled by unparalleled levels of temporary employment (at least before the correction
produced during the crisis) shows that the Spanish industrial relations system does not seem
well suited to addressing this issue. Although some collective agreements address issues
related to temporary employment, in 2015 these were a minority in both collective agreements and employees covered. For example, only 21 per cent of employees with a higher
than firm-level collective agreement for which we have qualitative substantive information
were protected by limits to the maximum number of temporary contracts (7.4 per cent in
the case of firm-level agreements), and only 7 per cent (3.2 per cent in the case of firm-level
agreements) had collective agreements that established limits to the index of employees with
temporary contracts/total number of employees. Although trade unions have long pursued
the reduction of temporary employment as one of their main goals,15 they have clearly
failed. Among the reasons for such failure we can speculate on the following: the refusal of
employers’ associations to discuss an item that they consider part of their prerogative with
regard to organising the production process, and the reluctance of trade unions to relate the
reduction of temporary employment to a deterioration of open-ended contracts.
The three elements covered in this section are good examples of the difficulties
involved in advancing towards common institutions (minimum wages and unemployment benefits), and how sometimes institutional convergence, as in the case of labour
market flexibilisation, might lead to undesired effects in falling labour standards.

6.

CASE STUDY: CONVERGENCE IN IMMIGRATION RATES

One of the areas in which Spain has experienced full convergence with the EU15 in little
more than a decade is immigration rates. When Spain joined the EU, immigration was
almost unknown. Not so long ago Spain was known as a country of emigration with
important contingents of its population in both Latin America and the rest of Europe.
With the exception of some agricultural areas, where immigrants were an important part
of the labour landscape, in the rest of the country immigrants were an oddity. The situation remained largely unchanged for another decade after joining the EU, until suddenly,
in the late 1990s, in a little less than a decade, Spain joined the group of countries with
large immigrant populations. Such convergence is clearly shown in Figure 11.14, which
reproduces the simple average of immigration rates in the EU14, the country with the
highest and lowest immigration rate in the sample and the Spanish immigration rate. To
facilitate reading the graph (and not distort the average) Luxembourg has been excluded
from the figure (in 2015 Luxembourg had an immigration rate of 44 per cent). As we
can see, starting from a very low rate in 1990 – among the lowest in the EU15 – the
immigration rate skyrocketed in the first decade of the twenty-first century, surpassing
the EU14 average. The Great Recession produced a reduction in the immigration rate,
but it remained above the EU14 average in 2015.
In this journey Spain was accompanied by other EU countries, such as Ireland and
Greece, which followed a similar pattern (Muñoz de Bustillo and Antón 2010). We can
see in Figure 11.15 that over the past quarter century there has been convergence in
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Figure 11.14 
Immigration rates in Spain, the EU14 and countries with the minimum and
maximum immigration rates, 1990–2015
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Figure 11.15 
Immigration rate in 1990 and growth in immigration rates in the EU,
1990–2015
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immigration rates in the EU, as those members with lower immigration rates experienced
higher growth in that respect than did those with high rates at the beginning of the period.
This process of massive immigration coincided with a relatively high (but decreasing)
unemployment rate. Although immigration was omnipresent in the media and political
discourse, and high on the list of concerns of the Spanish population, the integration of
immigrants was successful in the sense that there was relatively little social conflict.
This is certainly not reflected in a high tolerance towards immigrants on the part of a
majority of the population in comparison with other European countries. When asked
whether there were already too many immigrants in the country or about their impact
on the labour market, the responses were not particularly friendly. Regarding the first
question, in 2008, just before the start of the Great Recession, 46 per cent of Spaniards
considered that the number of immigrants in Spain was excessive (against 18 per cent
who thought it was acceptable).16 The same year the percentage of Spanish citizens aged
15–29 years old who considered that immigrants took away jobs from Spaniards reached
51 per cent, while 68 per cent believed that immigrants exerted a downward pressure on
wages (compared with 38 per cent and 50 per cent in 2002).17
In this context it is amazing that the Great Recession and its impact on the unemployment rate – which reached 26 per cent in 2013 – did not fuel major hostility against immigration at the political or street level. In Spain the type of political parties with radical
(antipathetic) views on immigration (if not outright xenophobia) that have flourished in
many other European countries – such as Germany, France, the Netherlands or Austria
– have been absent from the political arena until late 2018, when one such party, Vox, won
12% of the votes in the in the Andalucian Parlamentary Elections.
One of the elements that could underlie the relatively peaceful integration of immigrants in the labour market is their high level of segregation in jobs, as immigrants
and locals often work in different places, doing different things. In this regard, after
Luxembourg, Greece and Cyprus, Spain is the EU country with the highest occupational
segregation of immigrants as measured by the Duncan Index (Muñoz de Bustillo and
Antón 2012). From a different perspective, it could be argued that the social partners,
especially the trade unions, who embraced from the beginning the integration of immigrants in a context of equal treatment, have contributed to this peaceful coexistence.
This position is especially praiseworthy when viewed against a public opinion that is not
favourable to immigration.
According to the analysis of Penninx and Roosblad (2000), trade union attitudes
to immigration can be explained by four factors: (1) their power in society and socioeconomic decision-making, (2) economic and labour market conditions, (3) social trends:
public discourse, institutional arrangements, legislation, and so on, and (4) characteristics
of immigrants and public perceptions, related to degree of proximity to the immigrant
population. Taking this list as a guide, we could say that the positive attitude of the
trade unions regarding immigration was not what might have been expected: (1) even
in the boom years prior to the crisis the unemployment rate was relatively high, (2) the
dominant public discourse was critical of the huge increase in the immigrant population
and (3) the public viewed immigration with growing concern. While at the beginning of
the 2000s less than 10 per cent of the population were concerned about immigration, by
September 2006 the figure had risen to almost 60 per cent. Interestingly, with the Great
Recession the level of concern decreased to fewer than 5 per cent. Only the characteristics
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of the immigrant population favoured the trade unions’ positive stance towards it, as an
important majority of immigrants came from Latin America and shared the language
and some cultural elements with locals.
As regards immigration, the major Spanish trade unions have been active on three different fronts. On the political front they have lobbied in favour of regularising irregular
immigrants, bearing in mind that irregular immigration is the worst-case scenario, bad
for the immigrant (bad working conditions and low wages), workers and firms (unfair
competition), and the country as a whole (lower taxes). They have advocated a policy
of taking a strong stance with employers who hire irregular workers and regularisation
for immigrants. Since the 2000 reforms, trade unions have argued for a more generous
immigration policy (Marino et al. 2015) but within the general framework of linking
immigration policy to the needs of the labour market. Trade unions also participate
in regional tripartite bodies, which are especially strong in agricultural areas, where
immigration is an important feature of the labour market (Connolly et al. 2014), as
well as in the Forum for Social Integration of Immigrants (FISI), a tripartite institution
created in 1995.
On the educational front, trade unions have played an important role in fighting xenophobia and discrimination in the workplace (Figure 11.16), backing the right of immigrants to participate in local and regional elections (Miravet 2008). However, according
to Connolly et al. (2014), the dominant framing logic of trade union interventions in
Spain has been class and social rights, with race and ethnicity a secondary concern.

Education federation of the UGT in favour of
diversity at school: ‘We are diversity’.

Source:

Do you think discrimination at work is
something that only happens to other
types of people? Against discrimination,
racism and xenophobia. Knowledge,
solidarity and mutual respect.

UGT.

Figure 11.16

Two different campaigns against discrimination by UGT
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On the practical front, in collaboration with the Ministry of Employment and Social
Affairs, for more than two decades trade unions have run the Centros de Información a
Trabajadores Extranjeros (Information Centres for Foreign Workers, CITEs) aimed at
counselling and providing information to immigrants on labour and legal immigration
issues. For example, the CCOO has 136 CITEs throughout Spain.
The ‘trade unions have not only acted in the organization of the defence and promotion of immigrants’ rights and interests as workers but also as diversified instances of
intervention in the process of integration and even as first stop in the process of insertion
in the host country’ (De Lucas et al. 2008, p. 131).
In this area the trade unions have worked side by side with employers’ organisations in
different tripartite forums dealing with immigration. For example, since its creation, the
social partners have participated in the FISI. Among other inputs, the forum has lobbied
in favour of smoothing out the renewal of temporary residence permits for immigrants
made unemployed as a result of the Great Recession. The social partners have also been
proactive in the provision of vocational training for immigrants in line with the needs
of firms (both locally and in the sending countries) (Ramos 2014). The social partners
also participate in the Tripartite Labour Commission for Immigration, which has a role
in determining the list of occupations for which it is difficult to find workers, one of the
tools used to manage immigration flows in Spain.18 The Spanish Economic and Social
Council, a tripartite institution, and its 2004 report on ‘Immigration and the labour
market in Spain’ played an important role in the last policy shift on immigration flows
(the Royal Decree 2393/2004 of 30 December) (Stückow 2012).

7.

CONCLUSIONS

We have reviewed Spain’s economic and social convergence in recent decades, paying
particular attention to the role of the industrial relations system developed during the
economic and social transition years of the late 1970s and early 1980s. This has not been
an easy task. Among the many roles played by industrial relation systems, promoting
economic and social convergence is probably not a priority. Nevertheless, it can be argued
that, by improving the working of the labour market, facilitating a stable and peaceful
economic environment, creating a more favourable environment in the workplace,
contributing to a fairer distribution of income and sufficient domestic demand, and promoting stable prices, industrial relation systems can contribute indirectly to the economic
and social convergence of relatively laggard countries, such as Spain in the 1980s, towards
others countries with higher economic and social standards. This instrumental perspective on the role of industrial relations is the perspective we have taken. In summary:
●●

●●

The Spanish economy’s impressive growth in per capita GDP was not enough to
allow for full convergence with the leading countries of the EU. Moreover, this
convergence was hampered by the Great Recession that took Spanish relative per
capita GDP two decades back in time.
From a longitudinal perspective, the Spanish economy shows two clearly differentiated drivers of convergence. The first, coinciding with the 1970s and 1980s, was
based on productivity growth in a context of stagnant employment; the second,
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●●

●●

●●

●●

●●

●●

from the early 1990s until the start of the crisis, was based on employment growth
with very moderate, or even stagnant productivity growth.
Recent decades have witnessed convergence in labour force participation rates, closing the gap between Spain and the EU15, as well as in employment rates, although
in the latter only until the start of the crisis. The crisis, again, dramatically changed
the situation, leading to a growing gap that, at its highest, reached –15 per cent.
Spanish trade unions played an important role in facilitating the economic and
social transition to democracy in the late 1970s and early 1980s. To the extent that
the success of this transition was necessary for continuing the process of convergence, we could say, loosely, that the industrial relations system played a functional
role in such convergence.
Social convergence, in relative resources allocated to social protection, was decoupled from the process of economic growth, as social expenditure as a share of
GDP remained stagnant during more than a decade of high GDP and employment growth, leading to a weak welfare state. In this context of social expenditure
stagnation, the trade unions contributed to some of the few improvements made
in recent decades, such as the creation of a system of non-contributory universal
pensions for retirees with no access to standard contributory retirement pensions
in 1990, or, more recently, to the successful promotion during the crisis of the
extension of unemployment assistance for the long-term unemployed without
unemployment benefit protection.
As regards income inequality, there has not been major convergence towards the
EU average; on the contrary, income inequality measured by the Gini coefficient
increased during the crisis, putting Spain among the most unequal EU member
states. This lack of convergence is largely explained by, among other things, the
lack of convergence in social expenditure (negatively correlated with income
inequality) and by the lack of convergence in unemployment rates, especially
during the crisis. In this context, the Spanish industrial relations system, with its
wide collective agreement coverage, has played a mitigating role, contributing to
comparatively low wage inequality.
As regards convergence in socio-economic institutions, the three items reviewed in
the chapter show how convergence has been elusive in minimum wages (an item
excluded from social dialogue and set by the government) and unemployment
benefits. In contrast, for non-standard employment relations, there has been
convergence, but in this instance a convergence by the rest of the EU towards
the Spanish abnormally early and abnormally high levels. This high level of nonstandard employment is particularly worrisome as some of the new developments
associated with the digital economy, such as platform working, are especially well
suited to the use of such employment. Thus we can envisage a future with a growing share of employees working under NSER.
Our analysis of the intensive process of the convergence of Spain’s immigration
rates with those of the EU shows how the social partners can play an important
role in facilitating the integration of immigrants in the host country.

In Spain the goal of convergence towards the rest of Europe (taking the EU15
average as benchmark) has to date proven elusive, from both an economic and a social
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 erspective. In the former, convergence was abruptly halted by the Great Recession,
p
which was much deeper and longer in Spain that in the rest of the EU. More worrisome
is the lack of convergence from a social perspective, in both inequality and poverty rates.
This lack of convergence, when not divergence, can be explained, among other factors,
by the abnormally high unemployment rates experienced in Spain during much of the
past four decades, and by the existence of a weak welfare state with very little capacity (or
will?) to reduce the inequalities generated by the market.

NOTES
1.
2.
3.

4.
5.
6.
7.

8.

9.
10.
11.

12.
13.
14.
15.

According to Eurobarometer, 62 per cent of Spaniards identify themselves as very or fairly pro-Europe,
on a scale ranging from 30 per cent (Cyprus) to 82 per cent (Luxembourg) (Standard Eurobarometer 3
November 2016).
Differences in GDP per capita can be decomposed into differences in productivity and differences in
employment rates.
The series was constructed by merging the 1850–1990 data of Bolt et al. (2014, p. 67; decennial data), with
the GDP per capita data of the World Development Indicators Data Base (GDP per capita, PPP, constant
2011 international $) of the World Bank, from 1990–2016 (annual data). For the purpose of this analysis it
was considered sufficient to do the merging by scaling the 1990 numbers of Bolt et al. (2014) to the World
Bank numbers and then rescaling the whole series until 1850.
An interesting approach to the pros and cons of wage moderation (or wage deflation) can be found in the
analysis of the Spanish crisis by Álvarez et al. (2017), using the methodology proposed by Bhadhuri and
Marglin (1990).
Unión General de Trabajadores y Comisiones Obreras (1990).
Proposición de Ley sobre establecimiento de una prestación de ingresos mínimos en el ámbito de protección de la Seguridad Social (Boletín Oficial de las Cortes Generales. Congreso de los Diputados, XII
Legislatura. Serie B: Proposiciones de Ley, 9 de septiembre de 2016).
It is important to note that we are using three different sources of income distribution, Luxembourg
Income Study (LIS) (1980–90), the European Community Household Panel (ECHP) (1995–2002) and
Statistics on Income and Living Conditions (SILC) (2004–16), and even within a given source homogeneity is not guaranteed (in 2012 there was a major change in the method of gathering income data in SILC).
The index of poverty used by the EU is relative in nature, with the poverty threshold defined as 60 per
cent of national median income. On this basis, in a context of decreasing income, such as the financial and
economic crisis, the poverty threshold will also decrease year after year, affecting also the rate of poverty.
When we correct this effect, anchoring the poverty threshold to 2008, the impact of the crisis on poverty
rates is much more dramatic, especially in Spain, with the poverty rate rising from 20 to 31 per cent in
2014, and down slightly to 29 per cent in 2016. A similar rising pattern, but gentler, can be found for the
EU27: from 16.5 per cent in 2008 to 19.5 per cent in 2014 (Eurostat).
Coefficient of variation of GDP per capita of NUTS 2 regions calculated from Eurostat (GDP at current
market prices by Nomenclature of Territorial Units for Statistics (NUTS) 2 regions).
Belgium, France and Estonia, data corresponding to 2014 and 2015. Monthly minimum wage as a proportion of average monthly earnings (percentage); NACE Rev. 2. Industry, construction and services (except
activities of households as employers and extra-territorial organisations and bodies).
A recent Decision by the Governing Body of the ILO (329th Session, Geneva, 9–24 March 2017, p. 91)
stresses the importance of allowing the social partners to fully participate in the process of minimum wage
setting: ‘the Committee expects that in all processes for the determination of the SMI the Government
will fully consult the representative organizations of employers and workers concerned, ensuring that they
have full knowledge of all the necessary information and sufficient time to determine their positions’ (ILO
2017, p. 12).
Author’s analysis of OECD Tax-Benefit Models.
‘Countries should legislate for only moderate levels of benefit, maintain effective checks on eligibility,
and guarantee places on active programs as a substitute for paying passive income support indefinitely’
(OECD 1994, hypertext version: Part 3b, Policy Recommendations, point 9).
The latest estimate from the UK LFS shows that nearly 0.9 million people were on a ‘zero-hours contract’
in the second quarter of 2017, representing 2.8 per cent of total employment (Office for National Statistics).
To mention just one of their latest proposals, in May 2017 the UGT and the CCOO proposed to the gov-
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16.
17.
18.

ernment, among other measures, that it increase social contributions for this kind of contract in order to
disincentive its use by firms. In April 2017, both trade union federations had signed an agreement with the
Ministry of the Treasury and Public Administration aimed at reducing the rate of temporary employment
in public administration to 8 per cent over three years.
Interestingly, in 2015 the percentage was down to 28 per cent, precisely at a time of growing unemployment (Centro de Investigaciones Sociológicas, CIS, Estudio sobre la juventud en España 2008 (II), July,
Estudio 2.767).
CIS E.4.02.01.011.
Real Decreto 557/2011, de 20 de abril, por el que se aprueba el Reglamento de la Ley Orgánica 4/2000,
sobre derechos y libertades de los extranjeros en España y su integración social, tras su reforma por Ley
Orgánica 2/2009.
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12. C
 onvergence towards better working and
living conditions: The crucial role of
industrial relations in Sweden
Dominique Anxo
1.

INTRODUCTION

The European Pillar of Social Rights (EPSR) was jointly adopted by the European
Parliament, the European Council and the European Commission in November 2017
at the Social Summit for Fair Jobs and Growth in Gothenburg. The EPSR contains a
number of key principles and rights to support fair and well-functioning labour markets
and social protection systems. The 20 principles and rights adopted in Gothenburg cover
the areas of employment, social protection, education and equal opportunities. In addition to promoting better performing economies and more equitable, cohesive and resilient
societies, the main objective of the EPSR is to stimulate a renewed process of convergence
towards better working and living conditions across the European Union (EU).
The primary aim of this chapter is to identify and describe the policies implemented in
Sweden related to the principles and rights enshrined in the EPSR. Furthermore, using a
set of common social and economic indicators, including the social scoreboard that will
monitor the implementation of the three chapters of the EPSR – namely, equal opportunities and access to the labour market, fair working conditions and social protection – the
second objective of this chapter is to assess Sweden’s relative position and achievement
in these areas since its accession to the EU in 1995. One fundamental and constitutive
element of the Swedish model is the crucial role played by the two sides of industry in
regulating the labour market, working conditions and wage formation. Social dialogue
in Sweden is well developed, and regular consultations between the parliament and
government are a key element regarding the design of educational, employment income
and social policies. Against this background, particular attention is paid to the key role
of the social partners in the process of convergence towards better working and living
conditions. It should be stressed that at the time of its entry into the EU Sweden had
attained several of the EPSR and EU2020 objectives, particularly regarding gender equal
opportunities, educational attainment, labour market access and fair working conditions.
Not only did Sweden score highly on many social and economic indicators, but the
orientation of its policies was already well in accordance with EPSR and EU2020 aims.
The chapter is structured as follows. After a description of the main features of the
Swedish industrial relations system in section 2, section 3 describes the development of
economic growth relative to other EU member states and the fiscal and monetary policies
implemented to create conditions of sustainable economic growth. Special attention is
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given to changes in the industrial relations system during the mid-1990s and the role
of the social partners in Swedish economic recovery and resilience. Section 4 analyses
the main elements of social convergence towards better working and living conditions,
focusing on three chapters of the EPSR in the areas of education, employment, equal
opportunities and social protection. As in the previous section, the role of the social
partners and social dialogue is emphasised. Section 5 presents a case study and describes
the main features of the Swedish integration policy for migrants and the role of public
authorities and social partners in promoting convergence of labour market integration
between natives and foreign born. The final section provides some concluding remarks.

2.

I NDUSTRIAL RELATIONS AND SOCIAL DIALOGUE IN
SWEDEN

2.1

Main Features of the Swedish Industrial Relations System

As described in Anxo (2015, 2017, 2018), the Swedish model of industrial relations relies
on powerful, independent and all-encompassing employers’ and workers’ organisations
that enjoy strong autonomy vis-à-vis the public authorities. The Swedish industrial relations system constitutes the archetype of a bipartite agreement-based model of labour
market regulation, in which the social partners play an essential role in determining the
mechanisms for regulating the labour market, working conditions and wage formation.1
Despite a recent and notable decline, average union density in Sweden remains one the
highest among modern economies, at around 70 per cent in 2017. In the same year,
the coverage rate of collective agreements stood at around 90 per cent (82 per cent in the
private sector and 100 per cent in the public sector) (see Mediation Office 2017; Kjellberg
2018; LO 2018). It is important to note that the high coverage rate of collective bargaining in Sweden is not due to statutory extension of collective agreements but rather to
the high-density rate of employers’ associations and the strong presence of trade unions
at the firm/organisation level. Sweden is characterised by well-established and strong
employers’ organisations. In 2016, the density rate of employers’ organisations, measured
as the proportion of dependent employees working in workplaces affiliated to employers’
associations and covered by a collective agreement, reached 85 per cent, a rate significantly higher than union density (Kjellberg 2018). With some exceptions, employers’ and
workers’ organisations in Sweden are structured along sectoral/industry lines.
In contrast with some other EU member states, wage-earners are represented by local
union ‘clubs’ and not by separate works councils. Workplace representatives also have
a mandate to negotiate. Since the mid-1970s the Swedish Law on Codetermination in
Working Life (SFS 1976, p. 580) has stipulated that, prior to any decision regarding
significant changes in employment and working conditions, the employer is obliged to
inform and consult the trade union organisation(s) in charge of concluding collective
agreements. Should the employees’ organisation so request, an employer has to negotiate
with that organisation before the implementation of decisions concerning employment
and working conditions.
Despite some tendencies towards decentralisation during the past two decades, the
Swedish bargaining system remains fundamentally a two-tier system, in which bargaining
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takes place first at the industry/sectoral level and afterwards at the company/organisation level. It is important to emphasise that by international standards, the Swedish
two-tier bargaining model remains centralised and coordinated. Another central feature
of Swedish industrial relations is that labour law is limited by comparison with labour
legislation in other EU member states, and for the most part is optional; that is, most
provisions of labour market legislation may be wholly or partly amended by collective
agreements. An illustration of the interplay between statutory policy and contractual
arrangements is the Employment Protection Act (SFS 1982a, p. 80). According to
the law, the seniority rules imply that the priority and selection of employees is to be
made according to the last-in–first-out principle. However, the employer and the trade
union may deviate from the statutory rules when determining the order of dismissals by
concluding a local collective agreement.
Collective agreements also often supplement social security regulations, such as a
higher income replacement rate for parental leave system or sickness benefits. Another
illustration of the social partners’ involvement in social protection is the unemployment
insurance system. The Swedish unemployment insurance system is a Ghent system based
on voluntary membership in unemployment insurance funds subsidised by the state.
These funds are administered by different trade unions covering different industries. As
far retirement is concerned, occupational pensions2 are also determined by collective
agreements at the industry level and constitute a fundamental pillar of the Swedish
pension system. Collective agreements at the industry level supplementing social security
regulations and topping up social protection benefits is a good illustration of the role of
the Swedish social partners in the process of convergence towards better working and
living conditions.
The bipartite and contractual nature of labour market regulation, coupled with the
high union density and high coverage rate of collective bargaining create a favourable
institutional environment for the emergence of negotiated compromises aimed at balancing flexibility and security in the labour market. As stressed in Anxo (2017, 2018) Sweden
thus constitutes a good illustration of a regime of negotiated flexibility, in which the
social partners are involved extensively in the regulation of working conditions, wage
formation and the shaping of vocational training and at the industry and company/
local levels. Another interesting illustration of the interplay between statutory policy and
contractual arrangements and the regime of negotiated flexibility in Sweden concerns the
regulation of working time. The Swedish Working Hours Act (SFS 1982b, p. 673) appears
to be particularly flexible and, since the late 1950s, has also left the social partners free to
negotiate and draw up industry-wide agreements on working hours. Hence, the Working
Hours Act is also optional and can be partly or entirely replaced through collective agreements at the industry and/or company level.3 In addition to protecting individuals not
covered by collective bargaining and limiting the negative externalities associated with
long working hours, the optional nature of the law has encouraged the social partners to
negotiate flexible working time arrangements at the industry or firm level. To illustrate,
most of the bargaining areas encompassed by the Swedish Industry Agreement apply a
yearly working-time norm instead of a weekly norm.
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2.2

Social Dialogue in Sweden

Even though there is no legal obligation in Sweden regarding consultations between the
government/public authorities and the social partners, social dialogue has a long tradition
and is well established. Regular consultations take place with the social partners4 and are
a key element in government employment and social policies. Even though consultations
and information-sharing regarding labour market issues between government, parliament and both sides of industry have a long tradition, and are a common feature of the
political process, the nature of industrial relations in Sweden remains essentially bipartite.
Of course, the state is involved in social dialogue in its capacity as employer at the central
and local authority levels, but this takes place through the respective employers’ and
workers’ organisations. Notwithstanding its fundamentally bipartite nature, tripartite
talks do exist and are favoured in Sweden, resulting in either comprehensive collective
agreements or laws/regulations.
The nature of Swedish social dialogue and extent of consultations with the government
might be illustrated by the social partners’ involvement in the Swedish National Reform
Programme (NRP, see Swedish government 2017).5 In order to develop and strengthen
the dialogue with the social partners within the national decision-making process and
the European Semester, successive Swedish governments over the past decade have set
up reference groups with representatives from the ministries concerned and the social
partners6 for discussions and consultations regarding the implementation of the Europe
2020 Strategy(EU 2020) in Sweden. Consultation meetings have taken place also at
senior-official level on four occasions since the presentation of the 2017 NRP. The social
partners were invited, as in previous years, to contribute to this year’s national reform
programme. By way of illustration, the appendix of the 2017 Swedish NRP includes
various contributions from the social partners reflecting the measures and initiatives
they took in accordance with the guidelines and objectives that comprise the Europe
2020 targets. Furthermore, the appendix includes comments from the social partners
on government policy as regards measures with a bearing on the European Council
recommendations in the context of the European Semester.
We restrict our review of the participation of social partners in the NRP to one initiative directly related to the 2014 European Council’s recommendations7 regarding the
integration of young people in the labour market. Already in autumn 2011 the former
centre-right coalition government initiated tripartite talks with the social partners aimed
at finding solutions to the high youth unemployment. The tripartite talks were conducted
with the social partner organisations at the central level (confederations) and with contracting parties at industry level. These talks resulted in the setting up of the Vocational
Introduction Agreement (VIA). These employment contracts are regulated by collective
agreements. The target group for the agreements was young people with no relevant job
experience, but the VIA has been extended to the long-term unemployed and recently
arrived migrants. The design of agreements varies between industries but common to
all of them is that work is combined with training/education.8 Central agreements on
initial vocational training have been signed in the following industries: retail (Swedish
Trade Federation and the Swedish Commercial Employees’ Union), municipal (SALAR/
Pacta and the Swedish Municipal Workers’ Union), sawmills (Swedish Forest Industries
Association and GS Swedish Union of Forestry, Wood and Graphical Workers), parts of
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manufacturing industry (engineering companies’ employer organisation/IKEM/Svemek/
GAF/Steel and Metal Employers Association and IF Metall) and real estate (Almega
Service Associations property employers and the Building Maintenance Workers’
Union).

3.

ECONOMIC CONVERGENCE

3.1

Economic Growth and Convergence

As Figure 12.1 shows, Sweden is one of the most affluent countries in the EU. According
to Organisation for Economic Co-operation and Development (OECD) statistics, per
capita gross domestic product (GDP) in Sweden was 128 per cent of the EU28 average
in 2016 and ranked third after Luxembourg and the Netherlands. Not only did Swedish
per capita GDP increase between 1995 and 2016 (by around 13 percentage points) but
Sweden’s relative position also improved significantly (from seventh place in 1995 to third
place in 2016; see Figure 12.1), testifying to upward convergence in terms of economic
development.
In the years preceding its accession to the EU in 1995, Sweden experienced one of the
most severe economic crises since the 1930s (see Figure 12.2). In just three years – from
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Figure 12.1 
Trends in per capita GDP, Sweden, 1995–2016 (constant prices, purchasing
power parity, EU28 = 100)
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Figure 12.2 
GDP growth, Sweden and EU27, 1991–2017 (constant prices, calendar
adjusted, percentage change)
1990 to 1993 – GDP fell by around 4 per cent, the employment rate decreased by more
than 10.5 percentage points to about 73 per cent, and the rate of open unemployment quintupled from less than 2 per cent to almost 10 per cent of the labour force.
Furthermore, the public budget deficit increased from about zero to about 14 per cent
of gross nation product (GNP), while public debt increased from 38 per cent in 1990
to 76 per cent in 1995. Facing the deterioration of public finances, the various governments during the 1990s implemented several austerity and fiscal consolidation measures
to reduce the budget deficit and public debt. Across the board, since the mid-1990s
both fiscal and monetary policy have become more restrictive in Sweden, leading to a
historically low rate of inflation and significant improvement in the public finances, with
declining public debt. A fiscal policy framework was gradually introduced to limit the
budget deficit and improve the conditions for long-term fiscal policy sustainability. Since
2000, under the Budget Act the government proposes a net lending target (surplus target)
each year for the general government sector. The overall principle is that the surplus
target for net lending must amount to 1 per cent of GDP on average over a business cycle,
in accordance with the EU Stability and Growth Pact. The reformulation of economic
policy, the priority given to fighting inflation and the re-absorption of budgetary deficits
has also had a decisive impact on new compromises with regard to wage formation.
Another important aspect of this development was the re-establishment of the normative
pace-setting role of sectors exposed to international competition, favouring wage adjustments in line with productivity development, reinforcing Sweden’s competitiveness and
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export-led economic growth. From the second half of the 1990s and up the 2008 global
financial crisis, the Swedish economy underwent a particularly favourable development:
GDP growth rates returned to early 1970s levels and were significantly above those of
the euro zone. Overall, the restoration and improved competitiveness of the Swedish
economy can largely be explained by the large increase in productivity, wage developments more compatible with the maintenance of overall macroeconomic balance owing
to new compromises between the two sides of industries and the associated reduction
of unit production costs. This comparative cost advantage led to a massive expansion
of exports sustaining the growth of traded good sectors and a positive current account9
and the overall economic growth. Public sector employment fell as a result of budget
constraints, but employment in private services rose steadily. At the turn of the twentyfirst century, the volume of hours worked was about the same as in 1988 and more than 8
per cent higher than at the start of the crisis. Considering the situation in the early 1990s,
the recovery has been remarkable.
In the wake of the global financial crisis, the Swedish economy started to deteriorate
rapidly in the second half of 2008, and in 2009 Sweden’s real GDP decreased by 5.0 per
cent (see Figure 12.2). With this severe drop in aggregate demand and output, employment decreased by around 100 000 between 2008 and 2009 (a fall in the employment rate
of 2.1 percentage points), while the unemployment rate increased from 6.2 to 8.3 per cent
of the labour force. The fall in output and employment was manifest in manufacturing,
in particular in export-orientated industries, with a decrease of 14 per cent. Healthy
public finances at the onset of the 2008 recession, due among other things to the fiscal
consolidation measures initiated already during the 1990s,10 gave the Swedish government
room to conduct a traditional Keynesian macroeconomic policy in order to maintain
aggregate demand and limit the negative impacts of the crisis on employment, household
income, consumption and welfare.
The post-crisis period has been characterised by strong economic and employment
growth and declining unemployment.11 For the past three years (2014–17) Sweden has
had one of the highest growth rates in Europe. In 2017, the employment rate (20–64-yearolds) was the highest ever measured in the EU. We show in the next section the extent to
which the Swedish success story and recovery could be related to the distinctive features
of the Swedish industrial relations system.
3.2

Economic Resilience: The Role of Industrial Relations

From 1955 to 1983, the Swedish industrial relations system was highly centralised and
coordinated. During the 1980s the weakening of mechanisms for coordinated collective
bargaining, the resurgence of industrial disputes, the threat of state intervention, high
wage inflation and the dramatic increase of unemployment during the recession of the
early 1990s, all had a decisive impact on the emergence of new compromises on industrial
relations (see Anxo and Niklasson 2006). In addition to a tendency to a re-coordination
of collective bargaining, as noted previously these changes in industrial relations
re-established the pace-setting role of the sectors exposed to international competition
and favoured wage adjustments in line with productivity developments. Also worth
noting is that these modifications in wage-setting led to a perceptible increase in real
wages, in contrast to the previous situation (mid-1970s up to the end of the 1980s), which
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Figure 12.3

Development of the labour share of GDP, Sweden, 1993–2015 (percentage)

was characterised by real-wage stagnation. As shown by Figure 12.3, the labour share
in GDP did not decline in Sweden but instead increased by 3 percentage points between
1993 and 2015, in contrast to several other industrialised economies.
The significant changes in the orientation of monetary policy12 – the complete
autonomy of the Swedish Central Bank and the introduction of a clear inflation target13
(in the mid-1990s, in conjunction with the above-mentioned re-coordination mechanisms
in wage-setting) – also clearly had an impact on wage formation and wage developments.
The social partners were aware that wage developments not compatible with productivity
growth and macroeconomic balance would not be accommodated by devaluations, as
during the 1970s and 1980s, but lead to the implementation of a restrictive monetary
policy with a potential negative impact on employment and unemployment. We may
argue that this reorientation of macroeconomic policy played a crucial role in wage
development by deterring excessive wage increases and wage inflation. It encouraged
wage moderation (but still real-wage increases) and rising employment right up to the
2008 Great Recession. Wage moderation by the social partners was also a feature of
the aftermath of the 2008 global economic crisis and illustrated that moderate wage
agreements would also be concluded to preserve employment stability and limit further
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unemployment increases. The small increases in labour costs during 2008–10, combined
with currency depreciation due to the expansionary monetary policy conducted by the
Swedish Central Bank during the same period, also helped to mitigate the negative effects
of the recession on output and employment. That is, and without underestimating the
role played by expansionary fiscal and monetary policies, there are strong reasons to
believe that part of the Swedish success story and economic resilience is related to the
distinctive features of the Swedish industrial relations system and the quality of its social
dialogue. It should also be emphasised that, in contrast to other countries with weaker
industrial relations systems and unbalanced bargaining power between the two sides of
industry, the nature of the Swedish system has entailed a more balanced sharing of the
costs of the crisis in both working conditions and inequalities at work. According to last
waves of the European Working Conditions Survey (EWCS) (Eurofound 2016) Sweden
still has one of the highest levels of job quality in the EU, and the 2008 Great Recession
did not adversely affect working conditions in the form of wage cuts, longer working
hours, higher workloads and increased work intensity, as has been the case in other EU
member states (Anxo 2013, 2015).14 The Swedish experience thus remains a good illustration of the positive role played by healthy public finances, balanced bargaining power
between trade unions and employer organisations, a developed and well-established
social dialogue, and a strong social safety net for mitigating and absorbing the negative
impact of external macroeconomic shocks. These institutional features largely explain the
robustness and resilience of the Swedish model.

4.

SOCIAL CONVERGENCE

This section describe Sweden’s policies and achievements regarding convergence towards
better working and living conditions. We focus on the elements of social convergence,
namely, equal opportunities and labour market access, fair working conditions and social
protection, as well as the involvement of the social partners.
4.1

Equal Opportunities and Labour Market Access

4.1.1 Education, training and lifelong learning
The educational attainment of the Swedish population is significantly higher than in
most European member states. In 2016, 41 per cent of the adult population (25–64 years
of age) had a tertiary education (EU28 average 30.7 per cent), The Europa 2020 strategy
target for higher education is 40 per cent of 30–34 year-olds with at least two years of tertiary education. According to Eurostat, 50 per cent of 30–34 year-olds in Sweden already
had at least two years of tertiary education in 2014, well above the Europa 2020 target.
An important feature of the Swedish educational and training system is the broad
range of possibilities for educational attainment over the life course. Lifelong learning
has a long tradition in Sweden and has expanded markedly since the end of the 1960s.
Lifelong learning is an integral part of the Swedish educational, skills and employment
regime. One of its characteristics is the extensive opportunity to complete or enhance
educational attainment after leaving initial education, either through adult education
or through various training courses within the framework of labour market policy.
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Students aged 20 years and over who fail their upper-secondary school examinations
have the opportunity to go back to school within the extensive adult education system.15
Participation in those programmes is tuition-free and students receive study allowances.
At the workplace level access to on-the-job training or opportunities for employees to
further develop their skills is an important component of the Swedish lifelong learning
system. Internationally, Sweden ranks comparatively high with regard to on-the-job skills
development. Development in this area is also largely a matter for the social partners.
In recent decades, successive Swedish governments have also launched lifelong learning
initiatives. The National Agency for Education has been commissioned to determine, in
conjunction with the two sides of industry, the syllabuses for general vocationally orientated education, as well as advanced programmes. The basic policy orientation regarding
public initiatives on adult education is that resources should be directed to those in greatest need, for example, those hitherto unable to attain basic eligibility for higher education
or who need education to improve their labour market options.16
Furthermore, since 1974 employees have had the right to take career breaks to pursue
training or further studies. The legislation on training leave is particularly flexible and
gives people considerable leeway in their choice of studies. The Individual Training Leave
Act had two aims: to encourage social and occupational mobility and to facilitate access
to education for employees with the lowest levels of compulsory education. The right to
training leave is backed by a full employment guarantee. Access to training leave is also
promoted by the Swedish system of public loans and stipends. In 2016, participation in
adult education and training (in the past four weeks) was among the highest in the EU (at
around 30 per cent compared with around 11.0 per cent for the EU28).
4.1.2 Labour market policy and skill structure: the Swedish flexicurity system
Since the early 1950s, labour market policy has been a central component of Swedish
stabilisation policy and has played a crucial role in maintaining a high level of employment and economic growth by easing the redeployment of workers from low to highly
productive sectors and promoting occupational mobility. Swedish labour market policy
comprises a fairly generous unemployment insurance system administrated by the trade
unions (Ghent system) and a wide range of active labour market programmes (ALMPs).
Like the Danish flexicurity model (see Madsen 2002) one of the salient features of
Swedish policymaking is the emphasis on active labour market policy. The preference for
employment promotion programmes has always dominated over benefit options for the
unemployed. As previously noted, the early 1990s were notable for a sharp deterioration
in the employment situation, with unemployment rising to its highest level since the
1930s (almost 10 per cent in 1994). The early 1990s also saw a reorientation of active
labour market policy, emphasising measures designed to improve efficiency and develop
occupational and geographical mobility (see Figure 12.4). The number of participants
in vocational training programmes and/or practical insertion courses rose quickly,
while traditional measures focusing on labour demand remained at a much lower level
than in previous recessions (Anxo and Niklasson 2006). During the period 1997–2002,
the Swedish government also implemented a new major adult education programme
called the Adult Education Initiative or ‘Knowledge Lift’, with the explicit objective
of raising the educational attainment of low-skilled workers to the level of three years’
upper-secondary school. Participants were eligible for the same grants and loans as for
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Figure 12.4 
Participants in active labour market programmes, training and employment
programmes, Sweden, 1992–2017 (percentage of labour force)
ordinary adult education, and special education support was given to participants receiving unemployment insurance benefits. The size of the programme was unprecedented: in
1997–2002 more than 10 per cent of the labour force was enrolled in Knowledge Lift.17
During the last recession (2008–11) the volume of participants in the various ALMP
programmes also gradually increased and became more supply orientated, while matching measures were emphasised, in particular labour market training and better monitoring of search activities. In the aftermath of the global economic crisis, the Swedish
government also increased the number of places in post-secondary vocational training
and in universities and university colleges, as well as places in upper-secondary education
for adults. The government also enhanced the options for early school leavers to boost
their educational attainment by participating in training programmes. The growing role
of matching measures and vocational training in active labour market policies during
the past two decades is evidence of the importance attached by successive governments
and the social partners to occupational mobility and the development of skills over the
life course. The reorientation of ALMPs towards traditional labour market training and
adult education can be thus be considered an attempt to upgrade work-force skills in light
of the extensive restructuring of the Swedish economy in the 1990s.
As also stressed in Anxo (2018), the characteristics of the Swedish industrial relations
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system, together with the contractual nature of labour market regulation, create a favourable institutional environment for the emergence of negotiated compromises aimed at
balancing flexibility and security in the labour market. This institutional environment has
resulted in innovative practices and solutions for dealing with job losses and structural
changes. Particularly notable are the creation during the early 1970s of the job security/
transitional job agreements that were established by the social partners on a bipartite
basis to support employees and companies affected by restructuring. In the case of
collective redundancies owing to restructuring or individual notice owing to shortages
of work, the Swedish social partners negotiated security/adjustment agreements to
help workers who had been given notice to rapidly find new jobs by way of adjustment
measures18 and financial support. By supplementing the role of public employment agencies, these agreements, covering around three-quarters of the labour force, contribute to
improve employees’ security and to enhance the matching efficiency and geographical
and occupational mobility in the labour market. These agreements also reinforce the
social legitimacy provided for structural changes and a positive attitude on the part of
trade unions.
Regarding skill developments, the patterns of job creation and destruction during the
past three decades indicate a significant diminution, in both absolute and relative terms,
of jobs in the lower tail of the skill distribution and a clear increase in jobs in the upper
tail of the distribution (see Anxo 2017, 2018). In contrast to ‘liberal’ market-oriented
economies such as the United Kingdom and the United States, which have experienced a
polarisation of their job structures during the past half century, Sweden has experienced
a fairly consistent and pervasive pattern of skills upgrading over time. This pattern of
occupational upgrading has taken the form of a shift of aggregate employment from
the lower tail of the job distribution to the top, with an absolute decline of low-skilled,
low-paid jobs and an absolute increase in high-skilled jobs. Major investment in laboursaving technologies and research and development, and an associated increase in demand
for high-skilled jobs,19 the well-developed lifelong learning and training system, the
expansion of tertiary education during the past three decades, and the more balanced
bargaining power between the two sides of industry, have limited tendencies towards job
polarisation. That is, the Swedish industrial relations system’s promotion of a relatively
compressed wage structure with high collectively agreed wage floors has boosted productivity-enhancing structural changes, limited the development of low-paid/low-skilled jobs
and contributed to the development of a high-skilled knowledge-intensive work force.
However, the reduction of demand for less qualified jobs has also impacted negatively
on the employment options for low-skilled/low-educated workers and has increased
their propensity to become unemployed. The limited impact of structural/technological
changes and economic crisis on inequality in Sweden can largely be explained by the
massive investment in human capital and the above-mentioned lifelong learning/training
facilities, active labour market policy programmes (in particular labour market training
schemes) and, last but not least, the above-described job security agreements covering
more than 75 per cent of the labour force, aimed at limiting the negative individual
consequences of structural changes and economic downturns.
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Fair Employment and Working Conditions

4.2.1 Labour market integration and employment patterns over the life course
Like many modern economies, Sweden has experienced a marked feminisation of the
labour force. However, this process started earlier compared with other member states,
in the early 1970s. As shown in Figure 12.5, during the past half century Sweden has
experienced a convergence of labour force participation between men and women.
One of the main objectives of the Europe 2020 Strategy is that at least 75 per cent
of the population aged 20–64 should be in employment by 2020. Sweden attained this
objective in 1999 and reached a rate of 81.2 per cent in 2016. Sweden’s good employment
performance is due to the strong labour market participation of women. In 2016 Sweden
had the highest female employment rate in the EU, at 79.2 per cent, compared with 65.3
per cent for the EU as whole.20 Sweden has not only experienced a clear convergence of
employment rates between men and women, and a growing incidence of dual-earner
households, but also high employment continuity and low gender disparities in the profile
of labour market integration across the life course (see Figure 12.6, upper panel).
As further shown by Figure 12.6 (upper panel), neither marriage/couple formation
nor childbirth impacts upon Swedish women’s employment rates, with the latter even
positively related to female labour market participation. It is also interesting that, in
contrast to other EU member states, in Sweden children have no lasting echo effects
on women’s labour supply. The main impact of childbirth is a temporary reduction of
working hours to long part-time hours, while children are young (see Figure 12.6, lower
panel). A generous and flexible parental leave system (see section 5 on work–life balance)
allows for income-compensated temporary reductions of working time, thus reinforcing
women’s bargaining power and status as significant breadwinners even when they are
temporarily not participating in the labour market on a full-time basis. Furthermore,
Sweden is characterised by extensive and generous family policies, strong welfare support
systems both for child and elderly care, and egalitarian wage structures, including low
gender wage inequality. The overall political context characterised by gender mainstreaming and high female involvement in the political process and institutions (government
bodies, parliament and trade union and employer organisations21) also creates a favourable institutional set-up conducive to a more balanced gender division of labour and
responsibilities over the life course.
4.2.2 Negotiated working time flexibility
Since the late 1950s, the social partners have been free to negotiate industrywide agreements on working hours. Hence, the Working Hours Act is also optional and can be
partly or entirely replaced through collective agreements at the industry and/or and plant
level. The contractual nature of working time arrangements gives rise to disparities in
the negotiated standard (usual) working hours between bargaining areas and different
categories of employees. Generally, collective agreements for blue-collar workers at the
industry level prescribe shorter working hours for shift work and certain atypical and
arduous types of work than those prescribed by law, and regulate wage compensation
(wage premia).22 For white-collar workers in the private sector, collective agreements
generally follow the statutory provisions, although some industry agreements – for example, banking and insurance – have negotiated hours less than the standard 40-hour week
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Trends in labour force participation, 16–64 year-olds, Sweden, 1963–2017
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Figure 12.5
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Figure 12.6 
Employment profiles across the life course (upper panel, in percentage) and
working-time patterns (lower panel, actual weekly working time), Swedish
men and women, 2010
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(about 38.5 hours). Some collective agreements for public employees at the municipal level
also stipulate shorter working hours and specify a system of seasonally adjusted working
hours, with a contractual work week of 40 hours and 50 minutes from September to April
and 37.5 hours from May to August. It must also be noted that collective agreements at
a workplace also apply to non-union members. If allowed by the collective agreement at
the industry level, individual agreements at the establishment level might also be reached
on various aspects of working time.
Several collective agreements at the industry and local levels have moved towards
more flexible working-time patterns. Overall, an analysis of collective agreements in
the past decade reveals that the social partners have wanted to give employees more
scope in choosing between shorter working hours and pay rises. The pay award in many
collective bargaining areas may be used locally to reduce an individual’s working hours.
Since the mid-1990s, the social partners have concluded industrial agreements covering
about 600 000 blue- and white-collar workers (approximately 20 per cent of the gainfully
employed population) in various sectors (chemicals, textiles, wood and engineering).
These agreements entirely replace the Working Hours Act and several changes on working time were introduced. Currently, most of the bargaining areas encompassed in the
industry agreement apply an annual working time norm. Also an innovative arrangement
called ‘Life working time’ allows for 0.5 per cent of labour income per year to be saved in
a working-time account. The savings account can be used to take leave or reduce working
time, or may be taken out in the form of cash. It has been estimated that this account
can give rise to a working-time reduction of 50 hours per year. According to the same
agreement, there is also the possibility of introducing a working-time bank, which seems
to be common within this bargaining area.
Since the end of the 1990s, the Swedish Agency for Government Employers
(Arbetsgivareverket) has concluded a collective agreement together with the Swedish
Confederation of Professional Associations (SACO), TCO (Swedish Central Organisation
of Salaried Employees) and SEKO (Union of Service and Communication Employees).
This collective agreement also entirely replaces the Working Hours Act. The new collective agreement – which concerns about 250,000 employees in the public sector (state level)
– does not include any detailed regulations on working time arrangements. The purpose
of this new agreement is to create incentives for introducing more flexible working hours
at the decentralised level by favouring the conclusion of innovative local collective agreements. Each organisation in the public sector not only has the possibility but, in practice,
the obligation to negotiate provisions regarding working hour arrangements.
4.2.3 Working time distribution: the impact of industrial relations
Compared with the EU as a whole, Sweden displays a higher concentration of male
and female employees around the 40-hours norm and a lower dispersion of working
time, with lower incidence of short part-time work and longer working hours (Figure
12.7). There are strong reasons for believing that the higher concentration around the 40
hours-norm is related to the high degree of coordination and centralisation of collective
bargaining in Sweden. The weaker polarisation of working time can be ascribed to several
factors: the low incidence of low-paid jobs (the lowest in the EU, limiting the incidence
of long working hours), legal enforcement of collective agreements and more favourable
gender contract and work–life balance. Nonetheless, gender differences persist with a
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Figure 12.7 
Distribution of weekly working time, Sweden (upper panel) and EU28
(lower panel), 2015
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Figure 12.8 
Trends in weekly working time, dependent employees, Sweden and EU,
1995– 2016 (hours per week)
higher share of women working part-time than men. However Swedish female employees
tend to work long part-time hours (25–34 hours) in contrast to, for example, the UK, the
Netherlands or Germany where a large share of women work short and marginal parttime hours (less than 15 hours). Part-time work in Sweden must be considered more as a
historical transition from married women’s inactivity towards a strategy – largely initiated
by labour market and political institutions – to strengthen women’s labour market commitments. It is also interesting to note that not only has female labour force participation
increased during the past three decades, but so has female working time. That is, Sweden
has experienced a gender convergence not only in labour force participation but even in
working time, owing to a decline in male working time and an increase in female working
time (owing to a shift from part-time to full-time, see Figure 12.8).
4.2.4 Satisfactory wages, low wage inequalities and declining gender pay gap
The wage formation system is a central element of a sustainable working life, not least
because it is crucial with regard to satisfactory pay and income, but also macroeconomic
development, such as employment and economic growth. Since the emergence of the
Swedish model in the early 1950s and currently, the two sides of industry have been in
charge of wage-setting, with no intervention from the government. By international
standards, Sweden is characterised by low wage dispersion, the lowest among the OECD
countries (see Figure 12.9) according to Paccagnella (2014).
Sweden also had the lowest share of low-wage earners23 among EU member states
in 2016 (2.6 per cent in 2016 compared with 17.2 per cent for the EU as a whole, see
Appendix Table 12A.1). Lower wage inequalities in Sweden can be ascribed to a number
of interrelated factors: a centralised and coordinated wage bargaining system limiting
wage disparities between firms and industries; relatively high collectively agreed wage
floors; and the strong bargaining power of Swedish trade unions at industry and
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Figure 12.9

Wage dispersion, P90/P10, Sweden, 1990–2012

company levels, favouring a more balanced outcome regarding wage structure and wage
development.
Since the breakdown of centralised bargaining in 1983, Sweden has experienced a
clear tendency towards decentralisation of wage-setting. This has been accompanied
by a tendency towards differentiation and individualisation of wages and terms and
conditions of employment, leading to a slightly wider dispersion of the wage distribution
and a growing acceptance of a more individualised type of wage formation, based on
individual skills and performance rather than on job characteristics, as had been the case
in the past with the application of the solidaristic wage policy (see Anxo 2013). However,
note that the limited increase of wage dispersion in Sweden during the past two decades
might also be partly ascribed to changes in the skills composition of the labour force. The
long-term decline in low-skilled jobs and the concomitant increase in high-skilled jobs
witnessed during the past two decades largely explains this increase in wage inequalities,
because wage formation among high-skilled occupations is more individualised and
differentiated. There are also reasons to think that a relatively high wage floor and
decent wages should have a positive impact on the skill development of less productive
workers. High minimum wage or wage floors, by making the creation of low-skilled jobs
less profitable, may – among other things – induce companies or organisations to invest
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in workers’ productivity and provide relatively more highly skilled jobs to less-educated
workers (see, for instance, Acemoglu 2001). Despite the tendency for a slight increase in
wage inequalities, the relatively compressed wage structure has prevented the development of a low-paid, low-skill sector in Sweden. The main policy instrument for favouring
the employment of low productive, low-skilled/educated workers has been to give them
opportunities to improve their qualifications or skills through adult education, active
labour market policy measures such as labour market training and lifelong learning
facilities.
The Mediation Office (MO) is in charge of annually monitoring and analysing the
development of wages in general and the evolution of the gender wage gap in particular.
The unweighted average gender pay gap was 14 per cent in 2016 (see Appendix Table
12A.1). The wage differences between men and women, however, can be explained by
a variety of factors, such as differences in educational attainment, extent of part-time
employment, open-ended and temporary employment, and that men and women work
in different occupations, sectors and industries. According to the MO, controlling for
these factors and using standard estimation techniques, the estimated gender pay gap
for 2016 had reduced to 4.5 per cent. Proactive anti-discriminatory measures, ambitious
gender mainstreaming policy, compulsory gender wage audits at the company level and
collective agreements favouring higher wage increases in low-wage sectors – in which
women are overrepresented – explain the significant decline in the gender wage gap in
Sweden during the past two decades. The increase in women’s relative wages and the
lower gender gap has certainly had a positive impact on the increase in female labour
supply, the lengthening of their working time and the continuity of their employment
over the life course.
4.2.5 Rising duality in the labour market but still high job quality and job satisfaction
It should be noted that even though Sweden has a good employment record, during the
past three decades the labour market has experienced a rising duality. The introduction
of a short-term contract not requiring justification from the employer, combined with
the deregulation of employment intermediation in the early 1990s, has contributed to
an increase in employment instability and growing duality in the Swedish labour market
between insiders and outsiders. In the aftermath of the 1990s crisis, Swedish companies
have to a larger extent than before made use of external numerical flexibility (see Anxo
2010). Against this background, short-term contracts and agency work have increased
significantly, reaching 15.0 per cent of total waged employment in 2017 (Statistics
Sweden 2018). This growth of fixed-term contracts may also have caused some rise in
unemployment through higher labour turnover. The share of fixed-term contracts among
senior workers is clearly below the share among employees as a whole, and much lower
than for young workers. Young people are overrepresented among short-term contracts,24
implying that for a large number of them labour market entry is associated with lower
employment stability than the previous generation. However, some Swedish empirical
evidence (see Nordström Skans 2004) shows that short-term contacts in Sweden, in
contrast to the long-lasting scarring effects of an early period of unemployment, do not
constitute a dead end but a stepping-stone towards more stable employment (open-ended
contracts).25
By international standards Sweden has a good record regarding job quality/job
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satisfaction. The institutional framework favours sustainable working conditions and a
relatively long working life. Swedish people older than 65 display the highest number of
years in good health in the EU (15 years in Sweden compared with nine years in the EU
as a whole – see Appendix Table 12A.1). However, some challenges remain that should
be tackled in the future. To illustrate, the increase in recent years of work-related illness
(such as burnout) and the related growth of sickness absenteeism, in particular among
women, give cause for concern. At the initiative of the Ministry of Employment and
in close consultation with the social partners, a new work environment strategy was
launched in 2016. The current government recently decided to increase the Swedish Work
Environment Authority’s budget in order to improve supervision, increase the number
of labour inspectors, further develop training initiatives in health and safety, and boost
preventive measures for improving women’s work environment.
A good illustration of the close collaboration between the social partners regarding work environment issues is the Swedish organisation Prevent.26 Prevent is a
non-profit association created and financed by the Swedish social partners, namely
the Confederation of Swedish Enterprise (Svenskt Näringsliv), the Swedish Trade
Union Confederation (Landorganisation Sverige, LO), the Swedish Confederation of
Professional Employees (Tjänstemännens centralorganisatio, TCO) and the Swedish
Confederation of Professional Associations (Sveriges akademikers centralorganisation, SACO). Concretely, Prevent’s main task is to support companies/organisations
in improving work environment by, among other things, publishing manuals, training
and information materials on health and safety issues, conducting seminars around the
country, and developing useful methods to favour the development of healthy and safe
working conditions in order to reduce work injuries and the occurrence of work-related
disorders and to promote sustainable working life.
While Sweden has been very successful in integrating women, the elderly27 and those
with a work disability into the labour market, the country has been singularly less successful in integrating people with an immigrant background. The situation of migrants
on the Swedish labour market has deteriorated over the past two decades and remains a
challenge (see case study, section 6).

5.

WORK–LIFE BALANCE

5.1

Work–Life Balance Policies

High-quality, public-financed childcare28 and elderly care, inclusive of home care,
combined with a flexible and generous parental leave system constitute the main
work–life balance policy instruments in Sweden for the purpose of fostering continuous
employment over the life course and promoting gender equal opportunities. Reconciling
employment with changing family and other social commitments is a constitutive element of the Swedish model, involving policies and institutional arrangements supporting
flexible adaptation of working time and income. Reversible time options and flexible
leave systems with full employment guarantees over the life course appear to be efficient
tools for providing workers with better opportunities to adapt their working time to various social commitments and secure their employment trajectories over time. Sweden has
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the highest female employment rate among EU member states, even calculated in terms
of full-time e quivalents. According to the European Institute of Gender Equality (2018),
in 2015, Sweden had the highest gender equality index and has maintained its premier
position since 2000.
Family obligations affect the labour supply of men and women differently over the
life course. Traditional gender roles concerning the provision of care and help for older
parents may constrain women’s labour supply (reduction of working time or even withdrawal from the labour force). The developed public elderly care, particularly home care
and home help, is also one instrument used to sustain the female labour supply in terms
of both participation and working time. This is supported by a study published in 2011
by Kotsadam (2011). Using panel data, the author found that women’s employment rate
across the EU is negatively associated with informal caregiving to the elderly.
A core element of Swedish work–life balance policy, the Swedish parental leave system,
introduced in 1974 (replacing the maternity leave legislation), has obviously sustained the
feminisation of the labour force and contributed to the changes in women’s behaviour
in the labour market. Since then, women have ceased to withdraw from the labour
market with anything like the same frequency as during the 1960s, with the result that
the employment rate of mothers of children below 7 years of age is among the highest
among the EU member states.29 The change of name also reflects the public authorities’
desire to influence the division of labour between men and women and favour gender
equal opportunities. The length of parental leave was initially six months, but was successively extended to 16 months (480 days) in the 1990s with full job security on return.30
The level of compensation is 80 per cent of gross earnings for the first 390 days, up to an
income ceiling.31 For the remaining 90 days, parents receive a daily flat rate of 180 kr32
(€18.00). Parental leave offers considerable scope for flexibility, in that part of the leave
can, for example, be taken over a longer period by working a shorter week with wage
compensation. Generally, Sweden’s parental leave schemes offer considerable scope for
rearranging working time. Parents may use their right to parental leave from the child’s
birth or adoption until its eighth birthday. It is interesting that the parental leave system
is one of the few Swedish social/citizens’ rights that is not fully individualised. To favour
a more equal gender distribution of absence, a first earmarked non-transferable month
for each parent was introduced in 1993, a second in 2002 and a third in 2015. This rule
thus constitutes a strong incentive for fathers to use their right to parental leave for at
least 60 days. Since the amount of income-related benefits is based on income during
the six months immediately preceding the birth of the first child, this system of income
replacement constitutes a strong economic incentive for parents to be gainfully employed
and working full-time prior to childbirth. This benefit system has, therefore, a major
influence on working-time patterns for presumptive parents. Typically, young childless
cohabiting employed women work full-time before childbearing in order to maximise
their income level during parental leave. Also worth noting is that when children grow up,
parents’ working time is increased gradually in order to maximise pension benefits after
retirement (see Figure 12.6, lower panel).33
In Sweden, the law also enables parents to take paid care leave for sick children (120
days per year and per child, up to the child’s twelfth birthday,34 compensated at the
same replacement rate as sickness benefit, that is, 80 per cent of previous earnings).35
Employees are also entitled to leave of absence or reduction of working time to take care

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 419

21/03/2019 15:59

420

Towards convergence in Europe

of a relative (spouse, parent, sibling or child) who is seriously ill (60 days). The loss of
income is also compensated in accordance with the replacement rate for sickness benefit.
Since 1998, according to another law, employees have the right to take unpaid leave for
pressing family reasons.
5.2

Gender Division of Labour

Despite the reduction in the gender employment gap over recent decades, it must be
stressed that gender inequalities in time use persist. At the household level, the reduction
of men’s paid working time has been partially compensated by the increase in female
labour supply, but the bulk of unpaid housework and care activities are still predominantly performed by women, even though the male share of domestic production has
increased during recent decades (Anxo et al. 2011). While the gender division of unpaid
work remains traditional in Sweden, the gender gap in unpaid work (care and domestic
activities) and leisure time across the life course remains among the lowest among modern
societies. A more equal gender distribution of educational attainment, lower gender wage
differential and limited earning loss related to childbirth are important factors explaining the higher and more continuous participation of Swedish women and the relatively
lower gains to specialisation in home and market work in this country compared with
other industrialised economies (Anxo et al. 2011). The institutional set-up, alongside
the societal environment in Sweden – in particular, the employment guarantee and the
high level of earnings compensation associated with the prevailing flexible parental leave
system – strengthen the bargaining power of Swedish women and explain why we observe
a relatively more equal gender division of labour in this country. Even though children
tend to reinforce gender specialisation and strengthen the unequal gender allocation of
time, the effect in Sweden is essentially limited to young preschool children (see Anxo et
al. 2011).
However, it should be stressed that the persistence of a traditional gender division
of labour has dynamic implications for career prospects, expected life-cycle earnings
and welfare development over the life course. Labour supply adjustments, though made
in connection with the parenting phase, typically entail penalties in terms of reduced
career and wage development over the subsequent working life. It is also still largely
women who make these adjustments, and in part the penalty incurred in career and
wage evolution is because it is a gender ‘signal’ of women’s deviation from the standard
employment relationship. Men incur these penalties when they deviate, too, presenting a
further obstacle for those men who would prefer to deviate from the standard employment relationship at different stages in their life course. Men’s take-up rates of parental
leave36 or part-time arrangements remain lower than those of women, although progress
has been made in some areas, including the gradual individualisation of the parental
leave system. How to raise men’s take-up rates of extended leave and other working-time
adjustments over the life course is therefore a crucial political issue and could provide
a policy instrument for further reducing gender inequality in the division of labour
and income development over the life course.37 In this context it should be noted that a
large majority of collective agreements stipulate a higher income-replacement rate for
parental leave (90 per cent instead of 80 per cent of previous labour earnings). In order
to favour a more equal gender distribution of parental leave and encourage fathers to
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take longer parental leave, collective agreements in the public sector (state and local
authority), but even in some parts of the private sector (for example, banking and
finance, and engineering),38 provide income compensation above the prevailing social
security income ceiling.

6.

SOCIAL PROTECTION

Often presented as the ideal-type of the so-called Nordic social democratic regime (see
Esping Andersen 1990), the Swedish model is the archetype of a state-based social
protection system aimed at strengthening individual capacities, facilitating adjustment
to a changing environment and risks over the life course, limiting social exclusion and
promoting social cohesion. The Swedish welfare state emphasises the principles of

universalism, egalitarianism and individual rights. The basic principle of the institutional
model is entitlement based on citizenship or residence. The individual, not the family,
for many years has been the unit not only of taxation, but also of social benefits and
social rights. The Swedish model incorporates a number of factors: strong welfare
support including extensive and generous work–life balance policies to support families
throughout the life course; continuous and high employment rates for both men and
women and for older workers; high job quality, incorporating egalitarian wage structures
and a low gender pay gap. Despite an increase in income inequalities during the past two
decades Sweden still has the most equal income distribution among the industrialised
countries.
The Swedish welfare state, social protection and tax systems have undergone a
series of transformations and reforms since the early 1990s. Facing the dramatic deterioration of public finances caused by the 1991 recession, various governments during the
1990s took several fiscal consolidation measures to reduce the budget deficit and public
debt. These reforms have implied stricter eligibility requirements and lower replacement
rates in several social insurance systems (sickness, unemployment insurance and pensions), combined with a drastic reduction in public employment. During the past 20
years, Sweden has experienced a decline in the share of social protection expenditure in
total GDP and a downward convergence toward the EU15 (see Figure 12.10). It should
be noted that while part of this decline is related to the above-mentioned austerity
measures, the downward trend results also from the better performance of the Swedish
economy.
Even though the extent of its decommodification has declined over time, the Swedish
social protection system remains universal and inclusive in nature, and still enjoys a
wide-ranging, high level of political and public support. Swedish social protection is
still an integrated and coherent system of time and income management over the life
course. The Swedish welfare state shares distinctive features, principles and core values
of the European Social Model (ESM). As stressed in Anxo (2014), the Swedish welfare
state illustrates the resilience and long-term viability of the ESM and is in accordance
with the EPSR strategy through its continuing attachment to a universal and generous
social protection system, egalitarianism, proactive policies for promoting gender equality
and fighting against discrimination and social exclusion, social dialogue as a mechanism
for regulating the labour market and social policies, and strong public and political
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Figure 12.10 
Trends in the share of social protection expenditure in GDP, Sweden and
EU15, 1995–2015
involvement in the provision of a wide range of public services in areas such as utilities,
education, health and social care.
Also note that collective agreements at the industry level, and even at the company
level, often extend and improve the statutory universal basic social protection in the
form of higher replacement/compensation rates or longer periods of entitlement, for
example regarding unemployment and sickness benefits, parental and training leaves and
pensions (occupational pensions). That is, the role of the social partners is not limited
to the regulation of the labour market sensu stricto, but extending these amendments
of the statutory regulations to the realm of social protection via collective agreements
constitutes an important element and crucial features of the Swedish model (see SjögrenLindquist and Wadensjö 2006; Palmer 2014; Svenskt Näringsliv 2016). Around 90 per
cent of employees are covered by these collectively agreed insurance schemes, with higher
compensation in case of illness, work injury, parental leave and loss of job. To illustrate,
public social insurance provides 80 per cent income replacement for loss of income due to
own sickness, child sickness or injury. Generally, collectively agreed occupational insurance provides an additional 10 per cent earnings replacement above social insurance’s 80
per cent replacement rate.
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7.

 ASE STUDY: INTEGRATION OF MIGRANTS IN THE
C
SWEDISH LABOUR MARKET

7.1

Historical Developments

Since the Second World War the share of foreign-born people residing in Sweden has
been increasing rapidly. In 1940, the proportion of foreign-born citizens among the total
Swedish population amounted to only 1 per cent; by 1970, this proportion had reached
nearly 7 per cent and by the year 2000 about 11 per cent. According to Statistics Sweden
(2018), around 17 per cent of the population was registered as foreign-born in 2015. If
we add children born in Sweden with at least one parent born abroad (second-generation
immigrants) the total share of first- and second-generation immigrants amounted to
around 23 per cent. The composition of the foreign-born population has also changed
notably during the past half century. Until the mid-1970s immigration to Sweden consisted essentially of labour migrants from the Nordic and European countries (mainly
from Yugoslavia and Greece). In 1970, about 60 per cent of foreign-born individuals
residing in Sweden were born in other Nordic countries (principally Finland) and more
than 35 per cent in the rest of Europe (mainly Italy, Greece and the former Yugoslavia).
In the wake of the first oil crisis and the decline of industrial and economic growth,
Swedish immigration policy became, as in other Western countries, more restrictive. With
the exception of Nordic workers and refugees from Latin America and Eastern Europe,
labour immigration came to a halt during the second half of the 1970s. The share of
political and humanitarian refugees and tied-movers (family reunification) increased,
while the proportion of labour immigrants decreased significantly. From the early 1980s
onwards, the bulk of migrants came from the Middle East, Asia and Africa, and in the
early 1990s refugees from the former Yugoslavia. In 2015, around 15 per cent of resident
migrants were born in the Nordic countries, about 34 per cent in the rest of Europe and
51 per cent outside Europe. The past two decades have therefore seen a growing heterogeneity of the migrant population with regard to country of origin, and changes in the
character of immigration, that is, from labour to humanitarian and political immigration
(refugees and asylum seekers).
7.2

 rowing Difficulties Affecting the Labour Market Integration of Newly Arrived
G
Migrants

While Sweden has been very successful in integrating women, the elderly and those with a
work disability into the labour market, the country has been singularly less successful in
integrating people with an immigrant background. From the 1950s up to the mid-1970s
the position of immigrants in the labour market and their relative labour earnings did not
depart significantly from the natives and sometimes even exceeded the latter, especially
among female immigrants. During this first period, occupational and income mobility
among immigrants was also similar to the native population (see Ekberg 1990, 1996).
Since the mid-1970s, the position of foreign-born people in the labour market has deteriorated dramatically and the income differential between immigrants and natives, driven
principally by the difference in employment level, has increased notably. A large share
of the political and humanitarian refugees who arrived during the 1980s never entered
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employment despite the then tight labour market and low overall unemployment rate.
In the early 1990s, with the deep economic recession and unprecedentedly large upsurge
of unemployment, the employment situation of immigrants deteriorated even further,
while the inflow of refugees increased in connection with the conflicts in the Middle East
(1989) and the civil war in the former Yugoslavia.39 According to Ekberg (2011), circa
100 000 refugees came from the former Yugoslavia, mainly Bosnia-Herzegovina. Despite
some improvement in the labour market situation from the second half of the 1990s,
the extent of labour market integration of the foreign-born population, in particular
among immigrants born outside Europe, remained low up to the 2008 financial crisis and
further deteriorated in connection with the economic downturn. In the wake of the more
recent Middle East conflict the number of political refugees asking for asylum increased
dramatically. In 2015, circa 163 000 people sought asylum in Sweden, almost double the
number that came in 1992 in connection with the Balkan war and double the 80 000 or
so arriving in 2014.
Even though Swedish employment rates are the highest in the EU, newly arrived
migrants display worse labour market outcomes than the working-age population as a
whole. In 2017, the employment rate (20–64 years of age) among the native population
was 85.5 per cent compared with 69.6 per cent among the foreign-born population. In the
same period, the unemployment rate stood at 3.6 per cent among the native population
compared with 14.6 per cent among the foreign-born population. Also, the unemployment rate among young immigrants (15–24 years of age) is significantly higher than that
of their native counterparts. Of great concern also is the situation of second-generation
immigrants, in particular children with both parents born in non-European countries.
Unfortunately, no recent statistics are available on the second generation. According to
a report published by Statistic Sweden in 2008 (SCB 2008) the labour force participation
of second-generation immigrants with both parents born outside Europe was 30 per cent
lower than the labour participation of natives with both parents born in Sweden. While
second-generation immigrants with a Nordic, western or eastern European background
have labour market positions similar to those of native Swedes, children with both parents born in a southern European or non-European country have a higher propensity of
becoming unemployed, higher participation in social assistance schemes and significantly
lower earnings (Hammarstedt and Ekberg 2004; Rooth and Ekberg 2003, 2006). While
European immigrants exhibit almost the same labour market performance (in terms of
employment and unemployment rates) as the native population this is not the case for
newly arrived immigrants and other ethnic groups (see Alden and Hammarstedt 2014).
Several explanations have been put forward for the decline in the labour market
integration of immigrants in Sweden. First, the large structural changes experienced by
modern economies – in particular the shift towards a service-orientated and knowledgebased economy and the related demands as regards qualifications and skills40 – are likely
to have been detrimental to the labour market integration of the foreign-born population. Newly arrived migrants – in particular from outside Europe – may face difficulties
entering the Swedish labour market owing to their lack of adequate qualifications and
skills, and low educational attainment. However, disparities in human capital explain
only a small part of the employment gap between natives and those who are foreign-born
(see Aldén and Hammarsted 2014). Secondly, despite the strengthened legislation against
discrimination, the changes in the composition of the foreign-born population towards a
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larger share of immigrants from outside Europe might have resulted in more discrimination from authorities, employers and employees. Several Swedish empirical studies have
analysed the recruitment behaviour of Swedish companies using fake curricula vitae
(CVs) with identical content except the name of the applicant (see Carlsson and Rooth
2012). These studies have shown that applicants with foreign names had significantly less
chance of getting an interview compared with natives.
7.3

Policies Targeted at Migrants: The Role of the Social Partners

Since the mid-1970s one of the main objectives of Swedish integration policy has been to
fully integrate immigrants. Developments during the past two decades show that this goal
has not been achieved and that Sweden is still facing alarming signs of ongoing social
exclusion and marginalisation of a significant proportion of immigrants and refugees.
This growing concern has led successive Swedish governments to take specific measures
– in particular, educational and active labour market policy measures – to ease the entry
of newly arrived immigrants and refugees into the labour market. While foreign-born
jobseekers registered at the Public Employment Service (PES) may benefit from the same
range of ALMPs and wage subsidies as natives, some targeted measures were launched
to assist foreign-born people to obtain a foothold. In recent years, governments have
reinforced activities targeted towards newly arrived immigrants such as hiring subsidies
and, through the Establishment Act,41 taking measures to speed up the development of
an introduction plan, strengthening personal incentives to take up jobs, better monitor
search intensity and provide adequate individualised guidance and increased opportunities for workplace-based measures. A new set of measures targeted at immigrants was
adopted by the Swedish parliament. Since 2015, the PES has been obliged to evaluate the
educational background and attainment of newly arrived immigrants and to assess necessary measures (training or other) to facilitate the labour market entry of foreign-born
jobseekers. The government has also instructed the Swedish PES to develop methods to
improve the validation of the education and skills of foreign-born people. Newly arrived
migrants might also benefit from start-up support. Other support includes labour market
training. As regards on-the-job training, various job experience measures are also open
to newly arrived migrants.
Social partners are often consulted on the design of employment policy and vocational
training. Both employers’ organisations and trade unions are in favour of labour market
measures targeted towards newly arrived migrants, and consider these introduction or
establishment measures to be an efficient tool for those lacking work experience. As an
illustration of more direct intervention on the part of the social partners, the two sides
of industry in several bargaining areas have concluded collective agreements on work
practices or work experience schemes and vocational introduction employment targeted
at young newly arrived migrants lacking relevant job experience. Another instance of
the role of the industrial relations system and social dialogue in the integration of new
migrants is the ‘fast-track’ measures. In March 2015, the government launched a first
round of tripartite talks on this, with particular focus on newly arrived refugees and
migrants. The aim was to work with the social partners and the Swedish PES to identify
and assess the skills of new immigrants with education or experience in occupations
facing a labour shortage so that they could be matched more quickly with the needs of
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industry and companies. In particular, the Swedish PES initiated closer collaboration
with the social partners and relevant government agencies42 on creating fast tracks in several occupations (such as agronomists, assistant nurses, machine operators, mechanics,
social scientists and social workers). The fast-track initiative also includes early validation and assessment of education and professional skills according to industry-specific
agreements.
The efforts to coordinate the various interventions at various levels and between
various authorities, as well as the early interventions in the form of civic orientation and
ALMP measures targeted at newly arrived migrants are promising. The few evaluations
that have been performed suggest that these measures could have a beneficial impact on
the labour market integration of migrants experiencing difficulties in obtaining foothold.
While these targeted measures, alongside anti-discriminatory measures, are moving in the
right direction there are reasons to believe that the overarching goals of Swedish integration policy – namely, to integrate immigrants to about the same extent as the native
population – will not be achieved in the near future and that discrepancies will remain,
entailing further political efforts in this direction.

8.

CONCLUSIONS

With its comprehensive welfare state and developed social dialogue, Sweden remains one
of the EU member states with the least inequality, not only in terms of wages and disposable income but also regarding gender, access to education, the labour market and social
protection. The contractual nature of labour market regulations, coupled with the high
union density and high coverage rate of collective bargaining, creates an institutional
environment favouring the emergence of negotiated compromises aimed at balancing
flexibility and security in the labour market. As shown by previous developments, the
bipartite nature of the Swedish industrial relations system and the more balanced power
between the two sides of industry largely explains Sweden’s good performance regarding
working conditions, equal opportunities and income inequalities, even though some
challenges remain, in particular regarding the labour market integration of migrants.
Furthermore, we have shown that its industrial relations system is a constitutive element
of Sweden’s economic resilience and sustained social cohesion. Upon its entry into the
EU in 1995, Sweden had already attained several of the objectives of the EU2020 and
EPSR, particularly regarding gender equal opportunities, educational attainment, labour
market access and fair working conditions. Not only does Sweden score highly on many
social and economic indicators as well as life satisfaction, but the overall orientation of
Swedish economic and social policies is well in accordance with the goals of the EPSR,
fostering convergence towards better working and living conditions.

NOTES
1.
2.

In 2017 Sweden counted 680 central collective agreements on wages and general terms and conditions of
employment.
In addition to the public mandatory old age pension, more than 90 per cent of Swedish employees can
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3.

4.
5.

6.

7.
8.
9.
10.

11.

12.
13.
14.
15.

16.
17.

18.
19.
20.

benefit from occupational pension schemes that are the outcome of collective agreements between the two
sides of industry.
For example, the dispositions contained in the collective agreement between the Swedish Metal
Workers’ Unions (Metallarbetareförbund) and the Association of Swedish Engineering Industries
(Versktadssföreningen) entirely replaces the Working Hours Act (1982). Furthermore, this agreement
enjoins the social partners to negotiate agreements at the plant level, which favours a more efficient use of
equipment and greater individual working-time flexibility.
The social partners are usually represented on parliamentary and government committees responsible for
drawing up employment, educational/training and social policies. In this way, the social partners exert
significant influence on the contents of labour market legislation.
The national reform programme presented each April to the European Commission, which reports on
implementation of the Europe 2020 strategy in national policies, undertakings implemented and progress
achieved over the past year, as well as a description of planned measures. The report is also supposed to
reflect the overarching priorities for the European Semester.
Namely, the Confederation of Swedish Enterprises, the Swedish Trade Union Confederation (LO), the
Swedish Confederation of Professional Employees (TCO), the Swedish Confederation of Professional
Associations (SACO), the Swedish Association of Local Authorities and Regions (SALAR), the Swedish
Agency for Government Employers and the Swedish Federation of Business Owners).
It should be noted that since 2005 the common reporting standard (CRS) for Sweden has not contained
any labour market-related recommendations.
The education component is restricted to a maximum of 25 per cent of working hours. The education can
be either provided at the workplace or supplied by an external provider. The education period does not
give any wage entitlement (see Swedish government 2015).
Public debt in 2016 in Sweden was 42.6 per cent of GDP, well below the EU28 average of 83.6 per cent
and the Maastricht criteria of 60 per cent. Sweden’s current account deficit was around 2 per cent in 1993,
reaching a surplus of more than 8 per cent in 2008 and around 5 per cent in 2016.
In the wake of 1993’s deep recession and in order to cope with the dramatic rising budget deficit and
growing public debt, the Social Democratic government (1994–2006) took several fiscal consolidation
measures: a reduction of the income replacement rate of several social protection systems and stricter
eligibility rules (unemployment insurance and sickness insurance) and a drastic reduction in public
employment (a decrease of 200 000 public jobs between 1995 and 2006). In order to ensure the long-run
sustainability of the Swedish pay-as-you-go pension system, in 1998 the government initiated a comprehensive pension reform that was fully implemented by 2003. The old defined-benefit system was replaced
with a mandatory defined-contribution scheme (see Anxo 2015 for details).
The Swedish economy recovered quickly with a 5.5 per cent increase in real GDP in 2010 and 4.3 per cent
in 2015. Employment increased by 25 000 in 2010 and on average by 1.4 per cent between 2011 and 2017.
Between 2008 and 2017 unemployment fell by more than 2 percentage points from 8.5 per cent in 2009 to
6.3 per cent in 2016, significantly lower than the EU28 average at the same date (8.4 per cent).
In particular, the change of the monetary regime (floating rate) in the early 1990s was a clear signal that
the Central Bank would no longer conduct an accommodative monetary policy via devaluations, as in the
past.
Two per cent per year, within a range of plus or minus 1 per cent.
An analysis of the EWCS conducted by the European Foundation for the Improvement of Living and
Working Conditions (Eurofound) in 2005 and 2010 did not reveal a significant deterioration of working
conditions in Sweden in the aftermath of the recession (Anxo 2013).
While Sweden’s youth unemployment rate was almost the same as EU average in 2016 (18.9 per cent in
2016, EU28 = 18.7 per cent) the share of young people not in employment, education or training (NEET)
is significantly lower than the EU average (in 2016 6.5 per cent for 16–24-year-old in Sweden compared
with 11.6 per cent for the EU28). The share of dropouts from education is also well below the EU average,
at 7.4 per cent and 10.7 per cent, respectively.
The municipalities are obliged to provide municipal adult education. They have the possibility to apply for
state grants to run vocational adult education and apprenticeships in special education schemes for adults.
To illustrate, in 1999, 228 000 persons were enrolled in the Knowledge Lift programme; by comparison
there were 300 000 pupils in regular upper-secondary school at the same date. An evaluation of the outcomes by Albrecht et al. (2005) shows that the impact of Knowledge Lift on the probability of obtaining
employment was on average significantly positive.
It can be anything from simple advice, such as how to improve a CV, to more far-reaching measures,
such as labour market training, and other measures of occupational mobility or support for starting a
business.
Due in particular to a strong complementarity between skills and new technologies.
In 2016, the Swedish population was 9,995,150, the labour force (20–64 years of age) was 4,932,000
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and the male and female employment rates (20–64 years old) were 83.0 and 79.2 per cent, respectively
(Statistics Sweden, 2018).
21. Around 44 per cent of members of the Swedish parliament are women, the highest share in the EU.
Women’s union density is higher than men’s density. In 2015, 37 per cent of managers were women in the
private sector, with 62 per cent in the public sector. In 2015, 97 women and 102 men were heads of Swedish
public agencies. Currently, 12 of 23 government ministers are women.
22. Working hours for shift work are regulated through collective agreements. In the mid-1970s a central
agreement was reached between the Swedish Central Employers’ Organisation (Svenskt Näringsliv) and
the Swedish confederation for blue-collar workers, LO. According to the central agreement, the length
of working time is 39 hours for two-shift workers, 38 hours for semi-continuous workers, 36 hours for
continuous shift workers and 34 hours for night work. It must also be noted that the central agreement can
be modified at the industry or plant level and that for certain bargaining the duration of working time for
shift workers can be shorter. In the mining and quarrying industry, underground workers have a 36-hour
standard work week.
23. Low-wage earners are defined as those earning two-thirds or less of national median gross hourly
earnings.
24. The incidence of short-term contracts among young people (16–24 years of age) in 2017 was 53.8 per cent
compared with 7.5 per cent for senior workers (55–64 years of age) and 16.3 per cent for employees as a
whole.
25. According to Eurostat (2018), the transition rate from temporary to permanent jobs in 2015 was significantly higher in Sweden compared with the EU28, at 38.4 per cent and 23.2 per cent, respectively.
26. A more detailed description of this bipartite association can be found at http://www.prevent.se/
Om-Prevent/In-English/ (accessed January 2018).
27. Since 2000, Sweden has had the highest employment rates among senior workers (55–64). In 2016 it
attained 75.5 per cent (77.6 per cent among men and 73.5 per cent for women), compared with 55.3 per
cent for the EU as a whole.
28. In 2016 the coverage rate of formal childcare was 84 per cent for children 1–5 years of age and 95 per cent
for 4–5-year-olds).
29. In 2017, the employment rate of mothers of pre-school children (less than 7 years old) was 85.6 per cent.
30. The parent leave system is associated with full employment guaranties and the employment contract is not
suspended during the work absence.
31. The income ceiling in 2018 is 34 150 kr (€33 130).
32. Parents not in employment before the birth or adoption of their child are entitled to a daily flat rate of 180
kr (€18.00).
33. Pension benefits are related to labour income and mothers therefore have strong economic incentives
to work again on a full-time basis when children grow up and are enrolled in (pre)school. It should
also be stressed that the Swedish pension system takes into consideration the diversity of patterns of
labour market integration over the life course and the uneven distribution of risks by limiting the cost of
necessary work interruptions linked to parenting, care activities or involuntary employment disruptions,
such as unemployment, disability or sickness. The time that workers devote to higher education, small
children or national military service, as well as absence owing to unemployment or sickness, also give
rise to pension rights. That is, future entitlements to a pension are currently related not only to work
history and earnings, but also to other forms of activity and periods of benefit receipt, including parental,
unemployment, sickness and partial disability benefits.
34. In case of child disability, this right is extended up to 16 years of age.
35. It is interesting that the gender distribution of net days of absence for child sickness is more even between
fathers and mothers than parental leave: in 2017 around 40 per cent of all net days were taken by fathers
(see Swedish Social Insurance Agency 2018).
36. However, the incidence of fathers taking parental leave and the average duration of fathers’ absence have
increased continuously since the introduction of the parental leave system, from 1 per cent of compensated days in the mid-1970s to 27 per cent in 2017 (corresponding to around 82 working days of absence;
see Swedish Social Insurance Agency 2018).
37. The recent Swedish policy debate focuses on the advantages and disadvantages of a fully individualised
system of leave of absence. In December 2017 a new parental leave committee proposed a fifth nontransferable month (151 days for each parent). It is interesting that a clear majority of trade union
organisations, even in a male-dominated sector such as engineering industries, is in favour of the fifth
non-transferable months. To illustrate, in December 2017 the two largest trade union confederations LO
and TCO explicitly expressed their support for a further individualisation of the parental leave system in
order to favour a more gender equal distribution of parental leave.
38. Also in several company agreements such as Ericson, Telia, Statoil, ABB to cite a few.
39. In particular, political refugees from Iraq, Iran in 1989 and Bosnia-Herzegovina in 1993–94.
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40.
41.

42.

In particular, communication skills requiring good language proficiency. Other factors, such as skills
mismatch and the non-recognition of foreign examinations and qualifications, could constitute further
barriers to the integration of foreign-born people in the Swedish labour market.
The Establishment Act for newly arrived immigrants and asylum seekers and their families was introduced
in 2011. The main objective was to improve and speed up the labour market integration of immigrants by
shifting responsibility for activation measures from the municipalities to the Swedish PES. The PES has
overall responsibility to coordinate various measures and has to draw up an individual introduction plan,
including at least Swedish for Immigrants (SFI), civic orientation and employment preparation activities.
The National Board of Health and Welfare, the Swedish Council for Higher Education, the Swedish
National Agency for Higher Vocational Education and the Swedish Forest Agency. Together with the PES
these agencies also took part in the in-depth tripartite talks.
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Self-employed

Unemployment foreign born (15–64, 2014)

14.5%
(native 6.2%)
12.5%

75.5%
6.3 %
6.7%
5.8%
13.9%
10.4%

Employment rate 55–64
Unemployment (20–64, 2016)
Unemployment rate, men
Unemployment rate, women
Youth unemployment (20–24, 2016)
Youth unemployment ratio (15–24)

13.2%

n.a.

55.3%
8.4%
8.2%
8.6%
17.5%
7.8%

71.1%
76.9%
65.3%
11.6%

2.0%

3.3%

81.2%
83.0%
79.2%
3.8%

23.1%
46.2%
30.7%
10.7%
10.8%

EU28

15.0%
43.9%
41.1%
7.4%
29.6%

Labour market
Employment rate, all (20–64, 2016)
Employment rate, men 20–64, 2016
Employment rate, women 20–64, 2016
Gender employment gap

Education and training
Primary (25–64, 2016)
Upper secondary (25–64, 2016)
Tertiary (25–64, 2016)
Drop out (16–24, 2016)
Training & Adult education (last 4 weeks,
25–64, 2016)
Research and development in % of GDP (2015)

Sweden

Greece 34.8%
Spain 33.2%
Poland 39.5%
Portugal 20.9%

Sweden 81.2%
Czech 84.6%
Sweden 79.2%
Italy 20.1%
Greece 19.0%
Sweden 75.5%
Greece 23.5 %
Greece 23.5 %
Greece 28.1 %
Greece 46.2%
Spain 14.7%

Sweden 3.3%
Denmark 3.0%
Austria 3.1%
Finland 2.9%

Portugal 53.1%
Czech 70.5%
Finland 43.1%
Slovenia 4.9%
Sweden 29.6%

Highest

Table 12A.1 
Summary table, labour market, social and economic indicators, Sweden and EU28, 2016

APPENDIX 12A.1

Italy 61.6%
Greece 65.8%
Italy 51.6%
Lithuania 1.9%
Latvia 2.9%
Greece 36.3%
Germany 4.1%
Germany 4.5%
Germany 3.7%
Germany 6.7 %
Czech Republic 3.4%
Germany 3.5%
Hungary 5.2% Czech Republic
7.1%
Denmark 7.3%

Romania 0.5%
Latvia 0.6%

Lithuania 5.4%
Portugal 23.1%
Romania 17.4%
Spain 19.0%
Romania 1.2%

Lowest
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36.4
4.3

Gini coefficient be- fore transfer (2015)

Income quintile share S80/S20 (2016)

€20 706

2.6%
5.7%
14%
4.5%

Share of low wage earners* (2014)
In work at risk of poverty (25–54 years)
Unadjusted gender pay gap (2015)
Adjusted gender pay gap (unexplained gap) 2016

Income
Median equivalised net income PPS, 2016 (€)

€29.0

Wages
Compensation of employees per hour worked (€)

42.1%

5.1

36.5

€16 451

17.2%
7.3%
16.3%
n.a.

€22.8

n.a.

18.9%
8.2%
31.4%
36.3 hours
39.0 hours
33.3 hours

22.6%
11.9%
34.2%
35.9 hours
37.4 hours
34.4 hours

Active labour market policy participants per 100
jobseekers (2015)

23.2%

38.4%

Transition from temporary to permanent job
(3 years average, 2015)
Share of part-time
Share of part-time, men
Share of part-time, women
Weekly working time
Weekly working time, men
Weekly working time, women

14.2%

16.7%

Fixed-term contracts (2016)

Austria €22 254
Germany €21 210
Denmark €21 120
France €20 750
Lithuania 41.0
Bulgaria 40.3
UK 39.7
Bulgaria 7.9

Denmark €38.9
Belgium €37.8 France
and Netherlands €33.7
Sweden 2.6%
Estonia 25%
aaaa
n.a.

NL 46.6%
NL 22.1%
NL 74.8%
Romania 40.6 hours
Poland 41.1 hours
Romania
40.3 hours
Denmark 54.5%
Belgium 49.6 %
Sweden 42.1%

Poland 27.5%
Spain 26.3%
Latvia 57.2%

Czech Republic 3.5
Finland 3.6

Slovakia 27.7

Romania €4720
Bulgaria €6744
Greece €8828

Latvia 25.5%
Italy 5.5%
aaaa
n.a.

Bulgaria Romania

Bulgaria 1.9%
Bulgaria 1.7%
Bulgaria 2.0%
NL 29.1 hours
NL 33.5 hours
Netherlands
24.4 hours
Bulgaria 2.7%
Romania 3.1% United
Kingdom 1.5% (2009)

Spain 12.2%

Romania 1.4%
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(continued)

7.7
8.0

8.3

Job satisfaction

Overall life satisfaction

Meaning of life

7.4

7.1

7.1

30.3%

0.57

0.57
64.0%

3.2%

7.5%

1.0%

Living conditions
Children aged less than 3 years in formal
childcare (2015, %)

Self-reported unmet need for medical care
(2015, 5)
Pension replacement rate (2015)**

0.8%

Severe material deprivation (2016)

33.0%

17.3%

16.2%
45.8%

25.8%

EU28

29.9%

Sweden

Impact of social transfers (excluding pensions)
on poverty reduction

At risk of poverty before transfers (cut off 60%,
2016)
At risk of poverty after transfer (cut off 60%
2016)

Table 12A.1

Sweden 8.3
Denmark 8.2

Denmark 77.3%
Sweden 64.0%
Belgium 50.1 %
Denmark 8.1
Finland 8.1
Austria 8.0
Sweden 8.0
Finland 8.0
Denmark 8.0

Estonia 12.7%
Greece 12.3%
France 0.68

Finland 53.7%
Denmark 52.2%
Sweden 45.8%
Bulgaria 31.9%
Romania 23.8%

Sweden 29.9%
UK 28.1%
Romania 25.5%

Highest

Bulgaria 4.8
Hungary 6.1
Greece 6.2
Portugal 6.2
Bulgaria 6.1
Greece 6.7

Slovakia 1.1% Czech Republic
2.9%
Poland 5.4%
Bulgaria 6.0
Greece 6.1

Czech 9.7%
Denmark 11.9%
Finland 11.6%
Greece 15.9%
Italy 20.3%
Lithuania 21.6%
Sweden 0.8%
Finland 2.2%
Denmark 2.6%
Netherlands 2.6%
Austria 0.1%
Netherlands 0.1%
Croatia 0.39

Czech Republic 16.3%

Lowest
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73.8 years
16.8 years
80.4 years

74.0 years
15.7 years

50.2%
6.9%
6.5%
20.9%

Healthy life years at birth, women

Healthy life years at 65, women

Life expectancy at birth, men

Healthy life years at birth, men

Heathy life years at 65, men

Government expenditure
Total (2015, % GDP)
Health
Education
Social protection
47.2%
7.2%
4.9%
19.2%

9.4 years

62.6 years

77.9 years

9.1 years

63.3 years

83.3 years

France 57%
Denmark 8.2%
Denmark 7.0%
Finland 25.6%
Denmark 23.6%

Sweden 15.7
Germany 11.4

Sweden 74.0

Sweden 80.4
Italy 80.3
Spain 80.1

Sweden 16.8
Germany 12.3

Spain 85.8
France 85.5
Finland 84.4
Sweden 73.8 years

Source:

Eurostat (2018) and the national Mediation Office (2017) for adjusted gender wage gap.

Notes:
* Low-wage earners are defined as those earning two-thirds or less of the national median gross hourly earnings.
** Ratio of income from pensions and income from work of persons aged between 65 and 74 years.

84.1 years

Life expectancy at birth, women

Ireland 29.4%
Romania 4.2%
Romania 4.2%
Ireland 9.6%

Latvia 54.1
Portugal 55.0
Finland 56.3
Slovakia 3.8
Latvia 4.0
Estonia 5.3
Lithuania 69.2
Latvia 69.7
Bulgaria 71.2
Romania 71.5
Latvia 51.8
Estonia 53.8
Latvia 4.1
Slovenia 4.1

Bulgaria 78.2
Romania 78.7

13. T
 he United Kingdom’s record on economic
and social convergence with Europe:
A pre-Brexit appraisal
Damian Grimshaw
1.

INTRODUCTION

With Brexit looming and the likely prospect of the United Kingdom (UK) drifting
further away from economic and social convergence with Europe, it is a timely exercise to
appraise the country’s trajectory to date. All European Union (EU) member states face
significant pressures towards convergence, although whether these signify a downwards
or upwards trajectory of change depends on the starting point, the nature of convergence
pressure and the specific socio-economic indicator (ILO 2016). For the UK, there
are long-standing question marks concerning its capacity to keep up with the socioeconomic standards enjoyed by many of its European neighbours. In part this reflects a
reluctance to transform its social model. The UK has lower welfare expenditures than in
France, Germany or Sweden for example, and, equally important, has only a weak political commitment to Europe’s pillar of social dialogue. However, it also reflects deep-seated
problems with its economic and labour market model, especially post-crisis, evidenced
by strongly financialised pressures for short-term gains, relatively low research and
development (R&D) expenditures, a model of job growth skewed towards non-standard
employment resulting in problems of underemployment, poor health and well-being, and
a polarising skill and wage base that generates high levels of inequality by class, gender
and ethnicity (Goergen et al. 2014; Grimshaw and Rafferty 2016; OECD 2016; Perrons et
al. 2016; Wahrendorf and Chandola 2016; Heyes et al. 2017).
Drawing on a range of secondary data sources, this chapter engages with two key
questions addressed by this book: to what extent has the UK converged with or diverged
from EU economic and social indicators; and what role has social dialogue – focusing
on the resources and strategies of government, employers and trade unions – played in
nudging the UK on a path towards upwards convergence? The chapter covers a selection
of quantitative indicators relevant to the UK narrative and seeks to provide a qualitative
(institutional) appraisal that acknowledges the strengths and weaknesses of the UK’s
socio-economic model. Wherever appropriate, the analysis addresses the role of social
dialogue in pressing for and/or influencing change in one direction or another, as well as
the broader context of EU policy coordination. The empirics of the chapter are structured
into three sections: macroeconomic convergence, social convergence and labour market
convergence. The chapter presents a case study of bogus forms of self-employment and
concludes with a summary of the argument and relevant policy concerns. The analysis
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begins with a brief overview of debates about convergence, divergence and diversity in
Europe and sets out the methods for undertaking the UK–EU comparison.

2.

 ONVERGENCE, DIVERGENCE OR RECONFIGURED
C
DIVERSITY: THE UK’S PLACE IN EUROPE

The notion of convergence associated with the UK’s place in the Europeanisation project
has multiple contrasting – and potentially contradictory – dimensions or meanings,
reflecting the conflictual politics, interpretations and ambitions of EU and UK policymakers. This section assesses these dimensions in order to set the backdrop for our
empirical analysis.
2.1

The Power of Free Market Convergence?

A first – and arguably dominant – dimension of convergence concerns the parsimonious
notion, associated with mainstream economic growth models, that the single market1 will
promote economic convergence of EU member states’ economic performance and living
standards. The single market grants access to a massive regional economy of producers
and consumers, common product regulations and minimal tariffs and licensing costs;
in 2016, around half of all UK exports and imports were with the EU (44 per cent and
53 per cent, respectively; Emmerson et al. 2016). The idea is that the common economic
pressures and opportunities associated with the single market reward more efficient
systems and eliminate or incentivise improvement in less efficient systems. That is,
under conditions of open competition, the UK, together with other member states, will
converge towards one general, superior type of economic organisation with similar levels
and rates of productivity growth (Solow 1956).
Importantly, the neoclassical economic model that underpins this interpretation
assumes that superior market performance requires minimum institutional interference
with market allocation. This means in practice implementing reforms at member-state
level to liberalise markets and roll back state intervention in the economy – especially
concerning welfare state policy, state ownership of productive resources and statutory
support for collective instruments in determining working conditions (see Kitschelt et
al. 1999; Hermann and Flecker 2013; Heyes and Lewis 2014). The more a country’s economic performance is deemed to be drifting, the more such convergence pressures insist
on the merits of fundamentalist market reforms, as witnessed in the multiple country
cases under the European Commission-led Troika reform (Clauwaert and Schömann
2012).
The UK may be seen as a ‘best practice’ adaptor to this first type of neoliberal pressure for
convergence. A critical factor in understanding how convergence pressures are translated
at country level is a country’s past record of market reforms and, in particular, its model
of cognitive filtering or ideational mediation of convergence pressures (Hay 2010). The
UK stands apart from many EU member states owing to its track record since the 1980s
of relatively enthusiastic implementation of neoliberal market reforms. These include early
privatisation of telecommunications, public transport and utilities, liberalisation of financial markets and a raft of labour reforms that weakened trade unions’ (already d
 iminishing)
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presence and power. In part, because the relative strength, status and organisational
capacity of producer groups (employer bodies and trade unions) are low in the UK, while
those of finance are high, government policy has long displayed a liberalising tendency
relatively unconstrained by interests that represent the real economy (Hutton 1996). The
UK has to date aligned relatively well with the types of free market convergence pressures
associated with, for example, the EU’s Services Directive (and associated European Court
of Justice rulings) and the EU’s proposed trade agreement with the United States (stalled
post-Trump). Moreover, whatever the actual strength of free market convergence pressures
stemming from Europe, the UK has a track record of deploying the rhetoric of neoliberal
market reform as a reflexive and strategic choice in order to enact unpalatable social and
economic policies (Hay and Rosamond 2002; see also Taylor-Gooby 2016).
2.2

Soft, Social Convergence?

A second, contrasting dimension of European convergence pressures, which is less suited
to the UK’s status as a liberal market economy, concerns the raft of directives designed to
underpin a European Social Model for EU citizens, and bolstered in 2017 by the proposal
for a European Pillar of Social Rights.2 Under the principle of subsidiarity (Schmitter
1997), implementation of EU directives in multiple areas of the economy in principle
sets a common floor of standards across member states, although research suggests
significant cross-national diversity in practice.3 In the field of employment, the directives
(see Box 13.1) have tended to raise standards in the UK (while this has not been the case
in more socially advanced EU member states), with positive outcomes for working conditions and equalities, despite UK opt outs from working-time rules and from equality
rights for temporary agency workers (under the Swedish derogation).
Nevertheless, compared with macroeconomic and financial convergence pressures,
the EU has granted less resources and political importance to these employment and
equalities issues, applying soft coordination pressures rather than the hard sanctions that
accompany fiscal policy (ILO 2016). Moreover, many important areas of employment
organisation are to date not covered at EU level, including collective bargaining rights
and minimum wage-fixing procedures for example, so the overall impact of EU directives
on the UK’s social model has been limited and contingent.
2.3

Monetary and Fiscal Policy Convergence

A third potential convergence pressure, membership of the Economic and Monetary
Union (EMU), is not of direct relevance to the UK as it did not relinquish its national
currency and has thus been protected from the deflationary policies of the European
Central Bank. Economic and Monetary Union pressures have had especially grave effects
on member states under Troika control (for Greece, see Karamessini 2014), prompting
serious doubts about the eurozone’s welfare-improving promise of monetary integration
across diverse economies (Johnston and Regan 2016). Nevertheless, there are questions
about spillover effects for the UK, especially the way in which UK policy-makers adapted
the austerity fiscal policy paradigm initially constructed by the Troika (under European
Commission pressures for a disciplinary neoliberalism) in the wake of the financial crisis
(after Gill 1997; see also, Crouch 2017).
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BOX 13.1
●
●

●
●

●
●

●

●

●

●

 ELEVANT EU DIRECTIVES AND ANTICIPATED IMPACTS ON
R
EMPLOYMENT STANDARDS

Informing workers of their employment conditions 91/533/EC; protects against informal
employment relationships.
Health and safety for fixed-term and temporary work 91/383/EC; ensures health standards
are extended to workers with temporary contracts and gives option to member states of
prohibiting their use in sectors or workplaces defined as potentially dangerous.
Protection of young people at work 94/33/EC; outlaws child labour and provides for
minimum standards for health and safety, including working time.
Posted workers directive 96/71/EC; identifies a set of core standards of the host country that
apply to workers employed by posting companies (including minimum rates of pay, working
hours and paid holidays, equal treatment, and health and safety at work) but social security
protections follow home country rules.
Part-time work directive 97/81/EC; designed to eliminate discrimination against part-timers
in relevant labour market and social policy (including pensions, for example).
Fixed-term contracts directive 99/70/EC; provides stronger equality of standards between
fixed-term and permanent contracts of employment with a view to combating discrimination
and preventing abuse arising from employers’ use of successive fixed-term employment
contracts.
Transfer of undertakings 2001/23/EC: provides protection against dismissal for reasons of
transfer of work activities (for example, owing to outsourcing or acquisition) and application
of collective agreements to the new employer (minimum 12 months) and terms and conditions of employment (except pensions).
Working time directive 2003/88/EC; sets specific working time standards covering maximum
hours, rest breaks and paid holidays, plus additional protections for night work and for specific occupations (for example, trainee doctors and separate directives for rail, air, road and
sea transport).
Temporary agency work directive 2008/104/EC; designed to guarantee minimum standards
for temporary agency workers, as well as non-discrimination, although with flexibility for
employer use also.
Posted workers enforcement directive 2014/67/EC; strengthens the application of the
posted workers directive by addressing fraud and improving information exchange between
sending and receiving member states.

Source: Details from the European Commission website, accessed 23 March 2018 at http://
ec.europa.eu/social/main.jsp?catId= 706&langId=en.

2.4

Analysing Convergence as a Set of Complex Processes and Outcomes

When combined, the multiple and contradictory convergence pressures associated
with Europeanisation can be anticipated to have mixed effects on economic and social
indicators. Moreover, they are unlikely to generate a simple, homogeneous and allencompassing process of economic and social convergence across countries. One reason
is that EU pressures interact with a raft of other globalisation pressures, such as labour
migration, foreign direct investment (FDI), offshoring, insertion into global production
networks, diffusion of new e-platform business models and the strongly neoliberalising
force of financialisation. Some EU countries, including the UK, tend to be more exposed
on these measures than others (partly owing to their specialised production portfolio),
therefore the weight of convergence pressures varies among countries.
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Another reason is that convergence pressures do not translate neatly into convergence
of policies and outcomes. This is because of country-specificity in the interpretation of
convergence pressures; in the timing, selection and enactment of policy responses; in the
modes of counter-actions and policy interactions; in differentiation at sub-national level;
and in outcomes as measured by standard economic and social indicators (Kitschelt
et al. 1999; Almond 2017). Hay (2010) calls this a process of ‘contingent convergence’.
Crucially, the character of UK industrial relations, especially its weak and perforated
collective worker voice and relatively uncoordinated employer interests (Grimshaw and
Johnson 2018), is likely to have shaped the nature of response to convergence pressures.
Further complications of analysis concern the meaning and measurement of convergence. First, differences in starting points and pace of change mean that a country’s
socio-economic outcomes may move in the same direction as a European average but
nevertheless still diverge over time (Hay 2000). Secondly, convergence may be better
examined against two or more sets of average outcomes – associated, for example, with
distinctive ‘models’ of organising employment, production or welfare states (for example,
Lewis 1992; Whitley 1999; Hall and Soskice 2001; Amable 2003; Bosch et al. 2009;
Kristensen and Lilja 2011), or with above- and below-average performing member states
– rather than a single European average. The convergence question requires unpacking in
order to separate out issues of input, mediation, process and outcome. Appreciation of
contingent convergence brings to the fore the role of social actors in shaping change and
allows for possible multiple points of convergence.
In the following analysis of UK performance, each indicator is analysed for up to 20
years, where possible. As well as an EU average for each indicator, the UK is compared
against wider country patterns, in addition to (in most cases) the top and bottom
performing countries in order to locate UK trends against possible convergence and
divergence, upwards and downwards, evident among the 28 member states.

3.

MACROECONOMIC CONVERGENCE?

Convergence of economic performance among member states is a central ambition of the
European project. This section explores the changing position of the UK against wider
European trends for two key measures: gross domestic product (GDP) per capita and,
as a test of sustainability in light of the recent financial crisis, public and private levels
of debt.
3.1

 ub-par Growth in GDP per Capita in a Context of European Convergence and
S
Divergence

The UK ranks joint ninth in the EU28, with France, on the level of GDP per capita (US$
purchasing power parity, PPP), below Germany, the Netherlands and the Scandinavian
countries, among others.4 Over the past 20 years, UK performance on this headline
economic measure has remained at a comfortable margin above the European average
for the 28 current member states (see Figure 13.1), although the margin halved over
the 1995–2015 period from a gap of 21 per cent to less than 10 per cent in real terms
(constant prices GDP per capita). Of particular concern is that the UK’s annual rate of
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Figure 13.1 
Trends in real GDP per capita (US$PPP) in the UK and EU28 compared
with the EU top five and bottom five performing countries, 1985–2015
growth in GDP per capita has remained below the EU average since the crisis, with a
larger immediate fall and a slower return to pre-crisis performance.5 By 2015, the level of
GDP per capita in the UK was only marginally above the pre-crisis 2007 level (by 0.7 per
cent), while the EU28 recorded a comfortable 2 per cent positive margin. The EU average
is quickly catching up with UK standards of GDP per capita.
The question is whether the compression of UK performance towards the EU average (that is, sub-par performance) reflects a general convergence among most member
states, or is peculiar to the UK? A first measure – the coefficient of variation – suggests a
convergence over the period. Applied to real levels of GDP per capita across the EU28, it
decreased from 0.51 in 1995 to 0.44 in 2015. There was little change during the late 1990s
and in the years since the crisis; the bulk of the narrowing of standards of living occurred
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in the five or so years running up to the economic crisis (2002–07). If we exclude the two
countries with significantly higher and lower than average rates of change during the
period (Ireland and Greece, respectively), then the measure suggests even more marked
convergence (from 0.52 to 0.41 during 1995–2015). A second measure is the minimummaximum (min-max) range of GDP per capita. Excluding Luxembourg (since its GDP
per capita is nearly twice that of the second ranked country), the min-max range changed
from US$8300–36 300 in 1995 (a multiple of 4.4) to US$18 100–61 700 (a multiple of 3.4),
again supporting convergence. The UK’s drift towards EU average levels of GDP per
capita over the past two decades appears to fit with a broader pattern of convergence
among all member states.
Since the crisis of 2008–09, however, the medium-term pattern is better described
as divergence. Compared with 2007 levels of GDP per capita, ten countries registered
a lower level in 2015, 12 a rise, and six no significant difference. More strikingly, if
countries are separated into those with above-average GDP per capita and those with
below-average GDP per capita, then we find two distinct patterns (Figure 13.2). The
real value of GDP per capita among poorer countries has fanned out in a relatively wide
and ad hoc manner, while trends among richer countries have been funnelled within a
relatively narrow range (with the notable exception of Ireland6). It is among the poorest
countries that we find both the very high performers (Poland and Malta among others,
representing a convergence/catch-up pattern of change), as well as the countries suffering the most severe collapse of living standards (Greece, Cyprus and Italy, reflecting
divergence). What we observe since the crisis, therefore, is UK performance below the
overall average, but on a par with its rich comparator countries and set amid a fractured
pattern of both convergence and divergence of levels of growth in real GDP per capita
across Europe as a whole.
3.2

UK Debt Problems Are Worse than Average and Countries Are Diverging

In measures of public and private debt, the UK sits at around the EU average for gross
government debt, but is above average for private household debt and on both measures
appears to have diverged for the worse from EU performance. Across the 28 member
states, Eurostat data show that average government debt for the EU as a percentage
of GDP was stable, even falling, during the pre-crisis 2000s, but then rocketed from 43
per cent in early 2008 up to a peak of 73 per cent in 2014, falling slightly to 71 per cent
by mid-2017.7 By comparison, UK government debt was comfortably below the EU
average until the crisis. Then, because of the enormous size of the government bailout
of its financial institutions (reflecting the abundance of financial institutions in the UK
economy and the loose regulations governing access to credit), debt escalated at a faster
pace than the EU average, more than doubling to reach 87 per cent of GDP by mid-2017.
Across the EU, country patterns of government debt vary considerably and have
diverged since the crisis (Figure 13.3): pre-crisis minimum-maximum debts ranged from
below 10 per cent to a little over 100 per cent of GDP; but since the crisis the maximum
range has extended considerably, with three countries exceeding 120 per cent (including
Greece at a peak of almost 180 per cent of GDP). Excluding the three best and three
worst performing countries, the min-max range varied from 22 per cent to 66 per cent of
GDP at the end of 2002 (a 44 percentage point difference) but spread to 37 per cent to
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Figure 13.2

Divergent trends in real GDP per capita in the EU since the crisis, 2007–15
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Figure 13.3

Gross government debt as a percentage of GDP, UK and EU28, 2002–17

108 per cent by mid-2017 (a 71 point gap). Thus there has been a clear increase in government debt in Europe since the crisis, alongside a substantial divergence of performance.
The UK joined another 11 countries in becoming more indebted at a greater rate than
average for Europe, while four countries managed to reduce government debt as a share
of GDP during this period.
The UK also experienced a massive boom in private, household debt8 prior to the
financial crisis. It is now widely realised that its consumption patterns before 2008 (and
in part the resulting GDP growth) were strongly reliant on people’s access to credit rather
than on real wage and productivity gains. In the UK economic model, debt moved far
beyond its function as an instrument for smoothing consumption spending and supporting transactions (such as home ownership) necessary for improvements over the
life cycle of individuals and families. Instead, it exacerbated the risk of a financial crisis,
made consumption patterns vulnerable to interest rate rises and was associated with
rising numbers of repossessions of homes, homelessness and defaults on loan payments
(Grimshaw 2015). As a proportion of total income, household debt was relatively stable
during the 1990s at around 95–105 per cent but then ballooned from 104 per cent in 2000
to 160 per cent in 2007.
A major problem for the UK today in preparing for Brexit is that this pattern has
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Figure 13.4 
Gross debt to income ratios for households in the UK compared with the
EU, 2015
r e-emerged. After the crisis, household debt fell, down to 140 per cent in 2015. However,
it has subsequently started to rise again (Office for National Statistics data, in Harari
2017). Compared with Europe as a whole, UK citizens are among the most indebted, with
a debt:income ratio for households of 124 per cent in 2015. This places the UK seventh
among the 24 countries for which data are available and well above the EU24 average
ratio of 103 per cent. The UK is below the very high levels recorded in Denmark and the
Netherlands – although these two countries do not suffer a national savings problem as
the UK does – but far above similarly sized economies such as France, Germany and Italy,
where ratios are below 100 per cent (Figure 13.4). Among the most indebted countries,
there have been mixed trends since the crisis: Denmark and Ireland experienced a fall in
household debt to income up to 2015, while Cyprus and Sweden experienced a further
rise. More widely, across Europe, the overall pattern has not converged, with patterns of
rise and fall among the least indebted countries leading to changes in the rankings of
individual countries but no obvious tendency towards the mean.
A further cause of concern in the UK is that household debt is increasingly likely to
involve unsecured loans (that is, not secured against an asset) and is especially high as a
proportion of income among the poorest households. While the value of mortgage debt
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increased by 10 per cent during the five-year period 2012–17, credit card debt and student
loans increased by 114 per cent and 24 per cent, respectively, amounting to around onefifth of the value of mortgage debt by 2017. Also, people’s anxieties about household
debt are very unequally shared; households in the bottom income quintile experience
private debt at a level of 83 per cent of income, while the ratio for all other income
quintiles ranges between 12 and 13 per cent (ONS 2016, table 79).
There appear to have been two triggers of the UK’s soaring household debt, neither
directly linked with Europe. The first was the 1990s deregulation of the financial services
industry, which was the main catalyst for increased access to credit. The second, which
sustained and exacerbated households’ need to leverage consumer spending against both
secured and unsecured debt was the stagnation in real wages, which fed into stagnation of
household incomes from 2002. Figure 13.5 shows the impact of these two factors, first in
accelerating relative levels of debt from the year 2000 as credit controls were relaxed, and
then in sustaining the steep rise from 2002 up to the 2008 crash as people responded to
stagnating real wage growth by using credit as an alternative source of income to sustain
living standards.
Judging economic performance with the two measures of real living standards (GDP
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Figure 13.5 
Trends in real equivalised household income and household debt to income
ratio, UK, 1975–2017
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per capita) and ability to sustain these living standards (government and private debt),
the analysis suggests that the UK has performed below average for Europe. Given that
the overall pattern across Europe since the crisis is one of divergence, with medium-term
evidence of stagnation of living standards and rising debt, any country that performs less
well than the average is cause for concern.

4.

SOCIAL CONVERGENCE

Economic indicators are an important measure of the UK’s convergence with the EU,
but not the only indicators. It is also valuable to assess the wider social dimensions of
European standards experienced by UK citizens, especially in light of the European project. This section assesses measures of human development, income inequality, poverty,
and government expenditures associated with its welfare state functions.
4.1

Strong Human Development Capacities Are Impaired by High Inequality

A first, increasingly referenced, indication of a country’s standard of living is its level of
human development. The UK scores relatively well on the UN’s composite index, ranking sixth in the EU, according to the latest 2015 data (down from fourth place in 2000).
The measure is a composite of average scores on three human development indicators:
a long and healthy life, knowledge and a decent standard of living. Within the EU28
range of 0.79–0.93, the UK scored 0.91. For the most part this 28-country range has not
diverged or converged greatly since 2000. It has, however, shifted upwards considerably
(Figure 13.6).
The downside for the UK, however, is that, unlike most other European countries, it
suffers from high inequality, which means that many UK citizens do not share the experience of ‘very high human development’ identified by the United Nations Development
Programme (UNDP). With a Gini coefficient measure of income inequality of around
0.36, Organisation for Economic Co-operation and Development (OECD) data suggest
the UK is second most unequal in the EU, after Estonia (data missing for six of 28
member states). Inequality has diminished in recent years in the UK, as it has in two
other high-inequality countries, namely, Portugal and Latvia, but there is no uniform
trend, as the counter-examples of Greece, Spain and Estonia demonstrate (Figure 13.7).
4.2

Rising Problem of Poverty among the Working-age Population

Importantly, inequality in the UK is not a description of wide differences between the
middle classes and rich households, where everyone has a minimum decent standard of
living. It rather involves both a large gap between the middle- and high-income households and a very high share of households in poverty – a clear indication that the United
Nations’ measure of ‘very high human development’ is not enjoyed by a large minority
of the UK’s citizens. This is not a new situation. The rise in poverty occurred in the 1980s
(Cribb et al. 2017) during a period of deregulatory reforms under the Thatcher government, poor labour market performance and the ‘rolling back’ of the state, particularly
concerning welfare state transfers. While around one in seven households were poor in
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Figure 13.6 Changes in the Human Development Index for the UK and EU28, 2000–2015
the 1970s, by the early 1990s this had expanded to one in four households. The more
recent pre- and post-crisis trends suggest this high level has become intractable, with
only a slight reduction to 22–23 per cent during 2008–15 (Figure 13.8). Furthermore, a
radical change in the character of poverty has occurred in the past two decades, as the
cause of poverty among working-age households has shifted from unemployment to low
and irregular wages: while in 1995–96 less than half of people in poverty (45 per cent)
belonged to a working household, by 2015–16 this had risen to two-thirds (66 per cent)
(Cribb et al. 201710).
Relative to the rest of Europe, the UK sits in a middle group of countries with an
approximately average share of people in poverty (16 per cent UK versus 17 per cent
EU average) (Figure 13.9). Given the wealthier status of the UK, we might expect it to
have a lower level of poverty. Other comparably wealthy member states have been able to
successfully minimise the experience of poverty (for example, Finland, Denmark and the
Netherlands), but the UK joins those in which relative rates of poverty in 2016 were still
relatively high (Table 13.1).
Trend data for Europe since the crisis suggest that the bulk of member states have
experienced a rise in relative poverty since 2008, which has been considerable in several
countries, such as Slovenia, Hungary and (surprisingly) Sweden. The UK’s recorded
decline in relative poverty (according to both Eurostat data and national data for this
period) is notable and only matched by Finland, and to a lesser extent Austria, among
wealthy countries (Figure 13.10).
However, the overall decline in poverty in the UK is the result of contrasting trends for
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Figure 13.7

Gini coefficient of disposable income inequality, 2007–14

different people. On the one hand, there has been a significant fall since the late 1980s in
rates of poverty among pensioners, thanks in recent years to a ‘triple-lock’ arrangement,
which secures annual rises in the real value of pensions. On the other hand, people of
working age, and especially those in paid employment, have experienced a rise in poverty
(see Figure 13.9). There are considerable concerns that the post-2010 cuts in welfare
expenditures have already impacted adversely on rates of poverty among children and
will continue in the wrong direction for several more years unless the policy is halted; one
estimate suggests that between 2015–16 and 2021–22 child poverty will increase by a further four percentage points, with three of the four-point increase (some 400 000 children)
attributable to welfare benefit changes, especially the 2015–20 freeze in the nominal level
of benefits and cuts to child benefits (Hood and Waters 2017).11
4.3

Rolling Back the Welfare State

A further measure of social convergence is related to the direction of travel across
Europe with regard to countries’ willingness to develop and enrich their welfare states –
especially the quality of schooling, health care and income security for the sick, disabled,

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 449

21/03/2019 15:59

450

Towards convergence in Europe
%
50
45
40
35
30
25
20
15
10
5

All

Children

Working-age non-parents

2015

2012

2009

2006

2003

2000

1997

1994

1991

1988

1985

1982

1979

1976

1973

1970

1967

1964

1961

0

Pensioners

Source: Adapted from Cribb et al. (2017, fig. 4.5), which uses data from the Family Expenditures Survey
and Family Resources Survey.

Figure 13.8

Trends in relative poverty (after housing costs), UK, 1961–2015

unemployed, poor and retired. Given the different regulatory and cultural approaches to
the design, development and administration of welfare states across Europe – reflecting
gender relations, market pressures of commodification and industrial relations traditions
(Esping-Andersen 1990; Lewis 1992; Stier et al. 2001; Vaughan-Whitehead 2013) – it is
a complex task to assess the extent to which this dimension of social life is converging
or diverging. This section presents a snapshot of patterns and trends by comparing
categories of government expenditures.
Compared with an average 45 per cent share of government expenditures in GDP
in Europe, the UK falls below with 42 per cent recorded in 2016 (OECD data).12 This
is considerably below that of the statist regime of France (57 per cent of GDP) and
the advanced social democratic welfare states of Scandinavian countries (50–56 per
cent), but in line with Spain, Poland and Slovakia (41–2 per cent). The trend in Europe
since the crisis has been downwards (from 50 per cent in 2009), with no obvious sign
of convergence,13 although in most countries – including the UK – OECD data suggest
that the level of government expenditures in 2016 is still higher than the pre-crisis 2007
level of government spending. In terms of the three major areas of welfare state spending – education, health and social protection – there is a wide variety among European
member states, reflecting both differences in government commitment to its welfare
function and variation in the mix of public and private provision. The UK is above the
EU average on health spending and close to average on education and social protection
spending (Figure 13.11).
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Figure 13.9

People at risk of poverty after social transfers, UK, 2016

More detailed national data14 demonstrate that UK spending in these three areas has
been cut since 2010, less as the result of a post-crisis response than an ideological shift in
government policy (Taylor-Gooby 2016) which has sought to recast the British welfare
state as a residual service to citizens, contrary to the ambitions of many for high-quality
universal services, once epitomised by the promise of the National Health Service. Total
government spending has been cut radically from 46 per cent of GDP in 2009–10 to 39
per cent in 2016–17. Trends in real-terms spending per capita in the three key functions
reflect the post-2010 Conservative-led governments’ determination to roll back welfare
state activities (Figure 13.12) and a failure of the social partners (public sector employers
and trade unions) to prevent the cuts: education spending has been cut by 17 per cent
since its 2010–11 peak, social protection spending by 5 per cent since its 2012–13 peak
and health spending has slowed to less than 1 per cent growth per year on average.
In each area, the main employer bodies, trade unions, independent think-tanks and
civil society organisations have led public protests, campaigns, media briefings and political lobbying in an effort to reinstate a sense of public duty among government ministers.
For example, in education, the General Secretary of the National Association of Head
Teachers has made spending cuts one of its three priority campaigns and repeatedly
lobbies government over its radical downsizing of expenditures, for it to ‘stop seeing education as a cost and instead see it as an investment in the future’.15 School management
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Table 13.1 
Comparing country wealth (GDP per capita) with the share of persons in
relative poverty, United Kingdom
Percentage of persons in poverty (below 60% of median
income)

National Poor ($19 000–27 000)
wealth
(GDP per
Average ($28 000–39 000)
capita)
Rich ($40 000+)

Medium
10–14%

High
15–19%

Very high
20% +

Hungary

Poland, Croatia

Czech Republic,
 Slovenia,
Slovakia
Netherlands,
 Denmark,
Austria,
France,
Finland

Malta, Cyprus,
 Portugal

Greece, Latvia,
 Romania,
Bulgaria
Italy, Spain,
 Lithuania,
Estonia

Luxembourg,
 Ireland,
Sweden,
Germany,
Belgium,
United
Kingdom

Source: Data extracted from Figures 13.1 and 13.9.

has joined teachers’ unions in protesting against the £24 billion of cuts since 2010–11
(from £111 billion to £87 billion in 2016–1716). Unions have succeeded in strengthening
information awareness among the public, in particular through the excellent ‘schoolcuts.
org.uk’ website, a collective effort of the main trade unions, which enables parents and
teachers to easily access information for their specific primary or secondary school about
cuts in spending per pupil and numbers of teaching staff.17 However, despite the efforts
and the shared management and trade union opposition to government cuts, independent analysis of Treasury objectives forecast a continued decline in real spending per pupil
up to 2020 at primary, secondary and, especially, further education levels (Belfield et al.
2017). It appears the government has fixed its course, ignores dialogue with both sides
of the industry, and is likely to fall down the European (and international) rankings of
countries that invest in education for the future.

5.

LABOUR MARKET CONVERGENCE

European labour markets are institutional constructs that perform in a variety of ways
according to very different rules of the game (Freeman 1994). While some perform well
on measures of employment participation, others focus on skill development, fulfilment
at work or gender equality for working parents; these dimensions are not mutually
exclusive, in that varied country bundles prevail. Any comparison of labour market characteristics or performance outcomes cannot hope to capture the spirit of differences or
similarities using a narrow set of quantitative descriptors alone. This is especially relevant
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Figure 13.10

Trends in relative poverty, UK and EU28, 2008–2009 to 2015–2016

to the UK case since it has pioneered a ‘work first’ approach in Europe by maximising
rates of participation in employment (among men and women) and keeping the official
unemployment rate down. However, this model of performance has arguably been at the
cost of many indicators of decent work, not least its high incidence of low-wage work, a
high share of people with irregular earnings and/or having to take non-standard forms
of employment while queuing for a full-time or permanent job, and an erosion of steady
improvements over the life course as opportunities for young people fall short and the
social settlement for core workers (especially concerning wage rises, health-care services
and promised pensions) deteriorates. This section considers a selection of these issues,
in each case assessing the character of UK trends against a backdrop of convergence/
divergence in Europe.
5.1

 ecord High UK Employment Rate amid European Upwards Convergence for
R
Women

Trends in employment participation in Europe are largely driven by what happens to
women’s employment (Rubery et al. 1998). First, while the EU average male employment rate has remained constant at 76–78 per cent over the past two decades, the female
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Figure 13.12

Public spending by function in real terms per capita, UK, 1998–2017

employment rate has steadily increased from 58 per cent to 65 per cent (Eurostat data,
2001–17).18 It is thus women’s employment rate that has driven the aggregate upwards
trend (from 67 to 71 per cent over this period). Second, the variety of employment
rates across Europe is far greater among women than among men, such that patterns
of convergence or divergence are again largely shaped by what has happened to female
employment. In 2016, the min-max range of male employment rates across EU member
states was 66–85 per cent (a 19 point range), while for women it was 47–79 per cent (a
32 point range) (20–64-year-old population). In the coefficient of variation, as Figure
13.13 shows, there was a substantial reduction in the variation of female employment
rates across Europe (the coefficient of variation fell from 0.16 to 0.11 during 2001–16)
and a quite different pattern of narrowing, then widening, then slight narrowing among
male employment rates (overall a small drop from 0.09 to 0.07). Again, trends in female
employment rates have driven overall convergence.
In common with European trends, UK male and female employment rates increased
up to the crisis, fell back (especially for men), then climbed again. In 2016 the UK ranked
third and sixth for male and female employment rates, respectively. The UK has made
some progress in closing the gender gap in employment rates (from 14 to 11 points over
the period), but the gap remains wide compared with other high performing countries,
such as Sweden (four points) and Denmark (seven points). Thus the UK has made some
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Figure 13.13 
Male and female employment rates in the UK and Europe (top five and
bottom five) and the coefficient of variation, 1997–2016
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progress, but it is a long way from a gender-equal performance on headcount employment rates. This is a problem for social justice but also has substantial economic costs
(see Bettio and Sansonetti 2015; Bisello and Mascherini 2017). Moreover, if we were
to account for the high share of women in part-time employment in the UK and rank
countries by full-time equivalent employment, the UK would fall down the rankings
considerably.
In addition to its relatively high employment rates, the UK has successfully reduced
unemployment since the crisis, recording the fourth lowest rate in Europe in 2017. It also
has one of the lowest shares of unemployed persons in long-term unemployment (ranked
third, after Sweden and Denmark).19 It can thus justifiably claim to have a dynamic labour
market that is effective at generating jobs. The downside, as is now widely recognised
among diverse groups representing the interests of employers, trade unions and citizens,
is that UK dynamism is spurred by a specific form of labour market flexibility that does
not safeguard people’s right to decent employment standards and exposes a growing
share of workers to low pay, gender inequity, limited access to employment rights and
poor family support. There is also a strong business case against this peculiarly British
form of labour market flexibility. The evidence suggests it hampers innovation in new
business processes and products, disincentivises business investment in skill development,
and under-utilises talent among the many educated and experienced workers trapped in
irregular and insecure forms of employment; the net result is a major drag on long-term
productivity growth (for example, Zhou et al. 2011; Rubery et al. 2016).
5.2

High Shares of Low-wage Work Penalise Women

The UK has a reputation for a high incidence of low-wage work and this is confirmed
by data that rank the country in the top ten EU member states in this respect. What is
less widely appreciated is that the UK’s reputation is caused by the very high incidence
of low pay among female employees. As Figure 13.14 shows, drawing on European
Structure of Earnings Survey data, the UK is in the middle group of countries for men
(ranked thirteenth), but ranks among the highest for women, with more than one in four
women workers low paid (27 per cent) (ranked fourth in 2014, after Estonia, Germany
and Latvia). Thus, while the risk of low pay is higher for women than for men in almost
all EU countries (except Bulgaria and Romania in 2014), it is particularly high in the UK;
women face almost double the risk in the UK (a ratio of 1.7).
For the direction of travel, European earnings data for the period 2006–14 show that
the share of low-wage work in the UK has declined slightly for women and increased for
men. This is in line with the general pattern in Europe, suggesting a problem of meeting
gender equality by levelling down rather than levelling up conditions for male and female
employees. The UK trend is in part the result of two changes that push in different
directions and affect wage opportunities for workers in different segments of the labour
market in different ways.
First, the statutory national minimum wage has been increased relative to median
earnings, thus raising the lowest threshold of low wages. Organisation for Economic
Co-operation and Development harmonised data record the UK as experiencing the sixth
highest minimum wage rise during 2000–2016 (median earnings, data for 18 countries).
Nevertheless, because it had been quite low in the years following its introduction in 1999,
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Figure 13.14

Trends in low-wage work in the UK and Europe, 2006–14

it sits around the middle of the set of country minimum wages relative to the median; the
OECD records a level of 49 per cent of adult full-earnings in the UK for 2016, compared
with the highest levels of 61 per cent in France and 59 per cent in Slovenia and the lowest
levels of 37 per cent in Spain and 40 per cent in the Czech Republic. Arguably, however,
the UK situation is overestimated, as its adult rate (since April 2016) applies only to
workers aged 25 years or over, while most EU countries set the minimum adult age at 18
or 21. The three youth rates in the UK are lower – in 2017, 54 per cent (under 18 years of
age), 78 per cent (18–21 years of age) and 94 per cent (22–24 years of age) of the adult
rate – reflecting an official rationale that this compensates employers for young workers’
lower productivity, allows employers to invest in training and guards against unemployment. The decision to set the minimum age at 25 was also political, or institutional, as this
is the threshold for differences in entitlements to student support and working tax credits.
Academic and trade union studies have questioned the rationale. The evidence, moreover,
suggests that most employers ignore this new age band: nine out of ten retail employees
aged 21–24 years are paid the adult rate as are three out of four hospitality employees
(NPI 2017). For those that use the age bands, there is a risk that pay differentials reinforce
managers’ expectations of productivity, so that young workers feel underpaid for their
skills and capabilities, leading to retention problems (UKCES 2012).
Second, a widely observed pattern of (upwardly skewed) job polarisation in the
UK (most recently analysed for 1979–2012 in Salvatori 2018) has fostered a continued
demand for jobs ranked at the bottom of the occupational skill distribution. While trade
and technology explanations are relevant, the UK situation is not helped by a systemic
failure to institutionalise vocational qualifications in order to provide a protective market
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buffer for many of the work-force groups at risk of low wages. The classic example is
social care work, which faces increasing labour demand in an ageing society and yet still
allows entry to unqualified workers, thereby granting employers too much discretion in
assigning a rate of pay to this form of skilled work, in which women are over-represented.
As Figure 13.14 shows, the incidence of low pay remains considerably higher for women
than for men and there is no sign of convergence in the cross-country shares of low wage
employment.
A further cause of concern for the UK’s problem of low-paid work is that the wage data
cover only employees. An apparent rise across Europe in dubious or false forms of ‘own
account’ self-employment (self-employed without employees) is associated with hiring
practices found in a raft of sectors, notably construction, care, cleaning and security, as
well as platform-economy firms (logistics, transport and information technology-enabled
crowdwork). Thus there are major questions about the degree to which traditional
sources of earnings data can capture the spectrum of income from employment for a
growing share of Europe’s working population. In 2015 there were around 22 million
own-account self-employed in the EU compared with around 180 million employees (all
workers aged 15–64); this is a small share compared with low- and middle-income countries (see ILO 2017), but is nevertheless of concern. While the share of self-employment
in the total workforce has remained stable in Europe in recent decades,20 there has been
a rise in the proportion registered as without employees, particularly working part-time
(Eurostat data). In the UK, the overall share has grown, as has the proportion defined as
own-account self-employed, which has risen by around 70 per cent since 2001, while the
number of self-employed with employees has fallen (by circa 10 per cent up to 2016). We
consider the ramifications of this issue in detail in the case study in section 6.
5.3

 ersistent Long Working Hours for Men, Especially Fathers, and a Fragmented
P
Pattern for Women

As with all dimensions of labour market performance, the UK’s pattern of sex segmentation offers the main clue to its relative standing compared with the rest of Europe. Taking
all employed persons into consideration, the UK is not a long-hours country. It ranks
twenty-second, with average working hours per week of 36.6. It is men in full-time jobs
in the UK who work the long hours; the weekly average is 44.1, second only to Greece
(the EU average is 42.3 hours). There are two further distinguishing characteristics of
men’s long hours in the UK. First, the trend there since 2007 is flat, while at EU level
there has been a small decline and far more member states have experienced a fall rather
than a rise in weekly working hours among male full-timers (13 versus five, considering
only changes of more than 0.5 hours per week). Second, it is a trend that is notable for
the participation of fathers. Lewis et al. (2008) found nearly half of UK fathers worked
46 hours or more per week, the highest share among 13 selected European countries
in their study. Of further concern, the UK had the highest share of partnered fathers
frequently working evenings and night shifts (37 per cent) and weekends (50 per cent) – in
both cases the highest shares observed (Lewis et al. 2008). Working patterns of fathers
in the UK are thus quite different from those observed in much of Europe. This may be
partly a reflection of the more flexible working-time schedules allowed in the UK, but
possibly also the need to top up family income by any means necessary. The problem is
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that it conspires against more equal sharing of care and other work in the home, and has
long-term adverse health consequences.
At the other end of the working hours spectrum, the UK has a large share of women
working part-time and their average working hours are not as long as in many other
countries (19.6 hours per week compared with 23 or more in France, Belgium and
Sweden; Eurostat 2016 data). As several studies show, there is considerable dispersion of
working hours among female part-timers, reflecting the lack of regulation, including the
absence of a right to minimum working hours. Employment rates of mothers in the UK
are around the European average but, unlike Denmark, the Netherlands and Sweden,
there is a significant difference in employment participation, and type of participation,
by age of youngest child (OECD 2011). While households with dependent children (aged
0–15 years) in several countries in Europe are characterised by a majority of couples both
in full-time employment (Denmark, France, Portugal, Slovenia and Sweden, for example), the UK exhibits a very fragmented pattern (see also Lewis et al. 2008), such that
there is no clear standard model or norm: 24 per cent adopt a sole-breadwinner pattern
(one partner in full-time work), 31 per cent dual-earner (both partners work full-time)
and 31 per cent follow a one-and-a-half earner model (male full-time, female part-time).21
Considering the family employment model, trends in Europe over the decade since
2004 reveal commonalities and differences (Figure 13.15). A common trend (21 of 23
countries) is the fall in single-breadwinner households (one partner works full-time, the
other does not work), which was especially notable in Spain and Luxembourg. In the
25
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Figure 13.15 
Changes in patterns of employment among couples with children, UK and
selected EU countries, 2004–14
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UK the fall was small, from 25 per cent to 24 per cent of all households, but nevertheless
followed the convergent direction of change. Countries diverged concerning dual-earner
households. Figure 13.15 shows that 14 countries experienced a rise in both partners
working full-time – including the UK – but eight experienced a fall in this model.
Similarly, ten European countries experienced a rise in the one-and-a-half model and
nine a fall (including the UK).
Given the mixed trend in Europe, it is not possible to state that the UK has converged
or diverged. Instead, a small share of households with working parents have swapped the
one-and-a-half earning model for the dual full-time model. Detailed analysis suggests
this reflects a variety of factors, including higher levels of education among mothers and
improved public childcare (Connolly et al. 2016). However, there are obstacles to further
progress towards a gender-egalitarian family model. The UK has resilient cultural views
about the need for mothers to provide care for children of preschool age rather than for
parents to share care (Baird and O’Brien 2015, cited in Connolly et al. 2016). Also, the
UK lags behind other countries in policy reforms that might encourage a family employment model: it has a laissez-faire approach to working hours, its childcare provision is the
most expensive in the EU,22 statutory maternity pay is very low and many public services
are still organised around the assumption of one full-time breadwinner plus part-time
carer. Therefore, UK policy reforms are still ‘maternalist and minimalist’ compared with
other European countries (Connolly et al. 2016) and this will slow down a post-Brexit
transformation to egalitarian sharing of work and care, as revealed by analyses of preferences among men and women in many European countries (see Müller et al. 2016).23

6.

 ASE STUDY: UNIONS FIGHT AGAINST BOGUS
C
SELF-EMPLOYMENT IN THE GIG ECONOMY

After several years of popular concern about the human resource strategies of large
firms in the gig economy, the years 2017 and 2018 for the UK saw several significant
legal decisions and positive shifts in employer behaviour against exploitative use of false
self-employment contracting instead of formal employment contracts. The issue is not
new and nor is it the inevitable result of digital technologies. It has been associated with
problems of precarious work in the construction industry for many decades (for example,
Druker et al. 1996; Behling and Harvey 2015) and indeed has been the object of longstanding trade union campaigns in that industry against unscrupulous employers, led by
the Union of Construction, Allied Trades and Technicians (UCATT). Nevertheless, with
the rise of the gig economy, associated in particular with e-commerce, logistics/delivery
firms and new business models of transport, the evidence of inappropriate employment
relationships has escalated. This case study analyses the issue by first tracking what we
know about patterns of self-employment at European level. It then presents two critical
company cases in which unions and activists have successfully applied pressure to shift
employers towards more ethical behaviour (Table 13.2).
The rising numbers of false self-employment is a European problem, not limited to the
UK. Many countries are in fact worried that this form of employment is holding back
the standard of living for a growing share of the working population. According to an
illuminating Eurofound (2017) study, there are good reasons for concern. Compared with
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Key evidence and events in two company cases, United Kingdom

Company

Catalyst

Evidence of exploitation

Countermovements

DPD

Union protests
 at Scotland
depots and
company
shamed
by media
revelation
of death of
a diabetic
driver fined
for taking
time off
Employment
 Tribunal
case brought
by two
ex-drivers

Drivers paid per delivery
 but enjoy no rights
Drivers fined £150 for
 daily absence
(including hospital
visits)
Restricted ‘service
 breaks’ limits holiday
flexibility

Widely publicised DPD abolishes
 £150 daily fine
 union protest
for missing
against
work
imposed
DPD offers all
contract
 6000 drivers the
Massive media
legal right to be
 coverage
‘workers’ (with
of death of
lower delivery
driver with
payment)
diabetes who
was fearful of
taking time off
Initial support by Drivers win
 their legal case
 the union
to be treated as
GMB
‘workers’
The two plaintiffs
Uber is appealing
 are members
of IWGB and
one co-founded
the branch of
private hire
drivers

Uber

Many examples of direct
 control indicative of
a direct employment
relationship – for
example, Uber sets
fee and the route,
recruits drivers,
applies a performance/
disciplinary code

Result

the self-employed with employees, a higher share of self-employed without employees
assume this status for lack of better alternatives and a higher share report financial
vulnerability (measured by expected loss of income owing to illness). A more refined
statistical cluster analysis finds that, while around half of Europe’s self-employed report
generally favourable levels of autonomy and opted to become self-employed out of
choice, two groups labelled ‘vulnerable’ and ‘concealed’ account for one in four selfemployed with a high likelihood of precarious work, low income and limited discretion.
Women are over-represented among the vulnerable category (owing to its prevalence
in agriculture and domestic cleaning), while men are more likely to be found among
‘concealed’ forms of self-employment (in transport and construction, among other
sectors) (Eurofound 2017, pp. 17–26). While around two-fifths of self-employed without
employees fit in the cluster of stable own-account and another one in ten as employers,
some one in five are ‘vulnerable’ and one in ten ‘concealed’, far higher than respective
shares for self-employed with employees.
Turning to income, across Europe there is a clear relationship between being selfemployed and the level of real monthly net earnings (Figure 13.16). Those in the
‘vulnerable’ cluster report by far the lowest level of income and it is no accident that
this is the category of self-employed in which women are over-represented. Figure 13.16
also shows there is a correlation between level of earnings and perceptions of being paid
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Figure 13.16 
Real net earnings for employees and self-employed in UK and EU28 and
perceptions of fair pay
appropriately. For the UK, national data show that weekly gross income for the total
combined group of self-employed is significantly lower than for employees: Figure 13.17
suggests a modal level of income of around £240 a week for self-employed compared
with around £400 for employees. The gap needs to be treated with caution, however, as
the self-employed are likely to under-report their income (for tax reasons, for example).
Differences by industry as well as number of hours worked may explain some of the
earnings gap. However, even controlling for hours, the data show that compared with
average earnings of male full-time employees, the full-time self-employed earned just 68
per cent (male) and 46 per cent (female). It is not surprising, therefore, to find that trade
unions and civil society organisations have voiced their concerns about the increasingly
substantial shift to self-employment, often on a bogus basis, for a growing share of
entrants (and re-entrants) to the labour market.

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 463

21/03/2019 15:59

464

Towards convergence in Europe
0.0030

Employee
Self-employed

0.0025

% density

0.0020

0.0015

0.0010

0.0005

1960

1880

1800

1720

1640

1560

1480

1400

1320

1240

1160

1080

920

1000

840

760

680

600

520

440

360

280

200

40

120

0.0000

Gross weekly income
Note: Self-employment is reported as the main source of income and, like employees, can be part-time or
full-time.
Source:

Family Resources Survey data, Office for National Statistics.

Figure 13.17
6.1

Distribution of employee and self-employment income, UK, 2016

Two Platform Companies Successfully Targeted by Trade Unions

Like many other delivery companies, the global firm DPD has experienced accelerated
growth in revenues and profits in recent years: 2016–17 saw a 12 per cent increase in
parcel deliveries and an 8 per cent increase in spending. In 2017, DPD accounted for the
second highest share of the courier parcel market by revenue with a 12 per cent market
share (after Royal Mail, with 35 per cent). Despite the successful revenue flows, and again
similar to other delivery firms, DPD nevertheless opted to set up its UK workforce of
around 6000 drivers as self-employed.
Investigations have shown, however, that the company established a clear relationship
of authority with its self-employed drivers, known as ‘owner driver franchisees’. Drivers
wear the company uniform, drive its vans and use DPD scanners. Also, according to
evidence collected by the GMB (the main trade union for couriers in the private sector),

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 464

21/03/2019 15:59

The UK’s record on economic and social convergence with Europe	465

as well as interviews quoted in the report by Labour MP Frank Field (Field and Forsey
2017), the drivers exercise no control over changes to their contracts (for example, in
setting the fee per delivery), no control over what days or hours they work, no control
over the routes for delivery, are not allowed to work for another company and can only
take two non-consecutive, unpaid weeks off (‘service breaks’) per year.24 Drivers do not
experience the flexibility and negotiating power of a self-employed worker, but neither do
they have the basic rights of a directly employed worker. For example, in late 2017, DPD
introduced unilateral changes to drivers’ terms of work, involving reduced rates of pay per
delivery and additional compulsory weekend working, which were introduced on a ‘take it
or leave it’ basis; around 20 drivers refused to sign the new contracts and were dismissed.25
Managers refused to meet with officials of the GMB union, which organised driver
walkouts and demonstrations across depots in Scotland in a coordinated one-day protest.
The events took a new turn in February 2018 following the death of one of DPD’s drivers, who had worked for the company for 19 years. Newspapers revealed that the driver,
aged 53 and with diabetes, had faced daily absence penalties of £150 (including a fine for
seeing a doctor to treat eye damage) and so missed three appointments to treat kidney
damage from his diabetes.26 He collapsed while at work and subsequently died in hospital.
Six weeks later, under massive trade union and media pressure, the company announced
a new personnel strategy. It would offer its ‘owner driver franchisees’ the option of being
treated as either a worker or to continue as self-employed, with the option subject to
renewal each year. Under UK legislation, worker status brings a number of important
rights: a minimum wage, sick pay, holiday pay, protection against unlawful deductions
from wages and against unlawful discrimination, protection for whistleblowing and the
right to a pension. While an important union achievement, there are nevertheless two
downsides: drivers would be paid less per delivery if they opted for worker status and the
new rights are only a sub-set of the full package of rights afforded to an employee, which
would also grant protection against unfair dismissal, redundancy pay, right to flexible
working, and maternity and paternity leave.
The second company case involved a legal challenge to the classification of drivers as
self-employed, again backed by the GMB trade union. Two individuals who had worked
as drivers for the taxi company Uber made a legal challenge, supported by GMB and on
behalf of 19 Uber workers, to argue they were employed directly by Uber and did not
work for themselves (Figure 13.18). The case had potentially substantial ramifications
given both the size of the Uber workforce (40 000 in the UK) and other related e-platform
logistics companies. In its defence, Uber argued it was a technology firm and that the
drivers were self-employed and could choose when and where they worked. The drivers
argued that Uber exerted control: it sets the fee, it determines the route, it interviews and
recruits drivers, it deactivates drivers whose performance ratings fall below a threshold
(4.4 out of 5 for drivers who made more than 200 trips), it withholds information about
where a customer wants to go until after they have been picked up, it requires drivers to
accept trips, it handles complaints by the passenger about the driver and it reserves the
right to change the driver’s terms unilaterally. Moreover, the Tribunal case highlighted
several instances in the company’s own communications and documents where it referred
to ‘Uber drivers’ and ‘our drivers’ (UKEAT 2017).
The drivers won the case to be treated as workers rather than self-employed (specifically
with respect to minimum wage legislation, working time rules and employment rights
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Source: Financial Times, 28 October 2016, accessed 23 March 2018 at https://www.ft.com/content/
a0bb02b2-9d0a-11e6-a6e4-8b8e77dd083a.

Figure 13.18 
Uber drivers protest against a unilateral rise in the fee paid to the company
in 2015 (from 20 per cent to 25 per cent).
legislation). The judges at the Employment Tribunal ruled that: ‘The notion that Uber
in London is a mosaic of 30,000 small businesses linked by a common “platform” is to
our minds faintly ridiculous . . . Drivers do not and cannot negotiate with passengers . . .
They are offered and accept trips strictly on Uber’s terms.’27
The Tribunal concluded that the contract between Uber and its drivers was ‘located in
the field of dependent work relationships’, such that the drivers were recruited to work
‘as integral components’ of Uber’s business organisation; that is, not an arms-length
business relationship (UKEAT 2017). Uber was allowed to appeal but lost again in
September 2017. Importantly, the two claimants are members of a new, fast-growing
independent trade union, the Independent Workers Union of Great Britain (IWGB);
one of them chairs the union branch of private hire drivers. In a public statement, they
affirmed the importance of the union’s support:
In becoming part of the IWGB, we feel confident that vulnerable workers will never be offered
up as collateral damage for someone else’s battle. . . . We couldn’t be more proud of our
membership and association with the IWGB – it is a true home for independent workers and
has risen to become the undoubted de facto trade union leader for the so-called gig economy.28

Since the ruling, Uber has had to answer questions to government about its intentions to
introduce limits to driver hours. The case will be reviewed again at the Court of Appeal
in 2019.
As it stands, the ruling has great symbolic significance and yet, owing to the way UK
labour law operates, is in practice quite limited. First, the ruling is not binding on the way
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Uber treats its work force, only the plaintiffs of the case. Second, it may or may not mean
that bogus self-employment in other delivery firms will be re-classified since each legal
case is considered on its own merits. Third, the case law may be superseded by subsequent
decisions. What is required is better legislation that stops employers – specifically those
self-branded as platform companies – from exploiting their work force by denying them
their basic rights.

7.

CONCLUSIONS

Questions of social and economic convergence in Europe are complicated by the multiple
and contradictory convergence pressures associated with Europeanisation – including
free-market pressures, social or institutional, pressures, and labour market pressures
– as well as the impossibility of separating out the effects of other (possibly stronger)
pressures associated with globalisation (especially low-cost competition with low- and
middle-income countries), diffusion of e-platform business models and financialisation.
Added to this, each member state of the EU responds to convergence pressures in different ways, and processes and outcomes are refracted by the distinctive strategies and
capacities of social actors, a process labelled ‘contingent convergence’ (Hay 2010). Thus,
while this chapter has presented various headline indicators of social and economic
performance with a view to assessing the UK’s position against its European neighbours,
it does not aspire to arrive at a summary, unidimensional conclusion regarding overall
convergence or divergence between the UK and a European average.
With regard to economic performance, assessment of levels of GDP per capita and
debt across Europe signal divergence rather than convergence, with the UK performing
below its past record, particularly since the economic crisis. On social performance,
the UK record is marred by high levels of inequality – second highest in the EU – and
a growing problem of in-work poverty which has offset a welcome decline in poverty
among pensioners. Across Europe, the pattern is heterogeneous, reflecting diverse welfare
state models and commitments to expenditures. The UK has a mixed record as a ‘residual
welfare state’ and the goal of social development is likely to suffer further due to the government’s persistent determination to cut government expenditures on education, health
and social protection spending, despite strong resistance and campaigns by public sector
employers and trade unions. Finally, the UK performs very well as a jobs-generating
machine but less so in delivering satisfactory work for all, especially for women. The
problem is in part a reflection of its weak mechanisms and structures for social dialogue,
so that gains are typically ad hoc and not widely diffused, as we are witnessing with
regard to campaigns against bogus self-employment in the logistics and transport
industries. However, it is also a demand-side problem, related to issues not considered in
this chapter, involving the financialisation of the UK economy (with limited protections
against takeovers, penetration by short-termist private equity funds and dominance of
the shareholder primacy model) and the weakness of its sustained capacity for innovation
and research and development.
So, what will a future outside the EU look like? The UK had already distanced itself
from the institutional principle, prevalent in most of the EU, that social dialogue is a
fundamental element of social development. Neither employers nor workers are well

Daniel Vaughan-Whitehead - 9781788978071
Downloaded from PubFactory at 01/09/2023 10:28:47PM
via free access

VAUGHAN-WHITEHEAD_9781788978064_t.indd 467

21/03/2019 15:59

468

Towards convergence in Europe

organised, and with the odd exception – for example, the Low Pay Commission, which
sets the statutory minimum wage – employers and unions do not play a substantive role
in designing and shaping economic, social or labour market policy. Once outside the EU,
it is even more unlikely that the UK would enjoy a renaissance of its industrial relations
institutions, which may explain the anti-Brexit positions in 2016 of the two peak bodies,
the Confederation of British Industry (CBI) and the Trades Union Congress (TUC).
What about future imitation of EU directives? Workers in the UK have benefited from
enhanced job quality and equality of treatment resulting from employment-related EU
directives, despite the UK’s legally negotiated opt-outs and problems of employer compliance. However, it is difficult to predict how the UK will respond to future directives and
other measures of soft coordination. The scope of UK choice may be constrained by the
shape of the EU–UK trade deal (assuming the EU will wish to act against UK competitive advantage via social dumping) and there will also presumably be sustained political
pressures to keep up with measures of social progress on the other side of the Channel.
However, a political revolt against EU regulations is likely and will be associated with a
significant bolstering of the neoliberal economics discourse that is firmly entrenched in
UK business and politics and which, in the present international climate, will enjoy strong
support from the United States. Trade unions and employer bodies are effectively locked
out of the current highly risky path of transformation, despite their primary interests in
protecting workers and business, respectively, both vital to the stability and prosperity
of the country. Brexit will be a disaster for the UK economy and it is very likely it will
impede our record of social, environmental and cultural development as the country
establishes an increasingly hostile context both for foreigners aspiring to work and raise
families and for businesses seeking to pursue socially responsible corporate success. Thus,
while the EU faces important challenges about how to guide member states towards
greater convergence (see Eurofound 2018), the UK is already drifting away and will find it
increasingly difficult to prop up its commitment to social and environmental goals as the
economy is buffeted by adverse shocks caused by a worsening of trade, reduced labour
migration, falling business investment and exit of multinational companies.

NOTES
1.

2.
3.
4.
5.
6.
7.

Established in 1992, the single market reflected a strengthened ambition for economic integration and
was outlined in the Single European Act signed by 12 member states in 1987. It is complemented by the
Maastricht Treaty (Treaty on European Union), signed in 1992, that established the three-pillar structure
of the EU and paved the way for the introduction of the euro.
See European Commission (2017).
See, for example, Hartzén et al. (2008) on the varied forms of application of the Transfer of Undertakings
Directive.
All data in this subsection are sourced from the IMF World Economic Outlook database.
During 2008–15, annual change in GDP per capita for the EU28 averaged 0.7 per cent, compared with just
0.1 per cent for the UK. This is particularly surprising given the sustained collapse in GDP per capita in
Greece, Cyprus, Italy and Spain, which significantly dampened the overall EU28 average.
The case of Ireland is very interesting. It posted 26 per cent growth in GDP in 2015. This is said to have
resulted from a boom in both net exports and depreciation of assets, largely caused by relocation of
productive assets to Ireland (Irish Times, irishtimes.com, 15 July 2016).
Data from Eurostat, ‘General government gross debt’, available at http://ec.europa.eu/eurostat/tgm/down
load.do?tab=table&plugin=1&language=en&pcode=tipsgo20 (accessed 23 March 2018). The fourth
quarter 2002 is the earliest data with information for all 28 member states.
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8.
9.
10.
11.
12.
13.
14.
15.
16.
17.
18.
19.
20.
21.
22.
23.
24.

25.
26.
27.
28.

Household debt refers to the aggregation of all outstanding loans, including mortgages, credit card debt,
bank overdrafts, personal loans, car loans and student loans.
Debt and incomes are reported for the median points of each quintile and no account is taken of differences in household composition (ONS 2016).
Note the data on poverty rates use income levels after housing costs.
The estimate uses the government’s official measure of absolute poverty after housing costs are deducted
from household income.
Data extracted from OECD (2017), accessed 25 January 2018 at http://www.oecd-ilibrary.org/docserver/
download/4217001e.pdf ?expires=1516876754&id=id&accname=guest&checksum=AEA76A640B72294
B3B1202577B171060.
For example, the largest falls in real expenditures per capita during 2009–15 were recorded in Greece and
Ireland, located at opposite ends of the spectrum of spending as a share of GDP (OECD 2017, fig 2.29
and 2.31).
Data extracted from various pages of the Office for National Statistics data resource web pages, accessed
at ons.org.uk/ (accessed 23 March 2018).
A listing of the activities of the National Association of Head Teachers can be found at http://www.naht.
org.uk/welcome/news-and-media/campaigns/school-funding-in-crisis/ (accessed 23 March 2018).
HM Treasury data on real terms government expenditures by function.
See https://schoolcuts.org.uk/#!/ (accessed 23 March 2018).
Data for France missing. Population refers to persons aged 20–64 years.
All unemployment data refer to the third quarter of 2017, sourced from Eurostat.
The net effect is deceptive as the stability is caused largely by a decline in the agricultural sector as a source
of employment, where the incidence of self-employment is relatively high.
Data from the OECD database on the labour market position of families, accessed 23 March 2018 at
http://www.oecd.org/els/family/database.htm#labour_market.
OECD data estimate full-time childcare fees for two children aged 2 and 3 years old as a percentage of
average full-time earnings: the highest is 64 per cent in England, compared with 20 per cent in France, 23
per cent in Spain and 7 per cent in Sweden.
Müller et al.’s data analysis (2016, table A1) suggests that preferences are increasingly shifting across
Europe (albeit to different degrees by country) towards a ‘two times three-quarter employment model’.
See information detailed on the GMB website, http://www.gmb.org.uk/dpd-drivers-protest (accessed 23
March 2018). In Field and Forsey (2017, p. 7), one DPD driver is quoted as saying, ‘we must provide a full
day’s service at the weekend and they will pick what day we work, it could be Saturday or Sunday . . . we
have been told [that] if we refuse to work one of these days on three occasions then we will be terminated
from our contracts’.
http://www.gmb.org.uk/newsroom/dhl-accounts-ashamed (accessed 23 March 2018).
https://www.theguardian.com/business/2018/feb/05/courier-who-was-fined-for-day-off-to-see-doctor-diesfrom-diabetes (accessed 23 March 2018).
Cited in the Guardian, 28 October 2016, accessed 23 March 2018 at https://www.theguardian.com/
technology/2016/oct/28/uber-uk-tribunal-self-employed-status.
http://www.uphd.org/statement-from-uber-claimants-james-farrar-and-yaseen-aslam/ (accessed 23 March
2018).
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