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1. Curbing Inequalities in Europe – How Can Social 
Dialogue and Industrial Relations Help to Close the 
Gap?
Daniel Vaughan-Whitehead

1. INTRODUCTION

A key focus of international debate in recent times has been increased income inequali-
ties and their adverse eff ects both socially and economically. According to the OECD 
(2015) income inequality is at its highest level for the past half-century and for the IMF 
(2015) growing inequalities hamper economic growth. The reduction of inequalities was 
recently asserted by the international community (2030 Agenda for Sustainable Devel-
opment) and the European organisations as an important policy target. It has also been 
highlighted that the sources of growing inequality emerge from mechanisms in the world 
of work (ILO, 2014, 2016b; OECD, 2015). The purpose of this volume is to address the 
question of income inequalities from its root causes, by highlighting that inequalities may 
be generated from diff erent labour market and industrial relations systems. 

Particular attention is paid in this volume to the contribution of the social partners 
and social dialogue in reaching agreements benefi cial for both employers and workers, 
and balancing fl exibility with security. All European countries have put in place a num-
ber of labour market reforms that have led to the emergence of new forms of employ-
ment contracts and relations that have aff ected working conditions. Collective bargaining 
coverage, mechanisms and contents have been progressively transformed along with the 
changes in the labour market, legal and policy reforms and the evolving economic and 
social context. The roles of actors – in particular workers’ and employers’ representatives 
– have been challenged and transformed. 

This volume presents research to further explore the link between social dialogue 
indicators (collective bargaining coverage, trade union density, collective agreements, 
tripartite consultations and so on), social dialogue mechanisms (extension mechanisms, 
renewal of collective agreements and so on) and indicators of inequalities in the world of 
work. 

The key aim is to identify elements of a response to a number of questions: Which 
countries have succeeded in carrying out the necessary reforms (for instance in the la-
bour market) without generating further inequalities? What type of industrial relations 
systems seem to perform better in this respect? What type of policy measures, institutions 
and actors play a determinant role, in particular the social partners and social dialogue 
to achieve more balanced outcomes? How far could social dialogue help to address the 
future transformations of the world of work while limiting inequalities?

The scope of this volume goes beyond pay inequalities to address also other types of 
inequality, such as inequality in the distribution (and perhaps payment) of working time; 
access or re-access to jobs; access to training and career opportunities; and access to so-
cial protection or to pensions. It also looks at inequalities that may aff ect particular groups 
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of workers, such as women or young people, or those under certain types of work arrange-
ments, such as part-time workers, temporary workers and the self-employed.

This introductory chapter begins with an overview of research on the link between so-
cial dialogue and inequalities before turning to some lessons from the national studies. We 
then review some outcomes of collective bargaining at national, sectoral and fi rm level 
that have helped to reach a good compromise between fl exibility and security. This leads 
to a number of policy considerations, which are also developed in the national chapters.

2. SOME LESSONS FROM THE NATIONAL STUDIES

2.1 Overview of Recent Studies on the Role of Industrial Relations in Inequalities

Before turning to the substance of collective bargaining as presented in this volume, let’s 
briefl y summarise some of the research on the role of industrial relations in inequali-
ties from various perspectives. The research has mainly focused on testing the eff ects 
on wage inequalities of the presence of collective agreements and also of the level at 
which collective agreements are signed. The literature on the subject suggests that fi rms 
with enterprise-level collective agreements have higher wage inequality compared with 
fi rms with collective agreements at regional or sectoral level.1 A number of studies also 
show that centralised bargaining arrangements are associated with lower wage inequal-
ity (for a review see Hayter, 2011: 141–152; 2015). For instance, Blau and Kahn found 
(1996) lower wage dispersion associated with a higher level of centralisation. The role 
of extension mechanisms has also been analysed. The same authors found that extension 
mechanisms played a signifi cant role in compressing the wage structure. Western (1998) 
confi rmed for the period from 1970 to 1990 that countries such as Germany, Italy and the 
Netherlands that practised the extension of collective agreements could limit the growth 
of wage inequality.

Bargaining coverage is another indicator that can infl uence inequalities: for instance 
Visser (2015) fi nds a strong negative association between collective bargaining cover-
age and wage inequality measured by the P1/P10 earnings ratio, and concludes through 
a study on 32 OECD member states, that coverage would account for 50 per cent of the 
variance in wage inequality. 

Other researchers examined the impact of coordination between diff erent levels of 
collective bargaining on pay inequality. The evidence is rather convergent and points to a 
positive correlation.2 According to the OECD, ‘overall earnings dispersion tends to fall as 
union density and bargaining coverage and centralisation/coordination increase (OECD 
2004: 166). The evidence confi rms that more centralised and also more coordinated wage 
bargaining has a negative relationship with the level of wage inequality.3  

A number of studies have also shown some eff ect of collective bargaining on gender 
wage inequality. Blau and Kahn (2003) found a signifi cant eff ect of collective bargaining 
coverage and the gender pay gap, examining 22 countries from 1985 to 1994 (see also  

1 See, for example, Rowthorn (1992), OECD (1997 and 2004), Blau and Kahn (1999 and 2003), Elvira and Saporta (2001) and 
Aidt and Tzannatos (2002).
2 See, for example, Aidt and Tzannatos (2002, 2008), Blau and Kahn (2002), Teulings and Hartog (1998), Wallerstein (1999), 
Fernàndez and Vacas (2015).
3 See, for example, Rowthorn (1992), Dahl et al. (2013), Dell’Aringa and Pagani (2007), Salverda and Mayhew (2009) and Jau-
motte and Buitron (2015). For an analysis of the impact of level of bargaining and level of coordination on nominal and real wage 
increases and on macroeconomic performance, see Eurofound (2015).
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Blau and Kahn, 1992, 2003; Rubery et al., 1994, Rubery, 2015). Negative eff ects on the 
gender pay gap were also identifi ed along with a curtailing of collective bargaining and 
public sector adjustments within austerity measures (Karamessini and Rubery, 2015).

A number of researchers have also demonstrated the relationship that might exist be-
tween collective bargaining, on one hand, and low paid workers, on the other (Gautié and 
Schmitt, 2010; Salverda and Mayhew, 2009).

2.2 A Possible Role concerning Low Pay

The fi rst lesson from this comparative volume concerns the bottom of the wage scale. The 
erosion of collective bargaining in a number of countries has coincided with the increase 
in the low pay segment (composed of those workers paid below two-thirds of the median 
wage), often stimulated by labour market reforms not always adopted with the involve-
ment of social partners (and sometimes despite their opposition). Income inequality in-
creased in Germany once the wage-setting system was eroded after the Hartz reforms. 
The development of so-called ‘mini-jobs’ outside the scope of collective bargaining, con-
tributed to increasing the incidence of low pay there to the highest level in the EU and, 
since there was formerly no minimum wage (until 2015) to put a fl oor under pay levels, 
wages plunged to a greater extent than in any other EU member state. 

A similar process has also been witnessed in the Netherlands, where the number of low 
paid and also their distance from the average income have increased. This was due to gov-
ernment pressure since the mid-1990s on unions and employers to lower existing wage 
scales in collective agreements or to introduce new scales much closer to the minimum 
wage,4 as a means of enabling the employment integration of worker categories with a 
weak labour market position. 

Also to be noted in a number of European countries covered in this volume is the in-
creased proportion of part-time jobs – including those with very low number of working 
hours – among the low paid, something that may also be explained by weak collective 
bargaining coverage for this category of workers.

Conversely, in Sweden, a centralised and coordinated collective bargaining system 
and a still compressed wage structure have prevented the development of low paid/low-
skilled jobs, but instead have boosted policies favouring an upgrading of skills and have 
led to the lowest wage dispersion among OECD countries (followed by Finland and Den-
mark). Similarly, multi-level bargaining with also extension mechanisms placed Belgium 
as the country with the lowest share of low paid workers and among the top three best 
performers on wage equality (see chapter on Belgium).

2.3 Minimum Wage Acting as the Wage Floor of Collective Bargaining

A second lesson from the country stories in this volume is that the minimum wage clearly 
contributes to limiting wage inequality (since it makes it possible to increase starting 
wages at the end of the wage scale thus reducing the pay diff erence with the top), but only 
if combined with collective bargaining (that brings with it additional negotiations levels 
to build more fl oors). 

4 The average level of the lowest scale in the Ministry’s monitoring sample of collective agreements has clearly declined, falling 
by more than 10 per cent, which had an impact on inequalities.
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The minimum wage in the United Kingdom, for instance, has contributed to limiting 
the rise in low pay, but this is not enough considering that there are no additional bargain-
ing rounds. Moreover the proliferation of various types of work contracts with diff erent 
wage levels and working conditions has increased inequality. By contrast, the minimum 
wage in Ireland has helped to reduce inequalities because it has intervened within the 
framework of a stronger social dialogue framework (at national level) that has limited 
fragmentation in terms of work contracts and pay conditions. 

The case of the Baltic states also shows that progressive adjustment and increases of 
the minimum wage decided by the social partners have helped to raise wages at the bot-
tom, but have not led to much spillover eff ect in the absence of collective bargaining. This 
might explain why the trade unions have not had much eff ect on wage inequalities. The 
wage premium due to trade unions’ presence is reduced from 7.6 per cent to less than 2 
per cent when other variables, such as skills, location and other features are taken into 
account. Belgium off ers an opposite example, with low pay scales in some industries 
that can be, thanks to additional sectoral collective bargaining, 20 to 30 per cent higher 
than the nationwide minimum. The chapter on Belgium also shows how higher minimum 
wages also help to reduce the lower-tail and also overall wage dispersion.

The minimum wage introduced in January 2015 in Germany has also made it pos-
sible to address the diffi  culties of concluding collective agreements in a number of sec-
tors and regions, and has acted as a fl oor to further promote collective bargaining. It is 
revealing that the minimum wage act was part of a legislative package entitled the Act on 
the Strengthening of Free Collective Bargaining (Gesetz zur Stärkung der Tarifautono-
mie) which, besides introducing the minimum wage, is also intended to expand collective 
agreement coverage. In fact, derogations from the minimum wage are possible through 
collective agreements that are declared generally binding.

Conversely, an active collective bargaining process in a context of overall moderation 
of the national minimum wage, as has happened in the Netherlands for the past two dec-
ades, can increase rather than decrease wage inequalities (for instance, lower minimum 
wages were agreed for eastern Germany).

2.4 Reducing Pay Inequality through Wage Compression

Taking the minimum wage as the wage fl oor makes it possible, fi rst, to avoid too low 
wages, while building collective bargaining on it allows wage evolution in terms of a 
consistent and negotiated wage grid that prevents too high wage diff erentials. This con-
sistency is strengthened by multi-level bargaining, with wage bargaining at national and/
or sectoral level, complemented by wage bargaining at fi rm level. This eff ect on wage 
compression is the fourth lesson from the diff erent chapters of this volume. 

The Spanish system of collective agreements for instance, based on higher than fi rm 
level bargaining, until the crisis had a compressing eff ect on wage dispersion, contribut-
ing to lower levels of wage inequality. Similarly in Sweden, collectively agreed high wage 
fl oors, combined with wage agreements at sectoral and enterprise level, have favoured a 
relatively compressed wage structure which has prevailed, despite decentralisation of 
wage fi xing in recent years which has brought more wage diff erentiation. This more bal-
anced outcome in terms of inequality is not limited to wage structure but also concerns 
working and employment conditions (see chapter on Sweden).

In fact, collective bargaining only at fi rm level, without some common framework ne-
gotiated at higher levels, may lead to fairly diversifi ed wage outcomes and thus to higher 
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inter-fi rm and sometimes also inter-sectoral disparities, even if it might reduce within-
fi rm inequality. Moreover, as observed for instance in the Netherlands, wage agreements 
at fi rm level seem to have brought a number of additional bonuses on top of the basic 
wage, which are particularly important for higher ranking employees, thus increasing in-
equalities over time, even if part of that rise cannot be attributed to collective negotiations, 
but rather to enterprise wage policies. In the Netherlands, collective agreements have seen 
their grip on wage formation as a whole diminish, so that wages have not followed the pace 
of productivity growth. Nonetheless, the structure of wage scales that they impose con-
tinues to limit the growth of within-fi rm inequalities. Belgium is a good example where 
multi-level bargaining starts with inter-professional agreements followed by negotiations 
in joint committees or sub-committees in individual sectors that then lead to fi rm-level 
agreements, a process that led to 90 per cent collective bargaining coverage and which 
placed Belgium as one of the very few countries where wage disparity did not increase.

While multi-level bargaining – moreover within a coordinated system – would help in 
reducing wage disparity, this might change if the hierarchy between the diff erent levels 
is modifi ed. In particular, the fact that there are more and more derogations or deviation 
clauses that allow deviation from general rules – as witnessed recently in Spain, but also 
Italy, the Netherlands and others – means that the coordination eff ect might be disrupted 
in terms of eff ects on, for instance, wage disparities. 

2.5 Promoting More Equal Conditions for Groups less Covered by Collective 
Bargaining

By its eff ect of boosting wages at the bottom end of the wage scale, collective bargaining 
is helping those categories of workers who are generally underrepresented there, such 
as women, but also other categories of workers, such as migrants. National and sectoral 
agreements in particular make it possible to extend standards to employees with weaker 
bargaining power, particularly those working in small fi rms. 

This is another lesson from this volume that confi rms previous studies – mentioned 
earlier – on the eff ect of collective bargaining on gender wage inequality. According to 
the statistical analysis presented in the Spanish chapter, fi rms with more women not only 
have lower wages, but also higher wage inequality; a similar process is observed in fi rms 
with a high proportion of temporary and part-time jobs. Firm-level agreements (without 
upper level bargaining) are also found to be associated with higher wage disparity and also 
a wider gender pay gap. Collective agreements – especially at higher levels – by fi xing the 
same rules for all represents a way of avoiding discrimination (Pillinger et al., 2016).

The chapter on the Baltics confi rms that collective agreements have had an impact at 
the bottom of the scale, with also an identifi ed eff ect on the gender pay gap. The chapter 
on Ireland shows that wage inequality fell for Irish men between 1994 and 2001, and 
for women between 1997 and 2001, the latter in particular being partly attributed to the 
introduction of the minimum wage in 2000 within a social dialogue framework, as noted 
earlier (see also McGuinness et al. 2009).

Problems of youth inequality are also presented in this volume. In the Netherlands 
enterprises have developed student low pay schemes that somehow escape from the infl u-
ence of collective bargaining. Similarly in Slovenia companies in the retail trade, espe-
cially supermarkets, have built their business model on the use of young workers at very 
low levels of pay and with minimum working hours and also little use of social dialogue. 
In Spain, fi rms with a higher percentage of young employees (under 30 years of age) 
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that were also found to rarely have a collective agreement have experienced more wage 
inequality.

In Italy, the crisis seems to have led to a substantial worsening of the quality of exist-
ing jobs, pay levels and inequalities across socio-economic groups, which has mainly 
aff ected young people and low-skilled workers. These are found to have not only the 
lowest performance in terms of employment and unemployment rates, but also the worst 
outcomes with respect to job quality, with lower earnings but also considerably higher 
labour market insecurity and higher job strain. They are often confi ned on temporary 
contracts and are less covered by collective bargaining. The interest of young workers in 
trade unions and social dialogue is also very limited.

Collective bargaining can thus help cover also vulnerable groups. For instance, a mul-
ti-employer agreement at sectoral or national level can cover more workers since it can be 
extended to all employers, including those outside the employers’ organisations that ne-
gotiated the agreement. Moreover, if they know that an agreement may be extended and 
become binding, both employers’ associations and trade unions will be more engaged in 
discussions. By contrast, single-employer bargaining at enterprise level may often cover 
only a limited number of workers, and some groups of workers – for instance, those on 
non-standard contracts – may not be included. In this sense, multi-employer bargaining is 
more inclusive and helps to limit inequalities between categories of workers. 

The econometric exercise presented in the chapter on Spain shows that fi rms with a 
higher proportion of employees with temporary contracts also have higher wage inequal-
ity, which indicates that there should be more collective bargaining to cover this type of 
employee.

2.6 Redistributing Working Time More Equally 

By fi xing a set of standards, collective agreements might also help to improve equality of 
working time, in terms of number of working hours, access to overtime and also payment 
of working hours. This is another conclusion of this series of national chapters.

Massive use of zero-hours contracts in the United Kingdom shows how intimately 
working hours may be related to low pay. Insuffi  cient working hours for part-time work-
ers might also represent a source of inequality, as shown in the Netherlands and other 
countries. We will see in Section 3 how collective agreements may address and help to 
better regulate this area. 

2.7 Contributing to Lower Inequality in Disposable Household Income

The correlation between industrial relations and inequality in terms of disposable house-
hold income has not been much studied. Household income is of course infl uenced by 
wages from individual earners in the household – in which collective bargaining plays 
a role. In fact, wage inequality was found to explain a very important part of incomes 
inequality (ILO 2015c).

Disposable household income is also very much infl uenced by tax policy and social 
security. The social partners in a number of EU countries – for instance in France and 
Belgium – also manage social protection, a role that they may further increase along 
with the progressive withdrawal of the state in a number of countries from its function of 
providing social security and benefi ts, particularly pensions. The social partners through 
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their participation in tripartite councils can also infl uence the distribution process. Social 
dialogue and industrial relations can thus play a role in disposable household income 
through diff erent levers, directly through collective bargaining that infl uences wages or 
indirectly through their infl uence on major reforms currently ongoing in many countries, 
for example, with regard to the labour market, social security, pensions and taxes. This 
aspect is further investigated in some chapters in this volume.

3. SOCIAL DIALOGUE OUTCOMES ON INEQUALITY: EXAMPLES OF 
COLLECTIVE AGREEMENTS 

This section – and the various chapters in this volume – presents a series of concrete out-
comes of social dialogue at national level, but also of collective bargaining at lower level 
of the sector, region or enterprise that have managed to reconcile fl exibility and security. 
This picture also allows us to see what are the trends in terms of collective bargaining on 
emerging issues in the world of work, and to highlight that the eff ects of social dialogue 
and collective bargaining on inequality might indeed derive from this capacity of bargain-
ing to reach agreements that refl ect the interests of both employers and workers.

Examples of collective agreements in this volume show that fl exibility with security 
can be reached in very diff erent ways. An outcome can be reached in the same area or 
same policy reform with various elements bringing some fl exibility and others ensur-
ing some security; this was the case for instance in the national agreement on the labour 
market reforms in the Netherlands, which improved the contractual position of temporary 
workers on the security side in exchange for shortened dismissal procedures on the fl ex-
ibility side. 

An agreement on fl exibility and security can also be struck in a more general frame-
work – generally negotiated at national or sectoral level – where some elements of fl ex-
ibility introduced in one area – for instance on wages – can be compensated with some 
elements strengthening workers’ security in another area, for instance better coverage of 
temporary workers with regard to employment.

Finally, an agreement can be promoted in a more general model where some fl ex-
ibility can be introduced within companies (for instance to make dismissals easier), but 
in exchange for security outside companies, as represented by the Swedish case where 
more external fl exibility with fewer obstacles to dismissal has been accepted in exchange 
for more security for workers to receive the necessary training to fi nd another job after 
dismissal.

3.1 Seeking Balanced Outcomes through National Consultations on Major 
Reforms…

The various chapters of this book – for instance on Greece, Italy and France – converge in 
describing how adversarial relations between employers and the workers in the 1970s and 
1980s were converted into more consensual industrial relations in recent decades with, 
as a consequence, a clear reduction in social confl icts and days lost due to strikes. This 
has also corresponded to the development of tripartite consultations and negotiations and 
the emergence of social dialogue at national level, with also a number of tripartite pacts 
(Freyssinet, 2010). All studies suggest that pacts have had an eff ect of moderating wages 
as these pay outcomes grew less than in countries without a pact. 
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Similarly in Belgium, social partners negotiate upper limits of wage growth – as a way 
to balance the automatic indexing of wages – on the basis of the weighted average of pay 
developments in neighbouring countries, namely Germany, France and the Netherlands. 
Social partners then discuss in joint committees in each sector within those boundaries.

Ireland is also a good example, where a high level of tripartite partnership for years 
made it possible to limit wage inequalities by providing a frame of wage progression in 
line with competitiveness, while the minimum wage, also introduced in 2000 after con-
siderable social dialogue, made it possible to establish a fl oor to avoid an increase in the 
low pay segment. These wage guidelines were then implemented by more sectoral and 
enterprise-type collective agreements, even if those levels remained less developed than 
in other EU countries. The collapse of that social partnership, as stated in the Irish chap-
ter, led to conditions being decided unilaterally by the employers, a process that led to 
wages and working conditions less favourable for the workers.

In Germany, there have never been national collective agreements as in most other 
EU countries. Nevertheless, there have been a few agreements, for example, to establish 
a productivity-based wage policy through so-called ‘concerted action’ (Konzertierte Ak-
tion) in 1967–1977, or the Schröder government’s ‘Alliance for Work’ (Bündnis für Ar-
beit) in 1998–2003 and the regular national agreements on vocational training for young 
people. There can be some informal agreements, such as the one between the government 
and the collective bargaining partners during the fi nancial crisis in order to avoid redun-
dancies (see chapter on Germany).

In the Netherlands, the Wassenaar Agreement of the early 1980s (Hemerijck et al., 
2000) was a long-term agreement between unions and employers to restrain wage growth 
in order to achieve low unemployment rates and infl ation. National bodies –mainly the 
bipartite Labour Foundation (StvdA) and tripartite Social and Economic Council (SER) – 
and pacts advise the industry-level (and company-level) unions and employers, who are 
the parties legally permitted to take measures on wages and other aspects of employment 
in their collective agreements, and on occupational pensions.

Besides concluding pacts, social partners are often involved in a number of policy-
making areas. In Sweden, the industrial relations system plays a fundamental role in regu-
lating the labour market and shaping the development of employment, wage structures 
and vocational training, but also social protection systems, such as pensions (complemen-
tary pension) and unemployment benefi ts. In France and also Belgium (where they are 
part of governing boards of institutes or agencies in those fi elds), the social partners are 
heavily involved in the management of social security, especially public health insurance 
and unemployment benefi ts, and participate in the design and delivery of vocational train-
ing. Furthermore, the 2007 Act on Modernisation of Social Dialogue makes it compulsory 
for the French government to consult national trade unions and employers’ organisations 
when proposing reforms of industrial relations, employment and vocational training.

In Ireland, one recently agreed programme, ‘Towards 2016’, set out a framework with-
in which the key social challenges facing individuals at each stage of life are tackled, 
focusing on the needs of children, young adults, people of working age, older people 
and people with disabilities, and proposing government actions across policy domains 
ranging from health and education to transport, housing, regional and rural development, 
tourism, energy, enterprise and sustainability. In this respect, social partnership might be 
seen as ‘settling the distributional questions’.

In those countries in which such levels and forms of dialogue are the most developed, 
more balanced reforms could generally be achieved that have also contributed to limiting 
the growth of inequalities.
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In France, although the state maintains a strong role, several important reforms have 
been carried out on the basis of social bargaining and national agreements that were then 
transposed into law. In recent years, there has been increased participation of social part-
ners in labour market reforms, especially in the recent crisis, with agreements that provide 
more labour security for workers in exchange for increased labour market fl exibility: in 
2008 an agreement was reached on the possibility for workers to keep their health and 
training entitlements in case of layoff s (in exchange for the possibility to agree on the 
termination of indefi nite contracts); in 2013 on setting minimum working hours for part-
time employees (in exchange for eventual layoff s and wage cuts in case of economic 
diffi  culties); and in 2015 on individual training accounts to improve lifelong learning (in 
exchange for a reduction of employers’ vocational training contributions). The recent Act 
on Rules relating to labour, social dialogue modernisation and secure occupational trajec-
tories (July 2016),) was also intended to develop this negotiation process by reforming 
social dialogue, but the bill was passed without suffi  cient social dialogue and thus led to 
strikes and public demonstrations. 

In Slovenia, the strength of industrial relations (with tripartite mechanisms through the 
tripartite Economic and Social Council, minimum wages, collective bargaining at diff er-
ent levels and strong trade unions and employers’ organisations) made it possible early 
in the transition to follow a sort of restrained negotiated incomes policy that allowed 
some wage moderation in exchange for more trade union involvement in reforms, such 
as on social protection and pensions. The progressive erosion of the bargaining power 
of trade unions, which coincided with the growth of nonstandard employment somehow 
changed that balance and progressively led both employers and the government to use 
social dialogue less, something that was further accelerated by the economic crisis. The 
weaker involvement of the tripartite council in many cases ended in imbalanced out-
comes in favour of fl exibility and that often led to strikes to reject them (see chapter on 
Slovenia).

For example, the introduction of the new law on mini-jobs without social dialogue in 
Slovenia led to a reform that gave priority to fl exibility without security measures. On 
the other hand, the minimum wage increase in 2013 did not incorporate major employers’ 
demands either. 

With the crisis, many other governments implemented interventions hurriedly and of-
ten without proper consultation of the social partners.

These confl icts in a number of countries also led in some cases to the fall of the gov-
ernment, thus leading to political instability as well.

In Spain, although there is a tradition of national tripartite social dialogue with the con-
clusion of national pacts or national agreements, in 2010 the reform of collective agree-
ments was decided without eff ective consultation and agreement with the social partners. 
This led for instance to the decision that when a collective agreement expires, its condi-
tions will only be applicable for one year. The lack of social dialogue in labour market 
reforms also led to ‘imbalanced’ reforms in favour of fl exibility and to the detriment of 
security. For instance, the fi rst of the labour reforms eased the terms on which fi rms can 
modify working conditions (Art. 41 of the Labour Code), an option that is widely used 
by fi rms to change working conditions, further strengthened by the possibility to have a 
derogation from upper-level collective agreements at company level.

In this context, fl exibility might have gone too far – as documented in this volume – 
without compensating security, for instance with the rapid growth of self-employed who 
receive very low income and lack social protection, as in the Netherlands, Slovenia and 
many other countries. 



Inequalities and the World of Work: What Role for Industrial Relations and Social Dialogue?

10

Ta
bl

e 
1 

Ex
am

pl
es

 o
f i

nn
ov

at
iv

e 
ag

re
em

en
ts

 a
t n

at
io

na
l l

ev
el

, s
el

ec
te

d 
EU

 c
ou

nt
ri

es

It
em

s/
C

ou
nt

ry
W

ag
es

 a
nd

 w
or

ki
ng

 c
on

di
tio

ns
W

or
ki

ng
 ti

m
e

E
m

pl
oy

-
m

en
t

Tr
ai

ni
ng

G
en

de
r 

eq
ua

lit
y/

N
SF

E
 e

qu
al

ity
Pr

iv
at

e 
so

ci
al

 
pr

ot
ec

tio
n

So
ci

al
 d

ia
-

lo
gu

e
Be

lg
iu

m
20

09
-1

0 
in

te
rp

ro
fe

ss
io

na
l 

ag
re

em
en

t o
n 

ta
ck

lin
g 

th
e 

cr
is

is
, 

in
cl

ud
in

g 
pr

em
iu

m
s (

ab
ov

e 
in

de
xa

tio
n)

 o
f 1

25
 e

ur
os

 in
 2

00
9 

an
d 

25
0 

eu
ro

s i
n 

20
10

, w
ith

ou
t 

in
cr

ea
si

ng
 c

os
ts

 fo
r e

m
pl

oy
er

s;
 

hi
gh

er
 b

en
efi

 t 
fo

r t
em

po
ra

ril
y 

un
em

pl
oy

ed
; e

m
pl

oy
er

s’ 
ne

w
 

so
ci

al
 ta

x 
re

du
ct

io
ns

 to
 re

cr
ui

t 
lo

ng
-te

rm
 u

ne
m

pl
oy

ed

20
16

 c
ro

ss
-s

ec
to

ra
l a

gr
ee

m
en

t 
on

 w
or

ki
ng

 ti
m

e 
(N

o.
 3

5)
, o

n 
te

m
po

ra
ry

 a
ge

nc
y 

w
or

k 
(N

o.
 3

6)
, 

an
d 

on
 L

ea
ve

 fo
r c

om
pe

lli
ng

 
re

as
on

s (
N

0.
 4

5)

20
08

 a
gr

ee
m

en
t 

fo
r g

en
de

r n
eu

tra
l-

iti
y 

in
 jo

b-
gr

ad
in

g 
sy

st
em

s

C
ro

at
ia

D
ec

. 2
01

6 
ag

re
em

en
t o

n 
ba

si
c 

sa
la

ry
 in

cr
ea

se
 fo

r c
iv

il 
se

rv
an

ts
 

an
d 

pu
bl

ic
 e

m
pl

oy
ee

s (
by

 2
%

 in
 

20
17

)
Es

to
ni

a
D

ec
. 2

01
6,

 a
gr

ee
m

en
t o

n 
m

in
i-

m
um

  w
ag

e 
fo

r c
ul

tu
ra

l w
or

ke
rs

 
w

ith
 h

ig
he

r e
du

ca
tio

n 

Fi
nl

an
d

O
ct

. 2
01

1-
13

 F
ra

m
ew

or
k 

ag
re

e-
m

en
t (

co
ve

rin
g 

94
%

 o
f w

or
ke

rs
) 

to
 e

ns
ur

e 
co

m
pe

tit
iv

en
es

s a
nd

 
em

pl
oy

m
en

t, 
w

hi
ch

 o
ff e

rs
 a

 p
ay

 
in

cr
ea

se
 o

f 4
.3

%
 o

ve
r t

he
 p

er
io

d.
 

A
ug

. 2
01

3 
Em

pl
oy

m
en

t a
nd

 
gr

ow
th

 a
gr

ee
m

en
t (

co
ve

rin
g 

90
%

 o
f w

or
ke

rs
) p

ro
vi

de
d 

fo
r 

m
od

es
t w

ag
e 

in
cr

ea
se

 o
ve

r a
 

tw
o-

ye
ar

 p
er

io
d 

an
d 

al
so

 c
ov

er
ed

 
no

n-
pa

y 
is

su
es

, s
uc

h 
as

 c
ha

ng
es

 
in

 so
ci

al
 in

su
ra

nc
e 

co
nt

rib
ut

io
ns

 
an

d 
un

em
pl

oy
m

en
t b

en
efi

 t 
ru

le
s

Fe
b.

 2
01

6 
C

om
pe

tit
iv

en
es

s P
ac

t 
st

ip
ul

at
ed

 a
n 

in
cr

ea
se

 in
 a

nn
ua

l 
w

or
ki

ng
 ti

m
e 

of
 2

4 
ho

ur
s, 

w
ag

e 
fr

ee
ze

 fo
r 2

01
7,

 a
nd

 h
ol

id
ay

 b
o-

nu
se

s o
f p

ub
lic

 se
ct

or
 e

m
pl

oy
ee

s 
w

ou
ld

 b
e 

te
m

po
ra

ril
y 

re
du

ce
d.

 
It 

al
so

 p
ro

vi
de

s f
or

 jo
b 

cr
ea

tio
n 

m
ea

su
re

s



Curbing Inequalities in Europe: How Can Social Dialogue and Industrial Relations Help Close the Gap?

11

Ta
bl

e 
1 

Ex
am

pl
es

 o
f i

nn
ov

at
iv

e 
ag

re
em

en
ts

 a
t n

at
io

na
l l

ev
el

, s
el

ec
te

d 
EU

 c
ou

nt
ri

es
 (c

on
t.)

It
em

s/
C

ou
nt

ry
W

ag
es

 a
nd

 w
or

k-
in

g 
co

nd
iti

on
s

W
or

ki
ng

 ti
m

e
E

m
pl

oy
m

en
t

Tr
ai

ni
ng

G
en

de
r 

eq
ua

lit
y/

N
SF

E
 e

qu
al

ity
Pr

iv
at

e 
so

ci
al

 
pr

ot
ec

tio
n

So
ci

al
 d

ia
lo

gu
e

G
er

m
an

y
Pr

od
uc

tiv
ity

-b
as

ed
 

w
ag

es
 (K

on
z-

er
tie

rt
e 

Ak
tio

n 
in

 
19

67
–1

97
7)

D
ec

. 2
01

6 
ag

re
e-

m
en

t i
n 

 ra
ilw

ay
s 

an
d 

tra
ns

po
rt 

on
 

in
no

va
tiv

e 
on

e-
off

  
pa

ym
en

t o
f €

55
0 

be
tw

ee
n 

O
ct

ob
er

 
20

16
 a

nd
 M

ar
ch

 
20

17
. 

A
gr

ee
m

en
t t

o 
av

oi
d 

re
du

nd
an

ci
es

 
th

ro
ug

h 
re

du
ce

d 
w

or
ki

ng
 ti

m
e 

du
r-

in
g 

th
e 

fi n
an

ci
al

 
cr

is
is

D
ec

 2
01

6 
ag

re
e-

m
en

t i
n 

ra
ilw

ay
s 

fo
r e

ve
ry

 e
m

pl
oy

ee
 

to
 c

ho
os

e 
be

tw
ee

n 
a 

pa
y 

ris
e,

 w
or

ki
ng

 
on

e 
ho

ur
 le

ss
 p

er
 

w
ee

k 
or

 a
n 

ad
-

di
tio

na
l s

ix
 d

ay
s o

f 
ho

lid
ay

 

‘A
lli

an
ce

 fo
r W

or
k’

 
(B

ün
dn

is
 fü

r A
r-

be
it)

 in
 1

99
8–

20
03

Vo
ca

tio
na

l t
ra

in
in

g 
fo

r y
ou

ng
 p

eo
pl

e
In

 2
01

4,
 st

an
d-

ar
ds

 g
ov

er
ni

ng
 

th
e 

w
or

ki
ng

 a
nd

 
em

pl
oy

m
en

t c
on

di
-

tio
ns

 o
f a

ll 
ag

en
cy

 
w

or
ke

rs

G
re

ec
e

N
at

io
na

l G
en

-
er

al
 C

ol
le

ct
iv

e 
La

bo
ur

 A
gr

ee
m

en
t 

(E
G

SS
E)

 si
gn

ed
 b

y 
so

ci
al

 p
ar

tn
er

s f
or

 
20

16
 o

n 
in

cl
us

iv
e 

la
bo

ur
 m

ar
ke

ts
 a

nd
 

un
em

pl
oy

m
en

t, 
on

 th
e 

re
fu

ge
e 

im
-

m
ig

ra
tio

n 
pr

ob
le

m
 

(b
ut

 n
ot

 o
n 

m
in

i-
m

um
 w

ag
e)

Ir
el

an
d

20
11

 IB
EC

-I
C

TU
 

na
tio

na
l p

ro
to

co
l 

fo
r o

rd
er

ly
 in

-
du

st
ria

l r
el

at
io

ns
 

an
d 

lo
ca

l b
ar

ga
in

-
in

g 
in

 th
e 

pr
iv

at
e 

(u
ni

on
is

ed
) s

ec
to

r, 
re

ne
w

ed
 fo

r 2
01

2 
an

d 
20

13

20
13

–2
01

6 
(th

e 
La

ns
do

w
ne

 R
d 

ag
re

em
en

t i
n 

th
e 

pu
bl

ic
 se

ct
or

 to
 

lim
it 

or
 re

st
or

e 
em

pl
oy

m
en

t a
nd

 
w

ag
e 

cu
ts

)



Inequalities and the World of Work: What Role for Industrial Relations and Social Dialogue?

12

Ta
bl

e 
1 

Ex
am

pl
es

 o
f i

nn
ov

at
iv

e 
ag

re
em

en
ts

 a
t n

at
io

na
l l

ev
el

, s
el

ec
te

d 
EU

 c
ou

nt
ri

es
 (c

on
t.)

It
em

s/
C

ou
nt

ry
W

ag
es

 a
nd

 w
or

ki
ng

 c
on

-
di

tio
ns

W
or

ki
ng

 ti
m

e
E

m
pl

oy
m

en
t

Tr
ai

ni
ng

G
en

de
r 

eq
ua

lit
y/

N
SF

E
 e

qu
al

ity
Pr

iv
at

e 
so

ci
al

 
pr

ot
ec

tio
n

So
ci

al
 d

ia
-

lo
gu

e
Li

th
ua

ni
a

20
09

 n
at

io
na

l a
gr

ee
m

en
t 

pr
ov

id
ed

 fo
r m

ea
su

re
s 

to
 c

om
ba

t t
he

 re
ce

ss
io

n,
 

in
cl

ud
in

g 
cu

ts
 in

 p
ub

lic
 

ad
m

in
is

tra
tio

n 
ex

pe
nd

itu
re

 
an

d 
an

 o
bl

ig
at

io
n 

no
t t

o 
re

du
ce

 b
as

ic
 sa

la
rie

s o
f 

ci
vi

l s
er

va
nt

s
Lu

xe
m

bo
ur

g
20

16
-2

01
9 

ne
w

 w
ag

e 
ag

re
em

en
t i

n 
th

e 
pu

bl
ic

 
se

ct
or

 o
n 

w
ag

e 
in

cr
ea

se
 o

f 
1.

5%
  

20
16

-2
01

9 
ne

w
 a

gr
ee

m
en

t 
in

 p
ub

lic
 se

ct
or

 fo
r m

or
e 

fl e
xi

bl
e 

pa
rt-

tim
e 

w
or

k 
ar

ra
ng

em
en

ts
. P

os
si

bi
lit

y 
to

 re
du

ce
 w

or
ki

ng
 ti

m
e 

by
 in

cr
em

en
ts

 o
f 1

0%
 to

 
be

tw
ee

n 
90

%
 a

nd
 4

0%
 o

f 
fu

ll 
w

or
ki

ng
 ti

m
e

Fe
b.

 2
01

6 
so

ci
al

 
pa

rtn
er

s’ 
ag

re
e-

m
en

t f
or

 q
ua

l-
ity

 a
t s

ch
oo

l 
an

d 
tra

in
in

g 
fo

r 
te

ac
hi

ng

M
al

ta
M

al
ta

’s
 tr

ip
ar

tit
e 

na
tio

na
l 

so
ci

al
 d

ia
lo

gu
e 

in
st

itu
tio

n,
 

co
m

m
is

si
on

ed
 st

ud
ie

s o
n 

lo
w

 p
ay

 th
at

 re
co

m
m

en
de

d 
th

e 
m

in
im

um
 p

ay
 to

 b
e 

pe
gg

ed
 to

 a
 ra

tio
 re

la
te

d 
to

 th
e 

ba
si

c 
av

er
ag

e 
or

 
m

ed
ia

n 
w

ag
e.

Po
rt

ug
al

20
16

 tr
ip

ar
tit

e 
co

m
m

itm
en

t 
on

 th
e 

m
in

im
um

 w
ag

e
20

16
 d

eb
at

e 
on

 re
vi

ta
lis

-
in

g 
co

lle
ct

iv
e 

ba
rg

ai
ni

ng



Curbing Inequalities in Europe: How Can Social Dialogue and Industrial Relations Help Close the Gap?

13

Ta
bl

e 
1 

Ex
am

pl
es

 o
f i

nn
ov

at
iv

e 
ag

re
em

en
ts

 a
t n

at
io

na
l l

ev
el

, s
el

ec
te

d 
EU

 c
ou

nt
ri

es
 (c

on
t.)

It
em

s/
C

ou
nt

ry
W

ag
es

 a
nd

 w
or

k-
in

g 
co

nd
iti

on
s

W
or

ki
ng

 ti
m

e
E

m
pl

oy
m

en
t

Tr
ai

ni
ng

G
en

de
r 

eq
ua

lit
y/

N
SF

E
 e

qu
al

ity
Pr

iv
at

e 
so

ci
al

 
pr

ot
ec

tio
n

So
ci

al
 d

ia
lo

gu
e

Sp
ai

n 
20

13
 a

gr
ee

m
en

t o
n 

la
bo

ur
 c

on
fl i

ct
s, 

m
ed

ia
tio

n 
an

d 
ar

bi
tra

ge

20
14

 a
gr

ee
m

en
t o

n 
(e

xt
en

di
ng

 m
ea

ns
 te

st
ed

) 
un

em
pl

oy
m

en
t a

ss
is

ta
nc

e 

20
08

-2
01

0 
fi f

th
 

na
tio

na
l c

ol
le

c-
tiv

e 
ag

re
em

en
t f

or
 

te
m

po
ra

ry
 a

ge
nc

y 
w

or
ke

rs

20
11

 a
gr

ee
m

en
t 

on
 th

e 
re

fo
rm

 o
f 

pu
bl

ic
 sy

st
em

 o
f 

pe
ns

io
ns

 

20
15

–2
01

7 
ag

re
e-

m
en

t o
n 

em
pl

oy
-

m
en

t a
nd

 c
ol

le
ct

iv
e 

ba
rg

ai
ni

ng

Sl
ov

en
ia

20
17

–2
01

9 
w

ag
e 

ag
re

em
en

t o
n 

w
ag

es
 in

  t
he

 c
en

-
tra

l p
ub

lic
 se

ct
or

So
ci

al
 A

gr
ee

m
en

t 2
01

5-
16

 
si

gn
ed

 in
 F

eb
. 2

01
5,

 a
fte

r 
si

x 
ye

ar
s w

ith
ou

t a
 p

ac
t. 

Th
e 

ag
re

em
en

t c
ov

er
s 1

2 
ar

ea
s a

nd
 e

nu
m

er
at

es
 1

40
 

go
al

s:
 fi 

na
nc

e,
 su

st
ai

na
bl

e 
ec

on
om

ic
 d

ev
el

op
m

en
t, 

ne
w

 in
ve

st
m

en
t c

yc
le

s, 
pu

bl
ic

 se
ct

or
, e

tc
. H

ow
-

ev
er

, a
 d

is
pu

te
 o

ve
r t

he
 

M
in

im
um

 W
ag

e A
ct

 le
d 

to
 

th
e 

w
ith

dr
aw

al
 o

f e
m

pl
oy

-
er

s’ 
su

pp
or

t i
n 

N
ov

. 2
01

5

In
 D

ec
. 2

01
6,

 g
ov

-
er

nm
en

t a
nd

 so
ci

al
 

pa
rtn

er
s s

ig
ne

d 
ne

w
 ru

le
s o

n 
th

e 
fu

nc
tio

ni
ng

 o
f t

he
 

m
ai

n 
na

tio
na

l b
od

y 
fo

r s
oc

ia
l d

ia
lo

gu
e,

 
th

e 
Ec

on
om

ic
 a

nd
 

So
ci

al
 C

ou
nc

il 
of

 
Sl

ov
en

ia
 (E

SS
S)

Sw
ed

en
N

um
be

r o
f f

ra
m

ew
or

k 
ag

re
em

en
ts

 si
gn

ed
 b

y 
va

rio
us

 se
ct

or
s i

n 
20

09
/1

0 
on

 te
m

po
ra

ry
 la

yo
ff s

 
an

d 
sh

or
t-t

im
e 

w
or

ki
ng

 
sc

he
m

es
, i

n 
re

sp
on

se
 to

 th
e 

cr
is

is

Fr
om

 2
00

7,
 

na
tio

na
l a

gr
ee

-
m

en
t (

an
d 

20
13

) 
pr

ov
id

ed
 fo

r t
hr

ee
 

ye
ar

s (
la

st
 o

ne
 in

 
20

16
) a

n 
‘e

qu
al

ity
 

al
lo

w
an

ce
’ f

or
 lo

w
 

pa
y 

am
on

g 
w

om
en

 
to

 b
e 

fu
rth

er
 n

eg
o-

tia
te

d 
at

 se
ct

or
al

 
le

ve
l



Inequalities and the World of Work: What Role for Industrial Relations and Social Dialogue?

14

At the same time, social dialogue at national level has brought some innovative out-
comes, for instance introducing some security to the trend towards more fl exibility in the 
use of temporary contracts. In France, for instance, tripartite dialogue has led to better 
coverage of fi xed-term workers through a decrease in the minimum number of months to 
obtain entitlement (four months since 2008) and the recent creation of cumulative rights 
(droits rechargeables) in 2015.

3.2 …and through Innovative Collective Agreements

Collective bargaining at intermediary and fi rm level is used to complement national social 
dialogue and agreements in most EU member states, where around two-thirds of workers 
are covered by some form of collective agreement (Van Gyes, 2012), with a general rule 
widespread in European countries that more decentralised agreements (for instance, at 
company level) must improve wages and working conditions agreed in higher agreements 
at sectoral and national levels. Over recent years, however, we have seen that a number 
of derogation clauses have been added to allow enterprise agreements to defi ne their own 
standards by negotiation, even below higher negotiated standards, something that might 
distort the previous hierarchy and coordination of standards between levels.

3.2.1 At sectoral/regional level

Table 2 presents a sample of selected agreements in various countries to illustrate the rich 
process of collective bargaining at intermediate (sectoral/regional) level on a very diver-
sifi ed range of topics. The issues discussed very often include inequality either to better 
extend coverage to groups of workers that were excluded or to negotiate some fl exibility/
security outcomes.

In the Netherlands the process is fairly extensive because collective agreements are the 
core instrument for unions and employers to infl uence labour market outcomes, and there 
is a possibility – at the prerogative of the Minister of Social Aff airs and Employment – 
to declare industry-level collective agreements generally binding also for non-organised 
employers and employees. It is interesting that in the crisis collective agreements were 
extended to workers in a number of sectors, such as contract cleaning, security services, 
waste disposal and personal care. Since these sectors have a large share of temporary 
agency workers and also of migrant workers, this process could certainly help to level up 
working conditions and reduce the inequalities faced by these groups.

Trade unions and employers’ organisations in Sweden are also structured along sec-
toral/industry lines, and the bargaining system remains fundamentally a two-tier system 
– which thus remains centralised and coordinated – where bargaining takes place fi rstly 
at the industry/sectoral level and afterwards at the company level. These collective agree-
ments at the industry level and even at the company level are often extended and improve 
the statutory universal basic social protection in the form of higher replacement/compen-
sation rates or a longer period of entitlement, for example regarding unemployment and 
sickness benefi ts, parental and training leave and pensions (occupational pensions).

Similarly in Slovenia, the fact that sectoral collective agreements cover a relatively 
wide array of issues appears to be conducive to package deals that include several ele-
ments of fl exibility and security.

The case studies in the metal and trade sectors (see chapter on Slovenia) show that 
collective bargaining can signifi cantly adjust the combination of fl exibility and security 
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to sectoral circumstances. Moreover, the collective agreements in those two sectors have 
managed to put more emphasis on internal fl exibility (and especially on working time and 
functional fl exibility, less on wage fl exibility) rather than on external fl exibility, which is 
often not good for workers’ security, nor for factories, which generally prefer to maintain 
a motivated labour force and a good social climate in order to increase its prospects of 
growth. In the electrical industry, provisions for the elimination of wage supplements that 
were previously included in the minimum wage were inserted in the collective agree-
ments until the legal redefi nition of the minimum wage in 2015.

While the law of 2013 introduced some possible derogation at enterprise level from 
higher-level – mainly sectoral – agreements, it also enabled the unions to start negotiating 
various security provisions in other areas of the ‘bargaining package’, and in some cases 
to use them to bring reluctant employer organisations to the bargaining table. 

In Germany, because of the trade union structure, the industry level has emerged as 
the dominant bargaining level. However, income inequality in Germany has increased 
signifi cantly due to the erosion of its wage-setting system, which followed the inclusive 
model until the mid-1990s. This increase was particularly noticeable in those industries 
and companies in which workers were neither covered by a collective agreement nor 
represented by a works council. They therefore found themselves in wage negotiations 
without the protection of the two main institutions – free collective bargaining and code-
termination – that constitute the German model of industrial relations.

At the same time, a number of issues have been developed at sectoral level. For in-
stance from 2014, an agreement was reached in the metal industry between IG Metall and 
the employers to entitle employees to a training agreement with a maximum time horizon 
of seven years, during which they will be able to work part-time, or take leave, eventually 
going to study for a degree while saving up certain elements of their pay in a training 
account to cover the period of absence (see Table 2). This agreement seems to take 
into account the various phases of the life course and should be benefi cial both for the 
employees, who can better manage work and their personal life, and for the companies, 
which can benefi t from a more motivated and further trained labour force. In Austria, in 
2013 a new, innovative element was introduced in collective bargaining, the so-called 
‘free time option’. Two sectoral-level collective agreements concluded in 2013 – in the 
electronics and mining and steel sectors – included for the fi rst time the option of convert-
ing pay rises into extra time off  work, a practice that was further developed in 2016 (see 
Table 2).

The chapter on France also shows that sectoral agreements are numerous (more than 
700 per year). They focus mainly on wages, and sectoral collective agreements seem to 
have allowed a better wage progression (+2.5 per cent in 2015) over recent years. 

The recent agreement in the culture sector is a good illustration of how a better balance 
can be achieved between fl exibility (required considering that most tasks in this sector 
are short-term) and security (with the need to compensate such fl exibility with access to 
unemployment benefi ts once in inactivity) after months of negotiations.

In Spain, once a collective agreement is signed, its provisions are extended automati-
cally to all employees working in the relevant area, beyond those belonging to the sig-
natory organisations. As a result, nearly 75 per cent of Spanish employees used to be 
covered by collective agreements. This broad coverage of collective bargaining, together 
with this combination of levels, was found to have an equalising impact in terms of wages 
and working conditions. 

Some innovative agreements were also signed at regional level, for instance on fos-
tering competitiveness while reducing unemployment and non-standard employment in 
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Catalonia. These agreements also aim at developing the transition of temporary workers 
into permanent employment and facilitate working time fl exibility. The Spanish authors 
point to the fact that only 10 per cent of fi rms, aff ecting roughly a quarter of employees 
(with intermediate-level agreements), include provisions on the conversion of fi xed-term 
contracts into open-ended contracts, and less than 3 per cent of collective agreements 
establish limits on the ratio between temporary employees and overall labour force. How-
ever, a few regional (Salamanca) or sectoral agreements (for security workers) set a clear 
minimum of 60–65 per cent open ended-contracts in contracts overall (see Table 2). 

Interestingly, some sectoral collective agreements in a number of countries also set 
a minimum number of hours for part-time workers, which is important in a context of 
growing involuntary part-time reported in most EU countries (for example, this applies 
to 60 per cent of part-time employees in Spain), a major source of income inequality. For 
instance, the collective agreement for security workers in 2015 in Spain set a mininum of 
10 hours per week for monitors, who earlier tended to work only 45 minutes a day, thus 
leading to more equality, and also to lower the gender gap, given that most monitors are 
women. In France, a minimum of 24 hours a week was also set in some sectors.

The above examples of multi-level bargaining contrast with the United Kingdom, 
which has rather opted for a decentralised system of collective agreements at enterprise 
level. However, a continuous deterioration of trade unionisation, a decrease in the num-
ber and coverage of collective agreements, especially in the private sector, with also less 
and less representative bodies to enable workers to have a say, has been accompanied by 
increased wage inequality, with the exception of the public sector, which has maintained 
more centralised agreements and also good coverage in terms of trade union members 
and collective agreements. Interestingly, Ireland, which is characterised by a similar col-
lective bargaining system decentralised at enterprise level, was able to limit inequality 
growth with more success, thanks to an overall social dialogue framework at national 
level, at least until the crisis.

Greece is an example of a country that has been shifting since the crisis from a multi-
level to a rather decentralised collective bargaining system. The Greek chapter documents 
that this shift, including the interruption of social dialogue in areas such as the minimum 
wage has led to a number of reforms that promoted fl exibility without much security. 
This is particularly striking for young workers who have incurred more wage inequality 
through a minimum wage fi xed at a lower level for those aged under 25, combined with a 
new inequality in the distribution of working time, with a growth in the number of young 
workers stuck in involuntary part-time status.

3.2.2 At enterprise level

An increasing number of issues
While some decentralisation of collective bargaining towards the enterprise level is re-
ported in most EU countries, it is also important to note that collective bargaining at this 
level is being rapidly extended to new topics and policy areas (see Table 2). Agreements 
are developing on issues such as equal pay for work of equal value (often called by the 
social partners ‘equal pay for equal work’ agreements) and notably to reduce gender 
inequalities, but also on working time – with also a number of agreements on how to 
improve the quality of part-time employment – and also possible solutions to increase the 
capacity of companies to be fl exible with regard to layoff s. 

In France, while new rules tend to favour the development of decentralised social bar-
gaining and to simplify the organisation of the industrial relations system, there has been 
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an increase in the social partners’ commitment to negotiate at the fi rm level on wages and 
other topics, such as working time, work organisation, collective health insurance, gender 
equality and so on, with even a recent trend to oblige companies to reach an agreement on 
some issues. In case of failure to reach an agreement at the company level, an action plan 
has to be implemented: that principle applies to gender equality (2006) and to seniors’ 
employment at companies employing 50 or more people (2008). 

At the same time, a number of chapters in this book highlight the lack of negotiation 
around fl exibility and security issues at fi rm level, probably indicating a lack of coordina-
tion between national and enterprise level collective bargaining. 

By contrast, the second case study in the chapter on Slovenia shows how the good 
coordination between upper-level and enterprise collective bargaining could improve 
the working conditions of agency workers in a major electric company. This innovative 
agreement was fi rst facilitated by the law, which demands equal treatment and does not 
allow for deviations in this area. Second, the fact that the sectoral collective agreement 
set the establishment of parity committees at fi rm level as mandatory gave the union in 
the company an opportunity to raise the issue with the management relatively easily. The 
articulation between diff erent levels thus represents an indispensable element for ensur-
ing equality outcomes, in this case on equal treatment for agency workers compared with 
other workers. It is also relevant in terms of trade union strategy to observe that the union 
was able to unionise the agency workers only after their eff orts to stand up for them and 
their rights.

In Germany, the range of topics covered by collective agreements has also been ex-
panded signifi cantly in recent years, for instance promoting unifi ed pay scales or inter-
fi rm mobility, and also lifelong learning to respond to new requirements by technological 
change, as well as gender equality and work–life balance. In particular, collective agree-
ments seem to play an activating function for training within the companies, and the 
presence of works councils seems to boost training, as shown in the chapter on Germany. 

A number of agreements have emerged in a number of countries to help to reduce in-
equality faced by workers in non-standard employment, in terms of securing them regular 
employment, improving their wages, bonuses and non-wage benefi ts, scheduling working 
hours and improving the work environment (ILO, 2016). Agreements have been conclud-
ed in, for example, Germany to secure regular employment for temporary agency workers 
for instance in the metal and electrical industry after a period of 18 months in the absence 
of any objective reasons to continue the temporary contract. Another 2012 agreement in 
the metal sector also grants social partners the possibility to set negotiated limits on the 
proportion of the workforce that can be temporary or subcontracted. In Ireland collective 
agreements were also concluded recently to ensure a minimum number of working hours 
to home helpers and workers in the retail sector, as a way to introduce more equality in the 
scheduling of hours for part-time and on-call workers. In the Netherlands, an agreement 
led to the conversion of 80 per cent of self-employed deliverers (who were paid abusively 
below the legal minimum wage) into employment contracts (Drahokoupil, 2015). In Italy, 
trade unions (CGIL, CISL and UIL) since 1998 have put in place special structures and 
social dialogue mechanisms for representing non-standard workers, including those in 
dependent self-employment, which led to some innovative agreements to regulate the 
relationship between the employer and such workers (a relationship called ‘co.co.co’ for 
‘collaborazioni coordinate e continuative’) as in the telecommunications, credit and re-
search sectors, and also nearly 100,000 individual contracts. 

There are also innovative agreements at fi rm level in some countries (see Table 2) for 
addressing the wages and working conditions of workers of sub-contracted fi rms (and 
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to extend the contents of the collective agreement to those fi rms), who often face worse 
working conditions (Zimmerman et al., 2010). The rapid increase in subcontracting (not 
only in some sectors, like construction but in almost all) thus represents a major source 
of growth of inequality in terms of wages and working conditions that could be addressed 
and limited through collective bargaining.

Collective bargaining can also help to improve the wages and working conditions of 
women. In Sweden, it was decided by national agreement in 2007 that women would be 
allowed an ‘equality allowance’ with the purpose of equalising wages, especially in low 
pay sectors dominated by women. This led to collective agreements signed in individual 
sectors, the largest allowance being achieved in the retail and municipal sectors, most 
dominated by women.

Collective agreements at fi rm level also aim at promoting employment and growth. In 
France some innovative agreements took place in 2013 and 2016 in the car industry (Re-
nault, Peugeot) that made it possible to avoid layoff s and boost recruitment in exchange 
for a number of new fl exibility measures (see Table 2 and also chapter on France). 

The chapters in this volume also try to identify the issues that negotiations at enterprise 
level should develop further. The Spanish authors for instance attract attention to the fact 
that a very low percentage of fi rms have agreements to improve the wages and working 
conditions of temporary workers, even though Spain has one of the highest percentage 
of temporary contracts (25 per cent of total work contracts). While the role of temporary 
contracts on the ‘fl exibility’ side has been clear during the crisis – with a reduction only 
in 2009 of temporary employment, which aff ects almost 1.1 million people, while open-
ended employment was still growing5 – they were not accompanied by suffi  cient ‘secu-
rity’ measures through social dialogue and collective agreements.

At the same time, the possible derogation to higher level agreements introduced in a 
number of countries – such as Spain, Italy and more recently France – has aff ected the 
link between higher (national, sectoral or regional) and fi rm level collective agreements. 
As indicated in the chapter on Italy, because contracts can derogate from higher level 
collective agreements, except for the pay structure, ‘representation has been pulverised, 
and within each fi rm, there are a variety of contracts’. The case of FIAT, for instance, 
breaking away from national representation and from the national contract in order to 
activate a new tailor-made contract seems to have infl uenced industrial relations in Italy 
(see chapter on Italy). 

Negotiated solutions in the crisis
Collective bargaining has also made it possible to achieve negotiated responses to the 
crisis (Vaughan-Whitehead, 2011), even if win-win outcomes may be more diffi  cult to 
reach in such a context because it may exacerbate the diverging interests of employers 
and workers.

Several countries, such as France, Austria, Belgium and the Netherlands, expanded 
their short-time working arrangements (or ‘work-sharing’), and Germany used these 
schemes intensively – through intensive collective bargaining and a series of agreements 
at both sectoral and company level, as shown in Table 2 – so that they avoided most lay-
off s and unemployment in the crisis, a process that the German authors in this volume call 
the ‘German employment miracle’. These arrangements are good illustrations of win-win 
agreements because they allowed employees to keep their jobs (of course by accepting 

5 The authors also explain that the burden will then be placed on open ended contracts, concluding also to the lack of full job 
security also among open-ended employees.
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lower working time and also often wages), while helping the companies to preserve their 
internal human capital and safeguard their industrial capacities. In Germany agreements 
between trade unions and employers to continue the recruitment of trainees even within 
the crisis also turned out to be a successful way of avoiding youth unemployment while 
maintaining human capital. In fact, Germany is a good example of successful joint man-
agement of the fi nancial crisis based on the mobilisation and coordination of all bargain-
ing levels (national, industry, region, company). 

In Sweden, wage moderation, and not wage cuts as in some other EU member states, 
characterised collective bargaining during and after the crisis. At the same time, Sweden, 
following its tradition, has adjusted to the 2008 global economic crisis through a mix of 
negotiated numerical fl exibility and active support for dismissed workers through active 
labour market policy measures and/or negotiated agreements helping redundant workers 
to fi nd new jobs rapidly or to enhance their employability. Since 2015, nine out of ten of 
dismissed workers have found a new job or became self-employed within seven months 
following their fi rst contact with the Job Security Foundations (presented as one case 
study on Sweden). Furthermore, around 70 per cent of the displaced workers obtained an 
equal or higher salary in their new job.

In other cases, however, the crisis also led in other directions with social dialogue be-
ing minimised or even avoided. 

In Spain the massive increase in unemployment resulting from the economic recession 
of 2008–2013 led to a revision of many of the core elements of the system of industrial 
relations, including collective agreements. The 2012 reform gave priority to fi rm level 
collective agreements in most of the items bargained (wage, overtime, working time, 
work–life balance). While the intention behind this change in regulation was to adjust 
bargaining – and the resulting collective agreement – to the individual fi rm and its eco-
nomic circumstances, these changes also led to the reduction in the number of workers 
benefi ting from collective agreements. Moreover, the wage growth bargained in collec-
tive agreements signed after the 2010 reform was found to be lower than that bargained 
before it. A similar outcome is reported in Greece after deep transformation of national 
social dialogue, collective bargaining and minimum wage fi xing. 

Moreover, all the examples of sectoral and enterprise agreements covering both fl ex-
ibility and security issues presented in Tables 1 and 2 confi rm the importance of collective 
bargaining at those two complementary levels in order to fi nd the right equality balance. 
This also confi rms Marginson and Galetto’s (2014) demonstration (from the example of 
the metal sector in few EU countries) of ‘the capacity of collective bargaining to address 
issues of fl exibility and security at sectoral and company level’. At the same time, they 
conclude that so far ‘package agreements addressing forms of fl exibility and security are 
not unknown at sectoral level but they are less widespread at company level’, even if we 
can see from our examples in Table 2 that an increasing number of fi rm collective agree-
ments – although so far in a limited number of countries – are addressing equal pay for 
work of equal value and also some new issues, such as non-standard employment and 
sub-contracting. More examples are provided in the chapters that also develop in-depth 
illustrative examples on the impact of social dialogue on inequalities (see Table 3).
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Table 3 Case studies in selected European counties (presented in individual chapters) 

Country First case study Second case study
Baltic states (Chapter 2) Inequality issues in a few enter-

prise collective agreements in 
Estonia

Collective agreements and 
inequality in micro-enterprises 
in Latvia 

Belgium (Chapter 3) Social dialogue to reduce the 
gender pay gap

Collective bargaining eff ects 
on inequality through a better 
work–life balance

France (Chapter 4) Inequality in private social pro-
tection at workplace

Innovative collective agreement 
in the cultural sector

Germany (Chapter 5) Boosting minimum wages and 
collective bargaining 

Enterprise agreement (Thys-
senKruppSteel AG Europe) to 
manage steel sub-contractors 

Greece (chapter 6) Public–private sector divide and 
inequalities

Security and fl exibility measures 
to improve youth employment 
and wages 

Ireland (Chapter 7) Inequality, social dialogue and 
public sector pay

Managing macroeconomic 
shocks through social dialogue: 
what eff ects on inequality?

Italy (Chapter 8) Flexibility and security in public 
employment services: comparing 
Lombardy and Marche

Outcomes of two diff erent labour 
relations models: Ferrari and 
Lamborghini

Netherlands (Chapter 9) Inequalities, collective bargain-
ing and youth minimum wage

Negotiations to address pay 
inequality in the banking sector

Slovenia (Chapter 10) Flexibility/security and inequal-
ity in collective agreements in 
trade and metal sectors

Social dialogue and collective 
bargaining eff ects on inequality 
in a large metal company 

Spain (Chapter 11) Tackling low hours through 
collective agreement in mass 
catering

Innovative way to reduce acci-
dents at work in construction

Sweden (Chapter 12) Role of industrial relations 
and fl exicurity for promoting 
technological change and skills 
upgrading

Job Security Councils and transi-
tional agreements to illustrate the 
Swedish fl exicurity regime

United Kingdom (Chapter 13) Initiative for improving working 
conditions among the sub-con-
tracted social care workforce 

Use of agency work and in-
equalities 

3.3 The Important Role of the State

In the above framework, and from the evidence provided in this volume, the role of the 
state has generally remained very important. First to set the rules and also promote col-
lective bargaining and social dialogue (for instance to sign or renew tripartite pacts or 
agreements), and second because the state often decides to develop mechanisms in order 
to extend some agreements, also to cover workers not initially included in the bargain-
ing agreement. This was the case in countries with inter-sectoral (Belgium and Ireland) 
and sectoral wage bargaining (Austria, France, Germany, Spain and parts of Belgium), a 
process that made it possible to maintain high collective bargaining coverage in a number 
of countries. In other cases the government also played a major role in developing some 
mechanisms, such as wage indexation (in Italy in the 1980s, in Greece in the early 1980s 
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and in Belgium until now). The state also remains the initiator of most labour market re-
forms, but also social protection, pensions and training reforms. In France, even if social 
dialogue has accompanied fl exibility at least to a certain extent, the initiative for reforms 
came almost entirely from the state. A good example of coordination with the social part-
ners is given by Sweden, where following the agreements during the crisis and follow-up 
tripartite talks initiated by the government in 2011, a new law was decided on short-time 
working in December 2013 that subsidises the short-time working system in case of a 
severe economic recession while further encouraging collective bargaining. 

Social dialogue at national level also cannot be maintained without strong support 
from the state, to keep it alive, to foster it, and also to use it when major reforms must be 
decided and implemented. The examples of Ireland and Greece here confi rm that, how-
ever strong tripartite bodies might be, they will lose infl uence if the state is not directly 
supporting them. The nature and format of institutions certainly counts but they may be 
infl uenced by the evolving power and willingness of the actors, and by the wider political, 
economic and social context. Just as public policies can support the role that collective 
bargaining institutions play in wage policy, discontinuous changes in public policies can 
erode collective wage setting (Hayter and Weinberg, 2011).

As shown in the chapter on Greece, the decision to remove extension mechanisms, 
the suspension of the ‘favourability clause’ (given the prevalence of higher level agree-
ments), the greater diffi  culties introduced for the renewal of collective agreements, com-
bined with the unilateral decision to cut the minimum wage (traditionally established 
bilaterally by the social partners) clearly resulted in a rapid reduction in the number and 
coverage of collective agreements. The number of sectoral or occupational agreements 
fell from 101 in 2009 to 23 in 2015, while collective bargaining coverage was reduced 
from 83 per cent in 2008 to 40 per cent in 2013 (a mere 10 per cent in the private sector). 
This had negative eff ects on middle income earners in 2008–2010, while the minimum 
wage reforms also hurt those at the bottom, with increased wage inequality from 2012. 
The state can also infl uence inequalities through its policy in the public sector. A number 
of chapters in this volume also show that the employment and wage cuts, but also the shift 
towards more fi xed-term, less secure contracts in the public sector have led to a radical 
transformation, making public sector employees in general more vulnerable.

The role of the state is also crucial in ensuring that the mechanisms continue to work, 
as in Sweden where the state is a major player in promoting training mechanisms that 
support strong external fl exibility, combined with rapid re-employability of workers who 
have been dismissed. Similarly, it can intervene to set a framework on emerging issues. 
As an example, in Spain a bill was recently proposed (September 2016) aimed at guar-
anteeing equal working conditions for employees working in subcontracted fi rms in re-
spect of the employees of the subcontracting fi rm. This is likely to encourage collective 
bargaining to discuss further the modalities of this, in the sectoral or enterprise context.

The important role of the state explains why we decided in this volume to extend the 
impact on inequalities beyond just collective bargaining and social dialogue to cover 
industrial relations more generally, also involving the state and not only workers’ and 
employers’ representatives.

4. POLICY CONSIDERATIONS

After having summarised some of the results presented in this volume on the relation-
ship between collective bargaining and a number of inequality elements – such as wage 
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disparity, inequality in the distribution of working time and in the probability of having 
a non-standard work contract – we also plunged into some of the national stories and 
contents of collective agreements on inequality. This leads us to a number of policy con-
siderations.

First, the various chapters in this volume confi rm a decentralisation that is taking place 
towards more collective bargaining at enterprise level, but also the disappearance of col-
lective agreements in some companies and also some sectors, such as hotels, catering, 
cleaning and retail. Countries with a low level of social dialogue institutions are also 
witnessing a further decline of collective agreement coverage.

While some decentralisation is also observed in countries with strong social dialogue 
institutions – notably with a decrease in national consultation and negotiations – the sec-
toral level remains strong. This level of bargaining is also fairly rich in terms of issues dis-
cussed and also outcomes negotiated on fl exibility and security, as shown by the series of 
agreements we presented at that level. We can also fi nd innovative agreements concluded at 
fi rm level on emerging issues, such as equal pay for work of equal value to reduce inequali-
ties faced by women, but also on measures to better cover non-standard forms of employ-
ment and how they combine with more fl exibility in the labour market. New agreements 
also are appearing on the emerging issue of sub-contracting or outsourcing to avoid dif-
ferentiated wages and working conditions and thus increased inequalities. No doubt, in 
the current transformations in the world of work, with increased automation, changing 
tasks and increased mobility, there will be a need to negotiate similar agreements to en-
sure balanced outcomes in terms of employment, training, wages and working conditions.

This direct impact of collective bargaining on the world of work certainly explains the 
correlation that is also found in several chapters of this volume between collective agree-
ments and inequalities, not only pay inequality but also inequality in terms of working 
time distribution and in the probability of having certain forms of work contract. First, 
collective agreements – especially at the higher level – are found to play a role in curb-
ing pay inequalities. Countries with a high level of social dialogue institutions, such as 
Belgium and Sweden, have managed to keep wage inequalities at relatively low levels. 
Second, strong social dialogue institutions were also found to reduce the gender pay gap. 
We saw that an increasing number of collective agreements at diff erent levels promote 
equal pay for work of equal value, something that contributes to lower gender inequali-
ties. Third, the proportion of enterprises in which all workers have a permanent contract 
is much higher in countries with strong social dialogue. Fourth, strong social dialogue 
institutions can also help part-timers to obtain better working conditions, including suf-
fi cient working hours. We provided examples of this type of collective agreement in this 
chapter. We also saw – notably through multiple examples of collective agreements – that 
collective agreements can improve the working conditions of workers under non-standard 
forms of employment. 

The assessment provided in this volume of a continuous decline of collective bargain-
ing, despite its positive eff ects in limiting inequalities and generating innovative outcomes 
in terms of fl exibility and security, requires a strong policy agenda. Because inequalities 
are increasingly found to have an adverse eff ect on economic growth and also on social 
cohesion (IMF, 2015; OECD, 2015; ILO, 2016b), collective bargaining to curb such in-
equalities represents an important lever that must be maintained and even strengthened. 
This policy agenda requires the commitment of all actors.

Trade unions have to fi nd new strategies and this volume presents some innovative ini-
tiatives to tackle emerging trends in the world of work, such as the growth of non-standard 
forms of employment or the increasing recourse to sub-contracting. Some interesting de-
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velopments can be observed, with trade unions overcoming some deterioration of the bal-
ance between fl exibility and security by infl uencing the bargaining process. For instance 
in Germany, trade unions were confronted with the introduction of derogation clauses in 
their collective agreements, but managed nevertheless to increase their infl uence in sec-
tors with high density rates by involving members in company-level bargaining. 

Similarly in Italy, trade unions started to organise in order to be able to provide a nec-
essary framework for a number of non-standard forms of contract. Trade unions are also 
meeting other challenges, such as extending the coverage of collective bargaining to non-
standard forms of employment, or taking part in training programmes or training accounts 
that would help employees to develop lifelong learning, which is particularly important 
considering that with automation many jobs will disappear and new ones will be created.

Employers could also benefi t from an increased use of collective bargaining to infl u-
ence fl exibility-security outcomes in the enterprise and thus to carry out the necessary re-
forms and introduce the necessary fl exibilities without compromising, but rather increas-
ing workers’ security. Employers might also discuss the possible consequences of a move 
to a world with no collective agreements and examine the value added that multi-level 
bargaining with a combination of higher agreements (at national and sectoral level) and 
enterprise agreements could off er them in terms of employment, human capital, social 
climate and economic growth. 

Finally, the role of the state remains central. National social dialogue and collective 
bargaining institutions could be strengthened where it decided to play a supportive role, 
and to use social dialogue eff ectively as a policy tool. By contrast, the recent weaken-
ing of social dialogue institutions – often with the motive of lowering labour costs and 
boosting competitiveness – have not necessarily led to the expected eff ects on economic 
growth, while they have seriously aggravated inequalities, along with a rapid decline in 
collective bargaining coverage. The infl uence of collective bargaining and social dia-
logue on key aspects of reforms (such as pensions, social security, working time, wages 
and subcontracting) and on inequalities – which we identify in this volume – should thus 
give additional motivation to policymakers and social partners to sustain and strengthen 
rather than weaken social dialogue and collective bargaining, and to put them among their 
policy priorities. Forthcoming transformations in the world of work will require more and 
more negotiated outcomes and policy solutions so that they better match the changing 
aspirations and needs of social and economic actors in Europe. 
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2. Labour Market Inequalities in Conditions of Limited 
Social Dialogue: The Case of the Baltic States 
Jaan Masso, Maryna Tverdostup, Inta Mierina and Kerly Espenberg

1. INTRODUCTION

After regaining independence, social dialogue1 has not been of key importance in the 
functioning of Baltic labour markets. For instance, it has been argued that social dialogue 
was not needed for the implementation of the neoliberal economic model of the Baltic 
states (Woolfson and Kallaste, 2001). On the other hand, it has been also considered that 
social dialogue is exportable to the new European Union member states (Woolfson and 
Kallaste, 2001). Workplace social dialogue has wider importance than the mere provision 
of a collective ‘voice’ for employees, as it harnesses the broader concept of pluralism in 
society by promoting solidarity (Guest, 1987). Thus, in addition to mapping the past and 
current situation and all the problems, it is important to study what could be the potential 
of social dialogue not only for resolving social issues such as inequalities, but also the 
competiveness of these catching-up economies.

Although the Baltic countries are a fairly uniform group of countries in terms of eco-
nomic development and the institutional setting of labour markets, there are diff erences 
concerning the development paths of unions and non-union forms of representation. In 
the Baltics, it is much easier to highlight problems related to the lack of social dialogue 
or unheard voice of the social partners than to identify some best practices. We aim to 
discuss some of the latter, such as the relatively recent increase of the minimum wage in 
Estonia

The rest of the chapter is structured as follows. Section 2 summarises existing studies 
and statistics on the trade unions, collective bargaining and worker representation in the 
Baltic states. Sections 3 and 4 study the linkages of these, fi rst, with fl exibility-security 
balance and, second, with inequalities. The two case studies try to shed further light on 
the eff ects of social dialogue by studying, fi rst, the issue of inequalities in Estonian fi rm-
level collective bargaining and, second, social dialogue in Latvia.

2. DYNAMIC EVALUATION OF INDUSTRIAL RELATIONS 

2.1 Union Density and Collective Agreement Coverage 

Table 1 presents information about union density and collective agreement coverage in the 
Baltic states. In the Baltic states as well as in the other central and eastern European coun-
tries (with the exception of Slovenia) the role of trade unions is less important in compari-

1 Eurofound has defi ned social dialogue as discussion, consultation, negotiation and joint actions involving recognised representa-
tives of the two sides of industry (employers and workers) (Eurofound, 2012a). The types of actors vary, as do their roles in the 
process of social dialogue.
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son to the old EU member states. Though the trend of union density has been downward 
in all European countries for quite some time (Van Gyes et al. 2006), the importance of 
trade unions, either in terms of union density or coverage, has decreased especially rapid-
ly in all the CEE countries since the 1980s. While at the end of the 1980s the whole labour 
force were trade union members, by the mid-1990s the number had dropped to 30-60 per 
cent and by 2004 to 14.4 per cent of the labour force (Masso and Eamets 2006). Nowhere 
has union density declined as steeply as in the Baltics (Kallaste and Woolfson 2009), and 
trade union density in Baltic states has reached the lowest level in the EU27 (Van Gyes et. 
al. 2006). The sharp decline in unionisation in the 1990s continued later; according to Vis-
ser (2015) union density declined in Estonia during 2003–2012 from 11.7 to 6 per cent, 
in Latvia from 20.2 to 13.1 per cent and in Lithuania from 13.6 to 9.0 per cent. According 
to the Estonian Labour Force Survey (hereinafter LFS) the average annual decline during 
2001-2008 was 1 percentage point per year (Kallaste and Woolfson 2009) showing quite 
a steady decline. Concerning later data from Baltic Working Environment and Labour 
(hereinafter BWEL) survey, the share of people working in unionised companies ranged 
from 10 per cent in Estonia to 23 per cent in Latvia, while the self-reported union density 
at BWEL survey 2006 was 5 per cent in Lithuania, 15 per cent in Latvia and 4 per cent in 
Estonia (Kallaste and Woolfson 2009). The higher numbers for Latvia are mainly due to 
the higher unionisation rates in the public sector, for example, in 2002 38 per cent in the 
public and 8 per cent in the private sector, a possible explanation being the survival of a 
single trade union confederation relative to their fragmentation in Estonia and Lithuania 
(Kallaste and Woolfson 2009), which will be discussed further below.

The fall in trade union membership in the CEE countries (including Baltic states) has 
had to some extent diff erent roots than the declining unionism in old EU member states. 
The reasons behind such downward unionisation dynamics include historical inheritance 
due to ideological reasons and the particularities of the institutional set-up of post-transi-
tion industrial relations. The most important explanation in the case of the Baltic states of 
declining union membership is the abolition of the obligatory union membership after the 
Soviet period (Järve et al. 2001; Riigi ja kohalike, 2011; Espenberg et al., 2012). In the 
Soviet Union trade unions had a completely diff erent role than in a market economy, such 
as providing access to social benefi ts and goods, and instead of being independent they 
were the arm of the state at the workplace (Kallaste and Woolfson 2009). There are other 
reasons for declining union membership in the Baltics and more generally the CEE coun-

Table 1 Trade union and employer organisational density, collective agreement cover-
age and extension practices, Baltic states, 1995–2015 (% of all employees)

Union density Employer 
organi-
sational 
density

Coverage 
by collec-
tive agree-

ments

Extension of 
(sectoral) col-
lective agree-
ments by law 

since: 

Presence of 
trade union 
at the work 

place

1995 2005 2014 2005 2014 2005 2015 2002/2003
Estonia 32 9.7 6.5 23.0 25.0 25 23 2000 25
Latvia 25 15.1 13.1 35.0 41.0 15 15 2002 27
Lithuania 15 9.6 9.0 20.0 14.4 10.6 9.9 2003 23
Source: Masso and Eamets (2006); Visser (2015).
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tries as well. These include globalisation (for example, high share of FDI in the economy), 
structural shifts in the economy (decline in the share of industries and increasing share of 
services, development of information and communication technologies), declining com-
pany size and increasing share of small and medium sized enterprises, increase of atypical 
forms of employment and fl exible forms of work. Among the Baltic states the decreases 
of industrial employment and increases in employment in services have been especially 
rapid (Eamets 2001). The larger union decline in the Baltic states relative to the other 
CEE countries may be also due to the Soviet legacy, such as starting economic reforms 
from scratch and their integration in the union apparatus of the Soviet Union. Yet another 
argument was that the post-transition performance of unions and union leaders working 
with the elite to introduce reforms at the expense of the workers could be a factor behind 
the distrust towards unions. In addition to other factors, the low level of unionism in the 
CEE countries also has roots in high levels of unemployment and falling living standards. 
LDDK (2014) mentions among the problems hindering unionisation and social dialogue 
the unwillingness of employees to join unions; membership fees; diffi  culty of fi nding 
volunteers who would be willing to lead a new NGO; unwillingness of employers to talk 
about establishing employers’ organisations within these companies and to sign collective 
agreements; a lack of understanding of the meaning and importance of social dialogue 
among some employers, employees, and representatives of municipalities; general pes-
simism and scepticism as regards the effi  ciency of social dialogue. 

The observed decline is also self-reinforcing to a certain extent. The general trend 
of decreasing union membership has been causing the organisations fi nancial problems. 
While the low importance of unions is due to low membership, low union membership 
in turn prevents them from running a large union apparatus and has led to a fragmented 
structure of union membership (especially in Estonia and Lithuania and less so in Latvia, 
see Table 2), thus further aggravating the problems. Finally, one of the most important 
reasons that has decreased the bargain¬ing power of unions in the Baltic states and CEE 
countries is the rising unemployment during the 1990s.
 Even more important than the number of unionised workers is the coverage by collec-
tive agreements. While in Western European countries, union coverage is usually much 
larger than the number of union members (with the extreme example of France and Spain 
where less than 20 per cent of employees belong to unions, but about 80 per cent are cov-
ered by collective agreements), the surprising evidence from the Baltic states, as well as 
from the other transition economies, shows that coverage by collective agreements usu-
ally does not diff er much from union membership. The result might be partly due to the 
lack of data on collective agreements, because until recently they were not registered. The 
other reason for low collective agreement coverage is the small number of sectoral level 
agreements. The last column in Table 1 (presence of trade union in workplace) indicates 
density of workplace representation; again, the Baltic states have the lowest fi gures in 
Europe. Despite rather strong similarities among the Baltic states, there are diff erences, 
for example, regarding the right to strike (Petrylaite and Woolfson 2007).

Concerning other forms of representation, Kallaste et al. (2007) studied the role of 
non-unionised representatives.2 Estonian law stipulates that there can be two kinds of 
representatives – union representatives and representative selected by the general meeting 
of employees not belonging to the union. Kallaste et al. (2007) found that the roles of the 
two representatives do not diff er much. The Estonian system is neither a single-channel 

2 It can be argued that social dialogue includes any representative voice (such as a works council or trade union), any direct voice 
and any combination of these (Eurofound 2012).
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system, as there are two kinds of representatives (one for unionised and the other for non-
unionised workers), nor a dual channel system, as both representatives have the same 
role in the company. Although the non-unionised representatives have exactly the same 
rights as unions and similar functions (collective bargaining, information, consultation) – 
which is rather rare in Europe – the competition from the non-unionised representatives 
has not contributed to low union membership. The non-unionised representatives also 
have low representation and low eff ectiveness; also they have fewer opportunities in col-
lective bargaining and, compared with union representatives, a less clear mandate. There 
have been some negative attitudes towards unions from management, but non-unionised 
representatives are also ineff ective due to their lack of rights. Although employers have 
sometimes initiated the creation of the non-unionised representatives , we are not deal-
ing here with so-called ‘yellow’ trade unions (union initiated by the employer). There is 
also a mandatory health and safety workplace representation in all three Baltic countries 
off ering another though weaker form of collective representation (Woolfson et al. 2008).

Antila and Ylöstalo (2003) based on surveying employee’s attitudes towards collective 
bargaining in Baltic countries concluded that some employees would prefer more collec-
tive forms of activity in the workplace relative to what they have. Kallaste and Woolfson 
(2009) analysed employees’ attitudes towards trade unions or interest in joining a union 
using the BWEL 2006 survey to understand what the low level of union representation in 
the Baltics actually means, for example, whether could be due to low demand for union 
membership or restricted access to union membership. They argued that contrary to ex-
pectations, frustrated demand is fairly low (for example, related to various restrictions on 
establishing a union) for union membership in comparison with the size of the representa-
tion gap in other countries. On the other hand, there is a rather large group of ‘undecided’ 
employees. These employees could be potential trade union members if they could see 
benefi ts from collective representation; the problem is that they do not have such expe-
rience and thus are not able to estimate the benefi ts of unions. Kallaste and Woolfson 
(2009) argued that this large undecided group specifi c to the central and eastern Euro-
pean countries corresponds to the representation gap in other countries.3 The attitudes of 
employees reveal that there is a shortage of knowledge regarding trade union activities 
in market economies and social networks with experience of trade unions in a market 
economy (Kallaste and Woolfson 2009). In Estonia and Latvia 17 per cent and Lithuania 
22 per cent of working people without unions said they would prefer a union at their 
workplace, numbers lower than in Anglo-American countries (30-40 per cent). Among 
union members, from 55 per cent (Lithuania) to 62 per cent (Estonia) agreed that union 
membership brings benefi ts. However, unions have been unable to promote themselves.

There are some diff erences across the Baltic states regarding the structure of unions 
(Table 2) In Estonia, there are two central trade union organisations (confederations with 
overall membership varying over time around about 9 per cent (Kallaste et al. 2007) of 
employed persons. The Confederation of Estonian Trade Unions (Eesti Ametiühingute 
Keskliit, EAKL) organises both workers and salaried employees; it is rather a trade union 
of blue-collar workers. EAKL was es¬tablished in 1990 and is the largest of the confeder-
ations, and in 2015 it included 18 branch unions with around 47,500 members. The Esto-
nian Employees’ Unions’ Confederation (Teenistujate Ametiliitude Keskorganisatsioon, 
TALO) established in 1992 concentrates its organizing eff orts on salaried employees; it is 
the organisation of trade unions of white-collar employees and consists of seven branches 

3 Their argumentation goes back to the queuing model by Farber (1983) that there is frustrated demand for jobs in unionised jobs 
or representation gap due to the costly set-up of the trade union and the unions as experience goods.
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with around 7,500 members (as of 2012, calculated using data from Visser 2015). There 
are trade unions that are independent of the two large confederations (for example, the 
trade union of doctors) and around 8,000 -10,000 employees do not belong to central con-
federations (Eamets and Kallaste 2004/2005); according to Visser (2015) the combined 
share of the two confederations was around 73 per cent in 2012. There are more trade 
unions in the public sector. The largest unions are in manufacturing, the energy sector 
and transportation. There are some sectors where unions are missing, for example, some 
services industries. In Estonia, unions exist mostly in the sectors with women workforce, 
which causes the larger share of women among union membership. Of the two confedera-
tions, EAKL has been the more active one with a more prominent voice in policymaking.

In Latvia, in contrast to the other Baltic states, there is a single unifi ed confederation, 
the Free Trade Union Confederation of Latvia (Latvijas Brivo Arodbiedribu Savieniba, 
LBAS) that re-emerged in the post-Soviet era. It has been argued that the single confed-
eration in Latvia as compared with Estonia and Lithuania may partly explain the some-
what higher union density in Latvia. In 2015 LBAS members represented around 15 per 
cent of all the employed in Latvia (according to the homepage of LBAS, LBAS 2017) and 
around 90 per cent of all union members; with 20 branch organisations it probably had 
around 134,000 members in 2013, while Visser (2015) reports 98,000 for 2012. LBAS 
has collective agreements in a number of industries, especially in the public sector where 
the education trade unions have been the strongest organised section of the labour force. 
The public sector’s level of organizing is higher than that of the private sector and 60 per 
cent of the organised labour force consists of women. The largest is the teachers’ union, 
followed by two healthcare unions. The other main sectors with trade union membership 
are transport, communication, public services, agriculture, food and fi sheries, industry, 
energy and construction. Collective agreements are signed mainly in state or municipal 
enterprises, but are largely non-existent in the private sector. The most active engage-
ment of the social partners can be identifi ed in the education and health care sectors (even 
though with limited success for the employees of these sectors), environmental protec-
tion, the economy and economic development, as well as for promoting employment. In 
the private sector, the sectors in which employers are very active in the development of 
social dialogue include metal working, wood industry and food production, whereas the 
problematic sectors in which social dialogue should be promoted more include chemicals 
and related industries, the production of electrical and optical equipment, construction, 
transport and logistics. Concerning particular institutions of social dialogue in Latvia, the 
National Tripartite Co-operation Council – a national social dialogue institution involv-
ing delegated representatives of the Latvian government, the Employers’ Confederation 
of Latvia (LDDK), and the Free Trade Union Confederation of Latvia (LBAS) – gets 
involved in signing agreements at the sectoral, municipal, and state level.4   The voice 
of the LDDK is heard most loudly in the negotiations, while employees and employee 
organisations are less represented and the interests of employers sometimes contrast with 
the interests of other partners (LDDK 2014). Situations when the agreement with the 
social partners is not respected and not followed are quite common in Latvia, thus the 
challenge is to move from a formal process of consulting to an effi  cient involvement of 
the social partners in decision-making (Ozola, 2010). One successful example is the State 
Employment Agency (hereinafter SEA) Advisory Board established in 2004 whose aim 
is to analyse problems and develop proposals to reduce unemployment and to support 

4 For example, LDDK and LBAS was recently involved in negotiations about raising the minimum wage in Latvia, the indexation 
of pensions and, most recently, the ‘solidarity tax’ on the most wealthy employees, as well as the introduction of the diff erentiated 
untaxed minimum.
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the unemployed, job seekers and people at risk of unemployment in close cooperation 
with the representatives of employers, other sectoral bodies, local authorities and NGOs. 
In 2006 the SEA and the Latvian Employers’ Confederation signed a cooperation agree-
ment, which provides for the mutual exchange of information on the labour market situ-
ation and cooperation in vocational training of the unemployed. Development of a strong 
and targeted cooperation with the employers, local authorities, associations and organisa-
tions is one of SEA’s strategic orientations. One of the problems noted by the LDDK in 
their recent report on social dialogue is that while there is often an exchange of opinions 
, as well as identifi cation of the problems of the parties, specifi c agreements and actions 
that would be acceptable to all parties are lacking (Ozola, 2010).

Lithuania has three central trade union organisations with a total membership of about 
14 per cent of all employed persons; these organisations are the Lithuanian Trade Union 
Confederation (Lietuvos profesiniu sajungu konfederacija, LPSK), the Lithuanian Trade 
Union ‘Solidarumas’ (Lietuvos profesine sajunga Solidarumas, Solidarumas) and the 
Lithuanian Labour Federation (Lietuvos darbo federacija, LDF). The largest among them 
is LPSK, in 2008 uniting around 75 per cent of all unionised labour with membership 
organised on a branch/sectoral basis (Visser 2015) and having 25 affi  liated branch trade 
unions (approximate membership of 120,000). The second confederation LPS ‘’Solidaru-
mas’’ unites basic trade union organisations at enterprise level grouped in county, city/
town and regional territorial bodies and federations, currently having 20 affi  liated territo-
rial unions and 18 federations (LPS Solidarumas 2016). A Christian-based trade union 
confederation, the Lithuanian Labour Federation, (LDF), also exists with some limited 
enterprise agreements. In total, therefore, there are three separate trade union confedera-
tions representing 7.6 per cent of employed people in 2009. Independent trade unions are 
also active in Lithuania (Blažiene 2004). In the past these confederations have not been 
always cooperative, have held diff erent positions and even competed with each other 
(Paas et al. 2003, Blažiene 2004). The main sectors in which trade unions are active are 
health care, transportation, construction, railway, agriculture, trade, education and the 
civil service. 

Bipartite dialogue from below as compared with tripartite consultation from above has 
been more prevalent in the Baltics (Vatta 2001). While in the absence of eff ective bipar-
tite social dialogue tripartite social dialogue has been more important in setting national 
agendas, even the latter has sometimes been insuffi  cient with lack of substantive content 
and unable to compensate for the dialogue defi cit at the enterprise level (Jensen 2003). 
Many writers have argued that the positive impacts of tripartite social dialogue on post-
communist society have been minimal and that the emphasis on national level tripartism 
may have proven to be detrimental for the development of workplace bargaining (Fenger 
2006). On the contrary, Woolfson and Kallaste (2011) argued that tripartite ‘concertation’ 
between labour, capital and government in eastern Europe has provided a key mechanism 
for resolving social tensions.

Some evidence on employee representation can also be inferred from Eurofounda-
tion company surveys (Eurofound 2015). Concerning direct employee participation in 
organisational decision-making, Latvia and Estonia had a fairly high share (around 65 
per cent, not much lower than in Scandinavia) of companies with extensive and sup-
ported employee participation, and Lithuania around 60 per cent. Latent class analysis 
identifying three types of establishments based on the participation of employees showed 
that of the three identifi ed classes the one of limited employee participation (‘low eff ort 
and little change’ type of companies) was the least frequent in the Baltics, though the 
small diff erences across countries and possible composition eff ects from fi rm size may 
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reduce the relevance of these numbers. That may have some importance as establishment 
performance and workplace wellbeing were found to be on average higher in companies 
with higher employee participation (Eurofound 2015). Surprisingly, Estonia had a share 
of companies with offi  cial structures of employee representation quite close to the EU28 
average (around 38 per cent), while Lithuania had one of the highest (58 per cent) and 
Latvia of the smallest frequencies (8 per cent, Eurofound 2015). Similarly, Latvia and Es-
tonia were highlighted as the countries where a rather high percentage of establishments 
with employee representation coincided with the ‘trusting social dialogue establishment’ 
type. The percentage of establishments that are members of employers’ organisations is 
anyway rather low in all three Baltic states, less than 10 per cent (Eurofound 2015). Lithu-
ania is thus a special case, with a high degree of employee representation at establishment 
level accompanied by a low degree of organisation on the employer’s side. In Latvia also 
a rather high percentage, more than 80 per cent, indicated that employee representatives 
are involved in decision-making. Fewer than 10 per cent were covered in Estonia and Lat-
via. In all three Baltic states both the trust of management of employee participation and 
the trust of employee’s representative in management were at rather high levels compared 
with the other EU countries. All that evidence is rather at odds with the other evidence on 
the importance of social dialogue in Baltic State enterprises.

2.2 Wage Bargaining Levels

Information on wage bargaining centralisation is presented in Table 3. In the Baltic states 
the centralisation of wage bargaining5 is among the lowest in Europe. The reason is that 
in the Baltic states, as well as in the other transition economies, collective wage bargain-

5 Wage bargaining centralization is determined in two dimensions, fi rstly the level at which bargaining takes place (national, 
sector, fi rm) and secondly by the organizational concentration (the number of confederations, unions, bargaining units) at each level 
(Visser 2005).

Table 2 Trade union structure in the Baltic States

Country Confedera-
tions

Number 
of branch 
unions in 
the largest 
confedera-
tion

Members of the largest 
confederation

Main divi-
sion between 
confedera-
tions

Total 
number

% of all trade 
union members

30,000 (2012, 
Visser 2015)

66% (Visser 
2015 for 2011)

Macro-sector/
status/profes-
sion

Latvia LBAS 20 98,000 (Visser 
2015 for 2012)

91% (Visser 
2015 for 2012)

 

Lithuania LPSK, 
Solidarumas, 
LDF

25 90,000 (Visser 
2015 for 2012)

45% (own calcu-
lations for 2012)-
75% (Visser 
2015 for 2008)

Political; 
religious

Source: Masso and Eamets (2006) based on Van Gyes et al. (2006); Karnite (2004); Blažiene 2004; 
Internet homepages of confederations, Visser (2015), own calculations.
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ing has taken place mostly at the individual level or national level (minimum wages), 
but has been much less developed in the sectoral and regional level (Casale, 1999). The 
important role of the national level wage bargaining has probably been caused by the 
traditional coordinating role of the government. The larger scale of enterprise level bar-
gaining compared with that at the sectoral level is due to the less organised employers. 
That is probably also one of the most important reasons for the low level of collective 
bargaining in the Baltic states where, as demonstrated by Visser (2005), across European 
countries the employers’ rate of organisation has been shown to be closely correlated with 
collective bargaining coverage. The peculiarity of Baltic states in Europe is that the col-
lective agreement coverage rate does not exceed the employer organisation rate due to the 
almost non-existent sectoral or regional level bargaining, but with some important excep-
tions,, such as the teachers union in Latvia. The Baltic countries with rather decentralised 
industrial relations frameworks are thus more similar to the Anglo-American countries 
than to Continental European or Northern European countries (Kallaste and Woolfson 
2009). Similar to the low level of centralisation also the coordination of wage bargaining 
has been practically non-existent, with some national coordination mainly on minimum 
wages in Latvia (Visser 2005). With that, the Baltic states are clearly at the low end of 
wage bargaining coordination in the EU, where most countries in fact do have some level 
of coordination (either implicit or explicit at national or sectoral level).

The Baltic states introduced national level bargaining already at the beginning of the 
transition process. National level bargaining takes place in both tripartite and bipartite 

Table 3 Indicators of collective bargaining centralisation, Baltic states, 2005–2014

Country Index of 
centralisa-
tion, aver-
age of 2005-
2014

Govern-
ment in-
tervention 
into wage 
bargaining, 
average of 
2005-2014

Level of wage bargaining

National Sector Company
Estonia 0.33 2.0 * * ***
Latvia 0.51 2.6 * * ***
Lithuania 0.35 2.6 * * ***
Note. *** =principle or dominant bargaining level; ** = important but not dominant level; * = existing 
level of bargaining.
Index of centralisation – the index combines the information on union concentration (the number of 
unions and confederations) with the measure of prevalent level of bargaining (national or sectoral). The 
index varies from o to 1, larger value indicates more centralised bargaining. The index is from Visser 
(2005).
Government intervention into wage bargaining – the index has 5 values: 1= No role of government in 
wage-setting; 1.5 = Government only involved in minimum-wage setting; 2= Government tries to infl u-
ence wage bargaining by providing institutional framework for consultation or dialogue; 3= Govern-
ment determines wage-bargaining outcomes indirectly through minimum wage-setting tax-based income 
policies or threats of sanctions (positive or negative); 4= Government participates directly in wage-
bargaining by providing norms or ceilings (social pacts); 5= Government imposes private sector wage 
settlements or suspends bargaining (involuntary wage freeze)
Source. Van Gyes et al. (2006); Visser (2015).
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bodies. Other issues include reforms of labour market legislation, social reforms, pen-
sions and taxations (at least in Latvia). One of the main tasks of national level bargaining 
is to decide the level of the minimum wage, but in Estonia the government does not par-
ticipate in minimum wage negotiations, unlike in Latvia and Lithuania. The importance 
of unions even in national level bargaining is rather marginal and the main function of 
tripartite bodies is consultative.

Regional level bargaining is not developed in the Baltic states (with the exception of 
sectoral level agreements concluded in the past in Ida-Viru county in Estonia, which has 
been characterised by a high unemployment rate and a high proportion of the workforce 
employed in large enterprises) (Arro et al. 2001). In general, the social partners in the Bal-
tic states have a weak regional structure; in some cases there are no local organisations. 
One of the main reasons for the lack of regional level bargaining in the Baltic states is the 
small geographical unit.6 At least in the case of Latvia, also the disparities in economic 
activity and development between the regions can be mentioned as the reason, as Riga is 
overwhelmingly the centre of economic activity with much less going on in the regions.

Sectoral level bargaining has also been fairly rare in the Baltic states (Ladó 2002; Due 
and Mailand 2001) with the usual aim of providing minimum standards, for example, fi x-
ing the minimum wage in the sector. As already mentioned, the main problem in sectoral 
level bargaining is weak employer associations and trade unions have been helping to 
establish employer federations at branch level to have a social partner in the negotiations. 
Both employers’ and employees’ organisations have expressed the need to strengthen the 
collective bargaining at sectoral level. Most of the sectoral level bargaining takes place 
in the public sec-tor or sectors with large privatised enterprises. In Estonia sectoral level 
agreements exist only in transport and health care; Latvia has sectoral agreements cover-
ing energy, nursing and healthcare, construction, education, culture, forestry, the food 
industry, trade and fi shing, with a total of 30 sectoral agreements in 2004 (EIRO 2005). 
Lithuanian industry-level agreements are the least developed in the Baltic states, with only 
a few such agreements, for example, the agreement in the telecommunications industry 
and transport (Due and Mailand 2001, EIRO 2005). In Latvia, workers in some sectors 
signed a general agreement that – depending on the sector – regulates the minimum wage 
or working conditions (length of working day, extra holidays, additional training).

One of the most common forms of cooperation with the social partners at the sectoral 
level in Latvia are the advisory councils. For example, in the area of education there is 
an advisory council ‘Education for all’ as well as youth advisory council; in the area of 
health care there are a strategic council of the health sector, the State Employment Agen-
cy Advisory Board. In order to ensure an effi  cient social dialogue, some ministries have 
formed working groups in which they involve diff erent representatives of the NGO sec-
tor. Entrepreneurs’ advisory councils operate in several larger cities (Jelgava, Valmiera, 
Liepaja) advising municipalities on issues related to business development, employment, 
and . A particularly successful example is the Liepaja city Tripartite Cooperation Council 
established in 2009. Its aim is to establish cooperation between Liepaja municipality, em-
ployers and the Liepaja labour union (fi ve representatives of each of these three partners) 
in order to ensure coherent action, consistent with the interests of city problem-solving 
as regards social and economic issues that would raise the level of social stability and 
prosperity in the city and increase co-responsibility of the social partners for the decisions 
and their implementation (Ozola, 2010). Besides reaching its main goals, the Council 
also ensures that social partners have an opportunity to voice their concerns and opinions 

6 For example, Eurostat statistical bulletins consider the countries as one region.
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about the planned decisions of the municipality and their impact on their work, thereby 
preventing the adoption of decisions that could have a negative impact not only employ-
ers and workers but also on the overall development of the municipality. It allows the em-
ployers too to defend their interests and, as a partner in the social dialogue, to participate 
in the preparation and adoption of certain municipal decisions, preventing decisions that 
would be harmful to entrepreneurs and making it possible to fi nd a solution that would be 
acceptable to all three parties of the social dialogue.

Besides national level agreements, enterprise level agreements are the most common 
in the Baltic states. The problem is that employers are not always interested in conclud-
ing collective agreements. Although employers are under a legal obligation to engage 
in negotiations about the conclusion of an agreement if the employees wish to do so, in 
practice there are often disputes where employers attempt to avoid signing agreements. 
Most enterprise-level agreements are concluded in the public sector, in large public sec-
tor enterprises or in privatised enterprises. Enterprise level bargaining has been much less 
developed in foreign companies (Due and Mailand, 2001) although there is anecdotal 
evidence that Nordic companies have provided guidelines to their Estonian subsidiaries 
for the development of collective labour relations. Estimates about enterprise level agree-
ment coverage in the Baltic states vary. Due and Mailand (2001) estimate the coverage by 
enterprise-level agreements to be 6–14 per cent in Estonia, and 10–30 per cent in Lithu-
ania and Latvia. According to Visser (2015), in 2012 the proportion of employees covered 
by fi rm-level agreements was 18.5 per cent in Estonia and 8.9 per cent in Lithuania, with 
no data available for Latvia.

3. EFFECTS OF CHANGES IN INDUSTRIAL RELATIONS ON THE 
BALANCE BETWEEN FLEXIBILITY AND SECURITY

In the Baltic states the balance between fl exibility and security has clearly been biased 
towards fl exibility, so that in the typology of the varieties of capitalism they have been la-
belled ‘fl exible market economies’ (Kuokštis, 2011). By clustering the countries based on 
a large number of indicators indicating labour market fl exibility and security, Eamets et 
al. (2008) found that the Baltic countries were characterised by relatively high fl exibility, 
but low levels of social protection. A later study by Eamets et al. (2015) on the mapping of 
countries on the fl exibility and security dimensions indicated that during the crisis years 
between 2007 and 2011 the Estonian labour market became more fl exible (related mainly 
to the decrease in the EPL index), was still characterised by low social security and expe-
rienced large relative changes in active labour policy measures. 

Concerning inequalities, despite the similar situation with social dialogue and labour 
market institutions, the inequality dynamics have been rather diff erent in the three Baltic 
states: in Estonia the initial large increase in inequality (from a Gini index of 0.23 in 1990 
to 0.389 in 1993) was followed from around 2000 by decreasing inequality (to 0.31 in 
2000); in Latvia there was a continuous rise in inequalities (o.38 in 2010); and in Lithu-
ania an initial increase was followed by a period of stability during 1994–2004 and a 
further increase to 0.36 by 2010 (Masso et al. 2014). Wage inequalities, similar to overall 
inequality, have not been stable, although their evolution has been shaped rather by the 
business cycle than developments in social dialogue; in 2010 the ratio of the 9th to the 1st 
wage decile was relatively high, ranging from 4.6 in Latvia to 4.1 in Estonia (Masso et 
al., 2004). These development diff erences are thus probably unrelated to social dialogue, 
given its relatively limited role. Also, although Latvia seems to be the country with the 
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strongest union movement, by and large it seems that that has not given rise to more bal-
anced labour market outcomes or inequalities.

One possible explanation of the developments described above is that the Baltic states 
have had along with some other EU countries inadequate social dialogue on fl exicurity 
(from national experts’ reports, Philips, Eamets 2007). Also policy-makers have some-
times misused the fl exicurity concept by adopting only the fl exibility part of the reform 
packages, as was the case in Estonia’s 2009 reform of labour legislation, in which the 
state abandoned its earlier promises (Masso, Espenberg and Mierina, 2015). Woolfson 
and Kallaste (2011) argued that the agreement reached on the new labour legislation 
in 2008 in Estonia proved to be a double-edged sword for the trade unions; although it 
was supposed to follow the principles of fl exicurity, fi nally only the fl exibility part of 
the agreement was adopted. The government’s steps simply overrode the social dialogue 
process and broke the tripartite principles in place since 2003 that required all employ-
ment policies to be subject to consultation with the social partners. The same view was 
expressed by labour market experts; namely, that during the crisis the state abandoned its 
promises and this could have longer-term eff ects on social dialogue.

While there was some progress in social dialogue before the crisis in Estonia regarding, 
for example, minimum wage negotiations, agreement on general principles of consulta-
tion since 2003, agreement on a new labour law (Woolfson and Kallaste 2011) and the cri-
sis – ‘Great Recession’ – which was especially deep in the Baltics (Masso, Krillo, 2011) 
– also had rather negative consequences for the existing structures of social dialogue in 
the Baltic states. Woolfson and Kallaste (2011) when analysing the viability of social dia-
logue related to the Great Recession argued that trade unions basically failed to infl uence 
government actions (austerity measures) despite the existence of neo-corporatist forms 
of social dialogue. In response to the crisis, the social partners in each of the Baltic states 
formulated their proposals for alternative policy responses (Masso and Krillo 2011), but 
in order to achieve its fi scal goals (balancing the state budget) the Estonian government 
pushed through several austerity measures without any negative reaction from either em-
ployees or employers. There were indeed demonstrations in Latvia and Lithuania in 2009, 
but not in Estonia. In Lithuania the tripartite negotiations were swept away as involving 
unacceptable delays for imposing the adjustment deemed necessary to cope with the cri-
sis (Woolfson, Kallaste 2011). Concerning Latvia, the unions found themselves excluded 
from the agreement with the IMF. The slightly higher residual strength in Latvia as com-
pared with Estonia may be related to a readiness to involve unions in discussions in 
2010 (Woolfson, Kallaste 2011). As a consequence of the crisis, Baltic representatives of 
organised labour were unable to mobilise a sustained broader opposition to government-
imposed crisis measures, and now face their own crisis of credibility (Woolfson and Kal-
laste 2011). Woolfson, Kallaste (2011) seem to indicate that the response in Latvia and 
Lithuania and the lack of one in Estonia indicates their diff erent capabilities. Woolfson 
and Kallaste (2011) were rather critical about the partial reinstatement of social dialogue 
in the Baltics after the crisis, calling it ‘Mark II Illusory corporatism’ as it may further 
undermine representational credibility and collective bargaining.
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4. EFFECTS OF CHANGES IN INDUSTRIAL RELATIONS ON LABOUR 
MARKET INEQUALITIES

4.1 Eff ects of Minimum Wages on Inequalities

In this section we look at how in Estonia the minimum wage – which arises from social 
dialogue – has made it possible to decrease inequalities. However, although minimum 
wages are subject to social dialogue, average wages are relatively unaff ected due to low 
collective agreement coverage. In Estonia minimum wages have increased considerably 
during the past decade. Compared with 2005, the minimum wage was 150 per cent higher 
in 2016 (see Figure 1). During the pre-crisis boom years (2005-2007) the minimum wage 
increased gradually. However, the minimum wage-average wage (MW/AW) ratio de-
creased, because the increase in average wages exceeded the minimum wage increase.

During the economic recession years (2008-2009) and two years of recovery (2010-
2011) the minimum wage stayed at the same level. Since the average wage decreased 
during the recession, the MW/AW ratio increased in 2008-2009, but after that decreased 
again during 2010-2012. For more details about development in minimum wages before 
the recession, see Masso and Krillo (2010) and for adjustments during the recession, see 
Masso and Krillo (2011).
During the recovery the minimum wage increased rather quickly, driven by rapidly in-
creasing average wages and an increasing labour shortage. Since the increase in minimum 
wages has exceeded the increase in average wages, the MW/AW (Kaitz index) ratio has 
increased (see Figure 1). That indicator had already increased in the past, from 18.9 per 
cent in 1995 to 31.9 per cent in 2007, though never reaching the target of 41 per cent set 
for 2008 in 2001 (Masso and Krillo 2010).

Figure 1. Minimum wages (primary axis) and MW/AW ratio (secondary axis) in Estonia, 
2005–2016

Note: MW – minimum wage; AW – average wage. * For 2016 the average wage for II quarter is reported
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The national minimum wage in Estonia is agreed in annual bipartite meetings be-
tween the Estonian Trade Union Confederation (employees’ representative at national 
level, ETUC) and the Estonian Employers’ Confederation (employers’ representative at 
national level, EEC) and is given legal force by the government, which does not actively 
participate in negotiations. During the past decade, the national minimum wage negotia-
tion process has been rather smooth. Employees’ and employers’ representatives have 
reached agreement about the minimum wage each year, even during diffi  cult economic 
situations. 

The minimum wage negotiation process was smooth during the pre-crisis boom pe-
riod, no particular problems emerged during this time. As can be seen from the MW/AW 
ratio, the relative bargaining power of the employers was higher than for employees’ 
representatives. During the crisis years it was agreed that minimum wage should stay at 
the same level. Both employers’ and employees’ representatives agreed that this was nec-
essary to soften upward wage pressure and to avoid an increase in the shadow economy 
and redundancies.

The Estonian Trade Union Confederation (ETUC) opened the minimum wage negotia-
tions again in mid-2011 demanding a minimum wage increase of 17 per cent to 325 euros 
in 2012 (at fi rst the ETUC demanded that the minimum wage should be increased to this 
level in July 2011, but this was not accepted by the EEC). For the ETUC the main argu-
ment for a minimum wage increase was the need to recover its purchasing power because 
of the rising cost of living and pensions. Although initially the employers’ organisation 
declared that it could not accept an increase in the minimum wage until the economy had 
grown in four consecutive quarters, the minimum wage was increased by 4 per cent in 
December 2011. At that time the employers’ emphasised that the minimum wage increase 
was necessary in the light of increasing pensions to avoid the situation in which people 
prefer to retire early.

During 2012–2014 the minimum wage negotiations saw no particular problems, each 
year the agreement was made between the ETUC and the EEC. In 2015 the negotiations 
for the 2016 minimum wage level were very intense. The negotiations reached a deadlock 
because neither of the parties made concessions. 

The Estonian Trade Union Confederation demanded that the minimum wage be in-
creased to 488 euros in 2016 and 609 euros in 2017. Their main argument was the prob-
lem of in-work poverty, employees’ expectations of a wage increase and promises made 
by the new government (in power since 2015) to increase the minimum wage to 45 per 
cent of the average wage in the next four years. The EEC proposed a minimum wage level 
of 417 euros in 2016 and 448 euros in 2017. They reasoned that a wage increase that ex-
ceeded economic growth and a lower minimum wage in the other Baltic states endangers 
low-paid jobs. In June 2015 the ETUC declared that since the EEC had not made accept-
able proposal, they would turn to the offi  cial mediator. The ensuing process was intense, 
but fi nally with the help of the offi  cial mediator, the agreement was made at the end of 
October 2015.

Minimum wages may have an impact on wage inequality depending on the extent of 
the spillover eff ects. One possible explanation for the increase in the observed minimum 
wage/average wage ratio could be that the lack of collective bargaining limits the mini-
mum wage spillover eff ect and thereby minimum wages may have reduced inequalities 
to the detriment of all other employees, so that the balance of fl exibility/security does not 
reach all workers but only those at the bottom. While in a company survey in 2006 around 
30 per cent of surveyed fi rms indicated the presence of minimum wage spillover eff ects, 
in another more recent survey (Rõõm 2015) only 16 per cent of employers participating 
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in the study said that there were spillover eff ects; that is, they increased the wages of non-
minimum-wage earners and 10 per cent of employees’ wages were increased due to the 
increase in the minimum wage. Ferraro et al. (2016) analysed the eff ects of the statutory 
minimum wage on the wage distribution in Estonia during 2011-2014. They found that 
there are substantial spillover eff ects from the minimum wage to the lower percentiles of 
the wage distribution, but the spillover eff ect declines markedly as the wage approaches 
the median wage. The computed marginal eff ect is positive and statistically signifi cant for 
wages up to the 45th percentile; the eff ects are most substantial up to the 20th percentile 
and then decline quickly as the wage approaches the median. Therefore, the minimum 
wage appears to have contributed to lower wage inequality in Estonia. The estimated 
spillover eff ects imply for 2014 that an increase of 1 euro in the minimum wage is asso-
ciated with an increase of 0.11 euro in the average wage of all full-time wage earners. A 
recent study analysed the economic eff ects of minimum wage increases based on a survey 
of companies (Rõõm 2015). More specifi cally, the focus was on the 2014 minimum wage 
increase. It was found that 4.6 per cent of employed persons received the minimum wage, 
in accordance with LFS fi gures. Also, the study revealed that 0.7 per cent of employers 
had to lay off  workers, 2.8 per cent of employers could not create new jobs and 1.6 per 
cent left vacant positions unfi lled due to the increase in the minimum wage. In total, more 
or less due to the increase in the minimum wage the decrease in employment was 0.2 per 
cent. 

Several fees and prices are linked to the minimum wage, therefore it also aff ects in-
equalities via this channel. For example, in several Estonian local governments (including 
Tallinn and Tartu, the two largest cities) kindergarten fees depend on the minimum wage, 
as do child vacation benefi t, the minimum level of alimony, the minimum level of paren-
tal benefi t and so on. Since there are no studies, however, there is no information on how 
large the eff ects of minimum wage increases are on inequalities.

4.2 Eff ect of Unionisation on Wages

One of the strongest channels through which unionisation aff ects the labour market out-
comes of employees is collective bargaining power. Previous empirical evidence (West-
ern and Rosenfeld, 2011; Blanchfl ower et al., 2002; Nickell et al., 1999) has shown that 
union bargaining power fosters higher wage rates among unionised workers and, hence, 
might generate some more unemployment. 

In this section we analyse the fi rst eff ects of collective bargaining. Namely, we focus 
on (i) the average wage premium to workers in a union, relative to non-unionised em-
ployees; (ii) the wage premium to unionisation across diff erent wage-groups; and (iii) the 
eff ects of unionisation on the gender pay gap. The analysis relies on the Estonian Labour 
Force Survey7 panel data for 2006–2013. The survey is conducted on a quarterly basis 
among Estonia’s working age population (15–75 years of age). Union membership is 
explicitly asked about in the survey. Thus, the unionisation identifi er was constructed as 
a dummy variable equal to 1 for those working at enterprises/organisations with unions 
representing employees’ interests. The main outcome variable is net salary earned in the 
previous month (including bonuses). We limit our sample to full-time employed respond-
ents with wages in the previous month. This limitation leaves us with a sample of 55,162 
observations of whom 9,921 are union members and 45,241 non-members.

7 Hereinafter EE-LFS.
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Table 4 Descriptive characteristics of unionised and non-unionised workers, Estonia, 
2013

Variable Non-union workers Union workers
Male, % 50.9 37.9
Age 42 46
Basic education, % 21.1 14.2
Medium education, % 57.2 48.1
Higher education, % 21.7 37.7
Married, % 71.8 73.7
Single, % 18.7 13.7
Widowed, % 9.5 12.6
Estonian home language, % 75.2 65.8
Occupation level, %
High occupation 33.4 48.4
Medium occupation 20.1 19.1
Low occupation 45.8 32.4
Work tenure, years 6.8 12.4
Hours usually worked 41 41.0
Written regular employment 
contact, %

91.7 93.1

Industry of employment, %
Primary 6.5 3.5
Secondary sector 25.7 20.9
Energy 1.1 2.8
Construction 11.6 3.5
Sales and trade 33.3 .
Hotels 3.4 0.3
Transport 8.6 15.0
Finance 1.4 0.6
Other business services 5.5 1.4
Public services 20.4 51.5
Workplace size, %
1–10 22.3 4.5
11–49 44.5 28.6
50–199 22.4 35.0
200–499 5.5 13.5
500 and more 3.3 17.8
Workplace location, %
Northern Estonia 39.7 40.0
Central Estonia 14.1 10.6
North-eastern Estonia 6.5 16.2
Western Estonia 14.3 10.4
Southern Estonia 25.4 22.8
Training at work, % 3.9 8.8
N 45241 9921
Note: Estimates based on 2006–2013 EE-LFS.
* Variable is available for years 2008-2013.
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Descriptive profi les of unionised and non-unionised employees are presented in Table 
4. The table reveals that there are systematic diff erences in the individual and employ-
ment profi les of union and non-union members. Among non-union workers males consti-
tute around 51 per cent, whereas among union workers the share of males is only about 38 
per cent. Union employees are on average older than non-union ones (46 years relative to 
42 years) and possess a better educational profi le (37.7 per cent have a higher education 
compared with 21.7 per cent among non-union employees). Estonian is a native language 
for 65.8 per cent and 75.2 per cent of union and non-union workers, respectively. In terms 
of occupational characteristics, union members predominantly occupy high-level posi-
tions (48.4 per cent) and have longer employment tenure at the current workplace (around 
12 years relative to around 7 years among non-unionised employees). Remarkably, al-
most 9 per cent of unionised workers participated in on-the-job training over four weeks 
prior to the survey, while only around 4 per cent of non-unionised employees did so. As 
expected, union workers are dominant in the public sector (51.5 per cent), followed by 
the secondary sector (20.9 per cent) and transport (15 per cent). Non-union workers are 
mostly employed in the private sector (33.3 per cent). In terms of employer size, union 
workers are more often employed in larger enterprises: 17.8 per cent of union members 
work in organisations with 500 and more employees, relative to 3.3 per cent of non-union 
members.

Starting from 2007, the Labour Force Survey also asks which union confederation the 
employee’s union belongs to. This allows us to disentangle respondents affi  liated with the 
two central trade union organisations, highlighted in Section 2.1, TALO and EAKL. Table 
5 presents a brief descriptive profi le of unionised workers in the given confederations ac-
cording to EE-LFS data. 

As expected, members of TALO and EAKL are systematically diff erent because they 
organise diff erent types of workers. As stressed in Section 2.1, TALO mainly represents 
white-collar workers, whereas EAKL represents blue-collar employees. Our descriptive 
evidence supports this notion. Namely, TALO members possess much better educational 

Table 5 Descriptive characteristics of TALO and EAKL union members, Estonia, 2013 

Variable TALO EAKL
Male, % 25 42
Age, years 48 45
Basic education, % 8 16
Medium education, % 31 51
Higher education, % 61 33
Occupation level, %   
High occupation 73 43
Medium occupation 13 22
Low occupation 14 35
Work tenure, years 14.6 12.6
Hours usually worked 40 41
State owned enterprise, % 91 61
Average wage, EUR 592.2 596.9
N 1946 975
Notes: Estimates based on 2007–2013 EE-LFS.
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profi les (61 per cent have a university degree, whereas among EAKL union workers 
only 33 per cent have one) and occupational characteristics (73 per cent of TALO mem-
bers hold high-level occupations, relative to 43 per cent in EAKL). It is noteworthy that 
average wages are almost identical across the two organisations, despite the better oc-
cupational and educational traits of TALO members. The latter can be explained to some 
extent by the larger share of state-owned enterprises affi  liated with TALO (91 per cent) 
than with EAKL (61 per cent), yielding on average a lower wage level compared with the 
private sector.8   

4.2.1 Eff ect of unionisation on average wages 

To visualise the overall eff ect of collective bargaining we evaluate the observed diff er-
ence in earnings of unionised and non-unionised workers. Figure 3 depicts changes in the 
distribution of earnings of union and non-union workers during 2006–2013. The graph 
reveals that the diff erence among union and non-union workers’ earnings distribution 
increased in the post-crisis period (2010 and 2013), relative to 2006 and 2008. The latter 
could be attributed to the fact that unionised and non-unionised workers were aff ected 
diff erently by the crisis.

To approximate the eff ect of union bargaining power in Estonia we measure the wage 
diff erence of unionised workers over non-unionised. We apply two methodological tools: 

8 Based on EE-LFS for 2006–2013, average monthly wage rates in the public and private sectors were 548 euros and 578 euros, 
respectively.

Figure 2 Distribution of net monthly earnings union and non-union workers over years, 
Estonia, 2006–2013
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usual OLS regression with unionisation dummy variable and propensity score matching 
(PSM). Previous evidence showed that in Estonia union membership does not have a 
statistically signifi cant wage eff ect when controlling for a wide set of socio-demographic 
and occupational characteristics of respondents (Eamets and Kallaste, 2005). We fi rst 
estimate the wage OLS regression in order to evaluate how the unionisation coeffi  cient 
changes with stepwise adding of individual regression controls. Second, we replicate the 
PSM estimation similar to Eamets and Kallaste (2005) using the same survey but a much 
longer panel (2006–2013). Although PSM provides much more robust estimates of the 
union wage diff erential, compared with OLS regression, the latter will better illustrate the 
variation in wage eff ects of unionisation when other factors are taken into account.

Table 6 presents the results of OLS regressions with fi ve model specifi cations (full 
estimation results are available in the Appendix). All models regress individual monthly 
net earnings on the union status dummy and a set of additional controls, included step-
wise. In the base specifi cation (model 1) the set of controls includes socio-demographic 
characteristics (age, education, marital status and Estonian as native language). Model 2 

Table 6 OLS wage regression, Estonia, 2006–2013

Model 1 Model 2 Model 3 Model 4 Model 5
Union (1=yes) 0.076 0.087 0.023 0.02 0.012

0.005*** 0.005*** 0.005*** 0.005*** 0.005**
Demographic char-
acteristics

Yes Yes Yes Yes Yes

Industry of employ-
ment

Yes Yes Yes Yes

State own enterprise 
(1=yes)

Yes Yes Yes Yes

Enterprise size Yes Yes Yes
Location of the 
enterprise

Yes Yes Yes

Occupation level Yes Yes
Employment con-
tract type

Yes

Work tenure (years) Yes
Overtime work 
(1=yes)

Yes

Hours worked Yes
Yearly dummies Yes Yes Yes Yes Yes
N 52140 44218 42269 42001 39324
Adj. R-sqr 0.892 0.892 0.91 0.918 0.92
Note: Dependent variable is logarithm of monthly wage. Demographic characteristics comprise age, age squared, 
education, marital status, Estonian as native language. Industry variables include: primary and secondary sectors, 
energy, construction, transport, hotels, sales and trade, fi nance, other business services and public services. Enterprise 
size dummies: 1-10, 11-49, 50-199, 200-499, 500 and more employees. Location of enterprise variables: Northern, 
Central, North-eastern, Western and Southern Estonia. Occupational level defi ned based on ISCO codes as follows: 
0-3 corresponds to low-level occupations, 4-6 and 7-9 to medium and high level accordingly. Employment contract 
type dummies: regular, fi x term, service, verbal and other type of contract. Estimated based on EE-LFS panel data 
for years 2006–2013. 
***, **, * Indicate results signifi cant at 1%, 5% and 10% levels respectively.
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additionally to the socio-demographic variables accounts for industry of employment and 
enterprise ownership. Model 3 adds enterprise size and location to the list of controls. In 
model 4 occupation level is added. The fi nal, preferred, specifi cation (model 5) adds to 
all previous variables additional employment characteristics – employment contract type, 
work tenure, usual work hours and overtime work. 

The baseline model reported a statistically signifi cant wage premium to union mem-
bership of 7.6 per cent. Including industry of employment and enterprise ownership vari-
ables increased the union coeffi  cient to 8.7 per cent. However, when accounting addition-
ally for location and size of enterprise (model 3) the amount of the union wage premium 
decreased by a factor of four to 2.3 per cent. Occupation-related characteristics included 
in models 4 and 5 appeared to further reduce the union pay premium, although margin-
ally. The fi nal specifi cation (model 5) with the full set of characteristics accounted for a 
reported 1.2 per cent union membership eff ect. Thus, stepwise inclusion of regressors 
revealed that the major part of the initial union membership wage premium disappears 
when adding enterprise location and size variables. The latter is associated with high 
dependency of wage level on fi rm size – larger enterprises on average have higher pay 
rates – and substantial regional heterogeneity of pay rates (on average higher wages are 
payable by enterprises located in, for example, northern Estonia, where the capital city is 
located).

Matching based techniques, including PSM procedure, allow us to more precisely 
evaluate the true wage eff ects of union membership by constructing a counterfactual 
group of non-unionised workers (control group) with characteristics similar to unionised 
ones (treatment group). Thus, the pay gap between unionised workers paired with their 
counterfactual non-unionised counterparts is the wage diff erential of prime interest. Since 
the latter is evaluated on otherwise similar matched pairs of union and non-union employ-
ees it is believed to refl ect the ‘true’ eff ect of unionisation. 

Technically, the PSM procedure performs matching on the conditional probability of 
belonging to the union, given a set of individual characteristics. Hence, the matching vari-
ables should be chosen carefully and such that they aff ect both a likelihood of union mem-
bership and wages. Given the previous OLS results, we control for the most extensive 
list of variables from model 5 in the PSM estimation (socio-demographic characteristics 
along with a full set of employment-related variables). The matching algorithm allows for 
a 0.002 maximal distance in probabilities (propensity scores) to be considered the same. 
We perform matching without replacement9 (observations from control group are used 
once) and the probability of belonging to a union is estimated using a probit model.10  

The results of PSM estimation, along with matched sample sizes are presented in Table 
7. Unlike the OLS estimates of model 5, matching-based estimates reported an insignifi -
cant wage premium to union membership. The estimated diff erence in the average pay of 
unionised and non-unionised workers declines from 7.5 per cent in the unmatched sam-
ple to 1.8 per cent in the matched one. Hence, similar to Eamets and Kallaste (2005) our 
results show that the union pay diff erential originates almost entirely from the diff erence 
in individual characteristics across unionised and non-unionised groups of workers. As 
expected, the PSM procedure provides more robust estimates of union pay eff ect, as it es-
timates wage diff erential on the groups of fully comparable unionised and non-unionised 
workers, having identical likelihood to be in the union. 

 9 Alternative matching specifi cations were considered in the analysis. In particular, matching with replacement of the control 
group reported similar estimation results, although treatment and matched-control groups were substantially diff erent in their aver-
age observed characteristics, relative to matching without a replacement procedure. 
10 For technical details see Rosenbaum and Rubin (1983).
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4.2.2 Eff ects of unionisation on wage inequality 

Although the overall eff ect of unionisation on wage level is insignifi cant, some categories 
of workers may still benefi t from union membership to a larger extent. To estimate a het-
erogeneous eff ect of unions on wages, returns to union membership have to be evaluated 
over a full wage distribution, but not only at mean earnings. For that we apply a condi-
tional quantile regression, allowing us to estimate the eff ects of controls on individual 
quantiles of the wage distribution. This approach was previously widely applied in the 
analysis of wage disparities (Christofi des et al., 2013; Meriküll and Mõtsmees, 2015). 

Table 8 presents a model of the same specifi cation as model 5, but estimated over the 
entire wage distribution. The results reveal that the eff ects of union membership vary de-
pending on workers’ earnings’ category. The most benefi cial unions appear to be for low- 
and high-earning employees. In particular, a statistically signifi cant, albeit small positive 

Table 7 Propensity score matching estimation, Estonia, 2006–2013 

Matching results (probit estimation of propensity scores, caliper 0.002, matching without 
replacement)
Sample Treated Controls Diff erence S.E. T-stat
Unmatched 7.999 7.924 0.075 0.016 4.720
ATT 7.979 7.962 0.018 0.020 0.870
Treatment 
assignment

Common support Total
Off  support On support

Untreated 31488 6,778 38,266
Treated 1612 6,742 8,354
Total 33100 13,520 46,620
Note: Assignment to treatment variable is union membership dummy (1=in union). Dependent variable 
is logarithm of monthly wage. Matching procedure controls for age, age squared, education, marital 
status, Estonian as native language, industry of employment, enterprise ownership, location and size, oc-
cupational characteristics, including level of occupation, type of employment contract work tenure, hours 
usually worked and overtime work.

Table 8 Eff ect of union membership across wage quantiles, Estonia, 2006–2013 

Variable OLS Quantile regression
10th 25th 50th 75th 90th

Union 
member

0.012 0.028 0.022 0.017 0.015 0.026
(0.005)** (0.02)** (0.01)* (0.01) (0.02) (0.01)**

N 39324
Note: Dependent variable is logarithm of monthly wage. The model additionally controls for comprise 
age, age squared, education, marital status, Estonian as a home language, industry of employment, en-
terprise ownership, size and location, occupation level, contract type, work tenure, overtime work, usual 
hours worked during a week and year dummies. Estimated based on EE-LFS panel data for years 2006–
2013. 
***, **, * Indicate results signifi cant at 1%, 5% and 10% levels respectively.



Labour Market Inequalities in Conditions of Limited Social Dialogue: The Case of the Baltic States

53

eff ect on earnings is observed for employees in the 10th and 90th quantiles of wage 
distribution (2.8 per cent and 2.6 per cent, respectively). Hence, at the lowest and highest 
ends of the wage distribution unions yield higher earnings for their members, compared 
with non-unionised employees. For median-earners unions do not contribute signifi cantly 
to the wage level. One potential reason for heterogeneous wage eff ects is a lack of union 
bargaining power, which impedes the extension of the positive wage impact to medium 
category workers. Positive wage eff ects on the upper end of the earnings distribution may 
be partly explained by public sector high-level employees, who are mostly covered by 
collective agreements.

4.2.3 Eff ects of unionisation on gender pay gap

While aiming to support workers’ rights and foster wage benefi ts, unions can contribute 
signifi cantly to overcoming gender pay disparities in the labour market. Male–female pay 
inequality has remained a substantial issue in recent decades, despite women’s continu-
ously improving educational and employment possibilities, as well as active policy meas-
ures tackling gender inequality issues. The wage-bidding power of unions can be another 
mechanism for reducing the male–female pay gap. Given that in Estonia unions dominate 
in the industries with predominantly female employees (see Table 4), collective bargain-
ing power is expected to positively aff ect women’s wage rates, relative to non-unionised 
female workers.

To check this proposition, we perform parametric Oaxaca-Blinder decomposition11 of 
gender pay diff erence among unionised and non-unionised employees. Decomposition 
allows us to identify the extent to which the actual mean wage diff erence between men 
and women is explained by the observed diff erence in a set of their characteristics. Con-
sequently, the remaining fraction, which cannot be attributed to diff erences in personal 
traits between the two groups, is commonly referred to as the unexplained part of a gap 
or discrimination. In order to account for all possible observable diff erences in male and 
female characteristics, we incorporated all controls specifi ed in model 5 (Table 6) and 
grouped them in two categories: socio-demographic and employment traits.

The last row of Table 9 documents the fact that among non-unionised workers the 
male–female pay gap is 34 per cent, whereas among unionised workers it is 20 per cent. 
These estimations support an assumption that unionisation improves gender pay disparity 
and narrows the gender wage gap by 14 percentage points. Remarkably, the fraction of the 
explained wage diff erential for union members is positive (4 percentage points), whereas 
among the non-unionised the fraction is negative (–9 percentage points). This implies that 
unionised female employees are relatively stronger in their background and employment 
characteristics relative to non-unionised ones, yielding their better wage returns and a 
smaller wage gap with their male counterparts. Otherwise, a relatively higher explained 
part could also be something that favours the story that unions improve the position of 
females; for example, a smaller unexplained part means there are fewer diff erences with 
regard to how females’ skills are valued – males and females get more equal returns for 
their skills. However, provided men and women with comparable set of characteristics, 
women are disfavoured among both unionised and non-unionised employees. The latter 
eff ect is absorbed by the unexplained fraction of the pay diff erential. 

11 For technical details see Oaxaca, R. (1973), ‘Male-Female Wage Diff erentials in Urban Labor Markets’, International Eco-
nomic Review, 14(3): 693-709.
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4.2.4 Relationship of unionisation to inequalities in other working conditions

Besides wages, unionisation and social dialogue may be related to other kinds of work-
related inequalities. Table 10 presents means and standard deviations of indicators of 
working conditions available in the Estonian LFS for unionised and non-unionised work-
ers. For most of these – such as working hours, type of employment contract or satisfac-
tion with working conditions – the diff erences are relatively small, but one result that is 
robust across diff erent indicators is that union workers are clearly somewhat better off  in 
terms of training.

Table 9 Gender wage gap among unionised and non-unionised workers, Estonia

Union workers Non-union workers
Gaps in ln(netwage) Gaps in ln(netwage)

Factors Explained Unex-
plained 

Total Explained Unex-
plained 

Total

Socio-demo-
graphic

0.04*** -0.18 -0.14 0.03*** -0.14 -0.11

Employment 
related

-0.02* 0.61 0.59 -0.06*** -0.54*** -0.60

Total 0.04* -0.24*** -0.20*** -0.09*** -0.25*** -0.34***
Note: Decomposition was performed using grouped control variables. Socio-demographic: age, educa-
tion, marital status and native language. Employment related: industry, enterprise ownership and location, 
size of the enterprise, occupation held, type of employment contract, work tenure, overtime work and 
work hours. Decomposition procedure incorporates year eff ects. Estimated based on EE-LFS panel data 
for years 2006–2013. 
***, **, * Indicate results signifi cant at 1%, 5% and 10% levels respectively.

Table 10 Working conditions among unionised and non-unionised workers, Estonia

Union workers Non-union workers
Mean Standard 

Dev.
Mean Standard 

Dev.
Working hours 39.049 7.129 39.114 7.234
Satisfi ed with safety (dummy) 0.918 0.274 0.939 0.239
Satisfi ed with work intensity(dummy) 0.885 0.319 0.914 0.281
Satisfi ed with health checks (dummy) 0.852 0.355 0.844 0.363
Satisfi ed with design of work place 
(dummy)

0.885 0.320 0.911 0.285

Training (dummy) 0.069 0.254 0.034 0.181
Training paid by employer (dummy) 0.049 0.215 0.024 0.154
Training hours 22.321 92.044 20.811 84.297
Unpaid overtime 0.023 0.149 0.014 0.117
Permanent contract 0.932 0.251 0.917 0.276
Temporary contract 0.035 0.183 0.032 0.177
Oral contract 0.000 0.014 0.012 0.107
Source: Own calculations based on EE-LFS panel data for years 2006–2013.
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Discussion 
Overall, our results show that trade unions in Estonia lack bargaining power in wage 
negotiations. Workers employed in unionised enterprises indeed earn on average higher 
wages relative to employees from non-unionised units, although this diff erence is almost 
fully attributed to individual profi les of workers and characteristics of enterprises. On 
average, union membership status itself exhibits no positive statistically signifi cant eff ect 
on the wage level once all the other characteristics are taken into account. However, posi-
tive eff ects of union membership on wage rates may be relatively small due to collective 
agreement legislation. Trade unions do not necessarily enforce collective agreements, 
although they foster the negotiation process.

However, the results provided some evidence of heterogeneous eff ects of unionisation, 
depending on wage category. While overall returns to unionisation are relatively insignifi -
cant, we documented that workers at the very low and high ends of the wage distribution 
benefi t somewhat more from union membership. This result is particularly important in 
the context of low-earning individuals. Utilizing wage-bidding power by supporting em-
ployees in the lowest wage categories is one union channel for reducing income inequal-
ity. Similarly, we found that females benefi t from union membership relatively more than 
their male counterparts. This provides further evidence in favour of unionisation, as it 
contributes to a gender wage reduction, an acute issue in Estonia.

5. CASE STUDIES

5.1 Case Study 1: Addressing (In)equality Issues in Collective Agreements, Estonia 

Introduction
Social dialogue takes place at three levels: state, sector and enterprise. In this case study 
the focus is on enterprise-level industrial relations. Because there are only a few sectoral 
collective agreements, we provide an extensive overview of the situation. We address the 
question of how (in)equality issues are addressed in the collective agreements signed at 
company level. This analysis is complemented with experience of two organisations – 
Eesti Energia and the Estonian Police and Border Guard Board – that recently addressed 
inequality issues due to the need to equalise the working conditions of workers of diff er-
ent units of the organisation.

Data
In the analysis data from the database of collective agreements is used. This database 
includes all collective agreements signed in Estonia, because according to the Collective 
Agreements Act § 41, collective agreements entered into force shall be registered in a 
database maintained by the Ministry of Social Aff airs. The database contains data on the 
signatory parties; number of workers covered by the collective agreement; date of entry 
into force; term of validity; date of submission; which working and pay conditions are 
regulated in the agreement and so on (Statutes of Estonian Collective Agreements Reg-
ister, § 3).

In the analysis we use data from the collective agreements signed. Although it would 
also be informative to give an overview of the number of collective agreements in force, it 
is not possible due to lack of reliable data The database of collective agreements includes 
information on date of expiry, but according to the Ministry of Social Aff airs, this infor-
mation is not correct for all contracts. Because for many agreements this information is 
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missing, it is also not possible to give an overview of how many employees are covered 
by the collective agreements.

The analysis covers 2005–2016. The longer time period – more than a decade – ena-
bles us to see trends that could not be observed when analysing data for only a few 
years. Also, during this period rapid changes occurred in the Estonian economy: during 
2005–2007 there was rapid economic growth, followed by economic crisis and recovery.

In addition to the statistical analysis interviews were done with the human resource 
(hereinafter also HR) manager and trade union representative of Eesti Energia. This com-
pany has recently addressed inequality issues because of the need to harmonise the work-
ing conditions of diff erent units The experience of Eesti Energia provides useful informa-
tion on challenges faced during this process and the importance of constructive social 
dialogue between employer and employees’ representatives.

How equality issues are covered in collective agreements
In Estonia, the number of collective agreements signed has decreased considerably dur-
ing the past decade (see Figure 3 which includes all collective agreements signed in Es-
tonia, at enterprise level, sector level and state level). While during the economic boom 
of 2005-2007 around 90 collective agreements were signed each year, the activity de-
creased during the recession in 2008-2010. During the economic recovery in 2011-2015, 
however, the number of collective agreements signed was fairly stable at between 40 and 
50. For comparison, in 2014 there were more than 76,000 active enterprises in Estonia, 
compared with 44,000 in 2005 (Statistics Estonia). The vast majority – more than 90 per 
cent – of collective agreements are signed by a single employer (from one company only, 
rather than a group of companies) in Estonia. The Estonian Employers’ Confederation 
signs statutory minimum wage agreements.

Figure 3 Number of collective agreements signed in Estonia, 2005–2016

Note: * As of 10 August 2016.
Source: Collective agreements database, Ministry of Social Aff airs.
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Only in a very limited number of individual company-level collective agreements are 
there provisions regulating the equal treatment of employees and avoiding discrimina-
tion. In Box 1, the exact wording of the collective agreements including such provision is 
provided. As can be seen, the provisions are rather general.

Box 1 Agreements on following and promoting equal treatment and avoiding discrimi-
nation in collective agreements signed in Estonia during 2010–2016

• The employer shall treat all employees equally in job-related issues (collective agreement 
between Estonian Public Broadcasting and Estonian Union of Journalists, signed in 2010)

• The employer shall treat all employees equally in wage and job-related issues (collective 
agreement between Estonian Public Broadcasting and Estonian Union of Journalists, signed 
in 2012; collective agreement between Estonian Public Broadcasting and Television Crea-
tive Workers’ Union, signed in 2012)

• With the collective agreement, the employer guarantees the protection of employees from 
discrimination, follows the principle of equal treatment and promotes equal rights accord-
ing to the Equal Treatment Act and the Gender Equality Act (collective agreement between 
Haapsalu city government, Lääne county central library and employees trustee, signed in 
2012, collective agreement signed by same parties in 2014 and 2015)

• The employer and the union confi rm that all employees of the group shall be treated equally 
based on the principle of equal treatment and diff erences in treatment can be made only based 
on diff erences of work specifi cs and the tasks of the employee (collective agreement between 
Eesti Energia, Elektrilevi, Eesti Energia Võrguehitus, Estonian Federation of Trade Unions 
of Energy Workers, Independent Union of Miners and Energy Workers, signed in 2013; col-
lective agreement between Eesti Energia Õlitööstus and Narva Energy Trade Union, signed 
in 2014; collective agreement between Elektrilevi and Estonian Federation of Trade Unions 
of Energy Workers, signed in 2015; Leonhard Weiss Energy and Southern-Estonian Elec-
tricity Trade Union, signed in 2015; collective agreement between Eesti Energia, Estonian 
Federation of Trade Unions of Energy Workers, Independent Union of Miners and Energy 
Workers, signed in 2015). 

• The employer shall pay an annual bonus to workers on the same basis as other employees 
(collective agreement between Estonian Air Navigation Services and Estonian Air Traffi  c 
Controllers’ Association, signed on 2013) 

 Men and women shall be paid equally for equal work (collective agreement between Paide 
Taxi and workers’ representative , signed in 2014; collective agreement between Rescue 
Board and Estonian Rescue Workers’ Trade Union, signed in 2014 and 2015).

• When communicating, parties shall maintain mutual trust, honouring interests and equal 
treatment principles (collective agreement between G4S and Security Guards’ Trade Union 
and trustee, signed in 2014).

• The employer must guarantee equal remuneration for equal and equivalent work for men and 
women (collective agreement between Collade and trustee, signed in 2015).

• Parties shall monitor that in the recruiting process and during the employment relationship 
persons are not treated unequally based on gender, nationality, union membership and so 
on. The employer shall guarantee to the trade union the access to data necessary to check 
compliance. The employer and the trade union shall cooperate to guarantee a working envi-
ronment that takes into account the needs of diff erent people without infringing the rights of 
others (collective agreement between Eesti Teed and Estonian Transport and Road Workers’ 
Trade Union, signed in 2016).
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Experience of Eesti Energia
Eesti Energia, the fi rst case study, is an international energy company that operates in the 
unifi ed electricity market of the Baltic and Nordic countries. Its sole shareholder is the 
Republic of Estonia. With its approximately 6,300 employees (as of 2015), Eesti Ener-
gia is one of the largest employers in Estonia. Eesti Energia Group consists of a number 
of companies as can be seen in Figure 4. The companies belonging to the Eesti Energia 
Group have their own collective agreements; in other words, there is no unifi ed collective 
agreement for the group as a whole.

As can be seen from Box 1, all collective agreements of Eesti Energia and its diff er-
ent units include a declaration that all employees of the group shall be treated equally 
based on the principle of equal treatment and diff erences in treatment can be made only 
based on diff erences of work specifi cs and specifi cs of the tasks of the employee. In the 
interview the HR director of Eesti Energia said that in reality the situation is much more 
complicated. There are major changes in the energy sector and pressure for price reduc-
tions at the same time. These developments are forcing the organisation to change and 
modernise and this in turn has an infl uence on industrial relations.

The HR director admitted that although collective agreements include a clause declar-
ing equal treatment, the collective agreements signed in the Eesti Energia Group are dif-
ferent and at the moment the situation is fairly unequal. The challenge is related to merg-
ers of affi  liates. According to Estonian law, when companies merge and both companies 
have signed a collective agreement, both collective agreements apply (only the more ben-
efi cial articles, of course) to the employees of the merging company. This situation lasts 
until the company signs a new collective agreement. Until then there may be a situation 
in which ‘old’ and ‘new’ employees are treated unequally. A solution could be either to 

�

Figure 4 Structure of Eesti Energia Group, Estonia (as of July 2016)
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apply more benefi cial conditions to all employees or to sign a new collective agreement 
that include conditions favourable to the employer. The fi rst is not economically reason-
able to the employer because it results in an increase of costs, the latter is likely to meet 
the resistance of the trade union.

The goal of the Eesti Energia Group is to move towards unifi ed collective agreements, 
said the HR director. This, she said, would enable it to decrease the inequality between 
employees of diff erent companies belonging to the Group and be more competitive. The 
employer would like to move towards modernising collective agreements and make pay 
more dependent on work quality and economic results. However, this is complicated be-
cause the social partners want to hold on to the old fringe benefi t system, including vaca-
tion benefi t, Christmas benefi t, additional benefi t for working in the evenings and so on. 
In her opinion this system is not suitable for employees working in a successful company 
and does not motivate employees to do their best in delivering high-quality products to 
the customer on time.

The representative of the Eesti Energia trade union also pointed out in the interview 
that for several years Eesti Energia has proposed that all collective agreements of the 
Group should be equal. The representative of the trade unions admitted that trade unions 
do not oppose this idea per se, but he said that it is unlikely to succeed because the em-
ployer and employees’ representatives cannot reach agreement on the terms of the unifi ed 
collective agreement. He said that while the employer would like to minimise benefi ts, 
the trade unions would accept a solution in which the unifi ed collective agreement con-
sists of only the most benefi cial clauses of the valid collective agreements.

It is thus highly likely that at least in the near future the situation will remain un-
changed and the subunits of the Group have their own collective agreements. This means 
that employees are treated equally within the subunit, but not in the Group. The trade 
union representative also admitted that the most urgent problem for them at the moment 
is the fact that in recent years attempts to organise new trade unions in the energy sec-
tor have failed. The attempts to start negotiations with the employers’ federations in the 
energy sector have also not been successful. As he said, this means that trade unions have 
not been successful in decreasing social dumping by enterprises that do not have trade 
union and collective agreements.

Conclusion
In Estonia, the issue of equal treatment has been addressed only in a very limited num-
ber of collective agreements. The experience of Eesti Energia, one of Estonia’s largest 
employers, illustrates the challenges involved in achieving equality for the employed. 
Eesti Energia is one of the few companies that has explicitly included the claim of equal 
treatment of employees in the collective agreements signed. The reality is more complex, 
however. In the Eesti Energia Group several companies have signed collective agreements 
with diff erent trade unions. These collective agreements include diff erent bonuses, creat-
ing inequality between employees in Eesti Energia Group. While the employer would like 
to sign a unifi ed collective agreement, the trade unions oppose the idea unless the unifi ed 
collective agreement includes the most benefi cial clauses of all collective agreements in 
force in the Group. This, in turn, is not acceptable to employer, who says that this would 
have a major impact on competitiveness. A solution has not yet been found. This case well 
illustrates the challenges related to equal treatment of employees and the importance of 
collective bargaining.
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5.2 Case Study 2: The Micro-enterprises Law in Latvia and Eff ects on Inequality

Amidst the latest economic crisis, on 1 September 2010 a new law on micro-enterprises 
came into eff ect in Latvia. It introduced a new type of contract, that of micro-entrepreneurs 
(Law on micro-enterprises 2016). At the core of it was a much-reduced tax rate (9 per 
cent micro-enterprise tax) envisaged to facilitate entrepreneurship during the crisis. The 
law was a result of social dialogue between the government of Latvia, the Confederation 
of Employers and the Free Trade Union Confederation (Martinsone 2010). It was most 
strongly advocated by the Confederation of Employers as an eff ective means to increase 
entrepreneurship, decrease unemployment, and to help companies to survive the crisis 
and come out of the grey economy (Makarovs 2016). Jānis Endzinš, the Chairman of the 
Board of the Latvian Chamber of Commerce and Industry comments: ‘At the epicentre 
of the economic crisis in Latvia the situation was very serious – unemployment was 17 
per cent, and the prime minister asked the Latvian Chamber of Commerce and Industry: 
‘‘How can we resolve the situation?’’ Our answer was – it is necessary to create a support 
system for micro companies, so that unemployed people can create jobs for themselves.’ 
(EURONEWS 2014). Besides a lower tax rate, tax calculations and tax accounting were 
simplifi ed for micro-entrepreneurs (Leibus 2014). As additional measures on top of the 
tax incentives, founders of micro-enterprises could also receive expert advice on their 
business plans and even have access to micro-credits. While this law secured employment 
for some workers and profi ts through lower taxes during the crisis, it also increased fl ex-
ibility in the labour market in terms of lower access for these employees to social protec-
tion and pensions, contributing to growing inequalities.

A micro-enterprise can be (i) an individual merchant, individual enterprise, farm or 
fi shing company, (ii) a private individual registered in the State Revenue Agency as con-

Figure 5 Statistics on the status of micro-enterprises, Latvia, 2016

Source: Ķezbere and Žukova (2016). 
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ducting a business activity or (iii) a limited liability company (LLC). Currently legal 
entities, mainly limited liability companies (Ltd), account for most micro-enterprise tax 
(MET) payers (Figure 1). Certain criteria, must be met, though: for example, all employ-
ees must be board members, the income from economic activity or turnover in a calendar 
year may not exceed 100,000 euros, the number of employees may not exceed fi ve and 
employees’ income may not exceed 720 euros per month.

The tax rate of micro-enterprises is 9 per cent of total turnover (up to 100,000 euros). 
If the micro-enterprise turnover exceeds 100,000 euros, the tax rate rises to 20 per cent 
on the exceeding part. If the number of employees of a micro-enterprise during a quarter 
is more than fi ve, then 2 percentage points are added to the 9 per cent tax rate for each 
additional employee. 

Table 11 Tax diff erences for a limited liability company paying taxes consistent with the 
general procedure or paying the MET under the minimum criteria of a micro-enterprise 
in Latvia, 2014 (euros)

Indicator MET General procedure
Turnover  100000  100000
Number of employees (ex-
cluding the owner)

 5  5

Gross monthly income per 
one employee (owner)

 720  1032

Net monthly income per one 
employee (owner) 

 720  720

Labour taxes (MSSIC and 
PIT) total for 5 employees, 
if the monthly tax-exempt 
minimum for each employee 
is EUR 75 

 x  33329

Paid to employees (net)  43200  43200
Other expenses, 20% of 
turnover

 20000  20000

Income taxable by the CIT  x  3471
Corporate income tax, 15%  x  521
Micro-enterprise tax, 9%  9000  x
Taxes total  9000  33850
Profi t after taxes  27800  2950
PIT 10% of the maximum 
amount of dividends

 2780  295

Taxes total  11780  34145
Net profi t (of an entrepreneur) 
after taxes 

 25020  2655

Source: Leibus (2014) calculations, assuming equal net wages. 
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The micro-enterprise taxpayer calculates and pays micro-enterprise tax, but does not 
separately pay personal income tax or corporate income tax, not to mention standard 
mandatory contributions (Table 1). Most importantly, an enterprise choosing to pay the 
MET has the possibility to save on labour taxes (Leibus 2014). Overall, employees of 
micro-enterprises pay very little tax, even less than those who are self-employed. Almost 
two-thirds of the 9 per cent micro-enterprise tax goes to social insurance contributions 
and one-third to personal income tax, but it is still very little compared with the normal 
34,9 per cent mandatory social security contribution rate in Latvia. Due to low social con-
tributions the employees of micro-enterprises fi nd themselves in a very disadvantageous 
position. They receive very few benefi ts in case of unemployment, sickness, or birth of a 
child, and save very little in the mandatory pension fund, reducing social security in the 
future (Leibus 2014; Gencs 2015), unless they have made voluntary contributions into the 
state social security system (which very few do). This problem was acknowledged early 
on by the Ministry of Welfare. In 2013 the average social contributions for one employee 
of a micro-enterprise were 112.3 euros. To save the capital necessary for a minimum pen-
sion equal to someone who has worked 10–20 years but paid contributions using the regu-
lar scheme, an employee of a micro-enterprise would need to work 58 years; for a pension 
equal to those who have worked 21–30 years, it would take 69 years and to match 31–40 
years, they would have to work an improbable 79 years. In 2014, the Ministry of Welfare 
acknowledged ‘At present, micro-enterprise employees’ contributions are not suffi  cient to 
ensure the minimum old-age pension savings, thus the taxpayers who pay contributions 
using the general procedure will actually sustain the micro-enterprise employees when 
they reach retirement age’ (Ķezbere and Žukova 2016). 

The number of micro-enterprises in Latvia is expanding rapidly, and the number of 
people employed as ‘micro-entrepreneurs’ and paying the respective tax is currently 

Figure 6 The number of people paying micro-enterprises tax, Latvia, 2011–2016

Source: Ķezbere & Žukova (2016).
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around 50 000 (Figure 2). By the end of 2013, the number of MET payers had reached 9.2 
per cent of total number of taxpayers (Leibus 2014). It is an empirical question whether 
the MET will allow employers to pay more competitive wages that would otherwise be 
lower, however, legitimate worries have been expressed by the government that a whole 
class of citizens is being created who have little social protection today and face poverty 
in old age. 

The share of micro-enterprise tax (MET) revenues in the state budget is also tending to 
grow, and the impact of the MET on the national economy of Latvia continues to increase 
with every year (Leibus 2012). The State Revenue Service data show that each year, more 
and more taxes are collected from micro-enterprises (Figure 3). No academic studies so 
far have analysed the total eff ect of MIT on tax revenue (considering the eff ect on other 
collected taxes), so its total fi scal eff ect is currently unknown. 

The State Revenue Service statistics (Table 2) show that the micro-enterprises status 
is most often used in the sector of individual services (12.3 per cent of companies), while 
the largest share of MET payers is observed in telecommunications (16.4 per cent), other 
individual services (12.3 per cent), medicine (11.7 per cent) and construction (11.4 per 
cent), so particularly in the service sector.

Already in late November 2012, the Parliamentary Budget and Finance (Taxation) 
Committee announced that the micro-enterprise tax had not reached the desired goal. A 
similar opinion was expressed by the Committee of Social Aff airs and the Labour Com-
mission. According to Makarovs (2016), contrary to Latvian government intentions, a 
positive eff ect on employment was not achieved with the ‘micro-enterprise tax law’, 
partly because the majority of micro-business owners were already engaged in other 

Figure 7 Taxes collected from micro-enterprises, Latvia, 2013–2016 (euros)

Source: Ķezbere & Žukova (2016).
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businesses, not unemployed. In this case it might not have brought much more security 
in terms of employment. Although precise estimates of the MET eff ect on employment 
are not available, this fact allows us to assume that it did not have the desired eff ect on 
unemployment. One of the major drawbacks of the scheme was that due to the gaps in 
legislation it was applied not only by new entrepreneurs but also by existing companies 
to reduce their tax burden (Leibus 2014). To obtain the MET’s benefi ts, large companies 
deliberately split themselves into several micro-enterprises and separated their structural 
entities, especially those related to the provision of services. They essentially required 
their employees to establish a ‘micro-enterprise’ to pay less tax (Leibus 2014). An attempt 
to estimate how widespread this phenomenon is, is currently being undertaken by World 
Bank experts in Latvia. One scandal involved the media company TV3, where a former 
employee exposed the fact that such a scheme was used there, also explaining it in detail 
(PIETIEK 2013). While moving to micro-enterprises leads to greater fl exibility and al-
lows savings on taxes, it is unknown – but unlikely – whether employees benefi t from the 
scheme by earning higher wages. The employees are frequently the ones to suff er in such 
cases, because competitiveness is achieved mainly at the expense of employee social se-
curity (Leibus 2012) “Micro-enterprise tax was introduced as a support during the crisis, 
so that people can easily start a business. Later, in most cases it was transformed into a 
tax optimisation scheme,’ commented the Minister of the economy Arvils Ašeradens. The 
Law was amended in 2012 and 2013 to restrict the application of the MET for improper 
aims; however, it is still possible to use the MET for unfair tax competition (Leibus 2014). 

Possible changes in the law, among them a possible increase in the tax rate, started to 
be discussed in parliament shortly after the law came into eff ect, driven mainly by con-
cerns that the scheme was being used for tax evasion, not due to worries about workers’ 
social security or trade union interest in the matter. From 2012 the opportunities to use 
micro-enterprises law to ‘optimise taxes’ were reduced, by prohibiting companies from 
buying services from their own employees, in other words ‘bogus self-employment’. Sev-
eral other possible changes were considered in 2013, but were not adopted, mostly due to 

Table 12 Ten sectors of the national economy with the largest number and share of 
micro-enterprise taxpayers, Latvia (25 September 2013)

Sector Number % Sector Number %
Other individual 
services

 3759 12.3 Telecommunica-
tions

 166 16.4

Trade  3062 5.8 Other individual 
services

 3759 12.3

Construction  2627 11.4 Medicine  784 11.7
Forestry  1213 8.0 Construction  2627 11.4
Transport  1024 8.6 Tourism  136 10.3
Real estate transac-
tions

 946 3.4 Catering  478 9.6

Medicine  784 11.7 Furniture production  106 9.6
Catering  478 9.6 Transport  1024 8.6
Agriculture  332 0.8 Forestry  1213 8.0
Telecommunication  166 16.4 Trade  3062 5.8
Source: Leibus (2014) calculations based on the statistical data of the SRS of the Republic of Latvia.
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the objections of employers’ organisations. The social dialogue was not very effi  cient, as 
the trade unions and employers’ organisations were presented with proposals developed 
by policy-makers, rather than asking them to get involved in the process of designing the 
solutions and listening to their suggestions (LBAS 2013). 

On 6 November 2013 the fi rst amendments to the Micro-enterprise tax law were adopt-
ed by the Latvian Parliament envisaging an increase in the tax rate from 1 January 2015 
for all micro-enterprises with a turnover of more than 7,000. According to the amend-
ments the tax rate will rise in three steps: (i) in 2015 to 11 per cent; (ii) in 2016 to 13 per 
cent; and (iii) in 2017 to 15 per cent. Thus, micro-enterprises would pay tax at the level 
of other economic forms and be integrated into the general tax regime. The changes in the 
tax rate were justifi ed by the necessity to increase state social insurance (SSI) for the em-
ployees of micro-enterprises (Leibus 2014). However, giving in to employers’ organisa-
tions, the decision was cancelled. In November 2015 the parliament amended the budget 
so that the micro-enterprises would only pay 9 per cent for the fi rst three years, and 12 per 
cent - starting from the fourth year, delaying further changes until 2017.

Despite the drawbacks, the Employers’ Confederation of Latvia (LEC) continues to 
strongly defend the micro-enterprise law, arguing that lowered tax related to the status 
of a micro-entrepreneur makes it possible to reduce unemployment and, for some com-
panies, to come out of the ‘shadow economy’ (PIETIEK 2013) The scheme has been 
praised by the European Enterprise Promotion Awards as ‘the most creative and inspir-
ing in Europe’. (EURONEWS 2014), yet the experts clearly failed to acknowledge the 
risks associated with the meagre social protection of micro-entrepreneurs. Considering 
the drawbacks of the scheme, the micro-enterprises regime was supposed to be phased 
out completely by 2019, and registration as a micro-enterprise would only be allowed 
until June 2017. However, on 23 November a protest was organised near the Parliament 
against scrapping the micro-enterprises regime (TVNET 2016). Partially due to the pro-
tests by NGOs, with the fi nal amendments of the micro-enterprises law the idea was 
abandoned and micro-enterprises will for now continue.

One suggestion by policy-makers to combat abuses of the tax regime has been to limit 
the branches of economy in which micro-enterprises could be established. Employers’ 
Confederation of Latvia (LDDK) objects, arguing that it would make the administering 
of these taxes more complicated, compromising the initial goal of the micro-enterprises 
law (LETA 2015). Another recommendation aimed at preventing bogus self-employment 
(forcing employees to become a ‘micro-entrepreneur’ to save tax and benefi t payments) 
is that micro-enterprises not be allowed to sell their services to companies. The Latvian 
Chamber of Commerce (LTRK) strongly objected to the measure arguing that it will de-
stroy the small businesses, ‘We are very shocked by the FM proposal that totally under-
mines the idea of micro and small business in general,’ says the Chairman of LTRK Janis 
Endziņš. These amendments were abandoned as a result. Other suggestions by experts 
include amendments in the Micro-enterprise Tax Law prescribing the maximum annual 
amount of dividends paid to the owners of capital companies – micro-enterprise taxpayers 
(Leibus 2014), but they have not been followed. One can conclude that the resistance by 
employers’ organisations has prevented a serious reorganisation of the micro-enterprises 
regime, which is undoubtedly detrimental to workers’ rights to social security and sub-
sistence in old age. While employers value the increased fl exibility and argue that the re-
duced taxes off ered to micro-enterprises are necessary to secure not just competitiveness, 
but in many cases the very existence of small companies, the micro-enterprises regime 
contributes to economic inequality, as well as increases inequality in terms of health, ac-
cess to training and job security, access to social benefi ts and pensions. 
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To ensure at least minimum state social insurance contributions for all micro-entre-
preneurs, as well as those who earn less than the minimum wage (31,2 per cent of all 
socially insured persons), new ‘Micro-enterprise tax law’ amendments were approved in 
the Parliament in October 2015. They envisaged that from January 2017 the minimum 
state social insurance contributions would be required for all workers in the amount 
of at least 75 per cent of the minimum wage (34.9 per cent tax on the minimum wage 
of 380 EUR, ie, approximately 100 EUR per month). Starting from 2018 full social 
contributions would be required from at least the minimum wage for all workers, even 
if they do not work full-time (Ķezbere and Žukova 2016). Thus, it could happen that a 
person who earns, for example, 1,000 euros for one particular job in summer months – 
for example, for translation – over the year has to pay more than 1,000 euros in taxes. In 
this case, the social insurance contribution tax would make it senseless to establish such 
a company (Makarovs 2016; TVNET 2016). The costs would need to be covered by em-
ployers; it also means that micro-enterprises would need to cover at least the minimum 
social contributions for all employees. A snap-survey organised by the Confederation of 
Employers found that for many companies the mandatory social contributions would be a 
reason to lay-off  workers, reduce wages or close the company altogether (TVNET 2016). 
As noted by Zondlere (2015), the hope that everyone will simply change micro-enterprise 
status into other economic forms was naive and would have grave consequences. NGOs 
started their fi ght against this law relatively late. The Latvian Chamber of Commerce 
(LTRK) actively argued against these amendments that would ‘undermine the business 
environment’ – in the parliament and the government, threatening to take the case to the 
Constitutional Court. Other NGOs also objected to the law. ‘Unfortunately, behind the 
Excel tables the Ministry of Finance does not see the people and does not understand 
what the implementation of this idea will mean for people. A massive departure from 
the country will begin, the shadow economy will grow at an enormous pace and the 
social budget will not be able to cope with the huge number of unemployed,” warned 
the Chairman of the Latvian Chamber of Commerce (LTRK) Jānis Endziņš. Finally, the 
government gave in to the employers’ pressure, and shortly after the budget approval the 
Commission of Social and Labour Aff airs ‘opened’ and amended the law again. At the 
end of 2016, the Parliament approved the fi nal amendments in the micro-enterprises law 
and the law on state social security, which were very diff erent from what was previously 
discussed. On 20 December, after extensive discussions, the Parliament approved in the 
fi nal reading amendments that imply the abandoning of the minimum social security 
contributions.

The fi nal agreement about the micro-enterprises tax rate was that in 2017 companies 
with a turnover lower than 7,000 euros would pay 12 per cent tax and companies with a 
larger turnover 15 per cent. Starting from 2018, all micro-enterprises will pay 15 per cent 
tax (Žukova 2016). It did not go smoothly, though, as initially the law was sent back for 
review by President Vejonis. He argued that the regulation is incomplete and goes against 
previous decisions on which society and entrepreneurs were counting. Several experts 
note that the evaluation of the increase of the MET rate is not economically adequate and 
substantiated (Leibus 2014). It is likely that the increase in micro-enterprise tax from 9 
per cent to 15 per cent from 2015 might destroy a few hundred micro-enterprises that 
cannot aff ord higher taxes and will force some of them back into the shadow economy. 
However, the eff ect on enterprises would not be large, as it would only be paid if some-
thing is earned (Makarovs 2016). 

The employees’ organisation – the Free Trade Union Confederation of Latvia (LABS) 
– was relatively quiet during this process. Micro-enterprises are small and usually do not 
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have a trade union – at best, there are individual union members in micro-enterprises. 
From the trade union perspective the main aspects of MET are its impact on employ-
ment and welfare (LBAS 2013). LBAS Deputy Chairman Egils Baldzēns in our inter-
view (TVNET 2016), stressed the need to strengthen the trade unions, particularly in the 
private sector. ‘It is clear that employers will always have a little more opportunity to 
infl uence government decisions, but trade unions with their membership and representa-
tion also may aff ect them’, indicates Baldzēns. ‘It is important to ensure that employers 
‘and workers’ interests are in balance. Currently they are biased towards employers.’ 
The Latvian Free Trade Unions (LBAS) believes that the changes in taxation have been 
much too rushed and chaotic. One has to work carefully and strategically on matters 
of remuneration and tax policy, and to work together – employers, employees and the 
government. One suggestion is to ask politicians, instead of achieving a compromise in 
the coalition fi rst and then turning to the social partners (National Tripartite Council), to 
do it the other way around – fi rst listen to the suggestions of the social partners and then 
discuss them in the coalition council. Unfortunately, only about 10 per cent of employees 
in Latvia are currently members of a trade union, and the numbers are especially low in 
the private sector, even more so among micro-enterprises (TVNET 2016). This limits the 
weight of the arguments of employees’ organisations and their ability to infl uence policy 
development. 

Conclusions
The case demonstrates that when we talk about social dialogue, it is important to consider 
who is behind ‘social dialogue’ and whose interests are at the heart of it. In this case (as in 
many others in Latvia) the interests of employers’ organisations, which are more organ-
ised and motivated than the workers’ organisations, have dominated social dialogue. They 
have been prominent in blocking any of the proposed changes to the micro-enterprises 
law that might have alleviated some of the evident problems associated with this tax, 
including extremely weak social guarantees. A full-scale evaluation of the MET’s eff ects 
on employment and total tax revenue has not been conducted yet (the World Bank is cur-
rently working on it), but the risks were clear very early on. While it is possible that the 
law achieved at least some of the goals, maintaining fl exibility of employment, it has also 
led to weakening of social guarantees for workers, hence, increasing both current and 
future inequality – a risk the government was willing to take. The position of both the 
government and employees’ organisations in this dialogue has been weak and indecisive, 
as they tried to fi nd a compromise between the perceived needs of the economy and work-
ers’ social protection. Unfortunately, the opinion still often persists that it is better to have 
any job – even without social protection – than no job at all. The micro-enterprises law 
could be an example of ‘social dumping’ and fl exibility at the expense of security, which 
is unfortunately too often seen as necessary to reduce unemployment and acquire a com-
petitive edge, especially during the recent crisis. In a situation in which trade unions are 
weak, society passive and social dialogue poorly developed, these policies are much more 
likely to pass. As the case of the proposed mandatory social contributions demonstrates, 
awareness of the problem of a lack of social protection is rising, but the off ered solutions 
have been far from optimal. Moreover, the chaotic process of decision-making has further 
diminished the confi dence of potential investors, thus having an additional negative ef-
fect. It is necessary, as noted by several experts, to base decisions not just on the opinions 
of the social partners, but also hard data and estimates of the eff ects of specifi c policies 
– something that in this case was missing. The solution achieved at the end of 2016 can 
be expected to improve the situation somewhat by increasing social contributions and 
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making employment in micro-enterprises more similar to other forms of employment, 
but it will not undo the previous years of meagre accumulated social contributions for a 
signifi cant part of workers. 

6. CONCLUSIONS AND POLICY ISSUES

The case of the Baltic states is fairly hard to characterise as a good example of active and 
eff ective social dialogue in Europe. In sum, the trade unions’ role in the Baltic states is 
limited in terms of union density and collective agreement coverage. Trade unions are 
the dominant form of workers’ representation in the Baltic states; there are no other tradi-
tional forms of workers’ representation, such as works councils. However, although in Es-
tonia and Latvia employees’ rights are expressed in principle by unions, the law provides 
a mechanism for employee representation in non-union fi rms (Visser, 2005). Collective 
agreements are more common at enterprise or national level. At industry or regional lev-
els, the bargaining process is less developed. Coordination of wage negotiations is low. 
As most employees are not covered by collective agreements, the eff ect of labour unions 
on labour market fl exibility is currently very minimal. 

To sum up, industrial relations are regulated by the minimum standards fi xed by the 
state, social dialogue between the social partners at the national level and individual em-
ployment contracts or enterprise level collective agreements. The very low rates of un-
ionisation and collective agreements mean that the labour market role of the unions is 
limited. Unions have to a certain extent been unable to overcome the Soviet legacy and 
reverse the downward trend in union density. The expectations regarding the growing im-
portance of unions after EU enlargement did not materialise and the initial sharp decline 
in union density in the 1990s continued, albeit at more moderate rates. Some still argue 
that perhaps the unions have some unused potential or some segment of the workforce 
exists that could provide union members. The low density and limited importance of un-
ions at workplaces is coupled with their weak role in national social dialogue, which is 
one explanation why poor policies have been implemented. That seems to apply also to 
the balance between fl exibility and security at the aggregate level, where unions or social 
dialogue more generally have not been able to shift the balance towards security, which 
is currently very much biased towards fl exibility. The favourable inequality dynamics in 
Estonia during the past 15 years are also probably due to other reasons than the successful 
activities of unions and social dialogue.

On the positive side we could still argue that the situation is not hopeless. Some anec-
dotal evidence suggests that the younger generation, free of Soviet experience, may have 
more realistic expectations of the role of unions in a market economy. As limited as the 
density of unions is, when they are present, we can fi nd moderate evidence of their eff ects 
on inequalities and wages. The dynamics of minimum wages in Estonia in recent years 
are probably one of these positive cases.
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3. Belgium: Robust Social Concertation Providing a 
Buff er against Growing Inequality?
Ive Marx and Lien Van Cant

1. INTRODUCTION

Belgium’s social concertation model is an extraordinarily resilient one. Union member-
ship and collective bargaining coverage remain among the highest in the industrialised 
world. This goes together with a deep-rooted tradition of multi-tiered bargaining and 
consultation on all aspects of working conditions. Social dialogue is fi rmly embedded in 
an extensive institutional framework and the social partners continue to wield signifi cant 
infl uence in shaping social and economic policy through their institutionalised advisory 
and (co-)governance roles, notably in the sphere of social security.

Belgium is an international outlier in another respect. First and foremost, households 
across the income spectrum have seen steady increases in their living standards, includ-
ing during the recent crisis. Belgium is among the few OECD countries not to have seen 
growing income inequalities. Belgium maintains just about the most compressed wage 
distribution in the capitalist world – including one of the smallest gender pay gaps – and 
there is also little evidence of precarisation in the world of work. 

These observations are interrelated. The key argument is that extensive and robust 
social dialogue has helped to contain inequality. The Belgian experience provides a pow-
erful antidote to views that growing inequalities are inevitable in advanced economies. 
However, while inequalities among workers are remarkably and sometimes exceptionally 
low by international standards, Belgium’s labour market is not as inclusive as one would 
wish. This, too, has to be seen, at least in part, in the context of the institutional rigidities 
and insider biases inherent in an extensive social concertation model like Belgium’s. 

The chapter is structured as followed: Section 2 sets out the main features of social 
dialogue and its key actors, notably the trade unions and employers’ organisations. The 
same section identifi es how the social dialogue model has changed over time, making a 
distinction between the period before and after the recession of 2008. Section 3 looks in 
more detail at equality outcomes in the sphere of income and work, and how these relate 
to social dialogue institutions and practices in Belgium. Before bringing together the 
main conclusions and highlighting some policy issues, two informative case studies, on 
the gender wage gap and the perceived work–life balance, are considered.

2. BELGIUM’S CONCERTATION MODEL 

2.1 Social Dialogue

Belgium’s complex multi-level political governance system fi rmly embeds trade unions 
and employers’ organisations in the institutional framework. Social dialogue is institu-
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tionalised in a system of consultative, advisory and management institutions in which the 
social organisations act as authorised representatives (Cantillon and Buysse, 2016). This 
fulfi ls three major functions: consultation, co-governance and bargaining.

There is bipartite dialogue between social partners, which can result in advice to the 
government. Two important national negotiation and consultative bodies are in place: the 
‘National Labour Council’ (NLC) and the ‘Central Economic Council’ (CEC). One of 
their main competences is to advise the national authorities on labour and social security 
law and on general economic issues (for example, market conditions, expansion policy, 
taxation, infl ation, competitiveness). Moreover, numerous other consulting socioeconom-
ic councils are in place at the regional (for example, the Flanders Social and Economic 
Council, SERV), sectoral (for example, joint committees) and fi rm level (for example, 
works councils) (Cantillon and Buysse, 2016; Cox and Verreyt, 2013; Vilrox and Ranson, 
2000). 

The social partners are represented on the governing boards of social security institu-
tions, vocational training (sectoral training funds) and labour market agencies. They sit 
also on the governance and supervisory boards of numerous other bodies, including the 
National Bank of Belgium to name just one example.

On matters on which the social partners have autonomy the dialogue is bipartite, re-
sulting in collective agreements. This includes, for example, wages (formation and devel-
opment), working time, non-discrimination and training opportunities. Bargaining on all 
these aspects of work occurs in a multi-tiered coordinated system. The traditional system 
of collective bargaining in Belgium is regulated by the Act of 1968 on Collective Bar-
gaining Agreements and Sectoral Joint Committees. Collective bargaining takes place at 
multiple levels, namely national, sectoral and organisational, whereby for each level an 
institutionalised negotiating forum is established (Vandekerckhove and Van Geys, 2012; 
Cantillon and Buysse, 2016). 

Every two years, the ‘Group of Ten’ social partners – representatives of the main em-
ployers’ organisations and trade unions – reach a national ‘Interprofessional Agreement’ 
(IPA). This intersectoral agreement functions as a general framework for further negotia-
tions and covers issues such as wages, social contributions and replacement incomes (Van 
den Broeck, 2011). Being decided at the highest level of the industrial relations system, 
these national cross-sector framework agreements are considered very infl uential (Van 
Gyes, 2009). On a number of occasions the government has intervened when the social 
partners failed to reach a central-level agreement (see below). 

Implementing the framework negotiated at the national level, social partners bar-
gain over diff erent aspects of working conditions (for example, pay levels, classifi cation 
schemes, working time arrangements, training) at the intermediate sectoral level, which is 
in eff ect the most important one. Bargaining takes place in joint committees and subcom-
mittees for specifi c sectors, resulting in collective agreements covering all the employers 
and employees assigned to the committees concerned (Cantillon and Buysse, 2016; Van 
Gyes, 2009; Humblet et al., 2014). Whereas a considerable number of OECD countries 
have moved toward fi rm-level negotiations, the sectoral level remains the dominant bar-
gaining level (OECD, 2004). The social partners enjoy considerable autonomy at this 
level and their infl uence in shaping the conditions in the world of work is substantial and 
even decisive. 

It is not exceptional for employers and employees to have a third round of bargaining 
at the fi rm level. Three consultation bodies are institutionalised at this level, namely: a 
works council, a committee for prevention and protection at the workplace and a trade 
union delegation. The former has an advisory competence on fi nancial, economic, tech-
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nical and social matters and has the authority to decide on issues in the social area, such 
as labour regulations, educational leave and dates for annual vacations (Humblet et al., 
2014). The committee for prevention and protection at the workplace oversees issues 
related to workers’ health, safety and hygiene (Humblet et al., 2014). Finally, in contrast 
to the works council, which has a mainly informative and consultative function, the trade 
union delegation negotiates directly on working conditions with the employer. The trade 
union delegation also intervenes in any confl ict the staff  might have with the employer 
(Cantillon and Buysse, 2016; Humblet et al., 2014; Perin and Ajzen, 2015). 

Collective bargaining is hierarchical. The national cross-sectoral agreement provides 
a framework within which the social partners at sectoral level negotiate. Similarly, the 
sectoral collective agreements concluded in the joint committees set a framework for 
bargaining at the company level. In other words, Belgian law does not allow collective 
agreements concluded at a lower level to deviate, for the worse, from the collective agree-
ments set at a higher level (Perin and Ajzen, 2015; European Commission, 2016a; Cantil-
lon and Buysse, 2016).

As regards collective agreements negotiated within the fi rm, the Labour Code guaran-
tees the extension of the negotiated agreement to all employees, including non-unionised 
staff . Multi-employer agreements may be extended to cover unaffi  liated employers in a 
particular sector by Royal Decree, if requested by one of the signatory parties. Nearly 
all collective agreements are made generally binding, greatly extending their impact and 
ensuring near to full coverage. Belgium therefore belongs among the leading countries 
as regards employees covered by collective agreements, with a coverage rate of approxi-
mately 96 per cent (Perin and Ajzen, 2015; Visser, 2016).

2.2 The Social Partners: Trade Unions and Employer’ Organisations 

2.2.1 Trade unions

Trade unions in Belgium are organised mainly by economic sector – some very large, 
some very small – rather than by occupation. The resulting confederations are histori-
cally organised in terms of the traditional ideological ‘pillars’ of Belgian society. The 
three main trade union confederations have clear political traditions: the two largest – the 
Confederation of Christian Trade Unions (ACV/CSC) and the Belgian General Federa-
tion of Labour (ABVV/FGTB) – are linked to the Christian and socialist movements, 
respectively, while the smaller Federation of Liberal Trade Unions of Belgium (ACLVB/
CGSLB) is linked to the liberals.

Furthermore, these unions are connected to a network of other, likeminded organisa-
tions, such as mutual insurance companies, fi nancial institutions, political parties, schools 
and hospitals. The pluralistic unionisation model, however, makes it diffi  cult to reach 
consensus on certain topics; it also forces employers to take several, possibly contradic-
tory demands into account. Moreover, this plurality creates competition among social 
organisations in membership acquisition (Cantillon and Buysse, 2016). 

It is well documented that, at around 50 per cent, union membership remains rela-
tively high in Belgium (Ebbinghaus, Göbel and Koos, 2011; Bryson, Ebbinghaus and 
Visser, 2011; Fitzenberger, Kohn, and Lembcke, 2013; Visser, 2016). Benassi and Vlan-
das (2016) include Belgium, together with the other ‘Ghent countries’ (Denmark, Finland 
and Sweden), in the so-called ‘Northern path’. These countries combine high bargaining 
coverage with high union authority and high union density. The Belgian affi  liate rate is 
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notably lower than its Nordic counterparts, but has shown more resilience and even spells 
of growth – albeit small – over recent years (Van Rie, Marx and Horemans, 2011). Figure 
1 indicates that Belgium is one of the few countries in which density has increased since 
1970. 

Against the backdrop of a general decline in union membership in nearly all OECD 
and EU member states, the divergent trajectory of Belgium is remarkable. A number of 
employment and institutional features promote participation, thus explaining Belgium’s 
high density rate. First, unionisation is very often positively related to public sector em-
ployment (Schnabel, 2013). A large share of countries with declining unionisation have 
cut back the public sector – known as a union stronghold – in the course of fi scal con-
solidation measures, whereas Belgium is still characterised by a large public workforce. 
Moreover, while other countries have seen a marked increase in fi xed-term and temporary 
agency employment contracts – which discourage employees to become a member of a 
trade union (Ebbinghaus, Göbel and Koos, 2011) – this is not the case for Belgium (as 
will be discussed later). 

In addition, a society’s institutional framework proves to be a fundamental determi-
nant of unionisation (Ebbinghaus, Göbel and Koos, 2011). In the case of Belgium, one 
institutional variable that has been found to strongly aff ect unionisation in most cross-
national studies is the union-run unemployment insurance. The so-called Ghent system, 
which means that unemployment benefi ts are, as a rule, administered by union-affi  liated 
institutions, has been shown to promote high and resilient union density rates. The system 
comes in two variants. In Denmark, Finland and Sweden the system takes the form of 
voluntary unemployment insurance funds, set up by the unions and heavily subsidised by 

Figure 1 Trade union density, Belgium, 1970–2013

Source: Visser.
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the state. In this respect, Belgium features a partial Ghent system: while unemployment 
insurance is compulsory, trade unions retain a major role in the provision of benefi ts. Not-
withstanding the fact that union membership is not mandatory for those insured, the vital 
role of trade unions in the provision of unemployment benefi ts and the regular contact 
with union offi  cials during spells of unemployment are said to motivate workers strongly 
to join unions. This way, the union-run insurance functions as a ‘selective incentive’ (Van 
Rie, Marx and Horemans, 2011; Schnabel, 2013; Ebbinghaus, Göbel and Koos, 2011; 
Vandaele, 2009). This is clearly evident in the profi le of union membership.

2.2.2 Employers’ organisations

The Belgian landscape of industrial relations is characterised by a well-established and 
structured network of employers’ organisations. The Belgian Federation of Employers 
(VBO-FEB) is the main cross-sector employers’ organisation representing companies in 
all three regions of Belgium. At the regional level, the most important employer organisa-
tions are the Flemish Organisation for Independent Entrepreneurs and SMEs (Unizo), the 
Flemish Network of Enterprises (VOKA), the French-speaking Union des Classes Moy-
ennes (UCM), the Walloon Union of Enterprises (UWE) and the Brussels Enterprises 
Commerce and Industry (BECI). Alongside these national and regional interprofessional 
organisations there are a number of SME confederations, interest groups (‘Federation of 
Farmers’ – BB), social profi t confederations (Confederation of Social Profi t Enterprises, 
UNISOC) and CSR networks or platforms of entrepreneurs (Cantillon and Buysse, 2016; 
Perin and Ajzen, 2015; Van Gyes, 2010a). 

These organisations, apart from their individual objectives, all advocate free enterprise 
(Cantillon and Buysse, 2016). Moreover, VBO, UNIZO, UCM and BB participate in 
the bi-annual cross-sectoral negotiations with the trade unions since they are part of the 
‘Group of Ten’ (Van Gyes, 2010a). 

As for the density rate of employers’ organisations a common trend seen in almost 
all countries is that such bodies have more or less maintained their level of membership, 
when measured relative to their potential membership; that is, their organisational density 
has remained fairly constant. This in stark contrast with the long-term decline of trade 
union membership (Schnabel, 2013). With regard to Belgium, although no accurate data 
are available, both trade union and employers’ organisation density rates are high and 
stable (Visser, 2016). 

2.3 Transformation of Industrial Relations

A key milestone in the development of Belgium’s concertation model is the year 1944. 
Born in the exceptional atmosphere of solidarity of the fi nal war days, the ‘Social Pact’ 
marked a move towards more peaceful social relations. The institutions established then 
to foster social dialogue have of course undergone change. In this section, we attempt to 
outline some important developments.

2.3.1 Period before the recession of 2008

Belgium’s extensive social concertation model emerged gradually. The Pact of 1944 is 
regarded as a key moment of this process. Economic prosperity during the 1960s made it 
possible for the institutions established in the post-war period to develop further. In 1960 
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the social partners concluded a ‘social planning agreement’ on the joint bargaining rounds 
to take place every two years. These negotiations, with respect to wages, working condi-
tions and social benefi ts, would result in Interprofessional Agreements (IPA). On these 
issues social dialogue became bipartite instead of tripartite. The institutional edifi ce of 
the social dialogue was reinforced by the law of 1968 on collective agreements and joint 
committees. At the end of the 1960s, trade unions and employers’ organisations obtained 
a high degree of autonomy and were able to negotiate on various labour market issues in 
a range of institutionalised bargaining bodies (Cassiers and Denayer, 2009). 

The ‘golden age’ of the post-war years was followed by a drastic sea change. Bel-
gium, as an early industrialiser, was extremely hard hit by the oil price shocks and the 
subsequent economic downturn of the 1970s and 1980s. Furthermore, the collapse in 
the demand for labour occurred precisely at a time when many youngsters (the sizable 
post-war baby boom cohort) and women were entering the labour market. This change in 
workforce composition not only substantially increased unemployment rates; it also had a 
signifi cant impact on trade union organisation as well. Traditionally, trade union members 
were a homogenous group of male industrial full-time workers, whereas the changing 
labour market made this group more and more heterogeneous (Marx, 2009). 

Alongside these external macroeconomic shocks, wider socio-economic changes, such 
as globalisation and technological change changed the context for social dialogue (Visser, 
2016). The law of 1989 sought to respond to intensifying international competition. This 
marked a turning point in that this was the fi rst government initiative to structurally limit 
the bargaining freedom of the social partners in an ex ante way. In the past, interventions 
had only occurred after wage growth had been derailed (Marx, 2009). 

The changed socio-economic context strengthened the divergence in interests of trade 
unions and employers’ organisations, resulting in a turbulent social climate in which ne-
gotiations became harder to reach. Firms started to focus more on lowering production 
costs and increasing productivity, relying on a small (highly-skilled) workforce. Employ-
ers’ organisations called for the suspension of the automatic indexation of wages, wage 
moderation and the reduction of employers’ contributions. Not surprisingly, trade unions 
sought to protect the purchasing power of their members (Cassiers and Denayer, 2009). 
The demands of both sides of industry were often too divergent, resulting in an increased 
number of interventions by the government (Dryon and Krzeslo, 1997). 

As there was little room for manoeuvre with respect to wages, social agreements in-
creasingly focused on fl exibility, education and training, innovation and the work–life 
balance. Pensions and public health care also became major topics (Cassiers and Denayer, 
2009; Cox and Verreyt, 2013).

2.3.2 Period during and after the recession of 2008

The resilience of Belgium’s social dialogue model was put to the test again during the 
crisis of 2008. Automatic stabilisers (for example, several unemployment insurance 
schemes) helped to mitigate the negative impact of the recession on output and employ-
ment. Apart from the fact that the public debt rate rose again for the fi rst time since 1993, 
Belgium weathered the economic storms remarkably well because both its GDP and em-
ployment rate declined less than in most European member states (Marx and Schuerman, 
2016; Vaughan-Whitehead, 2015b). 

Nevertheless, the crisis restricted the room for compromise in collective bargaining. 
Tensions between the social partners rose to serious levels, making the interprofessional 
agreement of 2009–2010 extremely hard to reach. Consequently, the negotiations suc-



Belgium: Robust Social Concertation Providing a Buff er against Growing Inequality?

79

ceeded only due to government mediation (Ajzen and Vermandere, 2013). The govern-
ment unilaterally made the ‘wage norm’ mandatory by Royal Decree. This restricted the 
bargaining power of social partners at both the national and sectoral levels. The bargaining 
rounds for IPA 2011–2012 did not go easily. At the end of 2010 negotiations were blocked 
due to confl icting opinions on whether or not to retain indexation and to increase wages. 
The discussion on the harmonisation of the employment status of blue-collar and white-
collar workers proved to be a persistent stumbling block as well (Cox and Verreyt, 2013). 
In response to the stalled negotiations and rising social unrest, the Belgian government 
decided to unilaterally extend the anti-crisis measures it had taken in April 2009. These 
measures include, among other things, the decision to extend the short-time compensa-
tion scheme to white-collar workers and a special redundancy payment for dismissed 
blue-collar workers (Van Gyes, 2010b). Moreover, the new government, which – after a 
record breaking 541 days of political negotiations – was sworn in at the end of 2011, em-
barked on a reform programme. The pension reforms in particular, which made it harder 
to retire early, sparked reactions from unions, resulting in a 24-hour general strike. The 
unions criticised the lack of social dialogue on the issue and demanded changes to the 
reforms (Van Gyes, 2012).

Adding fuel to the fi re were the numerous business closures and restructuring, which 
were leading to high job losses. October 2012 was even called ‘the dark month’ for em-
ployment in Belgium, because more than 6,000 jobs were lost. While the trade unions 
called a number of strikes in response to planned restructurings, employers’ organisations 
stressed the importance of keeping Belgian companies competitive. As a result, cross-
industry partners again could not sign an agreement for the period 2013–2014. This tense 
climate put pressure on the federal government, which was forced to reduce the public 
budget defi cit to 2.15 per cent before the end of 2012. The government decided to retain 
the automatic wage index, although the composition of the index basket was altered to 
temper its eff ects. While aiming to reduce the labour cost gap with neighbouring coun-
tries and thereby strengthen competitiveness, the government imposed a wage freeze in 
2013–2014 as well (Ajzen and Vermandere, 2013). It was a long time before the ‘Group 
of Ten’ got back on speaking terms as the government had limited the possibility of wage 
rises and, as a consequence, restricted the margin to negotiate. After turbulent negotia-
tions and under pressure from Prime Minister Di Rupo, a new IPA for 2013–2014 was 
agreed in January 2013 (Cox and Verreyt, 2013). 

Recovering from the economic crisis, the new federal government – elected in 2014 – 
decided in its coalition agreement to create a ‘wage index jump’ in 2015, which stopped 
the automatic pay increases based on the Health Index fi gures. Alongside other ‘austerity 
measures’, such as raising the pensionable age to 67 and reducing public sector spending, 
the coalition agreement provoked severe social unrest, resulting in successive national 
days of demonstrations and strike actions (Vermandere and Van Gyes, 2015). Social dia-
logue was clearly in disarray and its relevance was even questioned because these aus-
terity measures were imposed without consulting the social partners. Nevertheless an 
interprofessional agreement was reached for the period 2015–2016, although without the 
signature of the socialist trade union. 

Social unrest continues. The so-called ‘Peeters Law’ (named after the minister for em-
ployment, Kris Peeters, has angered trade unions, leading to a tense social climate. The 
law provides, among other things, for a more fl exible distribution of working time. Work-
ing time was to be calculated annually and no longer per week, albeit with a working time 
limit of 9 hours a day and 45 hours per week (Peeters, 2016). Trade unions disagreed and 
claimed that, under the new rules, employers would be able to demand from workers that 
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they work long days for multiple weeks in a row. They also believe that working condi-
tions will worsen because stress at work may increase and fi nding an optimal work–life 
balance will become more diffi  cult. The fl exibility granted by this law seems to work par-
ticularly in favour of the employer and to a much lesser extent their employees. Moreo-
ver, the modifi cation of the 1996 Law on Wage Formation was recently approved, aimed 
at reducing the so-called ‘wage handicap’ of the Belgian economy in comparison with 
neighbouring trading partners even further by setting a maximum margin of increase. A 
‘safety margin’ is intended to increase employment and safeguard the competitiveness of 
the Belgian economy (Peeters, 2016; Van Oycke, 2016). 

In sum, the economic crisis has not been without consequences for social dialogue. 
Negotiations on interprofessional agreements have proved diffi  cult throughout the crisis 
period. The government has frequently intervened in negotiations and become more in-
volved in wage setting as compared with to the pre-crisis years (Visser, 2016). Neverthe-
less, the institutionalised collective bargaining mechanisms remain fi rmly in place. 

3. THE BELGIAN EXCEPTION: RISING LIVING STANDARDS, LOW AND 
STABLE INEQUALITY

We now turn to outcomes. Various sources and studies have shown Belgium to be among 
the few rich countries that has not seen growing income inequality over the past two 
decades (OECD, 2011 and 2015; Van Rie and Marx, 2013; Kuypers and Marx, 2015). In 
addition, living standards have increased steadily (Table 1), including during the recent 

Table 1 Equivalent median income and inequality, Belgium 1996–2015

Median income Gini
1996 14111  0.28
1997 14089  0.27
1998 14027  0.27
1999 14200  0.29
2000 14778  0.3
2001 15492  0.28
2003 15522  0.203
2004 15674  0.261
2005 16581  0.28
2006 17213 0.278
2007 17566 0.263
2008 17985 0.275
2009 19313 0.264
2010 19464 0.266
2011 20008 0.263
2012 20280 0.265
2013 21483 0.259
2014 21705 0.259
2015 21654 0.262

Source: Eurostat.
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Figure 2 Evolution of the Gini-coeffi  cient based on equivalent income, Belgium, 
1995–2015 

Source: Eurostat Note: Break in series: 2002(-2004 for EU15); EU15: Estimated coeffi  cient for 1997–2001.

Figure 3 At-risk-of-poverty rate, Belgium, 2015

Source: Eurostat.
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crisis period. Automatic stabilisers, such as extensive short-time compensation schemes, 
have proved instrumental in sheltering the Belgian population from its adverse impacts 
(Marx and Schuerman, 2016). 

With just under 15 per cent of its population at risk of poverty, Belgium takes an av-
erage position, which stands somewhat at odds with its remarkably low overall level of 
income inequality. It is worth pointing out, however, that Belgium’s in-work poverty rate 
ranks consistently among the lowest of the industrialised nations. In 2015, EU-SILC data 
indicates that only 4.6 per cent of employees live in a household with an equivalised dis-
posable income less than 60 per cent of median household income, half the EU28 average 
rate. However, poverty rates for working-aged households with little or no labour income 
are far worse. 

The overall level of income inequality is determined by a host of factors (Atkinson 
and Bourguignon, 2015; OECD, 2015), but decisive drivers are wages, taxes and benefi ts. 
Belgium stands out in having an exceptionally compressed wage distribution, in addition 
to a very large welfare state. In both these drivers of equality, Belgium’s extensive social 
concertation model plays a key role, as we will now discuss. 

3.1 The Principal Equality Generator: Pervasive Collective Bargaining on Wages 
and Work Conditions

3.1.1 Extensive social dialogue mechanisms: source of high and stable wage equality

Exceptional wage equality: brief evidence
Being the main income source for most households, wages play a key role in shaping the 
income distribution (Salverda and Checchi, 2014). Belgium’s highly compressed wage-
structure is a major driver of low overall inequality. 

OECD fi gures indicate that Belgium has the smallest share – only 3.4 per cent – of 
workers earning less than two-thirds of median earnings. The incidence of high pay 
among full-time workers in Belgium is very low as well (see Figure 4). Three inter-decile 
ratios to measure wage inequality show the same picture. As shown by Figure 5, Belgium 
belongs among the top three and top four performing countries in terms of overall wage 
equality (D9/D1) and the D9/D5 ratio, respectively. Nowhere is the lower half of the 
wage distribution (D5/D1) more compressed. The workers at the median of the earnings 
distribution earn only 1.34 times more than the 10 per cent lowest-paid workers, while on 
average this is 1.70 times more.

Moreover, in contrast to many other industrialised countries, there is no indication 
that wage dispersion increased substantially between the middle of the 1980s and the 
late 2000s (Horemans et al., 2011; OECD, 2011). This stability becomes all the more 
clear when looking at Figure 6 as all three inter-decile ratios have remained virtually 
unchanged for the past fi fteen years. The incidence of jobs paying less than two-thirds of 
median earnings is now lower than in the early 2000s. 

The gender wage gap in Belgium, while still signifi cant, has narrowed considerably. 
The diff erence between men’s and women’s median wages (OECD data) was 13.6 per 
cent of men’s median wage in 2000, down to 3.3 per cent in 2014. The gap is widest 
among the oldest age categories and narrower among the youngest. From an international 
perspective, Belgium performs very well (see Figure 7). Therefore, this trend in labour 
market inequality will be further discussed as a case study – to be found at the end of the 
chapter. 
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Figure 4 Incidence of high and low pay, Belgium, 2014

Source: OECD.

Figure 5 Earnings dispersion, Belgium, 2014

Source: OECD.
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Figure 6 Change in earnings dispersion and low pay incidence, Belgium, 2000–2014

Source: OECD,
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Figure 7 Gender wage gap, Belgium, 2014 

Note: The unadjusted gender wage gap is defi ned as the diff erence between average gross hourly earnings 
of male paid employees and of female paid employees as a percentage of average gross hourly earnings of 
male paid employees.
Source: Eurostat.

Figure 8 Change in gender wage gap, Belgium, 2000–2014

Note: The unadjusted gender wage gap is defi ned as the diff erence between median wages of men and 
women relative to the median wages of men.
Source: OECD.
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3.1.2 Pervasive collective bargaining as a driving force: how it works

Belgium is characterised by comprehensive collective wage setting. Wage setting in Bel-
gium is a matter in which unions and employers have a large degree of autonomy. While 
there was decentralisation of wage setting over the course of the 1980s, wage formation 
in Belgium remains comparatively centralised and coordinated (Plasman et al., 2007; 
Vaughan-Whitehead, 2010). Wage bargaining occurs at three interlinked levels. A fi rst 
round of bargaining at the national level results in an overall agreement (IPA), which 
covers all companies in the private sector and sets out general principles and some es-
sential parameters; for example, the scope for overall wage growth and minimum wage 
levels. Subsequently, agreements in the joint committees – which can vary considerably 
by sector – implement the national target at the (dominant) sectoral level. A third round 
of bargaining can take place at the fi rm level, but this is not always the case (especially 
in smaller fi rms). Firm-level agreements tend to focus on issues of working conditions 
rather than wages. Lower-level agreements must respect employees’ rights laid down in 
higher level agreements. Furthermore, strict regulations and procedures govern the bar-
gaining process as agreements are made generally binding, covering the whole workforce 
concerned (Vandekerckhove and Van Gyes, 2014; Van Gyes, 2009). 

Indexation mechanism and wage norm
Belgium is one of few industrialised countries that has an automatic cost-of-living adap-
tation mechanism for wages and social benefi ts. This prevents downward tendencies in 
real living standards. However, concerns about ‘competitiveness’ have led consecutive 
governments to reform the indexation mechanism. This resulted in a series of indexation 
freezes in the mid-1980s and – as a crisis measure – in 2014–2015, and in the adaptation 
of the basket of goods and services included in the index (Van Rie and Marx, 2013; Ver-
mandere, 2014; Vandekerckhove and Van Geys, 2012). Nevertheless, the system contin-
ues to play a key role in wage setting.

Second, the social partners are required to negotiate on upper limits of wage growth. 
The so-called Competitiveness Law of 1989 (which was extended in 1996 and modifi ed in 
2014) institutionalised government intervention in wage setting when wage developments 
are considered harmful to competitiveness. This way, the government tries to balance 
the automatic indexing of wages. A monitoring system was introduced, benchmarking 
Belgian wage developments against those in main trading competitors and neighbouring 
countries Germany, France and the Netherlands. The weighted average of pay develop-
ments in these countries is considered the upper margin for negotiations (‘wage norm’), 
as wage increases beyond this limit trigger government intervention (Van Rie and Marx, 
2013; Vandekerckhove and Van Geys, 2012). It is set every two years in the IPA by the 
social partners, based on estimates provided by the Central Economic Council, in which 
the social partners sit (Van Gyes, 2009).

High minimum wage
Belgium does not have a statutory legal minimum wage. Instead there is a minimum wage 
on which employers and trade unions agree at the national level. It applies to all workers 
(collective wage agreements are legally binding; they also cover non-unionised workers) 
and it sets sector-wide or even national level thresholds and defi nitions of adequate pay. 
This minimum wage thus has more of a benchmark purpose than anything else – it consti-
tutes the absolute base of the wage edifi ce. ‘Real’ minimum wages (that is, pay scales for 
the youngest, least qualifi ed and least experienced workers) are collectively negotiated at 
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the industry level and tend to be considerably higher than the nationwide minimum wage 
as they cannot undercut the national minimum standard. Industries in which the lowest 
pay scales are 20 to 30 per cent higher than the nationwide minimum are not exceptional. 
In some sectors, the lowest pay scales are almost twice as high as the nationwide mini-
mum (Vandekerckhove and Van Gyes, 2014; Marx et al., 2012). In the services sector, 
minimum wages tend to deviate less from the nationwide minimum but it is diffi  cult to 
make general statements as wages are set in dozens of separate collective agreements. All 
the available evidence suggests that very few people actually work – or can work – for 
the nationwide minimum. As a consequence, relatively low paid work is considerably less 
prevalent in Belgium than in most other comparable countries, including the Netherlands 
and Germany (Van Rie and Marx, 2013).

Social partners have signifi cant room to negotiate agreements at the sectoral level, 
leading to additional minimum wages for nearly all sectors. This leads to signifi cant wage 
diff erentials across sectors. However, the minimum wage is reached at national level 
and the outcome of the negotiation there is refl ective of overall union bargaining power. 
Agreements reached there are extended to the weakest sectors, thereby compressing the 
Belgian wage structure. Vandekerckhove, Goos and Geys (2014) empirically confi rmed 
this fi nding by using administrative data on sector and time variation in minimum wages 
for the period 1996–2006 in Belgium. The authors fi nd that higher minimum wages in-
deed reduce not only lower-tail but also overall wage dispersion. 

Recent government reforms will lower the minimum wage for young workers. This 
has sparked a fi erce reaction from the trade unions as, in previous years, agreements were 
reached to let the minimum wage system for young workers gradually catch up with the 
full minimum wage. On the other hand, since the index-jump of 2015 has come to an end, 

Figure 9 Monthly national minimum wages, Belgium, 2015 (euros)

Source: Eurostat.
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the minimum wage for employees over 21 is adjusted to the index again. Some sectors, 
however, will need to wait until 2017 for their (minimum) wages to be adapted. 

Extension mechanism
Another equalizing feature of the Belgian wage-setting system is the widespread use of 
extension mechanisms, resulting in near-universal bargaining coverage. Over 90 per cent 
of wage and salary earners (including non-unionised workers) are covered by collec-
tive wage agreements, a share that has been constant since the middle of the 1980s (Van 
Ruysseveldt and Visser, 1995; Van Gyes, 2009; Visser, 2011; Vaughan-Whitehead, 2010). 
This way, social dialogue determines just about everybody’s pay. This reduces inequality 
among workers as the standards set at national and sectoral level are extended to em-
ployees with weaker bargaining power, particularly those working in small fi rms. As al-
ready highlighted, the pay scales negotiated by collective bargaining are generally higher 
than the minimum wage and, moreover, extend into the intermediate or even higher pay 
brackets. Extension mechanisms therefore not only protect the most vulnerable workers, 
through underpinning low earnings, but generate a compression eff ect on the overall earn-
ings distribution as well (Bosch, 2015; Villanueva, 2015). 

While these extension mechanisms reduce unequal treatment of unionised and non-
unionised workers as regards wages and working conditions, it can hamper wage fl exibil-
ity. A report by the European Commission (2016a) indicates that wages may not be able 
to fully adjust to diff erences in productivity across fi rms or geographical areas within the 
same sector when collective agreements are made binding for every worker in the sector. 
This may result in a misallocation of labour (Villanueva, 2015).

However, opt-outs from collective agreements are, although exceptionally, used at 
company level. Collective agreements negotiated on the lowest level can deviate from 
sectorally defi ned standards if the agreement explicitly allows for this. The minimum 
wage agreed on the interprofessional level must, however, always be respected (Perin and 
Ajzen, 2015; Visser, 2016). 

Also noteworthy is the fact that some sectors, such as services, allow for greater wage 
fl exibility compared with others (for example, manual sectors) (Vandekerckhove, Ver-
mandere, and Van Gyes, 2010). However, Belgium is clearly characterised by rigid wage-
setting institutions which – in face of asymmetric shocks — are often argued to hamper 
the functioning of the labour market (Fitzenberger, Kohn, and Lembcke, 2013; Vaughan-
Whitehead, 2012).

3.2 Working conditions: negotiated fl exibility 

3.2.1 Limited growth of non-standard work

The gradual growth of non-standard employment is one of the most fundamental struc-
tural labour market changes in Western countries (ILO, 2016). Belgium appears to be 
one of the exceptions in this respect. Although a slight increase can be noted, there is not 
much evidence of dramatic growth in temporary or precarious work, not even during the 
recession of 2008. On several measures of ‘atypical’ employment, such as the incidence 
of fi xed term contracts, temporary work, night work and weekend work, Belgium is to 
be found at the lower end each time. This is arguably related to the continued strength of 
unions and collective bargaining. To the extent that there have been trends towards more 
fl exibility in the sphere of contract type, working time and work organisation, these have 
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been negotiated rather than politically imposed. We now discuss some trends in some-
what more detail.

Part-time work
Part-time work, an important form of non-standard employment, as a share of total em-
ployment has risen substantially and steadily in Belgium, from less than one out of ten 
workers in the early 1980s to nearly one out of four in the late 2000s. The number of 
part-time employees was not strongly aff ected by the recession of 2008, while in most 
other countries this was the case. Women are clearly overrepresented among the part-time 
workers (41.4 per cent of working women in 2015, compared with 9.3 per cent of work-
ing men). While men have caught up, part-time work remains dominated by women as 
they help to combine work and caring activities. Moreover, for typically underrepresented 
groups in the labour market, such as young people and older workers, part-time jobs ease 
transitions in and out of the labour market (Horemans, 2016). The proliferation of part-
time work in Belgium has not been associated with a rise in involuntary part-time work. 
On the contrary, Eurostat fi gures suggest a steady decline in the share of part-time work-
ers that would prefer but cannot fi nd full-time work, from approximately one-third in the 
mid-1980s to only 15 per cent in 2006 and 10 per cent in 2015. In contrast to many other 
countries, the recession did not increase the number of involuntary part-time workers. 

The social partners have had a strong infl uence on the regulation of part-time employ-
ment. The regulatory framework prevents the working conditions of part-time workers 
to be less favourable than for full-time workers. The remuneration, for example, of part-
time employees may, in proportion to hours worked, not be inferior to the remuneration 
of employees on a full-time contract. These principles are defi ned in the Labour Code 
and were extended, in consultation with social partners, by collective agreement No. 35 

Figure 10 Part-time employment as share of total employment, Belgium, 1983–2015

Source: Eurostat.
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(27/02/1981) on part-time employment, the Programme Act of 22/12/1989 and the Law 
on Non-discrimination regarding Part-time Employees of 5/03/2002. 

Temporary employment
As in most European countries, the share of employees with a temporary contract in 
Belgium is now higher than in the early 1980s, but it remains comparatively low. There 
has been some degree of fl uctuation over time, but the share of temporary employment 
remains relatively low compared with the European average (7.7 per cent in Belgium in 
2015, as opposed to 11.9 per cent for the EU28). Just as for part-time work, women are 
overrepresented among temporary employees. Their rates have, however, converged with 
those of men as well (from two times the men’s rate in the mid-1980s to 1.3 times in the 
late 2000s). 

This low share of temporary contracts can be linked to the strict legislation on this 
type of contract. Belgium remains among the more strongly regulated OECD countries 
according to some comparative studies (OECD, 2013; European Commission, 2014). 

The Law on Temporary Employment of 1987 makes a clear distinction between regu-
lar fi xed-term contracts and temporary-work-agency employment, the latter being more 
tightly regulated (OECD, 2013). Although most temporary workers are employed by 
an agency, this distinction creates inequality among workers (Pecinovsky and Van den 
Bergh, 2014). The law sets specifi c limitations to temporary agency worker employment 
– the use of it must be justifi ed unambiguously on the basis of objective reasons – while 
there are no such limitations for fi xed-term contracts. The law requires equal pay and 
working conditions for regular workers in the user fi rm and temporary agency workers on 
assignment. In countries where temporary agency workers do not enjoy the same pay and 
working conditions as other workers, such employment is used as a cheap way to by-pass 

Figure 11 Temporary employment as share of employees, Belgium, 1983–2015

Source: Eurostat.
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employment protection on regular employment and is seen as a means to weaken trade 
unions and avoid constraints imposed by collective agreements (OECD, 2013). Moreo-
ver, when hiring an employee on a temporary contract, the employer is often required 
to ask prior permission from union delegates or worker representatives. Another feature 
that clearly indicates the important role of the social partners and collective bargaining 
regarding temporary employment contracts is the fact that the use of temporary work has 
traditionally been prohibited in some sectors, such as the transport sector. Also, while the 
core provisions as regards temporary employment are codifi ed in the Law of 1987, more 
detailed rules are laid down in collective agreements reached by bargaining between trade 
unions and employers’ organisations (for example, No. 108 on procedures and duration) 
(Pecinovsky and Van den Bergh, 2014). 

A new law enables temporary work agencies to conclude permanent contracts with 
the people they send out to their clients. Permanent temporary work contracts are only 
possible, however, if a collective bargaining agreement is concluded within the joint com-
mittee for temporary agency work (JC No. 322) and the wage between two assignments 
is guaranteed by the temporary work agency (Peeters, 2016).

3.2.2 Flexible working schemes

The growth of non-standard employment is often related to the shift towards a service-
based economy, where employers have more fl exible staffi  ng needs in order to cope with 
irregular demand and fl exible opening hours (Horemans, 2016). However, night, week-
end and shift work remains less widespread in Belgium than elsewhere. While Sunday 
work has increased slightly, working in shifts and at night has decreased over the years. 
The fi gures for Belgium show a large gap with the EU28 average. 

Figure 12 Employees working shifts as a percentage of the total of employees, Belgium, 
2000–2015

Source: Eurostat.
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Figure 13 Employed persons working at night (regularly) as a percentage of the total 
employment, Belgium, 2000–2015

Source: Eurostat.

Figure 14 Employed persons working on Sundays (regularly) as a percentage of the total 
employment, Belgium, 2000–2015

Source: Eurostat.
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Nevertheless, negotiations between trade unions and employers organisations’ have 
brought changes. Examples are the collective agreement on part-time employment of 
1981, collective agreements No. 47, which contained provisions on temporary and agen-
cy work and collective agreement No. 46 on shift and night work, both introduced in 
1990, and the Act of 1997 on establishing the equality of women and men with respect to 
night work. 

More recently, however, Belgium’s centre-right coalition government unilaterally 
moved to increase working time fl exibility. Not surprisingly, the so-called ‘Peeters Law’ 
encountered signifi cant resistance. 

The law contains several measures, such as the annualisation of working hours. This 
will make it possible for companies in internationally competitive sectors to develop 
customised work arrangements by spreading the calculation of the 38-hour week over 
several years (maximum six years). The concrete terms for application of the system need 
to be laid down in a sectoral collective agreement. The law also develops a new concept 
of ‘voluntary overtime’, whereby each worker has an allotment of 100 voluntary hours of 
overtime. Other measures supporting labour market fl exibility include the administrative 
simplifi cation of part-time work and reform of the employer grouping scheme. 

The law, furthermore, enables workers themselves to increase fl exibility as regards 
their working time and place. Important measures in this respect are the establishment of 
a legal framework for both occasional telework and fl exible working hours during which 
the employee can determine beginning and end of their working hours, within certain lim-
its. 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’ is put in place. The latter makes it possible for employees to 
save up additional holidays.

Despite union protests, the law was approved by the government on 28 October 2016. 
At the time of writing it still awaits fi nal parliamentary approval, which is expected. 
However the government allocated a key role to the social partners in implementing the 
law. While the law provides the legal framework for more working time fl exibility, its 
implementation is only possible through collective agreements to be negotiated by trade 
unions and employers at the sectoral and fi rm levels. Any moves towards more fl exibility 
that may happen as a result will thus remain negotiated ones.

3.3 The Secondary Equality Generator: Co-Governed Social Security 

The remarkable stability of Belgium’s income inequality is due in major part to excep-
tional wage equality and negotiated, rather than imposed, labour market fl exibility – both 
an outcome of pervasive collective bargaining. Besides, through the abovementioned 
mechanisms, the social partners aff ect income inequality through their infl uence on redis-
tribution mechanisms as well. To this we turn now.

3.3.1 Belgium’s social security system

Brief history 
Belgium’s extensive social security system is both co-founded and co-governed by 
trade unions and employers’ organisations. In order to understand the key role played 
by the social partners in the Belgian welfare system it is important to briefl y sketch its 
history. 
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It was the same climate of social unrest that led Otto Von Bismarck to institute the fi rst 
labour protection laws and social security provisions in Germany, which triggered the 
introduction of similar laws and provisions in Belgium. Social security arrangements had 
by then already emerged on a voluntary basis, set up under the infl uence of the emerging 
trade unions. This was usually in the context of mutual societies and such organisations, 
which usually had a much broader purpose than providing social security. These mutual 
societies and organisations were organised along ideological lines, the Christian-Demo-
crat and the Socialist being the most prominent. The pluralist, decentralised and autono-
mous nature of social security and social welfare provision did not change once the state 
started taking up a regulatory and standardising role. But out of a patchwork of arrange-
ments, set up by the social partners, emerged a compulsory and increasingly universal 
system of social security and health care (Deleeck, 2001). 

A long phase of incremental expansion of various, mostly occupationally segregated 
social security schemes culminated in the ‘Social Pact’ of 1944 – agreed on by the social 
partners and the government. Born in the exceptional atmosphere of solidarity of the fi nal 
war days, the Pact marked a consolidation of the welfare system. The Social Pact, while 
extending compulsory social security coverage, confi rmed the subsidiarity principle in 
the sense that nongovernment organisations (unions and mutual societies) remained re-
sponsible for the administration of benefi ts. In addition, national agencies were created 
for those not affi  liated to such organisations. The role of the state remained, as before, 
very much regulatory and complementary. A fi nal safety net, guaranteeing minimum in-
come protection to all, was ensured through three laws enacted around the late 1960s and 
early 1970s.

The economic downturn of the 1970s and 1980s, caused by the oil price shocks, chal-
lenged the social protection system profoundly. Confronted with a massive increase in 

Figure 15 Social expenditure as a percentage of GDP, Belgium and EU countries, 2014

Source: Eurostat.
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dependency, the social security system was transformed from a system largely in the Bis-
marckian mould into one in which there is an overriding emphasis on minimum income 
protection. 

3.3.2 Social spending in general

As shown by Figure 15, Belgium features one of the largest social expenditure budgets 
(relative to GDP), which also account for its stable and low overall household inequality 
and moderately low poverty rate (Förster and d’Ercole, 2005; OECD, 2011 and 2015; 
Nolan et al. 2014). 

The Belgian system of social security features a wide range of income replacement 
benefi ts to compensate workers (and increasingly citizens) against income loss linked 
to a number of contingencies. Belgian social spending is strongly geared towards cash 
transfers, with unemployment benefi ts comprising an exceptionally large branch (Table 
2). Compared with the EU28 average, Belgium spends twice as much on unemployment 
benefi ts. The social partners, and especially the unions, play a key role in this system. For 
this reason, we will briefl y elaborate on the unemployment insurance system. 

3.3.3 Belgium’s sprawling unemployment insurance system

Belgium’s unemployment insurance system provides a wider range of benefi ts than is 
the case in most other countries, making the country an outlier in terms of spending on 
unemployment benefi ts. Apart from unemployment insurance proper, the unemployment 
insurance system also forms the basis of the principal early retirement scheme. Career 
interruption and worktime reduction benefi ts also fall within the system.

The system is fi nanced mainly through social contributions (with some additional 
fi nancing from earmarked VAT levies) and is co-governed by the social partners. The 
bulk of expenditure on unemployment insurance (unemployment benefi ts, early retire-
ment benefi ts and administration costs) is distributed by the payment bodies of the three 
trade union confederations. The remaining expenditure is managed by a public non-union 
agency in which both trade unions and employers’ organisations are represented (Van 
Rie, Marx and Horemans, 2011; Vandaele, 2009). 

Besides paying out unemployment benefi ts, trade union membership off ers a lot of 
advantages, such as extra services in terms of personalised advice and administrative 

Table 2 Social benefi ts by functions, Belgium and EU28, 2014 (%)

Belgium (%) EU28 (%)
Total expenditure 100.00 100.00
Sickness/Health care 28.90 29.22
Disability 8.28 7.25
Old age 33.62 40.23
Family/children 7.53 8.54
Unemployment 11.64 5.13
Housing 0.86 2.05
Social exclusion 2.44 1.90
Source: Eurostat.
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support (fi lling out forms, compiling dossiers), a union bonus (fi nanced by employers) to 
partly reimburse membership fees and the right to be represented by a union representa-
tive during procedures and appeals in front of administrative bodies and labour courts 
(which deal with disputes relating to unemployment benefi ts) (Van Rie, Marx and Hore-
mans, 2011). 

Belgium’s unemployment insurance system has a number of particular characteristics. 
First, unemployment benefi t entitlement in the main ‘full-time unemployment’ scheme is 
in principle unlimited in duration. However, controls on work search eff orts have strongly 
intensifi ed and the previous government made benefi t amounts more strongly regressive 
over time. This accounts in part for Belgium’s comparatively high spending on unem-
ployment insurance. The reverse of this coin is that fewer of the unemployed than else-
where deplete their insurance entitlement and end up in means-tested social assistance 
schemes. Second, unemployment benefi ts are diff erentiated by family situation: single 
persons and heads of household receive signifi cantly more than people living together 
with others that have an income, especially after long spells of unemployment. Over time, 
benefi t cuts have been mainly concentrated on the latter category, as these are assumed 
to be in lower need. Third, the unemployment insurance system comprises a very wide 
range of benefi ts. These include not only benefi ts to full-time unemployed jobseekers, but 
also to employees who reduce working hours, whether involuntarily (short time working 
schemes, part-time unemployment) or voluntarily (a range of leave and career interrup-
tion systems). The system also comprises the main early retirement provision, which we 
will discuss below. 

Finally, the system provides unemployment benefi ts to workers who are forced to re-
duce their working time because of factors such as bad weather, technical failures, severe 
drops in demand and other factors theoretically beyond the control of the employer. The 

Figure 16 Unemployment insurance benefi t receipt, Belgium, 1970–2016

Source: RVA statistics.
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short-time working scheme was established well before these became prominent in other 
countries (Van Rie, Marx and Horemans, 2011). Hijzen and Venn (2011) show that even 
in 2007 the average monthly take-up of such benefi ts accounted for some 3 per cent of 
employees. By 2009, this percentage had nearly doubled, making Belgium a clear out-
lier in this respect. Moreover, one of the measures taken during the crisis was to extend 
the system to white-collar workers; previously it had only been available to blue-collar 
workers. With demand being strongly cyclical or erratic in some sectors, this system is an 
important source of income stabilisation, which proved to be especially the case during 
the economic recession of 2008 (Marx and Schuermans, 2016).

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 
benefi t. At the peak of the recent economic crisis Figure 16 shows that more than 1.3 
million people were receiving unemployment benefi t. That roughly equals one person 
receiving a benefi t for every four persons working, although there is some overlap, as in 
the case for workers receiving short-time compensation benefi ts.

The massive rise in the number of people receiving some type of unemployment insur-
ance benefi t cannot be seen separate from the unions’ role in the payment of unemploy-
ment benefi ts. The added services off ered by the unions provide a clear and substantial 
incentive to become or remain a union member. Van Rie et al. (2011) show that the profi le 
of union members closely matches such selective incentives. The unions have strongly 
resisted attempts to scale back unemployment benefi t receipt, whether through the impo-
sition of time limits or the tightening of age and other requirements for early retirement, 
while they have supported the proliferation of other functions the system has taken on. 
As demonstrated in this chapter, many of those functions have turned out to be benefi cial, 
be it the stabilising role of the short-time compensation scheme during the crisis or the 
work–life balance improving impact of career interruption benefi ts. But the continued 
rise in the number of people receiving benefi ts has come at a price in a context in which 
fi nancial resources are not unlimited. As the number of benefi ciaries rose benefi t levels 
became less generous and adequate in providing protection against poverty. 

While still enjoying a comparatively low poverty rate, Belgium has been slipping 
down the tables during the past decade and does not seem to be managing 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 that rely mainly on income replacement benefi ts. While Belgium has a system 
(indexation) that is designed to safeguard the purchasing power of both benefi ts and wag-
es, 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 having to rely on 
a single benefi t (or wage for that matter) inevitably fell behind. There have been repeated 
beyond cost of living increases but benefi ts often fall well short of poverty risk thresholds, 
as Figure 17 shows. 
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3.4 Activation

While Belgium’s unemployment rate is below the EU15 average, its employment rate re-
mains among the lowest of the Northern Continental European welfare systems. Employ-
ment growth has remained sluggish. One consequence is that a relatively large number 
of people of working age rely on some type of income support. Another consequence is 
that the share of the population paying taxes and social security contributions is relatively 
small, imposing heavy burdens on those that do.

While still enjoying a moderately low poverty rate, Belgium has been slipping down 
the tables during the past decade. It has an expensive welfare system, which neverthe-
less is becoming less and less eff ective in achieving its primary objective of providing 
people with adequate minimum income protection, especially those who fi nd themselves 
excluded from the labour market, as we documented earlier. 

3.4.1 Signifi cant labour market exclusion

While unemployment is just below EU average, there is signifi cant long-term unemploy-
ment, especially among the less skilled. Belgium has just about the highest rate of house-
hold joblessness in the EU. More generally, the employment defi cit among the less skilled 
(relative to the better skilled) is larger than in most other countries. Young people leaving 
school with no or few formal qualifi cations face dismal job prospects. The employment of 
immigrants – particularly those born outside the EU – in Belgium is also very low (about 
46.2 per cent in 2015, as Figure 19 shows). The employment gap between migrants and 

Figure 17 Minimum income packages of households in various situations relative to the 
poverty line, Belgium, 2014 (net disposable household income as % of poverty line)

Source: Centre for Social Policy Herman Deleeck.
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Figure 18 Change in employment rate, 15–64 years of age, Belgium, 1995-2015

Source: Eurostat.

Figure 19 Employment rates for population aged 15-64 by region, educational attain-
ment and country of birth, Belgium, 2015

Source: Eurostat.
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natives is very high by international comparison (about 17 percentage points diff erence). 
There are also vast regional and local diff erences in employment outcomes. No Euro-

pean country has such diverse labour market outcomes within such a confi ned geographi-
cal space. The main diff erence is between the Flemish- and the French-speaking parts of 
the country, but even within regions the diff erences are considerable.

All this may appear surprising because spending on active labour market programmes 
(training, job subsidies, social security contributions, public employment programmes), 
as well on child care, has increased quite substantially, even putting Belgium in the league 
of the top spenders on such items. The social partners play an important role in many of 
these programmes, as (co-)funders or (co-)executors. 

Vocational training, for example, falls under the authority of the three regions, where-
by the social partners, at all levels (cross-industry, sectors and companies), play an im-
portant role in devising, organising and managing the training programmes. Training as 
part of ALMP measures, to foster reintegration into employment, is organised by regional 
public employment and training services (FOREM for the Walloon region, VDAB in the 
Flemish region, ORBEM/BGDA in Brussels and ADG for the German-speaking commu-
nity). The social partners develop specifi c training programmes and set up joint sectoral 
funds for vocational training. Furthermore, trade unions and employers’ organisations 
develop the framework by setting the objectives and organising the funding of train-
ing programmes. Intersectoral, and in a next step sectoral, collective agreements defi ne 
objectives in terms of, among other things, mandatory fi nancial contributions from the 
employers and minimal participation rates to training programmes. The interprofessional 
and sectoral levels therefore represent the most important bargaining levels with respect 
to vocational issues. However, training plans are often further discussed and negotiated 
within the company (Perin and Ajzen, 2015).

Despite many active labour market eff orts, employment outcomes remain problematic. 
That is in part because Belgium’s tradition of negotiated change through social dialogue 
is hampering some of the structural changes needed for activation eff orts to have a real 
impact. In the next section we briefl y set out the argument.

3.4.2 Belgium’s reluctant turn to activation

As elsewhere in Europe, the 1990s mark a clear shift towards ‘activation’. In Belgium, the 
dire state of public fi nances added further impetus. The introduction of the Competitive-
ness Law of 1989 and 1996 structurally limited the bargaining freedom of the social part-
ners and institutionalised government intervention in wage setting (Van Ruysseveldt and 
Visser, 1995). There was a further expansion of active labour market programmes, mak-
ing Belgium one of the biggest spenders on active labour market policies in the OECD, 
relative to GDP. Much of these eff orts were focused on the demand side, mainly through 
employers’ social security contribution reductions. 

Eff orts on the supply side were more hesitant. In fact, to the extent that steps were 
taken, they happened mainly through non-intervention than through policy reforms spe-
cifi cally aimed at boosting work preparedness. Living on a benefi t became less attractive 
already from the late 1980s onwards because benefi ts were allowed to erode in value rela-
tive to wages and general living standards.

It has proved more diffi  cult to introduce reforms in a more purposeful way. Unemploy-
ment insurance benefi ts remained unlimited in time, keeping Belgium a clear interna-
tional outlier in this respect. Only unemployed persons living with another person became 
liable to have their benefi t terminated after an ‘abnormally’ long spell of unemployment, 
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and only if the total household income exceeded a certain threshold. During the 1990s, 
there was a wave of benefi t terminations and suspensions on this and a variety of other 
grounds. But average benefi t duration in Belgium nevertheless remained and remains 
higher than in most other comparable countries. 

Belgium’s relative incapacity to reform social security in order to improve work in-
centives is nowhere more evident than if one looks at early retirement. There are few 
European countries where so few people work after the age of 55. The main scheme, 
colloquially known as a ‘bridge pension’, was conceived as a retirement scheme and not 
as an unemployment scheme, despite the fact that it formally is. It is now called ‘unem-
ployment benefi t with company supplement’). It was implemented around the late 1970s 
to shelter the casualties of the economic downturn and of industrial decline. It saw its 
biggest expansion during the 1980s. 

The vast expansion of early retirement had a number of benefi cial eff ects at the time 
(Marx, 2007). It provided adequate income protection to those who lost their jobs during 
a time when reemployment chances were extremely low, if not virtually non-existent. Job 
losses in Belgium’s industrial sector were massive in the wake of the oil price shocks and 
many of the workers who lost their jobs were sole breadwinners with few formal qualifi -
cations or with very specifi c technical skills. Especially in the Walloon region industrial 
employment was hit hard. 

The co-funded nature of the principal early retirement scheme helped to contain the 
public sector cost of industrial restructuring, while dampening the social consequences. 
At the same time, the co-funded set-up facilitated industrial restructuring because it ena-
bled employers to externalise a substantial part of the cost of laying-off  redundant older 
workers. This allowed Belgium to pursue a high productivity path. Moreover, early retire-
ment also reduced competition for jobs. Indeed, employers who resorted to early retire-
ment were principally required to hire a young person to replace the person taking early 
retirement. In practice, however, the replacement rule was never strictly adhered to. Still, 
unemployment rates for prime-age men – those still most likely to be the principal bread-
winner – did remain comparatively low in Belgium, even when overall unemployment 
reached peak levels. 

The attitude of employers’ organisations towards this scheme has oscillated over re-
cent decades. When confronted with labour shortages during economic upswings, they 
demanded the scaling back of the system. But generally speaking, and despite an increas-
ingly cooler stance towards early retirement taken by the representative organisations, 
individual employers have remained happy users of the bridge pension as a vehicle for 
facilitating restructuring. The attitude of trade unions towards the early retirement scheme 
was strongly driven by their members’ expectations. Workers had come to expect to get 
what many of their former co-workers had got: the chance to leave the labour market 
early with a relatively attractive fi nancial package. They had built up quite strong expec-
tations regarding the possibility of early retirement. 

Successive attempts by the government, and at times also by employers’ organisations, 
to scale back early retirement and to increase the eff ective age of retirement have encoun-
tered strong resistance from the trade unions (Marx and Schuerman, 2016). This became 
clear already by the negotiations on the ‘Generation Pact’ in 2005, which was adopted 
in a watered down version. A more recent pension reform, in which social partners were 
less consulted, led to the extension of the statutory retirement age and restricted the pos-
sibilities to retire early. These – and other – unilateral actions of the government prompted 
industrial action. Reforms to the unemployment benefi t system have sparked protest from 
trade unions as well. As of November 2012, new unemployment benefi t scales were im-
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plemented and benefi t amounts were made more regressive over time. Trade unions have 
strongly criticised these reforms and have mounted protests. However, the current gov-
ernment aims to further reform unemployment benefi ts. 

4. CASE STUDIES 

4.1 Case Study 1: The Gender Pay Gap

The gap between male and female earnings remains signifi cant across all EU Member 
States despite equal pay legislation being in place in the European Union now for over 
30 years (Smith, 2012). Women’s gross hourly earnings are on average 16.7 per cent 
below those of men in the European Union. Figure 7 already indicated the exceptional 
position of Belgium in international perspective since it has managed to narrow gender 
pay inequalities (see Figures 8 and 20). This positive outcome can in part be attributed 
to Belgium’s well-developed legislative framework, which strongly enforces the prin-
ciple of ‘equal pay for equal work’. The Constitution contains the basic rules on which 
the principle of equal remuneration rests. Furthermore, a Royal Decree in 1987 requires 
companies to present an annual report on gender equality. A further development of this 
principle of non-discrimination was introduced in the Act on the equal treatment of men 
and women in the fi elds of wage determination, job evaluation and job classifi cations in 
1999. Finally, a specifi c law was voted in 2012 (and revised in 2013) on the fi ght against 

Figure 20 Change in gender wage gap, Belgium and  a selection of other 
well-performing EU countries, 2000–2014

Note: Gender wage gap unadjusted and defi ned as the diff erence between median wages of men and women 
relative to the median wages of men.
Source: OECD.
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wage inequalities between men and women. A number of European and international 
agreements guarantee standards of equal treatment as regards wage determination as well 
(Van Gyes, 2009).

When focusing on the critical years of the Great Recession (see Figure 20), almost all 
countries have experienced a narrowing of the gender pay gap. This is explained by the 
levelling down of men’s earnings during this period (Smith, 2012). For Belgium, the gap 
narrowed by nearly 3 per cent, while it was slightly on the rise just before the onset of 
the crisis. Again, Belgium is found to be one of the best performing countries as regards 
gender pay inequality. 

When analysing the gender pay gap by sector, the majority of countries record a higher 
gap in gender earnings in the private as compared with the public sector. The fact that, in 
most countries, employees in the public sector are strongly protected by collective pay 
agreements and other similar contracts establishing pay could be one explanation for this 
fi nding (Eurostat, 2016). However, for Belgium, a peculiar and even unique outcome is 
observed. In the public sector, women’s gross hourly earnings are on average higher than 
those of men. This can partly be attributed to the possibly higher educational level of 
women in public posts in comparison with men in this sector. 

However, the high percentage gap between men’s and women’s earnings in the private 
sector needs a more nuanced approach as great disparities between private economic 
activities exist. According to Eurostat fi gures the gender pay gap in the fi nancial and 
insurance activities and electricity, gas, steam and air conditioning supply are consider-
ably higher than in water supply, mining and construction activities (in which the gap 
is even negative). A clear link can be made with trade union representation because the 
manufacturing and construction sectors traditionally report higher trade union density. In 
these sectors, higher trade union presence may have a positive impact on the narrowing 
of the gap, as underlined by Smith (2012). On the sectoral level we do fi nd some col-
lective agreements which have a positive impact on narrowing the gender pay gap. The 
Joint Committee for metal construction (JC 111), for example, ensures equal access for 
men and women to all functions and all hierarchical levels. The Collective Agreement of 
23/04/2001 even introduced a permanent workgroup based on parity, which is respon-
sible for drawing up constructive proposals with regard to increasing the opportunities 
for women in the sector (Liagre et al., 2010). However, another explanation could be 
that these ‘gender equal’ sectors are male-dominated and the small number of women 
are equally paid due to non-discriminating collective agreements or are better educated. 
Female-dominated sectors are, on the contrary, generally characterised by lower rates of 
unionisation (with the exception of the public sector) (Smith, 2012) which may explain 
the wide gender pay gap in, for example, the information and communication sector.

Social partners as equalising actors

The promotion of better working conditions and equal pay for women has long been an 
important theme for the social partners. Belgium was the fi rst country to introduce an 
‘Equal pay day’, on the initiative of the social partners. 

An important framework is set by the law on the fi ght against the gender pay gap 
(revised in 2013) (Van Hove, 2013). The law involves the social partners in actions in 
the fi eld of wage formation and makes gender discrimination a permanent theme in so-
cial dialogue. The law, furthermore, induced measures at the three hierarchical levels. 
At interprofessional level, the technical report of the Central Economic Council, which 
prescribes the maximum margins for wage development, needs to include data about the 
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gender pay gap. This information needs to be available for social partners while negotiat-
ing wages at sectoral level. Moreover, the social partners in the Group of Ten are obliged 
to enter into dialogue on policies to combat the unequal treatment of men and women in 
the labour market. The social partners are required to negotiate on such measures in joint 
committees as well. These sectoral measures are supposed to address the gender pay gap 
and to take into account gender-neutral measures in job-grading systems. Noteworthy is 
the collective agreement 25ter – in eff ect since 9 July 2008 and made generally binding 
by Royal Decree – which requires sectors and companies to test job and pay classifi ca-
tion systems for gender neutrality. The law of 2012 took further steps in this respect as 
it required monitoring of the joint committees for gender neutrality. Finally, companies 
have an obligation to submit a report on their wage structure to the works council on their 
eff orts towards gender equality (Perin and Ajzen, 2015; Van Hove, 2013).

Besides the abovementioned general legislative measures, more specifi c initiatives on 
sectoral level are worth mentioning. Most of the Belgian Joint Committees have intro-
duced non-discrimination of women as a clause in their collective agreements, whereby 
‘equal pay for equal work’ is their most important concern (JCs 111, 124, 130). The 
Joint Committee for hairdressing and beauty care (JC 314) includes a general clause on 
‘preventing and combating any form of discrimination based on sex’ in all the collective 
agreements concluded. The Joint Committee representing the banking sector (JC 310) 
refers to a ‘Charter of Diversity in the banking sector’. Furthermore, almost all Joint 
Committees target the equal treatment of career breaks (maternity leave, paternity leave, 
time credit schemes). 

Social partners thus play a key role in combating the unequal treatment of men and 
women. Nevertheless, there is clearly scope for improvement. The Institute for the Equal-
ity of Women and Men and the Federal Public Service for Employment, Labour and 
Social Dialogue have made a number of recommendations in their report on gender pay 
inequality. These include discouraging stereotypical study choices, improving work–life 
reconciliation and further measures to break the glass ceiling (for example, quotas on a 
minimal presence of women in boards of directors) (Van Hove, 2013). 

4.2 Case Study 2: Work–life Balance

With regard to the quality of jobs and equality outcomes in the world of work, the balance 
between work and personal life is a key consideration. 

Belgium performs comparatively well when it comes to the perceived work–life bal-
ance of its workforce. In 2015, more than four workers in fi ve (85 per cent) reported a 
good fi t between their work and family or social commitments, with just 15 per cent re-
porting that the fi t was poor. This is a favourable outcome judged by international stand-
ards since on average in the EU 81 per cent report having a good and 19 per cent a poor 
work–life balance. Figure 19 highlights Belgium’s position at the higher end. 

The sources of confl ict between working and non-working time commitments are 
numerous. On one hand, the characteristics of the household aff ects the pattern of the 
time use. A couple with young children, for example, will report more confl icts in their 
work–life balance compared with a young single earner living with parents. The reported 
tension between work and private life is even worse for single parents. In general, the 
younger the children, the poorer the fi t (Raymo and Sweeney, 2006; Delecta, 2011; Euro-
found, 2016). On the other hand, policies need to guarantee that personal circumstances 
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and needs, in relation to such issues as care, are accommodated for the whole workforce, 
and for vulnerable groups in particular, hence enabling them to continue working over 
the life course (Eurofound, 2016). In this regard, work and working conditions play a key 
role, as well as the social infrastructure and social protection provisions. 

Infl uence of the social partners

At European level, several directives address issues that are directly relevant for the work–
life balance, such as minimum standards in areas such as parental leave and maternity 
leave. The social partners have special prerogatives in the social policy fi eld, including 
in relation to working conditions. Important parts of the legislative framework in the area 
of work–life balance – notably the Parental Leave Directive (2010/18/EU), the Pregnant 
Workers (Maternity Leave) Directive (92/85/EEC) and the Directive on Part-Time Work 
(97/81/EC) – are based on social partner agreements and set out the basic rights in the 
European Union (European Commission, 2016b). Relevant EU legislation also exists in 
the area of equal treatment between women and men in employment and occupation, the 
Gender Equality Recast Directive (2006/54/EC), which fi ts in the context of the earlier 
mentioned Framework of Actions on Gender Equality. This commitment of the European 
social partners was adopted in 2005 and contained ‘supporting work–life balance’ as one 
of its priorities (Smith, 2012). In the summer of 2016, a second stage consultation of the 
social partners at European level took place on possible legislative action in the area of 
work–life balance, which aims to address the problem of women’s underrepresentation in 
the labour market due to the lack of eff ective possibilities to balance caring responsibili-

Figure 21 Share of workers indicating a good fi t between work and commitments outside 
work, Belgium and EU countries, 2015

Source: Sixth European Working Condition Survey.



Inequalities and the World of Work: What Role for Industrial Relations and Social Dialogue?

106

ties with the demands of their working life. However, while the trade unions are favour-
able to new measures in this fi eld, employers’ organisations declared they were against 
further action (European Commission, 2016b). 

Besides the legal instruments set out above, the EU has been addressing work–life 
balance issues through complementary support measures. These include work–life bal-
ance guidelines for Member States’ employment policies, country-specifi c recommenda-
tions in the European Semester, fi nancial support, analytical support, awareness-raising 
activities and quantitative targets to improve the provision of childcare (the ‘Barcelona 
Targets’) (European Commission, 2016b).

Working time arrangements represent a key concern in Belgium. Belgium has com-
paratively strict working time regulation, but collective bargaining at the sectoral level 
leaves a lot of room for alternative agreements (Van Gyes, 2009b). In the intersectoral 
agreement of 2001–2002 the social partners agreed on a reduction of working hours in 
an attempt to promote both employment growth and better reconciliation of work and 
private life. The statutory working week was therefore reduced from 39 hours (until 1999 
a 40-hour workweek was in place) to 38 hours (Delbar, 2000). The recent Law Peeters re-
forms the working time regulation. Important measures in this regard are the ‘plus minus 
account’ and the annualisation of working time. By calculating working time no longer on 
a weekly basis, workers may perform more hours during peak periods and off set this ‘sur-
plus’ during quieter periods throughout the year. The working time limit will be 9 hours 
a day and 45 hours a week (Peeters, 2016). Although the Minister of Work Kris Peeters 
asserts that there is no question of abolishing the 38-hour week, the reform has triggered 
protests from the unions, who see it as a threat to the work–life balance of employees. 

In encouraging a better work–life balance, the career break and time credit scheme –
important measures in the context of working time regulations as well– were introduced 
and regulated by the social partners in the interprofessional agreement of 2000. Later, this 
framework was complemented by several collective agreements (77, 77bis, 103, 103bis). 
Trade unions have always been great supporters of these schemes, because they facilitate 
the combination of work and family life (Van Gyes, 2009b). The tightening of the time 
credit scheme, an important measure in combatting early labour market exit, have thus 
resulted in trade union protests (Ajzen, 2015).

According to the labour force survey data, non-standard working arrangements, such 
as night work and weekend work, are less frequently applied in Belgium than in many 
other countries. This can in part be linked to the rejecting attitude of trade unions towards 
this kind of working time fl exibility (Van Gyes, 2009b). The government pledged, at the 
start of its term, however, to provide more fl exibility on working time related to ‘market 
needs’ (in favour of employers), as well as work–life balance needs (in favour of employ-
ees). The Peeters Law sets a legal framework for both occasional telework and fl exible 
working hours, within certain limits. In addition, a system of ‘career saving’ is put in 
place which enables workers to save up time in order to ‘fund’ a career break at a later 
date. As to employer-oriented fl exibility, the law off ers, among other things, the expan-
sion and simplifying of rules regarding the use of overtime and the introduction of per-
manent temporary work contracts (Peeters, 2016). These measures, which might hamper 
a good balance between work and private life, have led to trade union actions. 

As regards the specifi c impact of social partners the collective cross-sectoral labour 
agreement No. 85 of 9/11/2005 is noteworthy. This agreement covered the implementa-
tion of telework, a vital fl exibility tool used by employees. Another important collective 
agreement is the one establishing a cross-sectoral framework for night work (No. 46 and 
extensions). This agreement lays down the conditions on the use of night work (compul-
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sory consultation of trade union delegation, remuneration, time schedule), which seek to 
protect employees because working shifts at night might cause work–life balance con-
fl icts. Other cross-sectoral labour agreements in the context of achieving a better work–
life balance are agreements No. 35 on part-time work, No. 36 on temporary agency work 
and No. 45 on leave for compelling reasons (Nationale Arbeidsraad, 2016). These sector-
wide agreements are complemented by collective agreements at industry and eventu-
ally fi rm level. In particular employee-orientated fl exitime is a working condition chiefl y 
agreed on between the employer and employees at fi rm level. 

Other policies facilitating the reconciliation of work and private life formally set up 
by the federal or regional Belgian government, but subject to great infl uence from the 
social partners, include extensive child care provisions for working parents. Provisions 
come both in the form of institutionalised day care centres and private but subsidised 
‘care mothers’. Gross fees are strongly income related, as well as partially tax deductible, 
rendering child care close to costless for those with the lowest incomes. Furthermore, 
parental, maternity and paternity leave and legal absenteeism for medical assistance are 
strictly framed by law and further determined by collective agreements. The Peeters Law, 
moreover, extended these legal opportunities by adding an additional three months of 
time credit for health-care reasons and one additional month of time credit for palliative 
care (Peeters, 2016). Finally, the Belgian Service Voucher Scheme, in place since January 
2004, has proved to be tremendously popular in relieving reconciliation pressure. Be-
cause service vouchers can be used for such activities as cleaning and ironing, consumers 
are partially freed from some daily chores. This opens up more time for leisure and child 
care or workers are able to put in more paid hours than they would otherwise (Marx and 
Vandelannoote, 2016).

Finally, it is worth highlighting the link between this case study and the previous one. 
Because women experience particularly strong balancing diffi  culties, measures taken by 
the social partners to combat work–life balance confl icts improve their career opportu-
nities. More equal career opportunities are conducive to more equal pay. This way, the 
impact of social dialogue on both aspects – equal pay and the work–life balance – may 
well be mutually reinforcing. 

5. CONCLUSIONS AND POLICY ISSUES

In maintaining a strong social concertation model Belgium goes against international 
trends. Trade unions and employers’ organisations – the social partners – remain institu-
tionally strongly embedded. Bargaining on all aspects of working conditions, including 
wages, occurs in a multi-tiered bargaining system and legal extension of collective agree-
ments ensures close to full coverage. Although the role of the state has increased over 
recent years, the social partners continue to enjoy considerable autonomy in this respect, 
especially at the sectoral level. The social partners also continue to play an important and 
stabilising role in social and economic policy through their advisory and (co-)governing 
capacities in various institutions of the welfare state. 

This chapter has highlighted that the Belgian social concertation model has many posi-
tive, even exemplary aspects and outcomes. It has brought stability even in the most tur-
bulent of times. That was very much in evidence when Belgium broke the record of the 
longest government formation period in modern history, and this during times of unprec-
edented economic and monetary turmoil. However, living standards increased in Belgium 
throughout this episode, while they were dropping or stagnating elsewhere in Europe.
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We have highlighted other outcomes. Belgium is among the few rich countries not to 
have seen growing income inequality over the course of the past two decades, while liv-
ing standards have risen steadily. Belgium’s exceptionally compressed wage structure is a 
major driver of its low overall inequality. Belgium has just about the lowest incidence of 
low-paid work in the industrialised world. As far as we know there have been no increases 
in low-paid work or in wage inequality. The gender pay gap has decreased signifi cantly 
to one of the lowest levels found anywhere. All this is directly related to Belgium’s com-
prehensive wage bargaining system and the fact that nearly all workers are covered by 
collective agreements.

Those favourable outcomes extend beyond wages. There is little evidence of precari-
sation in the world of work. There has been little state-imposed deregulation and various 
forms of non-standard work remain less widespread in Belgium than elsewhere. To the 
extent that there have been moves towards more fl exibility, these have been mostly ne-
gotiated. Many Belgian workers express relatively high levels of satisfaction with their 
work–life balance.

In short, on such dimensions as wage equality, job stability, atypical employment or 
gender equality Belgium does relatively well for reasons that can be directly related to 
its social concertation model, especially the fact that rules are set through negotiations at 
various levels rather than by decrees from above.

However, this does not mean that there are no inequalities to worry about. Job growth 
has been weak and there is particularly strong stratifi cation in labour market participation 
and unemployment rates in such dimensions as education level, migration background or 
region. Despite low overall income inequality Belgium’s labour market is not as inclu-
sive as it needs to be, and this is arguably at least in part a consequence of institutional 
rigidities and insider biases inherent in such an extensive social concertation model as 
Belgium’s. Furthermore, for a country with a comparatively low level of income inequal-
ity and a comparatively high level of social spending, most of it channelled through social 
insurance systems co-governed by workers and employers, Belgium is confronted with a 
comparatively high level of relative income poverty. 

Belgium’s social model has thus not shown itself suffi  ciently capable of dealing with 
the root problems of sluggish job growth, unemployment and poverty among those of ac-
tive age. In addition, there are further pressures for change. 

External pressures derive from the fact that Belgium’s economy is about as internation-
ally oriented as it gets. Few countries in the world import and export a higher percentage 
of their GDP. That exposure requires constant adaptation to international demands and 
practices, such as just-in-time production and delivery. This competitive pressure for fl ex-
ibility in responding to demand fl uctuations can be at odds with work conditions agreed in 
countless collective agreements, often the product of extensive and long negotiations. To 
deal with these pressures employers are demanding more fl exibility, in addition to peren-
nial demands for lower wage costs. 

Internally, political changes are challenging the status quo. Until recently Belgian gov-
ernments were dominated by parties with very strong links to the labour movement, be it 
of the Christian Democrat, Socialist or Liberal variety. For the fi rst time in modern his-
tory the government is dominated by a political party that does not have such links and 
that even sees its independence from the labour movement as one of its defi ning features. 

Because of these and other external and internal pressures Belgium’ social dialogue 
model will need to adapt. Unfortunately, Belgium’s institutional context is not conducive 
to rapid change in the directions needed. For all the stability on the surface, Belgian gov-
ernance is characterised by a particularly complex and tense equilibrium, where the next 
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(redistributive) confl ict is always on the horizon. A legacy of decades of inter-linguistic 
group confl ict is a complex federal system in which competencies are allocated in a way 
that almost inevitably precludes a high degree of policy consistency. The fi eld of industri-
al relations is just as fractured; there are multiple and in eff ect competing trade unions and 
employer’s organisations. All this makes for a context in which coherent and purposeful 
change is diffi  cult to implement. 

The Belgian system features a combination of strong problem pressure and an insti-
tutional context that makes major changes extremely diffi  cult to bring about. Belgium is 
often considered a prime example of an ‘immovable object’ meeting ‘irresistible forces’. 
Yet in concluding it bears stressing that Belgium’s social concertation system has often 
proved more adaptive than it may appear from the outside. Change tends to occur in-
crementally, in ways barely noticeable to outsiders, through numerous small changes. 
The pace of change may appear glacial at times, but there have been many demonstrable 
functional adaptations over the past decades, arguably in some respects more successful 
than ‘big reform’ changes elsewhere. Still, this mode of adaptation poses issues in terms 
of consistency, timeliness and thus ultimately sustainability.
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4. Social Dialogue in France under Pressure: What Ways 
towards Worker Security in a Context of Increasing 
Job Flexibility?
Pierre Courtioux and Christine Erhel 

1. INTRODUCTION

The French industrial relations system dates back to the end of the nineteenth century and 
to the development of the welfare state after the Second World War. It is characterised by 
important protections and rights for trade unions, strong involvement on the part of the 
state (setting the minimum wage, but also legal rules for working time) and an important 
role for sectoral bargaining (as in other continental European countries). This system 
succeeded in achieving high coverage rates for workers and making important social pro-
gress, including a decrease in working time – weekly and annual holidays for all – and a 
decent level of social protection. Over a long period, inequalities also tended to decrease.

This model has been under pressure since the end of the Fordist era and the rise in un-
employment (in the 1970s), facing substantial criticisms concerning its lack of fl exibility 
at the fi rm level, the attitude of trade unions – which appear to favour insiders at the ex-
pense of the unemployed and young people – and the liability of the state in rising labour 
costs that impair competitiveness (increase in minimum wage and high levels of social 
contributions). As in other countries some structural factors are also in play, such as the 
decline in industrial employment and the rise of services, or the change in the composi-
tion of employment in terms of qualifi cations (decrease in blue-collar and low qualifi ed 
employment, rise of jobs requiring higher qualifi cations). Furthermore, internationalisa-
tion has resulted in more frequent comparisons with other countries (the Nordic model 
and the economic liberal decentralised model as two opposite benchmarks in the political 
debate), as well as the increased infl uence of international organisations (especially the 
OECD and its ‘Jobs Strategy’ and the EU’s European Employment Strategy and more 
recently its ‘fl exicurity’ goals).

In this context, the French model of social dialogue has undergone several reforms, 
accelerating over recent years (since the 2008 crisis). Decentralisation has increased with 
a stronger role for company level agreements; social dialogue has been encouraged in 
smaller fi rms; and tripartism has been developed to achieve some national agreements, 
trading more fl exibility against measures that are supposed to ensure more security in 
labour market transitions for workers. Although the reality of the so-called ‘modernisa-
tion’1   of social dialogue cannot be called into question, its impact on the labour market 
and on inequalities cannot be estimated quantitatively. Indeed, aggregate level analysis 
in this fi eld suff ers from important biases, and even using fi rm-level data it appears very 
diffi  cult to disentangle diff erent factors explaining wage (level or inequalities) or employ-
ment trends (Ferracci and Guyot, 2015). Therefore, the ambition of the present chapter 

1 As formulated in the recent Labour Act of July 2016.



Inequalities and the World of Work: What Role for Industrial Relations and Social Dialogue?

116

is more limited. We identify the recent trends in French social dialogue and analyse (in 
a descriptive way) its links with labour market inequalities, wages but also employment 
inequalities.

Section 2 describes the evolution of French social bargaining toward more decentrali-
sation and the inclusion of some fl exicurity components; Section 3 explores the new bal-
ance obtained at the end of that process for three diff erent levels (national, sector and fi rm 
levels); fi nally, SectIon 4 describes the various dimensions of inequality on the labour 
market before exploring the links between social dialogue and some indicators of labour 
market inequalities. Section 5 focuses on two case studies that highlight the links between 
social dialogue and inequality from a world of work perspective.

2. THE TRADITIONAL FRENCH SOCIAL BARGAINING SYSTEM AND ITS 
EVOLUTION TOWARDS MORE DECENTRALISATION SINCE THE 1980S

Historically, the French industrial relations system has been characterised by strong in-
volvement of the state and the law in a confl ictual social relations context. Its foundations 
date back to the end of the nineteenth century (freedom of association in 1884, fi rst col-
lective agreement in the mining sector in 1891, coverage of work accidents in 1898) and 
to the post-Second World War context that established the sector (branche) as the main 
level for bargaining, together with principles of generalisation and extended coverage 
(1950 Act). 

In practice, the functioning of French labour law (Code du travail) regulating social 
bargaining has traditionally been based on two key principles: a hierarchy between stand-
ards2  and the principle of the most favourable rule – that is, core workplace guarantees 
(ordre public social) – which implies that a lower-ranking rule can take precedence over 
a higher-ranking rule only if it is more benefi cial to the employee. That traditional system 
also involves a defi nite number of social partners: fi ve trade unions enjoying a presump-
tion of representativeness since 1966 (CGT, FO, CFDT, CFTC and CFE-CGC) and three 
employers’ organisations (MEDEF, CGPME, UPA). These social partners have also been 
involved in the institutions of the social security system that were built after the Second 
World War, based on tripartism (state, trade unions and employers’ organisations). Final-
ly, the state plays a crucial role in industrial relations: the government sets the minimum 
wage and the Ministry of Labour extends almost all collective agreements.

However, since the Auroux Acts in 1982, there have been a number of reforms of com-
pany/workplace-level collective bargaining and the rules governing representativeness 
and workplace level employee representation have been transformed.3  

The fi rst step towards decentralisation of social bargaining in France was the Auroux 
Acts in 1982 that established an obligation to negotiate wages and working time annually. 
Initially, this company-level negotiation had to comply fully with the favourability prin-
ciple (unless the law expressly authorises deviations). But more recent acts have under-
mined that rule. Since 2004 lower-ranking contractual provisions need not comply with 
higher-ranking ones, apart from those dealing with legal or conventional minimum wages 
and collective job guarantees (training and welfare).4 Since 2008 company-level agree-
ments concerning working hours need not to comply with sector agreements and the lat-

2 Legislation and regulation prevail over agreements; national multisectoral agreements prevail over sectoral agreements, which in 
turn prevail over company level agreements.
3 These developments with regard to reforms are based on DG Trésor (2016) and Eurofound (2015).
4 Unless otherwise stipulated in the higher-ranking agreement.
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5 The rate was 30 per cent between 2008 and 2016.

ter are unable to forbid such deviation. But company agreements must comply with legal 
rules concerning overtime hours (paid 25 per cent more than normal hours). Finally, the 
highly contested ‘El Khomri Act’ (July 2016) reforms the hierarchy between standards 
in the cases of working time and employment maintenance agreements, establishing the 
pre-eminence of company agreements on these issues. Employment maintenance agree-
ments have taken precedence even over individual labour contracts, including wages (the 
monthly wage is still guaranteed but fl exible pay and premiums can be adjusted) and 
working time. If an employee refuses to accept the new rules, they can be dismissed. 
However, facing the resistance of trade unions and public opinion, the government fi nally 
established that a number of important topics constitute ‘fundamental issues’ in relation to 
which company agreements cannot undercut sectoral agreements: minimum wages, oc-
cupational classifi cations, private social protection, vocational training, gender equality 
and hard/dangerous working conditions (‘pénibilité’).

The growing importance of company level bargaining made it necessary to modernise 
the rules governing social partners’ representativeness and employee representation at the 
workplace or company level.

Since 2008, union representativeness has been based on a minimum percentage of the 
votes in staff  elections (10 per cent at company level and 8 per cent at sectoral or national 
multi-sectoral level). Elections were organised in 2013, and the fi ve ‘traditional’ unions 
maintained their position at the national multi-sectoral level, even though they did not 
always obtain the minimum requirement at the sectoral level. Two smaller unions (UNSA 
and Solidaire) have been enabled to set up shop in some sectors (55 and 29, respectively) 
thus promoting multiple union representation at sectoral level.

Concerning employers’ federations, an Act of 2014 introduced a rule for measuring 
representativeness on the basis of membership, which will become eff ective in 2017: at 
least 8 per cent of companies must be members of a federation to allow it to be considered 
representative. 

In parallel, the rules of validity for collective bargaining agreements (at company and 
sectoral levels) also changed in 2008 and 2016 and now make reference to election results 
to increase their legitimacy. Since the July 2016 Labour Act, to be valid, a company-level 
agreement must be signed by union representatives representing one or more organisa-
tions accounting for at least 50 per cent of the votes5 and by at least one employers’ fed-
eration recognised as representative. If trade unions do not reach the majority threshold 
they have the right to demand a referendum. 

A recent Act (2015) also modifi ed the rules for employees’ representation at the com-
pany level to simplify the existing framework in medium and large fi rms, and to better 
cover employees in small fi rms. In France employees’ representation is governed by legal 
thresholds, so that the number of representative types and the number of works councils 
grows with the size of the fi rm (Table 1). According to the 2015 Act, companies with up to 
300 employees can decide to appoint a single employee representative body (that option 
already existed for larger fi rms with over 300 employees) and that option can be extended 
to include the health and safety committee. This reform aims at simplifying staff  repre-
sentation and making it more effi  cient. At the same time, the 2015 Act also introduces a 
universal right to representation for employees in very small enterprises (11 employees 
or fewer). That representation right will be ensured by regional committees responsible 
for information and advice, helping to solve confl icts and proposing social and cultural 
activities. However, they have no right to initiate negotiations. 
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Another important reform that is being implemented is sectoral reorganisation. Col-
lective bargaining at the sectoral level in France appears highly fragmented, with sectors 
covering a particular job function (for instance, journalists), or a geographical area or 
socio-professional category. In 2012 there were 710 sector-level collective agreements 
(excluding the agricultural sector), with signifi cant variations in size. In October 2015, 
the government announced the goal of reducing the number of sectors to 100 in the long 
run, with intermediate targets of 400 by the end of 2016 and 200 by the end of 2017. That 
reform is aimed at reducing fragmentation and clarifying labour standards.

Apart from these rule changes, which tend to favour the development of decentral-
ised social bargaining and to simplify the organisation of the French industrial relations 
system, there has been an increase in the social partners’ commitment to negotiate at the 
fi rm level on wages and other topics, such as working time, work organisation, collective 
health insurance, gender equality and so on,6 and more recently a trend to oblige compa-
nies to reach agreement on some issues. In case of failure to reach an agreement at the 
company level, an action plan has to be implemented: that principle applies to gender 
equality (2006) and to seniors’ employment at companies employing 50 or more people 
(2008).

Tripartite social dialogue has also been developing in recent years.7 The social partners 
are still heavily involved in the management of social security, especially public health 
insurance and unemployment benefi ts, and participate in the design and delivery of voca-
tional training. Furthermore, the 2007 Act on modernisation of social dialogue makes it 
compulsory for the government to consult national trade unions and employers’ organisa-
tions when proposing reforms of industrial relations, employment and vocational train-
ing. The bill must be submitted to the relevant tripartite body (Table 2). Several important 
reforms have been carried out on the basis of social bargaining and national agreements 
that were then transposed into law.

Despite this stronger involvement of social partners in labour market reforms, the state 
has kept control of determining the minimum wage, although the process was reformed in 

Table 1 Staff  representation in France

Number of 
employees

11–49 50–299 >300

Staff  representative 
bodies

Staff  representatives Staff  representatives 
Works council 
Health and Safety Committee
Option of appointing 
a single employee 
representative body

Option of merging via 
majority agreement

Union representation Union delegate
Local union delegate

Union delegate
Local union repre-
sentative
Works council repre-
sentative

Source: DG Trésor (2016).

6 On an annual basis on: wages, working time, organisation of work, collective health insurance; on a multi-annual basis on: 
gender equality, employment of disabled workers.
7 For a more detailed analysis of this trend and its limits, see Freyssinet (2010).
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2008. Since then,8 an independent expert group has been created, which gives its advice 
every year on the evolution of the minimum wage. But the group is composed of aca-
demic researchers and representatives from economic and statistical administrations, and 
does not include social partners, in contrast to the British case, for instance. Social part-
ners are only advised of the diff erent analyses and of the government’s decision through 
the Commission Nationale de la Négociation Collective (CNNC).

Several recent reforms based on national-level collective bargaining can be considered 
implementations of a ‘fl exicurity’ perspective, providing more security for workers in 
exchange for increased labour market fl exibility. In 2008 the increase in labour contract 
fl exibility (through a mutual agreement for the termination of indefi nite contracts, rupture 
conventionnelle) was ‘compensated’ by a right for workers – in the case of lay-off s – to 
retain their health coverage and training entitlements. In 2013, the obligation for employ-
ers to provide health insurance and a minimum duration for part-time employment (24 
hours) was obtained in return for deregulation with regard to economic redundancies 
and potential wage cuts in case of economic diffi  culties. Vocational training was also re-
formed on the basis of a national agreement and a law enacted in 2015, which creates an 
individual training account (accessible via online service) that will follow the employee 
for all their working life.9 The same reform changes the calculation of employers’ voca-
tional training contributions (single contribution of 1 per cent of payroll for all fi rms with 
more than 10 employees10 and 0.55 per cent for fi rms with fewer than 10 employees).

The recent El Khomri Act (July 2016) was also intended to develop ‘fl exicurity’ in 
France (the fi nal title of the Act was ‘Rules relating to labour, social dialogue moderni-
sation and secure occupational trajectories’11), by reforming social dialogue, as well as 
some rules concerning economic redundancies and providing more security for workers 
through a new personal account (CPA). It also includes the extension of the ‘Youth Guar-
antee’ off ering low-income and low qualifi ed young people (under 28 years of age) inten-
sive job search assistance and a one-year allowance (461 euros a month). However, the 
bill was not based on social dialogue and was strongly rejected by trade unions (except 
CFDT), public opinion (with several public demonstrations) and political parties (even 

8 Act of 3 December 2008.
9 Every employee receives 20 hours per year worked on a full-time basis during the fi rst six years, then 10 hours during the next 
three years (maximum of 150 hours over nine years). 
10 Before the reform the contribution was 1.6 per cent of payroll costs for fi rms with 20 employees or more and 1.09 per cent for 
fi rms with between 10 and 19 employees.
11 Loi relative au travail, à la modernisation du dialogue social et à la sécurisation des parcours professionnels.

Table 2 Tripartite national bodies in France

Name Issues covered
Conseil Economique Social et Environnemental 
(CESE)

Economic policy, public health, fi nance

Commission Nationale de la Négociation Collective 
(CNNC)

Collective bargaining

Conseil National de l’Emploi (CNE) Employment
Conseil National pour la Formation Professionnelle 
Tout au Long de la Vie (CNFPTLV)

Vocational Training

Source: Adapted from Eurofound (2015).
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among socialist representatives, resulting in the use of a special procedure to have the bill 
passed into law at the National Assembly12). 

Social partners are directly involved in the management and design of unemployment 
insurance, but their participation in active labour market policy is rather limited, although 
cooperation between social partners and the government has been relaunched in the con-
text of the crisis, with two social summits in 2008 and 2009, and some specifi c intersec-
toral agreements about short-time working and some reintegration schemes for workers 
Contrat de Reclassement Professionnel (CRP), and Contrat de Transition Professionnelle 
(CTP).

To conclude this section, after 15 years of intensive reforms, the French industrial 
relations system has evolved in two main directions: fi rst, a trend towards higher decen-
tralisation of social bargaining, accompanied by some changes in rules for representative-
ness of agreement validity; second, higher participation on the part of the social partners 
in labour market reforms, especially in the recent crisis, involving some trends towards 
‘fl exicurity’. These trends have been driven by several factors, including the need for 
greater fl exibility in the service sector, but also the infl uence of several general policy 
trends observed in most OECD and EU countries (trends towards fl exibilisation of the 
labour market, fl exicurity and so on). However, the recent debate around the El Khomri 
bill may have altered that second trend and provoked a new increase in social confl icts. 

The potential consequences of these trends in terms of inequalities are not straightfor-
ward: the development of fi rm-level agreements may increase inequalities among em-
ployees, but at least until 2016 the importance of national and sectoral level wage deter-
mination mechanisms was maintained.

3. UNOBTAINABLE SECURITY IN A FLEXIBILISING LABOUR MARKET?

What have been the consequences of these reforms for the general balance between fl ex-
ibility and security? How does the frequent reference to fl exicurity principles translate 
into practice? Given the existence of strong regulations on the French labour market, one 
could expect relatively strong bargaining power for trade unions, resulting in the devel-
opment of fairly good security options for workers, even at a more decentralised level. 
However, unionisation rates are very low, inducing some representativeness problems 
and weakening trade unions, and the functioning of the industrial relations system is quite 
diverse in practice (by sector, fi rm size and so on). High unemployment rates (for more 
than 30 years) have also reduced labour bargaining power. Besides, the culture of confl ict 
remains strong in France and makes it more diffi  cult to reach agreement. As a result, la-
bour market trends seem generally unbalanced and favour fl exibility. Given the existence 
of three bargaining levels in the French industrial relations system, we will successively 
consider national (macroeconomic) trends in social dialogue, before analysing the secto-
ral and fi rm levels.

3.1 Global Trends: Higher Labour Market Flexibility, with Some Additional Pro-
tections for Workers

As in other OECD economies the main trend in the French labour market since the 1980s 
has been the increase in labour fl exibility, through the development of fi xed-term con-
tracts, temporary agency work and part-time work (Courtioux and Erhel, 2016). 
12 The procedure relates to Article 49-3 of the French Constitution. 
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That trend has accelerated recently, from mid-2000s to the very recent and contested 
Labour Act of July 2016. Indeed, the development of low income independent employ-
ment was favoured by a new scheme (auto-entrepreneurs, 2009) introducing simpler ad-
ministrative procedures under a certain turnover threshold. The growth of short-duration 
contracts (less than a month) that was enabled by law has been spectacular since 2004 and 
has not been stopped by the crisis and by the introduction of an additional contribution in 
2013. In parallel, conditions for economic redundancies were simplifi ed (2013 and 2016) 
and the law introduced the possibility to break indefi nite contracts by mutual agreement 
(2008).

The initiative for these reforms came from the state. However, to a certain extent, 
social dialogue has accompanied fl exibility. For instance, in the fi eld of unemployment 
insurance, tripartite dialogue has led to a better coverage of fi xed-term workers through 
a decrease in the minimum number of months to obtain entitlement (four months since 
2008) and the recent creation of cumulative rights (droits rechargeables) in 2015. At the 
same time the increase in the number of very short duration contracts also puts pressure 
on the fi nancing of unemployment insurance and led the social partners and the state to 
introduce an additional contribution for these contracts in 2013. In a more specifi c area, 
reform of the unemployment insurance regime for artists (intermittents) occurred in 2016 
after one year of consultation and bargaining, and is generally considered a success, pro-
viding better coverage for workers in exchange for some measures to reduce expenditure 
(especially the limitation of possibilities to cumulate wages and unemployment insurance 
allowances).13  

At the national level, most ‘fl exicurity’ measures were also developed in law on the ba-
sis of social bargaining, generally transposing some national agreements into law (several 
acts in 2008, 2013 and 2015). Better transferability of social rights for workers, compul-
sory private social protection schemes or the 24-hour threshold for part-time work were 
‘traded’ against increased fl exibility in standard labour contracts. The recent Labour Act 
appears to be an exception, as it was based on a unilateral decision of the French govern-
ment –but some bargaining took place after the fi rst presentation of the project, in the face 
of strikes and social contestation. 

All these fl exicurity acts have been criticised for being unbalanced, increasing fl exibil-
ity immediately whereas the outputs in terms of security remain uncertain. For instance, 
the 24-hour threshold concerning part-time has been adapted by branch-level social bar-
gaining – as authorised by the 2013 act: in general, these sector agreements (covering 
44 per cent of employees in 2015) set a minimum part-time duration below the 24-hour 
threshold, either for all employees, or according to occupation or type of fi rm. In practice 
the 24-hour threshold for part-time duration, which was supposed to increase job quality 
and income security for workers, appears largely virtual.

Furthermore, there has been no consensus among the trade unions about fl exicurity: 
the most reformist trade unions (CFDT, CFE-CGC, CFTC) were in favour of these agree-
ments and acts after bargaining on some issues (such as the additional contribution for 
fi xed-term contracts in 2013, or the conditions concerning dismissals and the contents of 
personal activity accounts in 2016), whereas the CGT and FO maintained their opposi-
tion. Apart from ‘fl exicurity’ the introduction of new topics for social bargaining (gender 
equality, hard working conditions and so on) was mainly driven by the state, although the 
trade unions participated in the process. 

13 See below for a detailed analysis of this reform.
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3.2 Sectoral Level: High Coverage Rates But Fragmented Social Bargaining, with 
Substantial Heterogeneity of Sectoral Characteristics

As already mentioned the share of employees covered by sectoral agreements stands at a 
very high level in France and has even been increasing over the past 20 years. However, 
the relevant sectors appear diverse, in terms of both the socio-demographic characteris-
tics of the workers covered and the outcomes and contents of social dialogue. First, we 
present the diversity of sectoral agreement coverage; then we present the results of secto-
ral wage negotiations on a number of wage agreements. 

Since the mid-1990s, the percentage of workers covered by sectoral collective agree-
ments has increased (Combault, 2006). In 1997, 93.7 per cent of private sector workers 
(excluding the agricultural sector) were covered by such an agreement; the coverage rate 
reached 97.7 per cent in 2004 and has remained stable. This extension is due mainly to 
the ‘hotel-café-restaurants’ agreement in December 1997: it led to a substantial increase 
in small-fi rm coverage (fewer than 10 workers); most other fi rms were already covered 
by this kind of agreement (Combault, 2006). 

In 2013, there were 704 collective agreements at the sectoral level (agricultural sector 
not included) corresponding to 15.3 million workers. In order to analyse them, Boudje-
maa (2016) aggregates 495 ‘aggregated agreements’, regrouping all geographical zones 
for the same economic activity. The number of workers covered by such sectoral agree-
ments is heterogeneous: the main 56 aggregated agreements cover 9.9 million workers 
(65 per cent of employees); on the other hand, 24 per cent of the agreements cover fewer 
than 1,000 workers.14  

The socio-demographic profi les of the covered workers diff er widely across sectoral 
agreements (Boudjemaa, 2015, 2016). Among the 65 agreements that cover more than 
50,000 workers, eight are characterised by an overrepresentation of managers, six by an 
overrepresentation of white-collar workers and seven by an overrepresentation of blue-
collar workers. The total share of women covered reaches 44 per cent, but diff ers signifi -
cantly across agreements, ranging from 2 per cent in some construction activities to 88 
per cent in hairdressing. The share of seniors (50 and more) reaches 25 per cent for all 
agreements, but starts from 8 per cent (sports retail) and increases up to 39 per cent (pri-
vate education). Similarly, young people (under 30) represent 23 per cent of employees 
covered at the national level, but their share in some sectors, such as fast food, is very 
high (67 per cent). Sectors also diff er in terms of labour contracts: the proportion of part-
timers (21 per cent on average) ranges from 4 per cent in some construction activities to 
63 per cent for fast food, and the share of fi xed-term contracts employees (7 per cent on 
average) also diff ers signifi cantly across agreements from 1 per cent to 18 per cent (sports 
retails). 

This large diversity in terms of characteristics of employees covered by sectoral agree-
ments suggests (even in a context of agreement extension by the state to all fi rms) that the 
impact of the bargaining process and of new agreements (on wages, gender equity, work-
ing conditions) has to be interpreted in line with the main characteristics of the industrial 
sector and the jobs covered. 

The main outcome of sectoral social bargaining is agreements defi ning occupational 
and wage grids. For each level, a minimum sectoral wage is defi ned. Annual negotiations 
on wages at the sectoral level are mandatory, but they do not have to lead to an agreement 
between social partners.

14 In 2009, there were 715 sectoral agreement (agricultural sector not included) covering 15.4 million workers; with the same 
methodology Jauneau (2012) identifi es 490 aggregated agreements.
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A fi rst way of looking at the evolution of social dialogue at that level is to identify the 
trends in the number of annual wage agreements actually signed at the sectoral agreement 
level.15 That number increased from 2003 to 2006 and then remained almost stable until 
2008 (80 per cent of agreements signed). After the crisis, there was a slight decrease of 
signed sectoral wage agreements, but it was followed from 2010 to 2012 by an increase. 
The level reached in 2012 corresponds to 92 per cent of sectoral agreements. However, 
the number of agreements signed in 2013 declined again by 20 per cent (Naouas and 
Combault, 2015). There are several elements to explain such a dynamic. The increase 
of signed agreements during 2003–2006 is partly technical and may be explained by the 
convergence of the diff erent minimum wages16 during the period: convergence needs the 
signature of specifi c agreements on wages at the sectoral level. More generally the change 
in minimum wages (SMIC) decided by the state may explain the high level of agreements 
signed, because social partners at the sectoral level want to maintain a diff erence between 
the national minimum wage and the sectoral minimum wages or adapt the hierarchy of 
their wage grid to the new SMIC. According to Naouas and Combault (2015) this may 
explain the high level of agreements in 2011 and 2012: during this period the SMIC was 
raised twice a year. By contrast, in 2013, which corresponds to a decrease in the number 
of sectors that actually signed a wage agreement, the SMIC was raised only once a year. 

Therefore wage bargaining at the sectoral level appears very much related to the dy-
namics of the minimum wage and therefore to government decisions. However, the im-
pact of sectoral wage bargaining on wage dynamics was important during the crisis and 
maintained some real wage growth until 2010 (Askénazy et al, 2013). 

3.3 Workplace/Firm Heterogeneity of Social Relations in France and Recent 
Trends in Decentralised Bargaining

In France, negotiations at the fi rm level are related to legal obligations, but they also de-
pend on fi rms’ social climate. To describe the trend of decentralised bargaining at the fi rm 
level, fi rst we shall focus on the presence of unions at the fi rm level; second, we specify 
the relative place of unions in the diff erent institutions of employee representation at the 
workplace and then present the characteristics of French social dialogue at the workplace.

3.3.1 Unionisation and trade union presence 

France is characterised by a low unionisation rate (8 per cent for the whole economy in 
2005, including the public sector17). The rate is higher in the public (15 per cent) than 
in the private sector. In terms of employees’ characteristics, unionisation increases with 
education and occupational levels: the unionisation rate of managers amounts to 14.9 
per cent (whole economy, 7.7 per cent in the private sector), compared with 5.9 per cent 
for blue-collar workers (4.6 per cent in the private sector). In the context of increasing 
labour contract fl exibility, it is important to note that employees on temporary contracts 
are less unionised: in 2001–2004, only 3 per cent of those on fi xed-term contracts and 0.9 
per cent of temporary agency workers were members of a union (6.5 per cent of full-time 
permanent contracts employees). This contributes to the weakening of unionisation for 

15 To identify the number of annual sectoral negotiations that led to an agreement, DARES uses a panel of sectoral agreement 
over 2003–2013 based on 247 sectoral agreements, each of them covering more than 5,000 workers (Naouas and Combault, 2015).
16 Indeed, following the time reduction acts, there were several minimum wages depending on the date the fi rm enforced the 
working time reduction. 
17 Source (for the whole paragraph): Enquêtes permanentes sur les Conditions de Vie des Ménages, INSEE, Wolff  (2008). 
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lower-qualifi ed/blue-collar workers and clerks and may reinforce some insider/outsider 
mechanisms as fl exible workers are underrepresented within unions. 

Despite low unionisation rates, France is characterised by a fairly high union presence 
within fi rms, a notable feature in a comparative perspective (Wolff , 2008). This is related 
to the maintenance of an important role for trade unions in social bargaining (as explained 
in Section 2), which is guaranteed by law. However, it appears heterogeneous by fi rm size 
and sector. In 2005, 41 per cent of employees declared that at least one trade union was 
present at their workplace and 56 per cent in their fi rm or administration (private or pub-
lic sector). Union presence is higher in the public sector than in the private sector18 and 
increases with establishment size. The relationship with size can be quite direct in relation 
to the legal framework for employee representation that requires employers to appoint a 
union delegate for each representative union over 50 employees.

Diversity across industries appears very important, which is partly related to a size 
eff ect but also to the history of social relations. In the manufacturing sector, as well as in 
the banking and insurance sector, union presence stands at a high level (close to that of 
the public sector), whereas it is low in hotels, cafés, restaurants and household services. 

3.3.2 Dynamics of fi rm-level social dialogue

In relation to the trend towards decentralisation of social bargaining, fi rm-level social dia-
logue has been intensifying over the 2000s: the number of fi rm-level agreements signed 
after bargaining increased from 20,000 in 2003 to 40,000 in 2013. But the literature on 
social bargaining, based on fi rm case studies, generally fi nds that this increase was partly 
formal, following obligations or incentives introduced in recent laws, but without sub-
stantial deliberation between employers and trade unions at the fi rm level (Béthoud et al. 
2015). Besides, heterogeneity remains high across fi rms.

Through the REPONSE survey (using samples of private workplaces with at least 11 
employees in 2011, 20 employees in 1999 and 2005), we can get a picture of social dia-
logue in the private sector. 

Employee representation (staff  representatives, union delegates, work councils) is re-
lated to workplace size, following the legal framework presented in Section 2, with a 
strong gap between workplaces of fewer than 50 employees and workplaces over that 
threshold. In 2011, 63 per cent of small workplaces (between 11 and 19 employees) and 
35 per cent of workplaces having 20 to 49 employees had no staff  representative, whereas 
that proportion drops to 9 per cent of workplaces with 50 to 99 employees (and even 1 
per cent over 200 employees).19 These proportions are fairly stable over time (between 
1999 and 2011).

According to REPONSE wage negotiation or discussion at the workplace, fi rm or 
group level concerned 44 per cent of workplaces and 66 per cent of employees in 2010 
(at workplaces with 11 or more employees). That share is higher when union delegates 
are present, and grows with establishment and fi rm size. It is higher in manufacturing (81 
per cent of employees covered) than in trade or services (42 per cent) and in construction 
(45 per cent).20 Other topics have also been the object of discussions or negotiations: be-

18 As the public sector is characterised by better employment security (especially for civil servants) and less inequalities (voluntary 
part-time schemes, quite compressed wage grids) union presence correlates with better security, but it is not possible to establish any 
causal link.
19 Source: DARES, REPONSE survey, table ‘Proportion d’établissements dans lesquels est présente au moins une IRP ou pas 
d’IRP’.
20 Source: DARES, REPONSE survey, table ‘Proportion d’établissements et de salariés couverts par une discussion ou une négocia-
tion salariale en 2010’.
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tween 2008 and 2010, 55 per cent of workplaces negotiated or discussed about working 
conditions 33 per cent about working time, 39 per cent about employment, 62 per cent 
about vocational training, 31 per cent about gender equality and 46 per cent about private 
social protection. 

For all these topics the frequency of negotiations increases when there are staff  repre-
sentatives and union delegates, as well as with establishment and fi rm size.21  

Other data sources provide information about signed company-level agreements: a 
specifi c survey (ACEMO-DSE: Activité et Conditions d’Emploi de la Main d’Œuvre), 
including a representative sample of fi rms over 10 employees in the business sector 
(excluding agriculture), and an administrative database including information about all 
agreements signed at the company level (registration of agreements is compulsory in 
France). According to ACEMO-DSE, 16 per cent of fi rms (employing 62.6 per cent of 
employees) have been involved in social bargaining. That proportion is far higher when 
the fi rm has union delegates (88 per cent), which is directly related to employers’ obliga-
tion to negotiate on certain topics (for instance, wages and working time). For the same 
reason (legal thresholds and employee representation obligations) the proportion rises 
with fi rm size (from 7.9 per cent for fi rms with 10 to 49 employees, 55.3 per cent of fi rms 
with at least 50 employees and 94.4 per cent of fi rms with at least 200 employees). The 
bigger the fi rm, the higher the rate of agreements reached after negotiation.

A specifi c survey (ACEMO TPE, 2013) concerning very small fi rms (two to nine em-
ployees) shows that the majority of decisions in such fi rms are taken by management 
without any consultation: this is the case with regard to 92 per cent of decisions concern-
ing wages, 87 per cent of those on employment, 79 per cent of those on concerning work-
ing time and 68 per cent of those on working conditions. The ACEMO survey also pro-
vides information about fi rm-level confl icts and strikes. Cross-referencing the two types 
of information brings interesting results, showing that in France negotiation and confl icts 
are interrelated. Other things being equal, fi rms at which confl icts have taken place are 
those at which the probability of having collective bargaining is highest (Desange and 
Rosankis, 2015). In terms of negotiation topics, both ACEMO and administrative data-
bases on company-level agreements confi rm the variety of topics for social dialogue at 
the fi rm level. These topics are strongly infl uenced by obligations laid down at national 
level through national tripartite agreements or the law. Apart from wages and working 
time, fi rms frequently negotiated about hard working conditions and gender equality in 
2011–2012, and about employment in 2013. These themes are directly related to specifi c 
obligations or measures, for instance in 2013 the creation of the ‘Generation contract’, 
a job subsidy that is conditional on having signed an agreement about youth and senior 
employment. But some measures are less popular than others: for instance, employment 
maintenance agreements (involving wage and/or working time fl exibility to maintain 
jobs) did not meet any success (10 agreements signed between 2013 and 2015) and the 
opportunity to negotiate about employment programmes in case of economic redundan-
cies (Plan de Sauvegarde de l’Emploi) was used by fewer than a hundred fi rms in 2013. 
In practice fl exicurity arrangements designed at the national level had limited success at 
the fi rm level, which may be explained by several reasons. First, these arrangements do 
not necessarily correspond to the needs of companies, which more often use ‘traditional’ 
internal fl exibility agreements when they bargain on employment maintenance and hours 
fl exibility or wage moderation. In that respect, coordination between the diff erent levels 
of social bargaining appears quite low in France. For instance, some important agree-

21 Source: DARES, REPONSE survey, table ‘Proportion d’établissements qui ont négocié ou discuté sur un thème autre que les 
salaires entre 2008 et 2010’.
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ments were reached in 2013 in the car industry (Renault, Peugeot) avoiding lay-off s in 
exchange for increased working time fl exibility and wage freezes or wage moderation.22   
In 2016 Peugeot signed a new agreement involving 1,000 new hires, 2,000 hires of young 
people using the subsidised ‘generation contract’, and introducing new forms of fl ex-
ibility (8 working days over the year may be adapted to existing demand, functional fl ex-
ibility will be developed, tele-working will be developed for 4,000 employees). However, 
despite some interesting examples of fl exicurity oriented company-level bargaining, the 
majority of French fi rms are still using external fl exibility to adjust to the economic cycle.

Indeed, recent analyses of fi rms’ reactions to the crisis confi rm that fl exicurity arrange-
ments and internal fl exibility were not the main types of adjustment in France. According 
to Amossé et al. (2016), using REPONSE, most French fi rms hit by the recession have cut 
employment rather than wages. Union presence at the fi rm level and even the existence 
of negotiations appear correlated with these employment cuts and thus did not seem to 
encourage internal fl exibility. 

Firm-level case studies confi rm that internal fl exibility was generally not the fi rst way 
chosen to adjust to the crisis: according to Perez et al. (2015), fi rms mostly started by re-
ducing the volume of temporary and fi xed-term employment, before considering adjust-
ments in working hours, and as a very last resort cuts in permanent employment. Wage 
moderation or cuts were envisaged only in a second step when other types of adjustment 
were impossible. Contrary to the discourse on fl exicurity and the importance of further 
training for workers’ transitions (inside and outside the fi rm), Bethoud et al. (2015) also 
observe that training was not considered as a tool to face the crisis. Although fi rm-lev-
el bargaining about vocational training has been developing in recent years, its content 
has remained largely formal (without real bargaining on the goals and contents of that 
training) and set by management. Among permanent workers, fi rms generally preserved 
managers and professionals, as well as the higher qualifi ed. Job losses particularly on 
blue-collar workers and on seniors, especially through ‘voluntary departure’ programmes 
(Perez et al., 2015). 

The development of fi rm-level social dialogue did not prevent fi rms from implement-
ing strategies that preserve the core workers (permanent and higher qualifi ed, median 
age) at the expense of those at the ‘periphery’ (temporary and fi xed-term employees, 
lower qualifi ed, seniors). Trade unions and workers’ representatives did not oppose these 
adjustments, which generally took place in a fairly non-confl ictual manner. 

These results of company-level social dialogue converge on the importance of the 
legal rules in the French system: decentralised social bargaining is clearly infl uenced 
by regulations concerning employee representation and by the content of labour market 
policy and social dialogue at the national level (including the defi nition of topics for de-
centralised social bargaining). ‘Flexicurity’ does not appear to be the main concern at fi rm 
level despite a few examples of agreements, even in the context of the crisis. To conclude 
this section, our three-level analysis of recent trends in social dialogue leads to two main 
results. First, the rising concern for ‘fl exicurity’ that can be found at the national level 
(mainly driven by the state and some unions, such as CFDT) does not seem to directly 
translate into fi rms, where external fl exibility focusing on non-permanent employment 
remains the more frequent type of adjustment to the economic cycle. Second, in terms 
of inequalities among workers, the heterogeneity of social dialogue conditions across 
sectors and even more across fi rms may induce or reinforce specifi c inequalities on the 
French labour market (despite well-developed social rights and high coverage rates at 

22 Other examples are mentioned by Freyssinet (2013).
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the sectoral level). Firm-level adjustments to the 2008 crisis also imply a risk of rising 
inequalities between core and peripheral workers.  

4. SOCIAL DIALOGUE AND INEQUALITIES: A DEBATED ISSUE BUT 
LIMITED EMPIRICAL EVIDENCE

It is very diffi  cult to disentangle the eff ects of such multi-level social dialogue on in-
equalities in the world of work. In addition to some data limitations, the question raises 
important methodological problems. Indeed, inequalities are the result of a large set of 
individual and economic factors and may themselves infl uence the propensity of fi rms or 
sectors to engage in social bargaining. In this section, we fi rst review the available results 
on inequality at diff erent levels (national, sectoral and fi rm). Then on the basis of avail-
able data we explore the correlation between the intensity of social dialogue and the level 
of inequality according to various dimensions. 

To provide an overview of inequalities on the French labour market and relate them 
to social dialogue, we proceed in three steps, corresponding to the three-level bargaining 
system. First, we focus on the national level and the main diff erences with other EU and 
OECD countries. Then we review the results available for the sectoral level to highlight 
some eff ects of branch-level social dialogue (especially in terms of wages). Finally we 
investigate some links between social dialogue at the workplace level – which recent re-
forms were intended to develop – and labour market outcomes. 

4.1 Overview of Inequalities on the French Labour Market: Dualisation or Seg-
mentation?

At fi rst sight, France is characterised by an average level of labour market inequalities, 
in comparison with the rest of the EU15 or the OECD in general. Wage inequalities are 
lower than in ‘Anglo-Saxon’ and southern countries, but higher than in the Nordics (Table 
3) and have remained relatively stable over time,23 whereas inequalities by social groups 
in terms of unemployment rates appear very close to the EU15 level (Table 1). Unem-
ployment aff ects particularly young people and the lower qualifi ed. However, looking at 
employment rates reveals a gap with the EU average, especially for young people, sen-
iors and the lower qualifi ed. Employment in France appears concentrated in the mid-life 
period (25–54 years of age), with an important gap between the low and high qualifi ed, 
which has been growing since the crisis. The gender pay gap is medium compared with 
other OECD countries (Figure 4) and has slightly declined since the early 2000s. This 
is confi rmed by more detailed analyses of the French Labour Force Survey, showing a 
reduction in activity and unemployment gaps by gender (Bruneau et al., 2016). However, 
according to this analysis, wage diff erences remain important for given occupations and 
women do not easily access higher paid jobs. That study also highlights the persistence 
of inequalities (according to several indicators: probability of being in employment, in 
a permanent full-time job and in the top 10 per cent of the wage distribution, as well as 
wage inequalities) according to origin (for second-generation immigrants) or place of 
residence (for those in disadvantaged areas). These inequalities remain when controlling 
for observable characteristics. 

23 Although a slight increase in the Gini coeffi  cient has been observed since the crisis (Courtioux and Erhel, 2016).
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In addition to these inequalities by age, gender, education or origin, the French labour 
market also displays important inequalities by labour market status, which has led several 
authors to develop the hypothesis of a dual labour market (Palier and Thelen, 2012). This 
is especially true when considering a dynamic perspective on the labour market and look-

Table 3 Employment rates by social groups, France and the EU15, 2015

Global 
15–64

Young 
people 
15–24

Medi-
um age 
group 
25–54

Seniors 
55–64

Low 
quali-
fi ed 
(ISCED 
0–2)

Me-
dium 
quali-
fi ed 
(ISCED 
3–4)

Higher 
quali-
fi ed 
(ISCED 
5–6)

Men 
15–64

Women 
15–64

France 63.8 27.8 79.4 48.6 39.7 65.9 81.4 67.1 60.6
EU15 66.1 35 77.7 55.3 45.8 70.0 82.4 71.1 61.2
Source: Eurostat, LFS, lfsa_ergaed (extracted 02/09/16).

Table 4 Unemployment rates by social groups, France and the EU15, 2015

Global 
15–64

Young 
people 
15–24

Medi-
um age 
group 
25–54

Seniors 
55–64

Low 
quali-
fi ed 
(ISCED 
0–2)

Me-
dium 
quali-
fi ed 
(ISCED 
3–4)

Higher 
quali-
fi ed 
(ISCED 
5–6)

Men 
15–64

Women 
15–64

EU15 9.9 20.3 9.1 7.2 18.0 8.9 6.0 9.9 10.0
France 10.4 24.7 9.2 7.4 17.8 10.9 6.3 10.9 9.9
Source: Eurostat, LFS, lfsa_urgaed (extracted 02/09/16).

Table 5 Wage inequalities, France and selected OECD countries, 1995 and 2009/2010

Gini coeffi  cient Earnings dispersion among employ-
ees (Decile 9 / Decile 1)

 1995 2010 1995 2009
Belgium  24,5  2,8
Denmark 20 26.9  2.7
Finland 19.1 20.2 2.2 2.3
France 29 29.8 3.1 2.9
Germany 29 29.3 2.9 3.3
Greece 35 32.9   
Italy 33 31.2 2.3  
Portugal 34.5  4 3.8
Spain  33.4  3.9
Sweden  24.1  2
United Kingdom 32 33  7.3
United States   4.6 5
Source: ILO Global Wage Report Collection, ILOstat (downloaded 02/09/16).
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ing at transitions. Indeed, according to the OECD, France is characterised by one of the 
lowest transition rates from temporary to permanent jobs in a medium-term perspective: 
only 20 per cent of fi xed-term contract employees in 2008 accessed a full-time perma-
nent job in 2011, whereas that proportion amounts to almost 50 per cent in the United 
Kingdom or in Finland. Besides, the annual probability of transition from a fi xed-term 
to a permanent job has decreased over time, from 40 per cent at the end of the 1990s to 
less than 25 per cent in 2014. These transition probabilities partly refl ect the individual 
characteristics of fi xed-term employees, but the gap between fi xed-term and permanent 
employees is still high when correcting for observed and unobserved heterogeneity: ac-
cording to Givord and Vilner (2013), fi xed-term employees are only three times more 
likely to be employed on a permanent contract after one quarter than the unemployed, 
whereas permanent employees are 18 times more likely to remain in permanent employ-
ment over the same period.

In relation to labour market trajectories and transitions, data on further training also 
reveal important inequalities by labour market status: in 2012, the access rate was 40 per 
cent for fi xed-term contracts and 33 per cent for the self-employed, against 53 per cent 
for permanent employees. These diff erences are observed in a context in which access to 
training is generally unequal: important training inequalities also aff ect occupation (68 
per cent of managers and professionals were trained in 2012, against 37 per cent of blue-
collar workers), or to initial education levels.24  

Figure 1 Gender pay gap, France and selected OECD countries, 2012

Source: OECD (2016), Gender wage gap (indicator). doi: 10.1787/7cee77aa-en (accessed 2 September 
2016).

24 Insee – Données 2012, Observatoire des inégalités, population des 18-64 ans, http://www.inegalites.fr/spip.php?page=article&id_
article=53
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Apart from segmentation by labour market status and by type of contract, the French 
labour market is also segmented by industry and fi rm size. For instance, fi rm size mat-
ters for further training access: 34 per cent of employees in small fi rms (fewer than 10 
employees) were trained in 2012, against two-thirds of employees in bigger companies 
(more than 250 employees).25   

To conclude, although inequalities in France generally remain at the European or 
OECD average, with relative stability of wage inequalities, the French labour market 
shows some signs of segmentation by labour contract and fi rm size. In the policy debate, 
this is frequently related to the characteristics of social dialogue: as mentioned earlier, 
unionisation rates of fi xed-term employees are low, which could lead the unions to favour 
permanent employees; and the relative absence of unions and social dialogue in smaller 
fi rms would disadvantage their employees. 

4.2 Sectoral Bargaining and Wages

As described in Section 3, the branch or sectoral level plays an important role in wage 
setting, complementing the minimum wage. To analyse its contribution to inequalities we 
focus fi rst on existing studies analysing the impact of sectoral agreements on wage rises 
independently of the minimum wage eff ect; then we describe the diff erence in wage ine-
quality across sectors and comment on some results on gender inequality at sectoral level.

As explained in Section 3, most sectoral wage agreements are linked to changes in the 
national minimum wage (SMIC) and may only be adaptations. In this view it is diffi  cult 
to identify the impact of social dialogue on wages independently of rises in the national 
minimum wage. However, Naouas and Combault (2015) propose an estimation of such 
an eff ect26 and show the positive contribution of sectoral wage bargaining.

The average wage increased from 2.6 per cent in 2003 to 3.4 per cent in 2005. For the 
sectors that signed an agreement, sectoral wages increased from 1.5 per cent in 2003 to 
3.3 per cent in 2005. When controlling for the infl uence of the national minimum wage, 
the impact of social dialogue on wages remains signifi cant: from 1.2 per cent in 2003 to 
2.8 per cent in 2005. After the economic crisis, there was a decrease in the wage growth 
rate that is partly explained by falling growth rate of the national minimum wage.27 But 
the impact of sectoral wage agreements (independently of that) also fell by 0.4 percent-
age points. Despite a high level of wage negotiation, the period is characterised by wage 
moderation at sectoral level.

To analyse its contribution to inequalities, the impact of social dialogue on wages has 
to be disaggregated by social groups. Indeed, detailed analysis shows that the impact dif-
fers across occupations and that its magnitude and relative magnitude across occupation 
categories is not the same before and after the crisis.

Before the crisis, the evolution of sectoral wage agreements tended to favour blue-
collar over white-collar workers: 2.8 per cent increase for blue-collar workers, 2.3 per 
cent increase for white-collar workers, 2.1 per cent for intermediary professions and 1.9 
per cent for management. 

25 Insee – Données 2012, Observatoire des inégalités, population des 18-64 ans, http://www.inegalites.fr/spip.php?page=article&id_
article=53
26 This estimate is based on the matching of a sub-sample of sectoral wage agreements and the ACEMO survey (DARES) which 
follows wages for fi rms with more than 10 workers (agricultural sector excluded). 
27 The increase in the SMIC is also mechanically linked to a rising infl ation rate: after the crisis the infl ation rate was particularly 
low.
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After the crisis, the evolution of conventional sectoral wages does not follow the same 
hierarchy as previously: the increase for white-collar workers (2.0 per cent) is higher, fol-
lowed by that for blue-collar workers and intermediary occupations (1.8 per cent) and by 
that for managers (1.7 per cent). 

Following Naouas and Combault (2015), it seems that managers and intermediary 
occupations have preserved most of their wage increase in sectoral wage bargaining, 
contrary to blue-collar workers: they lost between 0.2 and 0.3 of a percentage point of 
average annual wage increase between the two periods, whereas the rate for workers as a 
whole decreased by 0.4 of a percentage point. Such diff erences, although not huge, could 
refl ect their bargaining power, which should be higher given their relatively high unioni-
sation rates and the low unemployment rates for these occupations. 

Diff erences by occupations are also observed when analysing wage inequalities within 
sectoral agreements.

Among all sectoral agreements in 2009, the fi rst wage decile (D1) corresponds to 1,120 
euros and the ninth decile (D9) to 3,390 euros; this leads to a ratio D9/D1 of 3 (Jauneau, 
2012). The level of inequality measured by the D9/D1 ratio is very diff erent between 
occupation categories. It is fairly low for white-collar workers (1.8) and a bit higher for 
blue-collar workers (2.0) and the intermediary occupations (2.1), but the level of wage 
inequality is quite high for managers (3.5). 

The level of these inequalities by occupations varies across sectoral agreements. For 
instance, considering managers and professionals, wage inequality ranges from 1.7 (phar-
maceuticals) to more than 3.7 (professional accountants). Moreover, the level of the ninth 
decile (D9) for managers diff ers strongly across sectoral agreements: it rises above 9,000 
euros in some sectors (such as banks).

Apart from wages, sectoral collective agreements have concerned topics such as further 
training and apprenticeship (232 agreements in 2015 according to the Labour Ministry), 
private retirement plans (232 agreements), gender equality (166 agreements), individual 
wage premiums (142 agreements), working conditions (264 agreements) and working 
time (60 agreements). The importance of further training or private retirement plans is 
related to the national agreements and acts involving these dimensions as part of worker 
security. However, the impact of these agreements on workers (for instance on access to 
further training) cannot be evaluated yet. 

4.3 Workplace Social Dialogue and Inequality: An Exploration

In this section we explore the correlations between indicators of social dialogue at the 
workplace level and indicators of employment, as well as of inequalities at the fi rm level. 
We use the available employment and wage data at the sectoral level (branche) computed 
and disseminated by French Labour Administration (coming from administrative data, 
DADS) and the results of a survey on social dialogue at the workplace launched in 2010 
(REPONSE 2010). The two datasets are merged at the sectoral level,28 for 13 sectors. We 
use information about social dialogue from REPONSE (questions about fi rm-level wage 
bargaining coverage, but also about the existence of other topics of negotiation, work-
ing conditions, working time, qualifi cations, employment, innovation, training, gender 
equality) and for employment we consider the structure of employment in the fi rms (by 
qualifi cations, type of contract, age, gender) and information about wages (inequalities 

28 Matching at the workplace/fi rm level is technically possible but requires specifi c access and fi nancing, which is beyond the scope 
of the present study. 
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measured by decile ratio, gender wage gap by qualifi cations, percentage of low and high 
wages and so on).29  

To study the links between social dialogue indicators and employment characteristics 
(included inequalities) we use data analysis techniques, starting with a principal com-
ponent analysis to identify correlations, followed by a typology (obtained through as-
cending hierarchical classifi cation techniques). Our purpose is descriptive, as we cannot 
identify any causality between social dialogue indicators and employment characteristics. 

The classifi cation identifi es three clusters of sectors on the basis of fi rm-level social 
dialogue indicators and employment/wage characteristics. These clusters group sectors 
that are close in terms of fi rm-level social dialogue and employment conditions, whose 
average characteristics are displayed in Table 6.

The fi rst cluster includes two industrial sectors (chemicals and pharmaceuticals, metal 
industry), as well as banking and insurance and culture and communications. It is charac-
terised by very dynamic fi rm-level social dialogue, a highly qualifi ed workforce (with a 
share of managers and professionals of 32 per cent, twice the average) and limited atypi-
cal contracts (part-time or short-term contracts). Wage inequalities are above average 
(and the highest of the three clusters), but the share of low wages is limited and inequali-
ties seem to be driven by the proportion of higher wages.

The second cluster includes transport, food industry, construction and commercial ser-
vices. It exhibits the lowest coverage rates by fi rm-level wage bargaining, but higher 
than average fi rm-level social dialogue about working conditions, working time, training, 
employment and voice. Firms in these industries seem to have reacted to incentives to 
engage in company-level bargaining, even if they tend to have limited dialogue on wages. 
The proportion of managers and professionals is the lowest of the three clusters, although 
the share of white-collar workers is 54 per cent (average 34 per cent). Part-time employ-
ment is very frequent and short-term contracts also stand at a high level. Wage inequali-
ties are the lowest of the three clusters, but the proportion of low wages is the highest.

The third cluster groups hotels and restaurants, retail, cleaning and security services, 
health and social services. Firm-level social dialogue concentrates on wages, but is below 
average for all indicators included in the analysis. This cluster has the highest share of 
small fi rms. The share of blue-collar workers is very high (40 per cent – average 29 per 
cent) and the proportion of women is the lowest in the three clusters (38 per cent). Atypi-
cal jobs are average, as are inequalities.

That typology shows that social dialogue goes together with better job quality (fi rst clus-
ter). But it does not prevent wage inequalities, partly because the sectors in which fi rm-level 
social dialogue is traditionally strong have higher wages and a higher share of managers 
and professionals who tend to receive more fl exible and dispersed pay. In other clusters 
fi rm-level social dialogue lags behind, especially in the third cluster involving a higher 
proportion of small fi rms and composed of service industries. Interestingly, the second 
cluster combines employment status inequalities (high share of part-time and temporary 
contracts) with a high proportion of fi rms involved in social dialogue about specifi c topics 
(including working conditions): this may be a sign of a trade union strategy focusing on 
the working conditions of core workers in a context in which they cannot prevent the rise 
of atypical employment and the use of external fl exibility (Bethoud et al., 2015).

In any case this exploration at the industry level suggests that fi rm-level social dia-
logue contributes to better job quality, but that it cannot as such prevent inequalities, 
either concerning wages or in terms of employment status.  

29 The variables used for the analysis are listed in Appendix 1.
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Table 6 Characteristics of sectors (averages by clusters) for some key variables, 
France 

Cluster 1 Cluster 2 Cluster 3 Sample 
mean

Chemicals 
and phar-
ma, metal 
and steel 
industries, 
banking and 
insurance 
sector, 
culture and 
coms

Transport, 
food indus-
try, con-
struction, 
commercial 
services 

Hotels and 
restaurants, 
retail, 
cleaning 
and 
security 
services, 
health and 
social 
services 

share of workplaces covered 63.0 39.8 43.8 48.5 
share of employees covered 85.8 55.3 62.4 67.4 
share of workplaces negotiating on working 
conditions 

61.0 61.8 48.4 56.4 

share of workplaces negotiating on working time 36.0 34.3 24.8 31.2 
share of workplaces negotiating on prof. skills 36.0 33.8 28.4 32.4 
share of workplaces negotiating on employment 49.8 41.8 31.4 40.2 
share of workplaces negotiating on technologi-
cal and organisational change 

57.8 46.5 45.8 49.7 

share of workplaces negotiating on vocational 
training 

69.0 64.5 56.4 62.8 

share of workplaces negotiating on union rights 
and communication 

31.3 37.3 24.8 30.6 

share of workplaces negotiating on gender 
equality 

47.0 36.0 23.6 34.6 

share of workplaces negotiating on saving plans 
(épargne salariale) 

51.5 28.3 28.6 35.5 

share of workplaces negotiating on private social 
protection 

55.3 45.8 41.2 46.9 

share of managers (cadre) 32.1 6.4 12.2 16.5 
share of foremen and supervisors 27.0 13.1 17.2 18.9 
share of white-collars 19.7 54.8 30.3 34.6 
share of blue-collars 21.1 25.8 40.3 30.0 
share of women 45.9 56.8 38.9 46.5 
share of youth (less than 30 years) 17.9 26.0 23.2 22.4 
share of fi xed-term contracts 5.3 10.5 7.5 7.8 
share of part-time 16.9 36.1 19.1 23.7 
share of very small fi rms (>10 employees) 12.9 13.7 31.5 20.3 
gender wage gap for managers (cadre) in per-
centage points 

-23.1 -20.2 -23.6 -22.4 

share of low wages (between 1 and 1.05 mini-
mum wage) 

2.8 11.9 7.1 7.2 

share of high wages (more than 3 minimum 
wages) 

23.7 3.8 10.3 12.4 

wage decile ratio D9/D1 3.3 2.1 2.7 2.7 
Source: DADS 2013 and REPONSE 2010 survey (DARES) – authors’ calculations.
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5. CASE STUDIES

5.1 Case Study 1: Inequality in Private Social Protection at the Workplace

Social protection helps to reduce inequality among households. However, the various 
dimensions of social risk coverage are not measured homogeneously. Generally, the ine-
quality measurement focuses on disposable income, which includes unemployment insur-
ance, compulsory retirement pension schemes and some family-oriented social policies 
(Courtioux and Erhel, 2016). However, this measurement does not include the potential 
redistributive impact of public health insurance and private social protection. Including 
these dimensions is crucial to assess the issue of inequality and the world of work.

In the French context, workers have access to compulsory state pensions and compul-
sory complementary pension schemes; however, the so-called Fillon pension reform of 
2003 introduced the possibility to contribute to private pension schemes, some of them 
available at the company level. These private pension schemes benefi t from tax rebates 
and could lead to various contributions from the employers to their employees’ plans. 
Moreover some changes are directly linked to the French decentralisation trend of indus-
trial relations and are one of the security outputs of the bargaining of fl exibility principles 
(see supra, Section 3). In France, workers have statutory health insurance which covers a 
high share of current health expenditure, although it decreased slightly from 78.2 to 77.4 
per cent between 2006 and 2013 (Franc and Pierre, 2015). The remainder is not out-of-
pocket individual health expenditure: actual access to health care is dependent on whether 
or not an individual possesses complementary private health insurance (Jusot and Pierre, 
2015). Workers could have access to complementary private health insurance through 
their company (with company-run schemes) or on an individual basis. Following the Na-
tional Interprofessional Agreement (ANI) of 2013 it has become compulsory since 2016 
for a private sector employer to provide a sponsored health insurance contract. Moreover, 
coverage portability has been extended to 12 months following the end of the work con-
tract for previous employees.30 The various levels of contribution of individuals and their 
employers to these private complementary health and retirement schemes may induce 
some kind of hidden inequality across fi rms, which we assess in what follows.

In 2014, around 3 million people had a private individual retirement plan. But only 
half of them made a deposit in 2016 (Drees, 2016a). The number of employers’ sponsored 
private retirement plans is not known precisely. It concerns at least 8.3–8.5 million plans. 
Among them, around 18 per cent concern schemes for the self-employed who are not well 
covered by the French compulsory retirement system. For these workplace pension plans, 
around 52 per cent received a deposit in 2016. This share is higher for self-employed (64 
per cent) and lower for wage earners (49 per cent).

At a macro level the share of these private pension plans remains marginal. In 2014 it 
corresponded to 4.2 per cent of contributions and 2.1 per cent of pensions paid. But it is 
interesting to focus also on a more micro-level. For instance, the PERCO (Plan d’épargne 
pour la retraite collectif) is a collective retirement contract type launched by the Fillon 
reform in 2003 and has been a success. In 2013, 20.8 per cent of workers where covered 
by such a plan (Drees, 2016b). However, the coverage rate increases with fi rm size. For 
very small fi rms (less than 10 employees) the coverage rate is only 2.4 per cent, whereas 
it reaches 51.7 per cent for fi rms with more than 1,000 employees. In terms of industrial 

30 The portability means that even after a redundancy the former employee has access to company health insurance with the same 
conditions as current employees.
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sector, manufacturing tends to have higher coverage (32 per cent) than services and con-
struction (23 and 24 per cent, respectively), but among services the banking and insurance 
sector is better covered (59 per cent).

One has to keep in mind that being covered does not necessarily means actually con-
tributing in the current year to this pension plan. Moreover, this contribution could have 
several sources. It could stem from wage earner decision (16 per cent of the current con-
tribution amount) to make a contribution and/or a complementary contribution from the 
fi rm (27 per cent), from some contribution linked to a profi t-sharing agreement (Partici-
pation and intéressement schemes) or, more marginally, from time balance agreements 
(Compte épargne temps).31   

On average, the share of plans receiving a contribution (of any amount) is lower than 
the coverage rate, at 6.9 per cent. Here, too, the share of actual contribution is linked to 
the fi rm’s size: only the employees in big fi rms (with more than 500 employees) are above 
this average. However, very small fi rms, which are less covered than small fi rms (2.7 
versus 3.9 per cent) tend to have a higher share of actual contributions (1. cent versus 0.6 
per cent). In terms of industrial sectors, the hierarchy previously mentioned for coverage 
is still valid here: the share of actual contributions for industry (13 per cent) is higher than 
the share for services (7 per cent) and construction (5 per cent), but among services the 
rate for banking and insurance sector is higher (22 per cent). 

However, when there is a contribution to the plan, the average amount is inversely 
correlated with fi rm size. In 2013, the average contribution was 1,350 euros, but in very 
small fi rms and small fi rms the average is higher (2,720 and 2,040 euros, respectively).32  

When looking at the sectoral level, it appears that the construction sector has a rela-
tively low coverage rate, a low actual contribution rate and low contributions (670 euros 
in 2013). Manufacturing industry and banking have relatively high average contributions 
(1,470 and 1,450 euros, respectively) that go with high coverage rates and a relatively 
high probability of actual contributions. 

In terms of inequality, this means that there is a risk of developing inter-sector in-
equalities among workers in terms of pension level on retirement (for instance, between 
workers in construction and in banking), but also intra-sector inequalities (within sectors 
characterised by a low coverage rate and a high amount of actual contributions for those 
who are covered).

As in the case of private retirement schemes, complementary private health insur-
ance is divided into collective and individual contracts. The collective contracts cover 
the workers and their family. In 2012, only 5 per cent of individuals were not covered by 
a complementary private scheme (Célan et al., 2014). Among those covered, 34 per cent 
are covered by at least one collective contract, 53 per cent are only covered by individual 
contracts and around 6 per cent are covered by a complementary insurance fi nanced by 
the state and targeted at the benefi ciaries of minimum income (CMU-C). Among private 
sector employees, the share of coverage by collective contracts is higher (63.7 per cent), 
whereas the share of persons only covered by individual contracts is lower (28.4 per 
cent). This distinction is interesting because generally these two types of contract do not 
provide the same level of reimbursement. Workers in the private sector with collective 
contracts are more satisfi ed, on average, with their reimbursement level for diff erent types 
of health consumption that are not well covered by social security (glasses, dentists, spe-

31 Drees (2016b).
32 More generally, the evidence that private collective pension plans are more developed in very small fi rms than in small fi rms is 
consistent with private workers’ declaration of coverage for all type of retirement plans and not only PERCO (Gilles and Jauneau, 
2014).
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cialists) than private sector workers with individual contracts (Célan et al., 2014). These 
higher levels of satisfaction may be linked to the fact that such health insurance contracts 
are generally sponsored by the employers.

Jusot and Pierre (2015) propose some simulations to evaluate the impact of the ANI 
2013.33 They estimate that this agreement should decrease the share of people not cov-
ered by complementary health insurance from 5 to 3.7 per cent. The mid-term impact of 
such a reform seems good for private workers who will benefi t from collective contracts, 
which are generally more attractive than individual ones. But it may increase the gap 
between them and other workers (civil servants and self-employed) or other categories 
(retirees, long-term unemployed persons and students). Moreover, as mentioned by Franc 
and Pierre (2015) it may have adverse consequences for people with individual contracts: 
insurers who have mainly individual contracts will have to adjust their premiums con-
secutively to the loss of employees in their risk-pool.

In France compulsory social protection is managed mainly by the social partners; for 
instance, unemployment insurance (cf. Case study 2) and compulsory complementary 
pension schemes. However, private social protection historically has not been managed 
by for-profi t insurance companies. Some funds dedicated to private social protection are 
directly run by employers for their own workers. This corresponds to almost 13 billion 
euros out of the 689 billion euros of public and private welfare benefi ts distributed in 
2014. Some welfare benefi ts are managed by non-profi t companies (Régimes de la Mutu-
alité et de la Prévoyance). This corresponds to almost 27 billion euros of welfare benefi t 
distributed in 2014.34 There are some diff erences between these non-profi t companies 
that are operating in the social protection market. First, the Mutuelles are non-profi t in-
surance companies that operate under a special law; historically they have specialised 
in individual health contracts. As already mentioned, the ANI 2013 reform is likely to 
increase the share of high health risks (retirees and so on) in their risk-pool, which may 
lead to problems of adverse selection and an increase in premiums. Second, the Instituts 
de prévoyance (IPs) are non-profi t companies managed by social partners under social 
security law; historically they have specialised in collective contracts (at the company 
or branch levels) and traditionally cover more diverse social risks: health insurance, ac-
cident on the workplace, some family-oriented benefi ts.

In 2015, 82 per cent of private sector workers declared that they were covered by at 
least one guarantee of social risk coverage (Bigot et al., 2015); 72 per cent by an agree-
ment complementing the covering of social security in case of sick days off  work, 54 per 
cent by life insurance and 52 per cent by special benefi ts in case of invalidity. For more 
than 50 per cent of all cases this social protection guarantee is obtained through collective 
bargaining and a sectoral agreement (accord de branche or convention collective) (Bigot 
et al., 2015).

More generally, workers have little knowledge of the governance and management of 
workplace social protection. For instance, the specifi cities of IP governance are not well 
known; only a quarter of workers and one-third of employers know that they are man-
aged by social partners (Bigot et al., 2015). Among the employers that use IPs’ services 
this knowledge is higher (52 per cent), but remains relatively low. When they become 
known workers tend to express a favourable opinion (two-thirds of workers and just over 
half of employers). When the company uses IP services 66 per cent of employers have 
a favourable opinion of the governance principle. For employers and employees who 

33 That is, employer-mandated compulsory private complementary health insurance and coverage portability are for the short-term 
unemployed.
34 Drees (2016).
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have a favourable opinion the main reason put forward is that it better takes into account 
employees’ needs (19 per cent for the employer, 24 per cent for the employee). The non-
profi t legal status of IPs seems not to count much in this favourable opinion (8 per cent 
for employers, 4 per cent of employees). 

The recent developments in fl exicurity should lead to an increase in the number of 
workers covered by complementary private social protection. That trend contributes to a 
better security of access to private social protection within the world of work, but includes 
some risks of inequalities related to the heterogeneity of private arrangements. Moreover, 
these good general trends for the workers may also increase social risk coverage inequali-
ties between employees and other worker and inactive statuses (self-employed, retiree). 
The existing challenges suggest that it will be diffi  cult for decentralised social dialogue 
institutions to tackle this new inequality issue alone. 

5.2 Case Study 2: Social Bargaining in the Cultural Sector: A Success in 2016 
Based on an Innovative Process?

In France, as in other European countries employment in the culture sector has been ris-
ing over the past twenty years, representing 1.7 per cent of total employment in 2009 (in 
line with the EU average).35 In comparison with total employment it is characterised by 
a higher proportion of (very) short-term contracts, a higher share of employees holding 
more than one job and a bigger proportion of self-employment (Eurostat, 2011). In a 
context of labour market deregulation and job fragmentation, cultural employment may 
therefore be considered a forerunner of tomorrows’ employment, making the debates 
around contractual regulation or unemployment insurance coverage in these activities 
particularly up-to-date.

In France, an important number of employees in the cultural sector (and a majority in 
the show business sector) are employed on a specifi c labour contract called a ‘contrat à 
durée déterminée d’usage’ (CDDU), which off ers employers the possibility to hire work-
ers for very short periods with no additional costs.36 If they have worked at least 507 hours 
over the past 12 months,37 these employees are covered by specifi c rules in the framework 
of unemployment insurance (called ‘annexes 8 et 10’, appendix 8 and 10) that provide 
them with some benefi ts when they are out of employment. Appendix 8 concerns blue-
collar workers, technicians and engineers working in audio, video, movie production, in 
the media (TV, radio and so on) or show business, whereas appendix 10 concerns artists 
in show business (musicians, comedians, dancers). In practice these workers alternate 
between periods of employment and periods where they receive unemployment benefi ts, 
and are usually called ‘intermittents’.38  

After more than ten years of intensive confl icts around the rules for appendices 8 and 
10, an agreement was signed in April 2016, despite the very tense social context (strikes 
and social confl icts against the El Khomri law). The aim of this case study is to under-
stand the logic of social bargaining that stands behind this (unexpected) historical agree-
ment and which helped to reach a balanced outcome. 
35 Employment in the cultural sector includes fi ve ‘cultural’ NACE divisions at 2-digit level : NACE 58 — Publishing activities; 
NACE 59 — Motion picture, video and television programme production, sound recording and music publishing activities; NACE 60 
— Programming and broadcasting activities; NACE 90 — Creative arts and entertainment activities; NACE 91 — Libraries, archives, 
museums and other cultural activities.
36 Contrary to other fi xed-term contracts there is no precarity premium in the case of CDDU.
37 Ten months between 2003 and 2016. 
38 Casual workers; as the word ‘ intermittent’ refers to a specifi c category of casual workers –in the show business sector – we will 
keep the French word throughout this case study.
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5.2.1 Dynamics of cultural employment: important growth, but increased fragmentation 
and substantial income inequalities

Cultural employment has been dynamic over the past twenty years in France: employees 
in cultural occupations as a main job numbered 381,000 in 1991 and 573,000 in 2011, ac-
cording to the Labour Force Survey (+50 per cent, compared with the 16 per cent growth 
of total employment over the same period). A majority of these workers have a permanent 
contract in the private or public sector, but the fi xed-term employment rate in these oc-
cupations is higher than average (30 per cent in 2011).39  

To identify intermittents properly one has to use other (administrative) sources. Ac-
cording to the employment service (Pôle Emploi) 253,000 employees were aff ected by 
a fi xed-term contract in the creative arts and entertainment or in the audio-video/televi-
sion sector in 2015. But only 114,000 persons received some unemployment insurance 
benefi ts related to appendices 8 and 10. The others may be occasionally employed on a 
fi xed-term contract in the sector, either because they hold another position in the sector 
(permanent job) or in other sectors, or may also not be eligible because they have not 
worked enough hours (the 507 cumulated hours described above) in the occupations con-
cerned by appendices 8 and 10.

Whatever the source, the trend in the number of intermittents and in the number of 
contracts signed in the sector is clearly positive. As shown by Figure 2 employees on 
fi xed-term contracts who have declared at least one contract during the year in occupa-
tions concerned by appendix 8 and 10 more than doubled between 1990 and 2007, more 
rapidly than the total number of employees in the cultural sector. 

However, the trend in average annual wages has been slightly decreasing since 1990, 
and the average number of contracts per person has increased strongly, from six a year in 
1990 to 16 a year in 2007. This trend reveals the growing fragmentation of employment 
for intermittents, that has to be related to shorter contract duration.

Income inequalities appear to be a structural characteristic of artistic and cultural em-
ployment, with an interdecile ratio of 7.4 on average, reaching 9 and over for some occu-
pations (visual arts for instance) as against 4.7 for employment in the national economy.40 
Surveys focusing on intermittents also highlight a high level of wage inequalities, de-
pending on occupations (technicians and engineers covered by appendix 10 have higher 
wages on average than artists), but also on gender. Low wages are very frequent: more 
than half of intermittents earn less than the monthly minimum wage.41   

In that context unemployment insurance plays an important role in two directions: 
covering periods of non-employment in a context in which employment fragmentation 
has been increasing, and redistributing income towards the lower wage levels.

5.2.2 A history of confl icts42

In France unemployment insurance is managed by the social partners inside UNEDIC, 
which was created in 1958. Unemployment insurance is supposed to cover all employees, 
whatever their occupation, labour contract type or sector, and is based on an inter-sectoral 
solidarity principle.

39 Gouyon and Patureau (2014).
40 Source: ERF, INSE/DEPS, Ministère de la Culture et de la Communication, Gouyon (2015).
41 See, for instance, Corsani and Lazarrato (2008), appendix 3.
42 That section is mainly based on Grégoire (2009), who presents a detailed history of unemployment insurance for show business 
workers.
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Appendix 8 and 10, which contain specifi c rules for cultural occupations, were intro-
duced in 1964 and 1967, but became eff ective to cover the discontinuous employment 
of cultural workers in 1979, when the threshold for benefi ts was reduced from 1,000 to 
520 hours (over the previous 12 months). That reform changed the nature of the system, 
which initially covered the unemployment risk of a ‘happy few’ and was made open to 
a substantial number of discontinuous workers. Despite the fact that these specifi c rules 
of appendix 8 and 10 were introduced by the social partners in the bargaining process 
around unemployment insurance there has never been a consensus about them, and con-
fl ict has been almost permanent since 1986 and especially strong since 2003 and over 
recent years between 2014 and 2016. 

From the beginning employers’ organisations directly involved in UNEDIC manage-
ment (Centre National du Patronat Français, CNPF, replaced by the Mouvement des En-
treprises de France, MEDEF, after 1998) have claimed that unemployment insurance for 
the cultural sector should be fi nanced by cultural employers and workers themselves, 
and not by general unemployment and inter-sectoral solidarity. Indeed, appendices 8 and 
10 are characterised by expenditure that persistently exceed contributions. On the other 
side, the unions (including CGT spectacles), associations representing intermittents and 
employers in the show business sector defend the existence of specifi c rules and the prin-
ciple of fi nancing through the general unemployment insurance budget. Such rules are 
supposed to be justifi ed by the nature of employment in the artistic sector, entailing fl ex-
ibility and the aim of sustaining artists’ and technicians’ incomes, as well as reducing in-
equalities. The state has also been constantly in favour of maintaining specifi c rules, both 
as a support to the cultural sector and as a policy to compensate precarious employment.

Figure 2 Employees on fi xed-term contracts who declared at least one contract in the 
occupations aff ected by appendix 8 and 10, France, 1990–2007

Source: Caisse des congés spectacles/CESPRA/DEPS, Gille (2013). 
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Even though confl icts have been present from the start, they have intensifi ed since 
the 2003 reform that introduced important restrictions to unemployment insurance for 
intermittents, following the position of the MEDEF. The most important and contested 
one was the shortening of the period over which the workers had to reach a minimum 
number of 507 hours worked (10 months instead of 12 months between 1979 and 2003). 
The strengthening of this eligibility criterion resulted in a short-term decrease in the num-
ber of intermittents covered by unemployment insurance. But that decrease was only 
temporary and the upward trend resumed as soon as 2006. These developments can be 
explained by the behaviour of intermittents and actors in the show business or audio/
video/TV sectors, who progressively adapted to the new rules in order to be covered by 
unemployment insurance. On the workers’ side, the Fédération Spectacle CGT and the 
coordination for intermittents and precarious workers never accepted that reform and 
have demanded a return to the 12-month eligibility period. 

5.2.3 The 2016 agreement and the role of expertise43  

The confl ict accelerated between 2014 and 2016, in the context of renewed negotiations 
over the unemployment insurance regime.

In February 2014, in a context of an increasing unemployment insurance defi cit (fol-
lowing rising unemployment after the 2008 crisis) the MEDEF opened unemployment 
insurance social bargaining by proposing to remove appendices 8 and 10, which resulted 
in numerous strikes or demonstrations by intermittents as well as political reactions. The 
fi nal agreement on the new unemployment insurance convention in 2014 maintained the 
appendices but introduced a delay for receiving the benefi ts, which hit the most precari-
ous intermittents. That decision led immediately to some new strikes and actions by art-
ists, cultural institutions and so on and forced the state to intervene by compensating the 
eff ects of the delay through a special fund and by launching a consultation process to 
reach new proposals for reforming appendices 8 and 10. 

This consultation process represented an innovation in the fi eld of unemployment in-
surance social bargaining, as it forced the UNEDIC to discuss matters in the presence of 
politicians, unions and employers’ representatives, as well as independent experts. That 
process was generally considered a success and resulted in a report published in January 
2015, analysing three alternative scenarios proposed by those in the sector. 

In the same spirit the Rebsamen law of July 2015 introduced two procedural ‘innova-
tions’, in addition to the recognition of appendices 8 and 10 in the law. First, the decision-
making process about intermittents’ unemployment insurance was placed in the hands of 
people in the sector (the inter-sectoral level can only impose fi nancial targets but not the 
rules for benefi ts); second, the consultation method was extended through the creation of 
an independent experts’ group. 

These innovations have been implemented within the framework of the 2016 unem-
ployment insurance bargaining. That bargaining started in a very confl ictual way as the 
MEDEF and three unions (CFDT, CFTC and CFE-CGC) signed a letter setting targets for 
the sectoral bargaining process that included a strict goal of defi cit cuts, as well as some 
proposals for regulation, and was perceived as a provocation. But as?t the sectoral bar-
gaining went on, including the budgetary goal, and fi nally led to an agreement that satis-
fi ed the most important demands of the intermittents and is supposed to reduce the defi cit 
of appendices 8 and 10: the 507 hours worked will be calculated again over 12 months, 

43 Section is based on an interview with Mathieu Grégoire, who participated as an independent expert in the consultation process in 
2014–2015 and the expert group in 2015. The interview was conducted in December 2016.
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the possibility to accumulate unemployment insurance allowances and wages will be lim-
ited in order to ensure some redistribution and employers’ contributions will be increased. 
This sectoral agreement was signed by employers’ representatives and unions despite the 
opposition of the national organisations (MEDEF, but also CFDT). Given the failure of 
global unemployment insurance negotiations, the government was able to directly intro-
duce the agreement on appendix 8 and 10 in the unemployment insurance convention, 
without conceding the fi nancial contribution that was demanded by MEDEF and CFDT.

In a very confl ictual social confl ict (following the El Khomri law) these events were 
a success for the intermittents and social demands in France. The new rules are intended 
to ensure better coverage of artists and cultural employees working on fi xed-term con-
tracts and a reduction in income inequalities, especially due to problems of access to 
unemployment insurance for those who had diffi  culties in accumulating the number of 
hours required to get unemployment benefi ts. From a social dialogue point of view the 
process (since 2014) seems to have given greater importance to expertise and to public 
debate about the consequences of diff erent reform scenarios. This appears quite new in 
the French context in which social bargaining is rarely based on detailed and contradic-
tory scenarios – even outside the fi eld of culture – and may lead to similar initiatives in 
the future in the cultural sector or in other sectors.

The bargaining process around unemployment insurance for intermittents displays 
some traditional features of the French social dialogue model: inequalities tend to be 
reduced through fairly voluntarist policy schemes that are supported by trade unions and 
by the state, which intervenes in social bargaining. However, recent developments in this 
fi eld show the role of some new tools and resources for social bargaining, especially the 
role of experts in building diff erent policy scenarios and improving the quality of infor-
mation for the social partners. 

6. CONCLUSIONS AND POLICY ISSUES 

The traditional French industrial relations system based on three levels of bargaining and 
a strong involvement of the state, has contributed to the reduction of inequalities in the 
world of work, through the combination of minimum wage and wage bargaining at the 
sectoral level, the role of labour law in setting common rules (for working time, further 
training and so on) and the extension of collective agreements by the Ministry of Labour. 
The fairly generous social protection system, which is managed by the social partners 
and the state, also contributes to a good level of security for French workers, in the case 
of unemployment or illness. However, the French social bargaining system has also been 
criticised for generating inequalities by types of employment contracts, protecting the 
social rights of ‘insiders’, while young people or low qualifi ed workers are aff ected by 
fl exible contracts and more diffi  cult access to training. These new types of inequalities put 
the model under pressure: how to increase security for all workers in a context of more 
fl exible employment?

In this context, social dialogue has evolved in two main directions: fi rst, more decen-
tralisation and changes in social bargaining rules to settle an agreement, and second, in-
creased participation of the social partners in social dialogue, notably in the trend towards 
more ‘fl exicurity’. But the autonomy of social dialogue is still an issue. For instance, the 
sectoral level of wage bargaining appears very much related to the dynamics of the mini-
mum wage and therefore to government’s decision-making. The results of company-level 
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dialogue also converge on the importance of legal rules in the French system: decentral-
ised social bargaining is clearly infl uenced by regulations on employee representation and 
by the content of labour market policy and social dialogue at the national level. Besides, 
‘fl exicurity’ does not appear to be the main concern at the fi rm level and external fl exibil-
ity has remained predominant in employment adjustments since the ‘Great Recession’.

The consequences of these developments for inequalities are uncertain. Firm-level 
social dialogue seems to be associated with better job quality, and some examples of inno-
vative agreements developing internal fl exibility are found in some fi rms. However, fi rm-
level social dialogue does not seem to prevent wage inequalities and the heterogeneity of 
labour power in diff erent contexts may result in higher inequalities in terms of working 
time or eff ective access to training. In that context it seems more and more important to 
provide workers new rights to favour good transitions and better security over the life 
course: new policies such as individual training accounts or individual activity accounts 
represent fi rst steps in that direction, and their implementation seems crucial for the suc-
cess of any fl exicurity strategy in France.
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Glossary 
ANI, Accord National Interprofessionnel, National Inter-sectoral Agreement
CESE, Conseil Economique Social et Environnemental, Economic Social and Environmental Council
CFDT, Confédération française démocratique du travail, French Democratic Federation of Labour
CFE-CGC, Confédération française de l’encadrement – confédération générale des cadres, 

French Confederation of Professional and Managerial Staff -General Confederation of Profes-
sional and Managerial Staff  

CFTC, Confédération française des travailleurs chrétiens, French Christian Workers’ Confedera-
tion

CGPME, Confédération générale du Patronat des Petites et Moyennes Entreprises, Confedera-
tion of small and medium-sized enterprises

CGT, Confédération générale du travail, General Confederation of Labour
CGT-FO, Confédération générale du travail – Force Ouvrière, General Confederation of Labour 

– Force ouvrière
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CMU-C, Couverture Maladie Universelle Complémentaire, Complementary State Universal 
Health Coverage

CNE, Conseil National de l’Emploi, National Employment Council
CNFPTLV, Conseil National pour la Formation Professionnelle Tout au Long de la Vie, Nation-

al Council for life long further training
CNNC, Commission nationale de la négociation collective, National Commission for Social 

Bargaining
CPA, Compte Personnel d’Activité, Individual training account
MEDEF, Mouvement des Entreprises Françaises, Movement of French Enterprises
SMIC, Salaire Minimum Interprofessionnel de Croissance, minimum wage
SUD, Union Syndicale Solidaire, Trade Union Solidarity
UNSA, Union Nationale des Syndicats Autonomes, National Union of Autonomous Trade Unions
UPA, Union Professionnelle Artisanale, Craftwork Employers’ Association

Appendix 1: Variables used for principal component analysis and clustering (Sec-
tion 3.3)
Source: REPONSE DARES:
(all indicators at the sectoral level)

– share of workplaces covered by fi rm-level wage bargaining
– share of employees covered by fi rm-level wage bargaining
– share of workplaces negotiating on working conditions
– share of workplaces negotiating on working time
– share of workplaces negotiating on professional skills
– share of workplaces negotiating on employment
– share of workplaces negotiating on technological and organisational change
– share of workplaces negotiating on vocational training
– share of workplaces negotiating on union rights and communication
– share of workplaces negotiating on gender equality
– share of workplaces negotiating on saving plans (épargne salariale)
– share of workplaces negotiating on private social protection

Source: DADS, DARES (DARES Résultats n° 16 2016) :
(all indicators at the sectoral level)

– share of managers and professionals
– share of foremen and supervisors
– share of white-collar workers 
– share of blue-collar workers 
– share of women
– share of young people (below 30 years of age)
– share of seniors (50 years of age or above)
– share of fi xed-term contracts
– share of part-time
– share of very small fi rms (fewer than 10 employees)
– gender wage gap for managers (cadre) in percentage points 
– gender wage gap for foremen and supervisors in percentage points
– gender wage gap for white-collar workers in percentage points
– gender wage gap for blue-collar workers in percentage points
– share of low wages (between 1 and 1.05 minimum wage)– share of high wages (more than 3 

minimum wages)
– wage decile ratio D9/D1
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5. Social Dialogue in Germany: Innovation or Erosion?
Gerhard Bosch

1. INTRODUCTION

Research has shown that the level of inclusiveness of the wage-setting system is one of 
the main factors in explaining inequality of market incomes for dependent employees, 
over and above the median wage level. By contrast, inclusive systems allow workplace 
negotiations to be managed collectively by employees with varying degrees of bargain-
ing power. The agreed terms are then made universal for all employees working in that 
particular company or industry or for the overall economy. If these agreements are to 
achieve macroeconomic distributional eff ects and create fairness in pay, they have to 
be implemented at a sector-wide or national level and include employees as much as 
possible. In exclusive wage-setting systems, employees with strong bargaining power 
negotiate only the terms of their own wages and social security benefi ts, which means 
that the outcomes of their negotiations have no bearing on the wages and benefi ts of those 
employees with fewer bargaining powers, thus fuelling the social divide between well-
paid and poorly paid employees (Bosch, Mayhew and Gautié, 2010). On the other hand, 
micro-solidarity at the departmental or company level has only limited aggregate impact. 
It is therefore unsurprising that the only systems that actually reduce income inequality, 
particularly gender pay inequality, are centralised and coordinated wage-setting systems 
with a higher prevalence of collective agreements and therefore highly eff ective macro-
solidarity, something that has been confi rmed repeatedly over the years (Salverda and 
Mayhew, 2009). 

Germany is unquestionably an excellent example to take as a basis for investigating 
this link between primary income distribution and industrial relations. Income inequal-
ity in Germany has increased dramatically due to the erosion of its wage-setting system, 
which followed the inclusive model until the mid-1990s. This increase was particularly 
noticeable in those sectors and companies in which workers were neither covered by a 
collective agreement nor represented by a works council. They therefore found them-
selves in wage negotiations without the protection of the two main institutions that con-
stitute the German model of industrial relations. Coverage by collective agreement also 
remained high in certain sectors of the economy, particularly in those with greater trade 
union density and strong works councils. Even less-skilled workers continued to be paid 
well as a result. However, the reach of this organised wage solidarity was increasingly 
confi ned to certain fi rms and industries, because the other sectors were not able to adhere 
to the good wage agreements as they had in the past. This is described in the literature 
as a transition from an employment system with low income inequality to a dualised job 
market with extremely heterogeneous terms of employment (Carlin and Soskice, 2009; 
Palier and Thelen, 2010).

The correlation between industrial relations and secondary distribution – that is, dis-
posable household income – is less apparent, as the majority of social security benefi ts in 
developed European welfare states are guaranteed by the state and, unlike in the United 
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States, not collectively agreed.1 However, the state can adjust the primary distribution 
through tax and social security in order to favour lower-paid workers. Unlike the pri-
mary distribution, the social partners can infl uence this politicised distribution process, 
if only by indirect means. They participate to an extent in an advisory capacity, engag-
ing in social dialogue with the state, although it goes without saying that they attempt to 
exert infl uence over distribution decisions through other political processes. The role 
of collective bargaining is gaining in importance, however, as the state continues 
to withdraw from providing social security benefi ts, particularly pensions. In fact, it is 
only through the use of inclusive collective agreement systems that this policy is capable 
of closing legal loopholes and safeguarding pensions for the majority of its citizens. In 
Germany’s present dualised job market, this is achievable only for workers with strong 
bargaining powers, which is only exacerbating growing market divisions further and 
becoming apparent in occupational pension schemes. In the private sector, only 21 per 
cent of employees, most of them in large companies, benefi t from membership of an 
additional occupational pension scheme. Compulsory occupational pension schemes 
are to be found only in the public sector, which has 100 per cent coverage by collective 
agreements (Bosch, 2015).

The social partners’ infl uence on the distribution process depends on their strategic 
capacities, their power resources and their ability to use them strategically and eff ectively 
(Lèvesque and Murray, 2010). These power resources result from the social partners’ 
organisational and institutional powers. The term ‘organisational power’ denotes the spe-
cifi c power resources that can be mobilised during distribution disputes, examples of 
which include level of membership, fi nancial reserves and also the narrative resources 
available to persuade large sections of the company that the central demands of the nego-
tiation are benefi cial. The power resources that are guaranteed by law are also embedded 
in the employment system’s central institutions, which emerged from historical compro-
mises between labour and capital. The German sociologist Theodor Geiger described this 
development as the ‘institutionalisation of the class struggle’. Its function was to turn the 
aspects of the struggle that threatened the system into procedures that could be controlled, 
thereby depoliticising the process (Geiger, 1949).

The change in power relations is once again calling these historically won compro-
mises into question and may set in motion a process of institutional erosion. The diff erent 
ways in which institutions can be eroded and revitalised are the object of new theories 
on employment system transformation (Crouch and Farrell, 2002). Trade unions’ organi-
sational power is, so to speak, the primary power resource that created the institutions as 
secondary power resources. When the primary power resources decline, the secondary 
resources come under political pressure as well. 

The rest of the chapter is structured as follows. In Section 2, the most important ac-
tors in the German industrial relations system, the trade unions and employers, with their 
organisational power, will be analysed, together with the two central institutions of the 
German wage system, namely free collective bargaining and codetermination. This is 
followed by an investigation of the erosion of the German wage system and its con-
sequences for income distribution, putting particular emphasis on the decentralisation 
of bargaining and its consequences (Section 3). The next section focuses on innovative 
agreements on the support for individual further training and employability and the joint 

1 Unlike in the United States, laws such as those in the EU determine the level of sick pay, the length of paid holidays or payment 
for time off  during public holidays. The minimum legal standards are improved in collective agreements in some cases, such as the 
length of paid holidays, which is six weeks in the majority of German industry-level collective bargaining agreements – two weeks 
more than the legal minimum entitlement.
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management of the fi nancial crisis by means of innovative working time systems and 
the recruitment of young trainees in the midst of the fi nancial crisis in order to prevent 
youth unemployment (Section 4). Two contrasting case studies then follow. The fi rst 
of these describes the introduction of the statutory minimum wages, in which social 
dialogue played a major role despite all the controversies. The second case study reports 
on an exemplary collective agreement in the steel industry and a company agreement 
concluded at ThyssenKruppSteel AG Europe on the socially responsible management of 
subcontractors (Section 5).

2. ORGANISATIONAL AND INSTITUTIONAL POWER OF THE SOCIAL 
PARTNERS

The opportunities open to the social partners to conclude agreements on reducing social 
inequality and to implement the labour standards laid down therein depend on their or-
ganising power. Consequently, we begin by analysing the organising power of both the 
trade unions and the employers’ associations (Sections 2.1 and 2.2). This is followed by 
an examination of the bargaining power institutionalised in the German collective bar-
gaining and codetermination systems (Sections 2.3 and 2.4).

2.1 Trade Unions 

With a total of 6.1 million members, over three-quarters of all trade union members in Ger-
many are organised by the Confederation of German Trade Unions (Deutscher Gewerk-
schaftsbund, DGB). The German Civil Service Association (Deutscher Beamtenbund, 
DBB) is the second biggest umbrella organisation with 1.3 million members, 915,000 of 
whom are public offi  cials with life-long tenure (Beamte). Some trade unions within the 
German Civil Service Association, such as the German Train Drivers’ Union (Gewerk-
schaft Deutscher Lokomotivführer, GDL), have grown in importance due to the privatisa-
tion of some formerly public services. Newly employed train drivers, for example, were 
no longer given public offi  cial (Beamte) status following privatisation, thereby giving 
them the right to strike like any other employees – a privilege that they make now full 
use of. A third umbrella organisation is the Christian Trade Union Confederation (Christ-
liche Gewerkschaftsbund Deutschlands, CGB), which claims to have 280,000 members, 
although this fi gure is highly contested. The trade unions affi  liated with this organisation 
are well known for entering into accommodating collective agreements with companies 
in poorly unionised industries, the principal aim of which is to undercut the better terms 
agreed by DGB unions. Their reputation as ‘company unions’ is indisputable. There are 
also other trade unions that do not belong to any umbrella organisation, the biggest of 
which is the Union of Medical Doctors (Marburger Bund, MB), which is for doctors with 
public offi  cial status, with a membership of around 118,000 (see Table 1). 

The German unions’ umbrella organisations have relatively little power. They do not 
organise employees and do not have their own income from members’ dues so they are 
dependent on subsidies from the individual trade unions. Collective bargaining and strikes 
are always organised by the industry-level trade unions, which thereby occupy the most 
important sphere of trade union action and embody the real centre of power in the trade 
union movement. However, the DGB has an important role to play in politics, coordinat-
ing with its members to exercise its political infl uence. It is especially important when it 
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comes to labour legislation, social policies and other central political activities, such as 
vocational training initiatives. 

This coordinated, policy-making role was considerably more powerful 20 years ago 
at the start of the 1990s, when the DGB still had 16 affi  liated unions. Due to the decline 
in membership, the unions decided to pool their resources and, in doing so, halved the 
number of affi  liated unions. The two biggest unions, the German Metal Workers’ Union 

Table 1 Trade union members,  Germany, 2001, 2008 and 2015

2001 2008 2015 2001–
2008

2008–
2015

Deutscher Gewerkschaftsbund (DGB)
Confederation of German Trade Unions

7,899,000 6,265,000 6,096,000 –20.7% –2.7%

DGB affi  liates: 
Industriegewerkschaft Metall (IG Metall) 
German Metalworkers’ Union 

2,710,000 2,301,000 2,274,000 –15.1% –1.2%

Vereinte Dienstleistungsgewerkschaft 
(ver.di)
United Services Union 

2,807,000 2,138,000 2,039,000 –23.8% –4.6%

Industriegewerkschaft Bergbau, Chemie, 
Energie (IG BCE) 
Mining, Chemicals and Energy Industrial 
Union

862,000 701,000 651,000 –18.7% –7.1%

Industriegewerkschaft Bauen-Agrar-Um-
welt (IG BAU)
Building, Agriculture & Environment 
Workers’ Union 

510,000 336,000 273,000 –34.1% –18.8%

Gewerkschaft Erziehung und Wissenschaft 
(GEW) 
German Union of Education

268,000 252,000 281,000 –6.0% +11.5%

Gewerkschaft Nahrung-Genuss-Gaststätten 
(NGG)
Food, Tobacco, Hotel & Allied Workers 
Union

251,000 206,000 204,000 –17.9% –1.0%

Eisenbahn- und Verkehrsgewerkschaft 
(EVG)
Railway and Transport Union

306,000 219,000 197,000 –28.4% –10.0%

Gewerkschaft der Polizei (GdP)
German Police Union

185,000 169,000 177,000 –8.6% +4.7%

Deutscher Beamtembund (DBB)
German Civil Service Association 

1,211,000 1,280,000 1,294,000 +5.7% +0.2%

Christlicher Gewerkschaftsbund (CGB)
Christian Trade Union Confederation 

not avail-
able

275,000 280,000 +1.8%

Non-affi  liated unions* 220,000 255,000 270,000 +15.9% +5.9%
Among them:
Marburger Bund (MB)
Union of Salaried Medical Doctors

70,000 106,000 119,000 +51.4% +11.3%

In total 9,330,000 8,075,000 7,940,000 –13.5% –1.8%
Net union density 23.7% 19.1% 17.7%**
Note: * Estimation by WSI; ** 2013.
Source: Driebusch, Lehndorff  and Schulten, 2016 (data based on information from the respective trade unions; union 
density: Visser ICTWSS Database Version 5.0).



Social Dialogue in Germany: Innovation or Erosion?

149

(IG Metall) and the United Services Union (ver.di), have more than two million members 
each and account for around 70 per cent of all DGB union members (Table 1). They are 
less reliant on the DGB than the small unions and are increasingly representing them-
selves at political level – a shift in power that is weakening the DGB.

Even at the height of their power, the German trade unions were organising little more 
than a third of workers and consequently did not enjoy anywhere near the same degree 
of organisational power as the Scandinavian trade unions, for example. At the end of the 
1970s, trade union density in the former West Germany reached its zenith at 35.5 per cent 
(in 1978). This then began to drop in the 1980s. Following reunifi cation, trade union den-
sity quickly increased to 36 per cent (in 1991) due to the merger with the well-organised 
East German unions which existed until the old industrial combines were broken up; 
however, this fi gure has continued to fall ever since, reaching just 17.7 per cent in 2013 
(Visser, 2015). In particular, the unions have not succeeded in off setting the membership 
numbers they have lost in the bastions of the manufacturing sector, whose share in total 
employment has shrunk as a result of structural change, by organising workers in the 
growing private service sector, especially the increasing numbers of women employed 
there. Unlike in Denmark or Sweden, the German unions did not succeed in off setting 
the loss of male members with a rising trade union density among women. Trade union 
density among women even decreased between 1980 and 2008, from 21.4 per cent to 12.9 
per cent, which was almost as fast a decline as among men (reduction from 50.2 per cent 
to 24.7 per cent over the same period).

The situation appears more favourable, however, if we look at union coverage. This 
key fi gure measures the number of employees in workplaces or establishments covered 
by unions or works councils as a proportion of all wage and salary earners in employment. 
This indicator is inherently higher than trade union density because in most cases not all 
employees are organised and representation through works councils is also included in 
the fi gure. Union coverage was 42 per cent in 2011, although this was considerably lower 
than 30 years previously, when it was still 63.2 per cent (Visser, 2015).

Trade union density in large manufacturing companies and sections of the public ser-
vices can occasionally be as high as 90 per cent (in the steel industry, for example). 
In many service industries and small to medium-sized enterprises, however, the unions 
scarcely have a presence at all. In these types of companies, the unions are unable to as-
sert themselves suffi  ciently to force employers by their own eff orts to conclude collective 
agreements. The same is true even in some new areas of manufacturing industry, such as 
wind turbine production. In this and other industries, the German trade unions are trying 
to build a critical mass of members through organising campaigns in order fi rst to insti-
tutionalise works councils before attempting to secure coverage by collective agreement 
(Wetzel, 2013). Successes have been achieved through organising campaigns and the 
targeted representation of certain groups, such as kindergarten teachers or airport security 
employees. Small unions that represent only specifi c occupational groups with considera-
ble strike leverage, such as the GDL, have been considerably more successful in this than 
the large trade unions, which always have to balance the interests of diff erent professions. 

Reforms of internal union activities have been just as important as the organising cam-
paigns. In the 1990s, member recruitment was not at the forefront of daily union activi-
ties; instead, it was left to works councils to organise. The trade unions did not perceive 
this as a problem as long as companies did not take advantage of the unions’ weakness. 
However, when increasing numbers of companies began to withdraw from the employ-
ers’ associations in order to avoid implementing collective agreements and when they 
refused to continue negotiating industry-wide collective agreements, the unions experi-



Inequalities and the World of Work: What Role for Industrial Relations and Social Dialogue?

150

enced a loss of primary power resources, the negative consequences of which were all 
too obvious. The former chairman of IG Metall, Detlef Wetzel, wrote: ‘The depressing 
thing about it was that it made it clear to us that in truth we had never had the power to 
enforce collective agreements in the event of a dispute’ (Wetzel, 2012: 156). Furthermore, 
the loss of members led to a considerable loss of revenue, which meant that the unions 
had to reduce their staff  numbers. At the same time, their workloads in their core activ-
ity of collective bargaining increased several times over due to the fragmentation of the 
bargaining system. As a consequence, important areas of activity such as vocational and 
further training or social policy are no longer worked on as intensely as in the past. As a 
matter of survival, the industry trade unions have made member recruitment a focus of 
their activities due to the loss of organisational power. The work of union offi  cials is in-
creasingly being evaluated on their success in attracting and retaining members, so tasks 
are prioritised according to the impact on members.

2.2 Employers’ Associations

Historically, the trade unions were the midwives of employers’ associations, which were 
formed primarily as counterweights to the unions, above all as anti-strike associations, 
initially. The fact that unions are the primary and employers’ associations the secondary 
organisations is still evident today, even if the latter now have a considerably wider range 
of activities than in their start-up phase. These include many advice services specialising 
in employment law and social policy. It is where unions are strong, such as in the German 
metalworking and engineering industry, that by far the strongest employers’ association, 
Gesamtmetall, is to be found; conversely, where they have become weaker, such as in the 
meat processing industry, the employers’ associations play only a marginal role. 

The associations responsible for private sector industrial relations are organised as 
part of the Confederation of German Employers’ Associations (Bundesvereinigung der 
Deutschen Arbeitgeberverbände, BDA). The membership of the BDA consists of 52 sec-
toral federations representing individual industries, 24 of which representing manufactur-
ing industries. In addition, there are 14 cross-sectoral federations at Land level whose 
membership consists of the various industry associations at that level. 

The industry associations conduct negotiations at national or regional level. Like the 
DGB, the BDA does not itself conclude agreements, although it does coordinate collec-
tive bargaining to a considerably greater extent than the DGB. In its so-called ‘Catalogue 
of wage and collective bargaining issues to be centrally coordinated’, which has been 
revised at intervals, the BDA sets out binding limits on collective bargaining; these are in 
eff ect red lines that individual employers’ associations must not cross without prior con-
sultation with and the agreement of the BDA. This is popularly known as the ‘taboo list’. 
In the past, common lines of defence were established with regard to holiday entitlement 
and weekly working time. Now, however, it is not publicly known whether there is still 
an offi  cial taboo list or whether it has been replaced by an unoffi  cial one. This argument 
is supported by the absolute block the central collective bargaining committee places on 
all applications for the general extension of wage agreements. 

While unions as mass organisations are relatively transparent, employer’s organisa-
tions do not release much information regarding the evolution of their membership, let 
alone their fi nances. This makes it diffi  cult to assess their organisational power. Visser 
estimates that employer density was 63 per cent in 2002 and 58 per cent in 2011 (Visser, 
2015). These fi gures suggest that the employers’ associations are also being eroded, as a 
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number of individual studies have clearly demonstrated. The weakening of the unions has 
allowed many companies to leave employers’ associations and renegotiate wages at com-
pany level without fear of labour disputes. This fi rst started to happen in East Germany 
and then increasingly in West Germany as well. Employer density in the metalworking 
and engineering industry, as refl ected in membership of Gesamtmetall, the largest em-
ployers’ association in Germany, fell in West Germany from 77.4 per cent in 1985 to 56.5 
per cent in 2006, a drop of more than 20 per cent. In East Germany, membership fell from 
approximately 65 per cent in 1992 to less than 20 per cent in 2006 (Haipeter, 2011), with 
members citing dissatisfaction with working time regulations as their main reason for 
resigning. As well as the resignations, the fact that many newly established companies 
did not join the association is another important factor in the erosion of employers’ as-
sociations (Schroeder and Ruppert, 1996). A survey of managing directors in employers’ 
associations showed that the fall in membership numbers seems to have stopped since 
2005 (Nicklich and Helfen, 2013). 

Similarly to the unions, companies now regard their most important task to be that of 
gaining and retaining members, which they seek to achieve by improving their advice 
services (Nicklich and Helfen 2013). Since the 1990s, employers’ associations have tried 
to retain members increasingly by off ering membership without the obligation to comply 
with collective agreements, so-called OT (ohne Tarifbindung) membership. In this way, 
members have continued to benefi t from the advice services but are excluded from shap-
ing collective bargaining policies and receiving fi nancial assistance from strike funds. 
By off ering this category of membership, the associations were seeking, on one hand, 
to retain members and, on the other, to put pressure on the unions, which now increas-
ingly have to consider the stability of employers’ associations when negotiating collective 
agreements.

In some associations, such as Gesamtmetall, this seems to have staunched the loss of 
members. In fact, its membership increased from 5,861 companies in 2005 to 6,565 in 
2011, while the number of member companies bound by collective agreements decreased 
from 4,429 to 3,652 (Behrens, 2013: 477). This type of OT membership is held mainly 
by small to medium-sized enterprises. Behrens states that: ‘Figures collected by Gesamt-
metall in 2010 showed that 42 per cent of all member companies in affi  liated Land and 
regional federations used OT membership; however, these companies accounted for only 
17 per cent of all employees in member companies’ (2013: 479). However, the destabilis-
ing eff ect of OT membership for employers’ associations over the long term can be seen 
in the fate of smaller associations that are no longer able to conclude industry-level col-
lective agreements. Some leading employers’ representatives have now been heard to say, 
behind closed doors, that allowing OT membership was a major error.

The situation is completely diff erent for the public sector, almost 100 per cent of 
whose employers are organised. Local authorities are a part of their local employers’ 
associations along with their member companies, and these local associations are in 
turn a part of the Federation of Local Authority Employers’ Associations (Vereinigung 
der Kommunalen Arbeitgeberverbände, KAV). At Land level, the organisation is more 
loosely structured. The 16 Länder have special departments with experts on collec-
tive bargaining and are less dependent on the expertise of an employers’ organisation. 
They coordinate their collective bargaining in a working partnership (Tarifgemeinschaft 
deutscher Länder or TDL) with minimum staff . The Länder are represented in the TDL 
by their ministers of fi nance. At national level, there is no employers’ organisation. The 
minister of internal aff airs, together with the minister of fi nance coordinates collective 
bargaining for the federal government. The constitution of the KAV and the TDL requires 
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all its members not only to follow the collective agreements but also not to improve on 
the agreed standards, which is usually allowed by employers’ organisations in the private 
sector. Consequently, there is no wage drift at establishment level, as there is in the pri-
vate sector (Bosch, 2013). 

2.3 Collective Bargaining Policies

Following bad experiences with state-enforced settlements during the Weimar Republic, 
the Federal Republic of Germany refrained from direct intervention in collective bar-
gaining. One of the basic rights enshrined in the German Constitution is the freedom of 
coalition. The freedom enjoyed by the social partners to engage in collective bargaining 
on behalf of their members without state intervention is one of the most important con-
crete manifestations of this basic right. It was therefore expected that there would be no 
need for state intervention in wage setting in order to guarantee minimum working and 
employment conditions, such as a statutory minimum wage. In 1952, legislation on the 
fi xing of minimum conditions was actually enacted but never implemented until it was 
repealed by the 2014 minimum wage legislation. The German collective bargaining sys-
tem can therefore be characterised as an autonomous wage-setting system in which the 
state delegates wage bargaining to the social partners and provides a legal framework for 
that purpose.
The legal regulations governing collective bargaining are deliberately few in number, 
their main objective being to strengthen the negotiating privileges of trade unions and 
employers’ associations and to establish collective agreements as binding. The basic legal 
instrument is the Collective Bargaining Act of 1949. The main points of the legislation 
are as follows:

– Only unions and employers or employers’ associations can conclude a collective agree-
ment. 

– The agreed standards are binding on union members and members of employers’ or-
ganisations.

– The social partners have certain obligations, such as refraining from industrial action 
while the agreement is in force and enforcing the agreement by informing their mem-
bers of it.

– The agreed standards cannot be undercut but only improved at plant level (the so-
called ‘favourability principle’); however, the negotiating partners can agree to allow 
downward deviations. 

– The state can declare collective agreements as generally binding if an agreement al-
ready covers 50 per cent of the employees in the industry in question and if the major-
ity of the central collective bargaining committee with its six members, three from the 
employers’ federation and three from the unions, agrees. 

The legislature has foregone any attempt to defi ne more precisely what constitutes a 
trade union, such as specifying criteria for representation (such as a minimum member-
ship threshold, minimum level of representation in diff erent regions or the recognition 
of certain representative unions). However, in order to exclude bogus, employer-funded 
unions, independence from the employer, enforced by prohibiting company funding and 
union ‘powerfulness’ (the ability to initiate disputes or a minimum number of members 
in the bargaining unit) have been established in case law as criteria for defi ning a trade 
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union. Some bogus collective agreements negotiated by the Christian trade unions have 
been declared null and void by the courts on the grounds of inadequate union ‘powerful-
ness’ .

The basic principle of collective agreement unity, according to which only one col-
lective agreement can be applied in any one company, was also fi rmly established in 
case law. This basic principle obliged competing trade unions to negotiate together in 
collective bargaining groups. In 2010, the German Federal Labour Court abandoned this 
principle, however, and allowed the existence of competing collective agreements in one 
company. Several occupational trade unions (train drivers, doctors, cabin crews, pilots) 
left the collective bargaining groups and took industrial action for better work conditions 
for their own members. The Collective Agreement Unity Act (Gesetz zur Tarifeinheit) 
has been in force since July 2015. The legislation was enacted mainly due to pressure 
from the employers’ associations, which wanted to prevent disputes from being scattered 
across diff erent trade unions. The large industrial trade unions also pushed for the law be-
cause they wanted to stop the smaller, powerful occupational unions from cherry-picking. 
The law stipulates that, in the event of confl icting agreements, the only legal norms that 
shall apply are those laid down in the collective agreement concluded by the trade union 
that had the most members in the company at the time when the most recent collective 
agreement was signed. This act has become the object of several constitutional chal-
lenges, which have a good chance of being successful in court.

German collective bargaining law is open to collective agreements made at diff erent 
levels. It permits collective agreements to be concluded at national or regional level, or 
even at industry, company or establishment level. Because of the trade union structure, the 
industry level has emerged as the dominant bargaining level. There have never been na-
tional collective agreements in Germany akin to those in France, for example, where they 
have become an important instrument in the national social dialogue and laid the ground-
work for changes in legislation. Except for the attempts to establish a productivity-based 
wages policy through so-called ‘concerted action’ (Konzertierte Aktion) (1967–1977) and 
the Schröder government’s ‘Alliance for Work’ (Bündnis für Arbeit) (1998–2003), the 
national social dialogue in Germany is not institutionalised but rather organised on a 
case-by-case basis, as evidenced, for example, by the informal agreements between the 
government and the collective bargaining partners during the fi nancial crisis in order to 
avoid redundancies (cf. Section 4.2) and the regular national agreements on vocational 
training for young people.

As the trade unions weakened, conservative politicians stepped up their eff orts to for-
cibly decentralise collective bargaining and weaken industry-wide labour standards by 
abolishing the favourability principle and trade union privilege in negotiating collective 
agreements. If works councils had been granted these rights, however, it would have 
been necessary to grant them the right to strike, which is enshrined in the constitution. 
Consequently, some employers’ associations warned against such a move, as they feared 
pay disputes could be played out at establishment level, thereby jeopardising the largely 
cooperative industrial relations at that level. Nevertheless, the SPD/Green coalition gov-
ernment at that time threatened the unions that, as part of the 2003 Hartz reforms, they 
would also abolish the favourability principle and grant works councils their own negoti-
ating rights if the unions did not voluntarily accept the inclusion of derogation clauses in 
collective agreements. The so-called ‘Pforzheim Agreement’ of February 2004 allowed 
companies in the metalworking and engineering industry to derogate temporarily from 
the provisions of collective agreements, although the derogations had to be negotiated by 
the social partners and not by the works councils (Section 3.2).
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2.4 Codetermination at Establishment and Company Level

In the post-war years, the unions demanded institutionalised codetermination at the es-
tablishment and company levels. This was controversial, but it came at a time when trade 
unions were in a position to mobilise their membership eff ectively around the issue. The 
disputes ended with the adoption of the 1952 Works Constitution Act (Betriebsverfas-
sungsgesetz, BetrVG), which provided for a weak form of codetermination at company 
level (one-third parity on supervisory boards). Works councils’ rights of codetermination 
were improved in several amendments to the Act. The right to equal participation on the 
supervisory board was introduced in 1976 in companies with more than 2,000 employees. 
The arrangement places an executive member of staff  among the employee representa-
tives, while the chairman, who has double voting rights, is appointed from among the 
management’s representatives.

According to the Works Constitution Act, works councils are elected by all the em-
ployees in an establishment. They off er employees a legally well protected and resourced 
system of interest representation. In contrast to the Scandinavian system, works councils 
are not organs of the trade unions but have nevertheless emerged as the biggest source of 
trade union power at company or establishment level. The most important provisions in 
the 1952 Works Constitution Act, which have since been improved several times, can be 
summarised as follows:

– Works council members may be dismissed only under extraordinary circumstances 
(for example, theft). A special type of dismissal protection also applies to the members 
of the electoral board when works councils are being set up. Since 2001, a simplifi ed 
election procedure has been in place for small and middle-sized businesses in order 
to protect works council members. They can be elected at a workplace assembly and 
there is only one week between the fi rst proposal to set up a works council and the 
meeting to elect its members.

– Works council members have to be released from work as required in order to carry out 
their duties. In companies with 200 or more employees (300 before 2001), one works 
councillor is released completely from work. The number released from all work du-
ties rises with the number of employees, reaching 12 in companies with 10,000 or 
more employees 

– They have the right to the resources they require in order to carry out their duties. Such 
resources include offi  ces and secretarial assistance and, in large companies, specialist 
staff  and access to professional advice. Companies must also release works councillors 
for further training relevant to their duties.

– They have strong rights to codetermination on social and personnel issues. For exam-
ple, overtime can be scheduled only if they agree. They have the right to oppose re-
dundancies or new appointments under certain circumstances, for example if a redun-
dancy could be avoided by transferring the employee or providing them with further 
training. 

– They have strong rights to access information on economic issues via their own eco-
nomic committee, which can view the relevant company documents.

– It is expressly stipulated in the Works Constitution Act that one of the works council’s 
central tasks is to monitor the company’s compliance with labour laws and collective 
agreements.

– In contrast to trade unions, the principle of trustworthy cooperation applies to works 
councillors. They must not call for industrial action but in the event of disputes over 
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codetermination issues they can call on an arbitration committee whose decisions are 
binding.

– Works councils can conclude agreements with company management pertaining to 
various working and employment conditions that fall outside the competence of the 
parties to collective bargaining. The favourability principle applies here as it does for 
all collective agreements, meaning that individual employment contracts cannot un-
dercut the working and employment conditions set out in company agreements. 

Similarly structured staff  councils also exist in the public sector. Works councils’ rights 
to codetermination have given rise to a body of collective labour law in addition to 
standard labour law. However, employees benefi t from this only if a works council has 
been elected. In many industries, company agreements have in practice become the main 
standard-setting instrument on many important issues, such as the organisation of work-
ing time. 

Many studies have demonstrated that companies with works councils are more likely 
to comply with collective agreements and legislation than those without. However, not all 
employees benefi t from this. In the public service, nearly all employees are represented 
by staff  councils. However, in 2014 only 43 per cent of all employees in the western 
German private sector were represented compared with 33 per cent in eastern Germa-
ny. Representation through works councils is very much dependent on size of company. 
Works councils have been elected in almost all large companies, but their share decreases 
with size of company. Only in 38 per cent of companies with 50–100 employees have 
works councils been elected and in smaller companies the share is considerably lower 
(Hans-Böckler-Stiftung, 2016). This also explains the pronounced diff erences between 
industries. In well-established sectors dominated by large companies – such as energy, 
fi nancial services and manufacturing – the majority of employees are represented by 
works councils. In industries with small and newly founded companies, on the other 
hand, works councils are the exception (see Figure 1). In small and medium-sized enter-
prises particularly, there are widespread attempts by companies to hinder the formation 
of works councils by employing a range of methods to threaten and pressure employees, 
even going so far as dismissing employees (Behrens and Driebusch, 2014). These are 
similar tactics to those used for ‘trade union busting’ in the United States. This led to the 
introduction of the aforementioned simplifi ed election procedures for small and middle-
sized businesses in 2001. 

In 2010, approximately 174,000 German works councillors were elected on a voter 
turnout of almost 80 per cent. Around 8,400 of these are released from all work and 
around 1,000 from some of their work duties in order that they can perform their council 
duties. They are mostly trained at trade union training centres at their employers’ cost. 
More than two-thirds of works councillors and the majority of those released from work 
are members of a DGB trade union (Greifenstein et al., 2011). This is several times the 
number of full-time workers employed by the German trade unions. Works councils are 
now the main actors in union recruitment. In only a few companies do trade union shop 
stewards still operate alongside works councils. 

In addition, in 2014 employee representatives were elected to the supervisory board 
in 635 larger companies with codetermination on a parity basis (HBS, 2014). Employee 
representatives in these companies account for half of the supervisory board mandates. 
Codetermination rights in the steel and mining industries are more extensive. The human 
resources director is appointed on the recommendation of the employee representatives in 
the supervisory board. In a further 1,500 companies with fewer than 2,000 but more than 
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500 employees, one-third of the supervisory board is made up of employee representa-
tives (one-third parity). 

By virtue of their access to resources and their professionalisation, works councillors 
constitute the main trade union power base. Even in a number of sectors in which the 
membership base is weak, such as the fi nancial sector, trade unions manage to exert infl u-
ence via active works councils. Union recruitment largely takes place through the works 
councils, which are also the most important bodies monitoring compliance with legisla-
tion and collective agreements. Employee representation on supervisory boards is most 
eff ective when it is coordinated with the activities of works councils. 

Approximately 800,000 employees in large companies are denied codetermination on 
the basis of parity on supervisory boards through legal manoeuvring. This is the case, for 
example, in large independent enterprises, such as Aldi or LIDL, which are controlled by 
‘foundations’ that do not have to comply with codetermination legislation. Other expand-
ing companies are converted into European companies (SEs), in which the existing Ger-
man codetermination policies are frozen before they reach the thresholds of 500 or 2,000 
employees, at which improved codetermination regulations come into force (Böckler-
Impuls, 2016: 2–3).

In western Germany, the two major institutions addressing distribution issues – collec-
tive agreements and works councils – still cover two-thirds of employees in private sector 
companies with more than fi ve employees; the share in eastern Germany, on the other 
hand, is scarcely more than half. Since 2000, both shares have decreased by approxi-
mately 10 per cent (Ellguth and Kohaut, 2015). Even smaller is the share of employees 
that benefi t from both institutions (Figure 2).

Figure 1 Proportion of employees represented by a works council in Germany, 
by industry*

Note: * Basis for inclusion: Companies with at least 5 employees.
Source: Hans-Böckler-Stiftung, 2016, p. 5.
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3. WEAKENING OF THE INCLUSIVE WAGE-SETTING SYSTEM SINCE 1995

Autonomous collective bargaining systems come with a lot of preconditions, including 
a reliance on strong social partners who are able eff ectively to set their own and binding 
standards. These preconditions are increasingly unlikely to be fulfi lled due to the erosion 
of the membership base in trade unions and employers’ associations. However, when 
collective agreements can no longer establish binding standards, then wages become a 
competitive factor once more. In the bid to undercut competitors’ rates, wages come 
under pressure and collective agreements start to be eroded. The following section ex-
amines the causes behind the decrease in collective agreement coverage and its eff ects 
on income distribution (Section 3.1). The diff erent forms of collective bargaining policy 
decentralisation are then described (Section 3.2). This decentralisation ranges from a uni-
lateral undercutting of collective agreement standards by employers to compromises on 
the organisation of working time negotiated on an equal footing by the social partners. 
This distinction is important for the future of collective bargaining, because undercutting 
without negotiation is a form of erosion, while the negotiated implementation of collec-
tive agreements at company level or even of temporary derogations may be a necessary 
adjustment to a more complex world of work and, by complementing the agreements, 
may even serve to strengthen the collective bargaining process. 

Figure 2 Works councils and collective agreements in private sector companies with 
more than fi ve employees in 2014, Germany 

Notes: * works councils; **collective agreement.
Source: Ellguth and Kohaut, 2015 (Grafi k Böckler Impuls 10/2015, p. 5).
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3.1 Decrease in Collective Agreement Coverage 

Until the start of the 1990s, Germany was renowned for its low income disparity (OECD, 
1996). Until German reunifi cation, in fact, collective agreement coverage was around 
85 per cent (Visser, 2015); this was several times greater than trade union density, as the 
majority of companies belonged to an employers’ association. Even businesses that were 
not covered by collective agreements decided for the most part to pay the collectively 
agreed rates. In particular, the agreed terms in well-organised industries – especially those 
in the metal industry – functioned as pattern agreements, which were adopted by the less 
organised sectors. This caused wages to rise in lockstep throughout the economy, which 
in turn safeguarded the type of macro-solidarity beyond individual companies and indus-
tries characteristic of inclusive wage-setting systems. 

The high levels of corporate compliance with collective agreements can be at-
tributed, fi rstly, to the low unemployment rates in the former West Germany. This 
strengthened employees’ bargaining power and made unilateral wage settings with-
out the protection of employers’ associations in the event of disputes unattractive to 
employers. Secondly, the associations and chambers in the old German corporatist 
system, with its closely interconnected companies that took a long-term view of busi-
ness, were able to exert moral pressure in order to ensure fair wage competition (Tullius 
and Wolff , 2012). 

From the mid-1990s onwards, compliance with collective agreements began to crum-
ble. Collective agreement coverage declined to 60 per cent and 47 per cent in western 
and eastern Germany, respectively (WSI Tarifarchiv, 2015). Since 1995, the considerable 
reduction in collective agreement coverage has led to a rise in the share of low-paid work-
ers, which is now above average by international standards. Furthermore, because of the 
absence of a statutory minimum wage, wage levels collapsed to such an extent that by 
2010 the gap between the average pay of low-wage workers and the low-wage threshold 
was greater in Germany than in any other European country (Figure 3).2 

Alongside areas that continued to be well organised, there were now large swathes of 
the labour market in which wages were no longer negotiated collectively but set unilater-
ally by employers. The good wage settlements no longer acted as pattern agreements for 
other industries, so that settlements were becoming increasingly diff erentiated depending 
on trade union bargaining powers. This development is also refl ected in the wage drift 
that has occurred in most years since 2000. Collectively agreed wage rates have usually 
risen faster than actual wages because only a decreasing share of employees benefi t from 
collective bargaining (Figure 4). 

In 2010, with controls for diff erent individual and company variables, the ‘collective 
bargaining premium’ for industry-level agreements was 5.6 per cent and for company 
agreements 8.2 per cent per hour worked. Without controls, the average premium was 
22.2 per cent and in fi rms with a company collective agreement it was 29.3 per cent. 
The variables taken into account included size of fi rm, industry affi  liation, age, gender, 
hours worked, job tenure and type of contract (permanent/temporary). The ‘collective 
bargaining premium’ could, however, be higher than calculated in the regression analysis, 
fi rstly because companies with fewer than 10 employees are not included in the German 
earnings structure survey and secondly because some of the variables controlled for are 
‘endogenous’. In the past few years companies have systematically outsourced jobs to 

2 The authors have not used the standard low-wage threshold of two-thirds of the median wage here, as they wanted to calculate the 
eff ects of a European minimum wage, which is set at 60 per cent of the median wage. 
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Figure 3 Proportion of low-paid workers and the diff erence between their average 
wage and the low-wage threshold (under 60% of the median wage), Germany and EU 
countries, 2000

Source: Fernández-Macías/Vacas-Soriano, 2013; author’s illustration..

Figure 4 Increases in collectively agreed and actual wages per hour, Germany, 2000–
2015

Source: Bispinck, 2016, Table 2.1; author’s presentation.
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low-wage industries or small businesses because of the diff erences in wage rates. They 
have also increased the number of temp agency employees. In 2010, for example, col-
lective agreement coverage in companies with 10–19 employees was only 23.3 per cent, 
compared with 86.8 per cent in companies with more than 500 employees (Amlinger and 
Bispinck, 2013: 5). However, the ‘collective bargaining premium’ can also be reduced by 
the ‘legacy eff ect’ of collective agreements that remain in force in companies that have 
withdrawn from the employers’ association and also as a result of the guiding role that 
collective agreements continue to play in areas where there is no collective bargaining. 
Around half of the companies without collective agreements have stated that they use col-
lective agreements as a guide in setting wage rates. And their rates are indeed higher than 
in companies not bound by collective agreements, although they are lower than the col-
lectively agreed level, because compliance with non-monetary stipulations is greater than 
with monetary stipulations (Addison et al., 2014). The logical extension of this, however, 
is that industry-wide wage rates in an economy in which more than half of employees’ 
wages are still set by collective agreement play a signifi cantly greater guiding role, par-
ticularly for skilled workers with considerable bargaining power, than in countries – such 
as the United States and the United Kingdom – in which industry-wide rates of pay in the 
private sector have largely disappeared. 

The substantial growth in low wages indicates that wages have returned to being a 
competitive factor, with bad standards squeezing out good ones over the long run. The 
major reasons for this development can be summarised as follows:

– The high rate of unemployment since 1991: With the collapse of the eastern German 
economy and the end of the post-reunifi cation boom, unemployment in the whole of 
unifi ed Germany increased from 1.9 million in 1990 to 4.9 million in 2003. The in-
crease in mass unemployment weakened job seekers’ ability to negotiate as they in-
creasingly had to accept low wages. 

– The eastern Germany productivity defi ciency: The rapid transfer of western German 
employment conditions to eastern Germany failed to serve many of the companies 
that were established just after reunifi cation, since their productivity level was too low 
to benefi t from the conditions. This led to the large-scale abandonment of collective 
agreements, which in turn led to companies withdrawing from the employers’ associa-
tions (or newly established companies refusing to join).

– Corporate strategy change: The growing number of areas in eastern Germany that 
were not covered by collective agreements showed companies that, in view of the 
mass unemployment, it was possible to get out of the collective bargaining system 
without having to fear sanctions from the weakened trade unions. As previously men-
tioned, the employers’ associations encouraged this behaviour by off ering membership 
to companies that did not have collective agreements in place (OT). At the same time, 
they repeatedly blocked collective bargaining committees from extending collective 
agreements, which could have contained the mass withdrawal from collective agree-
ments. In industries such as meat processing or motor trade and repairs, companies 
refused to renegotiate industry-level agreements. 

– Product market deregulation: It was mainly the eff ect of EU directives that opened up 
former public services to private suppliers. New suppliers that were not covered by 
collective agreements were able to undercut the old public suppliers with low wages 
and prices. Subsequently, collective agreement coverage decreased in industries that 
had been previously at 100 per cent such as the railways, post, telecommunications, 
public transport and waste management services. In addition to this, trade unions had 
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to agree to further wage reductions and increases in working time through concession 
bargaining in order to safeguard the survival of the old suppliers.

– Fragmentation of companies: The growing wage diff erences induced companies and 
the state to outsource many jobs in order to save on wage costs. As a result, poorly 
paid workers employed as ‘subcontractors’ have ended up working alongside well-

Box 1 Unequal treatment of mini-jobs – a source of inequality

Mini-jobs are a form of marginal employment off ering a maximum monthly salary of €450. 
They are a particular form of dependent employment characterised by exemption from social 
security contributions and income tax; however, employers have to pay a fl at-rate charge of 
approximately 30% on top of the 450 €. Since the same labour legislation applies to mini-jobs 
as it does to all other paid employment (mini-jobs are technically more expensive per hour 
than socially insured part-time employment, for which the employers’ contributions are around 
20%. Since mid-2003, the number of mini-jobs has increased by a good 1.7 million to 7.3 mil-
lion (mid-2015). 

Hanau describes mini-jobs as a puzzle: “In actual fact, it’s rather a puzzle what might induce 
employers to hire workers for whom the non-wage costs are signifi cantly higher.” (Hanau 2006: 
809). The puzzle can be solved only by close examination of mini-jobbers’ actual working 
and employment conditions. Extensive research has clearly shown that, in practice, mini-job 
employees are treated unequally. Their hourly wage is often less than the equivalent wage for 
socially insured workers. They are also generally paid only for the hours actually worked and 
do not receive the holiday or sick pay to which they are entitled. The most up-to-date data is 
that gathered in an IAB survey of employees and companies carried out in 2015. This revealed 
that the average hourly wage for mini-job employees was only €9.30, in contrast to an average 
of €16.70 for socially insured part-time employees, €18.30 for full-time temporary employees 
and €21.00 for full-time permanent employees. Furthermore, over half of mini-jobbers earned 
less than €8.50 (Fischer et al. 2015: 56 f.) and no fewer than 68.6% of them are low-paid, the 
highest share of any employment form (Kalina and Weinkopf 2014). The IAB employment sur-
vey also revealed high levels of non-compliance with the law. According to the mini-jobbers, 
only 49.6% of respondents received holiday pay. It remained unclear whether they were able 
to take their full holiday entitlement (ibid.: 100); only around 50% of mini-jobbers continued 
to receive their regular wage when sick (ibid: 129);only around 45% of mini-jobbers were paid 
for public holidays (ibid.: 131). This unequal treatment means that mini-jobs are, in practice, 
considerably cheaper for employers than socially insured jobs. In some sectors, such as retail 
or hospitality, this has led to socially insured part-time jobs being converted into mini-jobs. 
Employee surveys on working time preferences show that many marginal part-timers would 
like signifi cantly longer weekly working times (6.5 hours more per week on average) (IAB, 
2012). However, the artifi cial income barrier created by mini-jobs prevents a gradual transition 
to longer working times and hence into more stable and lucrative employment.

For a long time mini-jobs were tolerated by the unions since many of their members prof-
ited from them directly through a second job or indirectly through the mini-job of the partner. 
Because of the high levels of low-wage earners among mini-jobbers, the non-compliance with 
labour standards including the new minimum wage and the displacement of regular jobs by 
mini-jobbers (Bosch and Weinkopf 2017) the unions are now demanding that all employment 
relationships are liable for social insurance contributions. This would reduce the income in-
equality substantially especially at the lower end of the income distribution.
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paid members of the core workforce. Due to this fragmentation of companies, trade 
unions fi nd it signifi cantly harder to organise solidarity among workers. In order to 
prevent job outsourcing from domestic and non-domestic companies and to safeguard 
companies’ ability to compete, trade unions had to accept more and more collective 
agreements with derogation clauses (Section 3.2).

– Labour market deregulation: There was increased pressure on the unemployed to ac-
cept low-paid jobs due to the 2003 Hartz laws, which had lowered unemployment 
benefi t entitlements and introduced a harsher defi nition of a reasonable job off er. At the 
same time, tax-free mini-jobs with a maximum monthly salary of €450 were further 
deregulated along with temporary work and both were developed as alternatives to 
well-paid jobs. During one of the largest economic upturns of the past decade, between 
2004 and 2008, the Hartz laws ensured that the number of low earners increased fur-
ther.

– Women’s employment as a built-in deregulator: Due to changing expectations of gen-
der roles, the number of women in employment has increased substantially in Germa-
ny, as it has in other European countries. Many women worked in mini-jobs for several 
reasons. Firstly, due to the lack of childcare and the half school days that are customary 
in Germany, they would have to work marginal hours in order to be available at the 
appropriate times to look after their children. Secondly, there was the benefi t of mini-
jobs being tax-free. Finally, they were not dependent on the mini-jobs for health insur-
ance or as a main source of income as this came from their partners’ employment. The 
majority of companies use mini-jobs as a way of circumventing collective agreements 
and the German social security system (Box 1).

– Public service downsizing and privatisation: The number of public sector employees 
decreased from 6.74 million in 1991 to 4.65 million in 2014 due to the outsourcing of 
formerly public jobs to the private sector and the downsizing of public services (Desta-
tis, 2014). This led to the loss of many well-paid jobs, because all public employees 
are still covered by collective agreements or have Beamte status with relatively good 
salaries (Bosch, 2013). 

3.2 Decentralisation of Collective Bargaining Policies: Deviations and 
Diff erentiation

The decentralisation of collective bargaining began with the working time reductions 
below the 40-hour mark that were negotiated in 1983. As a quid pro quo for the cuts in 
working time, companies were able to push through a more fl exible distribution of work-
ing time over a year or more. The negotiation of working time was devolved to company 
level; by the mid-1980s, more than 3,000 company agreements modifying the scheduling 
of working time had been concluded in the metalworking industry alone (Bosch et al., 
1988). The second wave of decentralisation began in eastern Germany following reunifi -
cation and then spread to western Germany. The objective was no longer to diff erentiate 
working time but rather to reduce wages below the collectively agreed, industry-wide 
standards or to increase working time. Furthermore, clauses were added to collective 
agreements providing for temporary reductions in collectively agreed working time in 
order to safeguard jobs. However, there were often no agreed procedural arrangements 
for using these derogation clauses, particularly in western Germany. In contrast to the 
implementation of working time reductions, which was mainly based on compromises 
that were accepted on both sides and well coordinated by the trade unions, this process 
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was much more chaotic, with the unions not prepared to coordinate it and conditions often 
being dictated by the employers. 

The third wave of decentralisation came in 2003 when, as previously mentioned, the 
Social Democrat Schröder government demanded that derogation clauses be used in or-
der to undercut collectively agreed standards, its principal target being the export-orient-
ed metalworking and engineering industry. In the 2004 ‘Pforzheim Agreement’, so called 
after the place at which the negotiations took place, IG Metall drew lessons from the bad 
experiences of uncontrolled decentralisation in the 1990s and used this as the basis for its 
decisions. It was stipulated that deviations from the collective agreements should serve 
to safeguard employment, be used by companies only in emergency situations and be 
negotiated by the parties to collective bargaining rather than works councils. In addition, 
the unions were given further rights to information, which would enable them to appraise 
the emergency situation.

An evaluation of some 800 collective agreements in the metalworking and engineer-
ing industry and company case studies have shown that IG Metall not only made conces-
sions but also received some quid pro quos, such as dismissal protection for a number of 
years and agreements that plants would remain open, with guarantees of investment or 
enhanced initial and further training. At the same time, the works councils and the work-
forces were involved in the negotiations, the results of which in many companies were 
presented to the union membership for voting. The stronger coordination of divergences 
from the collective agreements, the laying down of exact procedures and the inclusion 
of the workforce in the negotiations even helped strengthen union organisation (Haipeter 
and Lehndorff , 2009; Haipeter, 2011). 

Thus the term ‘derogation clause’ and the associated decentralisation of agreements 
conceal very diff erent realities. On one hand, it denotes the concrete implementation at 
fi rm level of general, collectively agreed standards, while on the other hand other collec-
tively agreed standards, such as pay, working time or other arrangements can be tempo-
rarily undercut. Nearly all collective agreements now contain derogation clauses permit-
ting negotiations at company level. Companies are often not informed about the details 
of these derogation clauses or are informed of them only if the situation requires it. This 
should be borne in mind when interpreting the results of a company survey on derogation 
clauses. 

Table 2 shows that 47 per cent of the companies surveyed said that there were deroga-
tion clauses in their bargaining area, 75 per cent of which were used in practice. Deroga-
tion clauses are utilised more frequently in large companies than in small ones. The rea-
sons for this may be that these companies are better informed about them, that they have 
fewer opportunities for informal agreements and that their professionalised HR policies 
enable them to sound out and make use of the available room for manoeuvre more sys-
tematically than smaller fi rms. The survey also shows that derogation clauses tend to be 
used mainly to negotiate company agreements on working time and pay. The multivariate 
analysis shows that companies with economic problems are more likely to use opening 
clauses for wage negotiations in order to temporarily lower their wage costs. On the other 
hand, clauses on fl exible working times are not used for economic reasons but instead are 
more likely to be a part of companies’ pre-emptive fl exibility strategies. Thus Berthold et 
al. (2003) rightly diff erentiate between ‘crisis’ and ‘innovation pacts’, which characterise 
the two aspects of the decentralisation of collective bargaining relatively well. In crisis 
pacts, the aim is to reduce wage costs quickly, whereas innovation pacts are intended 
rather to achieve ‘a quick and fl exible adjustment to ever-changing market conditions’ 
(Berthold et al., 2003: 8). Addison et al. (2015) show that company employment pacts es-
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tablished with modernisation in mind usually have positive eff ects on wages, productivity 
and innovation. Besides the purely employer-orientated perspective in Berthold’s diff er-
entiation, it is also worth noting that decentralised agreements are necessary to safeguard 
workers’ interests (such as the organisation of working time). Similarly, good compromis-
es can be reached between employees’ and employers’ interests in respect of fl exibility if 
there is strong company-level employee representation.

Thus the architecture of the overall system has changed. The German collective bar-
gaining system now has multi-level bargaining, in which the industry level still takes 
priority but derogations can increasingly be negotiated at company level. The social part-
ners are increasingly legitimising their agreements, particularly vis-à-vis companies, by 
including derogation clauses in them in order to stabilise the membership of employers’ 
associations. Derogations can also have a symbolic function, such as allowing late pay-
ment of an agreed wage increase on the grounds of economic diffi  culties. However, the 
monitoring and coordination of these derogations has become an ever-present task for the 
unions if they wish to maintain the supremacy of the industry level.

4. INNOVATIVE COLLECTIVE AND COMPANY AGREEMENTS

The range of topics covered by collective agreements has expanded signifi cantly in re-
cent years. The diff erences between blue and white-collar workers have been blurred as 
a result of corporate restructurings; in the major manufacturing industries (for example, 
chemicals and metalworking and engineering) and in the public services, unifi ed pay 
scales have been introduced in which all employees covered by collective agreements are 
graded by the same criteria. Increasing inter-fi rm mobility and ageing workforces have 
led seniority pay, which was once commonplace, to be critically assessed. For example, 
in the public sector 12 seniority levels were replaced by six experience levels. Such 
major reforms, which impact several millions of workers and have both winners and 
losers, had to be introduced over an extended time period and with guaranteed protec-

Table 2 Distribution and use of derogation clauses by company size, Germany, 2011* 
(percentage share of companies; extrapolated results)

Derogation clause of any kind
Available1 % used2 Share of all companies using 

derogation clauses
25 73 19
42 72 30
54 76 41
62 73 45
28 73 20
47 75 35
Notes: * Base: private sector companies with more than fi ve employees and covered by collective agree-
ments, excluding agriculture and non-profi t organisations.
1 Share of all private sector companies with more than fi ve employees and covered by collective agree-
ments.
2 Share of companies that have derogation clauses in their collective agreements.
Source: Ellguth and Kohaut, 2014, p. 442. 
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tion for those who stood to lose out. They would have been unthinkable without solid 
mutual trust. 

The reforms also address several new requirements for companies brought about by 
technological change, a changing labour supply and the transformation of social values, 
such as gender equality, work–life balance, the avoidance of discrimination and the pro-
motion of lifelong learning. In some cases, companies have to react to new legislation 
that they have to implement within a given time frame, such as the quotas for women 
on supervisory boards or the provisions of the Anti-Discrimination Act. Legal norms are 
implemented and many new norms created by collective and company agreements. By 
balancing social security and fl exibility, these norms contribute to economic and social 
modernisation, although declining coverage by collective agreement means they do not 
apply to all employees. The following sections describe two examples of social moderni-
sation brought about by collective agreements.

4.1 Improving Employability through Collective Agreements and Further Training

Because trade unions consider support for further training to be the key element in safe-
guarding workers’ employability, they have long sought to regulate this area at both 
company and industry level. In contrast to pay claims, however, it is diffi  cult to mobi-
lise union members around demands for further training, so that the unions are unable 
to reach consensus on this question. As with all net investments, the aim in promoting 
further training is to ‘grow the pie’. This being so, Ok and Tergeist see opportunities for 
‘integrative bargaining’, in contrast to pay bargaining, which tends to be confl ictual and 
which they characterise as ‘distributive bargaining’. Since distribution disputes have 
been avoided, for example by establishing rights to funded further training, these fur-
ther training arrangements can be characterised as ‘soft law’ (Bahnmüller and Hoppe, 
2012). 

There is a long tradition of negotiating training agreements. In the 1960s and 1970s, 
for example, further training measures were agreed in conjunction with social plans and 
agreements on employment protection during rationalisation processes. However, further 
training remained a mere appendage to all of these agreements. They were agreed in re-
sponse to specifi c situations and consequently further training was only temporarily an 
object of negotiation.

It is only since the early 2000s that primary collective agreements on further training 
have been concluded. The collective agreements on further training in the metalworking 
and electrical engineering industry (2001) and the public service (2005) strengthened 
employees’ individual rights to have an annual training needs meeting convened by em-
ployees themselves. It was hoped that this would bring about an expansion and systema-
tisation of company staff  development programmes. Only in Baden-Württemberg, where 
a joint body for the promotion of further training was set up, did the social partners agree 
to put in place a joint support organisation. The extensive empirical research that accom-
panied these two further training agreements (Bahnmüller and Hoppe, 2012) showed that 
the main eff ect of these collective agreements was to reinforce the trend in companies that 
were already prepared to provide further training. However, companies’ training activi-
ties were not correlated with trade union density; rather, they were driven by active works 
councillors and HR managers, whose views on this topic were not a given even in the 
trade union representative bodies. Thus the collective agreements also had an activating 
function within the unions’ own organisation. 
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At company level, a similar shift from event-driven to primary agreements can be 
observed. An analysis of 146 company agreements on further training shows that they 
give priority to process over content, in other words, on aspects such as participation in 
the planning of training needs, discussions with employees, equality of access to train-
ing, support for particular groups of employees and the establishment of bipartite training 
committees with rights over the planning and implementation of further training meas-
ures and dispute resolution (Busse and Seifert, 2009). Only 33 per cent of the agreements 
provided for extensive participation on the part of works councils. With regard to funding, 
a distinction was frequently made between training measures required by the company, 
which were paid for by the company itself, and further training undertaken on the initia-
tive of individuals, which had to be paid for by the employees themselves. Some compa-
nies also made certain fi nancial commitments, by agreeing training budgets or paid leave 
(ibid., p. 68 ff .). In many cases, reimbursement clauses were agreed in the event of early 
departure from the company in order to reduce the company’s investment risks (ibid., p. 
77 ff .).

In a survey of 350 private sector manufacturing and service companies with more than 
50 employees, Cantner et al. (2014) established a connection between the existence of 
works councils and further training activities. This suggests that the collective and works 
council agreements were both being used but they required active support from works 
councils. Companies with works councils invest signifi cantly more in further training and 
are generally more innovative than those without (Figure 5). 

 In the 2014 bargaining round, IG Metall attempted to fortify its collective training 
agreements with stricter regulations, although it only managed to implement them in part 
due to a lack of support from members. Nevertheless, employees in this industry are now 
entitled to a training agreement with a maximum time horizon of seven years, which even 
allows them to study for a degree. During this time, they can work part-time, take a period 
of leave with the right to return afterwards and save up certain elements of their pay in a 
training account to cover the period of absence. IG Metall has agreed a quota of 4 per cent 
of the workforce for the employer-subsidised partial retirement scheme, which can also 
be used to support employees involved in further training if the quota is not fully used up. 
Together with many other agreements on fl exible working times over the working life or 
the reconciliation of work and family life, this marks the negotiating parties’ fi rst venture 
into a collective bargaining and personnel policy that seeks to take into account the vari-
ous phases of the life course. Its eff ects will of course become apparent only over the long 
term.

Figure 5 Further training in companies with and without works councils, Germany, 2014 

Source: Cantner et al., 2014.
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4.2 The German Job Miracle in the 2009 Financial Crisis

German manufacturing industry was particularly aff ected by the fi nancial crisis, as it 
mainly produces long-lasting consumption goods (such as cars) and capital goods, the 
purchase of which can be easily postponed during a period of recession. With a reduc-
tion of 4.9 per cent in 2009, Germany’s GDP declined more signifi cantly than that of the 
United States or the United Kingdom. That said, employment and unemployment rates 
remained stable, as companies ‘reduced hours, not employees’.

Trade unions, employers and politicians worked together in a sort of informal Coali-
tion for Work set up in the Federal Chancellery in order to prevent job cuts. This employ-
ment miracle was made possible by a package of working time measures ranging from the 
depletion of accumulated working time credits, via reductions in overtime and temporary 
reductions in agreed weekly working times to short-time working. In the course of what 
were at the time very heated debates over the past 20 years, the parties to collective bar-
gaining had developed socially acceptable models for working time fl exibilisation, which 
paid off  during the fi nancial crisis. Additionally, they had agreed on the possibility of 
temporarily reducing agreed working time within a certain corridor – a measure that was 
reserved for times of crisis. The chemical industry had agreed a working time corridor of 
between 40 and 35 hours with a collectively agreed working time of 37.5 hours. In the metal 
industry, it was possible to temporarily reduce working time from 35 to 30 hours. Addi-
tionally, the introduction of short-time working became the most important state policy 
instrument in safeguarding industrial capacities without breaching EU aid regulations. 

Even in Germany, short-time working had not been used anywhere near as intensively 
in earlier crises, such as the end of the dotcom bubble in the year 2000 or the 2003–2004 
crisis, as it was in the fi nancial crisis. The main reason why companies changed their 
approach in 2009 was the negative experiences they had had in the previous two crises, 
which were marked by severe job cuts. At that time, the companies had become victims 
of their own declarations on the future of German manufacturing industry. They no longer 
believed that Germany had a future as a major manufacturing economy and felt they had 
to be signifi cantly reduced in size. They then found that they lacked the skilled workforce 
to capitalise on the lengthy economic upswing between 2004 and 2008. Another factor 
was the strong trade unions and works councils, who wanted to negotiate alternatives to 
redundancies and were no longer able to use early retirement schemes as they had in the 
past. 

Other countries, such as France, Austria, Belgium and the Netherlands, also expanded 
their short-time working arrangements, although they were not used anywhere near as 
intensively as in Germany (Figure 6). For example, the hierarchical nature of the French 
productive system probably explains why French companies used the similarly generous 
short-time work regulations less than German companies. French management (cadres) 
regard production workers, most of whom are semi-skilled, as largely interchangeable, 
so they can be let go during crises without the company suff ering any long-term negative 
eff ects. Moreover, the trade unions and politicians did not campaign so actively to safe-
guard jobs but relied on early retirement, which in Germany had become too costly for 
companies, following several pension reforms. 

The second aspect of the employment miracle – the prevention of high youth unem-
ployment – has been completely forgotten by the public and ignored in the literature. 
Most European companies reacted to the crisis by freezing recruitment. Labour market 
outsiders were aff ected by this, particularly young people, among whom unemployment 
rates increased more than average, so that high youth unemployment became a central 
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problem in many European countries. In Germany, by contrast, 566,000 new trainees 
were recruited in 2009, the year of the crash (admittedly, this was 50,000 less than the 
number in the previous year) (Bosch, 2011: 261 ff .). However, a complete collapse of 
fi rm-based vocational training was averted through the work of many training alliances 
between the social partners at the national, regional and company levels. It turned out that 
considering apprentices as insiders was a central advantage of the dual vocational training 
system. As a result, the recruitment of trainees was almost as much a priority for trade un-
ions and works councils as safeguarding the jobs of older workers. Temporary reductions 
in working hours, such as those during the fi nancial crisis, make it possible to combine 
both objectives even in diffi  cult times. In many companies, apprentice recruitment was 
even facilitated by an increase in the share of workers on short time. 

The successful management of the fi nancial crisis has become etched in the memory 
of the social partners and policymakers as a fortunate example of joint crisis management 
based on the mobilisation and coordination of all bargaining levels (national, industry, 
region, company) and may be used as a model in future crises. In any event, support for 
cooperative relations between the social partners among offi  cials in the employers’ as-
sociations increased considerably over 2005–2006. A repeat survey of employers’ asso-
ciation managers showed that this change is particularly pronounced in the chemical and 
metalworking industries, two sectors particularly aff ected by the fi nancial crisis. Besides 
the favourable economic situation in 2012, this change can also certainly be explained by 
the high levels of fl exibility that collective agreements now permit and the joint approach 
to managing the crisis (Table 3). 

Figure 6 Share of working time reductions in the reduction in the total volume of work, 
Germany and EU countries, 2008–2009

Source: Eurostat, 2010.
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5. CASE STUDIES

Arguably the most important innovation in the German wage-setting system has been 
the introduction of the statutory minimum wage, making it the obvious choice for a case 
study (Section 5.1). The second case study focuses on an exemplary company agreement 
at ThyssenKruppSteel Europe on the socially responsible management of subcontractors.

5.1 Case Study 1: Introduction of a Minimum Wage

Campaign for a minimum wage 
In January 2015, following more than ten years of heated debate, Germany introduced 
a national statutory minimum wage for the fi rst time in its history, set at €8.50 per hour. 
The new minimum wage was not a ‘planned child’ but rather was born out of necessity. 
For almost a decade, virtually nobody took any notice of the rapid increase in low wages 
and the sharp downward extension of the wage spread because all the actors concerned 
– including the trade unions – feared the obvious conclusion that the traditional Ger-
man wage system was no longer future-proof and needed reform. Trade unions on their 
own were no longer powerful enough to enforce eff ective low-wage thresholds in many 
sectors. This fi rst became clear when the government used the 2003 Hartz Acts to fur-
ther expand the German low-wage sector, which at that point was already too large by 
international standards. The minimum wage debates then started to move beyond expert 
circles and became a national issue. Attempts between 2005 and 2013 to make a statutory 
minimum wage redundant by agreeing industry-specifi c minimum wages failed. This was 
because the employers’ associations in the largest low-wage sectors were no longer able 
or willing to negotiate industry-specifi c minimum wages with the trade unions.

Table 3 Support for social partnership among employers’ associations offi  cials by 
trade union area, Germany, 2005/2006 and 2012 (results given in percentage and 
absolute numbers)

Union area 2005/2006 2012
Disagreement 
in %*

Agreement 
in %

n Disagreement 
in %

Agreement 
in %

n

with the statement: German social partnership is an advantage in international competition:
IG Metall 78.4 21.6 37 25.0 75.0 24
ver.di 82.9 17.1 41 41.2 58.8 34
IG BCE 47.4 52.6 19 18.2 81.8 11
IG BAU 72.1 27.9 43 47.8 52.2 23
Other 86.7 13.3 30 22.7 77.3 22
Total 75.9 24.1 170 33.3 66.7 114

Pearson χ2 (4) 11,925 Pearson χ2 (4) 6,111
Note: * including ‘fence-sitters’ who did not express a clear preference.
Source: Helfen, M., 2013, p. 484.
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A joint campaign involving all trade unions for the introduction of a statutory mini-
mum wage was deemed impossible by many observers because of the dualisation of the 
labour market and the irreconcilable diff erences between insiders and outsiders. Palier 
and Thelen even claimed to be witnessing the emergence of ‘a new (less egalitarian but 
possibly quite robust) equilibrium’ (2010: 139). As proof, they cited the disputes over the 
minimum wage within the German trade unions, writing: ‘The stronger unions are joined 
in their opposition to a statutory minimum wage by the main employers’ federations’ 
(2010: 125). Adducing the emergence of stable new power confi gurations as evidence, 
they argued that the process of change had stalled, leaving the current level of dualisation 
‘frozen in’, as it were. Well-protected core workforces were unaff ected by labour market 
deregulation. They would now confi ne themselves to defending their own interests and 
were no longer in a position ‘to perform the leadership functions they once did, providing 
collective goods for all’ (p. 120). Hassel was still endorsing this analysis in 2014, when all 
German trade unions had long been supporting the demand for a minimum wage, when 
she wrote: ‘The capacity of service unions … to protect and raise wages by campaigning 
for a national minimum wage … is severely limited by the opposition of manufacturing 
unions’ (Hassel, 2014: 72).

Undoubtedly there are tensions between the interests of labour market insiders and out-
siders. However, the alleged new equilibrium has never materialised. Neither companies 
nor trade unions have accepted this dualism, which is more accurately characterised as a 
state of uncertainty in which distribution and power disputes remain unresolved. Com-
panies attempted to capitalise on the power they had gained and attack the core work-
force as well. In neoliberal insider–outsider models, their good working and employment 
conditions are regarded as ‘unjustifi ed privileges’ that act as ‘barriers’ to outsiders and 
‘obstacles’ to ‘full employment’. Many core jobs were outsourced to less regulated seg-
ments of the labour market and the trade unions were forced by the threat of outsourcing 
into concession bargaining, with cumulative consequences for other fi rms. On the other 
hand, the negative experiences of many members of the core workforce helped actors 
in the strong industrial unions to build on their still extant tradition of solidarity politics 
and support the service unions’ demand for a statutory minimum wage. The joint unions’ 
strength then became an essential power resource in implementing the minimum wage. 
It was further enhanced by research as another type of resource. The recent research on 
minimum wages conducted in the United States and the United Kingdom, as well as 
in Germany showed that minimum wages do not harm employment. This disrupted the 
neoliberal political narrative according to which the only choice is that between more 
inequality or more unemployment. A coalition of trade unions and SPD politicians suc-
ceeded in combining forces to construct a new narrative whose main theme was the fi ght 
against precarious employment and social inequality. This created the link that had hith-
erto been missing between the service unions’ demand for a statutory minimum wage and 
the manufacturing unions’ drive for a re-regulation of temporary agency work and the 
prevention of outsourcing. 

Joint initiatives of the social partners to shape the minimum wage
For a decade, the employers’ associations had fought bitterly against the introduction of a 
statutory minimum wage. The new minimum wage was not to mark a break with the Ger-
man system of free collective bargaining but to be introduced in such a way as to maintain 
path dependency as far as possible. Despite all their other diff erences of opinion, politi-
cians, trade unions and employers’ associations were as one on this point at least. When it 
became clear in 2014 that employers were not able to dissuade the coalition government 
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from moving ahead with their plans, they sought an alliance with trade unions at the last 
moment in order to shape the minimum wage together. 

The philosophy behind the industry minimum wages – namely, to strengthen the role 
of the social partners and to revitalise collective bargaining – also underpinned the new 
minimum wage legislation. Due to pressure from the trade unions, the minimum wage act 
became part of a legislative package entitled the ‘Act on the Strengthening of Free Col-
lective Bargaining’ (Tarifautonomiestärkungsgesetz) which, besides introducing the min-
imum wage, is also intended to expand collective agreement coverage once more and to 
facilitate declarations of general enforceability. The Minimum Wage Act provided for the 
establishment of a minimum wage commission, which was originally to be modelled on 
the British example. However, the two industrial unions IG Metall and IGBCE wanted to 
minimise political infl uence on the minimum wage as far as possible and were successful 
in doing so. In a departure from the British model, the three representatives of each side of 
the social partnership are nominated by their respective organisations and are not selected 
as individuals by the government. The two academics on the commission are proposed 
by the social partners, it is true, but they do have voting rights, unlike in the United King-
dom. The government appoints an independent chairman proposed by the social partners. 
The commission proposes increases in the minimum wage to government, which enacts 
them through statutory order but cannot alter them. Derogations from the minimum wage 
are possible through collective agreements that are declared generally binding.

Two important amendments were made to the legislation at the last moment as a result 
of a joint employer/trade union initiative. In the government’s bill, the level of the mini-
mum wage was originally to be frozen until the end of 2017. In order to prevent the mini-
mum wage rising too sharply in 2018 and possibly causing a shock after three years of 
stagnation, the social partners’ fi rst amendment stipulated that the minimum wage should 
be increased every two years. The second amendment ensured that the benchmark for any 
increase in the minimum wage would be the average increases in collectively agreed rates 
of pay. The social partners wanted to make it clear that it should be collective bargaining 
that sets the pace for increases in the minimum wage. The social partners adopted this 
approach also in order to avoid energy-sapping disputes and votes, in which the chair ulti-
mately casts the deciding vote. In addition to this, the commission is expected to evaluate 
the minimum wage and present a report to the government every two years. An offi  ce was 
set up in order to facilitate this process.

The impact of the minimum wage
The minimum wage commission has further strengthened the use of average increases in 
collectively agreed wage rates as a benchmark in a unanimously agreed amendment to its 
standing orders. It was decided that a two-thirds majority vote would be required before 
any deviations from this formula would be permitted. As a result, the minimum wage has 
been virtually index-linked. The fi rst increase in the minimum wage to €8.84, which came 
into force on 1 January 2017, was decided unanimously in June 2016. As expected, any 
disputes were confi ned to establishing the index of agreed hourly earnings. 

The minimum wage commission’s fi rst report showed that the new minimum wage 
regulations have led to signifi cant wage increases in the low-paid sectors (Figure 7). In 
some cases, there have been double-digit increases for low-skilled workers in typical low-
paid sectors, such as hospitality or in eastern Germany, without the reductions in employ-
ment that were forecast by many economic research institutes. The report also showed 
that in April 1.36 million workers were still earning less than €8.50 per hour, half of them 
in mini-jobs and a further quarter in socially-insured part-time work (Mindestlohnkom-
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mission, 2016). This high fi gure cannot be explained by the legal (workers under 18 years 
old, newspaper deliverers) or collectively agreed exceptions (for example, in the meat 
processing industry and several other sectors), but suggests there are still problems with 
monitoring and enforcement, particularly in mini-jobs.

5.2 Case Study 2: Socially Responsible Management of Subcontractors in the Steel 
Industry 

The IG Metall ‘Work – Safe and Fair’ campaign 
One of the most important reasons for the increase in the number of badly paid workers 
in Germany is the outsourcing of work from fi rms bound by collective agreements with 
strong employee representation bodies to subcontractors that off er signifi cantly worse 
conditions of employment. Because few collective pay agreements are declared generally 
binding in Germany, the German wage system is particularly susceptible to such under-
cutting competition. 

IG Metall’s ‘Work – Safe and Fair’ campaign has for some years been focused on 
improving the working and employment conditions of subcontractors’ employees. ‘Cam-
paign’ means that resources are made available that were released for new priority issues 
and campaigns at union headquarters by staffi  ng cutbacks in the years prior to the launch 
of the campaign. This campaign is organised on a national basis, with the local union 
branches giving prominence to diff erent issues. Union headquarters provide information 
material and action guidelines. Examples of activities in this campaign include the very 

Figure 7 Distribution of employment relations by hourly wage, Germany, 
2014 and 2015 

Source: Minimum wage commission, 2016, p. 51.
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successful organisation of subcontractors in the Leipzig automotive cluster (IG Metall, 
no year).

Collective agreement on equal pay for agency workers in the steel industry
Another example is the steel industry, in which the trade unions are highly organised. It 
is the only industry in which the unions have succeeded in negotiating a collective agree-
ment, signed in 2010, providing for equal pay for equal work for all temporary agency 
workers. In 2014, standards governing the working and employment conditions of all 
agency workers were agreed. Essentially, it was settled that existing collective agree-
ments and legislation, on minimum wages, health and safety and working time, among 
other things, should be observed. In addition, work councils were given a greater voice 
in decision-making. Employees of subcontractor companies have a right of complaint to 
the works councils of the steel companies that awarded the contract. Moreover, before 
a contract is awarded, checks have to be carried out and the works council consulted in 
order to ascertain whether it would be technically and economically feasible for the work 
to be carried out by the company’s own workforce.

The employers’ willingness to agree to this collective agreement was certainly also 
strengthened by the fact that legislation had already been enacted that established the 
principle of general contractors’ liability in the event of failure to pay the industry mini-
mum wages that had been in force since 2007, notably in the cleaning and security indus-
tries and various construction trades. It was also foreseeable that this liability would be 
extended to the national minimum wage that at the time was going through the consulta-
tion process in the German Parliament. 

Company agreement of ThyssenKrupp Steel AG Europe (TKSE)
A collective agreement of this kind cannot be given substance unless it is systematically 
incorporated into company procedures and the decision-making processes in the various 
departments that deal with subcontractors, and unless subcontractors’ compliance with 
standards is monitored and any infringements are sanctionable (Jaehrling, Wagner and 
Weinkopf, 2016). 

This was investigated by taking the example of TKSE, which employs some 20,000 
people, most of them at seven locations in North Rhine-Westphalia.  On average, the 
company issues contracts for between 300,000 and 400,000 hours’ work each month and 
has between 1,500 and 5,000 subcontractors’ employees working at its various sites. The 
fi gure varies because the number naturally rises sharply when major repairs are being car-
ried out. Monitoring of the subcontractors’ working and employment conditions did not 
begin with the signing of the collective agreement, because regular negotiations with the 
works council on the use of outside contractors had been going on since 2001. 

Responsibility for dealing with this at company level lies with the HR director who, as 
provided for in the Act on Codetermination in the Iron, Steel and Coal Industry (Montan-
mitbestimmungsgesetz), is elected on the proposal of the employee representatives on the 
supervisory board. The HR director in this case was eager to call attention to the extraor-
dinarily high accident rate among the outside companies (see Table 4), the new liability 
risks and also the possible reputational damage the company might suff er because of the 
scandalous treatment of subcontractor labour on TKSE’s premises. In doing so, he was 
able to obtain the support of the entire supervisory board and the board of directors for a 
change of direction in subcontractor management. The unanimous commitment of the en-
tire board of directors was a precondition for the implementation of fair labour standards 
in the departments managed by other board members, particularly in Purchasing. 
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In 2014, a new organisational unit with the title of ‘Responsible Subcontractor Man-
agement’ was set up in one of the HR director’s departments; its staff  of four work together 
with the health and safety and works security departments to implement social standards 
in subcontractor companies. Since then, subcontractor companies have been known as 
‘partner fi rms’, the intention being that standards should be discussed and implemented 
jointly with them. The most important elements of the new subcontractor management 
system can be summarised as follows: 

– Compilation of a code of conduct for partner fi rms, in which it is stipulated that safety 
regulations and the relevant legislation and collective agreements must be adhered 
to. Furthermore, TKSE has the right to carry out spot checks on-site at any time. The 
code of conduct has now become a binding contractual element in the commissioning 
process. 

– Incorporation of social standards into purchasing procedures: the various purchasing 
departments are given advice when invitations to tender are being issued and contracts 
are awarded. Some bids that are clearly incompatible with compliance with the law are 
rejected in the preliminary stages. 

– Training: some 1,000 managers have received training in this area to date. The training 
focuses on the code of conduct and its implementation in the company’s daily rou-
tines, as well as on contract-compliant behaviour on the part of managers. Thus they 
are not allowed to give agency workers any instructions, because those workers could 
otherwise institute a claim as TKSE employees. The training sessions also provide an 
opportunity to exchange information about possible abuses.

– Information and advice for partner fi rms: a so-called ‘partners’ day’ is held each year, 
which is attended by some 300 people. Staff  from the Health and Safety, Responsible 
Subcontractor Management and Works Security departments explain the compliance 
rules and off er advice to subcontractors.

– Right of complaint for subcontractors’ employees: these workers are kept informed 
of their rights by means of a ‘Fair Play’ poster campaign and have a hotline at their 
disposal for making complaints. Up until now, it has in practice been mainly TKSE 
employees who have brought abuses to management’s attention. 

– On-site checks: complaints are followed up and subcontractors must provide explana-
tions where necessary. Spot checks are also carried out, as well as further inspections 
by health and safety, subcontractor management and works security staff . 

– Sanctions: there are escalation procedures in the event of infringements. A yellow 
card issued by health and safety staff  constitutes a warning to cease the behaviour for 
which the subcontractor has been reprimanded. A red card leads to termination of the 
contractual relationship. The purchasing department has similar procedures in place. 

The impact of the ThyssenKrupp Steel AG Europe agreement
In practice, a cultural change has been under way since 2014. Subcontractor manage-
ment is no longer simply the preserve of the personnel department but part of the entire 
company’s compliance policy. The initial resistance from the sales departments, which 
were used to accepting the lowest bids without checking social standards, has been re-
placed by close cooperation with the subcontractor management unit. Most infringements 
are remedied following consultation and advice. Four companies have been given a red 
card, as have individual subcontractor employees for infringements such as driving too 
fast on the factory premises. In the case of violations of the law, such as not paying the 
statutory minimum wage, the company cooperates with external agencies such as the 
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German Customs authorities, who are responsible for enforcing the minimum wage leg-
islation. 

Parallel eff orts by IG Metall to organise subcontractor employees and to negotiate col-
lective agreements in the subcontractor companies are also of signifi cance; at the Duis-
burg plant, a project secretary has even been appointed. One of the subcontractors sys-
tematically blocked the election of a works council and was asked to fi le a report to TKSE 
because that constituted a violation of the Works Constitution Act. In the end, a works 
council was elected.

Subcontractors’ accident fi gures have been reduced signifi cantly (Table 4). When they 
recently rose again temporarily as a result of several falls, the board of directors decided 
to toughen the escalation procedures for health and safety violations. Subcontractors that 
do not install guardrails or safety barriers now receive a red card immediately. It has now 
become clear that the subcontractor management unit is understaff ed; its heavy workload 
means its staff  have virtually no time for on-site checks. Staffi  ng levels in the unit are to 
be increased in the foreseeable future.

Besides the positive results, the case study also reveals the limits of this approach. 
First, the outsourcing of jobs has now reached such a pitch that only a certain proportion 
of the infringements can be stopped with this system of subcontractor management. Sec-
ondly, in many sectors in Germany – and this applies particularly to the outsourced activi-
ties – there are now few companies bound by collective agreements, so that in practice only 
compliance with the minimum wage but not with collective agreements can be monitored. 
This could be changed only by making collective agreements generally binding. 

However, because large fi rms, with their cost-driven outsourcing of good jobs, are one 
of the most important creators of bad work, a change in the behaviour of the large com-
missioning companies is a crucial lever in improving working and employment condi-
tions. In particular, employees and trade unions can make use of their position in the large 
companies, which remains strong, in order to ‘lend power’ to the weaker employers in 
the subcontractor companies and improve their employment conditions. It is important to 
note that this in their own interest as well, because it will help to slow down the outsourc-
ing of good jobs. The state can be interested only in binding compliance arrangements in 
this area, because the retrospective monitoring it carries out in respect of the minimum 
wage, for example, means it is not in a position to monitor compliance with labour laws. 
By exposing commissioning fi rms to liability risks, the state can increase fi rms’ willing-
ness to commit themselves to a greater degree of social responsibility in the value added 
chain. However, such a commitment cannot be put into practice unless there is a change 
of culture in the relevant companies, with all departments taking joint responsibility for 
socially sustainable subcontractor management, which is in permanent confl ict with cor-
porate cost reduction targets. 

Table 4 Accident rate* at ThyssenKruppSteel Europe (TKSE) and its subcontractors, 
Germany, 2012–2016

2012/13 2013/14 2014/15 2015/16
TKSE 7.1 5.4 6.0 5.8
Subcontractors 20.3 13.6 9.4 8.8
Note: *1 – n days lost per million hours worked.
Source: TKSE 2016.
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6. CONCLUSION AND POLICY ISSUES

The development of the German industrial relations on wages, working conditions and 
employment since 1990 demonstrate that income inequality increases rapidly as an in-
clusive wage-setting system is eroded – a lesson that has already been learned in other 
countries. Germany’s autonomous wage-setting system has been particularly vulnerable 
to these developments because in many sectors the high level of coverage by collective 
agreement was not a result of primary trade union power, in other words, high trade union 
density. In many industries and companies, it was based solely on high employer asso-
ciation density rates, without the trade unions having the power to enforce coverage by 
collective agreement. 

Membership of employers’ associations began to crumble in the changed social and 
economic environment following German reunifi cation, which was actively promoted by 
policymakers through product and labour market deregulation. Political pressure on the 
most important institutions of the German industrial relations – the collective bargaining 
and codetermination systems – also increased. Trade unions had to accept derogation 
clauses in their collective agreements, but then increased their infl uence in those sectors 
with high density rates by involving members in company-level bargaining. 

Collective agreements and works councils were now disappearing from broad swathes 
of the economy and, as a result, income inequality increased rapidly. The share of low 
wage workers grew to the highest level in the EU and, since there was no minimum wage 
to put a fl oor under pay levels, the wage spread plunged downwards to a greater extent 
than in any other EU member state. 

Nevertheless, social dialogue continued to play a central role in Germany and in re-
cent years has revived somewhat. Trade unions remained strong in many industries and 
companies and they were able to negotiate innovative collective agreements dealing with 
fundamental social and economic issues. These agreements now play a guiding role for 
some non-union organised industries and companies. It was possible to reach good com-
promises between the interests of employers and employees on standard issues in the 
European fl exicurity dialogue. Particularly worthy of mention in this regard are company 
working time models that give companies more fl exibility, while at the same time giv-
ing employees greater freedom of choice over the course of their working lives, thereby 
making it easier to reconcile career and family life. Also worthy of note are agreements 
on support for individual further training and employability. The joint management of 
the fi nancial crisis by means of innovative working time systems and the recruitment of 
more than 540,000 trainees in the midst of the crisis in order to prevent youth unemploy-
ment from rising marked a milestone in the revitalisation of social dialogue. This crisis 
management through dialogue at every level (national, industrial, regional and company) 
etched itself on the memory of the social partners, who were all a little proud of this suc-
cess. In any event, it certainly improved the employers’ associations’ attitudes towards 
social partnership and the social partners and is perhaps the blueprint to follow in the next 
crisis.

The introduction of the statutory minimum wage was very controversial for a long 
time, even among some trade unions who did not want state intervention in wage setting, 
which they saw as their domain. The new minimum wage was then implemented follow-
ing a joint campaign by all trade unions and some political parties, against the will of the 
employers. However, when it could no longer be prevented, the employers’ associations 
joined forces with the trade unions to help shape the legislation. The minimum wage has 
therefore been placed in the hands of the social partners to a much greater extent than 
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in almost all other European countries – with the exception of Belgium and pre-2012 
Greece. 

However, the strengthening of social dialogue in recent years should not blind us to 
the fact that wages have increasingly become a competitive factor due to the decrease 
in collective agreement coverage, with bad wages squeezing out good wages and even 
worse ones squeezing out bad ones. The growth of mini-jobs – the least regulated, most 
precarious form of employment – is a good example of the enormous energy companies 
constantly put into seeking out gaps in the wage system for the purpose of ‘institutional 
avoidance’ (Jaehrling and Mehaut 2013). The new minimum wage only sets a fl oor on 
this wage competition and cannot by itself prevent the undercutting of more generous col-
lective agreements. This can only be prevented by restricting certain forms of precarious 
work, such as mini-jobs, and increasing collective agreement coverage. 
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6. Imposed Labour Market Flexibility and Growing 
Wage and Employment Inequalities under Austerity 
in Greece: The Role of Industrial Relations and Social 
Dialogue in a Long-term Perspective
Maria Karamessini and Stefanos Giakoumatos

1. INTRODUCTION

Inequalities in the world of work have both structural and institutional determinants. 
Tenure in the public sector, higher market power and productivity in big private fi rms 
or higher profi ts in dynamic than in declining sectors have always been a favourable 
ground on which unionism has developed and obtained higher earnings and better work-
ing conditions for employees. However, the particular type of industrial relations and 
social dialogue – that is, the forms of collective organisation and action, as well as the 
distinctive roles and interaction of the state and social partners in wage determination and 
employment regulation – constitutes an independent determinant factor with regard to 
inequalities in earnings, employment and working conditions among employees.

In this chapter we study the eff ects of industrial relations and social dialogue on inequal-
ity among employees in Greece, a country in which state intervention was the dominant 
feature of post-war industrial relations, diminished after the fall of the Colonels’ Dictator-
ship in 1974 but remained important until the end of the 1980s. In the 1990s and 2000s 
national-level bargaining on the minimum wage, as well as on sectoral or occupational 
wage grids was the main level of a multi-layered and articulated collective bargaining 
system that allowed for real wage increases in line with productivity, but also widening 
earnings diff erentials. Given the failed attempts to develop an eff ective tripartite social 
dialogue, trade unions have successfully resisted several policy measures promoting la-
bour market fl exibility and maintained security in the formal labour market. Industrial 
relations were radically transformed within the recent prolonged crisis, leading to wage 
devaluation and a decrease in labour costs in the business sector of the economy and fi scal 
consolidation in the public sector. 

In Greece, as in many other Southern European countries, public/private and formal/
informal sectors, along with large/small fi rms have been the three main divides along 
which labour market segmentation was constructed in the post-war years and was main-
tained until recently. The current crisis has blurred these demarcation lines because of the 
collapse of the traditional industrial relations system. While in the past the latter had, in 
diff erent phases or at the same time, reduced and augmented inequalities in the world of 
work, its recent dismantling also has contradictory eff ects on inequalities, for instance 
by narrowing wage diff erentials across pre-existing divides while reinforcing the public/
private sector divide with regard to employment security and precariousness. The process 
of reshaping inequalities in the new context of industrial relations is ongoing and the di-
rection of change is shifting according to the second-order eff ects of radical institutional 
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change. At the same time, the fi nal form of the collective bargaining system is under ne-
gotiation between the Greek government on one hand and the European institutions and 
the IMF on the other, under the third Economic Adjustment Programme of Greece.

In this chapter we examine the role of industrial relations in Greece – namely that of 
key institutions, such as collective bargaining and tripartite social dialogue, and actors 
– in determining the extent and forms of labour market fl exibility and security and in 
generating inequalities in employment and working conditions between diff erent groups 
of workers. The chapter is divided in fi ve sections, including the introduction. In Sec-
tion 2 we study how the industrial relations system before the recent economic crisis and 
the rupture in this system produced during the ongoing Greek Great Depression from 
2008 onwards have impacted upon and shaped the long-term trend in wage inequalities. 
Section 3 is dedicated to an analysis of the trends in fl exibility, security and non-wage 
inequalities in connection with the changes in industrial relations described in the previ-
ous section. The two case studies in Section 4 enrich the analysis of the national triangle 
relationship of ‘industrial relations –labour market fl exibility/security – inequalities in the 
world of work’ by extending it to an intermediate level. Case study 1 focuses on the fi rst 
of the main labour market segmentation dividing lines, namely the public/private sector 
divide, while case study 2 deals with the youth/non-youth divide which was brought to 
the fore with the establishment of a special minimum wage for employees under 25 years 
of age in 2012. Both case studies are preoccupied with the eff ects of radical institutional 
change on hollowing out or blurring the boundaries of the labour market segments during 
the prolonged and structural economic crisis the country has been enduring since 2008. 
Section 5 concludes and discusses relevant policy issues.

2. INDUSTRIAL RELATIONS, SOCIAL DIALOGUE AND WAGE 
INEQUALITIES BEFORE AND AFTER THE GREEK GREAT DEPRESSION 

In this section we study the interrelationship between industrial relations and wage in-
equality before and after 2008, the year the ongoing structural economic crisis in Greece 
erupted. There is no previous research on this issue. Given that tripartite social dialogue 
has never gained ground in determining employment and working conditions in the coun-
try, our analysis will necessarily be limited to the impact of the collective bargaining 
system on wage inequality trends fi rst in the 1990s and 2000s and then from 2008 until 
today. In so doing, we will try to deal with questions such as: how industrial relations are 
aiming at addressing wage inequalities, as well as how trade unions have contributed to 
this issue and what they have achieved in this respect. The Greek Great Depression and 
radical change in industrial relations in 2010–2013 have triggered contradictory forces 
that at fi rst resulted in compressing wage inequalities, whereas now they are pushing 
towards their expansion.

2.1 Industrial Relations in the 1990s and 2000s: What Contribution to Wage 
Inequality?

Strong state intervention was a dominant feature of the post-war industrial relations sys-
tem established in 1955. Labour law regulated employment and working conditions, while 
state intervention in wage determination consisted of the control of wage increases and 
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1 According to OECD data (online database).

the extension of collective agreements by the Minister of Labour and of compulsory arbi-
tration whose outcomes were determined by the board members nominated by the state. 
After the fall of the Colonels’ Dictatorship (1967–1974) state intervention was relaxed 
but remained strong until the late 1980s, a period characterised by extremely adversarial 
and highly politicised industrial relations and a lack of social dialogue institutions. State-
controlled compulsory arbitration and the extension mechanism were maintained and a 
system of automatic indexation of wages to infl ation was put in place in 1982.

The 1990s and 2000s saw an overhaul of the system of collective bargaining, the re-
striction of state intervention in wage-setting to the extension of collective agreements, a 
decrease in strike activity and union density, a move towards more consensual industrial 
relations and attempts to introduce tripartite social dialogue. 

2.1.1 From adversarial to more consensual industrial relations but weak tripartite 
social dialogue

As also happened in Spain and Portugal in the mid-1970s the fall of the Colonels’ Dicta-
torship in Greece opened up a period of rising unionism and intensive industrial action. 
From 1974 through the 1980s industrial relations were extremely adversarial. Although 
highly politicised and internally divided into factions, Greek unions remained unitary, un-
like their counterparts in Italy, Spain and Portugal. The 1990s and 2000s saw a decrease 
in strike activity, while union density fell from 37.6 per cent in 1992 to 23.5 per cent in 
2008.1

The recession of 1990–1993, the ideological impact of the collapse of the communist 
bloc on the union factions of the left and the accession to power of a liberal government 
that remained in offi  ce during 1990–1993 contributed to a turn by the majority of trade 
unionists towards a social-partnership approach to industrial relations. EU integration has 
been an additional determinant of the gradual decline in industrial relations confl ict. Its 
infl uence has been exerted through the establishment of social dialogue institutions and 
the achievement of social consensus on the country’s entry in the Economic and Mon-
etary Union (EMU), which persuaded trade unions to moderate wage claims (Kouzis, 
2002). The Economic and Social Committee (OKE) was founded in 1994 as a tripartite 
body whose mission is not only to conduct social dialogue on economic and social policy 
issues, but also to give the government an opinion on bills and legislative proposals re-
ferred to it. However, social dialogue has culminated in only one social pact since the 
creation of OKE.

2.1.2 Wage determination through multi-layered and articulated collective bargaining 

Wage determination in Greece was the joint outcome of collective bargaining and state 
intervention from the mid-1950s until recently. National-level negotiations over the Na-
tional General Collective Agreement (NGCA) between the General Confederation of 
Greek Labour (GSEE) and peak employer organisations have been the core element of 
the collective bargaining system. This is because the NGCA set the fl oor not only for 
wages (national minimum wage), but also for all the other employment and working con-
ditions and rights (working time, leaves, rights of part-timers, apprentices, student work-
ers, equal treatment, funding of training, severance pay and so on) of employees working 
under private law labour contracts in the economy as a whole. National-level collective 
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bargaining on sectoral or occupational minima was the second most important feature of 
the wage-setting system, while company-level bargaining was added to this level after 
1974 and company-level agreements always improved over sectoral and occupational 
minima. Collective bargaining on wages only excluded civil servants, whose wages have 
always been determined directly by the government. 

State intervention is the second basic feature of the wage determination system. Until 
the end of the 1980s its role was to make collective bargaining outcomes compatible 
with the income policy targets, either through direct control of wages or through state-
controlled compulsory arbitration, which was established in 1955. Additionally, in 1982 
a system of automatic indexation of wages to infl ation was put in place but abolished in 
1990. In the same year, a law on ‘free’ collective bargaining replaced compulsory arbi-
tration by independent third-party mediation and arbitration and introduced the favour-
ability clause for company versus sectoral collective agreements. On the other hand, the 
Ministry of Labour kept its prerogative to extend collective agreements to non-unionised 
employees and employers, limiting state intervention to this particular form. 

As a result of its above-described features, the Greek wage determination system of 
the 1990s and 2000s combined high coverage of employees by collective agreements, 
which reached 83 per cent in 2008 (ILO, 2015), with a system of multi-layered articulated 
collective bargaining that reinforced employees’ bargaining power. 

As in Spain during the 1990s and much of the 2000s, the national minimum wage oper-
ated in ‘distant coexistence’ with the basic wage rates negotiated in collective agreements 
(Grimshaw and Bosch, 2013: 59) and its coverage in the offi  cial labour market was very 
low. Less than 1 per cent of employees in fi rms with 10 or more employees were paid up 
to 105 per cent of the minimum wage in 2010 (OECD, 2015, fi gure 1.13, p. 44) and this 
rate would remain low even if employees from small fi rms were included. However, na-
tional bargaining on the national minimum wage was extremely important in two respects 
(Karamessini and Grimshaw, forthcoming). First and foremost, minimum wage increases 
functioned as a minimum standard for national sector- and occupation-level bargaining. 
In practice, bargaining rounds were articulated, with those over the NGCA and collective 
agreements in public utilities and the banking sector taking the lead. Depending on their 
bargaining power and the particular conditions in their industry or occupation, unions 
customarily set their target increases somewhere in between minimum wage increases 
and those achieved by the most powerful public utilities and banking federations. They 
were assisted in their claims by the Mediation and Arbitration Agency, which intervened 
in case of industrial confl ict and when called upon by weak unions. In the late 1990s, 
the bargaining rounds between management and the strong unions in public utilities and 
banking were decoupled from the bipartite fi xing of the national minimum wage. A basic 
mechanism of articulated bargaining and wage drift was thus broken (Ioannou, 2000). 
However, public utilities and banking remained in the 2000s – as in the 1980s and 1990s 
– the strongholds of the union movement and dominated the leadership of GSEE. General 
strikes supported by these unions were often used to reinforce GSEE’s bargaining power 
during negotiations on the national minimum wage. A second reason for the importance 
of the national minimum wage during the 1990s and 2000s was that it constituted a refer-
ence point for individual bargaining on pay in the relatively large informal labour market, 
similar to evidence in other countries of the ‘lighthouse eff ect’ of minimum wages (Boeri 
et al., 2010). Informality is a structural feature of the Greek labour market but the mas-
sive infl ow of migrants after the collapse of the communist regimes in Eastern Europe 
and the Balkans further expanded informal work from the beginning of the 1990s to the 
onset of the current crisis. On the other hand, the rapid growth of the economy through 
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1994–2008, the pressures of competition in the European Single Market and the lack of 
low-skilled labour in certain sectors have constituted important pull factors of immigra-
tion.

Alongside constant and robust productivity growth, the above-described wage de-
termination system combining multi-layered and articulated collective bargaining with 
governmental wage policy in public administration allowed for a steady increase in real 
compensation per employee between 1993 and 2009, amounting to 55 per cent in cumula-
tive terms. 

2.1.3 The wage determination system and trends in wage inequalities, 1993–2008

Our elaboration of ECHP and EU-SILC microdata on net annual earnings of employees 
shows a substantial increase in overall individual wage inequality measured by the decile 
9-to-decile 1 ratio between 1993 and 2008 with, however, a decline from 2006 and a par-
allel but smoother trend in wage inequality among full-time employees (Figure 1). 

The wage determination system has greatly infl uenced the trend in wage inequality 
among full-time employees which, fi rst and foremost, has followed closely the uninter-
rupted fall in the Kaitz index until 2004 and, with some delay, the rise in the Kaitz index 
afterwards (Figure 2). Namely, as minimum wage increases were taken by private sector 
unions as the fl oor in their negotiations with employers on basic wage rates in diff erent 
sectors and occupations, the collective bargaining system contributed to growing wage 
dispersion in the bottom half of the wage distribution and to the fall in the Kaitz index 
until 2004. The rise in the Kaitz index after 2004 has been due to the large increases in the 

Figure 1 Kaitz index, Greece, 1990–2015

Notes: * Minimum wage: annual average, assuming paid for 14 months.
** Median wage: calculations based on gross annual earnings.
Source: OECD Statistics online (data extracted on 2.1.2017)
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minimum wage achieved by the GSEE through negotiations with employer organisations 
on the NGCA, coupled with lower increases in basic wages obtained by sectoral and oc-
cupational unions. We can thus deduce that the large relative increases in the minimum 
wage between 2004 and 2008 reduced inequalities in the bottom half of the wage distribu-
tion, thus contributing to a compression of the wage scale. 

Minimum relative-to-average wage increases refl ected by the Kaitz index have not 
been the only determinant of the trend in wage inequality among full-time employees in 
the period under consideration. Our analysis of ECHP and EU-SILC data shows that this 
has also been determined by other wage developments and structural changes, namely, 
a rising ratio of net annual earnings of full-timers in the public in contrast to the private 
sector (Table 2 in Section 4), the deepening of wage diff erentials between large/medium 
and small private fi rms (Figure 3) and the increasing share of private sector employ-
ees working in large/medium fi rms (Figure 4) who are better paid on average than their 
counterparts working in small fi rms. Rising public-private sector diff erences in the aver-
age wages of full-time employees have been determined by the large bargaining power 
discrepancies of unions in the two sectors while increasing wage diff erentials between 
large/medium and small fi rms have been the outcome of successful bargaining over wage 
premiums by enterprise unions in large fi rms. According to Greek law, such unions can 
be formed only in fi rms with 20 or more employees.

All in all, the collective bargaining system which set both the minimum wage and 
basic wages in sectors and occupations produced growing wage inequalities among full-
time employees between 1993 and 2008, which were considerably dampened by the off -
setting eff ect of the falling share of public sector employees (35 per cent in 2008 against 
40 per cent in 1993) who are better paid on average than their private sector counterparts 
(see Section 4, Case study 1).

Figure 2 Wage inequality, Greece, 1993–2014 (interdecile ratios of net annual earnings) 

Source: Own elaboration of ECHP and EU-SILC microdata.
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Figure 3 Part-time and temporary workers, Greece, 2002–2014 

Source: Authors’ elaboration of EU-SILC microdata.

Figure 4 Wage diff erentials between big/medium and small entreprises, Greece, 1993–
2014 (ratio of annual average wages)

Source: Authors’ elaboration of ECHP and EU-SILC microdata.
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Wage inequality increased much more among total employees than among just full-
time employees in the 1990s and 2000s until the 2008 crisis. This is mainly accounted 
for by the increasing share of part-time and temporary workers among total employees 
(Figure 5).2 The vast expansion of informal labour due to mass immigration has certainly 
also contributed to the rise in overall wage inequality, but offi  cial statistics are unable to 
capture informality and its impact on inequality. 

As a result of the particular features of the wage determination system and structural 
changes in the employment system, at the onset of the current crisis overall individual 
wage inequality in Greece was medium compared with the rest of OECD Member States, 
while top-centre wage inequality was medium-to-high and centre-bottom wage inequality 
medium-to-low. Indeed, in 2008, Greece ranked seventeenth among 29 OECD countries 
as regards the value of the decile 9-to-decile 1 ratio, ninth as regards that of the decile 
9-to-decile 5 ratio and nineteenth as regards that of the decile 5-to-decile 1 ratio.3

2.2 Dismantling Wage-setting Institutions and Undermining Social Dialogue in the 
Economic Crisis and Austerity: Contradictory Eff ects on Wage Inequality

The global fi nancial crisis triggered a deep structural crisis of the Greek socio-economic 
growth model in the context of EMU. The macroeconomic management of the economy 
during the fi rst two years of the crisis (2008–2009) exacerbated pre-existing fi scal im-

Figure 5 Distribution of employees by size of fi rm, Greece, 1993–2014 (% shares)

Source: Authors’ elaboration of ECHP and EU-SILC microdata.

2 There are no available data from the ECHP on temporary workers for 1994–2000. 
3 OECD.Stat online, Decile ratios of gross earnings, http://stats.oecd.org/Index.aspx?DataSetCode=IDD
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balances and led to the sovereign debt crisis in the end of 2009 and the call for fi nancial 
assistance of the Greek economy by euro-zone partners and the International Monetary 
Fund (IMF). The loans granted by the creditors have been made conditional on the strict 
implementation by Greek governments of three successive Economic Adjustment Pro-
grammes (EAP) which were adopted respectively in 2010, 2012 and 2015 and are due to 
end in mid-2018. The implementation of the fi rst two EAPs was set under the supervision 
of the European Commission, the European Central Bank and the IMF (Troika); these 
three institutions were joined by the European Stability Mechanism in the supervision of 
the third EAP (Quartet).

Financial stability, fi scal consolidation and internal devaluation through reduced la-
bour costs were the main goals of the EAP. Fiscal consolidation and substantial wage 
reductions in the private sector produced a shock to the economy, which incurred a 26 per 
cent loss in GDP, a 24 per cent decline in employment and an explosion of unemployment 
reaching a peak of 29 per cent in 2013. This is what we call the Greek Great Depression, 
which has been entirely state-led since 2010. Besides public expenditure cuts and tax 
hikes in order to reduce public defi cit, the fi rst two EAPs included a series of structural 
labour market reforms, including those in the industrial relations system, meant to reduce 
labour costs, enhance the competitiveness of domestic production and redress current 
account imbalances (internal devaluation mechanism). These ‘reforms’ have actually dis-
mantled the wage-setting institutions and mechanisms in place, abolished social dialogue, 
individualised industrial relations and increased fl exibility in employment and working 
conditions (dismissals, atypical contracts, working hours and so on). At the same time, 
fi scal consolidation entailed a drastic reduction in the public sector wage bill.

In this section we examine the eff ects of the deregulation of the wage determination 
system on wage inequalities, after having discussed the radical nature of reforms in this 
system under the fi rst and second EAPs. The eff ects have been contradictory, narrowing 
inequalities in the fi rst place and instigating them in the second.

2.2.1 Deregulation of the wage determination system and abolition of social dialogue

Reducing labour costs in the business sector of the economy, to be achieved by ‘struc-
tural labour market reforms’, was one of the key goals of the fi rst EAP and became an 
explicit and quantifi ed target under the second (15 per cent reduction). To achieve this 
goal, the wage-setting system has seen unprecedented changes since mid-2010, meant 
to bring about substantial wage reductions for employees working in both private fi rms 
and public companies and agencies in which wages were set at the fi rm level through 
collective bargaining (Ioannou, 2012; Dedoussopoulos et al., 2013; Karamessini, 2015; 
Koukiadaki and Kokkinou, 2016). The most important changes took place in industrial 
relations institutions (dismantling of collective bargaining in the public sector, removal of 
extension mechanisms, decentralisation and diffi  culties for collective agreement renewal 
in the private sector), but also in the determination of wage fl oors (state-imposed mini-
mum wages). 

One of the fi rst aims of the reforms under the fi rst EAP was to end collective bargaining 
on wages for public sector employees – outside public administration and excluding civil 
servants – where union power has been concentrated for decades. Collective bargaining 
on wages was suspended in all public utilities, agencies and undertakings where cuts in 
nominal wages were imposed by law in 2010 and 2011. Later on, in February 2012 a law 
imposed the civil servants’ wage grid on the employees of all private-law legal entities 
that belong to or are subsidised by central and local government. This fundamental pillar 
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of the pre-crisis wage-setting system was thus neutralised. A second aim of the reforms 
was the weakening of sectoral and occupational collective bargaining and the decentrali-
sation of the latter at the fi rm level. First, the ‘favourability clause’ in case of overlapping 
provisions of collective agreements was suspended, allowing fi rm-level agreements to 
prevail over occupational and sectoral agreements. Second, fi rm-level agreements were 
allowed to be negotiated in fi rms with at least fi ve and fewer than 50 employees by work-
ers’ associations representing at least three-fi fths of the workforce (in addition to trade 
unions), thus potentially bypassing the trade union through possible employer manipula-
tion. Third, the extension of nationwide occupational and sectoral collective agreements 
to non-signatory fi rms by the Minister of Labour was suspended. This last measure oper-
ated as a strong incentive for fi rms to quit employers’ organisations in order to have more 
freedom to determine employment and working conditions.

The pace of wage reductions was, however, slow between May 2010 and February 
2012, while the provisions of the NGCA signed in July 2010 for minimum wage increases 
in 2011 and 2012 equal to euro-zone average infl ation, were judged by the Troika and 
the Greek government as contradicting the goal of labour cost reduction (Kanellopoulos, 
2015). After an increase of 1.6 per cent was applied to the minimum wage in July 2011, 
the government launched a tripartite dialogue to discuss national minimum wage devel-
opments. The results of this dialogue were considered by the Troika to be unsatisfactory 
because they did not ensure ‘the quick responsiveness of wages to the fall in economic 
activity’ (European Commission, 2012: 38). ‘During the discussions, the employers’ as-
sociations opposed the reduction of the minimum wage but were in favour of a three-year 
freeze in wage and maturity increases and the reduction on social insurance contributions. 
On the other hand, GSEE rejected any change in relation to wage costs and stated that 
the discussion should focus only on non-wage costs’ (Koukiadaki and Kokkinou, 2016: 
145). The stalemate led the Troika and the Greek government to decide in February 2012 
on a series of measures building on two pillars: an immediate and drastic adjustment of 
wage fl oors and the completion of the project of radically recasting the pre-existing wage-
setting system initiated in the previous phase. The measures can be grouped as follows:

–  a legislative reduction of the minimum wage by 22 per cent and then its freezing until 
the end of 2016;

–  the introduction of a lower minimum wage for young people aged below 25 years at 
87.2 per cent of the reduced minimum wage and then its freezing until the end of 2016;

–  a further dismantling of the collective bargaining system through the reduction from 
six to three months of the after-eff ects of collective agreements and freedom to negoti-
ate individual contracts thereafter; the restriction of the after-eff ects to only the basic 
wage and four allowances (seniority, children, education, hazardous work); the elimi-
nation of unilateral recourse to arbitration and its restriction to ruling only the basic 
wage; the freezing of all seniority bonuses provided by law or collective agreements; 
the removal of ‘tenure’ from all existing labour contracts;

–  an invitation to social partners to simplify the NGCA by establishing a single-rate stat-
utory minimum wage and abolishing the diff erent minimum wages according to type 
of work, education, marital status and seniority. The failure of the National Committee 
for Social Dialogue set up in September 2012 to conclude on the indicated reform led 
to the establishment of a state-determined (after consultation) national minimum wage 
from 1.1.2017.
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The above-described reforms under the fi rst two EAPs have not only deregulated the 
previous wage-setting system based on collective bargaining at the national level by pro-
moting and stimulating a decentralised and individualised system of industrial relations. 
They have equally had destructive eff ects on unions and social dialogue. By shrinking or 
abolishing the role of unions in wage determination, which is crucial for collective action, 
they have undermined collective organisation in a period in which the unions are also 
losing members and bargaining power because of dismissals and mass unemployment. 
Union density retreated from 23.5 per cent in 2008 to 21.5 per cent in 2013,4 but these 
fi gures mainly refl ect public-sector membership. Social dialogue which has traditionally 
been bipartite and identifi ed with collective bargaining received a terrible blow. The num-
ber of sector and occupational collective agreements fell from 101 in 2009 to 23 in 2015,5 
while that of collective agreements at fi rm level evolved from 227 in 2009 to 409 in 2013 
and back to 263 in 2015. The coverage of employees by collective agreements fell from 
83 per cent in 2008 to 40 per cent in 2013 (ILO, 2015), while the coverage rate of private 
sector employees was estimated at 10 per cent in 2014 (ILO, 2014: 16). 

Most importantly, the dismantling of wage-setting institutions, the drastic reduction of 
wage fl oors and the introduction of a lower minimum wage for young people under 25 
have caused a 26 per cent decrease in the nominal compensation per employee. 

Under the third EAP (2015–2018) the Greek government has just started negotiations 
with the ‘Quartet’ on the revival of collective bargaining and the architecture of the new 
system. Following the EAP, a commission of high-level international experts was formed 
in March 2016 to make independent recommendations on these issues and other reforms 
in industrial relations. The commission has unanimously recommended that representa-
tive collective agreements can be extended by the state at the demand of one of the ne-
gotiating parties at sectoral or occupational level. It has not, however, agreed on unifi ed 
proposals regarding the principle of favourability or minimum wage determination, with 
the majority of its members recommending that lower level wage agreements cannot 
undercut higher level national/sectoral agreements unless social partners agree on open-
ing clauses on specifi ed issues, as well as a return to bipartite negotiations of the national 
minimum wage with automatic erga omnes eff ects, but only after consultation with an 
independent group of experts (Hellenic Republic, Ministry of Labour, Social Security and 
Social Solidarity, 2015: 6–7).

2.2.2 Wage inequalities during the economic crisis and austerity: the impact of wage 
deregulation

The trends in wage inequality during the Great Depression, measured in terms of net 
annual earnings, are depicted in Figures 1 and 6. Overall wage inequality saw a steep 
fall equal to 25.2 per cent from 2008 to 2010 and a signifi cant rise of 30.3 per cent from 
2010 to 2014. The fall was jointly determined by a moderate decrease in wage inequality 
among full-timers, measured by the decile 9-to-decile 1 average wage ratio, and a sub-
stantial decline in the share of part-time or temporary workers in all employees (24 per 
cent in 2010 against 28.4 per cent in 2008) because these were the groups of employees 
who suff ered proportionally more from fi rings than full-timers at the beginning of the 
crisis. 

Inequality among full-timers shrank by 17.7 per cent between 2008 and 2011 and 
followed a steady increase in 2012–2014. The main reason behind retreat in 2008–2011 
4 Data from OECD.Stat (extracted on 7.1.2017). 
5 Unpublished data by the Ministry of Labour.
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is the large wage reductions in the public sector that were much greater in cumulative 
terms than those in the private sector over the same period leading to lower public/private 
disparities (see Section 4, case study 1). It is also noteworthy that the reduction in wage 
inequality among full-timers was more important at the bottom than in the upper half of 
the wage distribution, measured by decile 5-to-decile 1 and decile 9-to-decile 1 average 
wage ratios respectively (Figure 6). 

The shrinking of inequality at the bottom half of the wage distribution is due to the rise 
in the minimum along with a fall in the median wage. The minimum wage increased by 
5.7 per cent in 2009, 1.7 per cent in 2010 and 0.9 per cent in 2011 (Bank of Greece, 2015, 
Table V.10: 106). The median wage rose by 3.1 per cent in 2009 and dropped by 5.7 per 
cent between 2009 and 2011 with the important cuts imposed on public sector employ-
ees under the fi rst EAP and the erosion of employee pay in the private sector due to the 
downward adjustment of working time as a reaction of fi rms to the retreat in turnover and 
economic activity. As a result, the Kaitz index mounted from 48 per cent in 2008 to 52.4 
per cent in 2011 (Figure 2).

The year 2011 is pivotal for earnings inequality among full-timers; the downward 
trend, which in the fi rst two years of the EAP was mainly determined by wage cuts in the 
public sector, was reversed immediately afterwards. From 2012 onwards the crisis hit 
wages in the private sector with great severity because of the deepening of the recession-
ary spiral, the completion of reforms in industrial relations and collective bargaining, the 
legislated reduction in the minimum wage and the establishment of a subminimum wage 
for young workers under 25 years of age. Apart from allowing a substantial reduction 
in nominal wages through the whole wage distribution without any obstruction from a 

Figure 6 Trends in wage inequality among full-time employees during the Great Depres-
sion, net annual earnings, Greece, 2008–2014 (interdecile ratios, 2008=100)

Source: Authors’ elaboration of EU-SILC microdata.
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high wage fl oor, the reduction of the national minimum wage and the establishment of a 
special minimum wage for young people aged below 25 years were also explicitly meant 
by the authors of the second EAP to reverse the trend of narrowing wage inequalities at 
the bottom end of the wage distribution, thought to be pricing out of employment low-
skilled and unexperienced workers who would be paid at or above the minimum wage 
(European Commission, 2012: 38). In 2012, the huge fall in the minimum wage pulled the 
Kaitz index down to 43.8 per cent, from 52.4 per cent in 2011. As the nominal value of 
the minimum wage has remained the same ever since and the median wage has continued 
to decline, the Kaitz index had climbed to 47.4 per cent by 2015. 

Over the same period, wage inequality was further fuelled by the rising incidence of 
part-time and temporary employment (Figure 3) as a result of labour market reforms 
under the EAP that eased the use of fl exible forms of work by fi rms in need of fl exibility 
because of depressed demand. A countervailing factor contributing to the narrowing of 
wage inequalities was the closure of thousands of small fi rms, which increased the share 
of private sector employees working in fi rms with 20 or more employees between 2011 
and 2014 (Figure 5).

All in all, the dismantling of collective bargaining, the drastic reduction of wage fl oors 
and the introduction of a lower minimum wage for young people under 25 have not only 
caused a huge decrease in the nominal compensation per employee in the business sec-
tor but, from 2012 onwards, also an increase in wage inequalities around a lower median 
wage.

3. FLEXIBILITY, SECURITY AND INEQUALITIES IN EMPLOYMENT AND 
WORKING CONDITIONS: FROM ‘FLEXIBILITY AT THE MARGINS’ TO 
‘IMPOSED FLEXIBILITY’

In this section we summarise developments in non-wage inequalities in the 1990s and 
2000s and during the current crisis and we analyse the eff ects of industrial relations and 
their changes on the balance between fl exibility and security in employment and work-
ing conditions. We maintain that before the Great Depression fl exibilisation in the formal 
labour market was limited and concentrated at the ‘margins’ of the labour force (young 
people, women and migrants), while ‘informal fl exibility’ was extended and produced 
large inequalities not fully captured by offi  cial statistics. During the Great Depression 
and under austerity, fl exibility in the regulation of employment was imposed by the EAP 
through the list of ‘structural labour market reforms’ without any compensation of secu-
rity inside or outside the labour market for employees. Flexibilisation has led to reduced 
inequalities in employment and working conditions in recent years.

3.1 Flexibilisation with Security, Extended Informal Flexibility and Rising 
Inequalities in the 1990s and 2000s

In the early 1990s, Greece’s labour market and institutional arrangements had many simi-
larities in common with Italy, Spain and Portugal, often considered typical of a south 
European employment model (Karamessini, 2008). Concerning structural labour market 
features, Greece at that time had the highest self-employment rate in the EU and informal 
work was widespread. It also had among the lowest rates of female and part-time employ-
ment, very high unemployment rates among young people and women, very low unem-
ployment rates among prime-age men and older workers and pronounced labour market 
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segmentation along various lines (public/private, large/small fi rms, formal/underground 
economy), as well as by age, sex and ethnic origin/nationality. 

The divide between the public and private sectors is a very important source of in-
equality not only because the public sector has always paid employees higher wages 
than the private sector, on average, but also because it has off ered and is still off ering 
them tenure and good working conditions. The important fall in the share of public sector 
employees between 1993 and 2008 reduced the impact of the public–private divide on 
inequalities, although it would have been better if the latter had been reduced by a private 
sector catching-up process. 

The regulation of employment and working conditions in the private sector has tradi-
tionally been primarily the competence of the Ministry of Labour; the vast majority of 
conditions are still set by law. Second in importance is the NGCA whose provisions on 
employment and working conditions apply to all employees who work in the private sec-
tor. Negotiations over the NGCA have traditionally represented the upper level of social 
dialogue, because the Economic and Social Committee in which social partners are repre-
sented operated only as consulting body to the government that issued opinions. Sectoral 
or occupational bargaining at the national level did not engage much with the regulation 
of employment and working conditions and when this was the case the issues were lim-
ited in scope and importance. It follows that the Greek system of industrial relations and 
social dialogue was highly centralised with regard to employment regulation and thus 
contributed to a relative homogeneity of employee rights in the private sector, including 
those of atypical workers.

The core elements of the traditional Greek employment regime were strong protec-
tion against the dismissal of formally employed permanent employees, especially white-
collar, and extensive informal/irregular work. The former element remained intact during 
the twenty years before the current crisis; the only exception was a 2005 law that abol-
ished for persons newly hired in public utilities the stronger protection against dismissal 
compared with that in private fi rms. As for informal work, this expanded in the 1990s and 
2000s, mainly due to mass illegal immigration and the irregular situation of large num-
bers of migrants staying and working in Greece. 

 Eff orts have been made by several governments to introduce employment and work-
ing-time fl exibility in the Greek labour market in the 1990s and 2000s but they faced 

Table 1 Employment inequalities and distribution of fl exible employment, by sex and 
age, Greece, 1993–2014

1993 2008 2014
Male employment rate (%) 25-64 years of age 81.6 83.8 65.7
Female employment rate (%) 25-64 years of age 40.6 54.7 46.6
Youth employment rate (%) 15-24 years of age 27.5 23.5 13.3
Part time workers (% of all employees) 7.8 8.7 13.1
Female share 59.4 67.7 62.9
Youth share 10.3 9.6 7.1
Temporary workers (% of all employees) 10.4 11.6 11.7
Female share 38.6 50.4 48.3
Youth share 29.6 19.2 11.7
Source: ELFS, Eurostat data online. OECD.Stat for fi gures on part-time employees.
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strong opposition from the unions. Union opposition tempered the degree of fl exibility 
actually introduced and succeeded in ensuring relatively good protection for employ-
ees involved in some forms of atypical work, such as part-timers and temporary agency 
workers. In 2007, Greece had the lowest rate of part-time employment and incidence 
of fl exible working-time arrangements in the former EU15, while the rate of fi xed-term 
contracts among employees was below the EU27 average. However, at the same time, 
project/service contracts among dependent workers, uninsured employment and infor-
mal/irregular work thrived but, by their very nature, remained unrecorded. Consequently, 
although the Greek labour market could be objectively characterised as fl exible enough 
for fi rms to cater to their needs over the period under study, lack of fl exibility in formal 
employment and working time arrangements amplifi ed demand for and use of informal 
forms of fl exibility by fi rms and concentration of insecurity in particular labour force 
groups.

Indeed, slowly increasing formal fl exibility and rapidly escalating informal fl exibility 
were concentrated at the so-called ‘margins’ of the labour force; that is, young people, 
women and migrants considered as inexperienced, secondary and/or exploitable workers. 
The spread of informal fl exibility in the 1990s and 2000s has generated marked inequali-
ties between migrants and nationals and deepened labour market segmentation along the 
long-lived formal/informal work divide. In the case of pre-existing labour market in-
equalities based on sex and age, these have been reinforced or weakened by growing fl ex-
ibility, depending on the type of inequality (Table 1). Gender inequalities in employment, 
which were very large by European comparison at the beginning of the 1990s, have been 
reduced, but women increased their share of part-time dependent workers from 59.4 per 
cent to 67.7 per cent and their share of temporary employees from 38.6 per cent to 50.4 
per cent between 1993 and 2008; the respective youth shares decreased across the same 
period. It follows that women and migrants were the main labour force groups to have 
been mobilised by employers as a fl exible labour force in the 1990s and 2000s. 

 

3.2 Flexibilisation without Security during the Great Depression: Muddling  
Segmentation in the Private Sector and Reinforcing the Public–Private Divide

The fi rst and second EAP included a host of measures that were unilaterally imposed 
by Greek governments and aimed at recasting the pre-crisis employment regime by sig-
nifi cantly increasing employment and working-time fl exibility in the formal labour mar-
ket. The most important of them were those meant to ease dismissals. Private sector 
employees experienced a reduction in the notice period for individual dismissals from a 
maximum of 24 to a maximum of 4 months and in the level of severance pay from 2–24 
months to 1–6 months (with prior notice) or 2–12 (without prior notice); and an increase 
in the minimum threshold for collective dismissals from 2–3 per cent to 10 per cent. The 
employees of public enterprises saw the abolition of all clauses on tenure provided for 
by collective agreements and their labour contracts transformed into open-ended ones. 
Finally, in public administration, labour reserve and mobility schemes were created in 
order to receive personnel made redundant, some of whom were dismissed. The above 
measures entailed the dismantling of a core feature of the Greek employment regime, 
namely strong employment protection of permanent employees.

Another group of measures were intended to make it easier for employers to use atypi-
cal contracts, make the latter more fl exible by reducing protection of atypical employees, 
reduce the cost of overtime work and adapt working time to the needs of fi rms. These 
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measures include the extension of the probation period for new hires from two months 
to one year; the extension of the cumulative maximum duration of fi xed-term contracts 
from two to three years; the easing of the conditions for derogations; the extension of 
maximum duration of spells of employment for temporary agency workers from 18 to 36 
months; and the extension of the maximum duration of rotating work at a given fi rm from 
six to nine months per year in case of fi nancial diffi  culties – it can now be applied by the 
employer unilaterally after consultation. Furthermore, the employer can now decide uni-
laterally on layoff s of up to three months in fi rms with up to 5,000 employees; part-time 
work is now allowed in public utilities; the employer is now allowed to transform the 
labour contract from full- to part-time with only the consent of the employee; the 7.5 per 
cent wage premium for short part-time working and of the 10 per cent premium for each 
working hour of part-timers over the agreed daily time have been abolished; overtime pay 
has been reduced by 20 per cent; fl exible working-time arrangements have been eased; 
the number of maximum workdays per week has been increased from fi ve to six; and the 
minimum daily rest has been reduced from 12 to 11 hours.

The joint outcome of these measures is the generalisation of precariousness in the 
private sector, which entails the muddling of segmentation lines between permanent and 
atypical employees, on one hand, and atypical and informal employment on the other. For 
instance, the share of part-time or rotating work contracts in new hires increased from 21 
per cent in 2009 to 55 per cent in 20156 and the part-time work rate among all employ-
ees rose from 8.7 per cent in 2008 to 13.1 per cent in 2015; conversely, the incidence of 
temporary work remained stable over the same period (Table 1). Both part-time work 
and temporary employment have become less feminised, while the participation share 
of young people has fallen during the economic crisis and austerity. Uninsured work and 
unpaid overtime have also expanded as a result of fi rms’ fi nancial diffi  culties, as well as 
the readiness of employees to accept such work due to mass unemployment, the retreat of 
unions and their presence at the workplace and the incapacity of the Labour Inspectorate 
to eff ectively supervise the enforcement of labour law due to staff  shortages. Given the 
erosion of employee rights and the dramatic deterioration of employment and working 
conditions in the private sector, segmentation along the public–private divide has become 
much more pronounced than before. Deterioration in working conditions in the public 
sector mainly took place by an increase in the standard working time from 37.5 to 40 
hours weekly.

In summary, segmentation of employment and working conditions has weakened 
among private sector employees, while the public–private divide has been reinforced.

As already mentioned, the EAP measures promoting employment and working time 
fl exibility were unilaterally imposed by Greek governments without prior consultation 
with social partners, with the exception of the fi rst bill regulating industrial relations, 
which was submitted to the Economic and Social Committee for its opinion on 25 June 
2010.7 Had consultation taken place, the measures would undoubtedly have been much 
more balanced, not only because they would have taken into account unions’ opposition 
but also because employer organisations were offi  cially unfavourable to measures pro-
moting extreme fl exibility both at the beginning and in the course of the austerity period. 
This is true in spite of diff erences in positions on particular issues between employer or-
ganisations representing small businesses and SEV, the federation representing big fi rms. 
However, many changes brought by the EAP were among the proposals of a document 

6 ERGANI (Ministry of Labour database) http://www.ypakp.gr
7 Authors’ calculations from unpublished data of the Hellenic Statistical Authority (ELSTAT).
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published by SEV in 1993–1994 while certain individual employers, especially large en-
terprises that were members of SEV, were able to access directly the Troika and lobby for 
the adoption of specifi c reforms (Koukiadaki and Kokkinou, 2016: 144).

4. CASE STUDIES

In this section we focus on two case studies in order to analyse in more detail the impact 
of radical change in industrial relations and the abolition of social dialogue during the 
current economic crisis on labour market fl exibility/security and inequalities in the world 
of work. The fi rst study demonstrates how ‘structural labour market reforms’ under the 
Economic Adjustment Programmes have aff ected public/private-sector and within-sector 
inequalities and how these trends are related to the trend of overall wage inequality dur-
ing the ongoing crisis. The second study examines whether recent institutional changes, 
such as the easing of part-time and temporary contracts and the special minimum wage 
for young people under 25 years of age, have exacerbated or attenuated pre-crisis youth/
non-youth labour market inequalities. Both case studies are preoccupied with the eff ects 
of radical institutional change since 2010, including the hollowing out or blurring of the 
boundaries of labour market segments.

 
4.1 Case Study 1: The Public–Private Sector Divide and Its Contribution to Wage 
Inequality Trends

Industrial relations and wage determination diff er largely between the private sector, 
where collective bargaining applies, and the public sector, which is divided between pub-
lic administration, in which wages and other employment conditions of civil servants 
have always been and are still determined by law (incomes policy), and public agencies 
and companies, in which, until recently, collective bargaining at the enterprise level dom-
inated and through which unions had imposed tenure clauses for the employees, which 
formed a fi rm basis of union strength. Diff erences in industrial relations were the cause of 
large diff erentials in wages and employee rights.

There is no research on the contribution of public–private sector diff erences in indus-
trial relations and wage determination to the trends in overall wage inequality. To explore 
this topic, we examine the eff ect on overall wage inequality of the evolution of public–
private wage diff erentials and the changing shares of the public and private sectors in all 
employees and link changes in industrial relations with the analysis of trends.

4.1.1 Trends in public–private sector wage diff erentials

Since the post-war years civil servants have enjoyed higher wages, on average, than 
private sector employees. As invariably a greater share of public than private sector em-
ployees are highly educated, higher relative wages in the public sector cannot be regarded 
a priori as an indication of ‘unjustifi ed’ inequalities to be reduced in order to promote 
pay equity. To estimate the wage premium – that is, the part of wage diff erentials whose 
reduction would be desirable – one controls for diff erences in observable characteristics 
that justify wage rewards.

There is a rich literature on public–private sector wage diff erentials in Greece before 
the 2008 crisis. Kioulafas et al. (1991) found a 20–25 per cent pay gap in favour of the 
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public sector between 1975 and 1985 and proved that the public sector paid education 
and experience more than the private sector, while Kanellopoulos (1997) reported a dif-
ference in average wages of 19 per cent for men and 42 per cent for women in 1988, but 
attributed the observed pay advantage of male public sector employees entirely to their 
higher qualifi cations and part of the pay advantage of female public sector employees to 
the same reason. Similarly, in a more recent article, Papapetrou (2006) established that 
59.6 per cent of wage diff erentials between the two sectors in 1999 were accounted for by 
diff erences in education, experience and occupation. In the latest study available, Chris-
topoulou and Monastiriotis (2014) estimated the net public sector premium (after control-
ling for observable characteristics) in 2005 at 11.3 per cent for monthly and 15.2 per cent 
for hourly wages and found that it amounts to about 35–40 per cent of the public-private 
wage diff erential observed in the raw data. 

Existing research has not made any distinction between public administration, on one 
hand, public agencies and companies, on the other, despite the fundamental diff erences 
in wage determination between the two subsectors and the relatively higher wages that 
the employees of the latter have always enjoyed (24 per cent higher on average in 2009 
just before the austerity phase of the crisis commenced – see Table 2). Moreover, there is 
no available study on how and why public–private wage diff erentials evolved before and 
during the crisis.

Public–private sector wage diff erentials increased over the fi fteen-year period before 
the current economic crisis. In 1993 wages in the public sector were on average 22 per 
cent higher than in the private sector while in 2008 they were 37 per cent higher (Table 
2). Wage diff erentials between public administration and the private sector reached their 
peak in 2006 (35 per cent) while those between public enterprises and the private sector 
in 2009 (63 per cent).

The fi rst and second EAPs imposed a severe reduction in the wage bill of the public 
sector through cuts in wages, bonuses and personnel. Between May 2010 and May 2011 
nominal wages in the civil service were reduced by 15 per cent and those in public utili-

Table 2 Public/private sector wage diff erentials among full-time employees, Greece, 
1993–2013 (ratio of average net annual earnings)

Public/private 
sector 

Public enter-
prises/private 
sector

Public adminis-
tration/private 
sector

Public enter-
prises/public 
administration

1993 1.22 – – –
1994 1.20 – – –
1999 1.35 – – –
2006 1.38 1.54 1.35 1.15
2007 1.34 1.53 1.31 1.17
2008 1.37 1.60 1.33 1.20
2009 1.36 1.63 1.31 1.24
2010 1.24 1.49 1.20 1.24
2011 1.20 1.38 1.17 1.17
2012 1.14 1.31 1.12 1.18
2013 1.14 1.32 1.12 1.17
Source: Authors’ elaboration of ECHP and EU-SILC microdata.
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ties, agencies and undertakings by 30 per cent, on average, by eliminating or imposing 
caps on bonuses and wages. Later on, a new salary grid was introduced in the public 
administration, taking eff ect on 1 November 2011; it brought about a further reduction in 
civil servants’ nominal wages by 17 per cent per cent on average (IMF estimates, cited by 
Tzannatos and Monogios, 2012). Wage cuts of similar magnitude in public utilities and 
undertakings took eff ect on the same date. Finally, a reform of the special wage regimes 
(judges, diplomats, doctors, university professors and so on) took eff ect on 1 August 
2012, resulting in 20–30 per cent wage reductions, on average. Outside public adminis-
tration, except for the suspension in 2010 and 2011 of collective bargaining on wages in 
all public utilities, agencies and undertakings, in 2012 the civil servants’ wage grid was 
imposed by law on the employees of all private-law legal entities belonging to or receiv-
ing subsidies from the central and local state. All wage cuts imposed in the public sector 
were more substantial the higher the level of pay and thus contributed to a narrowing of 
within-(public) sector wage inequalities. 

Over the whole austerity period (2009–2014), public-private sector wage diff erentials 
declined by 56 per cent; they narrowed by 61 per cent between 2009 and 2012 and in-
creased by 41 per cent between 2012 and 2014. In 2014, average wages were 19.3 per 
cent higher in the public than in the private sector; 17 per cent higher in public adminis-
tration and 39.4 per cent in public enterprises. The diff erential between public adminis-
tration and private sector employees is quite small and may very well refl ect relatively 
higher average qualifi cations of the former employees rather than wage premiums, after 
controlling for education, experience, occupation and other characteristics.

4.1.2 The relative size of the public sector and wage inequality

The relative size of the public sector is a signifi cant determinant of wage inequalities, 
especially when public–private sector wage diff erentials are important, which was the 
case in Greece in the 2000s. Since public sector wages tend to be more concentrated than 
private-sector wages at the top deciles of the wage distribution, an increasing share of 
public sector in all employees instigates wage inequality while this diminishes when the 
share shrinks. 

Between 1993 and 2008, the number of private sector employees increased by 58.9 per 
cent and that of public sector employees by 28.2 per cent. As a result, the share of public 
sector in all employees dropped from 40 per cent to 35 per cent, thus contributing to a 
narrowing of wage inequality. This has represented a countervailing factor against grow-
ing public–private sector wage diff erentials over the period which have pushed towards 
a widening of overall wage inequality. Over the crisis period 2008–2016, wage employ-
ment retreated more in the public than in the private sector, namely 23.4 per cent against 
10.2 per cent. The ensuing decrease in the share of public sector employees from 35 per 
cent in 2008 to 33 per cent 2016 has contributed to the narrowing of wage inequalities. 
However, we can distinguish two phases. During the fi rst (2008–2013), the private sector 
shed labour more than the public sector while during the second (2013–2016) there was 
a net rise in the number of private sector employees while the number of public-sector 
employees continued to fall. The important decline in wage employment in both sectors 
was the joint outcome of a decrease in hires and an increase in fi rings and quits. Regard-
ing the public sector, the strict hiring rules since 2010 (currently one hire for fi ve exits) 
have created great labour shortages in many crucial services of the state. Besides, these 
have not only stalled the access of women, especially the highly educated, to good jobs 
but also the inter-generational reproduction of the middle classes and the upward social 
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mobility of the lower classes through employment in the sector (Karamessini and Giak-
oumatos, 2016). 

4.1.3 How to assess the reduction in the public–private wage gap?

The fact that the public sector was more aff ected by wage cuts during the crisis may have 
helped to reduce the wage gap that existed between the public and private sectors and 
overall wage inequality but this was brought about by levelling down wages in both sec-
tors. In order to assess the contribution of public sector wage developments in reducing 
inequality, it is important to understand the linkage between wage developments in the 
two sectors and the policy goals that have been promoted by wage cuts in the public sec-
tor under the EAP.

While reducing public sector wages and employment was an explicit goal of the fi rst 
two EAPs in order to cut public expenditure and the primary defi cit of general govern-
ment and achieve fi scal consolidation, compressing public/private sector wage diff eren-
tials has been an implicit goal in order to cut labour costs and bring about internal devalu-
ation. This can be understood by the role played by unions and collective bargaining in 
public utilities and companies for the determination of wages in the private sector through 
the 1990s and 2000s: they reinforced the bargaining power of GSEE to negotiate the 
NGCA and the wage increases they achieved represented the upper limit for the claims 
of private sector unions and for the rulings of the Mediation and Arbitration Body on col-
lective labour disputes (see Section 2 above). Moreover, large wage diff erentials between 
the private and the public sector as a whole indirectly exerted pressure on employers in 
the private sector for wage concessions by creating competition in the recruitment of em-
ployees with the same skills.

It is consequently obvious that challenging union power in public utilities and compa-
nies by suspending collective bargaining and levelling down wages in the public sector 
has been a key policy instrument for deactivating unions and levelling down wages also 
in the private sector. More generally, by pushing the public sector to fall toward private 
sector wages and the private sector to reduce wages, the Troika and Greek governments 
have succeeded in producing poorer employment conditions in both sectors and cutting 
labour costs.

If in the fi rst place relative wage cuts in the two sectors have led to a reduction in 
public-private wage diff erentials, at the end of the day, the dismantling of collective bar-
gaining – if not reversed – will lead to greater relative wage reductions or lesser relative 
wage increases, thus expanding public-private wage diff erentials once more. Moreover, 
the narrowing of the public-private wage gap and the diminishing role of the public sector 
as employer are doomed to increase gender inequalities in pay, employment and working 
conditions, given that the public sector represented a place for high educated women to 
fi nd jobs of higher quality.

4.2 Case Study 2: Youth–Non-youth Wage and Employment Inequalities: 
The Role of the Special Minimum Wage and Flexibility Measures

Young people’s problems with regard to access to employment and their long transition 
periods from education to work were well-known phenomena of the Greek labour market 
in the 1990s and 2000s. In 2008, the unemployment rate of young people aged 15–24 
(21.9 per cent) was the second highest and their employment rate the third lowest (23.5 
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per cent) in the EU, while those working part-time or having a temporary job represented 
a low share of all employed youth: 14.3 per cent and 28.8 per cent respectively, against 
26 per cent and 40.2 per cent in the EU. Young people were entitled to the same minimum 
wage as older workers, while youth/non-youth wage diff erentials had remained relatively 
stable from 1993 to 2008 with the ratio of average net annual earnings fl uctuating around 
49 per cent and that of average monthly earnings around 59 per cent (Figure 7).

A direct consequence of the abolition of social dialogue at the upper level in early 2012 
was not only the legislated reduction of the wage fl oor by 22 per cent in February 2012, 
but also the establishment by law of a special minimum wage for young people aged 
below 25 years whose rate was set at 87.2 per cent of the new reduced wage fl oor, which 
was below the poverty line of that year for an individual person living alone (€540). The 
action was justifi ed in the second EAP by ‘the downward rigidities in wage-setting sys-
tems, which have prevented the adjustment of private sector wages and contributed to the 
sharp increase in unemployment, in particular among the low-skilled and youth’ (Euro-
pean Commission, 2012: 38). It was thus promoted by the authors of the second EAP as 
a means to combat youth unemployment, which had skyrocketed in the fi rst years of the 
economic crisis. However, the main reason for the explosion of youth unemployment was 
recession itself because fi rms in Greece – as everywhere – fi rst reacted to the economic 
downturn by not renewing temporary contracts and by reducing hires of permanent or 
temporary personnel, thus disproportionally aff ecting young people.

The depressing eff ect on the wages of young people of lowering the wage fl oor for 
those aged below 25 years was immediate. Young people are typically off ered entry-
level wages close to the minimum wage. The dramatic defi ciency of job opportunities for 

Figure 7 Youth/non-youth earnings diff erentials, Greece, 1993–2014 (ratio of net annual 
and monthly average earnings)

Source: Authors’ elaboration of ECHP and EU-SILC microdata.
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young people and the concomitant risk of unemployment, as well as the deregulation of 
the wage-setting system which was intensifying at that time made this phenomenon even 
more widespread in 2012–2014. Figure 7, based on ECHP and EU-SILC data, shows that 
the trend of youth/non-youth earnings diff erentials during the crisis years followed the 
upswing of the Kaitz index in 2010 and 2011 and dropped in 2012, 2013 and 2014, after 
the establishment of the subminimum wage for young people.

The impact of the Greek subminimum wage on youth employment has not yet been 
evaluated. However, its introduction has not prevented young people from losing jobs 
disproportionally in 2012–2013 (Table 3). Jobs for 15–19 and 20–24 year-olds fell by 
40.3 per cent and 36.2 per cent, respectively, while those for 25–29 year-olds fell by 
31.7 per cent despite a higher minimum wage. This means that a high minimum wage 
is not among the determinants of the mass reduction in jobs off ered to young people in 
2012–2013. The same is true for the higher job growth among 20–24 year-olds between 
2013 and 2015. This should be attributed to the strong employment performance of sec-
tors traditionally hiring young people, such as tourism and retail, rather than the submini-
mum wage. Despite a higher minimum wage applying to them, employment growth in 
the 25–29 and 45–55 age groups has been weaker but, nevertheless, quite strong. A proper 
evaluation of the measure is needed to provide fi rmer evidence.

The fl exibility in employment and working conditions brought about by the EAP 
measures has not disproportionally aff ected young people, apart – probably – from the 
extension of the length of the probation period of new hires from two months to one year. 
The share of young people in part-time employment fell from 9.6 per cent in 2008 to 7.1 
per cent in 2014, while the respective share in temporary employment fell from 19.2 to 
11.7 per cent over the same period (Table 1). On the other hand, the part-time work rate 
among employed young people passed from 13.2 to 23.1 per cent, while the incidence of 
temporary work among young employees mounted from 28.8 to 33.3 per cent. It follows 
that precariousness and underemployment have signifi cantly increased among young 
people, although recession and austerity have attenuated rather than reinforced the youth/
non-youth divide in employment and working conditions.

The age threshold for the Greek subminimum wage is higher than in any other EU 
country (Eurofound, 2016). Only the United Kingdom has introduced – in April 2016 – a 
lower living wage for young people between 21 and 24 years since this age group was 
excluded from the recent increase in the minimum wage. However, this subminimum 
stands at 93 per cent of the standard rate. The obvious risk of a high age threshold is that 
employers will exploit young employees who have comparable levels of work experience 
and productivity to those of adults.

Table 3 Employment changes by age group, Greece, 2006–2015 (base to end year; 
change)

15–74 15–19 20–24 25–29 30–44 45–55 55+
2006–2008 1.8 –8.7 –8 –1.6 2.8 3.7 4.1
2008–2011 –12.1 –52.1 –34.3 –25.2 –9.9 –5.4 –6.8
2011–2013 –14.5 –40.3 –36.2 –31.7 –12.4 –7.3 –11.6
2013–2015 2.7 –4.1 7.7 4.2 1.1 6.1 0
Source: Eurostat, ELFS (online database).
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Under the third EAP (2015–2018) the majority of the members of the commission of 
high-level international experts which was formed in March 2016 to make independent 
recommendations on industrial relations and collective bargaining reforms has proposed 
the replacement of the special minimum wage for youth by experience-based submini-
mum wages for a maximum of two years (Hellenic Republic, Ministry of Labour, Social 
Security and Social Solidarity, 2016: 39). It has challenged the subminimum wage for 
young people on age discrimination grounds, following a ruling by the European Court 
of Justice on a similar case, and for not guaranteeing a decent wage, in accordance with 
the Opinion of the European Committee of Social Rights of the Council of Europe in Oc-
tober 2012. Ongoing negotiations of the Greek government with the Quartet will shortly 
conclude on the issue.

5. CONCLUSIONS AND POLICY ISSUES

It is diffi  cult to disentangle the impact of institutions and agency from the structural de-
terminants of inequalities in the world of work and also hard to gauge the contribution of 
institutional in contrast to compositional factors in shaping inequality trends. However, in 
this chapter we have analysed the institutions, actors and changes in industrial relations, 
wage determination and regulation of employment in Greece and made the link with the 
forms of fl exibility and security and the diff erent kinds, degrees and trends in observed 
wage and non-wage inequalities.

We have shown that, in the 1990s and 2000s, the multi-layered and articulated system 
of collective bargaining, the extension process of collective agreements and the activity 
of the mediation and arbitration body ensured high coverage of employees by collective 
agreements, an uninterrupted increase in average real compensation per employee along 
with productivity, but also important wage inequalities, especially between wage earn-
ers in public agencies, public companies and banking, on one hand, and private sector 
employees on the other. With regard to employment regulation, the centrality of law and 
the NGCA in the determination of employment and working conditions ensured a high 
degree of homogeneity in employee rights. At the same time, the informal labour market 
expanded with mass immigration and became a powerful determinant of wage and non-
wage inequality, while the unions’ successful resistance to the expansion of formal em-
ployment and working time fl exibility limited the proportion of employees working of-
fi cially under fl exible employment forms and confi ned the latter to migrants and women, 
who saw their share of part-time and temporary employees greatly increase.

Wage inequality thus increased during the fi fteen-year period that preceded the 2008 
crisis taken as a whole, the trend refl ecting growing public–private sector and large–small 
fi rm wage diff erentials, the rising incidence of part-time and temporary employment and 
the expansion of informal labour. Informal fl exibility was an important feature of the 
Greek labour market in the 1990s and 2000s, which has been characterised by relatively 
limited formal fl exibility, accompanied by security for employees and a deep formal/
informal labour divide. During the Great Depression, the EAP infused large doses of fl ex-
ibility without security through ‘structural labour market reforms’ easing the recourse of 
employers to fl exible employment forms and fl exible working time arrangements, while 
mass dismissals, closures of fi rms and explosive unemployment generalised precarious-
ness. The latter blurred the segmentation lines of standard/non-standard employment and 
formal/informal labour, but reinforced segmentation between the public and private sec-
tors as regards employment and working conditions.
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The economic crisis and austerity fi rst compressed wage inequalities and then widened 
them. The compression until 2010–2011 was due mainly to larger wage cuts in the public 
than in the private sector and to the fall in the share of temporary workers who were the 
fi rst victims of numerical fl exibility strategy adopted by fi rms and the state as a means of 
adapting to depressed demand. The widening of wage inequalities from 2012 onwards is 
accounted for mainly by radical changes in the wage determination system; the rise in the 
incidence of part-time employment resulting from the promotion of fl exible employment 
under the EAPs has also contributed. 

Social dialogue has fallen victim to the ‘structural labour market reforms’ that have 
been implemented since 2010 with the intention of decentralising the collective bargain-
ing system in order to promote wage fl exibility at the fi rm level, that is, the adjustment 
of wages to fi rms’ economic situation. The government adopted all central reforms with 
little or no consultation with social partners. Decentralisation failed, as testifi ed by the re-
duction in the number of enterprise agreements after 2012 when the extension mechanism 
and collective bargaining on the minimum wage were removed. 

This was likely to have resulted from the fact that fewer sectoral-occupational agreements 
were in force, which allowed companies to follow basic working conditions established by law 
and the NGCA directly, without the need to negotiate an enterprise agreement. Indeed, in the 
Greek business environment, with micro and small enterprises in a signifi cant majority, incen-
tives for collective bargaining at the enterprise level seem to be few. (ILO, 2014: 16) 

The end result of all reforms of collective bargaining and the abolition of social dialogue 
were destabilisation and erosion, the dramatic fall in the coverage rate of employees by 
collective agreements, a great reduction in wages and the expansion in the share of em-
ployees enduring in-work poverty. Our analysis has illustrated that these reforms have 
also played a crucial role in amplifying wage inequalities from 2012 onwards.

Reinstating collective bargaining and social dialogue is the aim of the Greek govern-
ments during the ongoing negotiations with the Quartet when international organisations 
forecast return to growth in 2017. Collective bargaining is a fundamental right in demo-
cratic societies and a prerequisite for decent work and social cohesion. At the same time, 

collective agreements with a high coverage or applicability create a level playing fi eld for 
companies that can invest in skills and retain experienced employees by paying decent wages 
without being undercut by competitors who are not covered by a collective agreement. They 
direct competition between companies from wage reductions to improvements of the work 
organisation and quality of the products and services. (Hellenic Republic, Ministry of Labour, 
Social Security and Social Solidarity, 2016: 31) 

This means that collective agreements are a prerequisite for both sustainable and equita-
ble growth. 

After nine years of recession and seven years of austerity, it has become evident that 
wage devaluation is not a viable way out of the Greek Great Depression and that sustain-
able growth requires a new institutional set up that promotes productivity growth and 
investment in product and services quality. A multi-level social dialogue framework is 
part and parcel of this institutional set up.
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7. Social Dialogue and Inequality: Ireland
Brian Nolan

1. INTRODUCTION

This chapter is concerned with the way social dialogue and inequality have evolved and 
interacted over recent decades in the case of Ireland. This represents an interesting coun-
try study in that over this period Ireland has seen major changes in industrial relations 
and broader social dialogue structures and processes, dramatic swings in average income 
levels, substantial fl uctuations in wage dispersion, but overall fairly stable levels of in-
come inequality. As a country conventionally categorised as having an ‘Anglo-Saxon’ or 
‘liberal’ welfare regime and mode of capitalism, highly fl exible in terms of employment 
protection and with a common institutional heritage with the United Kingdom, the extent 
to which social dialogue processes and inequality trends have diff ered from the United 
Kingdom is particularly noteworthy. 

Here we fi rst examine through the lens of inequalities how social dialogue structures 
evolved in the decades up to and through the crisis and ‘Great Recession’. This includes 
industrial relations institutions, the trends in union membership that are an important part 
of the context in which those institutions and broader social dialogue processes operate, 
and the role of the legislative and regulatory setting in terms of fl exibility and security in 
the labour market. We then turn to the outcomes of social dialogue and how these were re-
lated to fl exibility/security and inequalities, including in particular how wage dispersion 
evolved. This brings out the crucial role of the minimum wage, which can be seen to some 
extent as a product of social dialogue, with other linkages between social dialogue and in-
equality less easy to pin down empirically. We then consider two informative case studies. 
The fi rst focuses on the relationship between social dialogue/wage-setting processes and 
public sector pay, which is distinctive, has major implications for inequality and is a key 
issue on the current Irish policy agenda. The second deals with social dialogue structures 
themselves and the inability of the high-level social partnership structures that operated 
in Ireland over two decades to survive the onset of the crisis, with lasting consequences. 
Finally, we bring together the main conclusions and policy implications from the Irish 
case and highlight some open questions for the future.

2. INEQUALITIES AND SOCIAL DIALOGUE STRUCTURES 

A key feature of the context in which social dialogue institutions operate and evolve is 
the extent of unionisation and how that changes over time. The institutional setting itself 
is potentially a major infl uence on union membership, so it is important fi rst to sketch out 
the background. As in the majority of EU countries, union density in Ireland has been 
falling over recent decades, though it remains above the OECD average. The proportion 
of workers in unions fell markedly from the late 1970s and this decline continued through 
the boom, with much of the growth in employment in non-union or weakly unionised 
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fi rms. Union density is now down to about one-third of Irish workers, a major decline 
from close to 60 per cent of Irish workers three decades ago. As in many other countries, 
public sector workers have increasingly come to dominate union membership. Walsh 
(2015), focusing on the past decade or so, spanning both growth and recession, states that 
union density in the private sector declined from 27 per cent in 2004 to 17 per cent in 
2014 (though Sweeney, 2015, suggests the decline may not have been that marked), and 
the percentage of union members accounted for by public sector workers rose from 40 
per cent to 55 per cent.

Studies suggest that, as elsewhere, shifts in the sectoral composition of employment 
and changing work practices have played a major part in the decline in union density 
since its peak in the 1980s. Membership is strongly structured by sector, with older, more 
traditional sectors having higher rates, and during the economic boom unions faced par-
ticular challenges in organising the new migrant workforce. Changes in the legislative 
framework for union recognition and operation in Ireland may have made some contri-
bution (notably the Industrial Relations Amendment Act 2001, see D’Art and Turner, 
2006), but this was much less important than in Britain, where the changing legal context 
of industrial relations has been seen as central to the sharp fall in union coverage during 
the Thatcher years (see for example Freeman and Pelletier, 1990; Ebbinghaus and Vis-
ser, 1999). The role of multinational companies is particularly important in the Irish case, 
given the centrality of foreign direct investment in the country’s growth strategy, and the 
fact that this sector became much more resistant to unionised workplaces over the period 
seems to have been a signifi cant contributor to declining union density. 

The development of industrial relations structures in Ireland have also been deeply 
infl uenced by the macroeconomic context, which has fl uctuated dramatically. A central-
ised structure for social dialogue emerged as a response to the prolonged recession of 
the early-mid-1980s and, as we shall see, that structure disintegrated in the face of the 
strains produced by the onset of the fi nancial and economic crisis in 2008–2009. Cen-
tralised wage bargaining at the national level was adopted in 1987 in response to the 
economic stagnation experienced through the 1980s. A widespread consensus emerged 
that a new approach was needed to reverse that economic decline. The ‘social partnership’ 
process had government, employers and unions conclude agreements on wage levels in 
both private and public sectors, together with a wide range of economic and social poli-
cies. Successive multi-year agreements were negotiated, each exceeding the previous one 
in its ambition and scope. The range of objectives extended far beyond the basic goal of 
promoting industrial peace and keeping the economy competitive to include such objec-
tives as ‘promoting an entrepreneurial culture’, but also clearly encompassed inequalities 
broadly conceived, as captured by the aim of ‘bringing about a fairer and more inclusive 
Ireland’. 

As Begg (2016) points out, social partnership followed hot on the heels of the institu-
tionalisation of social dialogue as part of the Single Market, as a social policy counterbal-
ance to the negative aspects of integration, concerned with the threats to social inclusion 
and equality posed by the opening up of markets and capital fl ows. What was distinctive 
in the Irish context was its broad scope and reach across the range of public policy and 
administrative activity, and its inclusiveness in terms of the number of social actors en-
gaged. From 1987 to 2009 seven social pacts were agreed, with both participants and 
commentators tending to highlight its ‘pragmatic’ and ‘non-ideological’ nature (Hast-
ings et al., 2007) as opposed to a deeply-rooted commitment to neo-corporatism. From 
a trade union perspective, wage moderation was agreed in return for boosting the social 
wage by a combination of tax cuts and increased public spending, refl ecting a broad fo-
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cus on promoting living standards (and employment) rather than simply negotiating over 
pay. The collectively-agreed wage increases at national level generally set a fl oor, with 
more profi table fi rms – particularly but not only in the multinational sector – often giving 
higher increases, while strike activity stayed well below what had been seen in previous 
eras (as discussed in more detail below). As Regan (2014) notes, employers welcomed 
the industrial peace and the saving of time and energy at the level of the fi rm achieved 
by the centralisation and coordination of wage bargaining, with many multinational fi rms 
comfortable with the corporatist approach at the national level while having a union-free 
workplace. 

The remarkable growth in GDP, employment and incomes seen in Ireland over the 
‘Celtic Tiger’ period from the mid-1990s and up to the crisis meant that support for struc-
tured social dialogue was maintained among the key social actors. The average annual 
increase in real GNP was 7 per cent from 1994 to 2000 and continued at 4–6 per cent 
up to 2007, while the numbers employed rose from 1.2 million to over 2 million and 
unemployment fell from 16 per cent to 4 per cent by 2000, where it remained to 2008. 
As discussed in more detail in one of the case studies in Section 4, public sector workers 
benefi ted particularly from the partnership approach in the latter part of the boom, receiv-
ing substantial additional increases via a ‘benchmarking’ process aimed at preventing 
public sector workers from falling behind rapidly rising private sector wages. Because 
public sector unions played a very important role in the trade union movement, this also 
underpinned support for the process. With the public fi nances boosted by rising tax re-
ceipts, the government fi nances were in surplus and public debt was only 25 per cent of 
national output by 2008. 

Ireland then saw the most precipitous decline in national output of any OECD country 
on the immediate onset of the Great Recession, so that by 2010 GNP per head in real 
terms was back to levels last seen a decade earlier. This went together with a bursting of 
the property bubble, a collapse in asset values, a banking crisis of unprecedented propor-
tions and a ballooning fi scal defi cit and debt to GDP ratio. The scale of the crisis was seen 
in the fact that by 2010, despite substantial increases in taxation and expenditure cuts, 
the Irish government was no longer able to borrow on international fi nancial markets at 
acceptable rates and had to avail itself of a ‘bail-out’ by the EU and IMF. The social part-
nership process that had come to defi ne Irish industrial relations over the two previous 
decades could not cope with the profound strains associated with the onset of this fi nan-
cial and economic crisis, its impact on employment and the public fi nances, and the fi scal 
correction required. In the absence of tripartite agreement on the appropriate response, 
reductions in public service salaries were imposed and social partnership structures be-
came inoperable. While an agreement was then reached between government and public 
sector unions to avoid further cuts in pay and involuntary redundancies in the public 
sector, wage bargaining in the private sector reverted to company level (though with em-
ployers and unions centrally agreeing protocols around that). This remained the situation 
through the deep recession and the recovery from 2013, with little sign of enthusiasm for 
the revival of social partnership institutions from government, employers or unions as 
yet. The inability of what had seemed to be reasonably robust social dialogue structures to 
survive that macroeconomic shock, much less contribute to framing the policy response, 
is a striking feature of the Irish experience, which we elaborate on in the second of the 
case studies presented in Section 4 below.

In terms of regulation of pay and working conditions, the most important institutional 
innovation over the social partnership period, with major implications from an inequali-
ties perspective, as we shall see, concerns the minimum wage. A national minimum wage 
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was introduced in Ireland for the fi rst time in 2000; rather than being a direct product of 
partnership per se or a core demand of trade unions, this was very much infl uenced by 
the establishment of the UK minimum wage in 1999. The extent to which this should be 
seen as a direct product of partnership per se can be debated. The notion of a minimum 
wage had certainly featured in social partnership discussions, with the agreement for the 
early 1990s (the Programme for Economic and Social Progress) for example noting that 
the Irish Congress of Trade Unions proposed in the course of discussion that there should 
be a Statutory National Minimum Wage, but the employer organisations were opposed. 
This and the following agreement emphasised the enforcement of the minimum pay rates 
set by Employment Regulation Orders for certain occupations/sectors.

The introduction of the minimum wage featured in the agreement covering 2000–2002 
(the Programme for Prosperity and Fairness), including both the initial rate set and the in-
creases to be implemented in 2001 and 2002. However, the impetus to do so came primar-
ily from the election manifesto commitment of the Fianna Fá il party in the 1997 general 
election, which brought it back into government after a period in opposition, to introduce 
a minimum wage. That commitment noted that this would be following ‘similar moves 
in Britain’ (with the decision to introduce a national minimum wage there having already 
been announced at that stage). The partnership structures and the ongoing dialogue they 
underpinned can, however, be seen as helpful to the smooth introduction and functioning 
of the minimum wage, and more broadly as framing this within an overarching context of 
shared perspectives on competitiveness and the broad developmental model.

The minimum wage introduced was structured as an hourly minimum rate of pay to be 
set by the relevant minister for all employees aged 18 or over, with reduced rates payable 
for younger/inexperienced workers. Until 2014 the relevant government minister changed 
the level of the minimum wage at irregular intervals, with input from employers and trade 
unions serving only an information function unless they could agree a joint position on 
what the change should be. More recently an independent Low Pay Commission was 
established and started its work in 2014, and was put on a statutory basis by the National 
Minimum Wage (Low Pay Commission) Bill 2015. Its role, similar to the corresponding 
body in the United Kingdom, is to recommend annually to government the appropriate 
rate of the National Minimum Wage, taking an evidence-based approach; it may also ex-
amine other issues related to the National Minimum Wage if the Cabinet agrees.

For many years before the national minimum wage was introduced Ireland, like the 
United Kingdom, had a system under which minimum rates of pay and conditions were 
agreed for certain industries or occupations, mainly in low-paid sectors such as hotels, 
catering, cleaning and retail. Agreements between employers and trade unions in those 
sectors, adopted by the relevant Joint Labour Committee (JLC), were given force of law, 
binding on all workers and employers in the aff ected sectors. This was subject to success-
ful legal challenge in 2011–2012, but the Industrial Relations (Amendment) Act 2015 
re-introduced a means of registering employer–union agreements on pay and conditions 
in certain sectors, now binding only on the parties who agree them and not others within 
the sector. However, the Labour Court can also start a review of pay, sick pay and pen-
sion entitlements of workers in a particular sector and make a recommendation to the 
minister, who can make a Sectoral Employment Order which would be legally binding 
and enforceable.

The 2015 Industrial Relations (Amendment) Act 2 also impacts on the industrial re-
lations framework for non-unionised employers and employees. This was a (delayed) 
response to a decision by the Supreme Court in 2007 which found that an employer 
engaged in negotiations with staff  groups (rather than traditional collective bargaining 
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with unions) should be exempt from the provisions of the Industrial Relations Acts, se-
verely restricting the scope for such workers to appeal to the Labour Court. The Act stops 
short of imposing mandatory collective bargaining (for which trade unions campaigned), 
consistent with the voluntary nature of the Irish industrial relations system. However, it 
provides for a mechanism for workers where collective bargaining is not recognised by 
the employer to bring claims for improved pay and conditions and have these claims de-
termined by the Labour Court based on comparisons with similar workplaces. 

The responsibility for enforcing employment rights and dealing with industrial dis-
putes was distributed across a range of bodies throughout the boom years, with signifi cant 
institutional change only more recently. The Labour Court, originally established under 
the Industrial Relations Act 1946, played a key role as an industrial relations tribunal, 
hearing both sides in a case and then issuing recommendations which, although not bind-
ing on the parties concerned, were often followed. In 1990, early in the period of social 
partnership agreements, the conciliation service of the Labour Court was hived off  into 
a new body, the Labour Relations Commission (LRC), which was also charged with the 
promotion of good industrial relations through its Advisory Service. The LRC also as-
sumed responsibility for the administration of the Rights Commissioner Service, estab-
lished in 1970 to handle disputes involving individuals or small groups. The provisions 
of the national social partnership agreements between 1987 and 2009 copper-fastened 
the role of the LRC and the Labour Court in collective dispute resolution. Referral to 
conciliation and adjudication was a mandatory feature of dispute resolution for all issues 
covered in these agreements; from 2003 Labour Court recommendations on pay-related 
disputes and disputes over normal ongoing change became binding on parties to national 
agreements (see Teague et al., 2015a).

Another development in the fi eld of dispute resolution arising from partnership was 
the establishment in 2000 of the National Implementation Body (NIB), refl ecting increas-
ing concern with pay drift and threats of industrial disruption during the height of the 
economic boom. The NIB, comprising senior offi  cers of the Irish Congress of Trade Un-
ions and the Irish Business and Employers’ Confederation and senior public servants, for-
malised earlier ad hoc joint confl ict resolution initiatives. Its role was to use the infl uence 
and networks of its members to head-off , resolve or refer disputes that threatened social 
partnership pay agreements or that had caused or might cause disruption to essential ser-
vices. The NIB was party to the resolution of a number of high-profi le disputes and also 
worked to prevent pay drift in buoyant sectors from spreading across the economy and 
undermining national pay agreements (Higgins and Roche 2013). 

As a consequence of the crisis, major changes in this industrial relations landscape 
have taken place. The National Implementation Body was disbanded in 2010 following 
the collapse of social partnership; while provision for a tripartite body to perform some 
of its functions was contained in the protocol for collective bargaining and dispute reso-
lution agreed between employers and unions following the return to fi rm-level bargain-
ing, this body has largely remained dormant. Under the Workplace Relations Act 2015 
a new Workplace Relations Commission (WRC) was established from October 2015 as 
an independent, statutory body responsible for employment rights issues. It assumes the 
roles and functions previously carried out by the National Employment Rights Authority, 
Equality Tribunal, Labour Relations Commission, Rights Commissioners Service, and 
the fi rst-instance complaints and referrals functions of the Employment Appeals Tribunal. 
It is thus now the body to which all industrial relations, employment law and employment 
equality disputes and complaints are referred. It has responsibility for the maintenance 
and promotion of good workplace relations and compliance with relevant enactments, 
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and its core services include the inspection of employment rights compliance and the 
provision of mediation, conciliation, facilitation and advisory services. The Labour Court 
retains its autonomy but now operates as the body to which appeals are made.

3. INDUSTRIAL RELATIONS, FLEXIBILITY AND SECURITY, AND 
INEQUALITIES 

Structured social dialogue through the social partnership process described in the previ-
ous section was central to the operation of industrial relations and was an important input 
into policy formation across a broad span in Ireland over the period from 1987 up to the 
economic crisis. Its impact on employment and living standards and on the attainment of 
social goals – including addressing poverty, inequality and insecurity – has been hotly 
debated (see for example O’Donnell and O’Riordan, 2000; Baccaro and Simoni, 2002; 
O’Donnell, 2008; O’Riain, 2008; Sweeney, 2008). Baccaro and Simoni (2002) argued 
that centralised wage bargaining contributed to growth and employment by linking wage 
increases in the dynamic multinational sector to wage and productivity increases in the 
domestic sector. Honohan and Walsh (2004) note that while the factors underpinning 
wage developments have proved resistant to an agreed econometric explanation, most 
observers regard the coincidence of timing of the reversal of the deteriorating trend in 
competitiveness with the new approach to pay bargaining as suggesting that the latter 
did pay dividends. Wage restraint contributed to enhanced competitiveness as the Celtic 
Tiger boom accelerated, and while there was considerable drift in private sector wage 
rates above what was agreed in the national agreements in the late-1990s/early 2000s, the 
weakness of the euro between 1999 and 2002 helped to keep Irish labour competitive. 
Later analysis by Kelly, McGuinness and O’Connell (2009) also supports the notion that 
centralised wage bargaining generated restraint and improved competitiveness in unit 
labour cost terms for much of the boom period.

A key feature of the agreements was the lowering of income tax on employees, which 
was crucial to the moderation of nominal wage claims. Along with rapidly falling top 
marginal tax rates, income tax thresholds were raised sharply in real terms, taking more 
and more of the lower paid out of the income tax net. Towards the latter part of the 
growth period competitiveness was eroded, but the vulnerabilities that emerged were 
much broader. Domestic demand became the main driver of economic growth, with the 
construction sector growing very rapidly, fuelled by a very rapid increase in levels of 
household debt and accompanied by a property price surge. The tax base became depend-
ent on property-related revenue, and thus especially vulnerable to a downturn in property 
prices, while this was even truer of the banks as they lent heavily for real estate purchases. 
Critics have argued that social partnership contributed to the failings in fi scal policy and 
regulation that exacerbated the impact of the global fi nancial crisis on Ireland; whether 
these failings would have been addressed more eff ectively in a diff erent institutional set-
ting is diffi  cult to judge. 

What is not disputed is the positive impact of the social partnership agreements on the 
industrial relations climate. Fitzgerald (1999), for example, argued that the main con-
tribution of social partnership to Ireland’s economic turnaround was in bringing about 
industrial peace and hence improving the country’s competitiveness. The strike rate fell 
to a much lower level after the new wage bargaining system was launched in 1987, and 
for the next two decades strikes ceased to be a general problem, with only occasional 
upticks in the number of strike days lost per year, mostly due to public sector activity 
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by, for example, teachers and nurses. As Teague et al. (2015b) put it, the period from the 
1990s involved less collective workplace confl ict than at any other time in Ireland’s his-
tory since independence (in 1922). In assessing the infl uence of social partnership, they 
point out that working days lost due to strikes also fell sharply from the 1980s in other 
developed economies with a variety of bargaining levels and confi gurations. The rate of 
decline was relatively high for Ireland, though, moving it from the middle range closer to 
low-confl ict countries, suggesting that the partnership agreements helped – especially in 
reducing confl ict over pay (rather than redundancies and reorganization). Employers wel-
comed industrial peace and the saving of time and energy achieved by the centralisation 
and coordination of wage bargaining. Most multinational corporations had previously ac-
cepted the presence of unions in their Irish operations as a matter of course, but pressure 
to do so eased during the 1980s slump, and they were subsequently happy to combine the 
corporatist approach to wage bargaining at the national level with a union-free workplace. 
In 2007 the total number of days lost to strike activity was only 6,038, a remarkably low 
fi gure in any circumstances but especially in a very tight labour market with unemploy-
ment at only about 4 per cent. 

This underpinned the remarkable rise in employment over the boom period, which, 
as already noted, went from 1.2 million to over 2 million. These jobs were created in a 
labour market characterised in comparative studies as very fl exible (see, for example, 
Andranik, 2008). This view is supported by the OECD (2013) review of Employment 
Protection Legislation for 43 countries, showing that employment protection in Ireland is 
low across a range of dimensions, including procedural inconvenience, notice, severance 
pay and diffi  culty of dismissal. Based on a composite measure of these factors, only six of 
the 43 countries analysed (the United States, Canada, the United Kingdom, New Zealand, 
Hungary and Switzerland) have weaker employment protection legislation. Employment 
protection was enhanced somewhat over the period of the boom and strengthening em-
ployee rights and the enforcement of these rights featured in many of the partnership dis-
cussions and agreements. For example, the agreement intended to cover the period from 
2006 to 2015, concluded at the height of the boom, devoted considerable attention to the 
creation of a new Offi  ce of Director for Employment Rights Compliance, to an agreed 
approach to attaining compliance and to strengthening penalties and redress. 

While such institutional change, promoted via social dialogue, will have been impor-
tant, so clearly was the fact that full-time work was available to most of those seeking 
it, and the strength of labour demand also empowered workers in bargaining in terms of 
contract type and working conditions. The numbers in part-time employment rose along-
side full-time jobs, predominantly held by women as female labour force participation 
rose, in a context where child-care was particularly costly compared with other countries. 
Temporary contracts also became somewhat more common, but again their implications 
in terms of precarity should be seen in the context of strong labour demand. Zero-hours 
contracts and related contract types with variable and uncertain hours do not appear to 
have increased in the boom period: the in-depth study by O’Sullivan et al. (2015), for 
example, notes that labour force survey data show that the proportion of workers with 
constantly variable part-time hours fell slightly from 1998 to 2007.

The increase in employment during the boom was accompanied by strong growth in 
earnings across the distribution. Combining data from the European Community House-
hold Panel (ECHP) and EU-SULC, Maître, Nolan and Voitchovsky (2011) found that 
both mean and median hourly earnings rose by one-third in real terms between 1994 and 
2007. Focusing on the dispersion of wages among employees, a number of cross-country 
studies have suggested that coordinated wage bargaining may limit growth in earnings 
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inequality. Here the evidence for Ireland is somewhat mixed. Barrett, FitzGerald and No-
lan (1999) found that there was large growth in earnings dispersion in Ireland between the 
commencement of the social partnership arrangements in 1987 and 1994, and concluded 
that centralised wage setting was not suffi  cient to limit the growth in earnings inequality. 
This is despite the fact that the structuring of the wage agreements will have played some 
role in constraining earnings dispersion in the private sector, with some underpinning 
percentage increases in wages by fl oors for the absolute increase in wages to be awarded, 
benefi tting low-paid workers. Further analysis by Barrett et al. (2002) demonstrated that 
wage inequality stabilised in the mid-1990s, a result they attributed in part to a marked 
increase in high-skilled inward migration. McGuinness et al. (2009) found that wage 
inequality fell for Irish men between 1994 and 2001, and for females between 1997 and 
2001, the latter in particular being partly attributed to the introduction of the minimum 
wage in 2000 noted earlier. Initially set at IR£4.40 per hour for experienced adult employ-
ees in April 2000, equivalent to €5.58, it was increased over time at irregular intervals 
broadly in line with median earnings up to the onset of the economic crisis, at which point 
it had reached €8.65. 

Voitchovsky et al (2012) also found that dispersion in hourly wages fell sharply from 
1994 to 2000, before increasing somewhat to 2007. The latter increase in dispersion ap-
pears to have been primarily driven by rising returns to skill rather than changing composi-
tion; the latter contributed to wage growth throughout the distribution, but the magnitudes 
of these changes were small compared to the impact of rising returns. Centrally-bargained 
wage increases generally acted as a fl oor in the private sector over this period of strong 
economic performance, with more profi table fi rms awarding larger increases, especially 
in the multinational sector. Once again the structuring of the centrally-agreed wage in-
creases in the partnership programmes over this period will have contributed to limiting 
or even compressing earnings inequality towards the bottom, for example with some 
again providing for minimum absolute increases for the low paid. The minimum wage 
was clearly also important in ensuring that the bottom of the distribution kept pace with 
the middle of the distribution, as refl ected in the close correlation between the evolution 
of the bottom decile cut-off  and the median shown in Voitchovsky et al. and other stud-
ies. Broader forces aff ecting the demand and supply of labour with diff erent education 
and skill levels will have been the main drivers of the way earnings across the rest of the 
distribution developed. However, the fact that wage negotiations at both central and fi rm 
level were framed within an agreed overall perspective on the importance of competitive-
ness may have been particularly important in limiting the growth in dispersion in the fi rst 
part of the boom. The central role the partnership structures played in infl uencing wages 
in the public sector and the diff erentials between public and private sectors may have 
been particularly important in the latter part of the boom, as discussed in more detail in 
Section 4 below.

The trend in earnings inequality changed dramatically with the onset of the crisis in 
2008. The pattern of wage changes up to 2013 resulted in a signifi cant fall in inequality, 
with real wages falling across most of the distribution but the bottom faring relatively 
well. Real wages fell despite substantial improvements in the skills of the workforce, 
which in more normal circumstances would have been expected to go with substantial 
wage gains. The fact that wages for the lowest paid workers held up refl ects the protective 
impact of the national minimum wage. One of the government’s responses to the crisis 
was to reduce the national minimum wage by €1 in early 2011, but this cut was reversed 
in mid-2011 after a change of government and an election promise to do so. The level of 
the minimum wage was close to the tenth percentile of the wage distribution in both 2008 
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and 2013, and wage growth at the tenth percentile tracked growth in the minimum wage 
closely throughout the entire period from its introduction. With infl ation running at an ex-
ceptionally low level its value in real terms was largely sustained, providing an eff ective 
fl oor for the bottom of the wage distribution.

Firms responded to the crisis in part by adjusting hours of work, but Walsh (2012) 
found from employer surveys that 23 per cent of establishments also reported cuts in 
average hourly earnings between 2008 and 2009, rising to 31 per cent between 2009 and 
2010. Doris et al. (2015) used administrative longitudinal data to follow individual an-
nual earnings for employees between 2005 and 2013, concentrating on employees who 
stayed in the same employment. They found a substantial degree of downward nominal 
wage fl exibility in the pre-crisis period, supporting the view that the Irish labour market 
is a fl exible one. The proportion of workers receiving earnings cuts then increased more 
than threefold during the crisis, whereas after the peak of the crisis pay freezes became 
more common. Using data from EU-SILC they found that the initial impact of the Crisis 
was a 1 per cent decline in median annual earnings in 2008–2009 and 2009–2010, with 
55 per cent seeing an annual wage fall. In the period from 2010–2011 to 2012–2013, the 
median annual change was close to zero, while about one-third registered a wage fall, still 
well above pre-crisis levels. The earnings cuts during the crisis were highly progressive, 
though, with the median pay change for those in the bottom one-third in 2008 who were 
in the same jobs in 2013 being positive, whereas for the middle third it was −0.5 per cent 
and for the upper third it was –5 per cent. This mostly refl ected what happened to pay the 
public sector during the crisis, as discussed in more detail in Section 4. 

While patterns of earnings change for those who kept their jobs are important, it is also 
worth highlighting that low paid workers lost their jobs in relatively large numbers during 
the Great Recession. The serious impact of the crisis on highly-educated workers such 
as architects and engineers, due to the dramatic cut-backs in construction activity, were 
the subject of considerable media attention. However, Nolan and Voitchovsky’s (2016) 
analysis of EU-SILC data shows that those with lower levels of qualifi cations and those 
in low-wage employment on the onset of the crisis had the highest risk of losing their job 
and being unemployed a year later.

The dramatic increase in unemployment was accompanied by a growth in precari-
ous work. In the crisis part-time employment became more important and the proportion 
saying they were involuntarily in that position rose signifi cantly. Some other forms of 
precarious employment also became more prevalent. Temporary employment rose some-
what in the private sector to 2011 but then fell back, and rates of temporary employment 
were still low by international standards at about 7 per cent of workers (some in high-
skilled sectors such as ICT and fi nance). O’Sullivan et al. (2015) show that the proportion 
of workers with constantly variable part-time hours almost doubled between 2007 and 
2014, rising from 1.4 to 2.6 per cent. The number of self-employed without employees, 
sometimes also seen as potentially precarious, had been rising up to the crisis but then fell 
back to 2012, only now returning to pre-crisis levels. There is some evidence of ‘bogus’ 
self-employment, encouraged by the structure of the tax system, while fl exibility in terms 
of working hours is also more commonly imposed by employers in the hospitality sector, 
construction, and fi nance and ICT (Bobciek and Wickham, 2016).

Subjective job insecurity rose very rapidly in the recession: in 2010, over one-quarter 
of Irish workers feared that they would lose their jobs in the next six months, very high 
by international standards (Russell and McGinnity, 2014; Russell, McGinnity and King-
ston, 2014). Subjective insecurity was highly structured by sector and was higher among 
men, partly because it was lower in the public sector where women are more heavily 



Inequalities and the World of Work: What Role for Industrial Relations and Social Dialogue?

216

represented. There is also evidence that work pressure increased for those remaining in 
employment, associated with staff  reductions and company reorganisation; in this case 
public sector workers experienced higher work pressure and lower job control than their 
private sector counterparts, with average levels of job control in the public sector falling 
and work pressure rising between 2003 and 2009. 

At the same time, both social protection levels for those experiencing unemployment 
and universal child benefi t were cut as part of the fi scal adjustment strategy (whereas pen-
sions were not). This reduced security in terms of the safety-net provided by the social 
protection system, as well as incomes of families more broadly. The growth of insecure 
employment and a trend for employees to be converted into self-employed contract work-
ers also became a serious source of concern. This has to be seen in a broader context in 
which the limited level and coverage of social security for the self-employed has been a 
particular focus, as their incomes were sometimes particularly seriously hit by recession. 

In response the government has investigated ways of strengthening social protection 
for the self-employed, and introduced measures to ensure minimum pay for workers on 
zero-hours contracts, so that they must be compensated for 25 per cent or 15 hours of the 
time they had to make themselves available. It also commissioned an independent report 
on the prevalence of zero-hours contracts (O’Sullivan et al., 2015). This report concluded 
that zero-hour contracts as defi ned within current Irish employment rights legislation 
are not extensively used. There is, however, evidence of so-called ‘if and when’ con-
tracts, where (unlike zero-hours contracts proper) workers are not contractually required 
to make themselves available for work, raising questions over the extent to which they are 
protected by employment legislation. 

There have also been recent institutional changes with respect to the minimum wage, 
as noted earlier, with the establishment of an independent Low Pay Commission to advise 
on the rate to be set. The Commission’s fi rst report in 2015 (LPC, 2015) recommended 
that the national minimum wage should go up by 50 cents per hour, a 5.8 per cent in-
crease, with no change in the sub-minimum rates for young people and certain trainees, 
and this was implemented by the government from the beginning of 2016. In its second 
report, issued in mid-2016 (LPC, 2016), the Commission recommended a marginal fur-
ther increase of 0.10 cent per hour, with three of the nine members publicly disagreeing 
with that majority recommendation and arguing for a larger increase.    

As far as industrial peace is concerned, strike activity remained very low through the 
recession, despite the collapse of the social partnership structure (with the exception of 
a one-day strike by public sector workers in late 2009, which boosted the total for that 
year). The total number of strikes reached a record low of just fi ve in 2012. The very high 
level of unemployment brought on by the recession would be expected to have a damp-
ening eff ect on dispute activity, but the role of state-led dispute resolution agencies was 
also important, with the Labour Relations Commission having an increased role (Regan, 
2012). As economic activity and employment began to pick up and unemployment turned 
down from 2013, strike activity continued to be rare until recently, with industrial action 
by teachers accounting for most of the limited upturn in days lost up to 2016. However, 
recent months have seen strikes in public transport and industrial action in the broader 
public sector, as pressure for the reversal of pay cuts imposed during the crisis mount. 
Prospects for industrial peace there are highly uncertain, as discussed in the next section.

Focusing, fi nally, on overall inequality and social inclusion, the economic boom 
brought about a large reduction in absolute income poverty and in non-monetary meas-
ures of deprivation, which then rose markedly in the recession, but there has been no clear 
trend in income inequality (or relative income poverty) in Ireland over the past three dec-
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ades. Indeed, standard measures of income inequality remained within a relatively narrow 
range throughout the period despite the dramatic macroeconomic fl uctuations from reces-
sion to the fastest rates of growth in the OECD and then one of the most severe declines 
in income per head in the crisis. The Gini coeffi  cient derived from household survey data, 
for example, was rarely outside the 0.30–0.32 range (for detailed discussion, see Callan 
et al., 2015; Maître and Nolan, 2016), though the share of total gross income going to the 
very top is seen from income tax data to have risen substantially over these years. 

This stability in overall income inequality is a very diff erent trajectory to the substan-
tial increases in inequality seen in many rich countries, including Ireland’s nearest neigh-
bour the United Kingdom with which it has much in common in terms of institutional 
setting and broader ‘liberal’ model/welfare regime. The strong role which social dialogue 
played via the social partnership process is certainly a striking diff erence between Ireland 
and the United Kingdom, where centralised bargaining was absent and the unions had 
little or no direct input into the framing of economic and social policy. The social part-
nership process in Ireland clearly provided a mechanism through which policies could 
be discussed and agreed by the social partners going well beyond wages to incorporate 
most importantly tax and social transfers, which played a major role in the way income 
inequality evolved. The impact of direct redistribution via the tax/transfer system on dif-
ferent parts of the income distribution over diff erent periods has been analysed using the 
SWITCH tax-benefi t simulation model developed by Tim Callan at the Economic and 
Social Research Institute. This focuses on the eff ects of discretionary changes in the struc-
ture and parameters of the system, compared with a ‘distributionally neutral’ benchmark 
that would index those parameters (such as welfare rates) to the change actually observed 
in average wages. These analyses show that budgetary changes in direct taxes and trans-
fers had distributive eff ects that varied considerably across diff erent sub-periods when the 
partnership process was in place, including from programme to programme – not least 
because the underlying macroeconomic environment varied greatly. 

Under the initial Programme for National Recovery from 1987, for example, budget-
ary packages produced very substantial gains for the bottom quintile, because welfare 
increases focused on raising the lowest rates of social welfare payment (in line with the 
recommendations of an offi  cial commission that had just reported). The top quintile also 
experienced above-average gains, though, refl ecting the fact that the top rate of income 
tax was cut from 58 to 53 per cent, while the standard rate was cut from 35 to 30 per cent. 
With the next agreement, the Programme for Economic and Social Progress to 1994, gains 
were greatest for the top quintile. From then through to about 2000 bottom quintiles saw 
below-average gains or even losses from budgetary changes in the tax/transfer system as 
the economy grew rapidly, mainly because social transfers lagged behind wages, whereas 
policy led to substantial gains for middle and upper income groups (see Callan, Keeney 
and Walsh, 2002). In marked contrast, budgets over the next fi ve or six years produced 
substantial percentage gains for those at the bottom of the distribution and very limited 
gains towards the top of the distribution. (see for example Callan, Coleman and Walsh, 
2006). No summary simulation analysis of the overall impact of tax/transfer changes over 
the entire social partnership period is available, but such an exercise would be of limited 
value in light of the profound changes in the underlying structure of employment that was 
seen over those two decades.

In the Crisis, tax-transfer policy was a major instrument in the government’s eff ort to 
close the yawning fi scal defi cit that emerged. Savage et al. (2015) show that while in-
equality in market incomes rose sharply, the redistributive impact of the tax and transfer 
systems taken together also rose substantially, refl ecting both discrete policy choices, but 
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also the ‘automatic stabilisers’ which operate through taxes and transfers as household 
incomes from the market fall. The distributional impact of the measures adopted varied 
very considerably from one budget/year to the next, as revealed by similar simulation-
based studies, and also depend on whether one extends the analysis beyond direct taxes 
and cash transfers to include other policy responses, such as raising indirect taxes and 
reducing public sector pay. In broad terms the packages implemented were more progres-
sively-structured in the early years of the crisis than during the later part and emerging 
recovery. The overall impact of the broad set of discretionary tax/transfer and public pay 
measures introduced in exchequer budgets for 2009 to 2015 was to produce substantial 
income losses at all income levels. Callan et al. (2015) report broadly similar percentage 
losses of 10–11 per cent over much of the income range, but higher percentage losses for 
the lowest income group (close to 13 per cent) and the highest income group (about 14 
per cent). In interpreting these estimates of impact on various deciles, it must be stressed 
that these will not contain the same people from one year to the next; especially in such 
a deep recession, there was signifi cant income mobility for households from year to year. 
Savage et al. (2015) show that the above-average fall in average income for the bottom 
decile was driven by the incomes of those dropping into the bottom 10 per cent, includ-
ing, for example, self-employed suff ering major declines in income and falling through 
the social security safety-net rather than those who were at the bottom of the distribution 
as the crisis struck. 

The role of social partnership, in the years in which it operated, was not confi ned to 
concern with inequality in household incomes: much attention was paid in the various 
partnership programmes to ‘social progress’, in particular public services and the ‘social 
wage’, to labour market interventions directed towards the unemployed before unem-
ployment plummeted, and to equality and fairness construed in broad terms and encom-
passing gender, disability and discrimination. The development of greater social rights 
within health, education, social welfare and housing services was a prominent theme 
throughout. The 2003 programme Sustaining Progress, for example, had ‘Delivering a 
Fair and Inclusive Society’ as a core aim, to be promoted by addressing poverty, health 
inequalities, and discrimination and improving access to quality public services. The fi nal 
programme agreed, Towards 2016, set out a framework within which the key social chal-
lenges facing individuals at each stage of life would be tackled, focusing on the needs of 
children, young adults, people of working age, older people and people with disabilities. 
The scope of the partnership agreements in policy terms, especially the later ones, was 
very wide indeed, bringing together strategies and specifi c government actions across 
policy domains ranging from health and education to transport, housing, regional and 
rural development, tourism, energy, enterprise and sustainability. Social partnership was 
seen by some key actors as settling the distributional questions, leaving the government 
free to concentrate on growing the economy (see for example Begg, 2016). It is of course 
diffi  cult to know how policies across such a broad span would have evolved in the ab-
sence of the social partnership mechanism, much less to evaluate their combined eff ects 
on inequality broadly conceived over two decades. Irish politics and the electoral system 
are generally characterised as limiting ideological debate and promoting a ‘something for 
everyone’ approach in good times, which may be seen as applying across the years of the 
Celtic Tiger boom. 

While the social partnership process disintegrated in the Crisis, one could arguably 
see the policies adopted then as also ‘sharing the pain’ of adjustment even in the absence 
of structured social dialogue, though views diff er markedly as to how fairly that burden 
was spread (see for example Callan et al 2015, Whelan and Nolan, 2016). The capacity 
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of the social protection system to provide an eff ective safety-net was severely tested, but 
the extent to which enhanced redistribution via transfers and direct taxes served to coun-
teract the increase in inequality in market income in the Irish case has been remarked on 
in comparative studies. The reduction in the numbers working in the public sector and 
the broader cuts in expenditure on public services entailed by ‘fi scal correction’ will have 
impacted on the quality of services provided across the health-care and education systems 
in particular, which account for much of the expenditure, but in ways that are very dif-
fi cult to capture empirically and assess. The collapse in property values at the time of the 
crash, following on the explosion in borrowing during the latter part of the boom, also 
aff ected households across the income distribution. The limited supply of social housing 
has meant that more low-income families have been pushed into the private rented sec-
tor, where rent levels have been increasing as economic recovery set in, and a marked 
increase in homelessness has brought that centre-stage as a pressing societal problem.

4. CASE STUDIES

We now go on to consider in more depth two topics that represent interesting case stud-
ies with respect to social dialogue, each fl agged up in our earlier discussion as of critical 
importance in the Irish case. The fi rst of these focuses on inequality, social dialogue and 
public sector wages and employment, while the second is concerned with inequality, 
social dialogue and macroeconomic shocks. These are interlinked, with the inability of 
social dialogue to arrive at an agreed response to the economic crisis, in particular with 
respect to public sector pay and conditions, central to both.

4.1 Case Study 1: Inequality, Social Dialogue and Public Sector Pay

While Ireland’s social partnership arrangements provided a mechanism for the considera-
tion of government policy across a very wide span, as well as for wage bargaining, the 
latter was of central importance, and within that the determination of pay and conditions 
for public sector employees was a core element. In the early part of the economic boom 
wages in the private sector accelerated alongside the number in employment as national 
output grew at the fastest rate in the OECD and wage awards in profi table companies ex-
ceeded the fl oors agreed through the collective bargaining component of the partnership 
agreements. Public sector pay then rose particularly rapidly in the latter part of the boom, 
due to the combination of the national pay agreements negotiated under the social part-
nership process, together with special ‘benchmarking’ and associated awards to public 
servants. The key Public Service Benchmarking Body Report (2002) recommended such 
increases on the basis that pay for public sector employees had lagged behind their private 
sector counterparts, though it did not produce compelling evidence that this was the case. 
Academic studies suggested that public sector workers already enjoyed a wage premium 
at that point (Boyle, McElligot and O’Leary, 2004), while comparisons of recent trends 
in public versus private sector pay were constrained by the data available and varied with 
the base date chosen.

Subsequently, studies that appeared just as the economic and fi nancial crisis struck, 
by Kelly, McGuinness and O’Connell (2009a, b), were particularly infl uential in sug-
gesting that the public sector premium for all employees rose sharply as a consequence 
of these increases. They estimated the increase in this premium from 2003 to 2006 at 12 
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percentage points on average (from between 10 and 14 per cent to between 22 and 26 
per cent, depending on the precise defi nition of public sector and specifi cation of the sta-
tistical model employed). Quantile regression indicated that this advantage was greatest 
for public sector employees at the lower end of the earnings distribution and also varied 
widely across sub-sectors and occupations, being lowest in the central Civil Service and 
local authorities and highest in education and for police and prison offi  cers. Such public 
sector premia are high compared with those estimated for other countries, as presented in, 
for example, Lucifora and Meurs (2006) and Bargain and Melly (2008). There was some 
argument over the data and methodology employed, focused on the appropriateness of in-
cluding controls for organisational size and trade union membership and the diffi  culty of 
fi nding appropriate comparators (see, for example, Central Statistics Offi  ce, 2009; Geary 
and Murphy, 2009), but the notion that pay in the public sector was ‘out of line’ – particu-
larly in light of their pension arrangements – was widely advanced. 

This had a signifi cant eff ect on how debates on how best to respond to the economic 
crisis were framed. With wages and salaries one of the most important elements in public 
expenditure, the scale of the deterioration in the public fi nances left the government with 
little choice but to reduce the public sector wage bill. Public sector trade unions ended up 
reluctantly accepting this and the argument that it would be preferable to achieve those 
reductions through cuts in pay rather than numbers employed. However, agreement be-
tween government and unions could not be reached on how this could be achieved, and as 
a consequence the government imposed a set of pay cuts, described as ‘Financial Emer-
gency Measures in the Public Interest’, as part of its broader package of spending cuts and 
tax increases. A public sector pension levy was introduced in 2009, from which the fi rst 
€15,000 of earnings were exempt, but with 5 per cent charged on the next €5,000 of earn-
ings, 10 per cent on earnings between €20,000 and €60,000 and 10.5 per cent on earnings 
above €60,000. The Budget for 2010 then cut public service salaries by 5 per cent on the 
fi rst €30,000 of pay, 7.5 per cent on the next €40,000 and 10 per cent on the next €55,000; 
salaries above €125,000 were reduced by proportionately more. 

These cuts in public sector pay made a signifi cant contribution to the fi scal adjust-
ment achieved by the Irish government, under the oversight of the ‘troika’ following the 
‘bail-out’ by the EU, ECB and IMF from 2010. Research has shown that these cuts were 
progressive in terms of where their impact was felt across the income distribution (Callan 
et al., 2011, 2012). With few public servants in the bottom 40 per cent of the household 
disposable income distribution, income losses ranged from 6–8 per cent in deciles 5 to 9 
to over 9 per cent in the top decile. This progressive impact refl ected the fact that public 
sector workers had higher pay (partly refl ecting their higher education and skill levels) 
than private sector workers, on average, and that both the pension levy and pay cuts were 
structured to aff ect higher-paid employees more in proportionate terms than lower-paid 
ones.

An agreement was subsequently made between the government and public sector un-
ions (the so-called ‘Haddington Rd Agreement’) that there would be no further reductions 
in pay and that cuts in employee numbers would be through voluntary redundancy/retire-
ment, in return for staff  engagement with effi  ciency-enhancing measures, including in-
creasing hours of work. A further such agreement (the ‘Lansdowne Rd Agreement’) was 
subsequently made covering 2013–2016. While these succeeded in maintaining industrial 
peace through the period of deep recession and extremely painful fi scal ‘correction’, this 
is now under serious threat in the recovery as industrial action has been taken or threat-
ened by a variety of public sector workers, including nurses, teachers, and transport work-
ers. The government has established a non-statutory Public Service Pay Commission with 
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a former chairman of the Labour Court (with a trade union background) as chair. This is 
to be advisory in nature, its role being to provide evidence-based objective analysis on 
pay matters to assist offi  cials in negotiating with the unions on behalf of the government. 
It has been asked to provide an initial report in the second quarter of 2017, to include 
input on how the unwinding of the Financial Emergency Measures in the Public Interest 
legislation should proceed. However, in the face of unprecedented threats of industrial 
action from the police (who are not a party to the pay agreement), a settlement was re-
cently agreed with them for pay increases that may set a headline for other public sector 
employees. The appropriate pay levels for these employees, in a context in which workers 
more generally are seeking tax cuts and there is widespread demand for improved public 
services, is perhaps the most challenging issue facing the current (minority) government. 

4.2 Case Study 2: Inequality, Social Dialogue and Macroeconomic Shocks

As we have seen, ‘social partnership’ was an innovative institutional structure for social 
dialogue in Ireland, introduced in response to the prolonged recession of the 1980s. While 
its contribution to underpinning the economic boom from the mid-1990s is debated, as 
discussed in some detail in Section 2 above, our focus here is on the ‘bust’ and the disin-
tegration of these arrangements in the face of another, even more severe economic shock 
in 2008. The inability of these social dialogue structures to survive and prove helpful in 
addressing the crisis merits careful consideration, with implications beyond the Irish case.

Due to the crisis, the Irish government looked to cut public sector pay and job numbers 
as a central plank of fi scal adjustment, as outlined in the fi rst case study, in the face of 
union opposition. The government stated its intention to seek a coordinated response and 
discussions were held through the National Economic and Social Council (which includes 
representatives of business and employers’ organisations, trade unions, farming organi-
sations, community and voluntary organisations, heads of government departments and 
independent experts and played a key role in the social partnership process), as well as di-
rectly with the trade unions. However, agreement could not be reached, the public sector 
pension levy and subsequent reductions in public service salaries were implemented and 
the partnership process disintegrated, as described earlier. The sectoral agreement made 
with public sector unions in 2010 and its successor from 2013 succeeded in maintaining 
industrial peace through the period of fi scal adjustment, but social dialogue made little 
or no direct contribution to how that adjustment was implemented. Trade unions became 
increasingly vocal in their opposition to the pace of adjustment or ‘austerity’, the balance 
between tax increases and public expenditure reductions and particular cuts in services.

The employers’ organisation IBEC formally walked away from the fi nal partnership 
agreement in December 2009 and few private sector companies implemented its terms. 
There was no collective negotiation to minimise lay-off s in the private sector in return for 
wage and/or working time concessions, as occurred in some other countries with strong 
social dialogue. One could argue that the much greater scale of the collapse in economic 
activity in Ireland than in most other EU countries, not least because of the openness of 
the economy, the scale of the property and construction collapse and the bank ‘bail-out’, 
militated against such an outcome. However, the way social partnership evolved, oper-
ated in the ‘good times’ and was perceived also played a role.

Regan (2014, 2015) argues that a social pact could not be negotiated in Ireland to frame 
the response to the crisis because Irish trade unions lacked suffi  cient deterrent power in 
the labour market and the voluntarist nature of the process (with no legal requirement 
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to implement collectively negotiated wage increases or extend them to non-union em-
ployees) enabled employers and government to walk away from social partnership with 
limited repercussions. Others regard the collapse of partnership as more contingent and 
something that might have been avoided, with the media representation of union propos-
als for short-time working in the public sector as ‘extra paid holidays’ being particularly 
unhelpful (Roche, 2013). It is clear, though, that by the time the crisis struck partnership 
was already the subject of serious criticism. Some critics saw social partnership as con-
tributing to the increase in public spending and tax cuts, as well as lax regulation, which 
fuelled domestic demand, borrowing and the property and construction boom that left 
Ireland particularly vulnerable when the global fi nancial crisis hit. Some in the trade un-
ion movement had always been critical of involvement in the social partnership process, 
arguing that wage bargaining at national level helped to undermine the legitimacy of 
organised labour in infl uencing practices at the workplace level and weakened unions at 
that level (see, for example, Allen, 2010). Others criticised the corporatist nature of the 
social partnership arrangements, seeing them as reducing the role of elected members of 
parliament; furthermore, the breadth of representation in the partnership process beyond 
the traditional ‘core’ of government, employers and trade unions was seen by some as a 
strength but by others as diluting its eff ectiveness. 

As a consequence of the collapse of the social partnership process, the government 
continues to negotiate public sector pay and conditions directly with the relevant unions 
in the manner described in the previous case study, while collective bargaining in the 
private sector decentralised to company level. Roche (2012) regards this as a relatively 
orderly decentralisation of collective bargaining, with private sector employers and un-
ions agreeing ‘Protocols’ on mechanisms for the orderly conduct of collective bargaining 
at fi rm level. While Regan (2012) argues that the breakdown of social partnership at na-
tional level has gone hand in hand with a lack of eff ective trade union activity at sectoral 
and company level, others argue that trade unions and employers adapted to the very 
diff erent economic environment and implemented strategies for local bargaining negotia-
tions (Eurofound, 2014). As the economic recovery gathers pace and the labour market 
tightens, the absence of centralised structures for wage bargaining and social dialogue 
may come to be seen as a more signifi cant gap, but there is little evidence of support for 
a restoration of social partnership-type structures. As one academic commentator put it, 
‘the predominant face of Irish trade unionism continues to be one of restrained mobili-
sation and of attempts to preserve [its] cooperative orientation and to portray itself as a 
vehicle for the achievement of social cohesion’ (Geary, 2016). The emerging demand for 
wage rises in the private sector and the competing pressures for the ‘restoration’ of pay in 
the public sector, improved public services and tax cuts will be very diffi  cult to manage. 
These key societal choices, with potentially critical implications for inequality, will not 
be informed by structured high-level social dialogue. 

5. CONCLUSIONS AND KEY POLICY ISSUES

This chapter has described how a highly structured social dialogue/‘partnership’ process 
operated over the two decades up to the economic crisis in Ireland. Over this period Ire-
land remained towards the fl exible end of the spectrum in terms of employment protec-
tion and provided a social security safety-net that, although not particularly generous, was 
regarded as robust in terms of coverage, with few gaps. While union density continued 
to decline and public sector employees became more important in that regard, industrial 
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relations institutions and the broader social partnership process combined to maintain 
industrial peace before the crisis and this is widely regarded as having underpinned rapid 
economic growth. The benefi ts of that growth were widely dispersed across the income 
distribution and social partnership may also have played a role there, most obviously in 
the way tax and income support policies operated to redistribute income. The extent of 
the increase in employment during the boom years and the pattern of wage rate increases 
also meant that gains in market income were seen across much of the income distribu-
tion. Both the collectively bargained pattern of wage increases and the underpinning of 
employment growth via an overall strategy more or less agreed through social partnership 
are likely to have made some signifi cant contribution in that respect, though the centrality 
or otherwise of that contribution is not easy to pin down empirically.

We then saw how the high-level social partnership process disintegrated in the face of 
the economic and fi nancial crisis, which aff ected Ireland particularly badly. The dramatic 
increase in unemployment and job insecurity meant there was little strike activity through 
the recession, despite the breakdown of social partnership, and involuntary part-time 
working and precarious employment also increased, although extreme forms of precarity, 
such as zero-hours contracts, were still not widespread. The severity of the Great Reces-
sion also revealed some gaps in the coverage of the social safety-net that had not been 
evident previously, notably for the self-employed. The crucial role of the minimum wage 
in underpinning low earnings through the recession is clear and its smooth introduction 
could be seen as a product of social dialogue, at least to some extent. 

As a form of deliberative governance, social dialogue in its Irish variant did not seem 
fi t for purpose when it came to hard decision-making in the Crisis, as we have discussed 
in the course of the chapter and in detail as one of the case studies. Some have argued 
that governmental unilateralism was always likely to take the upper hand in such times, 
whereas others have seen the demise of social partnership as more contingent and poten-
tially avoidable (see Eurofound, 2014; Regan, 2012; Farrelly et al, 2013; Roche, 2013). 
The sheer depth of the crisis and recession, which were especially severe in the Irish case 
in terms of the scale of the decline in incomes and the bank bailout required, the fall in 
property prices and private debt overhang, and the increase in the fi scal defi cit and pub-
lic debt, militated against the survival of the social partnership structures. Opinions also 
diff er as to the likelihood of some such centralised form of high-level social dialogue 
re-emerging now that economic growth has returned and unemployment has come down 
substantially, but there is no evidence as yet of it doing so. 

Public service pay and public services were a central focus for social partnership when 
it operated and reductions in pay for public sector employees and restrictions on their 
numbers played a central role in the response to the economic crisis, as detailed in our 
other case study. The scale of the public sector pay increases awarded at the height of the 
boom under social partnership would now be seen by many as a key argument against re-
instating such high-level social dialogue structures. However, the emergence of industrial 
unrest across the public sector is now challenging industrial relations institutions, which 
have themselves been recently re-confi gured, in its absence. The scale of the overhang 
from the Crisis, with high public debt and pent-up demand for higher wages, lower taxes 
and improved public services, means that very substantial challenges face government, 
employers and unions whatever mechanisms for dialogue are adopted.  
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8. Italy: Industrial Relations and Inequality in a 
Recessionary Environment
Annamaria Simonazzi and Giuseppe Fiorani

1. INTRODUCTION

Industrial relations are concerned with the relationship between capital and labour in 
the organisation of work. Their distinctive feature is to strike a balance between making 
work more humane, stable, professional, democratic and effi  cient. The latter is promoted 
by well-paid, reasonably safe, good quality jobs. Industrial relations depend on the prin-
ciples that shape labour legislation and labour policy, on the pattern of production, the 
role of the social partners and the state. According to a recent classifi cation of industrial 
relations regimes (Eurofoundation 2013), Italy falls within the category of ‘polarised plu-
ralism’, together with Spain, Portugal, France and Greece. The role of the social partners 
is described as ‘more irregular and highly politicised’.1  

In Italy, industrial relations and social dialogue refl ect various factors: the diffi  cult 
economic and employment conditions, the approach of government, relations within the 
trade unions and the urgency imposed by the fi nancial and economic crisis. Long labelled 
‘confrontational’, since the early 1990s the Italian industrial relations system has come to 
be described as an example of the ‘neo-corporatist revival’ (Crouch, 1998). In this period, 
important agreements and reforms were implemented with the participation of the social 
partners. Since the fi nancial crisis, the ‘European social acquis’, rooted in social dialogue 
and public systems of social protection has everywhere been in retreat. In Italy, with the 
deepening of the crisis and with the EU governing bodies turning from moral persuasion 
to conditionality, labour legislation turned from negotiated to unilateral (Eurofoundation 
2013). In the name of urgency, national governments have increasingly resorted to legis-
lation by decree, sidestepping the social partners and national parliaments to pass reforms 
in the fi elds of labour, welfare and industrial relations. According to Hyman (2015), a 
‘toxic austeritarism’ ‘has left little or no margin for domestic democratic institutions and 
social actors, downgraded from political to executive subjects’ (Leonardi, 2017).

Because of the long crisis and the policies that have been implemented in response, 
the industrial relations landscape has changed profoundly. In the following sections, we 
describe the evolution of industrial relations and social dialogue in Italy, highlighting 
their eff ort to achieve a balance between fl exibility and security, lessen the negative im-
pact of welfare reforms and support growth-enhancing policies. The analysis illustrates 
the diffi  culty of achieving these goals in a macroeconomic setting characterised by low 
growth and enduring fi scal retrenchment, and the costs that derive from relying exclu-
sively on labour market reforms to rekindle employment and growth. Section 2 describes 

1 The involvement of the social partners essentially takes place on an ad-hoc basis at the initiative of the government and the rel-
evant ministries according to the various policy areas. Another important contact with the policymaking process takes place through 
hearings in parliamentary committees, which are part of the more general advocacy initiatives carried out by interest organisations’ 
(Eurofoundation, 2013: 25).
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the changing fortunes of social dialogue in recent decades in Italy. Industrial relations 
have been based on the acceptance of the idea that negotiated fl exibility, required to re-
spond to the changing realities of the world of work, could guarantee well-functioning 
and fair labour markets and welfare systems. Section 3 provides an overview of labour 
market reforms and discusses their eff ects on labour market segmentation and growth. It 
is contended that, contrary to the common assumption postulating a positive relationship 
between fl exibility and employment creation, the deregulation of the labour market has 
resulted in an increasingly polarised labour market, with no enduring eff ects on employ-
ment. The section closes with a brief assessment of the view that collective bargaining 
and social dialogue are a prerequisite for a diff erent, more viable model for addressing the 
challenges of technological change in a globalised and competitive environment. With 
the crisis, governments intervened hurriedly and often without proper consultation of 
the social partners (Pedersini and Regini, 2014). Labour market reforms were accompa-
nied by structural reforms in the areas of taxation, pensions and welfare, while budget 
constraints left little room for compensatory, active or passive labour policies or social 
spending. Section 4 illustrates how the interaction of these reforms with austerity policies 
has aff ected precariousness, inequality and poverty. It demonstrates that, in a recessionary 
macroeconomic context, no degree of ‘fl exibility’ can counteract the massive unemploy-
ment created by the crisis and by the subsequent austerity policies. It is argued that a re-
vitalisation of social dialogue and a turn from austerity to the implementation of an eff ec-
tive industrial policy can provide a better recipe to weather the current diffi  cult economic 
and social situation. Two case studies have been selected to exemplify the role that social 
dialogue and good industrial relations can play in supporting labour policies and enabling 
a growth-friendly environment. The fi rst case study (Section 5) compares the organisa-
tion of the employment services in Lombardy and Marche. It shows how social dialogue 
at the regional level can be eff ective in supervising and directing the implementation of 
active employment policies, while allowing for diff erent strategies concerning the public/
private partnership. The second case study (Section 6) analyses two models of industrial 
relations at the plant level: the Ferrari model, based on a ‘corporatisation’ model of bar-
gaining,2 and the Lamborghini model of fi rm bargaining, enshrined in the national col-
lective bargaining. We address the question of whether one system can perform better in 
safeguarding job quality and the company’s competitiveness goals. Section 7 concludes.

2. INDUSTRIAL RELATIONS IN ITALY

2.1 General framework

Italy shares with other ‘Mediterranean’ countries a model of industrial relations char-
acterised by a traditionally high degree of central coordination in collective bargaining. 
The system of industrial relations is not regulated by law: key issues such as workers’ 
representation, collective bargaining, minimum wages and strikes are regulated by tri-
partite and/or bilateral agreements; the only exception is the ‘Workers’ Charter of Rights’ 
(Statuto dei lavoratori), passed in 1970 (Law 300/1970). 

Although declining, union density in Italy is still one of the highest in the world: it 
was 41 per cent in 1980 and it is now estimated at 33.4 per cent. The data include retired 

2 See footnote 6 for a defi nition.
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workers, but exclude workers affi  liated to unions other than the three major ones.3 Over 
time, there has been a huge reshuffl  ing of membership composition, with an increasing 
proportion of pensioners – from 20 per cent in 1981 to 50 per cent in 2001 – and a decline 
in manufacturing in favour of the public sector and private services. However, in the latter 
the rate of unionisation is still the lowest (17 per cent). Female and migrant participation 
is also low, but increasing. The weakest area continues to be the under-30s, where atypi-
cal workers are more concentrated: this age group is the least unionised (15 per cent), 
with a gap of 30 percentage points with respect to workers aged 45–60 (Leonardi, 2017).

Although collective bargaining, based on tripartite concertation, formally has no legal 
eff ect erga omnes, its enforceability, entrusted to the courts, results in a very high collec-
tive bargaining coverage. Similarly, there is no legal minimum wage, but the minimum 
pay laid down in sectoral agreements is commonly extended to all workers. The concept 
of ‘fair’ pay is based on the Constitution (Article 36).4 As in the case of the extension 
of collective agreements, traditionally, Italian judges have taken national contracts as a 
reference for defi ning what a fair wage is, de facto extending the coverage rate. With the 
‘constitutional’ minimum wage being enforced by law or administrative acts, the unions 
oppose any proposals of a legal minimum wage, because they fear that it may weaken 
their role and bargaining power. The absence of a legal minimum wage has left non-
standard forms of employment without an anchor in wage-setting.

According to a recent comparative study covering 27 EU member countries (Euro-
found, 2013) Italy has one of the lowest levels of workers’ participation (D’Amuri and 
Giorgiantonio, 2015b). This result is confi rmed by the Bank of Italy’s survey of fi rms with 
more than 50 employees. Half of the companies observe only the forms of consultation 
contained in the collective agreement; a quarter (the largest enterprises, foreign groups 
and fi rms where there is union representation) envisage other methods of participation. 
There is a positive correlation between employees’ involvement and the share of compen-
sation not determined by the national contract, and with innovation. 

Although Article 46 of the Constitution envisages workers’ participation in corporate 
governance, Italy lacked a unifi ed strategy to encourage their direct participation. Most 
actions were undertaken only to comply with European legislation. Legislative Decree 25 
of 6 February 2007 strengthened the rights to information and consultation on the compa-
ny’s economic situation, the possible risks for employment levels, changes in work organ-
isation and labour agreements (outsourcing), which are included in collective bargaining. 
However, in Italy the focus has been mostly on employees’ fi nancial involvement in the 
company. To employers, participation means the introduction of forms of wage fl exibil-
ity linked to fi rm performance in the context of decentralised bargaining. Conversely, in 
Europe, the perspective has been extended to include workers’ involvement in education, 
training, lifelong learning and empowerment.5  

The pervasiveness of the national agreement in setting pay levels and work organisa-
tion, the limited diff usion of second-level bargaining and relations between the social 
partners that are historically less cooperative than in other countries explain the low level 
of workers’ participation in Italy. What is needed is a unifi ed strategy defi ning the funda-

3 Besides the three main unions, there is also a plethora of smaller unions. In fact, the Constitution guarantees trade unions’ free-
dom and therefore pluralism.
4 The Constitution mandates a fair wage, proportional to eff ort and suffi  cient for a dignifi ed quality of life for workers and their 
family. 
5 The most ambitious parliamentary proposals, such as a bipartisan resolution in 2009, were halted at the request of the social 
partners, while the delegation to the government by the Fornero Reform to pass a legislative decree aimed at promoting employees’ 
involvement has expired without being implemented.
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mental aspects of participation by law, leaving its concrete implementation to individual 
collective agreements. The issue is intertwined with the reform of industrial relations, 
especially with the unitary trade union representation (RSU) in the enterprise. In fact, 
despite the agreement between unions and fi rms on representation in 2014, many uncer-
tainties still remain on the discipline of workplace representation.

2.2 The Evolution of Industrial Relations and the ‘Fiat Model’

The evolution of industrial relations in Italy is going in the direction of greater decentrali-
sation, bypassing consultation between the social partners. The last fi nancial law provid-
ed incentives for fi rm-level bargaining, reducing to 10 per cent the tax rate on the variable 
wage up to €4,000. Globalisation and increasing uncertainty, requiring greater capital 
and labour fl exibility, and the demand for customised, high quality products, calling for 
high production standards, motivation and commitment on the part of the workforce, 
are among the underlying factors. Greater involvement of employees in the defi nition 
of production processes and business strategies is considered a key part of personnel 
management systems. It ensures a positive eff ect in terms of productivity and innovation, 
and favours a cooperative climate between management and labour, with positive eff ects 
on the dissemination of information and responsibility. However, disintermediation in-
creases the risk of dualism between successful and unsuccessful fi rms, north and south, 
insiders and outsiders in the labour market, especially if austerity measures limit welfare 
and industrial policies. Moreover, at the social level, it aff ects politics, intermediate bod-
ies and the forms of representation. 

The Fiat example – breaking away from national representation and from the national 
contract (CCNL) and activating a new contract (CCSL) with only the signatory trade 
unions6 – constitutes a watershed, and is an option seriously being considered by other 
companies. The long-lasting tension between the two contractual levels was resolved by 
Article 8 Law 148/2011 in favour of the possibility for the second level to derogate from 
the collective agreement, binding only for the members of the signatory organisations.7  
Because disagreement between unions gave a veto power to the dissenter, even in case 
of minority organisations (De Luca Tamajo, 2016), Fiat abandoned the CCNL, constitut-
ing a new company not associated with Confi ndustria (General Confederation of Italian 
industry) and signing a fi rst-level contract (CCSL) on 13 December 20118; the terms of 
this agreement, no longer exceptions to a CCNL, apply to all employees, regardless of 
their union affi  liation.

The new Fiat model of ‘corporatisation’ intervenes in a situation of poorly cohesive, 
fragmented industrial relations and confl icts between unions. It is supposed to better ad-
just wage costs to global competition, given the delay of national bargaining (CCNL) in 
adjusting to the speed of innovation. It is based on the principle that protection of employ-
ment levels is possible only at the enterprise level. Compared with the CCNL (defended 

6 There are two levels of bargaining in collective agreements: the national/industry level and the fi rm level: CCNL (Contratto 
Collettivo Nazionale di Lavoro) defi nes the National Collective Bargaining. We defi ne ‘corporatisation’ as a process of decentralisa-
tion of collective bargaining from industry to fi rms, which may no longer refer to a national agreement – as in the case of the CCSL 
(Contratto Collettivo Specifi co di Lavoro) of Fiat Chrysler Automobiles (FCA) – or where the CCNL does not provide that very 
general framework. 
7 In June 2011 an inter-confederal agreement, regulating the conditions for derogation from the national contract and settling the 
issue of representation, was signed by the three main trade union confederations. Although fi ercely contested from within CGIL, this 
agreement paved the way to end CGIL’s isolation.
9 The bargaining for the new rules took place in emergency conditions and under threat of relocation (to Poland and Serbia). The 
agreement was not signed by CGIL.
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by FIOM), the FCA’s (Fiat Chrysler Automobiles) CCSL introduces fl exibility on issues 
related to performance, overwork, excessive absenteeism and enforceability of the agree-
ments.

According to De Luca Tamajo (2016) the Fiat case highlights a dysfunction of in-
dustrial relations in the event of confl icts between unions or separate agreements, which 
clearer rules on democracy and the eff ectiveness of the contract could avoid.9 

Firm-level contracts can now derogate from collective agreements, except for the pay 
structure. Representation is being pulverised: within each fi rm, there are workers with 
diff erent contracts. The main trade unions are divided on which level of bargaining to 
privilege: the CGIL supports the national contract; CISL and UIL are in favour of the fi rm 
level. The situation calls for the implementation of Article 39 of the Constitution on union 
representation to regulate representation at the two levels of bargaining.

The priorities of the fi rm shape the trend of industrial relations. Global competition 
and the rapid obsolescence of skills are impossible to manage with rigid contractual ar-
rangements (Bavaro, 2012). The trade union, too, acknowledges that, in these conditions, 
this is the only way to regulate the exchange between employment and productivity, to 
encourage investment and promote the wellbeing of the company. The social and eco-
nomic implications of this trend deserve a deeper analysis, which cannot be provided here 
(we refer to Bavaro, 2012). 

2.3 Social Dialogue: A New Start?

Social dialogue has trodden a rough path. The neo-corporatist phase was interrupted by 
attempts on the part of conservative governments to weaken the trade unions by isolating 
the CGIL, the main left-wing trade union confederation.10 The diffi  cult economic condi-
tions have weakened the trade unions. Under pressure from the crisis, and emboldened 
by the EU stance in favour of structural reforms, employers pushed for a reduction in 
the role of the national contract in favour of fi rm-level agreements. The ‘Fiat model’ and 
Art. 8 of the June 2011 agreement allowing derogations from collective bargaining risk a 
‘disordered fragmentation’ of decentralised bargaining. The trade unions’ weakness can 
be gauged also by other indicators. The fraction of workers waiting for contract renewal 
and the average delay for renewal – two indicators of the diffi  culty of reaching agreement 
on renewal of national contracts – have peaked in recent years, while unions’ request for 
compensation for the delays were not accepted. Over the past two decades the nationwide 
Contractual Wages Index has grown on average next to zero in real terms, and real wage 
growth between 2010 and 2016 was negative (Figure 1). There was no redistribution of 
productivity (where and when productivity increased), while fi scal drag cuts deep into 
take-home pay. 

Governments, too, have played a role in delegitimising the trade unions, reducing the 
role of social dialogue institutions, bypassing the procedures governing industrial rela-
tions, adopting major labour laws without previous consultation with the social partners 
(as in the case of the Fornero Reform and the Jobs Act and other labour laws passed by 
decree) or, fi nally, interfering with the wage bargaining process, as in the case of the 80 

9 For instance, there is the anomaly of two types of representation – RSU (unitary trade union representation at factory level) and 
RSA (specifi c trade union representation at factory level) – while the 2014 Accordo Interconfederale stated the majority principle in 
the election of the RSU, it should be up to the law to choose between the two models of representation.
10 In 2009, two separate framework agreements were signed between two of the three main trade union confederations (with the 
exclusion of FIOM-CGIL) and Confi ndustria (the Confederation of Italian Industry), with the backing of the government.
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euros bestowed by the government on all employees, which came unsolicited by the trade 
unions, engaged in wearisome negotiations over pay and compensation for fi scal drag. 

Modest outcomes in terms of working conditions (wages, employment, occupational 
safety, welfare, inequalities), limited representation among atypical workers and internal 
divisions have elicited criticism of trade unions as being either ‘the harbingers of a worn-
out notion of representation, concentrated in safeguarding the interests of the last bastions 
of the protected workforce, increasingly out of touch with the newer generations and jobs’ 
or ‘too accommodating and substantially unable to block the long-lasting erosion of wag-
es, job security, labour rights, welfare protections and youth prospects’ (Leonardi, 2017).

With trade union unity somehow reinstated, the unions are trying to resume their role 
in the policy arena. In 2015 the CGiL launched a proposal for a new Charter of Rights. 
According to some (Romagnoli, 2015), the reference target is still the worker at the big 
fi rms of the industrial era in the twentieth century, and leaves out the new jobs, new oc-
cupations and new services professions and, more generally, the destructured/irregular 
workers and the ‘Uber economy’. It is nonetheless a fi rst step towards a relaunch of social 
dialogue. Initially ignored by the government, it seems to be commanding more attention, 
with the prospect of more consensual policy-making in matters of labour and welfare.

Further progress in the application of social dialogue can be seen in the development 
of bilateral funds. These are public entities managed jointly by fi rms and workers’ unions. 
Firms pay contributions to the fund and can draw from it for specifi c labour purposes (for 
example, apprenticeship and unemployment insurance11) and welfare (social enterprise). 

Figure 1 Development of real wages, Italy and EU countries, 2010–2016 (%)

Source: AMECO Database. Consumer Price defl ator.

11 The extension of the Cassa integrazione (Wages Guarantee Fund) has been organised through bilateral funds rather than 
through INPS (a public institution) to relieve the public system of a new burden (Checchi and Leonardi, 2015). It covers only small 
and medium-sized fi rms and trade (besides construction).
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Once again, opinions diverge: critics see risks to the trade unions of departing from the 
traditional functions of representation; others see ‘bilaterality’ as the new frontier of trade 
union action in the fi eld of services and cooperation with fi rms, especially needed in an 
increasingly fl exible and fragmented labour market. UIL and CISL side decidedly with 
the latter opinion, while CGiL has a more cautious attitude (Lai and Trovò, 2015).

3. LABOUR POLICIES, EMPLOYMENT AND GROWTH

3.1 Evolution of Labour Market Legislation 

We can distinguish three phases of labour market legislation. In the fi rst, in the early 
1990s, agreements were targeted mainly at achieving wage fl exibility; in the second, from 
1997 to 2003, legislation aimed at increasing fl exibility in the labour market through the 
liberalisation of a wide range of atypical contracts; since then, and especially since 2011, 
legislation has targeted ‘dualism’ in the labour market.

In the 1980s, the persistence of infl ation and the diffi  culties faced by the Italian econ-
omy were blamed on the labour market: namely, wage indexation and labour market 
regulation. In the early 1990s, a period of cooperative industrial relations (so-called ‘con-
certazione’) brought wage moderation and disinfl ation. While industrial unrest declined, 
tripartite social agreements were signed on practically all principal social issues (income 
policies, collective bargaining, workers’ representation in the workplace, pension sys-
tems, economic development and competitiveness). The two inter-confederal tripartite 
agreements, signed in 1992 and 1993 in a context of emergency conditions in the Ital-
ian economy, abolished the scala mobile (this mechanism of wage indexation had al-
ready been drastically reformed in 1984) to break the wage-price spiral, and reformed 
the bargaining system by setting two levels of bargaining: the national level – devoted 
to preserving the purchasing power of wages, by agreeing on a ‘planned infl ation rate12 
– and the fi rm (or territorial) level, to distribute productivity gains. The two bargaining 
levels are coordinated hierarchically: the national level sets common, general minimum 
rights and standards; the second level integrates the fi rst in various areas, ranging from 
functional fl exibility to pay and working conditions. Its aim is to respond more closely to 
fi rms’ needs for fl exibility and competitiveness, by linking pay more closely to outcomes 
(productivity, profi tability, quality, effi  ciency)13 (Simonazzi, 2015). 

Thanks to the wage freeze, by 1997 – the crucial year for Italy to qualify for EMU – the 
infl ation rate was brought down to 2 per cent. However, since the target infl ation system-
atically underestimated actual infl ation, and the second level of bargaining, which should 
have linked pay increases to productivity, was implemented only to a very limited extent 
and only in medium to large fi rms, the result was a decrease in the real wage (–2.9 per 
cent between 1992 and 2004). Moreover, by drastically fl attening the progression of pay 
with seniority, reform of the bargaining system introduced a new element of inequality 
between those who were employed before the agreements, who had already accumulated 
signifi cant seniority pay, and those entering after the agreements, whose wage profi les 
remained fl at at the lower entry wages. In 1992 the inequality index jumped upwards and 
has remained there ever since. 
12 Between 1993 and 2009, the ‘planned infl ation rate’ was agreed in regular tripartite sessions between government and social 
partners twice a year. Diff erences between this consensus infl ation rate and the real rate were to be recovered after two years, in a 
new round of sector negotiations convened with the purpose of fi xing the new increases for the next two years (Leonardi, 2017).
13 The second-level bargaining is now the prerogative of the unitary union representative body (RSU) whose members are elected 
by members and non-members in fi rms with more than 15 employees (Leonardi, 2017).
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The fi rst relevant step in the process of labour market liberalisation took place in 1997 
with the so-called Pacchetto Treu (Law 196/1997). This law provided a new contractual 
framework, legalised temporary work agencies, regulated collaboration contracts and 
liberalised apprenticeships and fi xed-term contracts, though providing a detailed list of 
circumstances under which they could be used. In 2001, the list was abolished, replaced 
by more general reasons of a technical, organisational, production or replacement nature, 
thereby extending the possibility and the terms for the use of temporary contracts. The 
2003 Legge Biagi (Law 30/2003) facilitated the use of staff  leasing contracts, part-time 
work and non-standard forms of employment relationships and reformed the apprentice-
ship contract.

In this fi rst period, reforms were implemented with the participation of the social part-
ners. The tripartite Protocol signed in 1993, which established the framework rules for 
collective bargaining, workplace representation and labour policies, epitomises this phase 
in Italy’s industrial relations, during which other important agreements were signed, her-
alding reforms on pensions, labour fl exibility and welfare. This neo-corporatist approach 
began to ebb already before the crisis. With the deepening of the crisis and with the 
EU governing bodies turning from moral persuasion to conditionality, labour legislation 
turned from negotiated to unilateral.

On 5 August 2011, ECB President Jean-Claude Trichet and Bank of Italy governor 
Mario Draghi sent a confi dential letter to the Italian prime minister, demanding fi scal 
tightening and sweeping reforms before the ECB stepped into the market to ease mount-
ing pressure on Italian bonds. In unusually clear and explicit language, Trichet and Draghi 
urged Prime Minister Silvio Berlusconi to make deep reforms, including opening up pub-
lic services, toughening defi cit cuts (for example, reducing the number of public employ-
ees and cutting their wages), overhauling rules on the collective bargaining system, fos-
tering and prioritising company-level agreements, and reforming hiring and fi ring rules. 
Finally, they urged the adoption of these reforms by decree (Il Sole 24 Ore: http://24o.it/
eHYLu). Berlusconi duly complied: on 13 August he passed a decree that sidestepped a 
freshly signed agreement between the social partners regulating the conditions for dero-
gation (see Section 2.2), raised taxes and introduced a wage freeze in the public sector 
(initially for 2011 and then extended for three additional years).

Since then, labour policies have moved in somewhat confl icting ways. They aimed 
at reducing the dualism in the labour market by reducing the fi ring costs of open-end-
ed contracts, while trying both to regulate and promote non-standard forms of employ-
ment.14 A wide-ranging enabling law (the so-called Jobs Act, Law 183/2014) involved 
the regulation governing dismissals, simplifi cation of contracts and labour law proce-
dures, reformed unemployment benefi ts and active and passive labour market policies 
(see the case study in Section 5), and improved reconciliation between work and family 
life. The Jobs Act abolished workers’ reinstatement rights in case of dismissal15 (except 
for discriminatory reasons), replacing it with monetary compensation amounting to two 
months’ pay per year of work, reduced to half for fi rms with fewer than 15 employees. 
It introduced a new standard open-ended contract for new hires, which reduces the level 

14 The Legge Fornero (Law 92/2012) aimed at addressing labour market dualism by acting on the fi ring and hiring costs of 
diff erent types of contracts. On one hand, it reduced the cost of individual dismissal, weakening the eff ectiveness of art 18 of Law 
300/1970; on the other hand, it tried to limit employers’ use of ‘bogus’ self-employment and ‘collaboration contracts’ and to create 
incentives for the greater use of apprenticeship contracts. It also reformed the system of unemployment benefi ts, extending the 
coverage to some forms of precarious contracts.
15 Article 18 of Law 300/1970, which regulates fi ring conditions on open-ended contracts. This law protected workers from 
invalid lay-off s, requiring reinstatement in a number of cases. Law 92/2012 (Legge Fornero) weakened this protection but did not 
completely abolish it (see footnote 14). 
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and uncertainty of fi ring costs for all new permanent contracts in fi rms with at least 15 
employees (the ‘contratto a tutele crescenti’, or ‘graded security contract’). Finally, while 
eliminating some forms of atypical contracts, such as project work contracts, it increased 
(from €5,000 to €7,000 per year) the maximum amount of income that can be received 
in vouchers.16 Initially created to cover occasional work (domestic work, gardening), the 
use of vouchers has mushroomed across the whole economy – growing from less than 1 
million in 2008 to 115 million in 2015 – setting off  an animated debate on how to interpret 
their growth: emergence of irregular work or transformation of regular contracts into oc-
casional work? This law has been deeply divisive also within the trade unions, with CGiL 
promoting a referendum for the abolition of the articles relating to vouchers and Art. 18. 

The Jobs Act was complemented by a measure, passed in the 2015 Budget Law, which 
provides a sizable temporary rebate of non-wage labour costs (up to €8,060 per year for 
three years) to new permanent hiring of workers who, in the previous semester, did not 
hold an open-ended position. These incentives are not targeted to specifi c groups of work-
ers, nor are they contingent upon fi rm-level net job creation; that is, fi rms can use the 
subsidy to convert a temporary contract into a permanent one. 

Assessment of the success of the new law is necessarily still preliminary. Using mi-
crodata for the Veneto region, Sestito and Viviano (2016) conclude that the two measures 
contributed to double the monthly rate of conversion of fi xed-term jobs into permanent 
positions. However, around 40 per cent of the new total gross hires with open-ended con-
tracts occurred because of the incentives, whereas only 5 per cent can be attributed to the 
new fi ring regulations. Fana et al. (2016) also fi nd that the increase in permanent contracts 
was due mostly to the conversion of temporary contracts into permanent ones. Excluding 
transformations, new permanent contracts (net of dismissals) were only 20 per cent of the 
total contracts activated during the fi rst nine months of 2015, with a high share of invol-
untary part-time contracts. A dominant eff ect of fi scal incentives, especially for big fi rms, 
is also detected by the analysis of the Central Statistical Offi  ce (Istat, 2016: 190–193). If 
the new fi ring rules made fi rms less reluctant to off er permanent job positions to as yet 
untested workers, the opportunity of benefi tting from the incentives in case of a conver-
sion certainly boosted temporary hiring, which came to be concentrated at the very end of 
the period set for claiming the subsidy. The high rate of subsidised conversions also raises 
the issue of the size of the deadweight loss implicit in these subsidies.

3.2 Development of a Dualistic Market 

Flexibility policies were fi rst advocated as the necessary response to the low job creation 
of the 1980s. In those years, ‘jobless growth’ and ‘Eurosclerosis’ were imputed to the 
rigidity of the labour market. Deregulation, it was argued, would lead to a net creation of 
jobs. Until the outbreak of the crisis, labour market reforms in Italy had mostly targeted 
new hirings (so-called fl exibility at the margin), while the fi ring rules for regular contracts 
had been left substantially untouched. This policy was originally justifi ed as a means of 
promoting the participation of young people and others hard-to-employ in the labour mar-
ket (Rubery and Piasna, 2016). Between 1995 and 2007, despite a mediocre rate of GDP 

16 Vouchers are hourly tickets used to compensate workers for side jobs and represent the Italian version of the German ‘mini-
jobs’. The net hourly pay amounts to €7.50, but workers under this kind of job relationship pay only a minimal social security 
contribution. Bettio and Mazzon (2017) call attention to the extremely low average amount of per-capita income earned from vouch-
ers. Siding decidedly with the view that the labour market has undergone further precarisation, CGIL has called for a referendum on 
their abolition.
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growth, more than three million jobs were created (what has been called ‘growth-less job 
creation’), with fl exible employment, characterised by fi xed-term contracts, involuntary 
part-time, and bogus self-employed, accounting for most of it. On top of and often inter-
mingled with them, a great number of informal workers were in the shadow economy. 
New hiring took place mostly through temporary work contracts. These workers are the 
fi rst to be made redundant in a slowdown (Table 1). Their high turnover means that, while 
permanent contracts still account for the vast bulk of employment in Italy, young people 
are employed mostly with temporary contracts (Figure 2).

Table 1 Hiring and fi ring by type of contract, Italy, 2012

Hiring Firing
Number % Number %

Permanent 
contracts

1,788,830 20.9 2,202,341 25.3

Temporary 
contracts

5,011,019 58.4 4,664,905 53.6

Apprenticeship 277,496 3.2 211,828 2.4
Collaboration 
contract

756,582 8.8 832,111 9.6

Other 745,247 8.7 791,384 9.1
Total 8,579,174 100 8,702,569 100
Notes: ‘Other’ includes agency contracts and on-call jobs, also in the public sector.
Source: ILO, 2015.

Figure 2 Share of temporary employment in total Italian employment by age group, 
1998–2015
Source: (Fata et al 2016).
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A lively debate on the employment eff ects of employment protection legislation (EPL) 
accompanied the labour reforms and ‘growthless job creation’ of that period. While the 
1994 OECD Jobs Study (OECD, 1994) maintained that job creation relies on so-called 
‘effi  cient markets’, free from institutional constraints, ten years later the 2004 OECD 
Employment Outlook drew more cautious conclusions, stating that employment cannot 
increase without economic growth, but diff erences in the strictness of EPL for regular and 
temporary jobs, respectively, may aggravate labour market duality and negatively aff ect 
the careers and productivity of those trapped in temporary jobs. 

With dualism actually worsening, the debate about increasing inequalities in the labour 
market intensifi ed. Various arguments, ranging from insider-outsider to inter-generational 
confl ict, converged on attributing the precariousness of the ‘outsiders’ to the protection 
of the ‘insiders’ and contributed in orienting policies towards the reduction of protection. 
After decades of policies aimed at reducing the supposed rigidity of the labour market, 
compounded by austerity measures implemented in the crisis, the increasing precarious-
ness of ever greater segments of the workforce produced by these policies has been in-
strumental in arguments for the need to eliminate the excessive protection of insiders that 
unfairly discriminates against outsiders.

This approach has been questioned on two grounds. First, was the Italian labour mar-
ket as rigid as is commonly maintained? Second, does fl exibility favour growth? We ad-
dress these two questions in turn.

Despite wide diff erences in labour market institutions, fi rm and job turnovers are very 
similar across OECD countries. Empirical research on the Italian labour market demon-
strated that a very high index of turnover co-existed with a high share of job positions 
with long tenure. Contini and Trivellato (2005) argued that this apparently contradictory 
evidence could be explained by the dichotomy between two diff erent models of employ-
ment – extremely mobile and extremely stable workers – that were combined in the index. 
While young people account for most of the turnover, there are also plenty of workers in 
other age brackets in perennial fl ux (as still evidenced in the fi rst case study). They in-
clude women, low educated people, employees in small fi rms, or in low-tech segments of 
the value chain, or in the traditional reservoirs of irregular work (agriculture, commerce, 
construction, services). These workers experience long spells of unemployment, often 
longer than the periods spent in employment. Conversely, core workers’ protection has to 
do more with professional skills, experience and fi rm-specifi c capabilities that make them 
valuable to the fi rm, than with EPL. As labour market segmentation theory has long made 
clear, multiple factors lead to the diff erentiation of employment conditions and rewards 
and it is worker–capital divisions, rather than employment regulation, which are the main 
source of inequalities in the labour market (Rubery and Piasna, 2016).

With increasing competition from low-cost countries in ‘mature’ products and the 
swift path of technological change, even core male workers employed in sectors no long-
er protected from competition have come to be increasingly exposed to the risk of dis-
missal and unemployment. Meanwhile, the protection of regular employment has been 
gradually eroded. A (rough) indication of the decreasing degree of rigidity of the labour 
market is provided by the OECD index of EPL (OECD, 2017b). The index for Italy fell 
from 3.82 in 1990 to 2.26 in 2013, and compares not too unfavourably with an index of 
2 for Germany and 3 for France (Table 2). Firing obstacles, which have a great weight in 
the indicator, were further reduced in 2015 (as argued in Section 3.1). Thanks to a policy 
approach of levelling-down equalisation, in 2013 the index no longer indicated the exist-
ence of dualism in the Italian labour market (Table 3). While there are good reasons to 
handle the indicator with care, the striking diff erence with Germany documents the dif-
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ference in labour policies implemented in the two countries. The diff erence may indicate 
both the reduced protection of regular employment in Italy and the great increase in the 
precariousness of the secondary labour market in Germany.

3.3 Flexibility, Productivity and Growth

Structural reforms have their roots in mainstream economic theory, which makes effi  -
ciency and productivity dependent on the ‘market mechanism’. According to this view, 
the problem with ‘crisis countries’ is a lack of ‘cost competitiveness’ due to ‘excessive’ 
wage and labour protection. In 2004, however, the OECD Employment Outlook (OECD, 
2004: 63) argued that a reasonable degree of EPL ‘may foster long-term employment 
relationships, thus promoting workers’ eff ort, cooperation and willingness to be trained, 
which is positive for aggregate employment and economic effi  ciency’. However, the 
2016 OECD Employment Outlook (OECD, 2016) turned this argument on its head: well-
designed structural reforms of product and labour markets may entail costly adjustments 
in the short run, but in the long run the greater productivity of a more effi  cient allocation 
of labour will prevail again,17 so that the high employment and wage losses associated 
with greater fl exibility in regulation governing the dismissal of workers on regular (open-
ended) contracts would be reversed in a few years. The short-run costs would be smaller 
if reforms were implemented in the upswing, though it is in a depression that they are 
politically more enforceable (OECD, 2016). This view has legitimised the inclusion of 
structural reforms as a pre-condition in any agreements between the European Commis-
sion and programme or crisis member countries.

Table 2 Employment protection legislation, Italy and selected countries, 1990, 1999, 
2007, 2013

Italy France Germany Spain Portugal Greece
1990 3.82 2.7 2.92 3.65 4.1 3.62
1999 3.19 2.98 2.34 2.8 3.7 3.62
2007 2.38 3.05 1.93 2.68 3.49 2.62
2013 2.26 3 2 2.31 2.5 2.07

Source: OECD 2017.

Table 3 Index of protection for open-ended contracts (EPRC) and ratio of temporary 
contracts (EPT) over EPRC, Italy and selected countries, 2013

Italy France Germany Spain Portugal Greece
EPRC 2.79 2.82 2.98 2.28 2.69 2.41
EPT/EPRC 0.97 1.33 0.59 1.39 0.87 1.21

Source: OECD 2017.

17 Microeconomic factors buttress the long-run relationship (see Boeri et al., 2015 for a survey of the empirical research). By in-
creasing fi rms’ costs of dismissal, employment protection has a negative impact on productivity at the fi rm level: it lowers workers’ 
eff ort (poor work performance or absenteeism) because there is less threat of lay-off , and it discourages fi rms from experimenting 
with new technologies with higher mean returns but also higher variance.
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The results of these studies have not gone unchallenged. The short-run costs have been 
reassessed and found to be neither small nor transitory even for fl exible labour markets 
such as the American one (Autor et al., 2016). The analysis of the long-term eff ects of 
labour reforms on productivity and growth has been challenged on two grounds. First, 
the model is based on the hypothesis of a smooth and effi  cient reallocation of labour. The 
assumption of a (full) employment equilibrium pre-empts any serious consideration of 
the costs of adjustment. Second, a truly dynamic analysis must consider the eff ects of em-
ployment relations on the factors determining innovation and competition. Specifi cally, 
competition increasingly relies on the quality and complexity of products, rather than on 
their price (Simonazzi et al., 2013). To be successful, fi rms must innovate their products, 
processes and organisation. To this end, as argued in Section 2.2, a skilled and coopera-
tive workforce is as essential as the fi rm’s commitment to invest in its labour force. If 
arms’ length labour relations can make cost competitiveness profi table in the short run, 
this strategy may not pay in the long run. 

The extensive empirical literature indicates that EPL can have diff erent eff ects in 
diff erent macroeconomic and institutional contexts,18 in the short and in the long run.19 
Overall, these results stress the strong complementarity between the national legislation 
concerning labour protection, the kind of industrial relations and overall employment pol-
icies. They also confi rm one tenet of labour market segmentation theory, that fl exibility 
is much more easily achieved by policies that support growth, when job opportunities are 
plenty and workers move between jobs. Data on gross labour turnover (hiring and fi ring) 
in Italy confi rm this proposition (Checchi and Leonardi, 2015). Labour turnover was high 
at the beginning of the last decade before the reforms that tackled insiders’ protection, but 
in fact fell during the crisis when turnover mostly involved dismissals. Once dismissed, 
adult workers face greater diffi  culties re-entering the labour market (Simonazzi and Villa, 
2007). The absence of eff ective re-training and activation policies makes these workers 
subject to the loss of human and social capital, increasing the risk of long-term unemploy-
ment: in 2015, 68.4 per cent of total adult unemployed and 55.5 per cent of unemployed 
young people were unemployed for more than 12 months (Istat, 2016: 133). 

The Italian experience provides support for the view that labour market institutions 
that favour cooperation between workers and fi rms prove essential in sustaining growth 
and innovation, even if on the negative side. Concern for ‘excessive’ regulation of the 
labour market has diverted attention from the structural problems at the origins of the 
stagnation of the Italian economy (Ciccarone and Saltari, 2015; Tronti, 2013). Labour 
market deregulation has been preferred to an alternative strategy based on investing in 
people in combination with an industrial policy aimed at strengthening and upgrading 
the industrial structure (Simonazzi et al., 2013). Social dialogue has been weakened and 
industrial relations have become more adversarial. The result has been slow growth and 
stagnant productivity, a segmented labour market and an impoverished workforce. 

Deregulation and austerity policies in Italy have aff ected macroeconomic performance 
also via their eff ects on income inequality. The unions’ weakened bargaining power has 

18 It is argued that in the United States skills are mostly scouted in the market, while in Europe they are chiefl y nurtured within 
the fi rm. This diff erence may explain why the empirical literature has found that fi rms’ innovative dynamics are associated with 
centralised bargaining systems in European economies (Addison et al., 2015) and with decentralised bargaining mechanisms and 
fl exible labour markets in the United States (Menezes-Filho and Van Reenen, 2003). (See Fana et al., 2016 for a review). 
19 To give only a few examples, empirical studies have found that EPL can negatively aff ect hiring and fi ring, while promoting 
fi rms’ demand for temporary contracts (Cahuc and Koeninger, 2007), thereby increasing fl exibility at the margin, with negative 
eff ects on productivity (Boeri and Garibaldi, 2007). Conversely, McLeod and Nakavachara fi nd a negative eff ect for unskilled work-
ers, who are characterised by low levels of fi rm-specifi c investment, while Autor fi nds a positive eff ect on capital intensity, both 
factors exerting positive eff ects on labour productivity. Messina and Vallanti fi nd that the negative eff ect on job turnover is smaller 
in fast-growing sectors. Koeninger observes that countries with a strict EPL also have much more regulated product markets.
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resulted in low or negative real wages. More decentralised and individualised wage set-
tings have increased wage dispersion and polarisation. Together, these factors have af-
fected the rate of growth of domestic demand (consumption and investment). With the 
fi scal compact barring public expenditures, only exports have been left to counter the 
recession. By sustaining the share of wages and reducing inequality, industrial relations 
targeting a more equal society might have contributed to economic sustainability, thereby 
sustaining growth. 

4. INEQUALITIES, UNEMPLOYMENT, PRECARIOUSNESS AND POVERTY

Since the crisis, labour market reforms have been accompanied by structural reforms in 
the areas of taxation, pensions and welfare. As argued above, the economic and fi nancial 
urgency of initiatives such as the pension and labour market reforms have prevailed over 
the objective of fi nding an agreement with the social partners on the content of these 
reforms, while budget constraints left little room for compensatory, active or passive la-
bour policies and social spending. Flexibility without security, together with the massive 
unemployment created by the crisis and by the subsequent austerity policies have had 
dramatic eff ects on job quality, inequality and poverty.

4.1 Job Quality 

The deep and prolonged economic crisis has taken a toll on the labour market, with fall-
ing employment rates and dramatic increases in unemployment and its duration. Between 
2007 and 2014 unemployment doubled, from 6 to 13 per cent, only partly mitigated by 
a massive use of short-time working schemes and wage redundancy funds. Employment 
and inactivity rates are now among the worst in the EU. Employment conditions have 
worsened especially for young people, but deterioration is common to all age groups. The 
unemployment rate, which has increased across all age groups, has reached a peak of 35.5 
per cent in the 15–24 age bracket and is 9.7 per cent for the traditional male breadwinner 
category (35–49 years of age) (Table 4). The number of NEETs is especially worrying: 
2.3 million aged 15–29 in 2015, 96 per cent of whom are in the age bracket 18–29. Their 
share increased from 17.7 per cent in 2008 to 25 per cent in 2013 (down to 22.3 per cent 
in the second quarter of 2016) (Istat, 2016b: 115). 

The crisis has also aff ected those who remained in employment, substantially worsen-
ing the quality of existing jobs, the level of pay, and inequalities across socio-economic 
groups.20 The worst off  are young people and low-skilled workers. Not only do they have 
the poorest performance in terms of employment and unemployment rates but they also 
have the worst outcomes with respect to job quality: lower earnings quality, considerably 
higher labour market insecurity and higher job strain.

The dynamics of wage inequality depicted in the OECD Job Quality index have to be 
seen against a context of falling ‘average’ earnings. Additionally, most of the jobs lost 
during the crisis were predominantly low-paid (Istat, 2015: 157). These two factors result 

20 The OECD has developed a framework to assess the quality of jobs, structured around three main dimensions: earnings qual-
ity, labour market security and quality of the working environment. It is no wonder that all programme/crisis countries – Estonia, 
Greece, Hungary, Italy, Poland, Portugal, the Slovak Republic, Spain – do relatively badly in two or all of the three dimensions of 
job quality, and none performs well in at least one of these dimensions (OECD, 2016). Conversely, Germany and the Nordic coun-
tries are among the best performers (at least two out of three dimensions).
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in a deceptive increase in earnings quality. In eff ect, like all other ‘crisis’ countries (but 
also the United Kingdom; see Blundell et al., 2014), between 2010 and 2016 Italy suf-
fered a reduction in real wages (Figure 1). Another important factor is the increasingly 
low levels of entry wages for newly hired young workers, due to the diff usion of atypical 
and apprenticeship contracts for fi rst-job seekers (Figure 3). There is a persistent wage 
penalty, of the order of 11 per cent, associated with working under a temporary contract. 
Checchi and Leonardi (2015) have estimated that it mostly aff ects workers in the two bot-
tom quintiles, while workers in the top quintile are less penalised. Moreover, this penalty 
is halved when individual fi xed eff ects are included, suggesting that labour market fl ex-
ibility increases wage diff erentials partly by sorting individuals according to their unob-
servable characteristics and partly by changing the wage for less qualifi ed occupations. 
This indicates that there are at least two types of temporary workers: the ‘professionals’, 
who take advantage of temporary contracts to increase their market power by enlarging 
the set of potential employers; and the ‘precarious’, who do not succeed in achieving a 
permanent job because they do not have the abilities demanded in the labour market. This 
same diff erence determines the probability of moving out of a temporary contract into 
an open-ended one. Checchi and Leonardi conclude that whenever a legislative reform 
expands the share of workers under temporary contracts then, other things being constant, 
an increase in earnings inequality should be expected.

Table 4 Employment and unemployment rates by sex, area, age, citizenship and 
education, Italy, 2016

Employment rate (%) Unemployment rate (%)
Total Male Female Total Male Female

Total 577 669 485 115 106 128
Area
North 663 738 588 74 65 86
Centre 623 706 543 104 94 116
South 440 561 321 193 176 221
Age
15–34 406 463 347 214 202 229
15–24 172 195 147 355 351 361
25–34 610 702 517 169 154 189
35–49 728 837 621 97 83 115
50–64 583 700 472 62 62 62
Citizenship
Italian 575 665 484 111 104 122
Foreign 595 711 493 150 130 17.4
Education
Primary 43.1 55.3 29.7 15.8 14.4 18.5
Diploma 64.6 73.9 55.4 10.8 9.4 12.5
Graduate 78.6 83.6 74.8 6.2 5.0 7.2
Source: Istat 2016b.
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4.2 Labour Market Policies

Deregulation of the labour market (‘fl exibility at the margin’) has been accompanied by 
partial reform of the so-called ‘shock absorber’ systems. The Jobs Act further revised the 
unemployment insurance system, setting new conditions for the renamed unemployment 
benefi t (NASPI), a new provision (ASDI) to cover unemployed workers in distressed 
economic conditions who had exhausted the period (up to 18 months) of normal unem-
ployment benefi t and a special benefi t covering atypical workers (DIS-COLL). Moreover, 
from 2017, Naspi also replaces the redundancy pay scheme for workers subject to col-
lective dismissal by medium-large restructuring or closing fi rms (‘mobilità’) (Arachi and 
Baldini, 2016). Despite several reforms, a truly universal unemployment benefi t scheme 
and income support schemes are still in the making in Italy.

Active Labour Market Policies (ALMP) have had a secondary role in Italy.21 Accord-
ing to the ILO (2015: 61, 70), traditionally, Italy prioritised hiring incentives, which are 
easy to implement, though subjected to signifi cant deadweight losses. Consequently, 
most ALMPs consisted in introducing and/or modifying the eligibility requirements for 
employment subsidies, according to what were deemed the categories of worker most in 
need of employment opportunities at that time. Budget constraints aggravated the notori-
ous ineffi  ciency of the Public Employment Services (PES) in reallocating labour towards 
equally scarce job opportunities. However, as the ILO report (ILO, 2015) rightly empha-
sises, no ALMP, no matter how effi  cient, can work if the economy is not growing and, as 
stressed by Martin (2015), in a depressed labour market, ALMP may merely reshuffl  e the 
queue of the unemployed. 

Figure 3 Relative wage of 30-year-olds to average wage, Italy, 1977–2010

Source: Checchi and Leonardi (2015).

21 See ILO (2015: table 3.2); OECD (2016: table 7), http://www.oecd.org/employment/emp/employment-outlook-statistical-
annex.htm
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We analyse the issue of ALMP, specifi cally the working of PES, in the second case 
study. We argue that Italy’s diffi  culty in the implementation of ALMP does not rest only 
on their institutional design (centralisation versus decentralisation, public versus private), 
although they are important, but in the historical marginality of these services – in terms 
of fi nancial and human resources – relative to other public administrations. This margin-
ality can be partially explained by the lack of interest of social partners, due to (excessive) 
reliance on their self-organisation and self-suffi  ciency, or even to a concern for ‘competi-
tion’. Since the 1990s, the institutional structure of the PES has changed, both in terms of 
target (from simple certifi cation of unemployment status to provision of a service aimed 
at employability) and in terms of organisation (devolution from the state to the regions). 
Several institutional and political vicissitudes22 risk leaving the fate of the PES out on a 
limb and unemployed workers lost in a multiplicity of agencies (Ministry of Labour, AN-
PAL, INPS, Italia lavoro, Isfol, Cnel, private agencies, Regions), training courses and red 
tape. Meanwhile, insuffi  cient fi nancial and human resources prevent the effi  cient func-
tioning of the PES, resulting in long waiting times, fragmented information spread over 
diff erent agencies and limited capacity to off er solutions. 

The case study provides a synthetic picture of the current conditions of employment 
services in Italy, together with a comparative assessment of the diff erent organisation of 
CpIs (Employment Offi  ces) in two regions, Lombardia and Marche.

4.3 Pension Reform

At the peak of the crisis, the Monti government implemented a pension reform that in-
creased the minimum retirement age to 66 years, eliminating all forms of fl exibility. Hav-
ing fi xed the calculation of pension benefi ts strictly according to contributions paid, it in-
troduced an unnecessary rigidity with regard to retirement age. Precipitously and rigidly 
applied to respond to the urgent need to reduce spending and appease the fi nancial mar-
kets (and the EU and German authorities), this reform left several short-term and long-
term problems open. If, according to international assessments (IMF, World Bank) after 
the Fornero-Monti reform the Italian pension system had become the most rigorous of EU 
systems, it was also the least adequate in terms of pension level and the most ineff ectual 
with respect to the broader objectives of productivity, growth and employment. Two main 
trade-off s, which derive from the interrelation between the pension system, the labour 
market and the welfare state, threaten its long-term sustainability. First, by increasing the 
retirement age among older workers, the reform had a negative eff ect on youth unemploy-
ment. By slowing down the substitution between workers of diff erent ages (Figure 4), this 
might have had an impact also on productivity, if young workers are more attuned to new 
technologies. Second, by allowing atypical workers with low pay and fragmented work 
careers to be inadequately covered, the new contribution-based system has set in motion a 
‘pension time bomb’ set to explode when these people reach retirement age. This problem 
is especially severe for women, who are more exposed to the risk of career fragmentation 
because of a still incomplete reconciliation policy (Simonazzi, 2015). Under strong pres-
sure from the social partners, subsequent laws attempted to respond to these problems 

22 The creation of Regional Agencies was followed by their demise and their competence with regard to the Centri per l’impiego 
(Employment Offi  ce, CpI) was assigned to the Provinces. Following a process of administrative simplifi cation, the latter had been 
formally eliminated, but the constitutional revision that would have confi rmed their elimination was voted down in the December 
2016 Referendum. Thus the newly created Agency in charge of ALMP will coexist with the reinstated regional agencies, without a 
clear defi nition of functions. See the Case study in Section 5 for details.
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by gradually extending coverage to larger sections of atypical workers and reintroducing 
some fl exibility in retirement age.

The interaction between the crisis and the labour and pension reforms has produced 
confl icting eff ects on the female employment rate. While occupational segregation shel-
tered women (relative to men) from the fi rst eff ects of the crisis, subsequently female em-
ployment has suff ered the eff ects of the fi scal crisis because of their overrepresentation in 
public sector employment. While the pension reform forcibly sustained the employment 
rate of older women, overall the crisis has brought the slowly increasing long-term trend 
of the female participation rate (which is still far behind the European average) to a halt.

 
4.4 Poverty

The ongoing economic recession, which followed a long stagnation, has hit Italian fami-
lies especially hard. Since the start of the crisis, all indicators of vulnerability, depriva-
tion, and poverty have increased dramatically.23 In 2015, 1.6 million families (6.1 per 
cent of total households) were in absolute poverty.24 The incidence of absolute poverty is 
higher among households with four or more members, in particular couples with two or 
more children. This is why the incidence of poverty is even higher among individuals: 4.6 
million (7.6 per cent of total population), an increase of 141 per cent since 2005 (3.3 per 

Figure 4 Employment rate by age and gender, Italy, 2004–2015

Source: Istat (2016, p. 132).

23 The fi gures in this section are from Istat 2016, http://dati.istat.it/# and Open Polis 2016.
24 Those in absolute poverty are defi ned as a family or group of individuals who are unable to obtain a monthly income which 
prevents them from obtaining necessary products and services needed to survive.
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cent) (Figure 5). Absolute poverty is also high among households with all non-national 
members (28.3 per cent), especially among those living in the north of Italy (32.1 per 
cent). With only one-third of the population, the south accounts for almost half of the 
population in absolute poverty (45 per cent), but poverty has increased substantially in the 
whole country: it has nearly tripled in industrial northern areas (from 588,000 in 2005 to 
1.8 million in 2015, from 31 to 40 per cent of the total population in poverty). 

Between 2005 and 2015, the share of the population in relative poverty25 increased 
from 11.1 to 13.7 per cent (8.3 million people), while 28.7 per cent of the population was 
at risk of poverty or social exclusion in 2015. It is mainly households of young people 
that are bearing the brunt of this long crisis, of the labour market reforms, of precarious 
employment or unemployment. Relative poverty incidence decreased only in households 
with reference person aged 65 and over (8.0 per cent in 2015), or retired from work (7.7 
per cent), the only group enjoying the privilege of a reliable fl ow of income. 

While unemployed, under-employed, unskilled workers and young people have the 
highest shares of absolute and relative poverty, having a job is no guarantee against pov-
erty. In 2015, 10.9 per cent of households headed by an employee and 18.1 per cent of 
workers were relatively poor. The share of working poor – employed workers in absolute 
poverty – has almost tripled in 10 years: up to 11.7 per cent in 2015 from only 3.9 per 
cent in 2006. Italy is among the EU countries in which the increase in workers at risk of 
poverty has increased the most in the crisis: with 2.3 percentage points it comes second 
only to Germany (5.1), Estonia (4.3) and Bulgaria (3.8) (Figure 6).

Figure 5 Individuals in absolute poverty, absolute values and percentage of total 
population. Italy, 2005-2015

Source: Open Polis 2016.

�

25 The relative poverty line depends year by year on variations both of consumer prices and of the mean of consumption expendi-
ture.
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Compared with the rest of the EU28, in Italy social transfers are less eff ective in reduc-
ing poverty. This poor result is due as much to scant resources as to their ineffi  cient use. 
Lacking a barely decent social protection system, worsening economic conditions and fi s-
cal austerity measures call for a reinforced role for the family as income shock absorber. 
With entry wages declining, real wages of standard employees stalling and unemploy-
ment and precarious work spreading, the capacity of the family to defend its living stand-
ards has come to rely more and more on the pooling of multiple earnings: pensions, even 
if low become the most reliable source of income, and previously inactive women may be 
shoved into the labour market to supplement or make up for the loss of the male’s income. 
However, the declining average size and changing composition of households – declining 
marriage and increasing divorce rates, increased number of single-parent families and the 
decline in fertility – might have decreased the family’s redistributive capabilities. Even 
so, with the welfare state in retreat, familism is likely to remain Italian families’ last re-
sort. Insofar as income redistribution takes place inside the family, it is likely to lead to 
increasing inequality and decreasing intergenerational mobility. Because families’ main 
resource to absorb external shocks (unemployment, disability, early retirement) are sav-

Figure 5 Individuals in absolute poverty, absolute values and percentage of total 
population. Italy and EU countries, 2005–2015

Source: Open Polis 2016.

�
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ings, which are very unequally distributed, reliance on families as insurers against social 
risk tends to reinforce social inequality (Simonazzi, 2015).

To conclude, since the crisis growth has eluded expectations and unemployment has 
grown, as have precariousness and insecurity. Income inequality and poverty have in-
creased. Social expenditure and social investment (education, R&D, health and care, 
training and active labour market policies) have all been drastically curtailed because of 
the fi scal compact. While real earnings have stalled and mobility among income class-
es may not have decreased substantially, intergenerational mobility – measured across 
occupational groups (Simonazzi and Barbieri, 2016) and income groups (Franzini and 
Raitano, 2016) – has defi nitely decreased. Faced with the severity of the socio-economic 
conditions, social dialogue has focused on the creation of safety-nets, such as promoting 
the search for and experimentation with basic or minimum income policies, negotiating 
reductions of the fi scal drag on lower incomes, supporting proposals for an extension of 
care services provisions. 

5. CASE STUDY 1: PUBLIC EMPLOYMENT SERVICES IN ITALY: FLEX-
WITHOUT-SECURITY

Flexibility and security require services capable of implementing active employment 
policies. The case presented here investigates the degree of protection now provided by 
public employment services (PES). This infrastructure, in Italy, is still far from ensuring 
a universal standard. After 20 years of reforms and reorganisations, the structures that 
should have accompanied the increased fl exibility in the labour market are still inadequate 
to meet the demand for their services. Social dialogue at the regional level supervises and 
directs implementation of the services, in accordance with the diff erent strategies chosen 
by the social partners. 

5.1 Active Labour Market Policies before and after the Jobs Act

In the 1990s, labour reforms marked the end of the public monopoly of employment 
agencies and the devolution of their governance to the regions. The intermediation be-
tween labour demand and supply was overhauled: promoting activation to prevent long-
term unemployment, favouring innovation, decentralisation and monitoring of public 
agencies, and opening up to private agencies for intermediation and training to overcome 
fi nancial constraints (Gilli and Landi, 2009). 

The 1999 state–regions agreement fi xed the minimum standards for the PES, to be 
fully operational by 2006. The competences were devolved to the provinces, to respond 
more closely to local labour market needs. The passage from the national bureaucratic 
structure to the PES has been generously fi nanced by the ESF, but the regional and pro-
vincial administrations had to build the new system of PES from scratch, with no eff ec-
tive support from the centre in providing technical assistance or ensuring coordination 
between the various actors. The lack of an information system still represents one of the 
greatest weaknesses of the Italian employment system.

The approach to labour policy has been inspired by the fl exicurity paradigm and by the 
principle of mutual obligations, by which jobseekers are requested to engage in a training 
course or active job search in exchange for support in fi nding a job. To be eff ective, the 
system needs specifi c skills and capabilities in the analysis of competences, an effi  cient 
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national information system, standardisation of the basic rules guiding the provision of 
active and passive labour policies, and good coordination with fi rms and agencies in 
charge of professional training. 

The National Agency for Active Labour Policies (Agenzia Nazionale per le Politiche 
Attive del Lavoro, ANPAL) was created with the legislative decree of 14 September 2015 
No. 150, implementing the Jobs Act. Its main function is the coordination of labour poli-
cies to assist job seekers and unemployed people benefi ting from the various unemploy-
ment benefi ts.

Among ANPAL’s initial activities is to experiment with the re-employment allowance 
(contratto di ricollocamento) in favour of workers unemployed for more than four months 
and receiving unemployment benefi t (Naspi). The amount of the voucher varies with the 
degree of employability, and can be spent with a CpI or any other actor with accreditation 
for the provision of services in the fi eld of active labour market policies. To this end, AN-
PAL shall prepare the Register of the actors authorised to operate in the fi eld of ALMP, 
that is, to get ready for an integrated national information system.

5.2 Data on Use of the PES

According to Isfol Plus 2014 (Landi et al., 2016), in the 12 months before the survey 
about 4.6 million people had called on the employment services, both CpIs and other la-
bour agencies (APL).26 Of these, 54 per cent contacted only a CpI, 21 per cent contacted 
only an Apl, and 23 per cent called on both. Those calling on the CpI are generally less 
educated, less employable, long-term unemployed or female. Conversely, users of ApL 
are more educated, often already employed or short-term unemployed. In order to reduce 
the obvious risk of adverse selection, the CpI must rely on a good nationwide informa-
tion system, an ability to profi le the unemployed according to an index of disadvantage, a 
system of ranking of the credited agencies and a good administrative system. 

There is excess demand for SpI’s services: it is estimated that they can sign a commit-
ment agreement for about 3 million people per year, and successfully meet the needs of 
60 per cent of them. The rate of user satisfaction is generally good, except with regard 
to their capacity to actually provide a job. The waiting times are long: only 42 per cent 
of Apl and 33 per cent of CpIs provide a solution within four months. The heterogeneity 
across agencies, users, providers is high, calling for a greater coordination among actors 
and greater public–private cooperation. Investment in infrastructure and personnel is to-
tally inadequate. 

5.3 Services and Resources 

The services to be provided by CpIs include: the profi ling of competences and job search; 
stipulation of a service agreement that defi nes the tasks and the intensity of job search 
assistance; specialist guidance; training; and job or internship proposals. Among the in-
novative tools is the ‘re-employment’ agreement which provides the unemployed with an 
amount intended to pay for a package of integrated services for job search, conditional on 

26 Following ISFOL, we use SpIs (Servizi per l’impiego) to defi ne the employment agencies, which include both the public 
agencies CpIs (Centri per l’impiego) and the private employment agencies (APL), that is, private recruitment agencies, temporary 
agencies, employers’ and trade unions’ institutions, university job centres and so on.
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a commitment to seek employment, to be proved through meetings with staff . As already 
noted, the fi nancial resources available to provide these services are totally inadequate. 

In 2015, the Lombardy region estimated at 163 hours per person the amount of work 
required to ensure to every unemployed person the full range of services (Olivieri, 2016). 
This maximum amount can be reduced to an average of 50 hours, given that the services 
will not be provided to everyone to the maximum level. If each unemployed Italian (3.1 
million in total) received the 50 hours of services, it would be necessary to ensure a total 
of 155 million hours, which, divided by the annual hours worked by a full-time employee 
(1,720), gives 90,116 employees. At present, the staff  of the CpIs is a mere 7,000 em-
ployees, with a total budget of 700 million euros, 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 euros.) Aware of the severe shortage of staff  (and 
possibly of competences), Legislative Decree 150/2015 envisages the possibility of guar-
anteeing only the acceptance and granting of the re-employment allowance ‘in-house’, 
while outsourcing the package of hours of intensive care to authorised or accredited agen-
cies and organisations. The remaining 154.6 million hours, outsourced at the cost of 30 
euros per hour (estimated by Regione Lombardia) would require 4.64 billion euros, more 
than six times what is currently being spent on ALMP in Italy (and half of what is spent 
in Germany).

Pietro Ichino (2014) (supported by research at Arifl 27) has argued that the savings in 
unemployment subsidies obtained by fully eff ective employment services would fi nance 
the costs incurred in the upgrading of the CpIs. He correctly claims that the solution does 
not rest simply with more resources to multiply the CpIs, but rather on the organisational 
capacity to connect and coordinate the network of private resources through a plan that is 
still to come.28 Three remarks are in order: (i) CpIs have to become effi  cient before they 
can generate the savings in unemployment subsidies; (ii) more important, the economic 
cycle aff ects the chances of fi nding or losing a job, no matter how eff ective the CpIs; and 
(iii) 50 per cent of those out of work are unemployed for more than 12 months and are 
more diffi  cult to employ even in favourable economic conditions.

5.4 Two Diff erent Strategies: Lombardy and Marche

We shall compare the experiences of two regions that diff er not only in size, but also by 
type of governance of SPIs. Lombardy has anticipated the contract of re-employment de-
vised by the Jobs Act through the system of so-called Dote Unica Lavoro (Dul, or Single 
Dowry for work), in force for many years: the entitled unemployed person can spend such 
a dowry in kind, namely on services provided by public or private employment centres. 
Conversely, the Marche region has invested heavily in a capillary network of public em-
ployment centres (CpI), which represent a case of good public management.

Lombardy 
The contract of re-employment is one of the main innovations of the Jobs Act: a redun-
dant worker who receives unemployment benefi ts begins a path of reintegration into the 

27 ARIFL is the Regional Agency for Education, Training and Labour of the Lombardy region.
28 Awareness, on the part of supporters of the Job Act, that organisational conditions may undermine the plan’s chances of success 
convinced a group of members of Parliament to present an Interpellation to urge the government to complete this essential part of 
the reform. Otherwise, the centralisation of the competence for labour market services risks leaving the territorial terminals devoid 
of strategic direction and resources.
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labour market, through a programme coordinated by the region, choosing the structure 
from which they intend to be assisted. The structure – public or private – should be ac-
credited. They will be given a tutor who will check whether they are following the path 
of relocation and their willingness to accept any reasonable off ers. 

As noted, this principle is already operating in Lombardy with the Single dowry for 
work (Dul).29 Assessing the impact of Dul in the job market can be useful to gauge the 
eff ectiveness of the new employment policies. It should be noted that Lombardy has the 
strongest economy in the country, with more than 4 million people in work and around 
380,000 unemployed.

Arifl  (2015) tried to assess whether Dul improves the chances of its recipients’ fi nding 
a job. It used the compulsory notifi cations30 to verify employment status six to 12 months 
after the signing of the commitment agreement with the CpI. A control group has been 
created, with the same characteristics of the 20,000 recipients: gender, age, level of edu-
cation, nationality, period of unemployment and province. Data on the percentage of new 
hirings seem to indicate that Dul increases employment chances by at least 30 percentage 
points. 

However, the experience of Dul Lombardia suggests that the practical application of 
the re-employment agreement will take a long time: the policy started in Lombardy in 
2007 and has undergone several corrections to reduce opportunism. There are also areas 
for improvement, for instance to take greater responsibility for the most disadvantaged.

The experience of Lombardy is defi nitely relevant. However, there are reasons to be-
lieve that the chances of employment and the potential savings have been overestimated. 
First, the counterfactual estimation cannot take into account individual skills or attitudes, 
so that the possibility that those endowed with the dowry were the most skilled or enter-
prising cannot be ruled out. Second, it excluded from the exercise the long-term unem-
ployed, who are more diffi  cult to re-employ. Finally, as for the potential savings to be 
reinvested in the CPI, it must be considered that those benefi ting from the dowry are only 
6 per cent of the unemployed in Lombardy. The extension of the service cannot avoid the 
necessary investments.

The real challenge is the phase of signing the commitment agreement, because in a 
model based on competition, the private sector will tend to ‘cream off ’ those easier to em-
ploy. In Lombardy, the public institutions exert control on the accredited actors to prevent 
problems of adverse selection.

Marche
An extensive survey among people who turned to the employment centres of the Marche 
between September 2014 and July 2015 provides an assessment of the working of the 
CpIs, among the most effi  cient and well organised, although hard hit by the crisis, and 
historically considered by the region as the primary tool of active policies. 

The questionnaire, administered to a sample of 4,839 people stratifi ed by province, age, 
gender, citizenship, represents a population of more than 152,000 users of the services of 
CpIs in the region. It relates current job status (employed, searching, neither employed 
nor searching) with motives for turning to the CpIs, assessment of their eff ectiveness and 
satisfaction with the service received. The user’s characteristics refl ect the national data. 

29 See: Giubileo and Montaletti (2015); Arifl : http://www.arifl .regione.lombardia.it/cs/Satellite?c=Page&childpagename=Regio
ne/MILayout&cid=1213305264818&pagename=RGNWrapper&packedargs=ptype%3DRicerca%26TemplateDestinazione%3DRice
rcaPage%26assetid%3D1194454694556%26assettype%3DPage
30 The law requires compulsory notifi cation of any new hiring of fi ring by fi rms to the national insurance institute (INPS).
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Among the reasons for the termination of the last job, ranking fi rst is a crisis at or clo-
sure of the fi rm, followed by the end of fi xed-term contracts, seasonal work, internships, 
substitutions (most relevant in services and the most common reason for women), then 
come dismissals, followed by a smaller share of resignations.

At the time of the interview 33 per cent were working, 53 per cent not working and 
searching, 5 per cent were searching for the fi rst time and 9 per cent not working or 
searching. Women, foreigners, adults, the less educated and the long-term unemployed 
are overrepresented in the main group of those who were not working but searching. 
Young people, mostly with higher education, are among those seeking work for the fi rst 
time. There are good reasons for estimating that more than half of the last group (neither 
working nor searching) belongs to the potential labour force. Finally, 81 per cent of those 
who found a job were in paid employment, 37 per cent with a permanent contract. Given 
the high percentage of fi xed-term work (seasonal, periodical, fl exible) for the remaining 
63 per cent there are ‘revolving doors’.31 The average weekly working time is 32 hours, 
the median is 36. 

Acquaintances and friends remain the main channel to a job (nearly 46 per cent of 
respondents), personal initiative is the second channel (18.1 per cent), followed by the 
response to vacancies available in print or online (11.6 per cent). The percentage of those 
who found a job through the CpI (5 per cent) is slightly higher than the number of those 
who did so with private recruitment agencies and equal to that of the temporary employ-
ment agencies.

Almost everyone is willing to accept any kind of work, even part-time, precarious or 
underqualifi ed, only constraint being distance, especially for women and for those who 
have children. This makes for an extremely low reservation wage. The average wage is 
952 euros and the median around 1,000 euros, but variation is very high and refl ects the 
traditional segmentation of the labour market. Being a woman entails a wage penalty of 
100 euros and being a foreigner 60 euros. Wages increase with age: older people earn 
130–150 euros more than young people. The wage is not related to education, with the 
exception of vocational education and training; fi rm-specifi c competences rather than 
general skills are more appreciated. Those who found a job through personal networks 
command the highest wages, those who found the job through a CpI the lowest. Type of 
contract, size of the fi rm and profession aff ect the level of pay.32 

There is obviously a strong correlation between the pay structure, the rating of job sat-
isfaction and the rate of satisfaction with the services of CpIs. The latter is usually fairly 
high for the services in general, but it drops to 19 per cent for the capacity to provide a job. 
The help in fi nding a job is indeed the main reason to contact a CpI (90 per cent). Over the 
year under consideration, 10 per cent of all people who had signed a commitment agree-
ment received a job off er from the CPI, and 42 per cent of these accepted. At the time of 
the interview, 35 per cent of the latter were still in employment. By comparison, 14 per 
cent of those addressing a private agency received a job off er and 61 per cent accepted. 
The comparison is ambiguous; it may signal a greater ability of private agencies to off er 
more targeted solutions, but it may also refl ect their power to select the more employable 
workers (creaming), a possibility which is obviously not open to the CpIs.

The analysis shows that, even in a region with a widespread presence of CpIs and good 
organisational skills, the supply of ALMP is far below demand.

31 Data on mandatory communications show that, over a period of fi ve years, the duration of contracts in the Marche region is 
as follows: 25 per cent of contracts up to two months, 25 per cent between two and fi ve months, 25 per cent between fi ve and 13 
months, and only 25 per cent over 13 months.
32 See Regione Marche (2016; 2016b) for a detailed analysis. 
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5.5 Conclusion

Many temporary or economically fragile workers require services not dissimilar to those 
for the unemployed. More than half of unemployment is long-term. For many people, job 
search is a continuous task, so that orientation, training and other services serve also to 
those who work. Over the past 20 years, there have been several attempts to reorganise 
employment services, but it cannot be said that the operational and administrative struc-
ture of ALMP is working well and up to the task. Lack of investment, precariousness of 
the personnel and understaffi  ng, lack of adequate management and information systems 
continue to weigh on their effi  ciency. All this frustrates the accomplishment of the social 
dialogue objectives.

The design of the Jobs Act attempts to change the industrial relations by off ering less 
regulation in exchange for greater universal access to services in support of employment. 
However, the absence of a solution to the problems of the operating structure that is sup-
posed to ensure that accessibility is likely to undermine a crucial pillar, necessary to ac-
company the development of good industrial relations between the social partners.

The regional level remains a key stage on which to implement solutions, and the role 
of social dialogue is still crucial in this. An example is the Pact for Employment in Emil-
ia-Romagna, signed in 2015. It is a legislative pact that includes the involvement of the 
parties (Region, mayors of major cities, representatives of labour and business) for pre-
liminary discussions on the contents of the main actions and measures to be taken to 
achieve an increase in employment and a strengthening of economic competitiveness 
and social inclusion. The commitments are subject to regular monitoring, with bi-annual 
meetings on the progress of spending and of actions taken. With the concurrence of the 
parties, a Unitary Plan Assessment is undertaken to measure the eff ectiveness and impact 
of the integrated action of the European Funds, regional and national authorities on the 
regional system in terms of development and employment.

6. CASE STUDY 2: TWO MODELS OF LABOUR RELATIONS IN PRACTICE 
– FERRARI AND LAMBORGHINI 

6.1 Introduction 

As argued in Section 2, the evolution of industrial relations in Italy is going in the direc-
tion of greater decentralisation. Although greater involvement of employees in the defi ni-
tion of production processes and business strategies is considered a key part of personnel 
management systems, since it ensures a positive eff ect in terms of productivity and in-
novation, the trend towards disintermediation increases the risk of dualism between fi rms 
and workers.

The Fiat example – breaking away from national representation and from the national 
contract (CCNL) and activating a new contract (CCSL) with only the signatory trade 
unions – constitutes a watershed and is being seriously considered by other companies. 
Firm-level contracts can now derogate from collective agreements, except for the pay 
structure. Representation is being pulverised: within each fi rm, there are workers with 
diff erent contracts. The main trade unions are divided on which level of bargaining to 
privilege. We concluded that the situation calls for the implementation of Article 39 of 
the Constitution on union representation to regulate representation at the two levels of 
bargaining.
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6.2 The Context at Ferrari and Lamborghini

Ferrari and Lamborghini are two well-known worldwide supercar companies belong-
ing to two multinational corporations. They are quite similar in terms of product, local 
culture and human capital, and they are geographically close, but have diff erent models 
of industrial relations. Ferrari applies the corporatisation model of bargaining (FCA’s 
CCSL): there is only one level of bargaining for the group, which applies to all produc-
tion sites, though at Ferrari there is also factory-level bargaining. A protocol regulates the 
relations between the management and the RSAs, limited to the signatory representatives. 
Conversely, at Lamborghini, the fi rm-level bargaining is within the national sectoral con-
tract system. The relations between RSU and the management cover a wide range of 
organisational and strategic issues, in close relationship with the workers’ assemblies. We 
compare the two companies to test whether, from the point of view of workers’ conditions 
(wages, incentives, time, health, benefi ts), the model of industrial relations matters also 
in companies producing high quality products, where the management has an interest in 
getting the maximum commitment out of the workforce.

The comparison is based on an analysis of the companies’ contracts, integrated with 
interviews with experts and trade union representatives – RSA in the case of Ferrari, RSU 
in the case of Lamborghini – on several issues,33 supplemented with informal interviews 
with union leaders and workers at the two companies.34 We also used the recent literature 
on the topic and the information available on the companies’ websites. The aim is to shed 
light on the infl uence of industrial relations on the quality of the product, the company 
climate and dignity at work.

Some caveats are in order. First, these are two companies of excellence, known world-
wide and leaders in technological innovation, product quality, up to date plants, attention 
to safety and ergonomics, as well as staff  training. The respective Codes of Conduct are 
exemplary for corporate social responsibility. They have high profi t margins and are not 
representative of the average fi rm in the sector or industry. Workers are eager to work at 
these companies because of professional status and access to company benefi ts. 

Second, the two companies are similar, but not identical. Ferrari is much bigger, has 
a wider range of products and keeps in-house the entire cycle of production, except for 
some special components, such as brakes, automatic transmission, computers and car 
body. The racing department is also unique. Lamborghini has a narrower range of produc-
tion in-house; it has a patented carbon-fi bre car body, while the engines come from the 
VW group. Although a few kilometres apart, history and corporate culture are very diff er-
ent. Both are growing rapidly in their respective markets. These diff erences give rise to a 
diff erent company climate, which is not attributable solely to labour relations. 

Third, the number of respondents cannot be considered representative of the reference 
community, while lack of time prevented us from interviewing management. Thus the 
present assessment concerns essentially the workers’ side and cannot aim to establish a 

33 The following variables were considered. Bargaining, pay, the system of bonus and incentives, corporate welfare; schedules, 
shifts and overtime; qualifi cations and professionalism, advancements and training opportunities; problems in product quality; 
internal fl exibility, economic status and rights of external workers on diff erent employment contracts (logistics, maintenance, 
ICT, services). Attention was paid also to the quality of industrial relations, the formal (contractual) and informal (implemented in 
practice) procedures to acquire and disseminate information (e.g., on the group’s investment decisions); whether the management 
adapts to local traditions (history, culture) or acts to change them; the collaborative or hierarchical attitude of the management; the 
fl ow of information and the quality of work: the team’s autonomy in coping with fl aws and the use of overtime; fi nally, whether the 
company climate is collaborative or competitive.
34 Special thanks to the members RSA Fiom, RSU Lamborghini; UILM unionists, Fiom and workers who have told us about their 
experience. For the FIM -CISL we consulted the opinion of Bentivogli on the agreement FCA, cited in the bibliography. The authors 
have adapted the text from the interviews and are responsible for any inaccuracy or partiality. We intend to broaden the range of the 
interviews to complete the picture.
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ranking between two realities ‘so close, so far away’,35 but, more modestly, to give partial 
account of two types of labour relations. Thus, the study does not conclude with a verdict 
on the ‘best’ industrial relations; its aim is to look at the main variables that a comparative 
assessment must consider and highlight their interactions with factors such as manage-
ment style and organisational constraints.

6.3 Ferrari: Supplementary Agreement, Trade Union Relations, Company climate

In 2016, FCA Ferrari produced 7,900 cars, in a range of eight models; net revenues were 
USD 3 billion and EBITDA was more than 800 million. There is a complete cycle, from 
foundry, through car body, paint, machine tools manufacturing and assembly to fi nishing, 
plus the racing department. The fi rm employs approximately 2,850 employees: 1,600 
blue-collar and 1,250 white-collar. With the external personnel (canteen, maintenance, 
ICT, technical drawing, cleaning, security, supply lines, shipping), the total number is 
3,500 people. The external workers do not enjoy company benefi ts, however. 

Ferrari’s Company Agreement, 22 June 2016
The agreement focuses on participation, which is prized as a useful tool to prevent con-
fl icts, respond to market fl uctuations, ensure full utilisation of the plant, reduce fi xed 
costs and create the conditions for investment. The FCA Agreement enhances the direct 
participation of workers through the establishment of joint committees; the higher degree 
of labour utilisation is accompanied by a joint committee for the conciliation of disputes 
at the national level and a committee on organisation and production systems at the plant 
level (De Luca Tamajo, 2016). The FCA CCSL envisages four committees. The health 
and safety committee deals with health and well-being; it must ensure that risks are kept 
at a minimum, through compliance with the rules and programmes aimed at their reduc-
tion. The organisation committee examines the employment impact in any technological 
area and manages organisation, shifts and peaks of activity. The corporate services com-
mittee deals with social themes, such as catering, transport and employees’ families. The 
absenteeism committee takes care of how to reduce absences. An additional committee 
on training and skills, not present in the FCA group, was established at Ferrari, since the 
excellence of the product depends on individual skills; this committee is responsible for 
training programmes and professional career advancement. Every year, a corporate ob-
servatory examines the business forecasts, the development of the product range and of 
the sales network, and their eff ects on employment. Both parties prize stable relations, 
constructive dialogue and smooth resolution of confl icts. The number of hours for union 
activities has been increased for the signatory unions.

The competitiveness bonus is based on three indicators: production (number of cars 
delivered), profi tability (earnings before interest and tax, EBITDA) and quality (50 per 
cent for internal verifi cation ICP: car demerit points for fi nishing and aesthetics; 50 per 
cent for R100: external audits on a sample of technical anomalies and reliability). The 
fi rst two indicators provide economic value: the current volume of 7,900 cars delivered 
corresponds to a value of €2,150 per person. The value for the current level of EBITDA, 
between 800 and 900 million, is 2,350 euros. The third indicator is a multiplier of the 
previous two addenda. This multiplier varies by 10 per cent if quality deviates by 10 per 
cent from the target (a value between 90 and 110 per cent of the target is considered nor-

35 To paraphrase a famous Wim Wenders fi lm.
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mal). In addition, because the premium must encourage individual productivity, it takes 
account of presence at work. So, if the hours of absence are more than 65 per year, the 
bonus is decreased by 15 per cent, and by a further 5 per cent for every 30 more hours, up 
to a maximum 30 per cent for those who exceed 170 hours (excluded from calculation: 
holidays, paid leaves, accidents, trade union leave, L.104, maternity, bereavement, mar-
riage, blood donation). There is an additional cut of 7 per cent if the number of events that 
generate the absence is equal to or greater than seven (excluding hospitalisation). Finally, 
there is the award of a unilateral bonus of 5,000 euros from Ferrari’s president, a gift de-
cided each year on the basis of business performance. 

The signatory trade unions underline that this kind of industrial relations is favourable 
to workers, since it allows more degrees of freedom than in the FCA group, especially 
better recognition of professionalism and training. Production effi  ciency is critical: work-
ers are very careful to avoid absences and prefer to use permits or leaves in order not to 
be penalised, though this does not mean that people work when sick, or that the frailest 
workers are discriminated against. The confl ict cooling process must be respected. The 
climate among the signatory trade unions is one of competition, rather than collaboration. 
The signatory trade unions never convene before the meetings with the management, and 
proceed in open order.

The non-signatory trade unions, conversely, believe that the new system is unfavour-
able to workers: the management is dominant and workers’ participation in the fi rm’s 
decisions is null. In this kind of industrial relations, everything outside the fi rm seems 
subordinate, everything happens at the group level, there is no real enterprise bargaining. 
There are no shared rules for promotion or training. Only presence and commitment are 
really prized. The many hours of overtime are an indicator of quality problems upstream 
(except for the racing department). Many people work 50 hours a week, an indication that 
something prevents production from being accomplished within the 40 hour week. 

Both signatory and non-signatory trade unions seem to agree on the following points. 
(i) The company climate can be described as strict and severe. The discipline is stricter 
than in other fi rms in the area. The stress is greater for the intermediate than the higher 
levels of management. Results are all that matters: that is why commitment is so impor-
tant. Those who do not cooperate are frowned on. Because a large part of production is 
internal, there is even greater confrontation between the diff erent departments. (ii) The 
competition between trade union gives more power to the management. And (iii) the 
work setting is unique: all are in uniform, the site is spotless, the time of the chain is slow, 
company benefi ts are generous, the rates of absenteeism and accidents are lower than 
average.

6.4 Lamborghini: Supplementary Agreement, Trade Union Relations, Company 
Climate

Lamborghini Cars has been part of the VW Audi group since 1999. In 1985, the number 
of employees was 232, 70 per cent of them blue-collar. In 2003, production jumped from 
900 to 1,800 cars a year and in 2006 the employees numbered 650 (60 per cent blue-
collar). Finally, after the 2009–2010 slump, the workforce reached the current number 
of 1,400 (40 per cent blue-collar). Six hundred of them are directly responsible for the 
cars’ cost; the remaining 800 include quality control and maintenance workers, as well as 
forklift truck drivers. The external workers (help desk, cleaning, logistics) number about 
200 and temporary workers on the assembly line umber about 60. The company produces 
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about 3,500 cars, with a turnover of approximately 1 billion euros. A new SUV model will 
join the current three-model range, plant size will double and the workforce is expected 
to increase. 

The Aventador carbon frame is produced in-house. The carbon-fi bre must be laminated 
and stretched by hand on the mould. The car consists of three templates (front absorption, 
the main cabin, engine box 12 cylinders) and two ‘tanks’, above and below; the one below 
is a Lamborghini patent. For the Aventador model the frame is made internally (CFK); 
painting is outsourced; motor is assembled and tested in-house; upholstering is internal; 
the assembly car is internal; test and fi nishing touch is internal. The daily production is 
5.5 Aventadors and 11 Huracans. Workers assembling Aventadors have a 90-minute cy-
cle, the Huracan takes 35 minutes.

Company Contract
The labour and industrial relations, inspired by the VW Charter, are based on the principle 
of workers’ cooperation and participation and are endorsed by the European and World 
Works Council. The objective is the competitiveness and profi tability of the group, as 
levers to improve professional skills, working conditions and employment.

There are bilateral technical committees on performance bonuses, organisation, meth-
od and times; professionalism and skills; and safety. When no meetings are planned, a 
meeting can be convened at the request of at least two members of the committee.

The company agreement commits the company to a code of conduct for external con-
tracts, suppliers or consultants. These contracts too must comply with the national collec-
tive agreements and the best economic and contractual conditions. The company provides 
the RSU with information on contracts, sub-contracts and companies that are part of the 
supply chain, enabling the RSU to have direct contact with their workers. The company 
is open to discuss the re-internalisation of external strategic processes.

It is agreed that, when possible, in case of recruitment, preference should be given to 
the transformation of temporary contracts into permanent ones. If this proves impossible, 
the employee receives a non-confi rmation allowance of 220 euros for every month of 
work (for those who have more than four months of seniority). In any case, fi xed-term 
contracts must be an opportunity for professional growth, including at least one month 
of training. They shall not exceed 10 per cent of total employment, have a maximum 
cumulative period of 16 months and cannot be used to cope with production peaks or for 
starting a new process. 

There is a seven-hour shift, with eight hours paid, with a pause of 19 minutes. The 
time in excess of normal hours can be accumulated over a three month period, to allow 
for work–life reconciliation. In the summer, it is possible to redistribute working hours. 

Individual rights are given particular importance. INPS’ allowance for parental leave 
is increased by 30 per cent. In case of child sickness, the company pays the fi rst two days 
of annual leave and recognises six more days of unpaid leave. In case of medical tests the 
travel time is paid. The company pays for the supplementary health care and has increased 
its contribution to supplementary pension funds from 2 per cent to 2.2 per cent. There is 
the possibility to shift to part-time for a maximum of six months, in case of urgency, and 
a committee is working on the feasibility of tele-working (home offi  ce). The right to train-
ing consists of 250 hours of paid leave. There is an agreement with the municipality for 
summer camps. Lamborghini will adopt Audi VW’s early retirement agreement to make 
way for youth employment.

Individual hours for training have been increased to 40 hours a year. There are specifi c 
initiatives for workers employed in quality, aesthetic and functional reworking of the car, 
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as well as for the enhancement of managerial and relational soft skills, supervisors and 
team leaders. The committee is in charge of testing new career development paths.

Coming to the economic part, the main items include the additional monthly allowance 
of 89 euros, 60 euros per month for professional skills, a 100–120 euros monthly increase 
of the basic allowance for availability, drivers, test drivers, coordination, specialisation 
and so on. The folder allowance has been increased to 40 euros a month. The annual per-
formance bonus is now 2,500 euros.

The RSU FIOM notes that unionisation, high among blue-collar workers, is declining 
due to the increase of technical employees, who are less likely to join a union. They tend 
to be passive even in the case of collective initiatives designed to protect them. The ca-
reer system is negotiated. In case of problems, a worker can call the RSU representative, 
who can leave their work to go where the call came from, look at the workbook folder 
containing information about the relevant tasks, study the problem and, if failing to fi nd a 
solution, pass on the problem to the technical committee. To understand why this model 
works, one should realise that the RSU intervention also benefi ts the company. An RSU 
with more power is also more responsible and takes care of management issues, while 
trying to develop independent solutions with the workers’ consent. Sometimes, middle 
management feels bypassed by union intervention. The supervisor’s sensitivity is impor-
tant; meetings between RSU, management and team leaders are planned to strengthen 
the cooperative goal of higher quality, without tension. The principles of the VW Charter 
are also important: they have boosted a type of union participation that was already part 
of the local culture. Like collective bargaining and codes of conduct, the Charter is a set 
of formal principles that need to be translated into practice. It is important to fi nd a bal-
ance between organisational needs that require coordination and protection of individual 
interests.

6.5 A Preliminary Assessment

We can draw a fi rst, preliminary scheme to analyse the diff erences between these two 
types of industrial relations, keeping in mind the three initial caveats. There are two lev-
els, one relating to the company and one more general.

As noted, these are two companies of excellence, belonging to large corporations with 
a global vision and Ethical Codes of Conduct. They are located in the same geographic 
area, from which they draw culture and human capital; the product is similar, but made 
with a diff erent proportion between internal and external production. The cycle of assem-
bly is diff erent, shorter at Ferrari (about 16–17 minutes), longer at Lamborghini (over 30 
minutes). In short, two high-end companies, whose interest is to ensure good treatment of 
employees in order to get a top quality product. 

Similarities and diff erences between the two cases examined
Participation. In both cases, there are bilateral committees for major issues of common 
interest. Their work corresponds to diff erent procedures. As part of the FCA group, Fer-
rari applies the CCSL, with the ‘chargeability’ (responsibility) principle and the cooling 
mechanism in the event of confl icts. Because of the lack of between-union cooperation, 
information provided by the company is received and disseminated among the workers 
passively; there seems to be no feedback mechanisms and confrontation appears asym-
metrical. At Lamborghini, there is mutual recognition of the parties, the union has an 
autonomous vision – not necessarily confl ictual – and information is open to bargaining 
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on potential occupational or organisational repercussions, not only for direct employees 
but also for the whole chain of supply and subcontractors.

Ergonomics and safety. Great attention is paid by companies and unions to reduce risk. 
The fi rms’ investment in safety and ergonomics call for equal care paid by workers not to 
adopt risky behaviours. The working facilities are good, and Ferrari has received numer-
ous international awards in this fi eld.

Pay. At Ferrari pay is linked to profi tability, quality and physical presence; the latter 
can entail penalties of up to 30 per cent of the company bonus. On top of that, there is 
also a bonus bestowed discretionally, which is not guaranteed every year. All things con-
sidered, the pay is about 10,000 euros higher than the basic. At Lamborghini, company 
bargaining ensures pay higher than the basic level and aff ects all the components of re-
muneration: about 6,000 euros in corporate indemnities and pre-agreement on basic pay, 
the 14 month salary and performance bonus. The working hours are shorter and there is a 
premium for on-call working and an occupational allowance. 

Hours and shifts. At Ferrari, shifts are 7 hours 30 minutes, at Lamborghini 7 hours with 
a break. At Ferrari overtime is a tool for making up for unplanned variances in produc-
tion. They are not subject to negotiation, but they are appreciated by most workers as a 
way to increase pay. At Lamborghini overtime is lower, not systematic, voluntary and it 
is not used to maintain production volumes. 

Professional skills and training. At both companies, training is an ongoing activity 
and involves almost all the staff . At Lamborghini task/job classifi cation is on average 
higher and achieved through a shared, less discretionary track. Training is provided at the 
individual level, both in and outside the company, and is provided also to temporary staff . 

Work organisation. The plants have diff erent levels of complexity. Ferrari keeps the 
complete production cycle in-house, while Lamborghini does not produce engines, which 
are provided by the group, but does produce the carbon car body. Cycles are more intense 
at Ferrari, where there seems to be a higher level of variance or imperfections, which of-
ten cause the exit of the car from the chain or reworking. These problems are coped with 
by extended use of overtime, promotion of presence at work, discipline and compliance 
with the rules. At Lamborghini, given the slower cycle, overtime is not necessary in order 
to cope with production variances. With the exclusion of the racing department, overtime 
seems to be a symptom of organisational problems. 

Company climate. At Ferrari, horizontal and vertical working relationships seem to be 
more ‘competitive’, not only in the racing department. The attention to ensure the result at 
all costs involves tensions between the departments, between production and testing, and 
a continuous tension to ‘protect oneself’, to avoid becoming the scapegoat for what goes 
wrong. There seems to be the idea that problems do not depend on the organisation, but 
on insuffi  cient dedication. This pressure, and the stress that comes especially for middle 
management, has not emerged at Lamborghini, where, possibly thanks to slower cycles, 
the problems are addressed in a constructive way, also through the RSU’s direct interven-
tion. Another important diff erence is the direct solidarity with outside workers, which 
does not exist at Ferrari. The climate in Lamborghini can be defi ned as more inclusive, 
that at Ferrari as more competitive.

Industrial relations. The cohesion among trade unions is key to their ability to infl u-
ence the organisation of work. Apparently, Ferrari’s competitive climate is transmitted 
to the signatory trade unions, which cannot or will not form a common position, thereby 
accentuating the asymmetry of power between management and labour. The fact that a 
signifi cant proportion of workers – if only because of their trade union’s choice – are vir-
tually excluded from participating only makes things worse.
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We cannot say that the diff erences in industrial relations aff ect technological innova-
tion at the two companies,36 which must adopt the most sophisticated technologies to 
compete. In both companies industrial relations accompany the adoption of new tech-
nologies; they contribute to reducing uncertainty in order to ensure the level of commit-
ment needed to match the heavy investments that are required. At Ferrari this is obtained 
by stressing attendance and ‘chargeability’, together with a massive recourse to internal 
training. At Lamborghini, hours of training are an individual right, also in the perspec-
tive of lifelong learning. The union that we defi ned as ‘fair’ (Lamborghini) takes care of 
the fi rm’s viability, competitiveness and profi tability as much as the so-called ‘reformist’ 
model (Ferrari). The former also acts on the basis of a principle of general protection and 
solidarity, caring for temporary and external workers. The latter appears to be more pas-
sive, less concerned about an autonomous and shared vision to address working condi-
tions. This denotes a greater pragmatism about contingent problems or micro-adjustment, 
without interfering with the organisation or with the management’s choices. 

At Lamborghini, there seems to be more balance between management and labour; in-
dividual rights seem more transparent and less dependent on unilateral decisions. It seems 
to work more according to a criterion of mutual adaptation, rather than mere hierarchi-
cal authority. On the other hand, at Ferrari the non-signatory union does not participate 
in the social dialogue, while representing, directly and indirectly, a substantial share of 
workers (as evidenced in the election of the safety representatives), but overall there is 
greater union pluralism, which encompasses also the clerical staff . For historical reasons, 
at Lamborghini the union cohesion is achieved without pluralism (one union, FIOM, cov-
ers 96 per cent of members), and the white-collar staff  does not seem to get involved in 
collective participation, a phenomenon that is not specifi cally Italian.

Further research is required on these issues. At this stage, we can say that these two 
cases seem to represent well the models diff erentiating the two multinationals: the Anglo-
Saxon model, largely focused on fi nances and effi  ciency, and the northern European one, 
more inclusive and concerned to adapt to local cultures.

However, there is a second trend related to what we have called ‘corporatisation’. On 
one hand, the national labour contract allows derogation, albeit within a framework. On 
the other hand, there is the Fiat system, based on corporate autonomy in the production 
and management of the rules governing work: there is only one bargaining at the group 
level, so that the solidarity with the rest of the workers in the industry is lost. 

There are social costs of corporatisation that should not be overlooked. First, power 
relations are asymmetrical and favour the fi rm. Far from fostering collaboration and dia-
logue, decentralised bargaining weakens the bargaining power of labour and becomes 
ancillary to the company’s objectives. Second, it weakens the solidarity between workers, 
which is the real purpose of labour market regulation: the trend towards corporate and 
individual contracts increases the competition between workers, whose personal well-
being comes to be identifi ed with the fi rm’s economic objectives. Moreover, the growing 
amount of benefi ts, such as company benefi ts, increases dependence and loyalty, rather 
than professionalism; in fact, these institutions are not transferable in the event of mobil-
ity, widening the gap between insiders and outsiders. Finally, company-level bargaining 
is present in a small percentage of fi rms; the vast majority of companies are small and 
without the presence of a union. 

The question is whether one system is better than the other in safeguarding the com-
pany’s competitiveness goals. If both produce the same results, there is no a priori reason 

36 See the Bank of Italy’s surveys on the infl uence of industrial relations on innovation (Visco, 2008). 
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to move in the direction of corporatisation. A system based on the national collective 
bargaining agreement, while leaving increasing freedom to company specifi cities, seems 
to fi t better a productive system in which a small group of large and medium enterprises 
are surrounded by small and micro enterprises.

No model of industrial relations will provide the necessary balance between capital and 
labour unless unions are capable of cohesive action and backed by democratic representa-
tion. Thus, trade unions should devote at least an equal eff ort to devising how to be eff ec-
tive in practice as they do to trying to defi ne their identity. In this perspective, a positive 
note is provided by the recent Metalworking and Mechanical Engineering Industry Col-
lective Agreement, signed by Fiom, Fim, Uilm and Federmeccanica.37 Its conclusion is 
important both because it is once again unitarian, (the previous one was signed separately 
by the trade unions) and because it confi rms the role of the CCNL (National Collective 
Bargaining Agreement) as the pivot of industrial relations. The Fiat model, announced as 
an example for future industrial relations, does not seem to have any followers, for now.

7. CONCLUSIONS

The analysis in this chapter started from the premise that the labour market is a social 
institution. Industrial relations and social dialogue refl ect the social, economic and legal 
environment and interact with economic, labour and welfare policies in determining the 
path and quality of growth. As in many other EU countries, the Italian labour market has 
gone through a process of deregulation, based on the idea of the ‘self-regulating market’. 
Since the crisis, within the EMU framework, austerity measures and structural reforms 
(labour and wage fl exibility) have been the only instruments used to address macroe-
conomic imbalances. Drastic cuts in social investment and ‘internal devaluations’ have 
magnifi ed the dualism in the labour market and increased inequality and poverty. 

We argued that the Italian experience does not support the view that, if suffi  ciently 
fl exible, labour markets adjust quickly to shocks, so that, in the long run, the benefi ts of 
fl exibility outweigh the short-run adjustment costs. No degree of labour fl exibility can 
provide an adequate response to the multiple challenges represented by technological, or-
ganisational and social changes. These changes call for coordinated responses in the pro-
duction, employment and social spheres. The diverse experiences of European countries 
over recent decades highlight the role of social policy as a productive factor. In Sweden, 
technological change has been tackled within a cooperative climate in industrial relations: 
new forms of work organisation and generous policies favouring the upgrading of skills 
and the improvement in the quality of work have turned the challenge of technical change 
into an opportunity (Anxo, 2016). Conversely, Germany seems to have co-opted only one 
part of the labour force, leaving a large proportion of low-skilled or vulnerable workers 
behind. However, as argued by Lehndorff  (2015: 170–171), Germany’s comparatively 
positive economic development is not to be attributed to ‘Agenda 2010’, but rather to 
the fi rst attempts at limiting the damage caused by it. The growing trade union infl uence 
over wage development has played an important role here.38 In the southern European 
countries, the structural reforms implemented in the crisis have eroded labour rights and 

37 The main issues are the annual pay increase of 93 euros; compensation for past infl ation; the individual right to lifelong learn-
ing external to the fi rm, corresponding to 24 hours for those who are not already involved; the increase of funding for the supple-
mentary pension scheme and the complementary healthcare insurance for employees and their families.
38 Pointing to the discontinuity in the German labour policy, Lehndorff  (2015) observes the paradoxical situation whereby the 
employment success at home served as a political platform for the German government to push for a policy of internal devaluation 
approach in other countries, the opposite of the policies underlying the German positive development.
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weakened labour unions, reinforcing a ‘low road’ of wage cuts and precarious work that 
has priced out any alternative attempt at benefi ting from technological innovation. Wage 
moderation and low wages could not counter the eff ects of the productivity decline; on 
the contrary, they are at the root of the productivity problem.

We conclude that there is increasing theoretical and empirical evidence in favour of 
the hypothesis that social dialogue and good industrial relations can be good for innova-
tion and growth. Their eff ects work through two channels: (i) a cooperative environment 
within fi rms that encourages on-the-job skills upgrading, workers’ cooperation and the 
adoption of new technologies and innovations; (ii) a more equal income distribution – 
and higher wages – that sustain domestic demand. In this light, labour market policies 
supporting less adversarial social relations and strengthening unions’ bargaining position 
may represent a key element within an overall industrial policy directed to achieving a 
long-term sustainable growth. Cooperation between unions and fi rms can interact with 
the government in devising a long-term industrial policy capable to foster organisational 
changes and patterns of innovation that better respond to the social model of the country. 
The comparative analysis of industrial relations in Ferrari and Lamborghini, two fi rms 
producing top quality cars, but with diff erent models of industrial relations, sheds light 
on the infl uence of industrial relations on various factors such as product quality, internal 
climate and the dignity of work. While we could not fi nd clear evidence of the superiority 
of one system in terms of fi rm performance, we can conclude that no model of industrial 
relations will provide the necessary balance between capital and labour unless unions are 
capable of cohesive action and backed by democratic representation.

The chapter concludes that there is evidence in favour of a diff erent model in which 
unions, fi rms and the state can interact to devise a long-term industrial policy capable of 
fostering organisational changes and patterns of innovation that better respond to a shared 
social model. This calls for a complete reboot of the European and national approaches to 
macroeconomic, labour and social policies.
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9. The Netherlands: Is the Polder Model Behind the 
Curve with Regard to Growing Household Income 
Inequality?
Wiemer Salverda

1. INTRODUCTION

Social dialogue has been a hallmark of the Netherlands since 1945 (Salverda, 2008; SER, 
2015), involving three parties: employer associations, union federations and government, 
and stretching beyond aff airs directly concerning employers and employees. The dialogue 
extends to such matters as people out of work for economic reasons or personal reasons 
of disability or inability to perform or obtain paid work – including old age, for which 
the world’s most extensive capital-funded occupational-pension system has been built. 
Essentially, the social partners view wage formation in a broad framework encompassing 
the eff ects on incomes and the (un)employment chances of workers, together with the in-
comes of other dependent members of society. The dialogue was institutionalised in two 
main bodies at the national level during the immediate post-war period: the Labour Foun-
dation and the Social and Economic Council. Formally, achieving a ‘reasonable distribu-
tion of incomes’ is one of the latter’s three main goals. Detailed institutions – not always 
embodied, for example, the statutory minimum wage – have been added (and sometimes 
again removed, such as disability insurance for the self-employed).

The whole apparatus has continued until this day and has become known as the Polder 
Model.1 Social dialogue pervades it and is its main raison d’être. It brings the two coun-
tervailing powers of employees and employers together with each other and also with 
the government as a third power. However, there are no obvious independent checks and 
balances on the functioning of the whole, nor is there a guarantee of equal power for the 
three actors, and outcomes may be skewed as a result. In addition, to save face a party 
may sometimes trade off  a change in its behaviour, however obvious the need may be in 
itself, against changes to be made by the other parties. Note that the set-up is particularly 
important for Dutch unions as they have comparatively little presence at the workplace 
and union density is declining and far below the organisational coverage of employer as-
sociations.2 The Model has become known for its secular wage moderation on the social 
partners’ side, and the annual preoccupation on the government side to consider in detail 
the possible income inequality eff ects of the new budget.

Because of its long existence the Polder Model demonstrates that institutions should 
not be taken at face value. Within the given framework the behaviour of the actors and 
their mutual interactions may change due to the actors’ own evolution, as well as that of 
the wider context, economic and institutional, within which framework it operates. Since 
the liberalisation of international capital movements employers have increased their pow-
1 The name was derived in the 1990s from the Dutch word for reclaimed land protected by dykes that need collective mainte-
nance.
2 Communist unions were excluded from the start in 1945 and may initially have acted as a potential outside threat that could pick 
up dissatisfaction among workers, but this petered out soon.
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er vis-à-vis the other two partners: unions and government, and since European monetary 
union the government has been facing increasing constraints on policymaking. The rapid 
increase in (female) labour supply has added to the pressure on unions. Such eff ects are 
all the more important as, after all, the institutions are a ménage à trois, which creates a 
possibility that two parties may side against the third. Alternatively, if the social partners 
do not agree the government may pick one opinion or go its own way. In addition, the par-
ties themselves have changed over time. The employer associations have become more 
concentrated organisationally, leaving less room for diff erent views of, for example, small 
employers. The union federations have also become more concentrated, but at the same 
time they sometimes seem more divided and mutually competitive.

Essentially, the institutions impose a format on the parties’ interactions but they are not 
deterministic of the contents and results of the interactions. The very format generates a 
positive social dialogue on low inequality, but it also assumes that this in itself assures 
its success. However, in examining success one cannot escape looking at the actual be-
haviour and outcomes. Clearly, inequalities have been growing, in the labour market and 
beyond, albeit not all at the same speed. Amidst such widespread trends and underlying 
forces that may work from the labour market and the economy and from outside the coun-
try, the equal sharing among the population of the prosperity that economic growth can 
bring is a tall order, even for such a closely-knit system of social dialogue as the Polder 
Model. Nonetheless it is important to consider whether and how such sharing was tried 
and what may have been the contributions of either the Model or its actors which the other 
actors were unable to undo. 

The challenge for the rest of the chapter is to consider how the inequalities hang to-
gether, and how they are related, or not, to the workings of the Polder Model. This is 
especially the case as we want to consider the eff ects on household income inequality – 
which is central to the public debate – which are found at arm’s length from the traditional 
machinery of individual wage formation: individual wages and individual hours worked 
combine into individual annual earnings which in turn combine into household incomes. 
We need to take the long view as both institutions and distributions change slowly, and 
current policymaking builds on what went before. Thereto I will look back over the past 
25 years.3 As an important health warning I should mention that the focus is entirely on 
national developments. So, even if inequalities appear to have increased and the Polder 
Model is shown to have something to do with this, either stimulating or not (suffi  ciently) 
counteracting, the increase and/or the levels of inequality may still look moderate in in-
ternational comparison. Before proceeding let me add that the Dutch economy combines 
a very strong focus on exports, with semi-permanent and record-high trade surpluses,4   
with a labour market holding the world championship for part-time employment (more 
than half of all jobs) that rests on a very rapid rise of adult female employment from one 
of the lowest levels internationally in the 1970s to one of the highest recently.

The chapter proceeds in fi ve steps. In Section 2 I discuss the potential relationships 
between inequalities and the Polder Model, and the attention paid to inequalities in the 
social dialogue. Section 3 examines the actual eff ects on individuals in the labour market, 
while Section 4 explores the subsequent eff ects on households. Section 5 adds two inter-
esting case studies: the current process of changing the very low Dutch youth minimum 
wages, which involves the Polder Model tout court, and the strong deviation of pay in 
the banking sector from the general outcomes of the Polder Model. Finally, Section 6 
discusses the results and concludes.
3 This leaves out the 1980s when inequality rose the most after the severe crisis 1980-84 (e.g. Salverda et al., 2014).4
4 There has been no defi cit since 1980, and an average 7% surplus since the introduction of the Euro in 2001.
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2. DUTCH INSTITUTIONS AND INEQUALITIES

This section, fi rst, briefl y sketches the Polder Model and its main instruments and poli-
cies that may aff ect inequality, either positively or negatively, and, second, discusses the 
social dialogue concerning inequality since 1990. The eff ects are the subject of the next 
sections.

2.1 Possible Eff ects on Inequality

For a start, Figure 1 shows the relevant interlinkages to inequality. It distinguishes be-
tween institutions, policies, main instruments and eff ects, and indicates the three main 
fi elds that together make up income inequality in the country. The upper part of the fi gure 
specifi es the main actors: union federations, employer associations and government at 
the national level. It points out their mutual relationships and the two main platforms for 
the social dialogue: the bipartite Labour Foundation (StvdA) of union federations and 
employer associations, and the tripartite Social and Economic Council (SER), the govern-
ment’s most important independent advisory body,  which brings together social-partner 
representatives (largely identical to StvdA delegations) with government-appointed ex-
perts, including the directors of the central bank DNB and the CPB (the government’s 
own main economic advisory body).5 The two platforms are complemented by occasional 
pacts resulting from direct negotiations either between the social partners in the StvdA 
or between the StvdA as a whole and the government. These bodies, and pacts, advise 
the industry-level (and company-level) unions and employers, who are the parties legally 
permitted to take measures on wages and other aspects of employment in their collective 
agreements, and on occupational pensions. They may advise also the government which 
acts on social benefi ts and taxation that govern the redistribution of incomes and aff ect the 
supply of labour. The ensuing actions are indicated as policies.

The fi gure also presents the main instruments that potentially aff ect inequality: col-
lective labour agreements for unions and employers (A) and social benefi ts (B) for the 
government. Both are hard and legally binding instruments. Collective agreements have 
been the core instrument for unions and employers to infl uence labour market outcomes 
since their legal introduction in 1927. The possibility to declare industry-level collec-
tive agreements generally binding also for non-organised employers and employees was 
introduced in 1937; the declaration is the formal prerogative of the Minister of Social 
Aff airs and Employment. Collective agreements are increasingly allowed to stipulate 
(modest) deviations from general rules. Almost 700 agreements provide a very large and 
stable coverage of the employee population and over time they have extended their reach 
beyond money wages to include non-monetary conditions of work and measures aimed 
at enhancing individual employment participation (the ‘good causes’). The government 
extensively monitors compliance with collective agreements. Commonly they stipulate 
the wages to be paid at diff erent job levels, which is important for job mobility, in internal 
as well as external labour markets. The regular increases of collective agreement wages 
aff ect the evolution of all earnings, but they are the single factor for those who stay on the 
job and have passed all seniority levels, if any, of their wage scale. Additional, equally 
hard agreements form the basis of the extensive system of occupational pensions. Since 
the mid-1970s collective agreements and social benefi ts have been intricately linked by 

5 The SER’s formal prerogatives were legally reduced in the mid-1990s but in practice they sometimes seem even stronger.
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the statutory minimum wage (C), the workhorse for the (in)equality of wages and (mini-
mum) benefi ts, including public old-age pensions. The minimum wage is the prerogative 
of the government but its uprating is legally linked to the average outcome of collective 
wage negotiations. The minimum wage is of pivotal importance as it puts a fl oor in wage 
negotiations and is key to the evolution of social security as a whole, which determines 
a large part of government spending. Thus collective agreements work in two directions 
and assume a crucial role aff ecting (the distribution of) incomes of the vast majority of the 
population from wage earnings and social benefi ts. Finally, pacts (D) constitute an irregu-
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larly used platform of social dialogue and formally comprise advice to industry and com-
pany actors and/or the government; however, de facto they play such an important role 
in subsequent policymaking that they can be considered instruments in their own right. 
Normally they trade off  the interests of the three parties, exchanging, for example, wage 
moderation or other job measures for the level of social benefi ts, tax measures or macro-
economic policymaking. Nonetheless, they are legally weaker than the other instruments.

These instruments potentially aff ect the inequalities of wages and jobs, which make 
up individual annual earnings. The latter combine, or not, into household incomes, in 
interaction with individual (but largely household-determined) labour supply. These in-
comes depend also on occupational pensions and social benefi ts. The direct eff ects of the 
Model’s actions are threefold. Collective agreements aff ect the distribution of individual 
wages (1) and of individual employment (2). At the same time the aggregate evolution 
of collective agreements wages determines the uprating of the minimum wage (3) and 
therewith of minimum social benefi ts. Conversely, the minimum wage increasingly af-
fects the structure of individual collective agreements as part of the social dialogue, as we 
will see below.

2.2 Social Dialogue on Wages, Employment and Labour Contracts

The long institutionalisation of the Polder Model off ers the advantage that the contents of 
the social dialogue are available entirely in writing: StvdA pacts and SER advice (includ-
ing detailed parties’ positions). I subsequently consider three issues of dialogue: wage 
formation, employment participation and employment contracts. I focus on inequality 
and the period since 1990 – all three issues fi gure from the beginning to the end. Note that 
in practice the issues may overlap. Obviously, the fi rst issue infl uences money incomes 
most directly, including the minimum wage. Secondly, the participation dialogue aims 
to enhance labour-market participation in general and broaden the basis of the economy; 
this is enacted in legal measures and collective agreement provisions of equal treatment 
of part-time jobs and non-discrimination by working hours, and refl ected in explosive 
part-time growth. In addition, it targets specifi c groups such as non-/unemployed, low 
skilled, handicapped, older, or long-term unemployed persons, aimed at furthering their 
labour-market integration by means of collective agreements and government measures. 
Third, pacts, law-making and collective agreements address the fl exibility and security 
of labour contracts, that is employment protection and unemployment insurance. There 
is no room to discuss these issues in great detail, and important other ones have to be left 
out, such as retirement age or occupational pensions, which have preoccupied the social 
dialogue in recent years.

Wage formation

Four eff ects concerning collective agreement wages can be discerned: on actual wage 
formation, on the uprating of the minimum wage and therewith social benefi ts, and, con-
versely, from the level of the minimum wage to collective agreement wage formation, 
and, fi nally, the inequality of wages within and/or across collective agreements and its 
possible widening.

Though collective agreement wages provide a highly signifi cant input for actual wage 
earnings, the two can and do diff er. The divergence is a recurrent subject of debate as 
there is no general agreement on its measurement in relation to collective agreement 
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wage growth (SER, 2007: 39-51; Salverda, 2009). Knowledge about the evolution of col-
lective agreement wages is very limited and about the spread of individual workers over 
the scales it is non-existent. Statistically, collective agreement wage developments are 
measured solely by means of an index number of the average wage increase. It aims to 
mirror actual changes in wages, unaff ected by the eff ects of a changing composition of the 
economy, by employing a fi xed structure of the economy and the corresponding collec-
tive agreements.6 The use of the statistic for the uprating of the minimum wage explains 
this situation. It contrasts with the available information on actual earnings which is not 
an index number but a running average incorporating compositional eff ects. In Section 4 
I examine the divergence taking it at face value without going into detail.

The second and third eff ects warrant a discussion of the statutory minimum wage and 
its uprating in particular. This consists of two parts: a regular bi-annual uprating and an 
optional four-year uprating aimed at bridging the gap that the regular uprating may leave 
to the evolution of actual earnings. The mechanism of the former and the ad hoc decisions 
for the latter have been the subject of many SER discussions. The current mechanism was 
codifi ed by the government in 1992, together with rules that would bloc its application if 
either the pace of wage growth aff ected employment negatively or the use of social secu-
rity implied a sizeable increase in social contributions or tax rates. On this basis the SER 
agreed in 1993 to the government proposal for a nominal freeze in 1994 requesting some 
compensation from the government for households on low incomes via income taxation. 
Increasingly the road has been chosen of an ‘eff ective combination’ of lowering the gross 
level of the minimum wage (and social benefi ts) and enhancing the net outcome by low-
ering taxation. This was most clearly expressed the last time the four-year uprating was 
discussed by the social partners in 1999. They jointly decided against a special adjust-
ment because of expected negative employment eff ects and did not repair the freeze of 
1993-1995 (SER, 1999: 5-6). They were fully aware that the uprating by means of the in-
dex number of collective agreement wages was insuffi  cient to capture prosperity growth 
and actual earnings growth that they related to the expansion of and improvements made 
with regard to two-earner households. Instead they pleaded for some additional income 
support measures for long-term poor families with children. This stance has two impor-
tant implications: fi rst they defi nitively dropped their post-war agreement that a minimum 
wage should be suffi  cient for a family to live on, and second they no longer considered 
the signifi cance of the minimum wage as a fl oor to wage formation. Later the minimum 
wage has been frozen another time, July 2003-December 2005, based on an agreement of 
the government with the StvdA, which from its side advised zero wage growth for collec-
tive agreement negotiations. Since then the regular uprating has become automatic, not 
receiving much further attention. Surprisingly, no freeze was imposed during the fi nancial 
crisis. This led to the longest period of undisturbed uprating, 12 years from 2006 to 2017 
at the time of writing, since the enactment of the minimum wage in 1969. Thus Been et 
al. (2017, 21) conclude that ‘there is generally low awareness among negotiators about 
the level of the statutory minimum wage. They tend to regard it as irrelevant as long as 
the level of the lowest wage scale lies above the statutory minimum and as a given fact in 
those cases where the lowest wage scale is close or equal to the statutory minimum.’ The 
authors single out the cleaning sector as the exception, attributing this to strong industrial 
action in recent years. 

The fourth eff ect of wage formation runs via the inequality of the edifi ce of collective 
agreement wage scales itself, within and across individual collective agreements. Unfor-

6 Also it leaves out employer contributions, which top up employees’ gross wages.
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tunately, very little systematic information is available on the range of wage scales that 
collective agreements actually off er.7 However, there has been a clear drive since the early 
1990s, stimulated by the then Minister and supported by the social partners to introduce 
new scales or lower the existing ones. The aim is to bridge the gap with the minimum 
wage as a means of enabling the employment integration of worker categories with a 
weak labour market position (for example, StvdA, 1992: 3). This tends to invert the rela-
tionship between the minimum wage and collective agreement wages. The drive has been 
quite successful, as Figure 2 demonstrates. The average level of the lowest scale in the 
monitoring sample of collective agreements of the Ministry has clearly declined, falling 
by more than 10 per cent, and has moved away from the average trend of collective agree-
ment wages. Ceteris paribus this means that the edifi ce of collective agreement wages has 
become more unequal. In Section 3 I consider whether the scales are actually used.

Employment participation

Improving job access for people with a weak position in the job competition and promot-
ing the employment participation of the population in general are the two main elements 
of the second type of social dialogue. The former may confl ict with the latter. Tackling 

7 The Ministry’s monitoring of collective labour agreements has gathered information since 2012 about the highest scales of cer-
tain agreements but only for the sake of comparing the seniority profi les of the lowest scales. For a set of 65 collective agreements 
it seems to suggest an increasing distance between lowest and highest wage between 2012 and 2015, but the material may be too 
shaky to warrant fi rm conclusions.

Figure 2 Average of lowest collective agreement scales compared to average collective 
agreement wage trend, Netherlands, 1990–2015

Source: De Beer et al., 2017. (compare Salverda, 2010, Figure 10.14).
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the former issue seems to be conceived primarily in fi nancial terms as we saw when 
discussing the gross-net trade off  around the minimum wage and the insertion of lower 
wage scales; it also motivated wage moderation (StvdA, 1992: 2). This is a recurrent 
theme. The poverty trap, an obvious eff ect of the gross-net trade off , was added to the 
discussion ten years later, which ended in disagreement between employers who opposed 
introducing an earned-income-tax-credit type of scheme while the union federations and 
independent experts supported this (SER, 2002: 107-114). Next comes an almost identi-
cal dialogue in 2007 on adding 200,000 jobs in 2010 for those with a weak labour-market 
position; it ends in pious wishes that social partners and local authorities will consider 
how to solve the problems (StvdA, 2007). Fast-forward to 2013 when the same dialogue 
returns; this time it agrees on a target of 100,000 additional jobs in the private sector up 
to 2026 (no typo!) (SZW, 2013; StvdA, 2013). However, the most concrete outcomes are 
an expansion of wage subsidies for employers and the phasing out by the government 
of sheltered workplaces (WSW), which successfully provide 100,000 actual jobs for the 
same category and have done so for decades. The problems remain as real and the solu-
tions as ineff ectual as before.

‘Jobs, jobs, jobs’8 can characterise the other face of the participation dialogue: max-
imising general employment. It has helped the Netherlands to triumph as world cham-
pion of part-time jobs. Two main issues have dominated the social dialogue on part-time 
work: the growth of employment participation and the alignment of working hours with 
other activities (work–life balance). Part-time job growth started to take off  in the early 
1970s when individual taxation of labour incomes was introduced also for household 
partners. Employers remained reluctant, however, to hire on a part-time basis well into 
the 1980s and the government explicitly advocated this several times (Salverda and Beu-
kema, 1996). In 1993 the legal exemption of small jobs (<13 weekly working hours) 
from the statutory minimum wage was abolished, against the opinion of employers (SER, 
1990: 31). In 1996 any discrimination of pay and labour conditions by working hours was 
legally prohibited and equal treatment imposed instead. In 2000 individual employees 
were fi nally entitled to ask the employer for a change of working hours while remain-
ing in the same job, subject to some conditions – against the unanimous initial wishes 
of the social partners (StvdA, 1993). To support the work–life balance this was further 
specifi ed in 2016 by a new law, which, however, allows collective agreements to devi-
ate. Income taxation has become more benefi cial to dual earners with the reform of 2001 
that introduced individual tax credits for earnings from work and created options for tax 
optimisation at the household level. All this has made part-time work an essential part of 
individual working life. The very success may help us to understand the failure of pro-
moting the employment integration of weak groups. However, the eff ects on the operation 
of the labour market receive little or no attention in the Model. 

Flexible labour contracts

Initially the issue of fl exibility aff ected working hours but from the mid-1990s this shifted 
towards contract fl exibility and the trade-off  with (job and income) security. The fi rst 
result of the social dialogue on fl exicurity was the pact between employers and unions 
of 1996. It aimed to improve the contractual position of temporary workers in exchange 
for shortened dismissal procedures and it coincided with the conclusion of an agreement 
between unions and temp agencies to introduce a collective agreement for temp work-

8 In EU (2003) former Dutch Prime minister Wim Kok projected the Dutch policy motto onto the European Union. See Salverda 
(2005).



The Netherlands: Is the Polder Model Behind the Curve on Growing Household Income Inequality?

273

ers. The pact incited the enactment of a corresponding law by the government in 1999 
which especially limited the possible number of consecutive temporary contracts but also 
allowed collective agreements to modestly deviate (Houwing, 2010). The rapid growth 
of fl exible contracts has caused unease about the law. In the Social Pact of April 2013 
the Labour Foundation insisted on the improvement of the entitlements and protection 
of fl exible workers; their use in enterprises was deemed to have bolted (StvdA, 2013, 
20). On the basis of this Pact the law of 1999 was recently replaced with the new Law 
on Work and Security (WWZ), which reinforced the legal entitlements with regard to 
work, sickness benefi t and dismissal for workers on various types of fl exible contracts, 
including payroll workers, and reduced the possible number of consecutive temporary 
contracts (SZW, 2013). Measures explicitly exempted young workers up to the age of 18. 
Again collective agreements are allowed to introduce deviating provisions. The eff ects of 
the new law await evaluation and are politically important as feelings that fl exibility has 
gone too far, for labour contracts as well as small, socially uninsured self-employment, 
are now widely shared (CPB, 2016) and may become a bone of contention in the upcom-
ing parliamentary elections. The access of fl exible workers to training at the company 
were also discussed in the Pact; evaluations two and three years later of measures taken 
by employers and industry-level training funds mentioned little tangible progress (StvdA, 
2015a and b, 2016).

Summarising, collective agreements have added lower wage scales and likely off er a 
wider, more unequal range of wage scales nowadays. Wage moderation is the order of the 
day and the minimum wage is no longer uprated to general wage developments. Instead, 
the social partners leave it to the government to turn the gross minimum wage into a net 
living wage via income taxation, social contributions and special income support. The 
social dialogue has come back regularly since 1990 to the job problems at the low end of 
the labour market and fl exible contracts without fi nding an enduring solution. 

Generally, the individual is the subject of the dialogue, not only in wage formation, 
participation and fl exibilisation, but eff ectively also in income taxation and social secu-
rity. However, the great majority of individual workers operate from a (changing) house-
hold context. Therefore I will look fi rst at the eff ects on individuals (Section 3) and next 
turn to how these come together in households (Section 4).

3. INDIVIDUAL EFFECTS

I discuss the eff ects, fi rst, on wage formation and the distribution of individual wages 
(Section 3.1), and, second, on the nature of jobs and their distribution over individuals 
(Sections 3.2). Wages are the common target of collective agreements, the conclusion and 
general application of which is the central and legally strong instrument at the disposal 
of unions and employer associations. However, collective agreements can also act as an 
instrument for infl uencing the nature of employment, albeit often with legally weaker 
stipulations. Here I will focus on working-time arrangements and fl exible contracts. Both 
have grown exponentially and also show an important overlap.

3.1 Collective Wage Negotiations: Lagging Minimum Wage and Growing Wage 
Inequality

I discuss fi rst the evolution of collective agreement wages, next how they compare with 
actual wage outcomes, and then with the evolution of actual wage inequality.
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Figure 3 Negotiated wages, Netherlands, 1990–2013/2016

Notes: Industry collective agreements (Panel B) are shown up to the year 2012 to warrant a consistent clas-
sifi cation of industries (SBI93).
Source: CBS/Statline, CAO-lonen 1972-2014 (2000=100) chained with new series on 2010=100; CBS, 
Arbeid & Lonen 1993 and 1994, Sociaal-economische Maandstatistiek, and Tables of employee jobs by 
weekly hours worked and earnings made available by CBS.

A. Real average hourly negotiated wage, in- and excluding annual bonuses, 1990=100

B. Real average hourly negotiated wages including bonuses by 15 industries, 1990=100 (real cpi)
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Union–employer negotiations regarding the pay that individuals receive in exchange 
for their work eff orts are institutionalised in collective labour agreements. These specify 
diff erent wage scales with longer or shorter trajectories of seniority, depending on the 
job and often based on a mutually agreed job classifi cation scheme. Industry-level agree-
ments can be and commonly are declared binding for all enterprises and jobs operating 
in the corresponding industry by the Minister of Social Aff airs and Employment at the 
request of the contracting parties on the condition that they represent a substantial major-
ity (60 per cent) of all employees concerned. That condition is mostly fulfi lled by the high 
level of employer associations, which cover 80 per cent of all employees, while union 
density is only about 20 per cent. This potentially weakens the infl uence of unions on the 
collective agreement result. Taken together the collective agreements make up an impres-
sive structure of pay determination. Unfortunately, little or no systematic information is 
available on the inside of that structure, namely the distribution of specifi ed wages. We 
cannot say whether in general the range of scales has widened and enabled the potential 
growth of inequality, apart from the downward extension of the lowest wage scales that 
was already mentioned and to which I come back below. At the general level only the 
average increase of negotiated wages is known by means of an index number.9 After in-
tegration with some (undisclosed) information about specifi c changes in low wage scales 
close to the minimum wage, this index number is used for the half-yearly uprating of the 
minimum wage (see De Beer et al., 2017, for more detail).

Wage moderation has characterised wage negotiations ever since the well-known 
Wassenaar Accord that was concluded in 1982. Figure 3a, depicts the evolution of the 
average result since 1990, defl ated by consumer prices to show its signifi cance as an 
income for employees. This is presented in two ways: excluding and including annual 
bonuses, which encompass any additional payments such as holiday allowance, 13th or 
14th month, health care insurance compensation (ZVW), and incidental payments. Both 
series are on an hourly basis10 and they exclude employer contributions to social security 
and occupational pensions that top up gross wages received by the employees and that are 
exempt from income taxation. The fi gure clearly indicates that negotiated wages exclud-
ing bonuses have stagnated in real terms over the 25-year period and end up in 2015 with 
a purchasing power at a level 1 per cent below the starting level of 1990.

Apparently, the two series including and excluding bonuses diverge, leading to a good 
5 percentage-point diff erence between them in 2016 compared to 1990. The stronger 
growth of bonuses seems to imply a potential own contribution of collective agreements 
to rising wage inequality because, fi rst, bonuses are more important in general at higher 
wage levels and, second, that association has grown stronger over time. A second poten-
tial contribution of collective agreements to inequality might be found in a divergence 
of collective agreement trends between (major) industries, which is shown in Panel B – 
again defl ated for consumer prices. However, though moving largely in tandem when it 
comes to cyclical patterns, the evolution between 1990 and 2013 has diverged between 
industries, ranging from zero hourly wage growth on balance for hotels and catering 
(Horeca) to a 10 per cent increase in construction.11 Evidently, the eff ects on aggregate 
wage disparity will depend on the actual wage levels and the employment shares of the 

9 The basis of the index gets renewed about every 10 years. Data are now based by CBS on a sample of 250 collective labour 
agreements comprising about 95% of all employees covered by one. The total number of agreements is 1100, of which 250 concern 
an industry while the remaining 850 are enterprise based. https://www.cbs.nl/nl-nl/onze-diensten/methoden/onderzoeksomschrijv-
ingen/korte-onderzoeksbeschrijvingen/cao-lonen-indexcijfers--reeks-2010-100--
10 On a monthly basis their evolution is slightly more limited due to the fact that the monthly hours worked decreased somewhat in 
the early 1990s.
11 Note that the second case study will focus in the banking industry.
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Figure 4 Negotiated wages and the economy, Netherlands, 1990–2015

Notes: Gross-gross means including employer contributions. Productivity is defi ned as GDP per hour 
worked (including self-employed). Imputed employer contributions to social security (for example, contin-
ued pay to sick employees) are considered here part of wages. Corrected for shift to employers of contribu-
tions to disability insurance in exchange for adaptation of gross wages.
Sources: CBS/Statline, CAO-lonen 1972-2014 (2000=100) chained with new series on 2010=100, National 
Account, Labour Accounts, Price statistics.
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A. Real average hourly negotiated wage, in- and excluding annual bonuses, 1990=100

B. Real average hourly negotiated wages including bonuses by 15 industries, 1990=100
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individual industries. Unfortunately, the collective agreement fi gure for the total economy 
is unable to show such eff ects given the fact that it is an index number based on a fi xed un-
derlying structure of employment. However, scrutinising these growth disparities across 
industries shows them not to be correlated with the initial wage levels actually earned in 
1990. Therefore they likely have not directly contributed in their own right to a growth in 
between-industry inequalities.12   

However, at the same time the average trend indicates that collective agreement wages 
have signifi cantly lagged behind average actually earned wages as well as productivity 
growth, which ultimately off ers the best metric for the growth of economic prosperity. 
Figure 4a, elaborates on how negotiated wages and their trailing purchasing power fi t the 
economy. It starts at the bottom of the fi gure with the negotiated hourly wages including 
bonuses of Figure 3a. Then it fi rst adds employer contributions to social insurance and oc-
cupational pensions, also at constant consumer prices.13 These contributions have gradu-
ally grown in importance and they lift the increase of negotiated wages until 2014 from 
3 to 10 per cent. As a second step, the defl ation of the negotiated wages is changed from 
consumer prices to (basic) GDP prices to refl ect the labour costs to the employer given 
their sales and production prices. This transformation lifts collective agreement wage 
growth to 22 per cent. The substantial eff ect between the two types of prices is especially 
important over the fi nancial crisis as Dutch GDP prices stalled while consumer prices 
continued to rise. Particularly, the prices of exported goods and services have lagged be-
hind comparable European countries and the United States since 2008, while consumer 
prices evolved similarly to other countries. Still, the 22 per cent growth lags signifi cantly 
behind productivity growth (31 per cent). Initially, both went up equally over the 1990s, 
but between 2000 and 2007 the deviation was particularly pronounced: negotiated wages 
remained largely unchanged while productivity grew quickly. Only over the past few 
years has collective agreement growth paralleled productivity growth again. 

This 22 per cent growth of negotiated wages contrasts with the growth of actually 
earned hourly wages by 31 per cent, similarly measured including employer contribu-
tions and defl ated at GDP prices. This 9 percentage-points-higher outcome came about in 
two diff erent stages, in the early 1990s and over the 2000s, up to the start of the fi nancial 
crisis and it has remained unchanged since. The gap suggests that the share of wages that 
is outside the grasp of collective negotiations has grown signifi cantly – we ignore how 
substantial it was at the start. Unfortunately, a deeper analysis is not possible here, but the 
case study on the banking industry below may provide some insights.

The evolution of these actual wages fl uctuates around that of hourly labour produc-
tivity, which is measured as GDP growth per hour worked, including those of the self-
employed. The wages lag productivity growth over 2004-2006 but return to parity in 
2009 (when productivity fell), but without making up for the lagging that preceded. These 
oscillations are mirrored in the evolution of the share in GDP of wages including em-
ployer contributions that is presented in Panel B. It shows a clear decline from 53 per 
cent in 1993 to 47 per cent of GDP in 2008,14 which is followed by a slower decrease up 
to 2014 than has occurred after the previous downturns of 1993-1997 and 2003-2006.15 

12 The correlation of annual increases in collective agreement wages with those of actual wages across 15 industries over 1990-
2012 appears to be surprisingly small (R2=0.061). The same holds for the cumulative changes over the entire period 1990 - 2012.
13 A rough estimation using the ratio of employer contributions to wages from the national accounts but corrected for imputed 
contributions (i.a. continued wage payments to sick employees), which do not lift negotiated wages and are still subject to normal 
employer contributions, and also for the shift in 1998 from employees towards employers of contributions to disability insurance, 
which was compensated in gross wages and, apparently, is also left out from the negotiated wages index.
14 Note that a similarly strong preceding decline had brought the share back already to the level of the mid-1960s.
15 The peak of 2009 was caused by erroneous predictions by CPB of price and productivity changes for 2009 which are normally 
used by union federations as a starting point for formulating their wage demands – an accident waiting to happen.
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The dashed line adds the returns to occupational pension savings, which in due course 
accrue to labour – however, even then the decline of the wage share remains. In addition 
the panel shows a larger decline for the wage share excluding employer contributions, 
down to a level of only 40 per cent of GDP recently.16 However, the decline seems some-
what stronger than the oscillations of Panel A would suggest, implying that the growth of 
labour productivity among employees only, excluding the self-employed, may be some-
what underestimated.17 Though actual earnings have largely followed the evolution of 
productivity, the latter may have been reduced as a consequence of wage moderation 
(Vergeer and Kleinknecht, 2014).

Figure 5 elaborates on the changes in wage inequality, on an hourly basis. These will 
be combined with hours worked to arrive at individual annual earnings at the end of this 
section, before we put the step towards household earnings in the next section.

Panel A presents the most direct eff ect of collective agreement wage developments: 
the evolution of the statutory adult minimum wage whose uprating depends entirely on 
the index of average collective agreement wages (excluding bonuses). The panel shows 
how the level of the real minimum wage fell from € 11.70 to € 10.88, a 7 per cent de-
cline. It lags behind the index number of real collective agreement wages, which still 
showed some increase, due to government interventions in the uprating that twice froze 
the nominal minimum wage for two and a half years (July 1992–December 1995, July 
2003–December 2005) or fi ve years out of the twenty-fi ve year period. The relative posi-
tion of the minimum wage in the wage distribution, indicated by a comparison with the 
median wage, taken on an FTE basis to include part-time workers, worsens substantially. 
The ratio falls continuously, with the exceptions of 2001–2003 and 2005–2012, by almost 
10 percentage points in total.18  

Panel B adds a stylised picture of how actual hourly wage inequality, after consumer-
price defl ation, has developed using the three common percentile cut off s: the top of the 
fi rst decile (P10), the median (P50) and the bottom of the tenth decile (P90). The distribu-
tion has clearly widened as P90 (+25%) and P50 (+12%) grew away from P10 (+6%).19   
The level and trend of P10 are almost identical to the stagnating minimum wage.20   

For an additional take on wage inequality Panel C shows how the incidence of low-
wage employment and high-wage employment have increased, both measured in terms 
of FTE. The former grew by 4 percentage points, the latter by 2.21 Apparently the tails of 
the hourly wage distribution grew at the expense of a 6 percentage-point decline of the 
middle. Thus the lower paid are increasingly being put at a distance below the median – 
naturally, the decline in the ratio of the minimum wage to the median (Panel A) applies 
equally to its ratio to the low-pay threshold which is defi ned as two-thirds of that median. 
At the same time the employment incidence of the minimum wage has remained largely 
unchanged after an initial decline. Thus the range of low pay widened and the low-pay 
gap: the ratio of average low pay to the low-pay threshold, as an analogue of the poverty 
gap, will have increased.

16 Note the decline in 1998 which points to the shift of disability contributions from employees to employers.
17 The inclusion of self-employed hours is the only deviation from this simple identity: (Hourly wages) / (Hourly labour produc-
tivity) = (Sum of wages / Sum of hours) / (Sum of gross value added / Sum of hours) = (Sum of wages) / (Sum of gross value added) 
= Wage share in GDP.
18 Tentatively corrected for the two series breaks. The fi gure itself shows a 12 percentage-points decline from 69 to 57 per cent. 
19 Tentatively corrected for the two series breaks. The fi gure itself shows a 7 per cent decline for P10 (11.06 to 10.66) but compa-
rable growth for P50 and P90. 
20 Indeed, the employment incidence of the adult minimum wage (including young people earning between the applicable youth 
minimum wage and the adult minimum wage) is around 10 per cent. 
21 Uncorrected growth in the fi gure is 11.4 to 19.0 and 14.5 to 18.2 respectively.
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This increased density at the bottom may partly refl ect the pressure that governments 
have exerted since the mid-1990s on unions and employers to lower existing wage scales 
in collective agreements or introduce new scales closer to the minimum wage (De Beer et 
al., 2017). Union federations have fallen in with the narrative that this would help the less 
skilled and handicapped to fi nd employment. Panel D shows how this has worked out in 

�

�

Figure 5 Hourly wage inequalities, Netherlands, 1991/1995–2014

Notes: Minimum-wage ratio to FTE median wage (Panel A), Actual earnings cut-off s (Panel B), and Low- 
and high-pay incidence and employment incidence of the minimum wage (Panel C) are estimated using 
linear interpolation in tabulated classes of hourly wages, which are social-security defi ned and include the 
8% annual holiday allowance. These data show two important series breaks in 1995 and 2006 resulting 
from improved statistical observation of employment and pay, especially low pay. Minimum wage per hour 
is approximated over full-time annual hours worked consistent with the data and it includes the statutory 
holiday allowance. Full-time equivalents (FTE) defi ned as 35 hours per week. Low pay is defi ned as being 
below two-thirds of the hourly median wage (FTE); high pay as above 1.5 times the median.
Source: See Figure 3; Ministry of SZW for minimum wage levels and lowest wage scales (see De Beer et 
al., 2017).

A. Real hourly adult minimum wage level 
(€-2014) and ratio to median wage (FTE)

B. Disparity of real actual hourly earnings (€-2014) 
and low-pay incidence (% of FTE)

C. FTE incidence (%) of hourly low and 
high pay and the minimum wage

D. Ratio lowest wage scales to minimum wage 
and jobs % in same range, 1995-2014
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terms of scales, as a complement to Figure 2. The average level of the lowest scales has 
moved down from 10 per cent above the minimum wage fi rst to 5 per cent in the early 
2000s and to less than 2 per cent now. Ceteris paribus, the range of collective agreement 
scales has widened and become more unequal as a result. The panel shows – for adults 
only to prevent mixing up with the much lower youth minimum wages – that the decline 
to 5 per cent above the minimum wage fi rst and to 2 per cent later is refl ected in the per-
centage of jobs found between 105 and 110 per cent of the minimum wage fi rst and 100 
and 105 per cent later. Movements are small (+0.8 per cent each) however, and the virtu-
ally unchanged employment incidence of minimum wage (blue bars) in spite of its strong 
relative decline, casts doubt on the causality. In addition, the simultaneous decline after 
2008 in employment numbers further above the level of the minimum wage indicates 
that the growth just above the minimum wage has not been additional and may well have 
substituted for better paid jobs.

High wages have also grown away from the median. Note however that the level of 
low wages is constrained by the minimum wage below and the low-pay threshold above, 
which limits its share in total wages. This contrasts with high pay which is unconstrained 
above the lower boundary of 1.5 times the median. This can be illustrated (on an annual 
basis) by average board pay for the 100 largest Exchange-quoted companies: it increases 
over the 1990s from 33 times the minimum wage to around 55 times where it has re-
mained from 1999 to 2012 with some volatility and a very strong short-lived surge to 
91 times in 2007 and 68 times in 2008.22 Consequently, the high paid can attain a much 
higher share in total wages than their employment incidence would suggest. It also im-
plies that the P90 cut-off  is insuffi  cient for measuring wage inequality, as the literature on 
top incomes has demonstrated.

Apparently, the secular moderation of contractual wages has aff ected the low end of the 
wage distribution strongly and at the same time left ample room for increasing earnings at 
higher levels. Part of that rise cannot be attributed to collective negotiations, however, as 
pay at the top of private enterprises is often outside its scope.23 In other words, collective 
agreements have seen their grip on wage formation as a whole diminish. Nonetheless, the 
structure of wage scales that they impose may still limit within-fi rm inequalities.

3.2 Fragmentation and Flexibilisation of Jobs24  

The number of part-time jobs has risen relentlessly since the 1970s and they now com-
prise a majority of all jobs. Flexible jobs have expanded rapidly since the early 1990s 
and now comprise about one quarter of all jobs, as shown below. These are very drastic 
changes in the structure and contractual nature of employment which would merit exami-
nation for their role vis-à-vis rising inequality and their treatment by the Polder Model. I 
discuss part-time employment fi rst and then turn my attention to fl exible jobs.

22 For the 1000 largest enterprise the ratio of the average pay of the fi ve best-paid individuals to the (annualised) median wage 
grew from 5.5 times to 6.1 between 2010 and 2015 (CBS, 2016). Note that the median wage never was more than twice as high as 
the minimum wage.
23 However, also the introduction of a corporate governance code in 2003, in a sense a branch of the Polder Model, has not pre-
vented the 2007-2008 surge nor lowered the general level.
24 Salverda (2008) discusses the growth of part-time and fl exible jobs between 1970 and 2005 and discusses the relevant measures 
taken by the government and the social partners during that period.
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Fragmentation of working hours

Over recent decades the Netherlands has become the world champion of part-time em-
ployment. Figure 6 shows how dependent employment and the split between full-time 
and part-time jobs have evolved since 1991, together with the total full-time equivalent 
volume of hours worked on those jobs. The number of those in part-time employment al-
most trebled from 1.45 million to 4.15 million, exceeding total job growth (2.55 million) 
and implying some decline in full-time jobs (–0.15 million).25 Thus the share of part-time 
jobs in the total has almost doubled from 28 to a 54 per cent. The shift away from full-
time to part-time employment has been reinforced by the recent crisis and its end is not in 
sight. The main growth was over the 1990s when both part-time and full-time jobs grew. 
Since then full-time numbers have stagnated and ultimately declined while part-time jobs 
still grew. The FTE volume has lagged behind and stagnated, pointing to a redistribution 
of hours over more jobs. Although most people are satisfi ed with their part-time hours an 
increasing proportion are not. They are concentrated among employees with fl exible con-
tracts working in more substantial part-time jobs of 12 to 34 hours per week (Figure 7). 
More than one-third of them would now prefer to work longer hours,26 but not necessar-
ily full-time, as demanded by Eurostat’s statistics on involuntary part-time employment. 
Nonetheless the latter has been rising as well and stands at 10 per cent, for all part-time 

25 Revised employment statistics put the levels before 2006 higher and therefore reduce growth since 1991 (e.g. only 1.5 million 
in total), but unfortunately those data cannot be combined with wage data. Plausibly, most of the diff erence would concern small 
low-wage jobs.
26 Note that also a considerable fraction of workers prefer to work fewer hours, especially those working full-time.

Figure 6 Full-time and part-time jobs (x1000) and FTE total (low pay) (x 1000000), 
Netherlands, 1991–2014

Note: Full-time/part-time distinction at 35 hours per week.
Source: See Figure 3.
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workers, currently. Surprisingly, full-time workers also sometimes express a wish to work 
longer hours and their preferences have been rising in tandem with part-time workers 
recently. The incidence of these preferences seems to rise and fall with the economic 
cycle, pointing to a problem of underemployment that, unfortunately, carries little weight 
in the Dutch debates on the labour market. Levels are particularly high for single parents, 
mostly women, and higher for women in general than for men (albeit not radically). In 
recent years they have rising along all dimensions of age (except below 18 and over 65), 
gender, educational attainment, household position, type of contract and hours worked.

Part-time jobs cover a much broader range of working hours (1–34 per week) than full-
time jobs, which start at 35 hours and have a strong peak close to 40 hours per week. Part-
time employment has become a very diff erent animal over time, which is clearly linked to 
the dispersion of wages and has fragmented jobs diff erentially, particularly at low levels 
of pay and occupations. I consider how both have evolved.

The within-distribution of part-time jobs across fi ve bands of weekly working hours 
shows only minor changes, implying that all fi ve categories have increased their shares in 
total employment roughly in line with the general rise in part-time jobs.27 However, hour-
ly pay levels appear to be very diff erent between the bands, as Figure 8a, indicates for the 

Figure 7 Share of full-time and part-time employees preferring to work more hours (%) 
and involuntary part-time employment, Netherlands, 1992–2015

Note: Full-time/part-time distinction at 35 hours per week. Data for 1992-2013 extrapolated to 2015 with 
current, virtually identical series.
Source: CBS, Werknemers; meer/minder willen werken 1992-2013 and Werkzame beroepsbevolking; meer 
of minder willen werken, 2003-2015; Eurostat, Involuntary part-time employment as percentage of the total 
part-time employment, by sex and age (%) [lfsa_eppgai].

27 It implies also that the series breaks of 1995 and 2006 aff ected the categories roughly equally.
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most recent year available. The spread over the wage distribution is skewed strongly to 
the right for full-time jobs, while the part-time categories concentrate mostly towards low 
pay at the left. The vertical line in the panel indicates the level of the low-pay threshold 
(11.94); a similar line drawn for the adult minimum wage (about € 10.88) would be found 
slightly to the left. Panel B presents the low-paid shares within the separate hours bands 
to the left of that low-pay threshold. The incidence among the smallest two hours bands is 
much higher and also grows substantially over time: from 40 per cent to more than 50 per 

�
Figure 8 Part-time hours and low pay, Netherlands, 1991–2014

Note: Full-time is defi ned as 35+ hours.
Source: See Figure 3.

A. Distribution of hourly wages 
by hours bands, 2014 

B. Incidence of low pay by hours bands (% of part-
time jobs within bands)

C. Composition of low-wage jobs by hours bands, x 1000, 1991–2014
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cent for less than 12 hours and from 20 per cent to 30 per cent between 12 and 20 hours. 
This contrasts with the larger part-time jobs which show a fl uctuating, much lower inci-
dence between 14 and 17 per cent, which, however, is still higher than for full-time jobs, 
whose incidence has been creeping up very slowly to 11 per cent. Panel C spells out the 
consequences for the evolution of low-wage employment as a whole, including full-time 
workers. Its total expands from 650,000 to 1.6 million. The share of full-time employees 
among the low paid almost halves from 48 to 25 per cent, though their number expands 
from 308,000 to 407,000. Conversely, the part-time share expands to 75 per cent. Among 
them the role of the smallest jobs, with less than 12 working hours, grows substantially 
(165,000 to 640,000) and their share in the low-pay total increases from 26 to 40 per 
cent. As a result low-wage jobs are now massively part-time, many of them very small 
part-time.28 As mentioned above, most people are explicitly satisfi ed with their number of 
working hours. It refl ects a politically strong model of combining paid work with other 
activities, such as participation in education or home care, which may often be skewed 
towards higher income households (Salverda, 2015). 

The spread of part-time jobs over the population and the economy is equally skewed. 
I leave the former aside, apart from the brief observation that part-time jobs in general 
are very strongly skewed towards women – some 75 per cent of female employees have 
a part-time job as against 25 per cent for men – while within part-time employment the 
fewer hours are skewed against young people. Most of the incidence in Panel A to the 
left of the adult minimum wage (not shown) concerns young people, who may be paid 
well below the adult minimum wage because of their much lower youth minimum wages 
(see Section 5.2). For the spread over the economy it is important to realise that part-time 
jobs in private enterprise are smaller and particularly low paid in contrast with the public 
sector (Berkhout and Salverda, 2012). Female part-time employees are spread over both 
sectors, while young people are concentrated in the private sector, largely in retail trade 
and hotels and catering. Consequently, smaller part-time jobs are also skewed towards 
low-skill occupations. At the lowest job level (No. 1 in Figure 9a) only 30 per cent of all 
jobs are still full-time and the share continues to decline. At that job level the underutilisa-
tion of the occupants’ educational attainment is massive and still rising: more than three-
quarters of all jobs are occupied by employees with a higher level of education (Panel 
B). Part-time workers play a very important and also still growing role in this process: 
underutilisation is rife in the smallest jobs (Panel C). However, this is primarily because 
of their frequency distribution over occupational levels and less because they are more 
underutilised compared with full-time workers in the same type of job (not shown).

Clearly, the bottom end of the labour market – low pay and low occupational levels 
– is strongly aff ected by the growth of part-time jobs leading to a splintering of job op-
portunities in that segment. The declining hours, low hourly wages and increasing edu-
cational attainment make earning a living wage very diffi  cult for people with the lowest 
educational attainment. Unsurprisingly, some 16 per cent of all small jobs of less than 12 
hours are second jobs, while among adult employees (25–64 years of age) 9 per cent of 
those with small jobs combine it with a second one and 3 per cent of those with larger 
jobs (CBS, 2013). Thus the explosive growth of part-time jobs has added working time as 
a major new dimension to labour-market inequalities, which was unknown to the world 
of the full-time breadwinner. I will explore in Section 4 how this works out for household 
income inequality.

28 Compare Salverda (2010) for the role of part-time jobs at the minimum wage.
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The rise of fl exible jobs

Contractual fl exibility can pose an important problem of employment-and-income inse-
curity. With the help of Figure 10 I review the eff ectiveness of the social dialogue and 
policy interventions aimed at keeping this in check. The incidence of fl exible jobs has 
grown relentlessly, from 8 per cent in 1990 to 21 per cent on the defi nitions of Eurostat’s 
LFS (Panel A). Statistics Netherlands (CBS) defi nitions put the level even higher and 
reached 25 per cent of all employees in 2015.30 CBS data allow a further breakdown 
showing, fi rst, an important overlap with small jobs (Panel B). A steady one-third of all 
fl exible jobs count less than 12 hours per week, larger jobs comprise the rest. Within the 
category of small jobs the incidence of fl exible contracts is a stunning 71 per cent in 2015, 
compared with 50 per cent in 2003; among the larger jobs the incidence grows from 12 
to 20 per cent. Second, these data indicate a 10 per cent decline in the number of perma-
nent jobs and a 62 per cent increase in fl exible jobs, implying a 9 per cent shift among all 
employees from the former to the latter (Panel C). The data also show a clear shift among 
fl exible jobs towards the most fl exible types of contract. The number of on-call contracts 
expands by 114 per cent and is responsible for 4 percentage-points out of the 9 per cent 
shift. These are followed by permanent and fi xed-term contracts without fi xed hours (P: 

Figure 9 Working hours, occupational levels and educational attainment, Netherlands, 
2001–2010

Note: Full-time/part-time defi ned around 35 hours per week. Occupational levels from the Dutch classifi ca-
tion SBC 1992: levels corresponding directly with fi ve levels of educational attainment: basic, low, middle, 
higher and scientifi c.29 Underutilisation measured as educational attainment over and above occupational 
level (Compare Salverda and Brals, 2017).
Source: Authors’ analysis of tabulated data made available by CBS from the LFS (EBB). 

29 The classifi cation stopped in 2011; data before 2010 do not cover jobs of less than 12 hours per week. Those less detailed data 
show similar trends of full-time decline and underutilisation. A declining full-time share at the lowest occupational level (2003-
2015: 32% > 25%) is shown also in new data using the ROA reclassifi cation of ISCO08 for ELFS data. 
30 They include also temporary jobs with a probationary period until the decision is taken about a permanent contract, and jobs 
that are permanent but have undefi ned, fl exible hours.
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Flex hours: +93 per cent, F: Flex hours +82 per cent), but here total numbers are still 
low. The most traditional type, temporary agency work, which characterised the early 
stages of growing fl exibility and which was the prime subject of the Flexicurity deal of 
1996, grows by one-third. The incidence of fl exible contracts is rising across all relevant 
characteristics but shows large diff erences by age (young people and <12 hours correlate 
strongly) and surprisingly small diff erences by level of education and also by sex (in other 
words, many part-time working women have a permanent contract). Up to a point, the 
working-time diff erences and contract types correlate with employee preferences (CBS, 
2016b). Half of adults on on-call contracts and 41 per cent of adults in fl exible small jobs 
appreciate the fl exibility. This contrasts with only 7 per cent of adult full-time fl exible 

Figure 10 Rise of fl exible and small jobs, Netherlands, 1990–2015

Sources: Eurostat, ELFS; CBS, SEM 94/3, A&L’93 and ’94, EWL: Banen van werknemers; lonen, arbeids-
duur, SBI ‘93, 1995 – 2005; Werkzame beroepsbevolking; gemiddeld inkomen.
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workers who like the situation. Among all fl exible employees taken together 80 per cent 
are involuntary, while the remaining 20 per cent prefer the fl exibility. 

Data on the hourly pay of fl exible jobs are erratic and incomplete as defi nitions of fl ex-
ible work, as well as observations of pay have changed over time (Panel D). Up to 2005 
data on hourly pay are available; it revolves around 60 per cent of permanent pay. From 
2005 onward only annual earnings are available, which are strongly aff ected by working 
hours. Focusing on full-time workers only, on the assumption that working hours are rea-
sonably uniform, the ratio of fl exible pay to permanent pay is surprisingly similar to the 
preceding hourly ratio and stable at close to 60 per cent.31 However, there is also substan-
tial variation between the diff erent types of fl exible work, ranging from 20 per cent or less 
for on-call contracts to more than 100 per cent for permanent contracts with undefi ned 
hours.32 These diff erences show no relationship to the growing numbers of Panel C.

3.3 Annual Individual Earnings

We conclude this section by combining the hours of work and hourly pay over the year 
as together these give us annual earnings, which are actually the individual incomes that 
people’s activity in the labour market generates. The distributions of hours and work each 
have an inequality of their own, which their interaction may reinforce or mitigate. As far 
as wage labour is concerned these incomes are the basis of household incomes, which I 
discuss in Section 4.

Figure 11 presents rough approximations of the commonly used fi rst, fi fth and ninth 
decile cut-off  levels, together with the share of the tenth decile in total earnings. This con-
cerns personal primary incomes of employees, which may comprise some other primary 
incomes, such as bank account interest, in addition to wage earnings. The series has an 
important break as more employer contributions, especially for occupational pensions are 
included after 2000. All three cut-off  levels show stability over the 1990s and a slight in-
crease after 2000. The D9:D1 decile ratio falls in each of the two periods, due to a decline 
in the D5:D1 ratio, while the D9:D5 ratio is largely unchanged.33 The share of the tenth 
decile also seems to be fairly stable. Compared with the increased hourly wage inequality 
discussed above (Figure 5b) the stable outcomes seem more benign, implying that people 
may have made up for that increase by putting in more hours over the year.

The fi gure presents also the annual level of the adult minimum wage (AMW). It re-
mains virtually stable and exceeds the fi rst decile signifi cantly. The important implication 
is that on an annual basis a very signifi cant proportion of individual earnings remain at or 
below the adult minimum wage.34 This incidence of between one-quarter and one-third 
is much higher than for the minimum wage as received on an hourly basis, which is one-
tenth (Figure 5c). People earn more than the minimum wage hourly but stay below this 
annually because of lower working hours during the week and over the year.

Summarising this section, we can say that as a result of the way the Polder Model has 
been functioning in a situation of massively increased part-time labour, collective agree-
ments have lagged far behind productivity growth and their grip on wage formation has 
loosened. Eff ectively, they have mainly kept the minimum wage low and expanded the 

31 Similar ratios are found for small and large part-time jobs separately.
32 See Figure 15 below. 
33 Full-year incomes show stability and the decline is driven by incomes received only part of the year while their number also 
falls, which may point to reduced mobility.
34 One-third up to the year 2000, one-quarter thereafter due to the changed measurement of primary incomes.
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low end of the wage distribution, while actual wage formation at higher levels proceeded 
independently and faster but nonetheless barely matched productivity growth. This is the 
case in terms of general (GDP) prices, while in terms of consumer purchasing power they 
lagged productivity growth signifi cantly, too. At the same time the fragmentation of jobs 
– low-skill jobs in particular – and the fl exibilisation of contracts have run out of control. 
However, the combined eff ects of hourly wage formation and annual hours worked by 
employees on the level of inequality of individual annual earnings seem to have been 
modest.

4. EFFECTS ON HOUSEHOLD INEQUALITIES

Household incomes are at the core of the public debate on inequality, fed by fears that top 
incomes are running away and middle incomes are falling. How did the Dutch economy 
fare in this respect and how is that related to the labour market outcomes discussed above?

As far as the earnings from labour are concerned the household income distribution 
builds on annual earnings, which combine annual hours with hourly earnings. Therefore 
I consider the combination of employment into households fi rst, followed by the distribu-
tion of incomes.

�

Figure 11 Individual annual earnings and employee primary income, decile cut-off s, 
Netherlands, 1990–2014 (€ 2014)

Notes: Defl ated by consumer prices. Linear interpolations in bands of income. wages: excl. employer con-
tributions; primary incomes: <2000*: excl. employee pension contributions including employer contribu-
tions except pension contributions, including income from wealth attributed to highest income in house-
hold; 2000*>: including all pension contributions; excluding all incomes from wealth
Sources: CBS/Statline, Personal income statistics.Source: OECD Statistics online (data extracted on 
2.1.2017)
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Individual employment has grown signifi cantly, primarily through part-time jobs (Fig-
ure 6). As a result the individual employment-to-population ratio shows a remarkable 
growth over the 1990s, followed by fl uctuations because of bust-boom-bust which end 
in 2014 at about the same level as 2001 (Figure 12). This pattern is largely driven by 
those employees who are members of two-earner households. Initially, extensive growth 
increases the share of dual earners among all employees from 49 to 55 per cent over the 
1990s, while subsequently that share fl uctuates between 54 and 57 per cent. The evolution 
rests on two opposite movements: a signifi cant decline in the formation of couples going 
hand in hand with a rise of single-person households, especially after 2000, and a grow-
ing rate of dual earning among the remaining couples (Salverda and Brals, 2016, 2017). 
However, at the same time the formation of couples increases among the highly educated 
and their share among adult (25–64) couples grows from 11 to 32 per cent, while the low-
est two educational levels witness a share declining from a half to one-fi fth.

Combining with the rise of part-time jobs, the distribution of employment and working 
hours over households has become an essential new dimension of inequality. In contrast 
with individual employment there has been little change in the household employment 
rate, apart from some cyclical volatility. Job growth has kept the expanding number of 
single households in employment at the same rate as before and for the rest fed into 
households that already had a job, thus enhancing dual earning. Although the phenom-
enon may be outside the reach of collective wage negotiations per se the broad, inclusive 
objectives of the Polder Model – witness the goal of a ‘reasonable income distribution’ 
– should not overlook this.

Figure 12 Employment rates among working-age persons and households, 15–65 years 
of age, Netherlands, 1990–2014

Notes: Series break for household rate in 2000/2001.
Source: Personal rate from CBS, LFS/EBB, dual-earner rate from CBS, Arbeidsdeelname; paren met en 
zonder minder- en meerderjarige kinderen 1992-2013 extrapolated to 2014 using new data for 15-74 age 
group, household rate estimated from CBS, IPO income statistics.
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Next to this, Figure 13 presents the evolution of the household gross-income distribu-
tion after defl ation for consumer prices. The focus is on average incomes in the ten deciles 
to enable the inclusion of changes in the top decile, which can make a huge diff erence to 
inequality – a lesson learned from the now famous literature on top-income shares. The 
fi gure shows utter stagnation in the purchasing power of incomes for the lower 70 per 
cent of the distribution. Growth is found from the eighth decile on and in particular in the 
highest decile, where the average real income increases by € 16,000 or 11 per cent.

Figure 14 dissects the picture in three panels to link these distributional developments 
to labour-market outcomes. Panel A compares for each of the ten deciles the absolute 
changes between the levels of 1990 (left-hand side of the graph) and 2014 (right-hand 
side), excluding the change between 2000 and 2001. The dashed line regards the gross 
incomes that were shown in Figure 13, which give a more precise indication of polarisa-
tion: clear declines occur in the middle (deciles 4 to 6), full stagnation just around this 
(deciles 3 and 7), little change below (deciles 2 and 1), and clear increases above (deciles 
9 and 10). The panel compares these outcomes with the incomes from labour earnings, 
which appear to largely drive the gross changes. They show a deeper fall in the middle 
and a stronger rise for deciles 9 and 10.35 Labour incomes remain fl at at the bottom but 
rise strongly at the top, gaining € 22,000 on average in the tenth decile.

Panel B specifi es how the total growth of labour incomes – by 24 per cent or 1 million 
households and 31 per cent or € 63 billion – are distributed over the deciles. The distribu-

Figure 13 Household gross-income distribution, decile averages, Netherlands, 
1977–2014 (€ ‘000, 2014)

Note: Corrected for series break by excluding employer pension contributions from 2001, and augmenting 
imputed rent for self-owned housing with help of OECD National Accounts.
Source: Author’s update from Salverda, 2016, Figure 10.3.

35 The data are derived from income-tax records; they are taken at face value, though it is likely that enterprise and wealth in-
comes are not as well observed as labour incomes, which may lead to an overestimation of the role of labour incomes.
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tion of households becomes more polarised: 38 per cent of the rise goes to a very broad 
middle (deciles 2 to 7), while 18 per cent goes to the very bottom and 44 per cent to the 
broad top, ranging from the eighth to tenth decile. This contrasts with labour incomes, 
which show no such polarisation as they barely change up to the sixth decile and become 
heavily skewed towards the top. Of the total 63 billion increase in wage earnings between 
1990 and 2014 no less than 52 per cent is seized by top-decile labour households, while 
the eighth and ninth decile taken together receive 38 per cent leaving no more than 10 per 
cent to be shared among the remaining seven deciles. Rising household numbers combine 
here with increasing average household earnings. However, even the rise of top-10 per 
cent average, plus 23 per cent, is no match for the rise in productivity (Figure 3). The rise 
rests on the growing role of dual earnings, as shown by Panel C. In the aggregate the top-
decile share in the income distribution has grown only slightly, but within this the role 
of labour incomes has expanded signifi cantly due to the growing income share of second 
earners at the top. In 1990 they contributed 4.5 per cent of all incomes, and currently more 
than 8 per cent.36 Increasingly, dual-earning households bring together highly-educat-
ed, high-earning individuals. Thus the muted individual annual earnings changes of the 
previous section go together with a signifi cant increase in household income inequality, 
which largely refl ects an equally signifi cant shift in the distribution of employment over 
households. 

It is appropriate to consider also the growth of fl exible jobs from the household per-
spective. Figure 15 off ers some insights into their average annual incomes. The left-hand 
panel indicates how the earnings of diff erent types of fl exible contracts compare with 
average earnings – refl ecting both diff erent working hours, be they weekly or annually, 
and diff erent levels of hourly pay. The earnings levels spread over a wide range, from 
on-call contracts at one-fi fth of the average up to 85 per cent for probationary positions; 
permanent positions earn up to 20 per cent more than average. This contrasts with the 
radically diff erent picture of same incomes after equivalisation aimed at accounting for 
the household situation of the individual workers (Panel B). Here the ratios to the average 
vary over a much narrower range, from a minimum of 80 per cent for agency workers to 
around 95 per cent for various other types. What it tells us is that many persons undertake 
fl exible work while coming from a household situation close to the average. Indeed, a 
large majority (85 per cent) of fl exible workers are either a partner in a couple or a young 
or adult child still living at home with their parents. Note, however, that that singles and 
single parents face a higher risk than couples, but they are a smaller group. The diff erence 
between the panels is indicative of an important intra-household redistribution. The fact 
that such redistribution exists does not mean it is accepted . After all, 80 per cent of fl ex-
ible workers are dissatisfi ed with the fl exibility, as we have seen.

Nonetheless, this household background may go some way to explaining the low re-
sistance of individual workers and perhaps also the unions to growing fl exibility – as it 
may to low-wage part-time employment. However, together with low-paid part-time em-
ployment the situation may point to a negative feedback loop running from the household 
income distribution to the workings of the labour market that aff ects the nature of job 
competition, particularly in the low-skill segment. The vast majority of all small jobs (85 
per cent) are deeply embedded in a shared household context as they are fi lled by partners 
or young and adult children in a household, and, understandably, only very few by singles 
and single parents. Those sharing a household have a great interest in working part-time 

36 Interestingly, the combination of diff erent earners in a household actually reduces the individual earnings inequality between 
the persons involved, as long their (annual) earnings within the household are not 100 per cent correlated (Salverda and Checchi, 
2015); at the same time, however, it shifts dual earners as a group away from other households (Salverda and Brals, 2016).
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Figure 14 Changes in the gross-income distribution, Netherlands, 1990–2014

Note: The shifts exclude the break of 2000–01. Any household receiving wage earnings is counted; house-
holds are allocated to deciles by full gross income. Panel C concerns fi scal units: singles and married or 
cohabitating couples, other persons aged 15 and over in a household are considered separate units.
Source: CBS/Statline, Household income statistics; Salverda and Atkinson (2007), Salverda (2013, 2017b).

second earner income

first earner income

A. Changes in household gross and market incomes in gross-income deciles (k€-2014)

C. Wage-income contributions to gross- income Top 10%, % of total gross income, 1990-2014

B. Distribution (%) over gross income deciles of changes for 
households with a labour income and their earnings (€-2014)
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to enable them to combine paid labour with other obligations, such as household care or 
pursuing an education. As we have seen, these jobs play a prominent role in the fragmen-
tation of low-skill jobs, which works against the interest of low-educated workers striving 
to obtain a living wage. Indeed we fi nd occupants of such jobs in households up to the top 
decile of the household earnings and income distribution (Salverda, 2016a). It helps us 
to understand also that the incidence of in-work poverty is far less than of low-wage jobs 
– most low-paid workers are not a member of a poor household (Salverda, 2017a). Thus 
the wage earnings of households in the labour market can make an important contribution 
to the rising inequality of household incomes, in itself and also by this feedback eff ect.

The changing role of labour incomes in the distribution combines with the expansion 
of the occupational pensions system. This is an important accomplishment of the Pol-
der Model and is still managed by the social partners, albeit under growing scrutiny from 
fi nancial authorities. As an analogue to the breakdown of labour-income growth (Figure 
14b) Figure 16 breaks down the € 85 billion rise in total gross income since 1990. It 
shows how the labour incomes combine with pensions: the basic public pension AOW 
and the occupational pensions that top this up. That top up accounts for about 20 per 
cent of the gross-income growth and, unsurprisingly given their relation to the level and 
duration of previous earnings, pensions clearly move up the income distribution, mostly 
in the upper half and notably in the tenth decile. Earnings and pensions in the top decile 
taken together embrace 45 per cent of total gross-income growth between 1990 and 
2014. Importantly, the fi gure also shows how simultaneously social transfers are shifting 
down the income distribution, another aspect of the upward moves. The general evolu-
tion of social assistance and other benefi ts is determined via the net-net-indexation to 

Figure 15 Annual earnings by type of contract in the labour market and the household, 
Netherlands, 2005–2014 (% of employee average)

Source: CBS/Statline, Labour Force Survey - Werkzame beroepsbevolking; gemiddeld inkomen. CBS 
(2016c).

�
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the statutory minimum wage, which has been stagnating if not declining over much of 
the period.

The Polder Model has a noble tradition of taking income inequality into account in 
its deliberations. However, collective agreement wage formation focuses on individual 
wages and leaves redistributive policies to the state, whose policy measures also have 
a strong focus on the individual worker as exemplifi ed by the labour tax credit that is 
received in full by any worker earning the annual minimum wage or more. This worked 
fi ne in the single-earner world, when the distribution of individual labour-market earn-
ings was basically identical to that of household incomes. However, this is no longer the 
case in the much more complex world of combined household labour supply and drastic 
changes in household formation, such as more singles, fewer couples but more homoga-
mous high-educated couples and fewer children. The inequality of gross incomes is still 
reduced by a substantial redistribution of incomes. However, the growth of the former 
makes the latter harder to realise. Indeed, the inequality of net incomes, after redistribu-
tion through taxes and benefi ts, has tended to increase; after accounting for household 
needs through equivalisation the increase has been even larger, pointing to the eff ects of 
thinning households (Salverda, 2014). It is a process that is not well captured by the social 
dialogue and ensuing policymaking.

5. TWO CASES: THE POLDER MODEL TO BE OR NOT TO BE?

I briefl y consider two cases that may point to shortcomings of the Model vis-à-vis the 
control of inequalities, one at each end of the wage distribution. Both may be considered 

Figure 16 Real (€-2014) decile changes by income source, Netherlands, 1990–2014 
(% of aggregate change in gross incomes)

Note: Households locate over the deciles on the basis of their total gross income.
Source: See Figure 14.
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risks threatening the Model: employers taking advantage of government subsidies in the 
debate over youth minimum wages, and individual employees and employers taking ad-
vantage of the room for earnings growth that is left by the long-run moderation of col-
lectively negotiated wages. The former illustrates the possibility that in the Polder Model 
one party may extract a rent from the institutionalised bargaining process that the other 
parties are unable to impede; the latter shows where curtailing the sway of the Model 
might lead. 

5.1 Case Study 1: Changing Youth Minimum Wages

The Netherlands has a very long tail of youth minimum wages for each year of age be-
tween 15 and 22, ranging from 30 to 85 per cent of the adult minimum wage, which kicks 
in at age 23 (Figure 17). Against the opposition of employers, especially in retail, it was 
introduced in 1974 by the acting government as an addition to the adult minimum wage, 
which had been enacted in 1969 after the social partners had materially established it in 
the tumultuous mid-1960s that put paid to the intense wage moderation and controls that 
had been in place since 1945. During the deep economic crisis of the early 1980s the age 
fractions of the youth tail were lowered twice and subsequently they underwent both the 
general 3 per cent lowering of 1984 and the subsequent freezes of the adult minimum 
wage over the 1980s and the two periods discussed for the 1990s and 2000s. As a result 
the youth minimum wages declined strongly over the 1980s and remained virtually un-
changed in real terms thereafter (Figure 5a), at about €5 in 2014 prices on average for the 
age group as a whole. Even if young people are paid above their age-related minimum 

Figure 17 Youth minimum wages, Netherlands (% of adult minimum wage 1974-2015 
and level (€/week)

Source: Ministry of Social Aff airs and Employment.

2015
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wage they may still be paid well below the adult minimum wage – an estimated 63 per 
cent are over and above the 17 per cent who earn the applicable minimum wage. Over 
time, collective agreements have lifted youth pay levels, for example, by applying an 
older-age minimum wage. However, very little has changed in this respect over the past 
15 years (Figure 18). The uplifting for the 15-year old from 118 to 128 per cent is the 
exception confi rming the rule: the number of persons aff ected is very small and the ad-
ditional 10 per cent of their minimum wage lifts their pay by 28 cents per hour.37  

As a result the average level of youth pay is very low by European comparison (Sal-
verda, 2015a). By contrast the youth employment rate is high, currently around 60 per 
cent, but almost half of it consists of small jobs of less than 12 hours a week. Over time 
and by international comparison, this distorts the youth unemployment rate, which is 
based on young people seeking substantial jobs, while the Dutch full-time youth employ-
ment (13 per cent) is comparable to that of Portugal, Greece and Romania during the cri-
sis. In the meantime retail trade, especially supermarkets, have built their business model 
on the use of young workers at very low levels of pay and with minimum working hours 
(Tros and Keune, 2016). Most of them are pupils and students who tend to outcompete 
their less-educated peers who have already left school and are looking for the same jobs. 
Even when they succeed they face a situation where at age 18 (the legal age of majority) 
they will receive less than half the pay of an adult (23+) doing the same work, often with 
equal responsibilities, though at the same time they have to pay full price for everything, 
including health care and rent. On that issue of injustice the main FNV union at the time, 
Bondgenoten, built a campaign in 2015–2016 demanding the abolition of youth minimum 
wages from the age of 18. It made clever use of the new media and was very successful 
in getting public support and convinced Parliament that youth minimum wages should be 
adjusted, for the fi rst time in more than 30 years after the lowering of the early 1980s. It 
was a public campaign outside the social dialogue.38  

Here is where the Polder Model and the social dialogue kick in. For the Model’s plat-
forms for social dialogue it is an old theme of debate that has never led anywhere. Already 
in 1990 SER as a whole concluded that youth minimum wages were low by international 
comparison, but only FNV advocated adjustment (SER, 1990: 33). In 1999 employers 
agreed to recommend to local collective agreement negotiators that youth-related scales 
should be replaced with scales based on experience and skill (StvdA, 1999: 2). However, 
on the occasion of transposing the new European directive against age discrimination 
into Dutch law in 2004, youth minimum wages were deemed by the Minister to provide 
an objective criterion for diff erentiation (SZW, 2005, 2). Although a majority in Parlia-
ment was now convinced of the need for a change, the Minister still asked the advice of 
SER and subsequently adopted their proposal. SER drafted what was called an explora-
tory report, but what eff ectively refl ected the outcome of negotiations with employers, 
who had to agree to a change. The ultimate outcome is a lowering of the adult age for 
the minimum wage from 23 to the age of 22 as of 1 July 2017 and to the age of 21 in 
2018, conditional on the absence of negative employment eff ects. In addition, the ratios 
to the adult minimum wage at ages 18, 19 and 20 will increase from 45.5, 52.5 and 61.5 
per cent, respectively, to (ultimately) 50, 60 and 80 per cent. Thus earnings at the age of 
18 will after all now become exactly half those of adults instead of slightly less, and the 

37 In the meantime, however, youth scales may have been abolished in a number of agreements (not known). 
38 Note that campaigning is a costly aff air especially for the low-wage segment as the Bondgenoten union has learned from it 
campaigning in the cleaning sector. This involved several long drawn-our striked. Although crowned with success in the sense that 
the lowest wage scales have moved up from the minimum wage (Been et al., 2017), it was disappointing for the union in terms of 
new membership registrations.
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Figure 18 Average youth wage scales in collective agreements, Netherlands, 2003 and 
2015 (% of applicable youth minimum wages)

Source: Ministry of Social Aff airs and Employment, Monitoring reports on collective agreements 2003 and 
2015.

injustice that resonated so deeply with the public will remain. The Polder Model has ef-
fectively smothered the campaign.

Most important, however, from the point of view of the workings of the Polder Model 
is that employers – who in the retail trade have built a business model on the youth mini-
mum wage that has been profi table for a long time – will now receive a wage subsidy for 
their employees aged 18 to 20 earning up to 120 per cent of the relevant minimum wage 
to compensate for the increase. This will be part of the new subsidy on low pay, LaLo, 
which the government will introduce in 2018. However, for the young the subsidy’s con-
dition that the job shall be for at least 24 hours per week averaged over the year will be 
dropped. However, on further scrutiny the subsidy will be fi nanced not by the state, but 
from additional employer contributions to disability insurance. However, this means that 
eff ectively it will be paid by the employees, as employer contributions are part and parcel 
of collective wage negotiations.

5.2 Case Study 2: Exploding Pay in Banking and Negotiated Wage Formation

Figure 2b has shown the narrow range of variation between industries in the rise of col-
lective agreement wages. Figure 19a details the cumulative rise between 1990 and 2012 
for each of the 15 industries, demonstrating that the rise for banking (7 per cent) is not 
outstanding. This contrasts with the stunning 54 per cent rise of actual real hourly earn-
ings in banking, more than three times the next highest (government). Figure 19b shows 
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Figure 19 Comparative negotiated and actual pay in banking, Netherlands 

Note: Hourly wages including annual payments but excluding employer contributions. 
Sources: CBS/Statline, CAO-lonen and Arbeidsrekeningen; Tros and Keune, 2016, Tables 4 and 5.

Figure 19 Comparative negotiated and actual pay in banking, Netherlands, 1990–2013 

Note: Hourly wages including annual payments but excluding employer contributions. 
Sources: CBS/Statline, CAO-lonen and Arbeidsrekeningen; Tros and Keune, 2016, Tables 4 and 5.

A. Cumulative real change in negotiated and earned hourly wages 
by sector and industry, 1990–2012 (€ 2014)

B. Real change in negotiated and earned hourly wages in banking, utilities 
and the total economy, 1990-2012 (2000=100)

C. Negotiated and earned hourly wages per decile of the wage distribution, banking 
and the total economy, 2013
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the evolution over time of both agreed and earned wages for banking: a relentless rise 
in actual earnings by 60 per cent up to 2007, followed by slightly downward trending 
fl uctuations. This contrasts with average earnings in the total economy, which increase 
by 11 per cent at the maximum (2009). Equally, collective agreement wages for banks 
initially lag those for the total economy and ultimately increase to 10 per cent above the 
1990 level in 2009. 

Evidently, this large increase in actual earnings may refl ect a divergent, strong shift 
in the composition of banking employment that could have elevated the average. Indeed 
employment data for 2003–2014 show a substantial increase in the share of the high edu-
cated in the banking work force, from 36 per cent to 55 per cent (not shown). However, 
the same data show even larger increases for the electronics industry (19 per cent to 45 
per cent) and utilities (29 per cent to 57 per cent). In spite of this, actual pay for utilities 
has declined by up to 10 per cent, although its collective agreement wages followed a 
very similar path since 1990 compared with banking (not available for electronics). This 
suggests a prime role for pay changes instead of composition eff ects. The notable dif-
ference for banking between the continued rise in collective agreement wages and the 
simultaneous decline in actual earnings over 2008–2009 points in the same direction, 
suggesting a decrease in bonuses due to the fi nancial crisis. If indeed pay has been rising 
so much, the banking sector has thumbed its nose at collective agreement wage formation 
and trade unions in the industry and also at the Polder Model in general. Indeed, actual 
pay in banking appears to be signifi cantly higher than collective agreement pay over the 
distribution of wages compared with the total economy, and the gap also increases over 
the deciles and is particularly large for the top: 172 per cent as against 143 per cent of cor-
responding collective agreement wages (Figure 19c). Patchy European data suggest that 
the rise in the Netherlands was as fast as in the banking ‘Valhalla’ of the United Kingdom 
between 2002 and 2006, and that the level has maintained itself better in the Netherlands 
during the fi nancial crisis.39 All in all, the composition shift towards the highly educated 
will have been the basic vector of the evolution but it could work out only through much 
increased levels of pay. This is consistent with a recent paper arguing that ‘the best and 
brightest’ have increasingly been drawn into banking since 1980 (Kneer, 2013). Notably 
the paper adds that this seems to have hurt productivity growth in the economy outside 
the fi nancial sector.

Obviously, the Polder Model has been totally unable to discipline the evolution of 
wages in the banking industry which has come about outside the realm of the Polder 
Model’s social dialogue. If only for the eff ects on productivity the country would do well 
to discipline the fi nancial sector’s wage formation. However, it will likely be helped by 
expected mass dismissals in banking in the coming years. The new collective agreement 
2017–2020 recently concluded for Rabobank points in that direction. It is essentially a 
social plan for upcoming dismissals with tiny and faraway wage increases of only 1 per 
cent in 2019 and 2020.40  

6. CONCLUSIONS

The Netherlands has maintained an extensively institutionalised social dialogue for over 
70 years now. This shows that the results of the dialogue depend on the strength of the par-

39 Hourly pay from Eurostat, European Structure of Earnings Surveys 2002, 2006, 2010 and 2014.
40 https://www.rabobank.com/nl/press/search/2016/20160923-cao-rabobank.html
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ties involved and also on the views they may share. Employers have increased their power 
by obtaining outside options through internationalisation and their own organisational 
concentration. Consequently, unions have seen their power decline, but also because of 
the massive growth of labour supply that has resulted from the rapid expansion of female 
and student employment participation. Government, the third party of the Model, has 
seen its room for manoeuvre diminish due to European integration. This has increasingly 
skewed outcomes to the advantage of employers and reinforced shared views of the Neth-
erlands as a small country riding the waves of globalisation.

As a consequence, wage moderation has been practised on a semi-permanent basis in 
collective wage negotiations which are the hard core of the Polder Model on the side of 
the social partners. Thus the purchasing power of collectively negotiated hourly wages 
has stalled and strongly lagged behind productivity growth. It has led also to a loosening 
of the grip of collective agreements on actual individual hourly wage formation, which 
on average actually has managed to follow productivity growth – but only if measured 
in GDP prices, while in terms of consumer purchasing power actual wages have lagged 
productivity too. Because of its statutory regular indexation to collective agreement wage 
developments and government interventions which nominally froze it for fi ve out of 25 
years since 1990 the real minimum wage has stalled even more and has experienced a 
signifi cant erosion of its position relative to the median wage. Ultimately, in the 1990s the 
social partners gave up their initial post-war goal that the minimum wage should follow 
the course of prosperity growth and be suffi  cient to maintain a family. They have de facto 
handed the minimum wage to the state, leaving it to the government to use its measures of 
income redistribution to turn the (pre-tax) minimum wage into a (post-tax) living wage, 
or not, for the households receiving it. As a result the lowest actual wages have stalled as 
well and the incidence of low pay has grown. This was reinforced by the introduction, un-
der government pressure, in the collective labour agreements of lower wage scales closer 
to the minimum wage. It has increased the inequality of the edifi ce of collectively agreed 
wages itself. It implies that the social partners have also let slip away the role of the 
minimum wage as the bottom of their own wage formation. Thus the inequality of indi-
vidually earned hourly wages has grown. Although that stimulation of inequality growth 
by the Polder Model – via these lower wage scales – may be limited, the continued wage 
moderation has certainly left suffi  cient room to be fi lled by others, as demonstrated by, for 
example, the explosive growth of banking-sector pay, with rising inequality as a result. 
The long tail of youth minimum wages, basically unchanged in real terms since the early 
1990s, has played a similar role, stretching levels of low pay as far down as in Germany 
before the introduction of the statutory minimum wage in 2015.

The number of individuals in employment has grown very impressively, but almost 
exclusively in part-time jobs. These now make up more than half of all jobs in the Neth-
erlands and are often strongly linked to low wages, and to fl exible contracts as well. 
Its incidence has grown very considerably, and accounts now for up to a quarter of all 
jobs – damaging people’s job and income security, their training options and career pros-
pects. Combining employment and hourly pay generates annual individual earnings. At 
that level inequality change seems rather modest but data are patchy and allow a rough 
approximation only. By contrast, the rate of households in employment has remained 
unchanged due to the expansion of dual-earner households, which have absorbed much 
of the individual job growth. Their combination of individual annual earnings into house-
hold incomes has signifi cantly altered the face of income inequality and added the dis-
tribution of jobs and hours worked as a highly signifi cant new dimension of inequality. 
Households with earnings have seen their own inequality grow as a signifi cant number 
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of households, normally with a single earner, have shifted down, while most labour in-
come has moved up the general income distribution. More than half of all wage growth 
since 1990 has accrued to the top decile of the income distribution, largely by means of 
growing dual earning. Dual-earner households that include low-wage part-time jobs have 
spread to the top of household incomes. This implies a distortion of job competition in the 
low-wage low-skill segment of the labour market, a vicious circle of income inequality 
reinforcing labour market inequality. Thus the success of general employment growth in 
the Netherlands confl icts with the insertion into employment of persons and households 
who have weaker labour-market positions, a recurrent theme on which the Polder Model 
has made little or no progress over the decades. The focus of the Polder Model, including 
the government’s tax measures, is almost exclusively on individuals. It has missed out on 
the radical change in the importance of the household context and the rising inequality 
of the household employment distribution. There seems to be a preponderance of shared 
views, between government, employers and unions, behind this. The Model has thus fall-
en behind the curve with regard to growing income inequality.

Finally, two caveats are in order. First, a reminder that this analysis has examined 
national developments only. By international comparison Dutch inequality levels and 
inequality growth might still look modest. Unfortunately, it is beyond the purpose of this 
chapter to make that comparison. Second, it is not social dialogue and its institutionalisa-
tion as such that are at stake here – on the contrary, they off er great advantages in princi-
ple, although the checks and balances need strengthening – but rather the behaviour of the 
actors and the views they have come to share.
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10. Changes in Inequality Outcomes alongside Industrial 
Relations Transformation in Slovenia
Branko Bembič

1. INTRODUCTION

A gradualist approach to transition from self-managed socialism, a rather selective and 
cautious approach to foreign capital, a relatively generous welfare state and, most of all, 
‘inclusive’ industrial relations system typically place Slovenia at the neo-corporatist pole 
(Bohle and Greskovits, 2012; 2007) or, in terms of the Varieties of Capitalism approach, in 
the coordinated market economy group (Buchen, 2007; Feldmann, 2007). Since the mid-
2000s, however, the Slovenian neo-corporatist model has been under increasing strain, 
which intensifi ed during the fi nancial and economic crisis that reached the economy by 
the end of 2008 and turned into a sovereign debt crisis by late 2011. This chapter provides 
an overview of the main industrial relations developments in Slovenia and their impact 
on the relations between fl exibility and security, as well as inequality. 

The chapter is structured as follows. Section 2 presents the main characteristics of 
industrial relations in Slovenia through the transition from self-managed socialism to 
capitalism, while Section 3 examines the outcomes of industrial relations developments 
in the post-2008 period in terms of the balance between fl exibility and security, as well as 
inequality. Two case studies are presented in Section 4. The fi rst case study illustrates the 
importance of sector level collective bargaining for striking a balance between fl exibility 
and security and the need for articulation between diff erent levels of industrial relations 
for good equality outcomes. The other case study points to the potential of collective bar-
gaining for attaining employment equality. Section 5 concludes.

2. INDUSTRIAL RELATIONS IN SLOVENIA SINCE THE EARLY 1990S

The focus of the present study is the post-2008 development of industrial relations in 
Slovenia and their outcomes for the changing relations between fl exibility and security 
and thus inequality. However, because the basic institutions of the so-called Slovenian 
pattern, which was subject to great pressures during the post-2008 period, were formed in 
the early years of transition, it is useful to distinguish three periods: the period from the 
early 1990s until 2004 when the industrial relations system was formed and consolidated 
in the context of a transitional balance of forces between labour and the emerging domes-
tic capitalist class; the 2004–2008 period that was marked by accession to the EU, ERM 
II and eventually the euro zone, during which time material conditions for compromise 
gradually eroded; and the post-2008 period, which has been marked by the crisis and a 
collapse of social dialogue at the national level. 
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2.1 Development of Industrial Relations and Social Dialogue at the National Level

Slovenia is generally considered to have a fairly low level of income inequality, a feature 
sustained throughout the transition, with an income quintile ratio of 3.6 and a Gini coef-
fi cient of disposable income of 0.25 in 2014 (Eurostat). The literature (Schulten, 2002; 
Salverda and Mayhew, 2009; Keune, 2015; Keune and Vandaele, 2013) suggests that this 
outcome could to a large extent be explained by the structure of industrial relations, in 
which inclusive multi-employer bargaining and the statutory minimum wage ensured the 
solidaristic wage policy, while national social pacts entailed trading wage restraint for an 
active role of organised labour in shaping welfare state institutions.

The decisive role of the early mobilisation and strength of organised labour in the 
process of shaping the Slovenian industrial relations system and its role in the transition 
from self-managed socialism to full-fl edged capitalism is well documented (Crowley and 
Stanojević, 2011). Nonetheless, in order to understand the specifi cs of the Slovenian tran-
sition another actor has to be taken in account, namely, the emerging national bourgeoisie, 
which consists mainly of the top management of formerly self-managed enterprises that 
needed an ally in order to become a proper capitalist class by appropriating what used to 
be social property, an ally that it found in the working class organised around the trade 
unions (Bembič, 2013). In what follows we will present the main developments of Slo-
venian industrial relations in the context of the changing balance of forces between these 
two sides as it materialised in various institutional arrangements and policies. 

Given the decisive role of the acquisition of what used to be social property, the fi rst 
compromise – which Stanojević (2012) terms the ‘proto-political exchange’ – was struck 
in a privatisation process that favoured managers and workers over foreign bidders 
(Mencinger, 2006; Simoneti, Rojec and Gregorič, 2004). Also, since Slovenia is a small 
economy heavily dependent on exports, the impact of wage bargaining in ‘sheltered’ sec-
tors on those exposed to foreign competition and the capacity of social pacts to coordinate 
wage bargaining across sectors (Traxler, 2010) mean that, not surprisingly, further com-
promises entailed exchange of wage restraint for other concessions to organised labour. 
The institutionalisation of national tripartite social dialogue dates from 1994, when the 
unions accepted the government’s proposed income policy in exchange for the establish-
ment of the tripartite ESC. This fi rst social pact in Slovenia was followed by a series of 
other pacts regulating a wide array of areas, from social legislation to the exchange rate 
policy of the central bank, the main area being incomes policy, aimed at improving com-
petitiveness and reducing infl ationary pressures. Wage restraint (income policies) was 
usually traded against various institutional concessions to the trade unions, such as the 
establishment of the minimum wage (1995), the pension reform of 1999 and the Employ-
ment Relations Act that was agreed in the ESC in 2001, passed in the parliament in 2002 
and enacted in 2003 – in short, certain measures of fl exibility (wage restraint) were traded 
against some more security-oriented reforms. Finally, the contribution of income poli-
cies spelled out in the social pacts was of decisive importance for fulfi lling the so-called 
convergence criteria for the adoption of the euro in 2007. The last social pact before the 
eruption of the crisis that covered 2007–2009 did not specify any mechanism for wage 
growth but referred to collective agreements at the level of private/public sector or par-
ticular industries (Stanojević, 2010). Other areas in which the compromise between the 
two sides materialised entailed macroeconomic policies (especially exchange rates)1 and 
social policies implemented by the state (Crowley and Stanojević, 2011). 
1 For an account of the interplay between strong unions and the interventions of the central bank in order to preserve export sector 
competitiveness Bole, 2002; 2003.
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Figure 1 Wage income quintile share ratio, Slovenia, 1991–2009

Sources: Stanovnik and Verbič, 2012; source B

The establishment of social dialogue in these early formative years enabled the trade 
unions to put a brake on the trend towards increasing wage inequality that emerged at 
the beginning of the transition process when the egalitarianism of the socialist period 
broke down. The crucial development in taming the increasing inequality was the es-
tablishment of tripartite institutions at the national level in 1994 and the institution of the 
minimum wage in 1995 (see Figure 1),2 which were both a product of social dialogue, 
while progressive personal taxation further mitigated after-tax incomes (Stanovnik and 
Verbič, 2012). 

In a relatively short time following EU and EMU accession, which preceded the crisis, 
the conditions for compromise eroded signifi cantly. However, the full eff ects of this ero-
sion were at least in part masked by a strong economic upswing. Some of the processes 
dissolving the basis for compromise had been progressing for some time. The outcome 
of privatisation that featured workers as important group of owners was never meant to 
last (Zajc, 2007) and by the turn of the century the phase of concentration and consolida-
tion of ownership was in full swing with ownership of workers declining, while it was 
increasingly concentrated in the hands of domestic non-fi nancial companies (Damijan, 
Gregorič, and Prašnikar, 2004; Prašnikar, Domadenik and Koman, 2015). Furthermore, 
as companies found themselves under increasing competitive pressure – which became 
even more biting when exchange rate adjustments were ruled out when the country en-

2 It has to be noted that the data on wage inequality presented in Figure 1 inevitably do not capture the incomes of certain groups 
in atypical employment arrangements, such as students, bogus self-employed or ‘entrepreneurs’, which means that they probably 
underestimate inequality of work related earnings towards the end of the period depicted when these forms of employment became 
increasingly widespread. 
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tered ERM II – they resorted to work intensifi cation, as well as working time fl exibility 
(Stanojević, 2006; 2012). The changes in the state’s approach to social partnership in this 
period – most notably the attempt at neoliberal reforms that featured, among other things, 
the fl at-tax rate that nevertheless was never accepted – also signalled that the era in which 
the domestic capitalist class was willing and able to forge compromises was drawing to 
a close. The reforms were not negotiated anymore at the peak level tripartite institution 
(ESC) and the unions were pushed into opposition, but they closed ranks and fought back 
in the winter rally of 2005, defl ecting the reform of the tax system that aimed at instituting 
a fl at-tax rate and threatened to sharply increase inequality (Stanojević, 2015). 

Another development of the 2004–2008 period – one rather unfavourable from the 
point of view of work-related inequality – was an acceleration in the trend of precarisa-
tion.3 A considerable part of the increase in temporary employment (Figure 2) – which 
almost doubled during the 2000s – stemmed from so-called student work, probably the 
most fl exible employment arrangement in the Slovenian labour market accessible only to 
those enrolled in secondary or tertiary education which accounted for some 4.9 per cent 
of all employees in 2008. In the context of increasing competitive pressures companies 
became reluctant to expand regular employment. Consequently, the younger generation 
stayed longer in higher education, which, on one hand, curbed the labour supply, while on 
the other companies got access to a cheap and extremely fl exible workforce which they 
could use in order to enhance numerical fl exibility (Stanojević, 2012). An even larger 
share of temporary employment, however, was accounted for by fi xed-term contracts, 
which formally diff er from regular employment only by their limited duration. A balloon-
ing share of atypical, mostly precarious working arrangements in total employment that 
accelerated after 2004 brought about not only increasing wage inequality – the share of 
low wage earners among workers on fi xed-term contracts more was than twice as large 
as among those on permanent contracts (Table 1) – but also inequality of integration in 
social security systems, employment security and inequality of access to social dialogue, 
as well as other aspects of inequality of working conditions (PRECARIR, 2016). 

As we have seen, the trade unions successfully dealt with the increasing wage in-
equality in the fi rst years of the transition to capitalism. Precarisation of work, however, 
poses a double challenge to trade unions. First, the unionisation of precarious workers 
is diffi  cult as they work under ‘the implicit threat mechanism’; that is, the threat that the 
employer will not extend the contractual relationship with the employee if the latter does 
not provide the fl exibility required by the former, which might even include renouncing 
certain rights, for example, the right to unionisation (De Stefano, 2009). Secondly, as Mc-
Cormick (2009) points out, trade union membership of precarious workers is relatively 

Table 1 Share of low wage earners by type of employment, Slovenia, 2006–2014

2006 2010 2014
Permanent 14.8 12.42 14.52
Fixed-term 31.21 29.96 32.89

Source: Eurostat.

3 We use the term ‘precarious work’ following Kalleberg and Hewison (2013: 271) who point to: ‘uncertainty, instability, and in-
security of work in which employees bear the risks of work (as opposed to businesses or the government) and receive limited social 
benefi ts and statutory entitlements’.
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short lived – achieving a certain unionisation rate with a precarised workforce is therefore 
much more resource intensive than with workers in regular employment. Unfortunately, 
however, precisely at the time of increasing precarisation of work, which demands a 
redistribution of resources from core to peripheral union members (Heery and Abbott, 
2000), the Slovene unions were faced with an abrupt decline in membership rates (Figure 
2) and thus a depletion of power capacities to face the challenge. 

The period of prolonged crisis in which the shock of collapsing foreign demand in 2009 
was exacerbated by the sovereign debt crisis in 2012 and 2013 saw a further enfeeblement 
of Slovenian neo-corporatism. Though no major changes in legislation occurred in this 
period, the crisis severely restricted the room for compromise. Economic developments 
in this period accelerated the trends in relations between labour and capital that started al-
ready in the previous period, while developments in the sphere of industrial relations had 
immediate economic repercussions. With a large increase in public debt and the adoption 
of the restrictive fi scal rule the state was in this period becoming increasingly less capable 
of supporting social dialogue with material concessions. Also, with radicalisation of both 
capital and labour, achieving a consensual decision became increasingly diffi  cult, push-
ing government into avoidance or narrowing of social dialogue, which in turn eroded its 
legitimacy (Stanojević and Kanjuo-Mrčela, 2016). In fact, the peak-level negotiators of 
a trade union and an employers’ organisation we interviewed both complained that, with 
the notable exception of the Ministry of Labour, the role of the social partners is often re-
duced to briefi ngs off ered by the government rather than seriously negotiating the reforms 
and policies at the national level. 

Figure 2 Collective agreement coverage, trade union density and share of temporary 
employees, Slovenia, 1992–2015 

Sources: Visser, 2015; CRJM, various issues; Eurostat.
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The position of the capital side in social dialogue changed for good. The domestic 
capitalist class is now, on one hand, fi rmly in control of certain sections of the economy. 
The most important are parts of the export sector which, given the smallness and open-
ness of the Slovene economy, carries a disproportionate weight when it comes to policy 
decisions (which may have an uneven impact across sectors), and it thus does not need 
a direct alliance with labour anymore, as it did at the outset of the transition. Rather, its 
preferences seem better aligned with those of foreign capital. Its priorities in the cur-
rent period mainly concern increasing labour market fl exibility and cutting taxes, while 
maintaining state support for private business, especially the export sector, which in turn 
means cutting public expenditure, preferably through reductions in the public sector wage 
bill (GZS et al., 2013; GZS, 2014; 2015). Not surprisingly, these demands do not resonate 
well with organised labour which, faced with severe losses of membership since 2003, 
is increasingly turning towards the everyday economic problems of its membership and 
radicalising its positions in negotiations. At least at the national level resorting to popular 
mobilisation still enables unions to defend certain positions in the tripartite negotiations, 
while demonstrations and referendums are retained as a fall-back option. Nevertheless, 
while institutional arrangements of social dialogue remain largely unchanged, labour’s 
infl uence is incomparable with the 1990s (Stanojević, 2015; Stanojević and Kanjuo-
Mrčela, 2016). 

Precarisation of work advanced further during the post-2008 period. Although the 
share of temporary employment stabilised at the new plateau that was reached around 
2008, it seems that the employers switched to new forms. Apparently, agency work be-
came much more widespread with the crisis, but the data provided before and after 2013 
are not comparable due to changes in regulation, which also aff ected statistics. Another 

Figure 3 Self-employment, Slovenia, 2005–2015

Sources: SURS, registry data.
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form that spread fairly quickly immediately after the fi rst wave of the crisis was self-
employment (Figure 3) – a development supported by the state, which heavily subsidised 
the conversion of the unemployed into so-called ‘entrepreneurs’ (PRECARIR, 2016). The 
fact that exit from the formal status of unemployed for these ‘forced entrepreneurs’ only 
rarely meant exit from poverty is clear from Figure 3 that depicts the share of those at 
risk of poverty among the self-employed which increased after 2008 more or less in step 
with the increase of the absolute number (not shown in Figure 3), as well as the share of 
self-employed in total employment.

2.2 Collective Bargaining at the Sectoral and Company Level

Multiemployer collective bargaining is for the time being – at least formally – fi rmly 
established in Slovenia, but according to a trade union confederation representative we 
interviewed in early 2017 the coverage rate is sustained only due to the fact that collective 
agreements pull sources of potential confl ict out of the companies and provide the em-
ployers with additional fl exibility as deviations from the law (in certain areas) can be se-
cured only in sectoral collective agreements (sees Section 3.2 for an explanation). There 
are eight trade union confederations (the eighth became representative in 2015), by far the 
most important being the largest two, accounting for some three-quarters of total union 
membership in Slovenia (Stanojević and Broder, 2012), ZSSS (Zveza svobodnih sindi-
katov Slovenije) and KSJS (Konfederacija sindikatov javnega sektorja), one organising 
the private and the other the public sector. Employers are organised in fi ve chambers, two 
general, two organising the small employers and one sectoral, organising the large trade 
sector (G). The most important in terms of infl uence and membership is the Chamber of 
Industry and Commerce (Gospodarska zbornica Slovenije, GZS). 

During the 1990s and until 2005 collective bargaining in Slovenia was centralised and 
highly inclusive with two separate peak-level agreements, one covering the public and 
the other the business sector from 1990 until 2005, when employers cancelled the general 
agreement for the private sector during the negotiation of the new agreement in order to 
persuade the trade unions to accept their lines. The move was, however, not opposed by 
all the trade union confederations as the largest one (ZSSS) was not involved and argued 
for industry-level agreements (Dnevnik, 12 July 2005; Trtnik and Drole, 1 October 2005). 
These general collective agreements were complemented by sectoral and company level 
agreements. Since the membership in the main employer organisation was mandatory 
the coverage was almost total, which established minimum standards for all employees 
(Figure 2). Following the cancellation of the general collective agreement for the private 
sector in 2005, two agreements for the private sector were signed in 2006 and 2008 that 
covered wages and wage allowances but after the latter expired at the end of 2009 only 
industry (and company) level agreements remain. Furthermore, the main employers’ or-
ganisation turned from a mandatory into a voluntary organisation in 2006 which led to 
a radicalisation of its positions as it had to compete for members. Collective bargaining 
was thus decentralised to the sectoral level in the period after EU accession, reducing the 
scope for solidaristic wage policy (Schulten, 2002) across the private sector. Moreover, 
since the mid-2000s the coverage rate of collective bargaining has decreased signifi cantly 
(see Figure 2), especially in the post-2008 period when it fell from around 90 per cent 
in 2008 to some 65 per cent in 2013 (Visser, 2015). In addition to lower coverage, the 
negotiated agreements tend to be increasingly reduced in scope as well as duration which 
brings in additional elements of fl exibility as the rules are renegotiated after the expiry of 
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the agreement. As regards reduced scope, the collective agreement for non-metal materi-
als (UL RS 55/2013) off ers a case in point – while collective agreements up to 2010, when 
the last one was cancelled, all contained provisions for days of paid leave for exams, the 
new one signed in 2013 devolves the responsibility for this issue to the individual contract 
between employer and employee, which increases fl exibility without providing for addi-
tional security in this area. Finally, there are large disparities in the strength of social dia-
logue, which varies strongly across branches of industry, remaining almost intact in some 
sectors, such as the metal industry and the electro industry and virtually disappearing in 
others. The latter include the private security industry, where the collective agreement 
was fi nally signed in 2016 (UL RS 5/2016), but covers a very limited range of issues; the 
construction sector agreement (UL RS 101/2015) that was cancelled in 2013 and renego-
tiated in 2015 but not extended to the whole sector; and the collective agreement for the 
chemical and rubber industry that was cancelled (UL RS 55/2013) but not renegotiated 
(Stanojević and Kanjuo-Mrčela, 2016). 

Decentralisation of collective bargaining from national to sectoral level, coupled with 
the unevenness in social dialogue at the sectoral level probably contributed to widening 
disparities of working conditions and wages between diff erent industries in the private 
sector. The ratio of highest to lowest wage by activity, which stood at 1.85 in 2000 in-
creased to 2.46 in 2007 (UMAR, 2016: 65). Wage inequalities between sectors can be 
seen in Table 2, which presents the shares of low wage earners in selected industries. 
While there are barely any low wage workers in some industries – the lowest share being 
observed in electricity, gas, steam and air conditioning supply – the depressed construc-
tion sector and the traditional low wage service sectors feature shares of between one-
fourth and over one-third of employees earning two-thirds or less of the national median 
gross hourly earnings. Intermediate shares are observed in the relatively prosperous and 
predominantly export-oriented manufacturing sector, health care and education (mostly 
part of the public sector). Finally, in administrative and support service activities, where 
some three-fi fths of employment (SURS register data for 2014) is accounted for by work-
ers in poorly unionised private security fi rms and temporary agency work, the share of 
low wage earners exceeds one half of total employment. 

Table 2 Share of low wage earners by economic activity in selected branches of eco-
nomic activity, Slovenia, 2014

Activity %
Manufacturing 15.88
Electricity, gas, steam and air conditioning supply 0.36
Construction 33.17
Wholesale and retail trade; repair of motor vehi-
cles and motorcycles

25.44

Transportation and storage 17.03
Accommodation and food service activities 39.99
Information and communication 3.37
Administrative and support service activities 54.01
Education 13.80
Human health and social work activities 12.07
 Source: Eurostat.
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Unions are often almost invisible at the company level as argued by Stanojević and 
Kanjuo-Mrčela (2016: 482) and confi rmed by a trade union confederation representa-
tive we interviewed in early 2017, and seem to have all but lost their capacity to protect 
members at the shop-fl oor level, save for measures that help workers by helping manage-
ment to temporarily lower standards or wages in order to save the company. However, 
in companies (and sectors) where bipartite dialogue takes place there are reportedly not 
many concessions as unions try to preserve standards (Stanojević and Kanjuo-Mrčela, 
2016: 470). According to our interviews, opt-out clauses were used quite extensively in 
the trade sector (especially in fi rms without company-level collective agreement) before 
the last sectoral collective agreement was signed in 2014, which does not permit any 
company level deviations from minimum standards. In the metal and electro industries, 
on the other hand, the trade union at the sectoral level tries to prevent disorderly use of the 
opt-out clauses by insisting on being notifi ed and consulted if bargaining for deviations 
from sectoral collective agreement takes place at the company level. Still, the swelling of 
the ‘reserve army of the unemployed’ and increased employment insecurity, not least due 
to widespread use of fi xed-term contracts of employment and other types of fl exible ar-
rangements such as agency work and even (bogus) self-employment brought about a ma-
jor shift in the balance of power in favour of capital. All in all, it appears that the national 
level trade union confederations that are still able to mobilise people around contentious 
issues related to certain minimum standards, gained in infl uence in comparison with com-
pany level unions where there are plenty of cases of workers’ collectives being increas-
ingly concessionary, if not completely at the mercy of employers (ibid: 482). According 
to a confederation representative we interviewed in 2014, the union struggle is almost 
impossible in Slovene companies because ‘this high unemployment, the awareness that 
behind your job there are at least 50 candidates meant that workers are willing to work for 
lower wages, even for minimum wages, if only to keep their job. It is impossible to fi ght 
in such circumstances’ (interview with the trade union representative, 2014).

3. FLEXIBILITY, SECURITY AND INEQUALITY DEVELOPMENTS IN THE 
POST-2008 PERIOD 

After the mid-2000s the threat of rising inequality was gradually piling up: decentralisa-
tion of collective bargaining from national to sectoral level, decreasing collective bar-
gaining coverage (see Figure 2), a decline in the organisational power of trade unions 
and increasing precarisation of segments of the labour force probably all worked in the 
direction of increasing inequality. In addition, it appears that after 2004 and especially 
after 2012 (with austerity measures) the Slovene economy has increasingly adopted the 
downside aspects of the German model of export-led growth, characterised as it is by 
compression of domestic consumption in parallel with trade surpluses (Müller, Schulten 
and Zuckerstätter, 2015), coupled with the emergence of a low paid and precarised ser-
vice sector that supports the competitiveness of the export sector by providing low cost 
services (Hassel, 2014). The most important in this respect were probably the post-crisis 
economic policies of the central bank, which suppressed the growth of credit after 2010 
and government-imposed harsh austerity measures in 2012, impacting both public and 
household expenditure, which compressed domestic demand (Bole et al., 2015). 

This section will examine developments with regard to fl exibility and security of the 
post-2008 period in the context of changing industrial relations and briefl y discuss their 
outcomes in terms of inequality at the national level. In addition, a brief overview will be 
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off ered of the latest developments of the general framework for industry level collective 
bargaining, as well as fl exibility and security adjustments made through industry level 
collective bargaining in private business. 

Flexicurity is often portrayed as a trade-off  between the two opposing poles of fl ex-
ibility and security (Wilthagen and Tros, 2004). Nonetheless, as Ibsen and Mailand (2011: 
164–165) aptly remark, since a trade-off  implies a zero-sum game (increase of fl exibility 
by reducing security or vice versa) a trade-off  can by itself hardly constitute a case of 
fl exicurity. Hence, they defi ne two possible cases of fl exicurity: either a loss on one pole 
(security or fl exibility) in a trade-off  supplemented by some compensation on the other 
pole, or there must be a combination of both elements (security and fl exibility) that results 
in a win/win pay-off  arrangement, making both capital and labour better off . To be sure, 
win-win situations tend to be rare and diffi  cult to achieve due to antagonisms of interest 
between labour and capital (Burroni and Keune, 2011). 

Since in the post-2008 period trade unions retained signifi cant mobilisation capacity at 
the national level (see above) and win-win situations were increasingly rare (the room for 
compromise was narrowing), attempts at increasing fl exibility that were not coordinated 
in the tripartite institutions tended to be strongly opposed by the trade unions and eventu-
ally rejected in referendums (for example, the law on mini-jobs that was passed in 2010 
but rejected in a referendum in 2011), while legislative solutions that aimed at increas-
ing security with no immediate and corresponding concessions to capital (for example, 
a minimum wage increase in 2010 and its redefi nition in 2015) adversely aff ected social 
dialogue as the capital side responded with obstruction. Successfully concluded negotia-
tions in the tripartite institutions, on the other hand, mostly resulted in a new combination 
between fl exibility and security (for example, the labour reform of 2013). 

It must be noted that most of the major developments at the national level in the post-
2008 period that we list below do not necessarily involve measures covering both fl exibil-
ity and security. Rather, most are related to either one or the other but were traded against 
other measures in a package in order to balance the deal. Often the measures increasing 
fl exibility and those increasing security did not even target the same group of workers. 
For example, the labour reform of 2013 reduced, among other things, severance pay for 
regular employees, while introducing the quota restriction on the use of agency work – 
the two measures are rather unrelated and target two diff erent groups respectively but 
were both part of the same bargain.

3.1 Major Developments in Relation to Flexibility and Security in the Post-2008 
Period at the National Level and Outcomes in Terms of Inequality

Anti-crisis measures

The fi rst two pieces of legislation that were passed in 2009 with the aim of mitigating 
the impact of the crisis on employment were the Partial subsidisation of full-time work 
act (ZDSPDČ) and the Partial reimbursement of payment compensation act (ZDPNP). 
The Partial subsidisation of full-time work act that was passed in January 2009 aimed 
at preserving employment in face of a sharp decline in demand for goods and services. 
It enabled companies to reduce working hours to 36 hours a week and provided for a 
subsidy to employers of up to €120. The social partners in the ESC backed the measure 
despite the fact that they were only briefed on the government’s plans. After a couple of 
months the Partial reimbursement of payment compensation act was passed, which ena-
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bled employers with temporarily redundant workers to place them on ‘temporary forced 
leave’ – workers temporarily did not work but were entitled to 85 per cent of wages and 
retained work-related rights, but had to return to work when demanded by the employer. 
The pay compensation was subsidised by the government. In addition, the law required 
workers to spend 20 per cent of their time on temporary waiting in training. The Partial 
reimbursement of payment compensation act was coordinated in the ESC (Kavčič, 2014; 
Mandl, 2010).

Both measures contained several elements of fl exibility, as well as security: 

• workers were provided with an opportunity to enhance their employment security 
through mandatory training provided by the employer, which could at the same time 
be regarded as an opportunity to increase functional fl exibility from the standpoint of 
the employers; 

• in both cases a temporary reduction either of workforce or working hours provided 
companies with a certain degree of working time fl exibility while retaining the skills 
and experience of the workers;4 

• in case of ZDSPDČ employers also enjoyed enhanced labour cost fl exibility, as work-
ers accepted reductions even though employers benefi ted from subsidies;

• because companies participating in the scheme were not allowed to lay off  workers, 
the latter enjoyed some employment security at least for the time fi rms participated in 
the schemes; 

• with regard to both laws companies participating in the schemes were obliged to pay 
social contributions that they could otherwise postpone, which in turn increased the 
income security of workers in the longer term.

 According to Ibsen and Mailand’s (2011) typology, this was obviously a win/win pay-off  
arrangement for both labour and capital as both measures entailed several fl exibility as 
well as security elements, while the state stood ready to absorb the costs of the deal. On 
the other hand, at least the fi rst measure designed to mitigate the fi rst impact of the crisis 
probably increased inequality in employment security to some extent since, similarly to 
other EU countries (Vaughan-Whitehead, 2011), companies’ fi rst response to reduced de-
mand was to not renew fi xed-term contracts (Perko et al., 2014). However, many regular 
workers that benefi ted from this fi rst round of anti-crisis measures joined the ranks of the 
unemployed after measures for job preservation were phased out in 2011. 

Minimum wage increase

As the fi rst blow of the crisis struck in 2009 and brought growing hardship for workers, a 
massive strike wave developed in the manufacturing sector. Many of the strikes, such as 
the one in the major exporter of home appliances Gorenje that took place in autumn 2009, 
were actually wildcat strikes in which discontent was directed not only at the manage-
ment but sometimes also at workers’ representatives that were accused of serving the in-
terests of management rather than workers. The main issue in the Gorenje wildcat strikes 
was low wages (Marn, 17 September 2009). An offi  cial general strike in the metal and 
electro industry, which constitutes the core of the export sector, followed in November. 
Responding to the pressure from below, the union confederations demanded an immedi-

4 Throughout this text we use the term ‘working time fl exibility’ to denote fl exibility of both number of working hours and sched-
ules.
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ate increase in the national minimum wage. In early 2010 the government gave in and the 
minimum wage was increased by almost 23 per cent, despite the fact that the measure was 
not agreed in the ESC. 

The increase in the minimum wage reduced wage inequality in 2010 and after that date 
to a considerable extent (see Figure 4). With the rate of growth of the minimum wage at 
3.9 times the growth of the average wage the cumulative growth of the minimum wage in 
real terms amounted to almost 30 per cent in the 2008–2013 period (Selan, 2014), which 
increased the ratio of the minimum wage to average monthly earnings in the private econ-
omy from 43.4 per cent in 2008 to 52.4 in 2016 (EUROSTAT). Another egalitarian aspect 
of the increased minimum wage was that the wage gap between workers with high and 
low educational attainments shrank, as did the diff erences in wages between various pro-
fessional groups (Selan, 2014). Certainly, other factors also contributed to the evolution 
of wage inequality in the post-2008 period. Besides the rise in the minimum wage that 
increased the lowest wages and the so-called composition eff ect, the decrease of wages at 
the upper end of the distribution due to relatively larger cuts in higher wages brought by 
the austerity measures in the public sector, as well as slower growth of wages in industries 
with the highest wages, also contributed to the wage compression during the post-2008 
period. Hence, the value of the interdecile coeffi  cient decreased from 3.67 in 2009 to 3.26 
in 2014 (the lowest value being recorded in 2013 at 3.25), while the Gini coeffi  cient for 
wages dropped from 0.283 to 0.258 (see Figure 4) in the same period (UMAR, 2016: 61). 
Wage disparity was reduced more in the private sector where in 2009 the share of total 
gross wages received by the 10 per cent of employees on the highest wages stood at 24.4 
per cent as against 4.7 per cent received by those in the lowest 10 per cent, while the dif-
ference dropped to 23 per cent as against 5.4 per cent in 2013. The respective fi gures in 

Figure 4 Wage inequality, Slovenia, 2007–2014 (deciles)

Sources: UMAR.
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the public sector were 19.7 per cent as against 4.4 per cent in 2009 and 19.4 per cent as 
against 4.7 per cent in 2013 (Selan, 2014).

Considering the minimum wage as an element of ‘solidaristic wage policy’ (Schulten, 
2002), the increase was undoubtedly a success in terms of reducing the inequality of dis-
tribution within the labour force. The growth of basic wages negotiated in the collective 
agreements did not match the increase in the minimum wage despite the fact that a large 
part of the pay grades stipulated in collective agreements were now below the minimum 
wage (please see Footnote 6 below for an explanation). This is, however, not to say that 
there were no spillover eff ects along the wage scale. In some industries, for example in 
the trade sector, many fi rms added various bonuses, such as performance bonuses to the 
minimum wage in order to remunerate their employees. In other industries, for instance in 
the electro industry, an annex to the collective agreement was agreed that demanded that 
employers add certain wage supplements to the amount of the minimum wage (instead of 
to a much lower basic wage) with the aim of diff erentiating among workers according to 
their performance, working conditions and so on (UL RS 32/2013). The achievements of 
the minimum wage in terms of the distribution between labour and capital were, however, 
much more modest, as the wage share was in 2015 slightly below its 2009 value, although 
higher than in 2008 (70.4, 70.9 and 68.2 per cent, respectively; AMECO). More impor-
tantly, Srakar and Verbič (2015), whose fi ndings also point to a trend of diminishing in-
equality, warned against too enthusiastic claims about increasing equality on the Slovene 
labour market because the data in their (as well as other) analyses do not include some of 
the widespread atypical employment arrangements; nor do they include the unemployed. 
Because non-standard employment arrangements, such as temporary jobs, tend to have 
a much higher incidence of low pay than regular ones, their inclusion would almost cer-
tainly change the picture in favour of wage inequality (Eurostat).

Mini-jobs and Market Regulation Act

After the hike in the minimum wage the government adopted a peculiar interpretation of 
social dialogue according to which either solutions have to be found with some kind of 
a settlement or, if this cannot be done promptly, the state has the responsibility to take 
unilateral action. The time had come, according to the government, to meet the demands 
posed by capital. Trade unions and even some of the employer organisations protested 
against such a view, but to no avail (Kavčič, 2014: 42–43). A package of reform measures 
– the pension reform, the mini-jobs law and the law for prevention of undeclared work 
– were sent to the parliament without the consent of the unions. Closely related to the is-
sues of fl exibility and security was especially the Mini-jobs Act (ZMD), a temporary and 
casual form of employment accessible to those in secondary or tertiary education, retired 
and unemployed persons, amounting to a maximum of 60 hours per month. With lower 
social contributions, strong external fl exibility (no regular contract of employment) and 
without most non-wage costs (such as severance pay, reimbursement of travel expenses 
and so on) it would constitute a very fl exible form of employment. It had many similari-
ties to the German mini-jobs but introduced some restrictions regarding its use on the 
part of employers, as well as employees (MDDSZ, s. d.; ZSSS, s. d.). While employer 
organisations supported the introduction of mini-jobs, claiming that it will increase labour 
market fl exibility, the unions responded by articulating public opposition to the law (as 
well as against other neoliberal reforms), building a coalition with the student population 
represented by the Slovenian Student Union (Študentska organizacija Slovenije) and a 
civil Movement for Decent Work and Welfare Society (Gibanje za dostojno delo in so-
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cialno družbo) and demanding that the law be submitted to a referendum. The Mini-jobs 
Act was, together with the other two reforms, rejected by a wide margin in a wave of 
referendums in 2011, which eventually brought down the centre-left government. A part 
of the same reform package was the Labour market regulation act (ZUTD), which had 
several elements on the fl exibility as well as on the security side. For example, job shar-
ing and job rotation that provided for either full or partial replacement of an employee 
with an unemployed person, as well as the institution of partial unemployment enabling 
the unemployed to accept a part-time job while retaining a part of unemployment benefi t 
were introduced. The law also added to the security side by easing access to unemploy-
ment benefi ts for those on employment contracts for short periods of time (for example, 
fi xed-term employment contracts). The unions opposed certain changes, especially the 
shortening of the period during which the unemployed that are close to retirement enjoy 
the right to payment of pension and disability insurance contributions (ZSSS, 2012). The 
Labour market regulation act was discussed in the ESC and although a fi nal consensus not 
achieved, it was not submitted to a referendum. 

While the Mini-jobs Act promised enhanced external (hiring and fi ring under this ar-
rangement would be pretty much unrestricted) and working time fl exibility as well as 
considerable wage and non-wage costs fl exibility to the employers it lacked any compen-
sation in terms of security – not a surprising outcome given the fact that an agreement on 
the law was not achieved through social dialogue. Nor was it a win/win pay-off  arrange-
ment. The Labour Market Regulation Act of 2010, on the other hand, though containing 
some controversial articles that remained unresolved, introduced several new instruments 
that could be considered a win/win pay-off  solutions (job sharing and job rotation which 
increased functional fl exibility as well as income and employment security; access to 
unemployment benefi ts that improved income security) the costs of which were borne by 
the state.

Although resisting the introduction of mini-jobs did not increase equality directly, re-
jection of the Mini-jobs act of 2010 certainly has to be counted as a move preventing a 
further increase in inequality as it threatened to extend the low-paid and insecure form of 
employment akin to the existing student work to large segments of population and thus 
increase pay inequality, as well as inequality of employment security and other aspects of 
job quality (parental leave, holiday leave, expenses for travel to and from work, a full in-
tegration into social security system and so on). Also, the fear was that existing full-time 
regular jobs would be split into mini-jobs. What is more, the mini-jobs would probably 
have become more widespread in some sectors than in others – the brunt would be borne 
in service sectors such as retail and food services, known for their disproportionate use 
of student work. As many of these sectors, such as food retail, disproportionally employ 
women, it would probably increase inequalities in access to regular employment along 
the gender lines. Similarly to the case of the minimum wage increase, the most important 
factors bringing about this outcome were the mobilisation capacity of Slovene trade un-
ions and the articulation of interests at the national instead of merely the sectoral level. 

Austerity measures

The next phase, in which the centre-right government took offi  ce after the defeat of the 
previous centre-left government in a wave of referendums, was marked by the sovereign 
debt crisis. The fall of the centre-left government exacerbated the liquidity problems of 
the state, which in turn increased the fear of foreign bailout with a strong conditional-
ity imposed. These developments increased the stakes tremendously and simultaneously 
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strengthened the position of the government. Hence, the European Commission’s recom-
mendations became de facto binding as its signals to the fi nancial markets were of the 
utmost importance (Damijan, 31 May 2013). During the years 2011 and 2012 the Com-
mission ‘recommended’, among other things, that the Slovenian government strengthen 
the measures for fi scal consolidation on the expenditure side, especially as regards spend-
ing for public services; to pass the new pension reform; to undertake reform of the labour 
market, including student work; to ensure that wage growth supports competitiveness; 
and to resolve the problem of mounting nonperforming loans in the banking sector (Euro-
pean Commission, 2011; European Commission, 2012). The government was well aware 
that the EC’s ‘compulsory management’ actually increases its own leverage over the trade 
unions and with more or less fi rm support from the employers’ organisations in the ESC 
proposed austerity measures that were rather harsh by Slovenian standards. The public 
sector unions organised a general public sector strike, which resulted in two agreements 
(UL RS 38/12; UL RS 40/12) that ensured that public sector wage cuts were lower and 
the curtailment of social rights milder than originally announced. Besides, the Public fi -
nance balance act (ZUJF) that instituted the austerity measures brought lower security for 
some private sector workers as well, because unemployment benefi ts were lowered for 
those receiving them longer than 12 months. Moreover, a pension reform similar to the 
one that was passed in 2010 and rejected by referendum in 2011 was passed in 2012 with 
minor concessions to organised labour obtained through tripartite social dialogue. Social 
dialogue in the ESC was used extensively when shaping some of the reforms mentioned 
above, most notably in the case of pension and labour market reform.

Although social dialogue in this period was strongly conditioned by external factors 
(fi nancial markets, the OECD, the EC) that worked mainly in favour of the employers and 
the state, while workers had few alternatives at their disposal and a form of downward 
fl exibility was simply imposed by the government, the trade unions nevertheless achieved 
a more balanced outcome through social dialogue in the ESC. For instance, in the case 
of pension reform the trade unions were able to persuade the government and employers 
to accept bonuses increasing the accrual rate for those staying in employment longer and 
to retain a slightly more favourable treatment of children receiving survivor’s pensions. 
The most important achievement was a lower retirement age for those that started to work 
before the age of 18, mothers with children and for years of mandatory military service 
(Delo, 4 December 2012). 

As regards austerity measures, the strike of public sector employees in early 2012 may 
indeed have ended with what Stanojević and Klarič (2013) called ‘concession bargain-
ing’; nevertheless, the results of this bargaining at least mitigated the eff ects on inequality 
of income in terms of wage distribution in the public sector (the increase of the share of 
the lowest paid public employees) and government encroachment onto social rights and 
provision of public services. 

The 2013 labour market reform

The single most important reform from the point of view of the balance between fl exibil-
ity and security after 2008 was the 2013 labour market reform entailing the Employment 
relationship act (ZDR-1) and the Labour market regulation act (ZUTD-A). The basic 
rationale of the reform was to lower the legal protection of regular contracts of employ-
ment, while introducing new measures for protecting atypical workers. Flexibilisation 
of regular employment was achieved by shortening the period of notice for open-ended 
contracts, relaxing dismissal procedures and reducing severance pay for some groups of 
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regular employees, which increased external numerical fl exibility for full-time open end-
ed contracts of employment. Two additional elements of fl exibility were the introduction 
of ‘temporary forced leave’ and the relaxation of provisions related to job demarcations. 
On the security side the reform introduced a host of new measures to increase security of 
workers in these arrangements as well as to de-incentivise the use of these forms of work. 
As regards fi xed-term contracts, the accessibility of unemployment benefi ts for those on 
contracts of short duration was further increased; severance pay for fi xed-term contracts 
of employment was introduced; restrictions were placed on the sequencing of fi xed-term 
contracts for a given job (previously for a given worker); and unemployment contribu-
tions for fi xed-term contracts paid by employers were increased while exempting the 
employer from payment of contributions for the fi rst two years of open ended contracts. 
Agency work was re-regulated and its use restricted as the reform provided for equal 
treatment of agency workers and introduced quota restrictions for the use of fi xed-term 
agency work. Furthermore, the legal category of dependent self-employed was instituted. 

The labour market reform was shaped in the social dialogue. According to one of our 
interviewed trade union representatives the reform was a kind of landmark for the trade 
unions as it was the fi rst time that they approached labour market reform not by trying to 
hang on to as much as possible (that is, to prevent fl exibilisation), but rather by accept-
ing changes towards more fl exible regular employment in return for increased security 
and regulation of atypical (and often precarious) employment arrangements. The reform 
enhanced external and working time fl exibility and functional fl exibility of the regular 
workers, while at the same time increasing income and employment security for atypi-
cal workers, it could be considered a trade-off  with compensations that helped to seal the 
deal.

The reform widened the possibilities for collective agreements to deviate in certain 
areas from the law in a way that is less benefi cial for workers, which on one hand dimin-
ishes the security for those covered by collective agreements but on the other helps to pre-
serve collective bargaining as employers can achieve these deviations (more fl exibility) 
only by means of collective bargaining.

The equality eff ects of the reform are not altogether clear. Focusing on a narrow seg-
ment of fi xed-term contracts regulated by the Labour Code that formally diff er from regu-
lar contracts of employment only by their limited duration, one could say that the 2013 
labour market reform brought at least some desegmentation eff ects, although they seem 
to be rather short lived and weak. As illustrated in Figure 5, the share of fi xed-term con-
tracts of employment in total number of new jobs (regulated by the Labour Code) was 
only slightly lower in the year following reform (2014) than in the year of the enactment 
of the reform (April 2013), although still higher than in the preceding year (2012). The 
desegmentation eff ects of the reform were most notable for the young (15–29 years old), 
among whom fi xed-term contracts are most widespread. The share of such contracts for 
this age group was lower in the two years following the reform (2014 and 2015) than in 
the previous year (2012), although in 2015 it was again on the rise (see Figure 5; UMAR, 
2016; Kajzer, 2015 for a similar interpretation). Still, the eff ects are fairly cosmetic and 
the trend was not reversed for this age group either. Nonetheless, one of the areas in which 
reform appears to be eff ective was the quota restriction for agency workers on fi xed-term 
contracts. As depicted in Figure 6, the share of regular (open ended) contracts of tempo-
rary agency workers increased from 26 per cent in 2012 to 71 per cent in 2013, but then 
levelled off  to 50 per cent (MDDSZ and UMAR, 2015). Thus, the reform to a certain 
extent reduced inequality of access to open ended employment for agency workers and 
slightly also for the young generation, but these eff ects were rather weak. 
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Figure 5 Share of fi xed-term contracts in total new jobs before and after the 2013 labour 
reform, Slovenia, 2012–2015

Sources: UMAR (2016).

Figure 6 Share of temporary agency workers with permanent and fi xed-term contracts 
before and after the 2013 labour reform, Slovenia, 2012–2014

Sources: UMAR and MDDSZ (2015).
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The reform fares even worse if we take a broader perspective and look at the share 
of atypical labour arrangements and the unemployed – according to Kalleberg (2009: 6) 
unemployment constitutes the ultimate form of precariousness – in the total labour force 
of Slovenia, which not only increased during the crisis, but its expansion continued in the 
two ‘post-crisis’ years. Thus, the reform of 2013 did not succeed in reversing the trend 
towards expansion of non-standard and precarious work (PRECARIR Report, Slovenia, 
2016). Nevertheless, it is likely that the process of further proliferation of atypical – and 
more often than not precarious – forms of employment would probably progress faster 
than it actually did in the past few years if the reform was not there, while those employed 
under these arrangements would enjoy less protection and security. In terms of inequality 
of access to full-time open ended formal work the reform probably prevented a sharper 
increase in inequality, but did not in general increase equality. 

The reform also entailed provisions stipulating that temporary work agencies have to 
provide their workers with opportunities for training and education, while the contract be-
tween the agency and the user fi rm has to specify who is responsible for training workers 
when working in the user fi rm. Besides temporary agency workers, other categories of 
non-standard workers, such as those on fi xed-term contracts, enjoy the same rights with 
respect to training and education as workers on regular (full-time, open ended) contracts. 
Nonetheless, even though the legislation which is to a large extent shaped through so-
cial dialogue does provide for equal access to training and education, there seem to be 
many problems related to adequate provision of training to the unskilled workers, ac-
cording to both trade union and employers’ organisation representatives. Perceptions of 
the causes, however, vary. While the employers’ representative argued that the main cause 
of the low involvement in training programmes of the low skilled is their lack of interest, 
the trade union representatives add that employers do not bother with preparing the low 
skilled for new technologies. The trade union representative explicitly pointed to the na-
tional level social dialogue and sectoral collective bargaining as the most suitable venue 
for more equal access to training for those that need it most due to technology changes 
and atypical workers, but regretted the fact that collective bargaining is underdeveloped 
in this area. In short, while collective agreements seem a proper place for providing more 
equal access to training and education, development of bipartite dialogue in this area 
stalled after 2008.

Reregulation of student work and redefi nition of the minimum wage

With the beginning of economic recovery in 2013 that proceeded at annual growth rates of 
2–3 per cent in the past two years the pressure of external factors subsided considerably. 
The main developments related to the combination of fl exibility and security were the re-
regulation of student work in 2014 and the legal redefi nition of the minimum wage. The 
fi rst was a demand from the European Commission which the government implemented 
by introducing pension contributions and disability insurance, as well as establishing a 
minimum hourly rate for student work. The measure was coordinated with the Slovene 
Student Organisation and to a certain extent also with the social partners, but it seems that 
the fi nal agreement with the latter was not achieved. When the main employers’ organisa-
tion withdrew from negotiations for the 2015–2016 social pact it reproached the Ministry 
of Finance for not doing enough to reduce the public sector wage bill, while burdening the 
private sector with additional contributions; it also mentioned the costs of the reregula-
tion of student work (Delo, 2 December 2014). However, the negotiations for social pact 
proceeded and eventually reached a conclusion. The trade unions strove to redefi ne the 
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minimum wage5 in the social pact, but could not reach an agreement with the other side. 
After unsuccessful attempts to resolve the issue in the tripartite ESC, the seven confedera-
tions changed tack – they launched a campaign for a new law and gathered signatures al-
lowing them to demand a referendum. The campaign for a redefi nition of minimum wage 
was largely successful and in late 2015 the parliament endorsed the initiative without a 
single vote cast against the motion. This, however, prompted three of the four employers’ 
organisations that were signatories of the social pact to withdraw their signatures. Inter-
estingly, when asked about the reregulation of student work, as well as the redefi nition 
of minimum wages, the employers’ organisation representative interviewed did not argue 
that the measures lacked any provisions on fl exibility, but rather pointed to the govern-
ment’s decision to adopt the measures and bypass social dialogue as the main problem. 

The largest part of temporary employment in the 15–24 age group – the highest in 
the EU – consists of student work. The reregulation of this extremely fl exible form of 
employment slightly improved the working conditions for student workers and can be 
considered an achievement in terms of its eff ects on inequality. However, it impacted the 
conditions for social dialogue in a rather negative fashion as the government adopted it 
without an agreement with the social partners. The same goes for the redefi nition of the 
minimum wage – the interests of the social partners were obviously too far apart to solve 
the issue through dialogue.

To recapitulate, after 2008 the room for manoeuvre within social dialogue at the na-
tional level was severely narrowed and was determined by trade union mobilisation 
power, on one hand, and the leverage aff orded to the government and the capital side 
by external factors on the other. Given the increasing pressures from both internal and 
external factors the countervailing power of organising labour was of decisive importance 
for balancing demands for fl exibility with some degree of security. With the exception of 
the beginning of the period when the state was willing and able to support social dialogue 
with ample funds, which in turn brought signifi cant results in terms of both fl exibility and 
security, the results of the eff orts to sustain social dialogue were quite meagre. When the 
conditions for a meaningful social dialogue were fulfi lled, it resulted in trading fl exibility 
on one side for security on the other, but as the antagonism between the interests of labour 
and capital intensifi ed, these conditions were eroded progressively. Win-win situations 
were more likely to occur when the state was capable of footing the bill, but this capacity 
evaporated with the growing public debt. 

While for readjustments of fl exibility and security elements at the national level social 
dialogue aided by the capacity of the state to fi nancially back the deal appears essential, 
for the push towards more equality the sheer power of organised labour appears to be the 
single most important factor at fi rst. Nonetheless, the share of workers on the minimum 
wage varies considerably among the sectors of economy covered by the sectoral trade 
unions, which means that not all segments of union membership were equally aff ected 
by changes in the minimum wage as the share of low wage earners diff ers considerably 
across sectors. The same goes for mini-jobs that would, if the legislation was enacted, 
impact disproportionally the already precarised service sectors, such as retail and food 
services. The union actions in these cases were not, however, undertaken at the sectoral 
level but rather by confederations that were able to universalise the push from below. The 

5 In Slovenia extra payments for demanding working conditions and seniority are added to basic wages, which are determined 
in the collective agreements and are much lower than minimum wage. This means that employers actually do not pay higher rates 
for work performed in more demanding conditions until the sum of basic wages and extra payments exceeds the level at which the 
minimum wage is set. To be sure, the employer cannot pay less than legally stipulated minimum wage – in case the sum of basic 
wages and extra payments do not reach the minimum wage level the employer has to ‘cover the diff erence’.
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exemplary case in this respect was the minimum wage increase that sprang from discon-
tent at a major exporter and was – with the support of sectoral unions – translated into 
action by confederations at the national level. Thus, the claim that the power of organised 
labour was crucial for equality outcomes needs to be modifi ed – it was the power exerted 
through vertically integrated trade unions that allowed the articulation of diff erent levels 
that really mattered.

3.2 Collective Bargaining Adjusting Flexibility and Security Balance and Tackling 
Inequality in the Post-2008 Period 

Since conditions for collective bargaining at industry level diff er substantially between 
sectors it is impossible here to provide a comprehensive general account of developments 
at this level. Rather, we will fi rst examine the main regulatory changes structuring the 
conditions for fl exibility and security outcomes of collective bargaining and then observe 
the results in collective agreements of selected industries (see Case study 1). 

Surveying the main changes we have to note, fi rst, the gradual decentralisation from 
the national level towards sector level negotiations that started with the abandonment in 
the mid-2000s of general collective agreements covering the whole private sector. Sec-
ond, this decentralisation took place in a relatively ‘organised’ (Keune and Vandaele, 
2013) manner; that is, the higher level (sectoral) agreements still determine the frame-
work of rules and standards from which lower (company) level agreements could in prin-
ciple not deviate in a way that would be disadvantageous for workers. The exception to 
the rule is admissible, though, if the higher level collective agreement spells out the con-
ditions under which the lower level collective agreement can deviate from the minimum 
standards in a manner that is less favourable for workers (ZKolP, article 5, paragraph 2). 
Before this law entered into force it was the Wage annex to the General collective agree-
ment for the private sector that spelled out the conditions for a deviation from minimum 
standards, but only as regards wages (Globočnik, s. d.). Third, a new phase in this process 
of decentralisation was reached with the labour reform of 2013, when the Employment 
Relationship Act (ZDR-1) enlarged the autonomy of the contracting parties at the sectoral 
level to negotiate in the collective agreements deviations from the law in a manner that is 
less advantageous for workers. The areas in which such a deviation is now admissible are 
the following (ZDR-1, 2013): 

• job demarcations – temporary assignment of tasks not stipulated in the individual em-
ployment contract (article 33); 

• stipulation of additional causes for fi xed-term employment contracts beside those list-
ed in the law (article 54); 

• determining a higher quota for the share of the fi xed-term agency workers than the one 
stipulated in the law (article 59); 

• stipulation of longer notifi cation periods for cases when the contract of employment is 
cancelled by the worker (article 94); 

• introduction of apprenticeship (article 120); 
• determining the conditions for and the amount of the retirement allowance (article 

132); 
• a diff erent organisation of the working time than regulated by law (articles 144 and 

158); 
• determining the disciplinary sanctions in a pecuniary form (article 172); 
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• determining the rate of seniority allowance (article 222). 

The fl exibility allowed in these areas, as well as other legislative changes prompted a wave 
of renegotiations of collective agreements (Stanojević and Kanjuo-Mrčela, 2016). This 
increase in the social partners’ autonomy in relation to legislation should have facilitated 
the development of solutions balancing fl exibility and security (Ibsen and Mailand, 2011: 
175). Also, the fact that sectoral collective agreements in Slovenia cover a relatively wide 
array of issues appears to be conducive for package deals with various combinations of 
fl exibility and security (ibid; see also Marginson and Galetto, 2016: 110). Especially after 
the crisis the other two factors listed in the literature – that is, mutual trust and relative 
power of bargaining partners – mutual trust between partners declined after 2008 and the 
trade union representative interviewed claimed that the weakened power of trade unions 
and the decline of membership in employers’ organisations adversely aff ected social dia-
logue. What is certain, however, is that, given the legislative solutions, in the absence of 
unions that are strong enough to be involved in collective bargaining neither opt-out or 
opening clauses nor deviations from law can take place as the latter have to be spelled out 
in the collective agreements, while the former usually require the company level union to 
strike the deal. 

Many collective agreements in the private sector entail provisions on opt-out clauses, 
which have usually to be negotiated by the representative unions at the company level, 
although in some cases – for example, in the newly signed collective agreement for the 
construction sector – the agreement on deviations from minimum standards can also be 
negotiated by the works council. Moreover, notifi cation and sometimes even permission 
from the sectoral trade union is necessary. In addition, the majority of sector level agree-
ments in the private sector make more or less ample use of provisions allowing deviation 
from the law listed above. The evidence collected confi rms that deviations from the law 
enable the unions to trade them against various security provisions in other areas of the 
‘bargaining package’ and sometimes even use them in order to bring reluctant employ-
ers’ organisations to the bargaining table. However, it has to be noted that not all unions 
perceive these opportunities for trade-off s and compensation in same way: while some 
(for example, manufacturing unions) see them as measures for preserving companies, it 
is only a bargaining chip to be traded against some other concessions (see Case study 1). 

Due to a large gap between basic wages and the statutory minimum wage which con-
centrates a large share of workforce at the level of the latter, the unions in general do 
not strive for lower wage inequality but rather for an overall increase in basic wages 
and for the elimination of wage supplements for unfavourable working conditions, job 
performance, length of service and so on from the minimum wage in order to be paid 
in addition to it. This would, as a matter of fact, increase diff erences at the very bottom 
end of the wage distribution, but since many of wage allowances add on the low basic 
wages – which means that for most low paid workers, they literally do not count – their 
elimination from minimum wage (that is, adding them to the amount of the minimum 
wage) would actually enhance equality in relation to those in higher pay grades for whom 
allowances count in any case. Provisions for the elimination of wage supplements from 
the minimum wage formed a part of collective agreements for the electrical industry until 
the legal redefi nition of the minimum in 2015. Besides basic wages and allowances col-
lective agreements typically provide for other pecuniary benefi ts that enhance the income 
security of workers, such as the solidarity allowance which is paid by the employer in the 
case of a worker’s death or a death in the family, accidents or natural calamities, which 
apply to all employees, except student workers. 
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The law guarantees the right of workers to training and education. Most sectoral col-
lective agreements contain further provisions regarding the fi nancing of education and 
training, as well as specifying the rights of employees to time off  for exams or attendance 
of lectures. Since these apply to all workers except for student workers, including fi xed-
term and agency workers, they in principle provide for the development of their skills 
too. But the problem of implementation remains and the presence of an active and com-
mitted union in the company is crucial. As one of our interviewees reports, even when the 
law explicitly demanded training of workers on subsidised ‘temporary forced leave’ in 
2009–2010 (see above), most employers only wanted ‘to cash in the subsidy while leav-
ing the workers to stay at home and only sign the attendance list’ (interview with trade 
union representative, December 2016).

There is a variety of provisions relating to working time aimed at enhancing ‘combina-
tion’ security, from additional days of annual leave and for paid leave due to the occur-
rence of certain events such as marriage, birth of a child, a death in the family, change 
of residence or natural calamity, as well as for unpaid leave. Some agreements strive 
to reinforce combination security by increasing the predictability of working time. For 
example, the collective agreement for the hospitality and tourism industry spells out the 
conditions for temporary rearrangement of working time (UL RS, 17/2016); others, for 
instance the collective agreement for the trade sector, stipulate that the employer has to 
present the weekly schedules to the workers a few days before the start of the working 
week (UL RS, 24/2014). Furthermore, some agreements contain provisions for moni-
toring the organisation of working time and advancing suggestions for ‘more humane’ 
working time arrangements on a parity basis (UL RS, 104/2011; UL RS 78/2014; UL RS 
6/2015). Finally, there are various provisions in collective agreements enabling workers 
to strike a balance between work and family life by strengthening rights related to work-
ing time and changes in place of work for parents, single parents, workers with disabled 
family members, etc. (UL RS, 104/2011; UL RS 17/2016; UL RS/101/2015). As these ex-
amples show, bipartite social dialogue at sectoral level can address combination security 
issues which would otherwise be subject to one-size-fi ts-all national level legislation in 
a very targeted manner and at the same time provide opportunities for more equal access 
to a proper work–life balance among potentially vulnerable groups (for example, single 
parents, workers caring for disabled relatives). 

Some collective agreements also provide for parity commissions for monitoring rea-
sons for fi xed-term employment arrangements in the company and proposing measures 
that would open the way for regularisation of their employment status and thus provide 
a lever for enhancing equality of access to formal open-ended employment to company 
level trade unions. Collective agreements for the electrical industry, the metal materials 
industry and the metalworking industry all entail provisions of this kind, and the latter 
two also stipulate the duty of the employer to report at least once a year to the trade union 
on employment policy, which has to take into account ‘competitiveness, social inclusion 
and fl exicurity in such a manner that fl exibility and security complement each other’ (UL 
RS 78/2014; UL RS 6/2015). In relation to provisions explicitly aimed at addressing em-
ployment inequality one has to bear in mind, fi rst, that the sectoral trade union has to be 
strong enough in order to push for their insertion into the collective agreement (see Case 
study 1) and, secondly, that they are but a dead letter if the company level union is not 
capable of enforcing them (see Case study 2).
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4. CASE STUDIES 

4.1 Case Study 1: Collective Bargaining from the Viewpoint of Flexibility, Security 
and Wage Inequality in the Collective Agreements of the Trade and Metal Sectors 

Concerned mainly with the national-level labour market and welfare arrangements the 
fl exicurity debate has lately been reproached for not paying due attention to diff erences 
in eff ects of the national regulation on various sectors, occupational groups, companies 
and so on. In addition, focusing exclusively on national regulation neglects other kinds of 
regulation, such as collective bargaining (Burroni and Keune, 2011). In this case study we 
will fi rst try to illustrate how the sectoral collective agreements provide for readjustment 
of fl exibility and security elements by taking a closer look at two collective agreements 
in the private sector: the collective agreements of the metalworking sector (roughly C25, 
C28, C29, C30 and C33) and the trade (G) sector, a large part of which consists of the low 
paid and precarised retail trade (G47), on which we will focus when making comparisons 
with the metalworking industry. In addition, the diff erences in wage developments in both 
sectors will be examined from the aspect of inequality issues. 

Employment conditions and social dialogue in the two sectors

Our choice of sectors tries to refl ect diff erence of conditions that prevailed in various sec-
tors of the economy in the post-2008 period. The metalworking sector and the trade sector 
together employ a large share of all employees in Slovenia, 165,000 in 2014 (SURS, LFS 
data), which accounts for more than a fi fth of all employees. However, the two sectors dif-
fer considerably in terms of prevailing employment arrangements and wages. Metalwork-
ing is one of the core industries of the Slovenian export sector that was dealt a heavy blow 
during the crisis of 2009 but saw relatively high rates of growth of both value added and 
value added per employee thereafter, the latter reaching approximately the same level as 
the whole trade (G) sector but stood at some 120 per cent of the respective fi gure for the 
retail sector (G47) in 2014. This diff erence was more than refl ected in the level of wages 
in both sectors, with metalworking wages being some 5 per cent higher than wages in the 
trade sector as a whole, 25 per cent higher than retail wages and 35 per cent higher than 
wages in the lowest-paid retail segment of food retailing (G47.110) (SURS). Diff erences 
in employment arrangements point to a much more segmented labour market in retail 
(and the whole G sector), though it has to be kept in mind that the manufacturing sector 
as a whole – part of which is also the metal sector – is by far the largest user of agency 
work, which unfortunately does not appear in sectoral employment statistics. Although 
manufacturing accounts for only some 23.4 per cent of total employment (SURS, LFS 
data), roughly 63 per cent of all TAW placements (MDDSZ data) were in manufacturing 
sector (C) in 2015, the respective numbers for the trade sector (G) being 12.1 per cent 
and 9.4 per cent. Part-time contracts are quite widespread in retail (as well as the whole 
G sector) and a large share of these contracts are probably involuntary, while incidence of 
such contracts is much lower in the metalworking. Finally, the share of the most fl exible 
employment arrangement, student work, which is also mostly performed on a part-time 
basis and is temporary by defi nition, in the metal industry amounts to less than one-third 
of the fi gure reported for retail.
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 Social dialogue in the two sectors is generally considered good. However, indus-
trial relations in the two sectors diff er considerably, which also aff ects the conditions for 
social dialogue. Following Boyer’s (2014) typology, metalworking constitutes an exam-
ple of the so-called ‘polyvalent stability’ regime, where the workforce is versatile and 
possesses fi rm-specifi c skills, while fi rms are exposed to strong international competition, 
which makes exit options expensive for both workers and management and the bargain-
ing position of labour is relatively favourable. The opposite is true for retail, which oper-
ates in the regime of so-called ‘market fl exibility’, characterised by companies in search 
of external fl exibility that demand more basic and easily transferable skills, while the 
bargaining position of labour is correspondingly weaker. 

The power of the unions operating in the two sectors is also a potentially important 
factor in the social dialogue. The main metalworking union enjoys a density rate some 
three times higher than the largest trade sector union. The diff erence in strength of the two 
unions is also revealed in their capacity to bring employers to the bargaining table and 
achieve a satisfactory compromise by means of industrial action – a capacity apparently 
possessed by the metal sector union (the last general strike in the sector was in 2013), but 
not by the union operating in the trade sector. According to the representative of the trade 
union operating in the trade sector the main motivations for the employers to get involved 
in collective bargaining are deviations from the law which can only be secured in the 
sectoral collective agreement (see Section 3.2 above) and the use of collective agreement 
provisions in place of internal acts (which also pulls sources of potential confl ict out of 
the company). 

The two sectors also operate in diff erent demand regimes which appears to be of criti-
cal importance for their performance in the post-2008 period. The metal sector depends 
mainly on external demand that dried up abruptly in 2009 but grew steadily thereafter. 
Trade, on the other hand, constitutes the largest part of the market services sector that 
is oriented to the domestic market which suff ered two heavy blows on the demand side 
in the post-2008 period: fi rst, with the spreading of the crisis from export sectors and 

Table 4 Employment conditions in metalworking, trade and retail, Slovenia, 2014

Metal Trade Retail 
trade

National 
average

1 Open-ended contracts of employment (Labour 
Code regulated)

86.7% 81.9% 79.2% 83.2%

2 Fixed-term contracts of employment (Labour 
Code regulated)

11.2% 10.6% 11.8% 11.9%

3 Part-time contracts of employment (Labour 
Code regulated)

1.4% 6.1% 7.3% 5.1%

4 Other forms of work – mainly student work 
(Non-Labour Code)

1.4% 7.4% 9% 5%

5 Self-employment – without farmers (Non-
Labour Code)

4.6% 8.2% 5.7% 8.1%

6 Average wage (monthly, €) 1476 1395 1184 1540
7 Value added per employee (yearly, €) 36362 36720 30626 39463
Note: Rows 1-4 LFS data. Row 5 register data. All data are for 2014. Row 7 refers to companies, coopera-
tives and sole proprietors only.
Source: SURS.
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construction throughout the economy and, second, with the imposition of the austerity 
measures that suppressed domestic demand in 2012. These diff erences are refl ected in the 
growth of value added per employee in the post-2008 period which was much higher in 
metal sector than in the trade sector (see Figure 7). Given these disparities in the growth 
of value added per employee companies in the metal sector probably have more room 
for manoeuvre to accommodate organised labour’s demands than the trade sector, where 
fi rms struggle to cut labour costs in order to retain profi t margins in the depressed domes-
tic market. 

Finally, the attitudes of the sectoral unions diff er considerably. Evidence collected in 
interviews reveals that the unions in the export-oriented metal sector are always negotiat-
ing with one eye on the need for competitiveness of the fi rms in their sector, which has 
to be maintained during the fl uctuations in demand for their products. Hence, in many 
areas they perceive fl exibility adjustments as benefi ting not only companies, but workers 
as well. For example, when discussing the extended reference period for temporary redis-
tribution of working time, the head of the metal sector union negotiating team explains:

We did this deliberately because during fl uctuations the employer will not have to resort to lay-
off s. The worker stays at home and makes it up later […] This was on the top of the employer’s 
agenda, but, at the end of the day, of ours too. […] And it is better this way than if we did not 
accept it, because the employers would then have a temporary surplus of staff  or they would 
resort to layoff s. (Interview with trade union representative, October 2016)

The same goes in the case of other deviations, such as the fl exibilisation of job demar-
cations – a deviation from the law that is less favourable to workers:

That is, we accepted it, it might seem, and did a favour to the employers, but it is not true! We 
did a favour to both of us! The workers will also gain new skills […] (Interview with trade 
union representative, October 2016)

The trade union in the trade sector perceives the fl exibility and security readjustments 
rather diff erently. As there is no real prospect of skill development, assigning the work-
ers tasks not stipulated in the contract of employment is just ‘pushing them around’. The 
fl exibility arrangements are seen as a pure trade-off  that has to be compensated with some 
other part of the package. However, as employers are reluctant to concede on the issue of 
wages, the union is not willing to cede ground on issues of fl exibility: 

We are merchants, everything is on sale. And if you do not want to give in on wages, you’ll 
not get the deviation and you can shoot yourself! […] We had to give in a bit for the sake of 
solidarity allowances, you know, and we gave in. OK, not for rises [in wages], but in order 
to preserve the amount of annual leave, for example, we made a deal on seniority allowance. 
You try to fi gure out what you can give away. (Interview with a trade union representative, 
December 2016)

In short, unions in the metal sector, where strong international competition prevails and 
workers with fi rm-specifi c skills are tied to companies off ering better paying jobs, per-
ceive even some of the fl exibility measures as a win-win situation. For unions in the trade 
sector, especially the retail sector, where wages are lower and fi rm-specifi c skills seem 
less important, virtually every bargain is perceived as a trade-off  that requires compensa-
tion. Let us now turn to the outcomes of the social dialogue.
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Collective agreements in the two sectors 

Being essentially package deals the two collective agreements do not enable us to identify 
specifi c instances of negotiating fl exibility against security and compensating for such 
trade-off s with other elements in the collective agreement. Rather, elements of fl exibility 
and security will be identifi ed and compared between the two sectoral collective agree-
ments by using the slightly adapted Wilthagen and Tros (2004) framework. The adapta-
tion of the framework consists of the addition of the ‘access to social dialogue’ category 
to the security axis and ‘procedural fl exibility’ to the fl exibility axis. By ‘access to social 
dialogue’ we refer to the conditions for activities of workers’ representatives, while by 
‘procedural fl exibility’ we refer to stipulations in the collective agreements that enable 
lower (company) level agreements to deviate from sectoral level agreements (for exam-
ple, ‘hardship clauses’) or demand the renegotiation of the terms of collective agreements 
in the future. Finally, we collapse ‘job security’ and ‘employment security’ into a single 
category of ‘employment security’, by which we follow Auer (2010: 380–381) who links 
the term ‘employment security’ to the ‘probability of workers retaining […] a job with 
their current employer’.

The analysis will proceed as follows. First, the areas of potential deviations of col-
lective agreements (UL RS 24/14; UL RS 6/15) from the law (ZDR-1) as well as other 
contributions to company fl exibility will be examined and compared between the two 
agreements. Second, provisions increasing security or providing other benefi ts in the col-
lective agreements of the two sectors will be contrasted. Third, a comparison of wage 
developments and their determinants will be assessed in view of wage inequality between 
the two sectors. The fi nal subsection summarises the fi ndings. 

Flexibility 

There are relatively few provisions enhancing external numerical fl exibility in the two 
collective agreements – in areas where the law (ZDR-1) allows it, the deviations from 
legal regulation are more extensively used in the metal sector collective agreement. There 
are many deviations allowed by the law with respect to working time fl exibility, some of 
which could also be considered as cost saving measures, such as non-uniform distribution 
or temporary redistribution of working time that allows for work in excess of daily norms 
without the need to resort to overtime (labour cost fl exibility). Deviations in this area are 
amply used in both collective agreements, but again appear to be used more extensively 
in the metal sector collective agreement. Also, the latter leaves some aspects of working 
time fl exibility to the discretion of company level collective agreements or the employer 
(also ‘procedural fl exibility’). Deviation from the law concerning severance pay in case 
of retirement – insofar as it could be regarded as a provision for labour cost fl exibility – 
allows more fl exibility to employers in the trade sector. The metalworking agreement of-
fers much more functional fl exibility to the employers, as it makes demarcations between 
jobs demanding the same level of skill or qualifi cations virtually disappear. Finally the 
metal sector agreement also enhances ‘procedural fl exibility’ much more than the collec-
tive agreement of the trade sector, not least by entailing a provision for opt-out clauses. 

Security

We were able to identify a few employment security elements in the two collective agree-
ments, the most important being those that refer to training and education (specifying 
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days of paid leave for preparation for exams, provisions on lifelong learning) and parity 
commissions for dealing with the problem of fi xed-term employment in the company 
turning it into permanent employment. Combination security related provisions in the 
two collective agreements mostly refer to working time, but except for a provision on 
the establishment of voluntary parity commissions for advancing proposals for a more 
humane organisation of working time that features in the metal sector collective agree-
ment, the trade sector is much stronger in this respect due to its detailed stipulations that 
aim to secure predictable schedules as well as to regulate and compensate workers for 
unfavourable working hours, Sunday working and holiday working. Elements of income 
security, such as severance pay in case of retirement, strike pay and solidarity allowance 
paid by the employer feature in both collective agreements but they are considerably 
better provided for in the collective agreement for the metal sector. Security associated 
with access to social dialogue seems to be stronger in the metal collective agreement that, 
among other things, provides for better information and consultation rights; for instance, 
it obliges the employer and the trade union to discuss employment policy with special 
regard to issues of competitiveness, social inclusion and fl exibility and security, although 
both agreements secure basic conditions for performing trade union functions. 

Wages

The single most important item in collective bargaining is – according to the representa-
tives of both unions – wages and it is in this area that the diff erences in the environment 
in which the two unions operate are most clearly visible. Table 5 presents data on col-
lectively agreed basic wages6 in trade sector and metal sector valid in 2008 and 2015, 
the level of basic wages negotiated in the collective agreement for the trade sector in 
comparison to wages agreed in the metal sector collective agreement, and the level of 
basic wages valid as of 2015 in terms of their value of 2008. The metal sector collective 
agreement has nine tariff  classes, while the trade agreement has only seven, but the skill 
and educational requirements for the fi rst seven in metal closely match the seven classes 
in the tariff  part of the trade agreement, which makes them comparable. One can imme-
diately notice that negotiated wages in the trade sector collective agreement were lower 
than those in the metal sector in 2008 and that this disparity became more pronounced in 
the period between 2008 and 2015 because the increase in basic wages in the metal sector 
was larger for all except for the lowest two pay grades. Thus, while collective bargaining 
provided for more or less balanced increases of basic wages across pay grades and thus 
worked against increases in wage inequality within each of the two sectors, the diff erent 
rates of growth of negotiated wages between the two sectors – which was nevertheless 
lower than the diff erence in growth of value added per employee (Figure 7) – did not re-
duce the wage gap between the two sectors. 

6 The sectoral collective agreements usually set considerable part of the basic wages at a level far below the value of the minimum 
wage. For example, in the appendix to the collective agreement for the trade sector there are seven wage levels of which only the 
highest determines a basic wage (€925.67) above the value of the minimum wage in 2016 (€790. 73). Although the employer is 
bound by the law to pay out wages which cannot be lower than the legally mandated minimum wage, the pay supplements stipulated 
by the law and collective agreements do not add to the minimum wage but to the basic wage (see above) which means that in most 
cases they do not count at all until the sum of basic wage and pay supplements exceeds the minimum wage level. Thus, until 1 Janu-
ary 2016 only overtime pay was added to the value of minimum wage, while other allowances and supplements were added to the 
value of the basic wage agreed in the collective agreement, which could be very low indeed. After that date some (but not all) extra 
payments related to unfavourable distribution of working time were excluded from the defi nition of minimum wage, which means 
that now they have to be added to the value of minimum wage (MDDSZ, s. d.). All in all, although the minimum wage is relatively 
high in Slovenia – when calculated as a percentage of average monthly earnings the Slovenian minimum wage in 2014 was the 
highest among all the EU member states for which data are provided (Eurostat) – the employers really do get a lot of fl exibility for 
the price they pay.
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Findings and discussion

The so-called autonomy of the contracting parties was, as evident from the above anal-
ysis, amply used in both collective agreements. Out of nine areas allowed by the law 
deviations took place in six. The same areas were left out in both sectors. Consistent 
with the fi ndings of previous research (Ibsen and Mailand, 2011; Marginson and Galetto, 
2016; Marginson, Keune and Bohle, 2014) is the observed emphasis on internal fl exibil-
ity (working time and functional fl exibility but less so for labour cost fl exibility) in both 
collective agreements. Nevertheless, the same areas of deviation from the law and other 
sources of fl exibility were not used to the same extent in the two collective agreements. 
Thus, provisions related to external fl exibility, working time fl exibility, functional fl ex-
ibility and procedural fl exibility fi gure more prominently in the collective agreement for 
the metalworking sector. Collective agreement for the trade sector permits more fl exibili-
ty in the area of wage/labour costs with regard to severance payments, which is, however, 
of minor importance. Having more contractual autonomy in matters of security, the solu-
tions adopted are a bit more variegated in this area, but the metal sector appears stronger 
in terms of employment security, income security and access to social dialogue, while the 
collective agreement for the trade sector leads only in terms of provisions for combination 
security (related to balance between paid work and other commitments). 

What do our fi ndings tell us about bipartite dialogue and adjustments of fl exibility and 
security? To start with, the ample use of both fl exibility and security elements in agree-
ments off ers rather strong support for the thesis that collective bargaining can signifi -
cantly adjust the combination of fl exibility and security to sectoral circumstances. That 
is, bipartite social dialogue at the sectoral level enables fi rms to pursue fl exibility in the 
areas where it matters most to them, given the sectoral specifi cs, instead of relying on 
one-size-fi ts-all national legislation. Similarly, collective bargaining enables trade unions 
to provide for security according to the needs of workers in a given sector. Namely, there 
is no reason to believe that either the demands of fi rms for fl exibility or workers’ needs 

Table 5 Basic wages in metal and trade sectoral agreements valid in 2008 and 2015, 
Slovenia

Metal 
CA 
basic 
wages
2008

Trade 
CA basic 
wages
2008

Trade 
CA 
wages 
/ Metal 
CA 
wages
2008

Metal 
CA basic 
wages 
2015

Trade 
CA basic 
wages 
2014

Trade 
CA 
wages/
Metal 
CA 
wages
2015

2015/2008 
metal CA 
wages 
(2008=100)

2015/2008 
Trade CA 
wages 
(2008=100)

I 450.66 403.28 89.5 511.56 492.12 96.2 113.5 122.
II 485.46 438.92 90.4 558.54 511 91.5 115.1 116.4
III 534.18 485.26 90.8 617.7 541.36 87.6 115.6 111.6
IV 610.74 535.15 87.6 704.7 594.38 84.3 115.4 111.1
V 666.42 599.28 89.9 769.08 662.53 86.1 115.4 110.6
VI 777.78 706.2 90.8 897.84 776.16 86.4 115.4 109.9
VII 908.28 846.9 93.2 1049.22 925.67 88.2 115.5 109.3
VIII 1.038.78 1198.86 115.4
IX 1.226.70 1416.36 115.5
Sources: UL RS 70/2008; UL RS 94/2008; UL RS 24/2014; UL RS 6/2015.
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for security are invariable across the economy. Social dialogue can help to adjust fl ex-
ibility and security elements according to sectoral specifi cs. The case of the metal sector 
shows how the demand of companies for fl exible deployment of labour (due to fl uctua-
tions in demand for their products) was satisfi ed by increasing working time fl exibility, 
as well as functional fl exibility instead of external numerical fl exibility, which increased 
workers’ employment security. On the other hand, turning external fl exibility into internal 
fl exibility allows companies to hoard labour and thus retain a skilled and versatile labour 
force. This is probably also the reason that fi rms in this sector are more prone to invest in 
workers’ skills – the collective agreement of the metal sector is much stronger in the fi eld 
of training and education than the collective agreement for the trade sector.

Secondly, where there is no bipartite social dialogue or dialogue is weak, workers 
and fi rms must rely on the provisions of the law, which means both less security but 
also less fl exibility. A strong and lively bipartite social dialogue at the sectoral level, on 
the other hand, requires strong partners on both sides. According to the literature trade 
unions might hesitate to engage in negotiations over fl exibility and security when, due 
to the power imbalance, the downside risk is too great (Marginson, Keune and Bohle, 
2014; Marginson and Galetto, 2016). Social partners in the metal sector where unions are 
strong and business conditions in the sector (as indicated, for example, by growth of prof-
its or value added) are good, were willing and able to strike more comprehensive deals 
than their counterparts in the trade sector, where unions are comparatively weaker and 
the sector experienced only modest expansion of value added per employee in nominal 
terms (see Figure 7). The metal sector trade unions extended more concessions in terms of 
fl exibility to the employers but also got more in return in terms of security. Nevertheless, 
even the collective agreement for the trade sector provides much more security but also 
fl exibility than collective agreements where unions are virtually non-existent and social 
dialogue is correspondingly weak, for example, the collective agreement for the private 
security industry (UL RS 5/2016), which contains only a handful of paragraphs with few 
provisions for either fl exibility or security. 

What are the outcomes of collective bargaining in the two sectors in terms of inequal-
ity? We noted above with regard to wage inequality that although sectoral collective bar-
gaining provided for a balanced growth of basic wages across pay grades in each of the 
two sectors and thus distributed wage gains in a rather equal manner throughout the work-
force, the gap between the two sectors in terms of basic wages negotiated increased in the 
post-2008 period as relatively strong unions in the prospering metal sector (serving the 
booming German automotive industry) were able to negotiate higher wage growth than 
their counterparts in the depressed trade sector (selling on the domestic market squeezed 
by austerity measures). In order to better illustrate the development of business conditions 
in sectors that depend mostly on the development of the domestic market, we added in 
Figure 7 the whole market services sector (NACE activities from G to N), which includes 
also the trade sector. For the sake of further exposition we also depict retail (G47) and 
its lowest paid segment, food retailing, which are both oriented to the domestic market 
that was hit heavily by the austerity measures in 2012. As Figure 7 shows, the cumulative 
increase in nominal value added per employee in the 2008–2014 period was very low in 
all of the presented service sectors and subsectors, while it was much higher in the export-
oriented metalworking sector. Were wages only to follow the growth of value added per 
employee (Figure 7), the diff erences in cumulative wage growth in 2008–2014 between 
the metal and trade sectors would be much higher than the diff erences observed in negoti-
ated wages (Table 4). In other words, collective bargaining by itself reduced inequality to 
some extent. 
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The actual developments of wages in the observed sectors and subsectors (Figure 8), 
nonetheless, diff ered substantially both from negotiated wages and from growth of value 
added. Figure 8 presents the cumulative growth of average wages in selected service sec-
tors and in the metal sector and the level of wages in 2008 in terms of the national average 
wage. A few features stand out. First, the metal sector recorded the highest cumulative 
growth in wages in 2008–2014. However, while the growth in nominal wages in the mar-
ket services sector as a whole was relatively low and broadly corresponded to the growth 
of value added per employee, the growth in the trade sector and its two subsectors was 
rather unrelated to the growth of value added per employee. Secondly, while cumulative 
wage growth for the whole trade sector exceeds the growth of negotiated basic wages by 
only a few percentage points, the growth in retail and especially in the lowest paid food 
retailing surpasses the growth of negotiated basic wages by a wide margin. In fact, within 
the service sector the growth of wages in 2008–2014 becomes increasingly stronger with 
disaggregation from market services, where the average wage is relatively high, to its 
lowest paid segments such as food retailing. It appears, therefore, that a push materialised 
in the 2008–2014 period that drove the lowest wages up far beyond what the depressed 
state of business of trade sector in general or food retailing in particular would allow for. 
The most plausible explanation for this push, which was most vigorous in the lowest paid 
segments, is the minimum wage increase (2010–2012), that had the strongest impact in 
sectors with the largest share of minimum wage earners, such as food retailing. To sum 
up, while sectoral collective bargaining provided for equality in terms of wage growth 
within the sectors, wage disparities were prevented from increasing beyond a certain level 
only by imposing minimum standards (minimum wage) at the national level.

The same goes for equality of access to formal full-time open-ended employment. 
While there are provisions in the metal sector collective agreement that company level 

Figure 7 Cumulative increase in gross value added per employee, Slovenia, 2008–2014 

Source: SURS.
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unions can use in order to foster equality of employment status (the so-called parity com-
missions), union representatives in the trade sector we interviewed in 2016 claimed that 
the problem of precarious workers should be dealt with in the sectoral collective agree-
ment but that the price demanded by the employers would be too high. In other words, 
trade unions were too weak to secure the necessary solutions to inequality in employment 
status by themselves. The national campaign against mini-jobs should be thus understood 
in a similar way as the minimum wage increase – it upheld certain minimum standards 
that some weaker industry level unions would probably be unable to defend by them-
selves.

No such development at the national level took place in the area of equality of access 
to training and education. Thus, while the metal sector collective agreement provides for 
more equal access to education and training provisions, the trade sector workers – where 
the educational requirements for the key two jobs (shop assistant and shop manager) were 
deregulated in 2015 – appear to have less equal chances for skill development.

Conclusion
The case study showed the collective bargaining outcomes in terms of fl exibility and 
security and thus inequality in the metal and trade sectors. The two sectors illustrate the 

Figure 8 Cumulative increase in nominal wages in 2005-2008 and 2008-2014 and wage 
level in 2008, Slovenia 

Source: SURS.
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role of collective bargaining in countering the growing inequality in wages and em-
ployment conditions in the Slovene economy between sectors oriented to the depressed 
domestic market (austerity measures) and booming export sectors. We fi nd that collective 
bargaining can provide for signifi cant adjustments of fl exibility and security elements 
in accordance with sectoral specifi cs. Sectoral social dialogue appears more encompass-
ing where social partners are strong and business conditions are good. Collective bar-
gaining at the sectoral level can also foster equality in terms of wages, access to full-time 
open-ended formal employment, skill development and education at the sectoral level, 
but disparity between sectors in these areas needs to be addressed at the national level. 
Fostering sectoral social dialogue is thus necessary if adjustment of industry-specifi c ele-
ments of fl exibility and security, which national level arrangements fails to address, are 
to take place and for sustainable equality outcomes at industry level. However, national 
level policies are crucial in order to deal with disparities between sectors and reduce in-
equality.

4.2 Case Study 2: The Potential Eff ects on Inequality of an Inclusive Union Strat-
egy and the Role of Social Dialogue and Collective Bargaining in the Electro Indus-
try in Slovenia 

Introduction

Our second case study presents the industrial relations outcomes for temporary agency 
workers in terms of equality in a company operating in manufacturing, more precisely, 
the electro industry in Slovenia. Although the study aims at illustrating the role of col-
lective bargaining it should not be taken as a depiction of a typical situation regarding in 
Slovene companies. In fact, the position of temporary agency workers in the company 
under investigation is far from being representative of their position in Slovenian manu-
facturing fi rms in general or the electro industry in particular which leaves a lot to be 
desired despite the eff orts of the sector level union functionaries to persuade company 
level union leaders to organise atypical workers (PRECARIR Report, Slovenia, 2016). 
Rather, our intention is to point out what a good practice could look like and to underscore 
the role of legislative environment, which is itself an outcome that unions coordinated in 
dialogue with the government and employers’ organisations at the national level, as well 
as sectoral bargaining and, last but not least, collective bargaining at the company level, 
articulated as it is with the higher level agreements and legislation.

The company and worker representatives

The company under investigation employs some 1,100 workers in Slovenia and some 500 
in subsidiaries abroad. Most of the production is exported, with the lion’s share going to 
European markets and approximately one-tenth sold on the domestic market. Interest-
ingly, until recently workers, their families and retired employees held a considerable 
ownership stake in the company, amounting up to half of total company shares with man-
agement holding an additional 10 per cent. These shares were acquired during the fi rst 
wave of privatisation in the mid-1990s (see above), but were sold in the second half of 
2016 to a Netherlands-based company, which is part of an international group. More than 
60 per cent of the workforce are assembly workers. Workers in production are relatively 
easily replaceable because assembly work is mostly broken into simple tasks. The value 
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added per employee is below the average level of the branch. Wages of production work-
ers are a slightly above the minimum wage. 

There is only one union in the company (Trade Union of the Metal and Electro Indus-
try of Slovenia – SKEI) and the union density exceeds 60 per cent of the total workforce, 
with members recruited from all departments. There is a works council and the union 
nominated candidates are well represented. Three out of six members of the company’s 
supervisory board are appointed by the works council. All workers’ representatives col-
laborate and hold meetings every week. The last strike in the company was the general 
strike in the sector organised by SKEI in 2013. 

Provisions for fl exibility, security and equality in the collective agreements

While applying many of the provisions for enhancing fl exibility, such as allowing night-
shifts for women, and deviations allowed by the law – including an increase in quota 
restrictions for the temporary agency workers employed on fi xed term contracts from 25 
to 35 per cent under certain conditions and for only three months a year – the collective 
agreement for the electro industry features some interesting articles that aim at enhancing 
not only security, but also equality. One such item refers to duty of the employer to enable 
work in the most favourable working time for employees with family responsibilities; 
that is, for parents of small children without the possibility for daily care, single parents 
of school age children, parents of handicapped children, adults with family members that 
need attendance and help, and spouses of long-term sick persons. Also, single parents of 
children up to nine years of age and those with a scheduled doctor’s appointment have the 
right to decline overtime work. Although its validity expired with partial redefi nition of 
minimum wage (see above), one of the most interesting items was the one that demanded 
adding some of the wage supplements directly to the minimum wage (instead of to a 
much lower basic wage) in cases when more than 5 per cent of workers receive the mini-
mum wage. The most important from the point of view of union inclusiveness towards 
agency workers was undoubtedly the provision mandating the establishment of parity 
committees to monitor the expansion of fi xed-term contracts and advancing proposals for 
their conversion into permanent contracts.

The company-level collective agreement also entails some provisions enhancing com-
bination security of workers by allowing them to decline to work abroad due to educa-
tional reasons or family responsibilities, upgrades the sectoral collective agreement in the 
area of annual leave and defi nes the order of priority for collective redundancies; that is, 
the criteria for determining which workers are laid-off  fi rst. Although education and skills 
required for the job, work experience, past performance and seniority are overriding cri-
teria in case of collective redundancies, account is also taken of the medical condition of 
the worker, especially in case of occupational illness or irreversible damage due to an ac-
cident at work and social conditions. Special protection in case of collective redundancies 
is aff orded to parents of school age children, parents of handicapped children and single 
parents, while those with alternative sources of income, such as craft activity, farmers and 
owners of companies, have negative priority (that is, are laid off  fi rst). Furthermore, the 
agreement specifi es the design and working of the parity committee for working time and 
temporary employment which found its way into the company collective agreement via 
the sectoral one. Finally, the agreement contains a quota restriction on all non-standard 
employment arrangements, such as agency work, fi xed-term and part-time work, which 
is set at 10 per cent of the workforce but can be increased to 15 per cent under special 
conditions. 
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Agency workers and the union

The company began to use temporary agency work in 2009, after the fi rst crisis wave. The 
quota restriction was at the time already inscribed in the company collective agreement 
but not yet in the law. Agency workers in general perform the same tasks as other produc-
tion workers and are ‘permanently’ integrated into the company’s workforce. 

During the fi rst months of their work the company tried to put agency workers in an 
unequal position vis-à-vis regular workers by allocating annual leave not in one piece 
but in twelfth parts and by paying them a lower holiday allowance than the workers di-
rectly employed with the company. When temporary agency workers turned to the union, 
the latter swiftly intervened and successfully demanded equal treatment guaranteed by 
the law. Demanding equal treatment convinced the agency workers that the union is a 
trustworthy institution and encouraged them to become members.7 The foundations for 
the union attitude towards temporary agency workers and vice versa were therefore laid 
(Matoz, 2016). 

The next step that the union took was to improve employment security for the agency 
workers. An appropriate tool was found in the company and sectoral collective agree-
ments: the parity committee for temporary employment and working time. As the number 
of agency workers grew after 2009 the union called for convening the committee, which 
then met regularly on a monthly basis in order to discuss the reasons for using temporary 
agency workers. In the committee the union pushed for regularising the employment sta-
tus of temporary agency workers. According to the fi rst arrangement the agency workers 
were off ered a permanent contract with the user company after three months of work at 
the premises. In this way some hundred agency workers become employed directly with 
the user fi rm between 2009 and. After the new labour law (ZDR-1) which stipulates the 
quota restriction for agency workers on fi xed term contracts (but not for those employed 
with the agency on permanent contracts) was passed in 2013 this practice changed and a 
new compromise was struck according to which the fi rm demands from the agency that 
all workers sent to the user fi rm get a permanent contract with the agency. Since the user 
fi rm checks the employment status every three months some temporary agency workers 
get a permanent contract almost instantaneously.

Besides improvements in the employment security and thus equality of temporary 
agency workers, they also get the same opportunities for education and skill develop-
ment. The company uses competency matrices which are the same for regular employees 
and for agency workers. Promotion is at least in part dependent on skill development and 
temporary agency workers are promoted according to the same criteria as regulars. Thus, 
the equal treatment of temporary agency workers seems benefi cial to the user fi rm, too. 
Firstly, by stabilising the workforce, skill development becomes more viable. Secondly, 
by blocking a low-road strategy in which temporary agency workers would be treated 
unequally as a measure for cost cutting and undercutting regular workers the union forces 
the management to focus more on productivity, innovation and product quality issues.

Finally, another important step which is needed if unions are to represent peripheral 
workers (Heery and Abbot, 2000: 170-173), namely the reform of the structure of union 
governance at the company level with the aim of refl ecting the presence of TAWs in the 
workforce, was achieved in 2016. Before the election of new union representatives that 
took place by the end of 2015 the internal rules of the union were adjusted, reserving two 

7 We were able to identify such practices (on a more or less spontaneous basis) in which struggle for equal treatment or other 
rights of precarious workers functions as a union revitalisation measure in some other reasonably well unionised companies too, for 
instance, in a major food retailer.
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out of fi fteen seats for the representatives which the agency workers elect among them-
selves. The interest among the agency workers themselves was considerable and several 
candidatures were advanced. The two newly elected members of the union’s executive 
board enjoy the legal protection and all the benefi ts pertaining to other union representa-
tives. 

Findings and discussion

The evidence collected indicates that the union in the company treats agency work in an 
exclusionary and an inclusionary way simultaneously (Heery, 2009). As regards exclu-
sion, the union strives to limit agency work as an employment arrangement by imposing 
a quota on precarious work arrangements. The inclusive approach is related, however, to 
workers in precarious employment arrangements. Alternatively, it could be claimed that 
the union excludes the agencies but not their workers. 

Agency workers in the company examined are treated virtually in every aspect, except 
for employment security, on equal terms with their counterparts employed in the user 
company. They receive the same wages, bonuses and benefi ts, are refunded for work-
related costs (commuting expenses, reimbursement for meals during work), and they pro-
gress along the same skill ladders as regulars. They are represented in the governance 
structures of the union in the company and are entitled to the fi nancial assistance from 
the mutual funds managed by the union. Even as regards their employment security, the 
union pushes for their immediate employment on a permanent basis, although now with 
the agency. 

What could explain the position of the agency workers in the studied company? First-
ly, it has to be noted that although other fi rms in the branch operate under the same in-
stitutional arrangements (legislative and collective bargaining), outcomes vary consider-
ably from company to company. Indeed, while the policy of the sectoral union (SKEI) is 
decisively inclusive towards agency workers – though not necessarily agency work as an 
employment arrangement – the reality on the ground often contrasts starkly to the offi  cial 
line as permanent workers (union members) perceive agency workers as unfair compe-
tition, which in turn poses an obstacle for the inclusion and organisation of temporary 
agency workers (PRECARIR Report, Slovenia, 2016: 25). However, the threat of compe-
tition was also present in the company observed, but the trade union decided to struggle 
for equal treatment partly in response to this threat:

We have to demand it from the employer to make this clear and we also have to say 
it out loud from time to time. They [the agency workers] have the right to work, to be 
treated equally, they have equal rights […] This is our role and it is an important role. In 
our heads and so on. And, of course, to demand it from the employer. For if the trade un-
ion is not going to demand it, who will? […] When they [i.e. management] once try with 
less and see that it works, then it will also work with a little less, and even less, you know. 
We are lowering the standards by that, you know, because then they will say: ‘Look, she 
works for € 400 and you for € 600.’ We’ll shoot ourselves in the foot by thinking like that. 
(Interview with a trade union representative, December 2016)

It appears then, that the implications of the threat of competition from peripheral work-
ers to union inclusiveness are ambiguous and subject to strategic choice. Hence, although 
it is undoubtedly important, the institutional environment cannot by itself explain the 
outcomes. Secondly, as management attempted to treat temporary agency workers dif-
ferently in the early stage of the company’s use of them, equal treatment was not a self-
evident outcome but had to be enforced by the union. Finally, as testifi ed by one of the 
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temporary agency worker union representatives, before the current union president was 
elected the union ‘existed only on paper’. This indicates that a strategic choice was made 
and that there is indeed room for a ‘political factor’ or agency. 

Nevertheless, once the political choice is made, the tools and capacities had to be in 
place in order to use them. Caught as they are in a company with comparatively low value 
added per employee and without scarce skills that would grant them a monopoly posi-
tion and thus structural power, the production workers had to rely on associational power 
(Wright, 2000; Silver, 2003). But while the union president lists membership rates as an 
essential precondition for any union action, she is deeply aware that causation goes both 
ways: the union was able to unionise the agency workers only by standing up for them 
and their rights. In fact, the decision to reform the governance structure is already pay-
ing off  – according to the TAW union representative agency workers are more prone to 
join the union when approached by ‘one of them’. A last piece of evidence supporting the 
claim that union power matters for union attitude is given by an a contrario argument: in 
retail, where unions are considerably weaker, the representatives of two diff erent unions 
agreed that collective bargaining is an appropriate tool for regulation of atypical and/or 
precarious employment, but that employers would accept it only at the cost of reducing 
the rights of regular workers – weak unions would obviously have to sacrifi ce too much 
if they were to regulate the conditions of peripheral workers.

The most important conditions for successful regulation of precarious work were, 
however, legislation, on one hand, and collective bargaining, on the other. These ‘insti-
tutional factors’ were of major importance – they were the tools that the union had at its 
disposal when it had to respond to the management’s unequal treatment of temporary 
agency workers. Firstly, from the very fi rst intervention the union in the company could 
count on the law, which demands equal treatment and does not allow for deviations in this 
area. Secondly, it was the collective agreement that provided the tool, that is, the parity 
commission which the company level union had at its disposal in order to deal with the 
problem of employment inequality of temporary agency workers. The fact that the secto-
ral collective agreement stipulated the establishment of parity committees as mandatory 
gave the union in the company an opportunity to raise the issue with the management 
relatively easily. Also, no matter how strong the company level unions, they simply do 
not possess the research capacities which would enable them to design such tools by 
themselves – but the sectoral union does. Hence, in our case the provision of tools and 
capacities on the part of the sectoral union were a condition sine qua non, although they 
were not suffi  cient for achieving good outcomes in terms of equality. But the converse 
also holds: the practice of adding the wage allowances to the minimum wage instead of 
to the much lower basic wages – a practice that eff ectively puts even those in the lowest 
pay grades with basic wages far below the minimum wage on a more equal footing with 
those better paid when it comes to wage allowances – started in some companies, was 
taken over by the sectoral union and imposed in an annex to the collective agreement on 
all companies in the sector the form of special commissions which are established for 
dealing with this problem. Hence, not only does sectoral collective bargaining establish 
minimum standards but it also serves as a channel for the transfer of best practices and 
as a force for imposing them on the whole sector. Thus, similar to our case study of col-
lective bargaining in the trade and metal sectors, articulation between diff erent levels or 
vertical network embeddedness (Lévesque and Murray, 2010) seems an indispensable 
element for equality outcomes.
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Conclusion

The case study does not show a typical situation in Slovene manufacturing companies 
but rather points to a best practice for achieving good outcomes in terms of equality of 
access to formal open-ended employment. We fi nd that the legislative framework and 
collective bargaining are of crucial importance for providing the company level trade 
unions with capacities to bring about improvements in terms of equality and can function 
in this regard as a channel for the transmission of best practices. To be sure, other factors, 
such as the strength of the trade union at the company level and agency are important, 
but encompassing collective bargaining at sectoral level and legislative requirements for 
equal treatment constitute a necessary condition for good outcomes in terms of inequality.

5. CONCLUSIONS AND POLICY ISSUES

The aim of this chapter was to provide an overview of Slovene industrial relations in view 
of their eff ects on fl exibility and security and, fi nally, their outcomes in terms of inequal-
ity with special focus on developments during the post-2008 period. Social dialogue in 
Slovenia functioned well at the national level in the 1990s, but virtually collapsed after 
2008. As regards the post-2008 period, adjustments of fl exibility and security elements 
were achieved in the fi rst year of the crisis when social dialogue at the national level was 
functioning relatively well and fi nancial support from the state was forthcoming. After 
that the room for compromise narrowed signifi cantly and most industrial relations de-
velopments regarding rearrangement of the elements of fl exibility and security were not 
achieved consensually. Although tripartite dialogue at the national level formally persist-
ed, it became more diffi  cult to reach consensual conclusions, which induced the state to 
often bypass social dialogue, reducing it to briefi ng social partners on reform processes. 
Enfeeblement of tripartite social dialogue, coupled with the weaker bargaining position of 
the trade unions in comparison with the 1990s brought about rather unbalanced outcomes 
in terms of security and fl exibility, such as the mini-jobs law, the fi rst attempt at pension 
reform and so on. When social dialogue took place in a meaningful way, a compromise 
was achieved with more balanced outcomes. The labour market reform of 2013 was one 
such rare occasion of a readjustment of fl exibility and security elements achieved by con-
sensus, but even in this case the fi nal outcome seems to be much more signifi cant on the 
side of fl exibility than security.

Sectoral collective bargaining still constitutes the main level of bipartite dialogue and 
can – as shown by our case study of the metal and trade sectors (including the low paid 
retail sector) – bring about major rebalancing of fl exibility and security at the sectoral 
level. In order to overcome the disparities of power among workers in diff erent sectors, 
however, trade union action and social dialogue in general must be coordinated at vari-
ous levels (company, sector and national) in order to fi ght inequality, as both of our case 
studies illustrate. Trade union action and collective bargaining at company level can bring 
about signifi cant improvements in terms of equality for atypical/precarious workers, such 
as agency or fi xed-term employees, but here too the interaction between company level 
and sector level collective bargaining and legislation is a necessary condition for success.



Inequalities and the World of Work: What Role for Industrial Relations and Social Dialogue?

344

BIBLIOGRAPHY

Bembič, B. (2013) Kolikšna je bojna pripravljenost socialnega partnerja?, in S. Hajdini (ed.), 
Prvotna akumulacija med zgodovino in konceptom (82-95). 

Bembič, B., Stanojević, M., Hrženjak, M., Ignjatovič, M. and Breznik, M. (2016) PRECARIR 
Project Report, Slovenia. Bratislava: CELSI. Available at: http://www.celsi.sk/en/publica-
tions/research-reports/

Bohle, D. and Greskovits, B. (2007) Neoliberalism, embedded neoliberalism and neocorporat-
ism: Towards transnational capitalism in Central-Eastern Europe, West European Politics, 
30(3), 443–466.

Bohle D. and Greskovits B. (2012) Capitalist diversity in Europe’s periphery. London and 
Ithaca: Cornell University Press.

Bole, V. (2002) Disinfl ation and Labor Market Distortions: Lessons from Slovenia, The wiiw 
Balkan Observatory Working Papers 020. Available at: http://www.wiiw.ac.at/disinfl ation-
and-labor-market-distortions-lessons-from-slovenia-dlp-3306.pdf

Bole, V. (2003) Managed Floating as a Second Best Option: Lessons from Slovenia. EIPF 
Working paper No. 6. Available at: http://www.eipf.si/uploads/tx_tspagefi leshortcut/wp-eipf-
06-en.pdf

Bole, V., Mencinger, J., Štiblar, F. in Volčjak, R. (2015) So banke odvečno breme, ki ga je treba 
prodati, dokler so še banke? Gospodarska gibanja, (479), 6-27.

Boyer, R. (2014) Developments and Extensions of ‘Régulation Theory’ and Employment Rela-
tions. In A. Wilkinson, G.Wood and R. Deeg (eds), The Oxford Handbook of Employment 
Relations (114-155) Oxford: Oxford University Press.

Buchen, C. (2006) Estonia and Slovenia as Antipodes. In D. Lane and M. Myant (eds), 
Varieties of Capitalism in Post-Communist Countries (74–75) Basingstoke: Palgrave 
Macmillan.

Burroni, L. and Keune, M: (2011) Flexicurity: A conceptual critique. European Journal of In-
dustrial Relations, 17(1), 75–91.

Crowley, S. and Stanojević, M. (2011) Varieties of Capitalism, Power Resources, and Historical 
Legacies: Explaining the Slovenian Exception. Politics and Society, 39(2), 268–295.

Damijan, J. P. (2013 May 13) Prisilna uprava iz Bruslja. Večer.
Damijan, J. P., Gregorič, A. and Prašnikar, J. (2004) Ownership Concentration and Firm Per-

formance in Slovenia. LICOS Discussion Paper 142/2004. Leuven: Katholieke Universiteit. 
Available at: http://feb.kuleuven.be/drc/licos/publications/dp/dp142.pdf

Delo (4 December 2012) Pokojninska reforma je sprejeta. Delo.
Delo (2 December 2014) GZS protestno zapušča pogajanja o socialnem sporazumu. Delo. 
Dnevnik (12 July 2005) Združenje delodajalcev sklenilo odpovedati splošno kolektivno pogodbo 

za gospodarstvo. Dnevnik.
European Commission (2011) Recommendation for a COUNCIL RECOMMENDATION on 

the National Reform Programme 2011 of Slovenia and delivering a Council opinion on the 
updated Stability Programme of Slovenia 2011-2014. Brussels: EC.

European Commission (2012) Recommendation for a COUNCIL RECOMMENDATION on 
Slovenia’s 2012 national reform programme and delivering a Council opinion on Slovenia’s 
stability programme for 2012-2015. Brussels: EC:

Feldman, M. (2008) The Origins of Varieties of Capitalism: Lessons from Post-Socialist Tran-
sition in Estonia and Slovenia. In B. Hancké, M. Rhodes and M. Thatcher (eds), Beyond 
Varieties of Capitalism: Confl icts, Complementarities and Institutional Change in European 
Capitalism (328–350). Oxford: Oxford University Press.

Globočnik, N. (s. d.) Ali delodajalec lahko odstopi od minimalnih delovnopravnih standardov, 
določenih s kolektivno pogodbo? Available at: https://www.gzs.si/Default.aspx?tabid=33763
&SkinSrc=%5BG%5DSkins/GZS/PrintNoSkin&ContainerSrc=%5BG%5DContainers/GZS/
NoTitle&dnnprintmode=true

GZS [Chamber of Commerce and Industry of Slovenia] (2014) Business Memorandum: Di-



Changes in Inequality Outcomes alongside Industrial Relations Transformation in Slovenia

345

agnosis of the Situation in Slovenia. Ljubljana: GZS. Available at: https://www.gzs.si/Link-
Click.aspx?fi leticket=711liaZZ-Sg%3D&portalid=55

GZS [Chamber of Commerce and Industry of Slovenia] (2015) Industrial Policy Manifesto. 
Ljubljana: GZS. Available at: https://eng.gzs.si/Portals/English/Vsebine/novice-priponke/
manifest%205.0%20ENG_web.pdf

GZS [Chamber of Commerce and Industry of Slovenia], Association of Employers of Slovenia, 
Slovenian Chamber of Commerce, The Chamber of Craft and Small Business of Slovenia 
and The Managers’ Association of Slovenia (2013). Kisik za gospodarstvo. Ljubljana. Avail-
able at: http://www.gzs.si/slo/skupne_naloge/za_uspesno_slovenijo/62214

Hassel. A. (2014) The Paradox of Liberalization — Understanding Dualism and the Recovery of 
the German Political Economy. British Journal of Industrial Relations, 52(1), 57-81.

Heery, E. (2009) Trade unions and contingent labour: scale and method. Cambridge Journal or 
Regions, Economy and Society, 2(3), 429-442.

Heery, E. and Abbott, B. (2000) Trade Unions and the Insecure Workforce, In: Heery, Edmund 
and John Salmon (eds) The Insecure Workforce (155-180). London and New York: Rout-
ledge.

Ibsen, C. L. and Mailand, M. (2011) Striking a balance? Flexibility and security in collective 
bargaining. Economic and Industrial Democracy, 32(2), 161–180.

Kajzer, A. (2015) Prvi učinki sprememb regulacije trga dela iz leta 2013 na segmentacijo in 
fl eksibilnost tega trga v Sloveniji. IB Revija, XLIX(2), 37-44.

Kalleberg, A. L. (2009) Precarious work, insecure workers: Employment relations in transition. 
American Sociological Review, 74(1), 1-22.

Kavčič, F. (2014) Ekonomsko-socialni svet 2004–2014. Ljubljana: Uradni list. 
Keune, M: (2015) The eff ects of the EU’s assault on collective bargaining: less governance 

capacity and more inequality. Transfer, 21(4) 477–483.
Keune, M. and Vandaele, K. (2013) Wage regulation in the private sector: moving further away 

from a ‘solidaristic wage policy’? J. Arrowsmith and V. Pulignano (eds), The transformation 
of employment relations in Europe: institutions and outcomes in the age of globalisation (88-
110). New York: Routledge.

Lévesque, C., & Murray, G. (2010) Understanding union power: resources and capabilities for 
renewing union capacity. Transfer: European Review of Labour and Research, 16(3), 333-350.

Marginson, P. and Galetto, E. (2016) Engaging with fl exibility and security: Rediscovering the 
role of collective bargaining. Economic and Industrial Democracy, 37(1) 95–117.

Marginson, P., Keune, M. and Bohle, D. (2014) Negotiating the eff ects of uncertainty? The gov-
ernance capacity of collective bargaining under pressure. Transfer, 20(1) 37–51.

Mandl, I. (2010) Slovenia: Partial subsidies of full-time work and partial reimbursement of pay-
ment compensation. Eurofound: Dublin. 

Marn, U. (17 September 2009) Delavska vstaja v Gorenju. Mladina.
Matoz, M. (2016) Sindikat si sam postavlja pravila! Delavska enotnost, 75(24), 15.
MDDSZ (s. d.) Primerjava nemškega Sistema ‘mini job’ in Zakona o maled delu. Available at: 

http://www.mddsz.gov.si/si/delovna_podrocja/trg_dela_in_zaposlovanje/malo_delo/primer-
java_minijob_malo_delo/

MDDSZ and UMAR (2015) Drugo poročilo Delovne skupine za spremljanje učinkov spre-
memb v regulaciji trga dela. Ljubljana: MDDSZ and UMAR.

Mencinger, J. (2006) Privatization in Slovenia. Slovenian Law Review, III(1/2), 65–81.
Müller, T., Schulten, T. and Zuckerstätter, S. (2015) Wages and economic performance in 

Europe. In: G. Van Gyes and T. Schulten (eds), Wage bargaining under the new European 
Economic Governance (259-282). Brussels: ETUI.

Prašnikar, J., Domadenik, P. and Koman, M. (2015) Skrivnost državne lastnine v Sloveniji. 
Ljubljana: EF. Available at: http://webv3ef.ef.uni-lj.si/_documents/wp/Skrivnost_drzavne_
lastnine_v_Sloveniji.pdf

Perko, M., Tršelič, A. S. and Kajzer, A. (2014) Prilagajanje trga dela v Sloveniji v obdobju 
2008–2013. IB Revija, XLVIII(3-4), 21–31.



Inequalities and the World of Work: What Role for Industrial Relations and Social Dialogue?

346

Salverda, M and Mayhew, K. (2009) Capitalist economies and wage inequality. Oxford Review 
of Economic Policy, 25(1), 126-154.

 Schulten, T. (2002) A European Solidaristic Wage Policy? European Journal of Industrial Rela-
tions, 8(2), 173-196.

Silver, B. (2003) Forces of Labor: Workers’ Movements and Globalization Since 1870. Cam-
bridge UK: Cambridge University Press.

Simoneti, M., Rojec, M. and Gregorič, A. (2004) Privatization, Restructuring and Corporate 
Governance. In M. Mrak, M. Rojec in C. Silva-Jáuregui (eds), Slovenia: From Yugoslavia to 
the European Union, (224–243). Washington, D. C.: The World Bank.

Srakar, A. and Verbič, M. (2015) Dohodkovna neenakost v Sloveniji in gospodarska kriza. Te-
orija in praksa, 52(3), 538-553.

Stanojević, M. (2006) Mobilising Human Resources to Improve Work Intensity. In Svetlik, 
I. and Ilič, B. (eds), HRM’s Contirbution to Hard Work, A comparative analysis of human 
resource management (157-181). Bern: Peter Lang. 

Stanojević, M. (2012) The Rise and Decline of Slovenian Corporatism: Local and European 
Factors. Europe-Asia Studies, 64(5), 857-877.

Stanojević, M. (2015) Sindikalne strategije v obdobju krize. Teorija in praksa, 52(3), 394–416.
Stanojević, M. and Broder, Ž. (2012) Trade unions in Slovenia: historical development and the 

current situation. SEER, (3), 303-313.
Stanojević, M. and Kanjuo-Mrčela, A. (2016) Social dialogue during the economic crisis: The 

impact of industrial relations reforms on collective bargaining in the manufacturing sector 
in Slovenia. In A. Koukiadaki, I. Távora and M. Martínez Lucio (eds), Joint regulation and 
labour market policy in Europe during the crisis (441-497). Brussels: ETUI.

Stanojević, M. and Klarič, M. (2013) The impact of socio-economic shocks on social dialogue 
in Slovenia. Transfer, 19(2), 217–226.

Stanovnik, T. and Verbič, M. (2012) Porazdelitev plač in dohodkov zaposlenih v Sloveniji v 
obdobju 1991–2009. IB Revija, XLVI(1), 57-70.

Selan, A. T. (2014) Prilagoditev plač in spremembe plačne neenakosti v Sloveniji v obdobju 
krize. Ljubljana: UMAR. Available at: http://www.umar.gov.si/publikacije/posebne_teme/
publikacija/zapisi/prilagoditev_plac_in_spremembe_placne_neenakosti_v_sloveniji_v_ob-
dobju_krize/

Traxler, F. (2010) Corporatism(s) and pacts: changing functions and structures under rising 
economic liberalism and declining liberal democracy. In P. Pochet, M. Keune and D. Natali 
(eds), After the euro and enlargement: social pacts in the EU (45-82). Brussels: ETUI. 

Trtnik, S. and Drole, P. (1 October 2005) Splošna kolektivna pogodba gre začasno na dopust. 
Dnevnik. 

UMAR (2016) Development Report 2016. Ljubljana: UMAR.
Vaughan-Whitehead, D. (2011) Introduction: Has the crisis exacerbated work inequalities? In 

D. Vaughan-Whitehead (ed.), Work Inequalities in the Crisis: Evidence from Europe (1-37). 
Cheltenham: Edward Elgar and Geneva: International Labour Offi  ce.

Visser, J. (2015) ICTWSS Data base. Version 5.0. Amsterdam: Amsterdam Institute for Ad-
vanced Labour Studies AIAS.

Wilthagen, T. and Tros, F. (2004) The concept of ‘fl exicurity’: a new approach to regulating 
employment and labour markets. Transfer, 10(2), 166-186.

Wright, E. O. (2000) Working-class power, capitalist-class interests, and class compromise. 
American Journal of Sociology, 957-1002.

Zajc, K. (2007) Corporate Governance in Slovenia. Slovenian Law Review, IV(1/2), 251–276.
ZSSS [Zveza svobodnih sindikatov Slovenije] (s. d.) Malo delo – gola dejstva. Available at: 

http://www.zsss.si/malo-delo-gola-dejstva-kaj-nam-ponuja-vlada-z-malim-delom-in-kaj-
lahko-od-malega-dela-pricakujemo/

ZSSS [Zveza svobodnih sindikatov Slovenije] (2012) Poročilo o delu Zveze svobodnih sindika-
tov Slovenije med 5. in 6. kongresom. Ljubljana: ZSSS.



347

11. Industrial Relations and Inequality in the Spanish 
Labour Market: Resilience and Change
Rafael Muñoz-de-Bustillo Llorente and Fernando Pinto Hernández1

1. INTRODUCTION

The internationally acclaimed success of Spain’s transition from dictatorship to democ-
racy at the end of the 1970s (Edles, 1998)2 owes plenty to the role played by the trade 
unions. Although illegal until 1977, the underground trade union movement was able to 
colonise the offi  cial workers’ associations of the dictatorship, known as vertical trade un-
ions, carrying out limited labour action in fi rms, although at the risk of being imprisoned.3   
In the unstable years of the transition, when everything was being questioned and the 
trade union movement had the capacity to control the streets and bring the economy to a 
halt (see Figure 1 in Section 2.2), trade unions played a crucial role in facilitating a peace-
ful transition, contributing to the rise of a the new democratic order. As we will see in 
Section 2.2, among other things, the trade unions’ role was crucial in 1977 in controlling 
what could have easily developed otherwise into hyperinfl ation, backing the so-called 
Pactos de la Moncloa signed by major political parties. Probably as a result of the key role 
played by the social partners in this process of social transformation, the Spanish Con-
stitution includes, in its preliminary title, an article stating the important socio-economic 
role played by trade unions and employers’ associations:

Trade unions and employers associations contribute to the defence and promotion of 
the economic and social interests which they represent. Their creation and the exercise of 
their activities shall be unrestricted in so far as they respect the Constitution and the law. 
Their internal structure and operation must be democratic. (Article 7)

The role of the trade unions recognised by the Spanish Constitution resulted in the de-
velopment of an institutional structure of social dialogue, including the creation in 1990 
of an Economic and Social Council ¬formed by trade unions and employers’ organisa-
tions (as well as representation of the so-called ‘third sector’) as a counselling body to 
the Spanish government (Art. 132.1 of the Spanish Constitution) and the strengthening of 
the institutional role of trade unions and employers’ organisations. In this spirit, the new 
Labour Code of 1980 consecrated the role of collective bargaining.

Three decades later, the diffi  culties of the Spanish economy in achieving full employ-
ment and the massive increase in unemployment resulting from the economic recession of 
2008–2013, led to a revision (spurred by the European Commission, the OECD, the IMF 
and the ECB) of many of the core elements of the Spanish system of industrial relations, 

1 The authors wish to acknowledge the contributions to the chapter, in diff erent phases of its making, of José Ignacio Antón-Pérez, 
Ángeles Rodríguez, Fernando Rocha, Ana Hermoso, Antonio Gonzalez and Vicente Sánchez.
2 ‘If there is one thing that the Spanish left and right can agree on, it is this: that the country’s transition from dictatorship to 
democracy in the late 1970s was a singular political triumph’ (T. Buck, Financial Times, 12/8/2014).
3 In 1972, the leadership of one of the illegal trade unions, Comisiones Obreras, was arrested by the police. One year later, the 
leaders of the trade union were given prison sentences ranging from 12 to 20 years. In 1975 the trade unionists were granted a par-
don by the new head of state, King Juan Carlos I. 
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including collective agreements. This chapter will review the role played by the system 
of industrial relations and collective agreements in the working of the Spanish labour 
market, paying special attention to the levels of security and fl exibility achieved and its 
impact on inequality. With that aim, Section 2 will briefl y review the main characteristics 
of the Spanish system of industrial relations with its impacts on inequalities in the world 
of work. This section will also address the role played by social agreements and social 
consultation. Visser (2016) put it: ‘The Great Recession has not been kind to collective 
bargaining’ (p. 3); for that reason, Section 3 will present the major changes introduced 
in the system of industrial relations during the economic crisis, both in terms of labour 
(de)regulation and in terms of the changing power relations between workers and fi rms 
resulting from the massive increase in unemployment. Section 4 will study the impact of 
the system of industrial relations on the functioning and outcome of the labour market in 
terms of jobs security and income inequality. As a complement to the quantitative analy-
sis, this section will provide two successful equality enhancing examples (case studies) of 
social dialogue. To conclude, Section 5 will present the main conclusions of the chapter. 

2. STYLISED FACTS OF THE SPANISH SYSTEM OF INDUSTRIAL 
RELATIONS: STRENGTHS AND WEAKNESSES 

Our necessarily brief account of the Spanish system of industrial relations will focus on 
the following: (i) the legal nature of the system of collective agreements, (ii) the charac-
teristics of the actors involved (trade unions and employers’ associations) and (iii) the role 
played by social dialogue at the national level. 

2.1 The Spanish System of Collective Agreements and Social Dialogue up to the 
Crisis

The main characteristic of the Spanish system of collective agreements is its universal 
nature: the principle of erga omnes applies. According to this principle, once a collective 
agreement is signed, its provisions are extended automatically to all employees working 
in the relevant area, beyond those belonging to the signatory organisations. As from the 
signing of a collective agreement its content is generally binding to all employees, in 
Spain all employees are covered by a collective agreement except under two circumstanc-
es: (i) employees working in sectors excluded from collective bargaining, such as civil 
servants or household services, (ii) if there is no collective agreement in force in the sec-
tor. Before the reform of 2012 this last circumstance was rare, due to the existence of the 
principle of automatic time extension (ultra-actividad) of collective agreements, accord-
ing to which expired collective agreements were enforceable until a new one was signed. 

The automatic extension – ex lege – of collective agreements explains their broad 
coverage in Spain, even in a context of low affi  liation rates (see next section). As we can 
see in Figure 1, which presents the percentage of total employees covered by collective 
agreements, in 2014 (the last year with available defi nitive data) 72 per cent of Spanish 
employees were covered by collective agreements. Although there is a ‘soft’ long-run 
trend of decrease in the coverage rate, so far the data do not show a mayor change in 
coverage resulting from the Great Recession of 2008–2013 and the changes in labour 
regulation triggered by it. As we will see further down, the large coverage of collective 
agreements has an equalising impact in terms of wages and working conditions.
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Figure 1 Collective agreement coverage rate, Spain, 1999–2014 (% of total employees)

Sources: Authors’ analysis from EPA and Estadística de Convenios Colectivos de Trabajo, various years.

As already mentioned, some public employees, among them those with civil servant 
status (funcionarios, accounting for around 61 per cent of total public employees),4 are 
excluded by law from negotiating collective agreements. In any case, civil servants have 
their own system of bargaining, with diff erent regulations and restrictions (Ribero and De 
Val Tena, 2007). 
Collective agreements can be bargained at the level of the fi rm or higher: national, re-
gional, sectoral and so on. In 2014, there were 1,181 collective agreements higher than 
fi rm level and 4,004 at the fi rm level. Most employees covered by collective agreements 
(91 per cent) were covered by agreements higher than fi rm level.5 As we will see in the 
next section, one of the goals of the labour reforms of 2011 and 2012 was to incentiv-
ise collective bargaining at the fi rm level by changing the hierarchy between collective 
agreements bargained at the fi rm level and the rest. Until 2012, in case of concurrence 
between fi rm and higher than fi rm collective agreements, priority was given to those at 
a higher level. The 2012 reform gave priority to the fi rm level collective agreements in 
most of the items bargained (wage, overtime, working time, work–life balance). The in-
tention behind this change in regulation was to adjust the bargaining – and the resulting 
collective agreement – to the individual fi rm and its economic circumstances, based on 
the view (without much empirical backing to our knowledge) that collective agreements 
were often decoupled from the specifi c circumstances of fi rms, acting as straightjackets 
that reduced their survival rate, especially in a context of economic crisis. As we can see 
in Figure 2, the existence of collective agreements at the fi rm level has a very unequal 
distribution among fi rms according to their size: while only 15 per cent of small fi rms 
(from 5 to 49 employees)6 have a fi rm level collective agreement, in large fi rms of 500 
employees of more, the percentage is almost 40 per cent.

4 Boletín Estadístico del Personal las Servicio de las Administraciones Públicas. Registro Central de Personal, July 2015.
5 Estadística de Convenios Colectivos, defi nitive data 2014. (Table CCT-II.2) 
6 Firms with fewer than fi ve employees do not have employee delegates or works councils and thus lack the capacity to negotiate 
collective agreements. Calculated from register data: Estadística de Convenios Colectivos de Trabajo, 2014.
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Summing up, in the Spanish system of collective agreements, often characterised in 
the literature as centralised at an intermediate level, collective agreements by sector and 
regional or provincial level prevail, although national collective agreements are also im-
portant. In 2014, 36.5 per cent of employees had collective agreements at the province 
level, 19.4 per cent at the regional level and 33 per cent at national level.7 Therefore, the 
spatial and economic scope of many agreements is relatively narrow. This bargaining 
scheme corresponds, at least partially, to the structure of the Spanish economy (Pérez 
Infante, 2011) as roughly half of all employees work in fi rms with fewer than 10 work-
ers, where negotiation is likely to be diffi  cult and bargaining power is not balanced. For 
instance, there is no legal mandate for having employees’ representatives for such estab-
lishments.

Along with the level of centralisation, a new wave of economic analysis of collective 
agreements has called attention to the importance of the level of coordination in determin-
ing their ultimate impact on economic performance. Calmfords and Driffi  ll (1989) argued 
that there was a U-like relationship between economic performance and centralisation of 
collective agreements, according to which decentralised and centralised agreements are 
associated with better economic performance (lower infl ation and unemployment rates) 
than those with intermediate levels of centralisation. However, the latest wave of analysis 
in this fi eld argues convincingly that as important as the level of centralisation is the level 
of coordination of the diff erent bargaining units intervening in collective bargaining, both 
in terms of horizontal coordination, understood as coordination among the bargaining 
units in diff erent sectors/regions, and vertical coordination, understood as the capacity of 
trade unions and employers’ associations to guarantee discipline among their members 

Figure 2 Firms with collective agreements at the fi rm level, Spain, 2013–2014

Source: Authors’ analysis from Encuesta Anual Laboral, 2013, 2014.

7 The remaining fi rms had collective agreements bargained at the level of the group of fi rms, either at the provincial or at the 
regional and interregional level. Calculated from registry data, Estadística de Convenios Colectivos (Table CCT-II.2), 2014. 
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in applying the guiding principles to local bargaining (Traxler, 2003; Traxler and Brand, 
2012). In Spain, usually – although not always – the two major trade unions (CCOO and 
UGT) and the confederation of employers’ associations (CEOE) agree on the general 
lines of collective bargaining in a document. Such is the case of the Third Agreement 
for Employment and Collective Bargaining (IIIAENC) signed in 2015, laying down the 

Table 1 Most frequent items included in collective agreements, Spain, 2014

Employees 
aff ected

(%)

Wage structure  2 077 577 95.8
Working time
Irregular annual distribution of working time 1 464 157 67.5
Participation of union representatives in irregular distribution of working time 915 433 42.2
Measures to improve work–life balance 952 923 43.9
Paid leave for family reasons improving on statutory law 1 305 727 60.2

duration of leave 1 305 727 47.6
new leaves included 1 031 693 47.2

Accumulation of lactation hours in full working days 1 122 078 51.7
Overtime
Compensation of overtime with money 1 751 487 80.7

valued more than a standard hour 1 558 716 71.9
Compensation of overtime with time 1 282 054 59.1
Employment and contracts
Clauses regarding contracts 1 632 784 75.3

temp contracts for productive reasons 1 266 628 58.4
training contracts 1 039 959 48.0

Training
Training 1 088 403 50.2
Professional classifi cation and functional mobility
Professional classifi cation by defi nition of group functions, categories, etc. 1 790 240 82.5

Professional groups 1 512 533 69.7
Professional categories 1 127 495 52.0
Wage levels 1 156 857 53.3

Retirement
Clauses regarding retirement 1 041 849 48.0
Complements to public social benefi ts
Complements to diff erent public social benefi ts 1 549 389 71.4

sick leave 1 298 979 59.9
labour accident and professional sick leave 1 462 958 67.4

Trade union activity
Accumulation of trade union hours in a single employee 1 228 698 56.6
Application and interpretation of collective agreements
Procedure to solve controversies derived from the application of collective 
agreements 

1 898 869 87.5

Source: Authors’ analysis from Estadística de Convenios Colectivos de Trabajo 2014.
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guidelines to the bargaining units for 2015–2017 regarding wage growth, training, gender 
wage gap and so on. It can be argued (Cruz, 2015) that when the impact on these types 
of agreements is taken into consideration, the Spanish system of collective agreements 
presents a much higher level of centralisation and coordination than is usually the case.8  

A fi nal element to address in this section is the range of items considered in collective 
agreements. Almost all deal with wage setting, but most usually go beyond that to include 
other items, such as working time, overtime, employment and non-discrimination. As the 
range of items considered in collective agreements is very large, Table 1 presents a selec-
tion of the most common items (those present in collective agreements aff ecting at least 
40 per cent of employees covered).

As we can see, the majority of collective agreements (74 per cent) deal with irregular 
distribution of working time, one of the items in which fi rms have shown more interest 
in the recent past. The same applies to overtime – including type of compensation – and 
the classifi cation of jobs. But what is usually not included in collective agreements is as 
informative as what is included. In this regard only 28 per cent of collective agreements 
include provisions on the transformation of temporary into open-ended contracts, only 21 
per cent include limits on the number of temporary contracts and a mere 10 per cent have 
a mechanism to prevent chain use of temporary contracts (successive contracts with the 
same worker). Clauses regarding outsourcing are also rare (18 per cent). 

2.2 Actors: Trade Unions and Employers’ Associations

In order to get a closer view of the nature of the Spanish system of industrial relations 
it is important to get to know the social partners negotiating them. In the fi rst place, be-
cause the strength of social partners in terms of knowledge of the sector or bargaining 
skills is vital in order to result in collective agreements that address workers’ problems 
without compromising competitiveness. In second place, because the legitimacy of col-
lective agreements will depend on the level of representativeness of the social partners 
negotiating them. 

2.2.1 Trade Unions in Spain

As mentioned in the introduction, trade unions in Spain were illegal until 1977. After 
their legalisation, trade union affi  liations showed two trends (Figure 3). During their fi rst 
few years of legal existence there was a short-lived explosion of affi  liations. As argued by 
Jordana (2007), this increase was largely exaggerated as a result of the fi erce competition 
among trade unions in the early days (and the consequent infl ation of their affi  liation rates 
in order to show greater power) and the lack of a clear concept of affi  liation. In any case, 
the fi rst few years of legal trade unions mark the highest and lowest affi  liation rates. Ac-
cording to Jordana (2007), several factors colluded to produce this result, including the 
economic crisis and the intense industrial restructuring that followed, the increase in un-
employment, a weak trade union culture, the system of employee representation adopted 
(decoupled from trade union coverage and based on the results of union elections) and the 
trial and error behaviour of workers, testing to what extent affi  liation to a trade union was 
worthwhile. After the correction of the big hike of the late 1970s, affi  liation rates show a 

8 In Visser’s ICTWSS data set version 5.0, in comparative terms, Spanish wage bargaining coordination system is considered to 
be ‘medium-high’, with a value of 3.6 (in a scale from 1 to 5). The value is reduced to 3 for the period 2010–2014 as result of the 
option in favour of fi rm-level collective agreements of the reforms of 2010 and 2012.
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surprising stability compared with their behaviour in the rest of the EU15. In this sense, 
we can say that Spain has low but stable affi  liation rates. Low compared with the Scandi-
navian countries (near 70 per cent) or Belgium (55 per cent), stable, as Spain is one of the 
few EU countries in which affi  liation rates have been unaff ected by the general declining 
trend: since 1980 affi  liation rates have decreased by 50 per cent in the United Kingdom, 
by 57 per cent in France and by 48 per cent in Germany, for example.9  

Two issues have to be taken into consideration for the proper interpretation of affi  lia-
tion rates in Spain in terms of the legitimacy and strength of trade unions. The fi rst, of a 
more general nature, are the problems related to the narrow defi nition of affi  liation (pay-
ing union dues) compared with other wider concepts, such as workers’ sympathy with 
the union movement. The second, of a more country-specifi c nature, is the fact that, ac-
cording to Spanish labour legislation, trade union representativeness is determined by the 
outcomes of union elections every four years. The role given to elections in the workplace 
and the general extension of collective agreements has the eff ect of decoupling, both from 
the union and the workers’ side, trade union legitimacy and strength from affi  liation rates. 
On the trade union side, their role as workers’ representatives is related to the electoral 
outcome, not affi  liation. On the workers’ side, and due to the automatic extension of col-
lective agreements, the advantages related to the existence of an agreement are identical 
for affi  liated and non-affi  liated workers. For this reason, in order to address the issue of 

Figure 3 Evolution of trade union density rates, Spain, 1977–2013 (%)

Note: Jordana estimates are based on trade union affi  liations (members paying union dues, excluding retired 
workers); Visser’s estimates are bases on survey data.
Source: Authors’ analysis from Jordana (1977), p. 216, and Visser (2015).

9 OECD.Stats, Trade Union Density.



Inequalities and the World of Work: What Role for Industrial Relations and Social Dialogue?

354

trade union legitimacy, we have to turn to the results of union elections as well as to the 
presence of workers’ representatives in the fi rms.

According to Spanish regulations, the representation of employees in fi rms of between 
10 and 49 employees is performed by delegados de personal (shop stewards) – from one 
to three, depending on size of fi rm. Representation in larger fi rms is assumed by Comités 
de Empresa (works councils). Smaller fi rms (from six to nine workers) can also elect del-
egados de personal if decided by a majority of employees. The election of works council 
members and delegados de personal takes place in country-wide trade union elections 
every four years. The elected members have right to a certain number of paid hours for 
trade union activities (from 15 to 40 hours per month, depending on size of fi rm) which 
can be accumulated by a single person.

All fi rms with 10 or more employees (six or more if decided by the employees) have 
the right to hold trade union elections, but not all fi rms have them, as it is necessary to 
present candidates. In this respect, the presence of a trade union in the fi rm is central to 
the holding of elections. Figure 4 reproduces the process of narrowing down the total 
number of employees until reaching the percentage of employees actually voting. In order 
to reach this number fi rst we have to deduct civil servants (with their own representation 
bodies and elections), then employees in fi rms with fewer than six workers (14.2 per 
cent), after that, employees working in fi rms without delegates or works councils, that is, 
with nobody to call the elections (25.4 per cent).10  In total, 48.6 per cent of employees 

Figure 4 Employees participating in trade union elections, Spain, 2012

Source: Authors’ analysis from Alós et al. (2015), p. 101.

10 This is a major weakness aff ecting trade union participation. Two out three fi rms with six or more employees do not have 
delegates or work councils and therefore do not hold trade union elections (the so-called ‘white fi rms’). 
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are called on to vote in elections. After discounting those not voting (around one-third) 
we arrive at the total number of employees voting in trade union elections: 33 per cent of 
total employees (37 per cent not taking into consideration civil servants). 

There are two diff erent ways of reading Figure 4. The fi rst, positive one is the rela-
tively high participation rate of 67 per cent; two-thirds of eligible employees do vote. 
The second perspective, clearly less positive, is that only 37 per cent of all employees 
(excluding civil servants) vote for the trade unions involved in collective bargaining. In 
any case, even taking the less advantageous perspective, the percentage of involvement in 
trade union elections is twice as high as the affi  liation rate. From a diff erent perspective, 
according the European Company Survey 2013, more than half (57.5 per cent) of fi rms of 
10 employees or more had trade union representation, well over the EU average of 32 per 
cent, in line with countries such as Belgium, the Netherlands or France, although below 
countries such as Denmark (78 per cent) or Finland (70 per cent).

Regarding the demography of trade union affi  liations, employees with open-ended 
contracts have higher affi  liation rates, at 20.4 per cent compared with 13 per cent among 
temporary employees (average rate, 16.4 per cent). Affi  liation rates are also higher among 
men (17.8 per cent) compared with women (14.8 per cent) and in activities dominated by 
the public sector such as public administration and social security (33 per cent), educa-
tion (25 per cent) or health and social services (22 per cent). Lastly, affi  liation rates are 
also much higher in large fi rms (250 employees or more), at 29 per cent, compared with 
SMEs: 6 per cent in fi rms with fewer than 10 employees, 12 per cent in fi rms from 10 to 
49 employees.11  

To conclude this section, we should point out that the Spanish trade union landscape 
is dominated by two main trade unions: Comisiones Obreras, CCOO, and Unión General 
de Trabajadores, UGT,12  with more than 70 per cent of trade union delegates elected at 
the last elections (Table 2). Moreover these two trade unions practice, at least at the level 

11 Encuesta de Calidad de Vida en el Trabajo, 2010. 
12 UGT, since its creation in 1888, has traditionally been connected with the Spanish Socialist Worker Party (PSOE). Since the 
1980s the trade union has reduced its links with the party, although it still has close ties with it. CCOO (offi  cially Confederación 
Sindical de Comisiones Obreras) is a much newer trade union; the fi rst groups of Comisiones Obreras were created underground in 
the 1960s by members of the Communist Party.

Table 2 Distribution of trade union delegates in the past three elections, Spain, 2003, 
2007 and 2013

 2003 2007 2013
CCOO 38.8 38.8 37.4
UGT 36.5 36.9 35.1
Generalist trade union 5.0 5.0 5.6
Corporatist trade union 6.0 6.1 7.3
Nationalist trade union 6.3 6.5 6.3
Rest 4.7 4.8 6.3
Non-trade union 2.7 2.0 2.0
CCOO + UGT 75.3 75.7 72.5
Source: Authors’ analysis from Alós et al. (2015), p. 114. 
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of their confederations, what is called unidad de acción (unity of action), presenting more 
often than not a unifi ed bargaining position vis-à-vis employers and the state. Program-
matically speaking, both trade unions have among their aims the reduction of inequalities 
in the world of work, and in society in general. For instance, in a major recent CCOO 
document (CCOO, 2016) we can read: ‘The general strategy of the trade union has to be 
based in promoting a social U-turn (…) and the improvement of living conditions for 
workers (…) and society as a whole (tax reform, social benefi ts, fi ght against poverty 
and inequality, fi ght against gender inequality,…)’ (pp. 103–104). Likewise, in the evalu-
ation report of the 2011–2015 legislature, the UGT argue in favour of a new strategy to 
confront the growth of inequalities in diff erent spheres of life and the growth of poverty 
pockets (UGT, 2015). 

2.2.2 The Other Side: Employers’ Organisations

The development of employers’ associations in Spain has been aff ected by two things. 
The fi rst one is the lack of a culture of association, the legacy of a dictatorial regime in 
which fi rms profi ted from the state’s control over workers’ demands, but in which they 
lacked direct, organic representation (Aguilar, 1985). The end of the dictatorship caught 
fi rms without an organisation to defend their interests in turbulent times and without their 
natural ally.13 The second thing is the highly atomised structure of Spanish fi rms. Out of 
the 3.1 million of fi rms registered in Spain in 2015, 55 per cent had no employees. Of 
those with employees, 83 per cent had from one to fi ve employees. In contrast, only 0.8 
per cent had one hundred or more employees. In absolute terms, in 2015 there were 1,727 
fi rms with more than 500 employees. This implies that there is a highly polarised pano-
rama of fi rms, with millions of businesses with fewer than 10 employees, on one side, 
and very few large fi rms, on the other (less than one thousand fi rms with more than one 
thousand workers).

As argued by Aguilar (1985), the initiatives to organise Spanish fi rms followed dif-
ferent strategies, ranging from the revitalisation of old structures such as the Catalonian 
employers’ organisation Fomento del Trabajo Nacional, created in 1889, to the develop-
ment of new associations related to the old vertical trade unions and the creation of new 
structures connected to entrepreneurs enjoying dominant positions in given sectors or 
regions. Drawing from all these groups, in 1977 the Spanish Confederation of Business 
Organisations (Confederación Española de Organizaciones Empresariales or CEOE) was 
created. CEOE was born with more a reactive than a proactive mandate, to defend the 
position of business in highly turbulent times, when business was reproached for its con-
nivance with the old regime. Half a century later, business organisations have normalised 
their position in society and developed to become a central part of the system of industrial 
relations, now with a clearly proactive position. According to the CEOE, the confedera-
tion is made up of more than 4,000 base associations, including small and medium-sized 
enterprises, represented by their own confederation CEPYME, integrated in the CEOE.

In terms of the participation of fi rms in business organisations, as we can see in Figure 
5, which presents the association rates of Spanish fi rms with fi ve or more employees (17 
per cent of fi rms with employees), association rates are higher in larger fi rms, while over-
all only one-quarter of fi rms belong to business organisations. Obviously, the aggregate 

13 In the very explicit words of a former president of CEPYME, a business confederation of small and medium-sized enterprises, 
‘the coming of the new democratic regimen caught business owners “in their underwear”, as the saying goes. For obvious reasons 
there was no type of underground active associative militancy’ (El País, 25/1/1980, as quoted in Aguilar, 1985: 60).
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association rate for the whole universe of fi rms (with employees) is smaller (as probably 
the association rate of fi rms with fewer than fi ve employees is much lower). Looking at 
the decreasing association rate as we reduce the size of the fi rm we could speculate (as-
suming an association rate of 10 per cent for fi rms with less than fi ve employees) with an 
overall rate of association of 12 per cent.14 

2.3 Beyond Collective Agreements: Social Dialogue from a Long-run Perspective 

As mentioned in the Introduction, since the democratic transition – ‘la Transición’ – Spain 
has managed to develop a long, although winding and discontinuous, history of social 
dialogue under diff erent confi gurations. This is really remarkable considering the lack of 
tradition in this area and the sharp confrontation between social agents existing in the late 
1970s, after 40 years of lack of freedoms, including the freedoms of speech or associa-
tion. The importance given to the role of social dialogue in the years of the construction of 
the new democratic Spain is refl ected in the introduction in the Constitution of 1978 of an 
article, Article 131.2, mandating the creation of a Council, of tripartite nature, to advise 
the government on economic and distributional issues. With that aim, in 1991 the Consejo 
Económico y Social (Social and Economic Council) was created, formed by representa-

Figure 5 Firms belonging to business associations, Spain, 2014 (association rate)

Source: Authors’ analysis from Encuesta Annual Laboral, 2014.

14 According to the Eurofound European Company Survey 2013 (ECS), with data for EU companies with ten or more employees, 
in Spain 41.9 per cent of fi rms were members of an employers’ organisation that participated in collective bargaining (the EU15 
average is 48.5 per cent). Using the distribution of employment by enterprise size category of the Encuesta de Coyuntura Laboral 
2012 (last year available) we estimate that these fi rms employ a minimum of 46 per cent of employees (subsample of more than 10 
employees). The results are similar using the ECS and the Encuesta Annual Laboral. 
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tives of trade unions (20 counsellors), employers’ organisations (20 counsellors) and the 
‘third sector’ (14 counsellors representing agriculture and fi shing organisations, consum-
ers’ organisations and the ‘social economy’ and six socioeconomic experts).

In order to give an idea of the output, in terms of social pacts, of these 40 years of so-
cial dialogue, Table 3 presents the major national wide agreements reached during three 
broad phases of social dialogue in Spain.15 The fi rst roughly goes from the democratic 
transition to the joining of the European Economic Community. It was a period of strong 
institutional change, economic and social uncertainty and growing unemployment. The 
agreements reached in this fi rst phase present all possible combinations (García Laso, 
1992): bilateral (in the fi rst part of the period only with the participation of the UGT), 
trilateral or even of a political nature with indirect backing of the trade unions, as in the 
Moncloa Pacts. These social pacts were developed with the direct or indirect involve-
ment of governments of the centre–right (UCD 1977–1982) and social democracy (1982–
1986). Paradoxically, the fi rst crisis of social agreements came when the economy was 
fi nally recovering from the long economic crisis associated with the transition. The years 
of economic growth and rising employment of the second half of the 1980s and until the 
crisis of 1993 witnessed an increase in industrial unrest and strikes and confrontation 
between the trade unions and the government. These were the days of the demand for a 
‘Social Turn’ (Giro Social), which encapsulates the demands for compensation, in terms 
of wages and further development of the welfare state, for the sacrifi ces endured by work-
ers and the population in general during the long years of growing unemployment and 
stagnation. A successful general strike on 14 December 1988 facilitated the few social 
agreements produced during this period. Among them was the only major social policy 
programme developed since the consolidation of the welfare state in the early 1980s, the 
creation of a universal (means tested) system of non-contributory pensions in 1990 and 
the compromise to index old age pensions to CPI. This agreement is a good example of 
how social dialogue contributes to higher equality, exceeding the area of narrowly defi ned 
labour issues to cover other areas, such as social protection.

It is also worth highlighting that social agreements were signed under governments 
of diff erent ideologies, with no simple relationship between the political ideology of the 
government and the intensity and richness of the agreements. During the fi rst, more fruit-
ful period, the party in power was the centre-right Unión del Centro Democrático, UCD. 
The coming to power of the Socialist Party (PSOE), in theory closer to the trade unions 
(and with a ‘brother’ trade union the UGT), did not lead to an intensifi cation of social 
dialogue, quite the opposite. In fact, it practically ended the traditional close relations be-
tween the party and the trade unions and cost the government three general strikes (1985, 
1988 and 1992). Although it could be argued that the purely bipartite agreements signed 
among trade unions and employers’ associations are largely free from political upheavals, 
often the social partners’ willingness to negotiate is related to their level of closeness to 
the party in government. A clear example of this is the CEOE’s lack of interest in negoti-
ating labour issues during the recent economic crisis. 

 

15 From 1987 on, as a spin-off  of the decentralisation of public administration and the development of a quasi-federal state known 
as the State of Autonomous Regions, social dialogue provided a new venue at the regional level, resulting in the development of 
social agreements – with diff erent timing – in all 17 Spanish Autonomous Regions. For more details see Aragón et al. (2008) or 
Moreneo (ed.) (2015), chapter 10.
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Table 3 Main social agreements/social pacts in Spain, 1977–2015

Phase I. The age of the Grand Pacts: 1977–1986
Year Party in 

government 
Denomination Signed by Main aspects

1977 UCD Pactos de la 
Moncloa 

Political parties 
(backed by trade 
unions)

Diverse measures of economic policy: 
fi scal reform, social security, etc. / new 
mechanism of wage growth based on 
expected and not past prices to control 
infl ation (1977–1978)

1979 UCD Acuerdo Básico 
Interconferderal, 
ABI

CEOE and UGT Elements of regulation of labour market 
later included in the Labour Code (Ley 
8/1980)

1980 UCD Acuerdo Marco 
Interconfederal 
AMI

CEOE and UGT 
(+USO)

Items dealing with wage policy, working 
time, union rights, etc. (1980–1981)

1981 UCD Acuerdo Nacion-
al de Empleo, 
ANE

Government, 
CEOE, CCOO 
and UGT

Income policy, employment, and unem-
ployment benefi ts (1981–1982)

1983 PSOE Acuerdo Inter-
confederal, AI

CEOE-CEPYME, 
CCOO and UGT

Income policy, productivity, absenteeism 
and retirement

1984 PSOE Acuerdo 
Económico y 
social

Government, 
CCOO, UGT and 
CEOE-CEPYME 
,

Diverse measures of economic policy / 
income policy, productivity, absentee-
ism and confl ict solving instruments 
(1984–1986)

Phase II. Crisis in social dialogue : 1987–1994
1990 PSOE Acuerdo sobre 

aspectos rela-
cionados con el 
empleo y la con-
certación social

Government, 
CCOO and UGT

Information rights to employees’ del-
egates (in a context of concern about the 
growth of temporary employment)

1990 PSOE Acuerdo en 
materia de pen-
siones

Government, 
CCOO and UGT

Improvement in non-contributory retire-
ment pension. Compromise to increase 
retirement pensions by CPI

1992 PSOE Acuerdos en 
materia de for-
mación continua

CCOO, UGT and 
CEOE-CEPYME 
+ government

Development of a system of continuous 
training

Phase III. The age of diminishing expectations: specifi c agreements 1995–2015
PSOE Acuerdo para la 

solución extra-
judicial de con-
fl ictos laborales, 
ASEC

CCOO, UGT and 
CEOE-CEPYME

Promotion of mediation and arbitrage 
through the Servicio Interconfederal de 
Mediación y Arbitraje (SIMA)

1996 PP Acuerdo tri-
partito sobre 
formación profe-
sional

CCOO, UGT and 
CEOE-CEPYME

Main lines of vocational training

PP II Acuerdo 
nacional de for-
mación continua

CCOO, UGT and 
CEOE-CEPYME

Development of a system of continuous 
training (follow-up of the 1992 agree-
ment)
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Table 3 Main social agreements/social pacts in Spain, 1977–2015 (cont.)

Year Party in 
government 

Denomination Signed by Main aspects

PP Acuerdo inter-
confederal para 
la Estabilidad en 
el empleo, AIEE

CCOO, UGT and 
CEOE-CEPYME

New open ended contract with lower 
dismissal costs. Unifi cation of part-time 
contracts. Relaxation of fair dismissal 
regulation

1997 PP Acuerdo inter-
confederal sobre 
negociación 
colectiva AINC

CCOO, UGT and 
CEOE-CEPYME

Content of collective agreements, right 
to information and consultation

PP Acuerdo inter-
confederal sobre 
covertura de 
vacios, AICV

CCOO, UGT and 
CEOE-CEPYME

Solution of issues related to the deroga-
tion of pre-democratic labour regulation 
(ordenanzas laborales)

2000 PP II Acuerdo 
nacional de for-
mación continua

CCOO, UGT, 
CIG, CEOE-CEP-
YME, Ministry of 
Labour

Development of a system of continuous 
training (follow-up of the 1996 agree-
ment)

2001 PP Acuerdo para la 
solución extra-
judicial de con-
fl ictos laborales 
ASEC-II

CCOO, UGT and 
CEOE-CEPYME

Promotion of mediation and arbitrage

2002 PP Acuerdo inter-
confederal para 
la negociación 
colectiva AINC 
II

CCOO, UGT and 
CEOE-CEPYME

Guidelines for collective bargaining

2003 PP Acuerdo inter-
confederal para 
la negociación 
colectiva AINC 
2003

CCOO, UGT and 
CEOE-CEPYME

Guidelines for collective bargaining

2004 PSOE Acuerdo para la 
solución extra-
judicial de con-
fl ictos laborales 
ASEC-III

CCOO, UGT and 
CEOE-CEPYME

Promotion of mediation and arbitrage

2005 PSOE Acuerdo para la 
solución extra-
judicial de con-
fl ictos laborales 
ASEC-III

CCOO, UGT and 
CEOE-CEPYME

Follow up of SEC-I

PSOE Acuerdo inter-
confederal para 
la negociación 
colectiva AINC 
2005

CCOO, UGT and 
CEOE-CEPYME

Guidelines for collective bargaining

2006 PSOE Acuerdo sobre 
mejora del 
crecimiento y el 
empleo, AMCE

CCOO, UGT and 
CEOE-CEPYME 
+ Government

Promotion of permanent employment, 
limitation of chain temp contracts, 
increase in resources of Labour Inspec-
torate, improvement of unemployment 
protection
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The change of government of 1996, from socialist to conservative (Partido Popular, 
PP), is another good example of the non-linearity of the relations between social dialogue 
and government ideology, as it led to an intensifi cation of social agreements in what was 
been called ‘the third conservative way’ (Hamann, 2015). In any case, the honeymoon 
lasted only one mandate, as in the second mandate, then with an absolute majority in the 
Parliament, the position of the government became much more confrontational.16 The 
years of the Great Recession witnessed a stalemate with regard to social agreements, es-
pecially after the unilateral approval of two consecutive labour reforms in 2011 and 2012. 
Nevertheless, the channels of dialogue remained open. Among the agreements reached 
we would like to highlight the social agreement on pension reforms signed, in extremis, 
by major trade unions, backing the fi rst of the two pension reforms approved during the 
crisis. Following a trade union proposal, the reform introduced the recognition of extra 

Table 3 Main social agreements/social pacts in Spain, 1977–2015 (cont.)

Year Party in 
government 

Denomination Signed by Main aspects

2007 PSOE Acuerdo inter-
confederal para 
la negociación 
colectiva AINC 
2007

CCOO, UGT and 
CEOE-CEPYME 

Guidelines for collective bargaining

2010 PSOE Acuerdo para 
el empleo y la 
Negociación 
Colectiva, AENC

CCOO, UGT and 
CEOE-CEPYME

Guidelines for collective bargaining for 
2010–1912

2011 PSOE Acuerdo para la 
Reforma y el for-
talecimiento del 
Sistema Público 
de Pensiones

CCOO, UGT and 
CEOE-CEPYME 
+ Government

Reform of retirement pensions: increase 
in retirement age (67), increase in the 
number of working years used in the 
calculation of pension rights, etc.

2011 PSOE Acuerdo para 
el empleo y la 
Negociación 
Colectiva, II 
AENC

CCOO, UGT and 
CEOE-CEPYME

Guidelines for collective bargaining for 
2012–2014

2013 PP V Acuerdo 
sobre Solución 
Autónoma de 
Confl ictos Labo-
rales (Sistema 
Extrajudicial)

CCOO, UGT and 
CEOE-CEPYME

Promotion of mediation and arbitrage

2015 PP Acuerdo para 
el empleo y la 
Negociación 
Colectiva, III-
AENC

CCOO, UGT and 
CEOE-CEPYME

Guidelines for collective bargaining for 
2015–2017

Source: Authors’ analysis from Moreno et al. (2015).

16 The result was a major labour reform, not negotiated with social actors, that was retired after a successful General Strike in 
2002. 
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years of social contributions to working mothers to compensate for their temporary aban-
donment of the labour market. Also in the fi eld of social protection, trade unions cam-
paigned all through the crisis in order to prolong the duration of unemployment assistance 
for the long-term unemployed. As a result, in 2014 an agreement between the government 
and social actors was reached extending (means tested) unemployment assistance through 
a new Programme of Activation to Employment (PAE). 

Before concluding this section, it is worth looking at labour confl ict in Spain in order to 
see whether the intensity of social dialogue and collective bargaining is refl ected in lower 
rates of such confl ict. After all, one of the goals of social dialogue is to take confrontation 
between social partners from the streets to the bargaining table. In any case, the relation is 
not always straightforward, as strikes might be used as instruments of pressure to improve 
the trade union bargaining position, to show their strength. Figure 6 presents the evolution 
of labour unrest using as indicator total number of working days lost to industrial action 
per 100,000 employees. The fi gure shows the transition in the late 1970s from a regimen 
of repressed labour confl ict, as a result of the lack of political and labour rights, to a high 
labour confl ict situation, as the political transition opened the ‘pressure cooker’. After a 
fi rst few years of extensive confrontation, the choice in favour of the path of social dia-
logue facilitated the reduction of labour unrest. This reduction was halted by the crisis of 
social dialogue in the second half of the 1980s, but the trend was resumed with the new 
decade (Luque, 2013). The start of the crisis and, more specifi cally, the second part of it 

Figure 6 Labour confl ict in Spain, 1963–2015 (days of work lost per 
100,000 employees)

Note: * The data corresponding to 2010 are not included due to the lack of data on the strikes by public 
employees of 8 June and the General Strike of 29 September. 
Source: Authors’ analysis from Luque (2013) pp. 267-8, EPA and Estadística de Huelgas y Cierres Pa-
tronales, Ministry of Employment. 
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related to the change of economic policy from a countercyclical fi scal policy to austerity, 
led to a change in this panorama, although at a much lower scale of confl ict. This time, 
much of the social unrest was articulated outside the workplace and through popular citi-
zens’ movements, in many cases with trade union participation, but not necessarily led by 
them. The diff erent natures of these protests and demonstrations means that they are not 
included in the Figure. To give an idea of their dimensions, according to the European So-
cial Survey, in 2012 as many as 26 per cent of Spaniards (the highest among the countries 
included in the ESS) participated in lawful public demonstrations, compared with an EU 
average of only 7 per cent.

3. CHANGES IN COLLECTIVE AGREEMENT REGULATION AND SOCIAL 
DIALOGUE DURING THE GREAT RECESSION: RATIONALE AND IMPACT

The permanent high level of unemployment of the Spanish economy since the transition 
has led, almost since the enactment of the Labour Code in 1980, to a quasi-permanent 
state of labour regulation reform. Although the huge increase in unemployment of the 
period 2008–2013 (from 7 to 26 per cent) was clearly a by-product of the Great Reces-
sion (Muñoz de Bustillo, 2014a, 2014b) and the collapse of construction, one of the most 
labour intensive sectors in the economy,17 the second (approved in 2011 under a socialist 
government) and third packages (approved in 2012 under a conservative government)18 
of policy measures aimed at addressing the crisis included important elements of labour 
market deregulation. The rationale behind them was double. On one hand, measures were 
taken to reduce the employment protection gap existing between employees with open-
ended and those with temporary contracts, reducing the redundancy costs of the former 
and increasing the termination costs of the later. On the other hand, measures were taken 
aimed at the fl exibilisation and decentralisation of collective agreements. The declared 
purpose of these measures was to facilitate the adaptation of collective agreements to the 
specifi c situation of the fi rms operating in diff erent economic contexts, as well as facilitat-
ing the use of other adjustment mechanisms than dismissals. 

Before briefl y explaining the measures taken and their impact on the system of collec-
tive agreements and the agreements themselves, it is important to know to what extent 
fi rms were satisfi ed with the state of aff airs. Figure 7 presents the results of the Encuesta 
Anual Laboral (Annual Labour Survey) run by the Ministry of Employment and Social 
Security in 2013 and 2014 on a sample of fi rms (with fi ve or more employees) regarding, 
among other things, their level of satisfaction with the collective agreements in force. As 
we can see, a large majority of fi rms, of all sizes, declared themselves quite or very satis-
fi ed with their collective agreement.19 Although the data correspond to the years after the 
reform was enacted, as most collective agreements are multi-annual, in most cases we are 
talking about agreements that were already in force before the reform. Moreover, when 
asked why they do not have an enterprise agreement, most fi rms – 77 per cent – answered 
that it was because the sectoral agreement suits their needs. 

17 According to the estimates of Uxó et al. (2015) between 2007 and 2014, 69 per cent of the jobs lost were directly or indirectly 
related to construction (82 per cent between 2007 and 2009). 
18 Real Decreto-ley 10/2010, de 16 de junio, de medidas urgentes para la reforma del mercado de trabajo, and Real Decreto-ley 
3/2012, de 10 de febrero, de medidas urgentes para la reforma del mercado laboral. 
19 The same applies in terms of sector, as the sector with lowest percentage of fi rms quite or very satisfi ed with the collective 
agreement is administrative activities, with 77 per cent, and region, as even in Madrid, the region with the lowest percentage of 
fi rms quite or very satisfi ed with the collective agreement, the percentage is almost 77 per cent.
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The two labour reforms conducted during the crisis aff ected the regulation of collec-
tive agreements with regard to the following:

– Firms are given the option of halting the implementation of the collective agreement 
in force in areas such as wages, working conditions and so on. Although the non-
implementation of specifi c aspects of the collective agreement has to be justifi ed and 
negotiated with employees, in case of a lack of agreement the decision is taken by 
an Arbitration and Mediation Committee in which trade unions are in the minority.20 
So far, fi rms do not seem to be making much use of this possibility. According to the 
Encuesta de Formación de Convenios (Izquierdo and Jimeno, 2015), in 2014 only 3.7 
per cent of those fi rms with sectoral collective agreements made use of it (1.9 per cent 
of those with a fi rm level collective agreement). For 2015, the administrative data of 
the Ministry of Employment (Estadística de convenios colectivos de trabajo) record 
1,437 cases of non-implementation, in 1,254 fi rms, aff ecting 43,173 employees. In 
most cases such a process was agreed (91 per cent).

– Although not directly related to collective agreements, the fi rst of the labour reforms 
eased the terms on which fi rms can modify working conditions (Art. 41 of the Labour 
Code). In the opinion of the trade unions this option, on which no data are available, is 
being widely used by fi rms to change working conditions, as it is less costly and regu-
lated than derogation from collective agreements. Often both measures are taken si-

Figure 7 Firms fairly satisfi ed or very satisfi ed with their collective agreements, Spain, 
2013–2014*

Note: * Only fi rms with fi ve or more employees.
Source: Authors’ analysis from Encuesta Anual Laboral, Ministry of Employment and Social Security.

20 Such as the National Commission of Collective Agreements (Comisión Consultiva Nacional de Convenios Colectivos) or 
equivalent commissions at regional level. These are tripartite organisations with representation of fi rms, trade unions and the gov-
ernment.
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multaneously, the former addressed to those elements of working conditions set above 
the collective agreement and the latter addressed to those laid down in it (Peñas and 
Aguilera, 2016).

– Pre-eminence is given to fi rm-level collective agreements. Since the reform, working 
conditions set in collective agreements at fi rm level have priority over those laid down 
at higher levels. The pre-eminence of fi rm collective agreements includes most major 
labour issues dealt with in agreements: (i) basic salary and extra allowances, (ii) al-
lowances related to fi rm performance, (iii) overtime and shift allowances (iv) working 
time and working time distribution, (v) professional classifi cation, (vi) contract policy 
and (vii) work–life balance. 

– When a collective agreement expires, its conditions will only be applicable for one 
year. If another collective agreement is not signed during the following year, the work-
ing conditions of the fi rms in the sector will follow whatever other higher level agree-
ment is in force (or the Labour Code, if there is none). Before the reform, the principle 
of ultraactividad (application beyond expiry) warranted the automatic time extension 
of the conditions set in the expired collective agreement until a new one was signed. 
Faced with the risk that in July 2013, after the end of the transitory period included in 
the reform, many sectors and workers could lose the protection of their already expired 
collective agreements, the social partners signed an agreement in order to allow, by 
mutual accord, the extension of the period.21   This agreement is indicative of the will 
of the social partners to continue negotiating even when the new regulation allowed 
fi rms to benefi t from the phasing out of existing collective agreements. In any case, 
the end of ‘application beyond expiry’ had a profound impact on the power leverage 
of employers vis-à-vis employees. As argued by a representative of Confemetal, the 
employers’ confederation of the metal industry: ‘Nobody is interested in the decline 
of the agreement. Another issue is that, from a business point of view, the disappear-
ance of application beyond expiry is being used to obtain other benefi ts; it is used as a 
bargaining strategy’ (Fernández et al., 2016: 32). 

But as important as these changes is the fact that, for the fi rst time, the reform of col-
lective agreements was decided without eff ective consultation and agreement with the 
social partners. In fact, the reform of 2012 was passed just 10 days after the publication 
of the Second Agreement on Employment and Collective Bargaining signed by major 
trade unions and employers’ organisations setting the guidelines for collective bargaining 
for 2012–2014. The warm embracing of the reform by employers’ organisations has not 
contributed to a spirit of loyal bargaining among social actors, thereby weakening the 
process of social dialogue and producing a feeling of despair among trade unions. After 
all, what is the point of engaging in long negotiations if the results are completely wiped 
out by unilaterally approved legislation?

These changes in the regulation of collective agreements were accompanied by a re-
duction of subsidies to trade unions and employers’ organisations (around a 60 per cent 
reduction according to CCOO, 2016a) and a withdrawal from trade union agreements 
with the public administration at diff erent levels to allow for free working time for union 
delegates (above the legal requirements) to reinforce trade union structures.22  In a com-

21 Acuerdo de la Comisión de Seguimiento del II AENC sobre Ultra-actividad de Convenios Colectivos (Agreement of the 
Follow-up Commission of the II AENC on Ultra-activity of Collective Agreements) 23 May 2013) (BOE, 14 June 2013). 
22 Although according to the trade unions (CCOO, 2016a) public subsidies are a minor part of their overall budget (around 15 
per cent), the coincidence of such reductions with the drop in affi  liation due to rising unemployment has strained the capacity of the 
organisation to face the growing challenges of the crisis and the labour market reforms.
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pletely diff erent sphere, but also aff ecting trade union action, there has been a hardening 
of the position of the Public Prosecutor’s Offi  ce regarding the role of trade unionists in 
strikes and the limits on picketing, leading to an unprecedented rise in the number of trade 
unionists taken to court. According to Morillo (2015), in 2015, 260 persons faced prison 
sentences for a total of 120 strike related actions; in 2016 three hundred trade unionists 
were on trial for participating in picketing.

Overall, although it is certainly too soon to present an evaluation of the reforms, we 
can say that so far there has not been a major change in the structure of collective agree-
ments. The level of coverage, as far as we know with the limited data available (until 
2014), has not been much aff ected (see Figure 1), the structure still favours collective 
agreements of higher than fi rm level (although fi rm-level agreements are on the rise), 
social actors, as in the past, have maintained their collaboration in terms of approving a 
general framework for collective bargaining, and withdrawal from collective agreements 
has been kept at a low level, partly due to the limits set by the judiciary. But that does not 
mean that things are ‘business as usual’, as the main impact of the reform has been on 
the content of collective agreements. The elimination of many of the existing checks and 
balances has led to the emptying of collective agreements (Cruces et al., 2016), especially 
regarding wages, to a position of defensive bargaining by trade unions aiming at main-
taining the collective agreements in existence. According to a trade union representative, 
the reforms have changed the attitude of fi rms at the bargaining table from trying to give 
as little as possible to trying to obtain as much as possible (Cruces et al., 2016).

One way of looking at the impact of the reform in this regard is by comparing in a giv-
en year the wage growth of collective agreements signed in previous years, in the current 
year and in the following years (with retroactive eff ects). As we can see in Figure 8, the 

Figure 8 Wage growth bargained by year of signing a collective agreement, Spain, 
2003–2014

Source: Authors´ analysis from Estadística de convenios colectivos de trabajo, various years.
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wage growth bargained in collective agreements signed after the reform is lower than that 
bargained before it. In any case, we have to be cautious when interpreting these results, 
as probably the results have also been aff ected by the intensity and duration of the crisis 
(9.3 per cent drop in GDP in fi ve years, from the second quarter of 2008 to the second 
quarter of 2013) and the growth in unemployment (from 8.2 per cent in 2007 to 26.1 per 
cent in 2014). Another major change is the reduction in the number of workers benefi ting 
from collective agreements with compensation clauses for higher than expected infl ation, 
the so-called garantía salarial.23  In 2008, 67 per cent of employees covered by collective 
agreements enjoyed such a clause; in 2014, the percentage was down to only 17 per cent. 
In any case, it has to be acknowledged that this trend predates the labour reforms of 2010 
and 2012. 

From the perspective of inequalities, we could say that the aim of the reform was, pre-
cisely, to increase inequality, as the policy of ‘coff ee for all’ exemplifi ed by higher than 
fi rm-level collective agreements was considered, in the interpretation of the legislator, to 
be an important element behind the alleged lack of fl exibility of Spanish fi rms. The in-
crease in facilities given to fi rms to opt out of collective agreements and change working 
conditions is, in itself, a source of inequality among workers. A diff erent question is to 
what extent such increases in fl exibility have contributed to saving jobs.24  

4. EFFECTS OF THE SPANISH SYSTEM OF INDUSTRIAL RELATIONS ON 
INEQUALITY AND SOCIAL SECURITY

Collective agreements can aff ect job security and inequality through direct and indirect 
mechanisms. The direct mechanisms are provisions on working conditions, including 
wages, employment policy, restrictions on part-time employment and subcontracting. 
The indirect mechanisms are those aff ecting inequality and social security through the 
impact of collective agreements on overall employment and job security. 

4.1 Collective Agreements and Wage Inequality

The automatic extension of collective agreements in Spain makes it diffi  cult to study 
their impact on any of the abovementioned areas of working conditions from a national 
perspective. As most workers are covered by collective agreements, it is quite diffi  cult to 
test, nationally, how having one aff ects inequality in the labour market. The traditional 
approach to this question has been to compare wage inequality and collective agreement 
coverage across nations. Figure 9 presents the results of such an exercise for a sample 
of OECD countries just before the crisis. As we can see, the level of collective agree-
ment coverage is clearly and inversely related to wage inequality (as measured by D9/D1 
ratio).25 

23 The ‘wage guarantee clause’ is activated when the CPI is higher than the forecasted CPI taken into consideration when negoti-
ating the wage increase. In that case employees are compensated for the unexpected increase in prices. 
24 From the point of view of security, not covered in this section as the changes in regulation in this area are not related to collec-
tive agreements, the reforms reduced the redundancy payments of employees with open ended contracts, a measure considered to 
reduce job security. 
25 Similar results are obtained when using D9/D5 (R2 of 0.174) and D5/D1 (R2 of 0.419) wage ratios.
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Complementarily, Table 4, which presents the pairwise correlations between wage in-
equality and other variables of the labour market that from a theoretical perspective could 
also have an impact on wage inequality, shows how the correlation between collective 
agreement coverage and wage dispersion is more intense than between any other pair of 
variables, making collective agreement coverage a central variable in the explanation of 
wage inequality. This result has been largely confi rmed by the empirical literature of the 
economic impact of collective agreements.26  

From a diff erent perspective, the positive role of collective agreements in reducing 
wage diff erences has also been suggested in a recent analysis of part-time full-time wage 
diff erences in Spain (Ramos et. al, 2016).

Of less interest, but nevertheless related to the impact of collective agreements on 
inequality, is the analysis of the diff erential eff ects of diff erent types of collective bargain-
ing – at the fi rm, sectoral or central levels – on working conditions, especially wages. In 
this case, as employees are covered by collective agreements bargained at diff erent levels, 
it is possible to produce national estimates of the eff ects on wages and wage inequality at 
diff erent bargaining levels. The available literature on the subject suggests that fi rm-level 
collective bargaining has some diff erential eff ects when compared with systems with a 
higher level of bargaining centralisation, such as the Spanish case: lower wage increases, 

Figure 9 Wage inequality and collective agreement coverage rate before the crisis, 
Spain and other countries (EU and non-EU), 2008

Source: Authors’ analysis from OECD Labour Database and Visser (2015).

26 See, for example, Aidt and Tzannatos (2002, 2008), Blau and Kahn (2002), Teulings and Hartog (1998), Wallerstein (1999), 
Fernández-Macías and Vacas (2015) or OECD (2004), among others. In the terms used by the OECD: ‘overall earnings dispersion 
tends to fall as union density and bargaining coverage and centralisation/co-ordination increase’ (2004: 166).
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higher wage dispersion and higher gender pay gaps.27  As mentioned elsewhere (Muñoz 
de Bustillo and Antón, 2015), empirical literature for the Spanish economy, which could 
guide our insights on the likely eff ects of the reforms favouring fi rm-level collective bar-
gaining, is inconclusive and problematic. As we have seen, collective bargaining at the 
fi rm level was not the default option until the changes implemented in 2012. As a result, 
Spanish workers under fi rm-level collective agreements were often those belonging to 
large fi rms where they had strong bargaining power, which made it advantageous to sign 
a fi rm agreement with more favourable conditions than those agreed at higher bargaining 
levels. In this context, the causal eff ect of the level of bargaining centralisation is diffi  cult 
to gather, because one has to disentangle the relevant selection bias. In general, available 
studies tend to confi rm the higher level of overall wage dispersion associated with fi rm-
level collective agreements (Abellán et al., 1997; Izquierdo et al., 2003; Canal and Rod-
ríguez, 2016), as well as a higher gender wage gap (Amuedo-Dorantes and De la Rica, 
2003; De la Rica and González, 2007; Card and De la Rica, 2004).28  

In order to test the role played by the type of collective agreement in force in a given 
fi rm on wage inequality, we resorted to the recently available wage data of the Span-
ish Structure of Earnings Survey 2014 (SES).29  After calculating diff erent indexes of 
wage inequality of the fi rms in the sample, we estimated the determinants of intra-fi rm 
wage inequality, as measured by the Gini Index. The variables considered in the analysis 
are: demographic (gender and age composition of the fi rm), educational composition and 
seniority of the labour force, type of contract (open-ended vs temp contract, full time vs 

Table 4 Correlation matrix between collective agreement coverage, minimum wage 
level, trade union density rate and unemployment rate, Spain, 2008

D9/D1 Trade 
union 
density

MW/
median 
wage

Collective 
agreement 
coverage

Unem-
ployment 
2007

Temp rate

D9/D1 1
Trade union 
density 

–0.544 1

MW/median 
wage

–0.494 0.392 1

Collective 
agreement 
coverage

–0.610 0.577 0.508 1

Unemployment 
2007

0.103 –0.424 –0.052 0.131 1

Temporary 
employment rate

0.045 –0.126 –0.089 0.183 0.284 1

Source: Authors’ analysis from OECD Labour Database and Visser (2015).

27 See, for example, Rowthorn (1992), OECD (1997 and 2004), Blau and Kahn (1999 and 2003), Elvira and Saporta (2001) and 
Aidt and Tzannatos (2002).
28 Felgueroso et al. (2008) fi nd a diff erent eff ect depending on the place occupied by women in the wage distribution, with women 
at the bottom of the wage distribution being subject to lower wage gaps when covered by higher than fi rm collective agreements, 
while the opposite occurs for those in the upper part of the wage distribution. 
29 The SES 2014 is an employee-employer survey with a sample size of 27,339 fi rm units and 227,830 employees, covering all 
activities except agriculture, public administration (partially) and domestic service. 
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part time), size and type (public vs private) of fi rm, activity, geographic location, type of 
demand (local, national, European or rest of the world) and type of collective agreement 
regulating working conditions at the fi rm. The survey identifi es fi ve types of collective 
agreement: (i) sectoral at national level, (ii) sectoral at lower level: regional, provincial, 
local, (iii) fi rm level, (iv) establishment level and (v) other. We are interested in testing 
if, after controlling for the abovementioned variables related to the characteristics of em-
ployees and fi rms, the type of collective agreement has any eff ect on wage inequality at 
the fi rm level, as well as its size and direction. 

Before presenting the results of our exercise, it is worth mentioning the relatively high 
dispersion of wage inequality – as measured by the Gini Index – of Spanish fi rms, with 
values going from 0 (fi rms with one employee) up to .713 (see Figure 10).

Table 5 presents the results of the regression using the Gini Index of wages of the fi rm 
as dependent variable, and the abovementioned items as independent variables. The same 
analysis was performed using alternative indexes of inequality (P90/P10; P90/P50; P50/
P10 and so on), obtaining similar results. Focusing on the question posed above, after 
controlling for the characteristics of fi rms and employees, compared with fi rms with col-
lective agreements at regional or provincial level, those fi rms with a collective agreement 
at the fi rm level have higher wage inequality. In contrast, having a collective agreement 
at national level has an even higher compressing impact on wage inequality, although the 
relationship is not statistically signifi cant. 

Figure 10 Distribution of wage inequality at the fi rm level, Spain, 2014

Source: Authors’ analysis from SES 2014 microdata.
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Regarding the eff ect of the control variables on intra-fi rm wage inequality we fi nd few 
surprises: fi rms with more women not only have lower wages, but higher wage inequality; 
the same applies in fi rms with temporary employees and part-time jobs. In contrast, hav-
ing more foreign employees on the payroll does not have an impact on wage inequality. In 
relation to age, fi rms with a higher percentage of young employees (under 30 years old) 
have more wage inequality. The size of the fi rm also matters for inequality as small fi rms 
(1–49 employees) have lower inequality compared with large fi rms (over 200). Educa-
tion also contributes to wage inequality as fi rms with a more educated workforce have a 
higher wage Gini Index (compared with the category, lower secondary used as reference). 
Finally, public sector fi rms have lower wage inequality. Before concluding it is important 
to highlight that, as we cannot assume that having a fi rm level collective agreement is a 
matter of chance (only a minority of fi rms, 12 per cent of the sample, usually large fi rms, 
have fi rm-level collective agreements), the abovementioned results have to be interpreted 
cautiously, and in terms of correlations and not causation.

Summing up, the Spanish system of collective agreements, based on higher than fi rm 
level bargaining, so far has had a compressing eff ect on wage dispersion, contributing to 
lower levels of wage inequality, at least until the labour reforms adopted during the cri-
sis.30  Moreover, the sparse evidence available points to the pro-inequality eff ect of fi rm-
level collective agreements. In this respect, the lower presence of this type of collective 
agreement in the Spanish labour landscape may also have contributed to lower levels of 
wage inequality. This result is consistent with the lesser role played by market inequality 
in overall disposable income inequality in Spain in relation to other EU countries (Mu-
ñoz de Bustillo, 2016). In this regard, the move towards increasing the role of collective 
agreements at the fi rm level of the 2012 labour reform, if successful, could contribute in 
the future to growing levels of wage inequality.

4.2 Collective Agreements and Job Security

A second important element to be discussed in this section is the relationship between 
social dialogue – and more specifi cally collective agreements – and job security. Regard-
ing this issue, the Spanish record can hardly be more dismal. Spain was, back in 1984, a 
pioneer in the liberalisation of the use of temporary contracts and after that it became the 
leader among OECD countries in terms of its temporary employment rate, to the extent 
that before the crisis one-third of employees were working on temporary contracts. Only 
with the crisis and the concentration of employment destruction in this segment of the 
labour market has Spain handed over this position to Poland. Fortunately, temporary em-
ployment rates decrease with the age and labour record of the worker. For instance, in the 
second quarter of 2016, when the overall temporary employment rate was 25.7 per cent, 
employees 20–24 year old faced a temporary employment rate of 69 per cent, and those 
from 25 to 29 years of age, 47 per cent, compared with 27 per cent of those in their thirties 
and 21 per cent of those in their forties. Nevertheless, a signifi cant percentage of temps 
are workers in their 30s or 40s due to the larger sizes of those cohorts (in fact more than 
half, 55.2 per cent, of all temp employees belong to this age group).31 Whatever merits 
collective agreements may have in Spain, it is clear that an increase in workforce stability 

30 In 2008, according to SILC data the Spanish level of wage inequality as measured by the Gini Index was 0.277. The same year 
Denmark, the country with lowest wage inequality among the 24 EU countries analysed, had an index of 0.216, while the highest 
index, that of Portugal, was 0.366. The average of the country Gini indexes was 0.296 (Fernández-Macías and Vacas, 2015: 35). 
31 Spanish Labour Force Survey, second quarter of 2016.
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is not among their achievements. This development is important for two reasons. In the 
fi rst place because its mere existence exemplifi es the failure of the system of collective 
agreements to address a major concern of Spanish workers: the high level of job inse-
curity. In the second place, because the trade unions and the system of collective agree-
ments itself, have often been blamed for the existence of such a large share of precarious 
employment. 

As we can see in Table 6, although provisions regarding the use of temporary employ-
ment by fi rms are not absent from collective agreements, their presence can be consid-
ered, at most, modest.32 Of those collective agreements with qualitative information about 
their content, only around 10 per cent, aff ecting roughly a quarter of employees, include 
provisions on the conversion of fi xed term contracts into open-ended contracts, while less 
than 3 per cent of collective agreements establish limits on the ratio between the number 
of temporary employees and overall labour force.33 The percentage of collective agree-

32 For a detailed of this issue see Rocha et al. (2006).
33 For example, the 2011 provincial CA of offi  ces of Salamanca sets a minimum limit of 60 per cent of employees with open 
ended contracts. A similar minimum percentage (65 per cent) is considered in the national collective agreement of security fi rms of 
2015.

Table 6 Clauses related to temporary employment included in collective agreements, 
Spain, 2012–2014

2012 2013 2014
CA Workers CA Workers CA Workers
% % % % % %

Transformation of 
temporary contracts into 
open ended contracts

12.78 28.66 11.40 22.88 10.54 28.17

Maximum number of 
temporary contracts

7.97 30.48 7.64 21.05 7.1 20.51

Control of chain tempo-
rary hiring

6.14 19.49 4.80 23.53 4.9 10.26

Use of TAW 9.37 15.21 8.76 18.78 8.07 21.45
Outsourcing of specifi c 
activities

2.97 11.23 3.12 11.77 2.8 18.72

Type of jobs that can be 
performed by temporary 
employees

9.37 25.21 8.92 23.30 9.58 11.6

Clauses related to tem-
porary employment

18.54 47.91 17.43 55.42 18.61 58.39

Limits to temporary em-
ployees/total employees

3.42 16.46 2.68 8.15 2.74 8.47

Clauses related to PT 
employment

10.76 26.21 8.28 25.14 10.92 36.69

 Increase of number of 
complementary hours for 
part timers

2.85 1.59 2.52 10.81 4.57 15.22

Source: Authors’ analysis from Estadística de convenios colectivos de trabajo, various years.
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ments providing some kind of control of chain temporary hiring (to prevent the hiring 
of a given worker over time using consecutive temporary contracts) is also very low, at 
around 5 per cent. All in all, looking at the information provided by Table 4 we can say 
that, at least in terms of results, trade unions have not managed to use collective agree-
ments as a tool for labour force stabilisation. Having said that, it has to be acknowledged 
that the presence of these types of provisions in collective agreements at the fi rm level 
is even lower. For example, in 2014 only 7.5 per cent of employees with fi rm-level col-
lective agreements benefi ted from limits on the maximum number of bouts of temporary 
employment (compared with 20 per cent of those covered by collective agreements), and 
only 16 per cent benefi ted from programmes of conversion of temporary contracts into 
open-ended contracts (compared with 28 per cent average). 

The unusually high level of the temporary employment rate in Spain is the result of 
an early change of labour regulation, adopted in 1984, aimed at fi ghting unemployment 
by facilitating temporary employment.34 After the reform, Spanish fi rms quickly used the 
newly available temporary contracts almost as the default contract type. In the new regu-
latory context, fi rms’ fl exibility to confront changes in the economic environment was 
obtained by increasing or decreasing, very rapidly, the number of temporary employees, 
often on quite short contracts. The adoption of this new culture of ‘fungible employees’ 
made possible a very high level of fl exibility (numerical fl exibility), generating an idio-
syncratic system of fl exi-security: open-ended employees were reasonably secure in their 
jobs as fl exibility relied, initially on temporary employees. 

In this context, the lack of emphasis of collective agreements on reducing the tem-
porary employment rate shown in Table 4 – probably for reasons related more to the 
consideration of employment policy as a prerogative of fi rms and their refusal to reach 
compromises in this area than to a lack of interest on the part of trade unions (at least from 
a programmatic point of view) in reducing temporal employment rates – has not made it 
possible to extend the benefi ts of collective agreements in terms of lower wage inequality 
to the area of job security. 

This status quo has been often interpreted in terms of a simple insider–outsider model 
According to such model, insiders are able to obtain better working conditions than those 
granted by the economic situation, as the cost in terms of redundancies of such over-
shooting would fall on temporary employees. In what follows we will explore what is 
the actual level of security of open-ended employees, that is the extent to which open-
ended employees are really ‘permanent’ employees. In order to do so, we will fi rst look 
at how (dis)employment change has been allocated between temporary and open-ended 
employment since the beginning of the crisis. As we can see in Figure 11, in the fi rst 
year of the crisis, 2009, the role played by temporary employment as a fl exibility tool by 
fi rms is crystal clear, with a reduction of temporary employment of almost 1.1 million, 
while open-ended employment was still growing (if marginally). It is for 2009 that we 
can say that temporary employees took the full force of the crisis, while the rest were left 
untouched. But for the period 2009–2014 things changed, as open-ended employment ac-
counted for more than 60 per cent of total employment destruction. Overall, for the whole 
period of employment destruction (2008–2014), open-ended employment accounted for 
39 per cent of total employment destroyed (around 1.2 million), certainly less than their 
share in total employment at the beginning of the crisis (around 70 per cent), but more 

34 Ley 32/1984, de 2 de agosto, sobre modifi cación de determinados artículos de la Ley 8/1980, de 10 de marzo, del Estatuto de 
los Trabajadores. This law put an end to the principle of causality that governed temporary contracts until then. According to this 
principle, this type of contract could be used only for jobs of a temporary nature (for example, a lifeguard in a summer swimming 
pool). 
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than the notion of open-ended employment as quasi permanent would suggest. In the 
terms used by Toharia and Malo (2009), renowned Spanish labour economists: ‘If some-
one thinks that having an open-ended contract is a guarantee of permanence, he is totally 
wrong. The data simply refute such a belief’ (p. 21).

Another ingenious approach to gauge whether the burden of insecurity ends when 
workers fi nally get an open-ended contract is to compare the number of open-ended con-
tracts signed during a given year with the increase in the number of employees with 
open-ended contracts with less than one year on the job. In a context of zero rotation 
of open-ended employees, this ratio would be 1: every new open-ended contract signed 
would match a new employee. In contrast, an index higher than 1 would mean that some 
of the new workers hired on an open-ended contract would not remain employed at the 
end of the year. According to the estimates of CCOO, before the crisis, 2006, the index 
was 1.23, while in 2014 it was 1.54 (CCOO, 2016b). This means that while before the 
crisis, in 2006, roughly 19 per cent of open-ended contracts signed were not in being by 
the end of the year, after the crisis the percentage was 30 per cent.35  

Finally, in terms of overall dismissals of open-ended employees (Gómez, 2016), the 
analysis of quarterly transitions from LFS data estimates an incidence of separations 
(from open-ended employment to unemployment) of around 5 per cent for 2005–2014, 
only about 15 per cent of the equivalent for temporary employees, but nevertheless far 
from nothing. 

Figure 11 Allocation of dependent employment change between temporary and open-
ended employees, Spain, 2002 (1st quarter)–2016 (1st quarter)

Source: Authors’ analysis from Spanish LFS.

35 Calculated as open ended contracts signed during the year minus growth in open ended employees with less than 1 year on the 
job in the last quarter of the year, divided by contract signed during the year (%), based on data of Gabinete Económico de CCOO 
(2016b).
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These results, indicating the lack of full job security among open-ended employees, is 
confi rmed by looking at the broader picture of the total number of open-ended contracts 
signed since the beginning of the Great Recession (2008–2015), 10.9 million, and the 
total variation of employees with open-ended contracts during the same period, namely 
–0.9 million. Comparison of the huge number of new contracts signed with the total 
number of employees with open-ended contracts (almost 1 million lower) shows the high 
level of rotation of allegedly stable employees, even when we allow for retirements and 
voluntary termination of open-ended contracts by employees moving to a diff erent job.36  

Taking this information into consideration it is fully understandable that, according to 
the Eurobarometer (2011), in 2011 as many as 71 per cent of the workers interviewed (al-
most three times higher than the existing temp rate) declared themselves worried (15 per 
cent) or very worried (56 per cent) about losing their job. This result is certainly diffi  cult 
to match with the portrayal of employees with open-ended contracts as carefree people 
who, having a secure job, use their market power to improve their working conditions 
without taking into consideration the economic situation.

To conclude this section we would like to explore another indirect way by which col-
lective agreements might aff ect job security. The combination of collective agreements 
lasting several years (in order to minimise bargaining costs and uncertainty for both fi rms 
and employees)37 and unforeseen changes in the economy might lead, in the face of major 
economic downturns, to a situation in which bargained wages are higher than what the 
economic conditions would allow, increasing the risk of dismissals. If that is the case – an 
unforeseen economic crisis not accounted for at the time of negotiating the agreement – 
collective agreements might contribute to higher unemployment, that is, lower employ-
ment security. In this regard, according to the analysis of the impact of the downward 
rigidity of wages at the onset of the Great Recession of Díez-Catalán and Villanueva 
(2014), the probability of job losses among those workers covered by collective agree-
ments signed before the start of the Great Recession (signposted by the fall of Lehman 
Brothers) was 1 per cent higher than among those with agreements signed afterwards (ex-
plained mostly by the impact on employees with wages closest to the minimum bargain-
ing wage). This negative impact on employment is confi ned to the commercial service 
sector, as the authors could not fi nd similar dynamics in industry.38  

4.3 Improving Working Conditions through Social Dialogue: Two Case Studies

Before concluding this section, we would like to address the role of social dialogue in 
fi ghting inequality using a diff erent approach, based on the study of specifi c cases in 
which social dialogue made the diff erence in terms of inequality and working conditions. 
With that aim we will look at two completely diff erent instruments of social dialogue. 
The fi rst exemplifi es the potential of traditional social dialogue, using the standard tool 

36 The estimated number of retired open ended employees -calculated using the open-ended employment rate of older workers- 
for the period is around 1.4 million. Regarding transitions from open-ended employment to open-ended employment, the estimates 
produced by Gómez (2016), based on fl ow quarterly data of the LFS for the period 2005-14, point to very low probabilities (transi-
tions/stock) around 1%. 
37 The average duration of collective agreements in Spain is around 2.5 years, with lower duration in agriculture and industry 
(around 1.5 years) (Du Caju, 2009)
38 Another interesting result obtained by Díaz-Catalán and Villanueva (2014) is the lack of diff erence in terms of the detected 
impact of the date of signature of CAs on job losses between employees with open-ended contracts and fi x-term contract, being both 
types subject to similar employment losses. This result, unexpected by the authors, confi rms the above argued non permanent feature 
of open-ended contract.
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of the collective agreement, for improving the working conditions of precarious workers. 
The second focuses on a completely diff erent approach to social dialogue: the utilisation 
of a popular legislative proposal by a major trade union to fi ght the high rate of labour 
accidents in construction related to the use of subcontracting in the sector.

4.3.1 Fighting Low Hours through Collective Agreement: The Case of Mass Catering

In 2016, for the fi rst time ever, the representative trade unions CCOO and UGT signed 
a national collective agreement for mass catering (I Convenio Estatal de Restauración 
Colectiva). This is important in itself, because the new regulation of collective agree-
ments reviewed above was intended to incentivise fi rm-level agreements, a road not taken 
by signatories who considered it more convenient to fi x the rules governing labour re-
lations in the sector at the national level. Moreover, Art. 9 of the collective agreement 
emphasises that fi rm-level agreements should not ‘play a destabilising role’ nor be used 
as a ‘formula to lower working conditions’. This collective agreement is also important 
because it was signed after a long period of stalemate in collective bargaining and in a 
context not auspicious at all for social dialogue, due, among other things, to the labour 
reforms of 2011 and 2012.

Although the collective agreement covers diff erent categories of workers, from cooks 
and waiters to cleaning and administration personnel, the feature we would like to high-
light in the context of this chapter is the agreement to increase the minimum number of 
weekly hours of monitors (‘dinner ladies’). Before the signing of the collective agree-
ment, such monitors often worked nominally as little as 45 minutes per day. The collec-
tive agreement sets a minimum of 10 hours per week, which for many monitors doubles 
their take-home pay. This is a major improvement in a context, such as the Spanish 
one, in which involuntary part-time work aff ects as much as 60 per cent of part-time 
employees, being a major source of earnings inequality. It is also a measure with an 
important gender impact, as most monitors are women. Within the context of moderate 
low wage increases, the collective agreement also represents a substantial wage increase 
for monitors: 1.5 per cent for 2016 (compared with 1 per cent) and 2.5 per cent for 2017 
and 2018. 

The collective agreement also includes interesting references to the general hiring prin-
ciples that should inform fi rms’ hiring policies, addressing another of the major sources of 
precariousness in Spain, temporary employment. These principles include the promotion 
of open-ended employment and the transformation of temporary contracts into open-
ended ones, the promotion of proper use of the diff erent types of contracts available and 
so on. 

Overall, this case shows how social dialogue can improve the working conditions of 
some of the worst off  employees, even in an unfavourable context. 

4.3.2 Case Study 2: Exploring New Avenues to Improve Working Conditions: The Fight 
against Accidents at Work in Construction 

Nowadays, outsourcing of the so-called ‘non-core’ productive or ancillary activities is 
one of the stylised facts of the organisation of fi rms. Although unfortunately the phe-
nomenon of working conditions in subcontracted activities in Spain has not been much 
studied due to the lack of data, the available studies, such as Zimmermann et al. (2010), 
conclude that employees of subcontracted fi rms face worse working conditions. Thus, 
the increase in subcontracting is likely to be a source of growth of inequality in terms 
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of wages and working conditions.39  Construction is a sector in which outsourcing has 
become the norm, among other things because of the possibilities it off ers for separating 
out diff erent activities. 

The growth of construction in Spain in the 1980s associated among other things with 
the upgrading and new development of large-scale infrastructure co-fi nanced by the EU 
Structural Funds and with two major events in 1992 (the World Fair in Seville and the 
Olympics in Barcelona), led to a signifi cant increase in fatal labour accidents in the sector, 
often related to subcontracted activities. In order to confront such developments, in 1998 
one of the major Spanish trade unions, CCOO, started a campaign to limit the number of 
successive times that a given construction activity could be subcontracted (‘chain sub-
contracting’), as a means to improve safety. With that aim, CCOO presented – for the fi rst 
time in Spain – a Popular Legislative Initiative dealing with labour issues to the Spanish 
Parliament, backed by 600,000 fi rms. In doing so, the trade union showed how innovative 
forms of collective action could be pursued when the more traditional mechanisms were 
not viable (due to the existence of diff erences among trade union priorities, for example). 
Although the progress of the initiative was frustrated by the opposition of the ruling 
party (conservative), the campaign was not abandoned. In March 2001, a general strike in 
construction was called by major unions to protest against the refusal to proceed with the 
project of regulating chain subcontracting. The campaign was re-launched in 2004, this 
time with the backing of the other major trade union, UGT, and supported by demonstra-
tions all across Spain. The change in government in 2004 fi nally facilitated the proposal’s 
approval, and in September 2006 the Congress approved the Law for Regulating Sub-
contracting in Construction (LRSC), eff ective from April 2007. The resulting text, in the 
words of the then Secretary General of the construction federation of CCOO, FECOMA, 
Fernando Serrano: ‘while not the one that the trade union would have approved, neverthe-
less has very positive elements to start rationalising the construction sector’ 

The law restricted chain subcontracting in construction to three levels, established 
criteria for subcontractors operating in construction (a minimum share of open-ended 
employees, a Register of Accredited Subcontracted Firms and a Subcontracting Book), 
recognised information rights to employees’ delegates regarding subcontracting fi rms and 
established the principle of collective responsibility for contractor and subcontracting 
fi rm in case of non-fulfi lment of the abovementioned requirements.

Ten years after the enactment of the new regulation the results have been dampened by 
the crisis of the construction sector associated with the Great Recession and the growth of 
the share of very small fi rms in the sector, among which compliance with the regulations 
is much lower. In the words of the Secretary General of the Federation of Construction 
and Services, CCOO: ‘those areas out of reach of the trade unions and the Labour Inspec-
torate are like the jungle, and now a much more dangerous jungle as such construction 
projects often rely on contracting own-account workers (…) we think the law is good, but 
the problem is the lack of resources to guarantee a high level of compliance’.40 

39 An example of the concern about working condition of employees of subcontracted fi rms is the recent (9 September 2016) 
proposed bill to guarantee equal working conditions of employees working in subcontracted fi rms vis-à-vis the employees of the 
fi rm subcontracting the activity.
40 Interview with the author, April 2016.
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5. CONCLUSIONS AND POLICY ISSUES

Summing up, the evidence presented in this chapter shows how the structure of collective 
agreements previous to the reforms of 2011 and 2012 has contributed to the reduction of 
wage inequality in Spain. The comparatively low levels of wage inequality found in Spain 
are a product of the existing high level of coverage of collective agreements. The same 
could be said regarding other sources of inequality, such as gender inequality or overall 
job quality, not covered in the study for reasons of space. Moreover, as proven by the 
econometric analysis performed with employee-employer match data of 2014, collective 
agreements at higher than fi rm level (precisely those characteristic of Spanish industrial 
relations) appear to be well suited towards this aim, as ceteris paribus fi rms with their own 
collective agreements also have higher wage inequality. In this regard, the move toward 
fi rm-level collective agreements promoted by the labour reform of 2012 could lead to an 
increase in wage inequality. 

In contrast, collective agreements have not been able to address with similar success 
what is probably the main problem of the Spanish labour market: the high rate of tempo-
rary employment (that is, high level of inequality in terms of job security). As we have 
seen, only a minority of collective agreements deal with this issue, usually by including 
limits on the absolute or relative number of temporary employees in relation to the total 
labour force of the fi rm, or plans to transform temporary into open-ended contracts. Al-
though programmatically the reduction of temporary employment rates has been a key 
aim of Spanish trade unions, the results have been dismal. Moreover, the failure to ad-
dress this issue has also limited the capacity of collective agreements to reduce wage 
inequality, as temporary employees usually have lower wages, among other things, due 
to their diffi  culties in accumulating seniority and the prevalence of seniority wage supple-
ments in most collective agreements (61 per cent of workers under collective agreements 
had this kind of supplement). As seen in the econometric exercise presented in Section 
4.1, those fi rms with a higher proportion of employees with temporary contracts also have 
higher wage inequality. High temporary employment rates are another factor behind the 
predicament of trade unions regarding affi  liation rates, as temp workers are more diffi  cult 
to reach and show lower attachment to trade unions, not so much in terms of satisfaction 
with existing agreements or unions (Fernández-Macías, 2003), but in terms of affi  liation 
rates and knowledge about the existing mechanisms of representation in the fi rm.

In this chapter we have argued that the dichotomy open-ended/fi xed-term should not 
be interpreted in terms of permanent vs fl exible employment. Although numerical fl ex-
ibility often relies on temporary employees, in Section 4.2, using diff erent approaches, we 
have shown how this type of employment is far from permanent. In this regard, insecurity 
is not only an attribute of temporary employees. The existing culture of hire and fi re also 
aff ects open-ended employees, albeit with a lower intensity.

From a diff erent perspective, some argue that the multiannual nature of most collective 
agreements could lead to higher employment losses in the event of unforeseen changes in 
demand (such as the Great Recession). The existence of fl exible mechanisms to review 
collective agreements could help to neutralise such unintended eff ects, but if unilaterally 
applied could also create uncertainty about collective agreements and diminish their role 
in reducing inequality. Moreover, a successful renegotiation of existing collective agree-
ments would require a high level of trust among social partners and information sharing. 
It is diffi  cult to conceive how a unilateral reform of collective agreement regulations, such 
as the two reforms reviewed in this chapter, can foster such requirements.
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12. Shaping the Future of Work in Sweden: The Crucial 
Role of Social Partnership
Dominique Anxo

1. INTRODUCTION

A central pillar of the ‘Swedish model’, the industrial relations system plays a funda-
mental role in regulating the labour market and shaping the development of employ-
ment, skills and wage structures. Powerful and autonomous social partners, a high union 
density coupled with a high rate of coverage of collective agreements and a developed 
and institutionalised social dialogue are the constitutive elements of Swedish industrial 
relations. These elements, together with a centralised and coordinated two-tier bargain-
ing system, create a favourable institutional environment for the emergence of negotiated 
compromises aimed at balancing fl exibility and security in the labour market. Sweden 
thus constitutes a good illustration of a fl exicurity regime based on negotiated fl exibility, 
in which the social partners are extensively involved in determining the necessary frame-
work, encompassing working conditions, wage formation at the industry and company/
local levels, vocational training and the social protection system (notably pensions and 
unemployment benefi ts). Furthermore, notwithstanding increasing income inequality, 
Sweden remains a country with low inequality in absolute terms, regarding both equality 
of outcomes and of opportunities and there is a continuing high degree of social justice. 
According to the European Social Justice index, which covers six dimensions (poverty 
prevention, equitable education, labour market access, social cohesion and non-discrimi-
nation, health and intergenerational justice), Sweden was in fi rst position in 2016 – a posi-
tion it has maintained since 2008 – followed by Finland and Denmark (Shraadd-Tishler 
and Schiller, 2016).

Against this background, the main objective of this chapter is twofold: fi rst, to analyse 
the Swedish industrial relations system and how it interacts with inequality issues; and 
second, to explore the complex relationship between the main components of the Swedish 
fl exicurity regime, on one hand, and the industrial relations system, on the other.

This chapter is structured as follows: after a short description of the main features of 
the Swedish industrial relations system in Section 2, Section 3 examines the relation-
ship between the main transformations of the system and the development of income 
inequality in Sweden. Section 4 describes the constitutive elements of the Swedish fl ex-
ibility regime and the fundamental role played by the social partners. Illustrating the role 
of social dialogue as a productive factor, Section 5 examines the extent to which social 
dialogue during and after the 2008 Great Recession has contributed to the Swedish re-
covery and has limited the development of inequalities. In Sections 6 and 7, we present 
two case studies: the crucial role played by the industrial relations system in promoting 
productivity-enhancing structural changes and favouring skills upgrading (Case Study 1); 
and the Job Security Councils and Transitional Agreements as an illustration of the Swed-
ish fl exicurity regime (Case Study 2). The last section provides some concluding remarks.
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2. THE SWEDISH INDUSTRIAL RELATIONS SYSTEM AND ITS 
IMPLICATIONS FOR INEQUALITY 

The Swedish industrial relations system is characterised by a strong contractual tradi-
tion based on the existence of powerful social partners enjoying considerable autonomy 
from the public authorities. Essentially bipartite, another feature of the Swedish model 
of industrial relations is the crucial role played by the social partners in mechanisms for 
regulating the labour market, notably wage formation and working conditions. With few 
exceptions trade unions and employers’ organisations in Sweden are structured along sec-
toral/industry lines. In spite of a clear tendency to a decentralisation of wage determina-
tion at the company/organisation levels in the past two decades, the Swedish bargaining 
system remains fundamentally a two-tier system in which bargaining takes place fi rstly 
at the industry/sectoral level and afterward at the company/organisation levels. It should 
also be emphasised that, by international standards, this two-tier bargaining model re-
mains centralised and coordinated. 

Despite a recent and signifi cant decline, the average union density in Sweden remains 
one the highest among modern economies (see Table A1 in the Appendix and Section 2.1 
below), at around 70 per cent in 2014.1 The coverage rate of collective agreements is also 
high and at the same date stood at around 90 per cent (84 per cent in the private sector 
and 100 per cent in the public sector, see Table A2 in the Appendix). It should be noted 
that the high coverage rate of collective bargaining in Sweden is not related to the exist-
ence of legal provisions for mandatory extension of collective agreements but rather to 
the high-density rate of employers’ associations and the strong presence of trade unions 
at the fi rm/organisation level.2 In fact, Sweden is characterised by well-established and 
strong employer organisations.3 In 2013, the density rate of employers’ organisations, 
measured as the share of dependent employees working in workplaces affi  liated to em-
ployers’ associations reached 87 per cent, a density rate signifi cantly higher than union 
density (Kjellberg, 2015). 

Social dialogue is institutionalised and well developed; regular consultations take 
place with the social partners4 and are a key element in the government’s policies related 
to employment and social policies. Even though consultations and information sharing 
regarding labour market issues between the government and the parliament and the two 
sides of industry have a long tradition and are a common feature of the political process, 
it should be stressed that 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 through the respective local bodies and trade un-
ion organisations. Tripartite talks do exist and are favoured in Sweden, resulting in either 
encompassing collective agreements or laws/regulations. 

1 The Swedish trade union landscape features three confederations: the Swedish Trade Union Confederation (LO), organising blue-
collar workers, the Swedish Confederation of Professional Employees (TCO) organising white-collar workers and the Swedish Con-
federation of Professional Associations (Saco) organising university graduates.
2 In contrast with some other EU Member States, wage earners are represented by local union ‘clubs’ and not by separate works 
councils. Workplace representatives have a mandate to negotiate. Since the mid-1970s the law in Sweden (Lag (SFS 1976:580) om 
medbestämmande i arbetslivet, law on codetermination in working life) stipulates that, prior to any decision regarding signifi cant 
changes in employment and working conditions, the employer has the obligation to inform and consult the trade union organisation(s) 
in charge of concluding collective agreements.
3 Sweden has three main employer associations: in the private sector, the Confederation of Swedish Enterprise (Svenskt Näringsliv 
SN) and two employer associations in the public sector, the Swedish Association of Local Authorities and Regions (Sveriges Landsing 
and Kommuner, SKL) for local authorities and for the government sector, the Swedish Agency for Government Employers (Arbetsgi-
varverket, Agf).
4 Social partners are usually represented on parliamentary and government committees responsible for drawing up employment and 
social policies. In this way, the social partners exert signifi cant infl uence on the contents of labour market legislation. 
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Figure 1 Trends in wage dispersion (P90/P10) by gender (upper panel), and sectors 
(lower panel), Sweden, 1992–2015

Sources: SCB (2016).

It should also be emphasised that Swedish labour law is limited by comparison with 
labour legislation in other EU Member States, and it is for the most part ‘optional’; that 
is to say, most provisions of labour market legislation may be, wholly or partly, amended 
by collective agreements. The bipartite and contractual nature of labour market regula-
tion, coupled with the high union density and high coverage rate of collective bargaining, 
create a favourable institutional environment for the emergence of negotiated compro-
mises aimed at balancing fl exibility and security in the labour market. As stressed in Anxo 
(2013), Sweden constitutes therefore a good illustration of a fl exicurity regime based on 
negotiated fl exibility, where the social partners are extensively involved in the regula-
tion of working conditions, wage formation at the industry and company/local levels, 
the shaping of vocational training but also the social protection system, such as pensions 
(complementary pension) and unemployment benefi ts.

By international standards, the extent of wage and income inequality is low in Sweden. 
The Swedish wage structure remains compressed despite a tendency since the mid-1990s 
to rising wage dispersion (see Figure 1). The lower wage dispersion in Sweden, the low-



Inequalities and the World of Work: What Role for Industrial Relations and Social Dialogue?

388

est among OECD countries according to a recent study (Paccagnella, 2014) can be at-
tributed to a series of interrelated factors: a centralised and coordinated wage bargaining 
system limiting wage disparities between fi rms and industries, relatively high collectively 
agreed wage fl oors and last but not least the strong bargaining power and implantation 
of Swedish trade unions, both at the industry and company levels, favouring a more bal-
anced outcome regarding wage structure and wage development. This more balanced out-
come is not limited to wage structure but in addition concerns working and employment 
conditions. The role of the social partners is also central regarding lifelong learning and 
training facilities and occupational mobility, as illustrated by their active involvement in 
the shaping of traditional (passive and active) labour market policies or by the so-called 
security councils and transitional collective agreements aimed at limiting the detrimental 
consequences of structural changes and collective redundancies (see Case Studies 1 and 
2).

Against the backdrop of the severe economic crisis of the early 1990s and the imple-
mentation of several structural reforms, income inequality has been on the rise in Sweden. 
While it is true that these reforms are aimed at enhancing work incentives and secur-
ing the long-term sustainability of the social protection system, it is also clear that they 
have strengthened the role of the market, reduced the degree of decommodifi cation of 
the Swedish welfare state and contributed to an increase in income inequality in Sweden 
(Anxo, 2015, 2016a and Figure A2 in the Appendix). While the reduction of the generos-
ity of the social protection system, the reform of taxation, in particular capital taxation, 
and the growth of fi nancial markets5 might explain part of the rise in income inequality, 
other factors might also have contributed to the widening of income distribution since the 
mid-1990s, such as the changes in industrial and wage setting systems. In Section 3 we 
attempt to link the development of income inequality in Sweden with the main transfor-
mation of the Swedish industrial relations system. 

3. TRANSFORMATION OF THE SWEDISH INDUSTRIAL RELATIONS 
SYSTEM AND DEVELOPMENT OF INEQUALITIES 

3.1 Level of Centralisation and Coordination

From the mid-1950s to the early 1980s, the Swedish industrial relations system relied on 
highly centralised and coordinated collective bargaining. In 1983, Sweden experienced a 
rupture in the three decades of a centralised and coordinated system. Following the aban-
donment of national inter-industry agreements in the mid-1980s collective bargaining in 
both the private and public sectors nowadays takes place at two levels: industry/sector 
and enterprise/organisation.

The weakening of mechanisms for coordinated collective bargaining, the resurgence 
of industrial disputes during the 1980s (see Figure A4 in the Appendix), the threat of 
state intervention, high wage infl ation and the dramatic increase of unemployment dur-
ing the recession of the early 1990s all had a decisive impact on the emergence of new 

5 The stock market fl ourished during the second half of the 1990s and equities became a common means of saving for a increasing 
share of Swedish households. By the end of the 1990s around 60 per cent of all households were shareholders (Gustafsson and Palmer 
2002).
6 The Swedish Federation of Blue-Collar Workers in the Engineering Industry (IF, Metall), affi  liated to LO; the Swedish Federation 
of White-Collar Workers in Industry (Unionen), affi  liated to the TCO; and the Swedish Association of Graduate Engineers (Sveriges 
Civilingenjörförbundet, CF).
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compromises regarding industrial relations. The three main trade unions6 in the sector ex-
posed to international competition asked their employer counterparts to consider the pos-
sibility of setting up a new procedural rule that fostered both industrial peace and wage 
increases guaranteeing balanced growth and a return to full employment. The ensuing 
talks culminated in the signing of an ‘Industry Agreement’ on Cooperation on Industrial 
Development and Salary Formation in 1997 (Industriavtalet). One of the main innovative 
features of the Industry Agreement, apart from its tendency to re-coordinate collective 
bargaining, is that it explicitly regulates the conduct of negotiations and the resolution of 
disputes. If there is any risk of industrial action, the social partners concerned are obliged 
to notify the ‘impartial chairs’ before the start of the notice period for a strike or lockout 
(Anxo and Niklasson, 2006). These changes in industrial relations also 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 
modifi cations in wage setting led to a perceptible increase in real wages, in contrast to the 
previous period (mid-1970s to the end of the 1980s), which was characterised by real-
wage stagnation. The signifi cant changes in the orientation of monetary policy7 – namely 
the complete autonomy of the Swedish Central Bank and the introduction of a clear infl a-
tion target8 in the mid-1990s – in conjunction with the abovementioned re-coordination 
mechanisms in wage setting also without doubt had an impact on wage formation and 
wage developments. The social partners in both the private and the public sector were 
aware that wage developments not compatible with productivity growth and macroeco-
nomic balance would not, as previously, be accommodated by devaluations but lead to the 
implementation of a restrictive monetary policy (interest rate increase), with a potential 
negative impact on employment and unemployment. 

We may argue that this reorientation of monetary policy played a crucial role in wage 
development by deterring excessive wage increases and wage infl ation. It encouraged 
wage moderation (but still real wage increases), and rising employment right up to the 
2008 Great Recession. On the other hand, the reformulation of economic policy in the 
mid-1990s – that is, the priority given to fi ghting infl ation and ensuring fi scal consolida-
tion measures – clearly refl ects a weakening of the political commitment to the goal of 
full employment, as illustrated by unemployment rates well above those experienced dur-
ing the Golden Age of the Swedish model. We may therefore argue that the higher level of 
unemployment since the mid-1990s changed the balance of power between the two sides 
of industry in favour of capital and weakened the bargaining power of trade unions and 
contributed to the increase of income inequality in Sweden. In other words, if the increase 
in income inequality can partly be ascribed to the weakening of the bargaining position of 
trade unions, partly to the decline of union density (see next section), the deterioration of 
the situation in the labour market, with high and growing unemployment, is a determining 
factor of this evolution.

In addition to the establishment of new procedural rules aimed at insuring industrial 
peace and a re-coordination of wage bargaining at the industry level, we have witnessed 
since the second half of the 1990s a clear tendency towards a decentralisation and indi-
vidualisation of wage setting and working conditions at the company/organisational level. 
This has been the case in both the private and public sectors. In other words, the above-
mentioned tendency to re-coordinate collective bargaining at the industry level should not 

7 In particular, the change of monetary regime (fl oating 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. 
8 That is, 2 per cent per year, within a range of plus or minus 1 per cent.
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be viewed as a weakening of the role played by enterprise-level/organisation-level nego-
tiations. Negotiations at the company/organisation level play a central and growing role in 
the setting of wages, as well as in the terms and conditions of employment. In fact, enter-
prise/organisation-level bargaining has tended to gather strength in the past decade, par-
ticularly in the public sector (Anxo, 2013). The acceptance of a more individualised type 
of wage formation based on individual skills/characteristics and performance/productiv-
ity rather than on job characteristics, as had been the case in the past with the application 
of the ‘solidaristic wage policy’,9 testifi es to societal changes regarding wage norms and 
norms of fairness, among both private and public employees and their representatives. 
The marked tendency towards decentralisation, diff erentiation and individualisation of 
wages and terms and conditions of employment coincides with a wider dispersion of the 
wage distribution (see Figure 1 above). It is worth noting, however, that the still strong 
and powerful trade union organisations and high union density at company/organisation 
level in Sweden lead to negotiated forms of wage individualisation and diff erentiation. It 
is also worth highlighting that the modifi cation of the Swedish bargaining system was the 
outcome of a long process that began as early as the mid-1980s, and the 2008 severe eco-
nomic downturn did not entail changes in collective bargaining mechanisms. On the other 
hand, the dramatic deterioration of the situation in the labour market induced a series of 
initiatives and agreements from the two sides of industry aimed at limiting the negative 
consequences of the economic downturn (see Section 5).

The long-term decline in low-skilled jobs and the concomitant increase in demand 
for high-skilled jobs, combined with the higher return to education witnessed during the 
past two decades, help to explain this increase in wage inequalities, because wage for-
mation among high-skilled occupations is more individualised and diff erentiated. There 
are therefore strong reasons to believe that the tendency towards more decentralised and 
individualised wage setting has increased wage dispersion, particularly for high-skilled 
white-collar workers. As stressed in Anxo (2016a and 2016b) if the reduction in the size 
of the middle class and the corresponding increase in the size of lower and upper-income 
groups explain the increased income inequality and polarisation of Swedish society, the 
decline in the demand for low-skilled jobs (see Section 5) and the increase in relative 
wages for high-skilled workers might have contributed to this development. 

3.2 Trends in Union Density 

Over the past two decades Sweden has experienced a signifi cant decline in union density. 
Several factors help to explain the fall of trade union membership in Sweden by almost 
12 percentage points between 1990 and 2014 (see Table A1 and A2 and Figure 2 below). 
Parallel to this development the coverage rate of collective agreements has also shown a 
slight tendency to decline, from 94 per cent in 1995 to 89 per cent in 2013 (see Table A3 
in the appendix). 

It is important here to distinguish between long-term transformations related princi-
pally to major changes in employment and occupational structure and short-term factors 

9 The ‘solidaristic’ wage policy involved not only the application of the principle of equal pay for equal work (irrespective of sec-
tors, regions or the profi tability of companies) but also eff orts to reduce wage diff erentials between jobs, that is, to promote a more 
compressed wage structure. The primary motivation for the implementation of this wage norm was not only fairness and equity, but 
even economic effi  ciency by fostering and promoting productivity-enhancing structural changes through the closure of unproductive 
plants and/or rationalisation at the company level.
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linked to specifi c measures or the business cycle. In particular, the reduction of employ-
ment in manufacturing industry10 and the public sector due to fi scal consolidation meas-
ures and budget cuts initiated in the 1990s, combined with changes in societal norms 
(individualistic values) explain part of the long-term decline of union density. The succes-
sive reforms of the employment protection system in Sweden, in particular the introduc-
tion of short-term contracts not requiring justifi cation from the employer, combined with 
the deregulation of employment intermediation in the early 1990s, has contributed to a 
signifi cant increase in employment instability and growing duality in the labour market 
between insiders and outsiders. The rise of short-term contracts has also contributed to 
the decline of union density in Sweden; union density is signifi cantly lower among peo-
ple on fi xed-term contracts compared with those on open-ended contracts (74 per cent 
versus 47 per cent). Even though structural factors explain the long-term decline of union 
density in Sweden, the acceleration of this decline after 2006 is closely related to policy 
measures, in particular the reform of the unemployment insurance system initiated by the 
centre-right government in 2007 and 2008. This reform resulted in a notable reduction 
in the generosity of the Swedish unemployment insurance system; the income replace-
ment rate fell from 80 to 70 per cent after 200 days of unemployment and the maximum 
duration for receiving unemployment benefi ts was reduced to 300 days. Furthermore, 
the fi nancing of unemployment insurance was modifi ed: the contributions of the vari-

10 The propensity to join a trade union being traditionally higher in these two sectors.
11 The Swedish unemployment insurance system is a so-called Ghent system based on voluntary membership subsidised by the 
state. Diff erent trade unions covering diff erent industries administer the unemployment insurance funds. 

Figure 2 Trends in Union density, Sweden, 1990-2014

Sources: Mediation Offi  ce (2014) and Kjellberg (2015).
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ous unemployment funds administered by the trade unions (Ghent system11) were dra-
matically increased and diff erentiated according to the unemployment level in the sector/
industry concerned. In other words, a system of experience rating was introduced, and 
individual unemployment insurance contributions increased or decreased depending on 
whether unemployment grows or declines in an industry. This reform entailed a large rise 
in individual monthly contributions; in some cases, unemployment insurance fees paid 
by individuals tripled.12 The consequence was both a large decrease in union membership 
and a dramatic decline in the number of dependent employees covered by the unemploy-
ment insurance system: around 500,000 employees left the system between 2007 and 
2008.13 As reported by Kjellberg (2015), the decline of union density in the aftermath 
of the unemployment insurance reform was unprecedented and as a whole dropped by 6 
percentage points (from 77 per cent in 2006 to 71 per cent in 2008). 

The 2008 fi nancial crisis particularly hit sectors exposed to international competition 
and blue-collar workers (Anxo 2011 and Section 5). Against this background, the reform 
of unemployment insurance fi nancing had a strong impact on union density among LO 
members, in particular within manufacturing industry, but also in low-skilled and low 
paid sectors, such as hotels and restaurants and retail, with high labour turnover and 
large shares of short-term contracts. There are therefore strong reasons to believe that a 
signifi cant part of the recent decline of union density in Sweden was a consequence of 
this reform. In early 2014, the centre-right coalition government again changed the rules 
concerning unemployment insurance fi nancing, restoring individual monthly unemploy-
ment insurance fees to their 2006 level.14 Against this backdrop, the number of unemploy-
ment insurance members has increased during the past two years by almost 55,000, but 
still remains below its 2006 level. More recently, the Social Democratic-Green coalition 
government that took offi  ce in September 2014 increased the unemployment insurance 
income replacement rate. There are strong reasons to believe that these two recent meas-
ures will contribute at least to stabilising and at best to increasing again the level of union 
density in Sweden and limit the negative impact of the reform of the unemployment in-
surance system on the development of income inequalities. 

4. FLEXICURITY À LA SUÉDOISE: THE CRUCIAL ROLE OF THE SOCIAL 
PARTNERS

Developed during the 1990s and early 2000s, the concept of fl exicurity (Auer, 2010; Mad-
sen, 2002; Wilthagen and Rogowski 2002; and Wilthagen and Tros, 2004 ) is a broad 
concept covering areas such as labour legislation, labour market policy, social protection 
system and skills development. The fl exicurity approach, which was espoused by the EU 
Commission in the mid-2000s, can be considered a policy strategy aimed at ‘enhanc-
ing the fl exibility of labours markets, work organisation and labour relations on the one 
hand, and to enhance security – employment security and social security – notably for 

12 To illustrate, between 2006 and 2009 the individual monthly unemployment insurance fees for construction workers increased 
from SEK 116 (€11.9) to SEK 455 (€46.6), for workers in engineering industries from SEK 93 (€9.9) to SEK 384 (€40.9) and for 
employees in hotels and restaurants from SEK 97 (€9.9) to SEK 430 (€44.0) (Kjellberg, 2014). If you add the normal affi  liation fee 
for being a member of a trade union, the monthly cost increase was signifi cant.
13 The share of the workforce covered by unemployment insurance decreased from 80 per cent to 67 per cent between 2007 and 
2009.
14 Two main reasons explain this change: new general elections and the fact that the reform of unemployment insurance implied that 
a large number of wage earners, in particular low-paid/low-skilled employees with unstable employment conditions, lacked suffi  cient 
protection in case of unemployment, which amplifi ed the risk of social exclusion.
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weaker groups in and outside the labour market, on the other’ (Wilthagen and Rogowski 
2002). According to this defi nition, it appears that fl exicurity is a central component of 
the Swedish model. Three constitutive elements of the Swedish fl exicurity model can be 
distinguised: industrial relations sytem, active labour market policy and training system 
and a modern social security system, which combines the provision of adequate income 
support with the need for labour market mobility and fl exibility. 

4.1 The Crucial Role of the Industrial Relations System

As already stressed one of the basic elements of the Swedish model is a strong contractual 
tradition and the crucial role played by the social partners in mechanisms for regulating 
labour market working conditions and wage formation. As also previously mentioned, 
Swedish labour law is limited in comparison with labour legislation in other Member 
States, and it is for the most part ‘optional’; that is to say, most provisions of labour mar-
ket legislation, such as working time regulation, employment protection and so on, may 
be, wholly or partly, amended by collective agreements. This distinctive feature coupled 
with the high union density provides for considerable leeway for the emergence of fl exi-
curity arrangements based on collective agreements at the industry and local/company 
level, and makes it possible to better adapt the regulatory framework (statutory laws) to 
fi rms’ productive constraints and workers’ preferences as regards working conditions. In 
other words, any assessment of the impact of labour market regulations in Sweden must, 
in addition to statutory law, consider both the relationship between law and collective 
agreements and the content of collective agreements at both the industry and fi rm levels. 

A fi rst illustration of the Swedish fl exicurity regime concerns the Employment Pro-
tection Act (SFS (1982:80), Lag om anställningsskydd). International comparisons of 
employment protection indicate that Sweden has fairly restrictive legislation, although 
it does not stand out as extreme by European standards. Swedish employment protec-
tion legislation dates back to the 1974 Employment Protection Act (Lagen om Anställ-
ningsskydd LAS). The law presumes that, unless otherwise stipulated, an employment 
contract is open-ended. When terminating the contract the employer must provide a valid 
reason and advance notice. Since the mid-1990s several amendments to the Employment 
Protection Act have been made. In 1997 the Parliament ratifi ed a new bill leading to the 
creation of new forms of fi xed-term contract designed to increase fl exibility in the labour 
market. The employer got the opportunity to hire, for a limited duration, without having 
to specify a particular reason. However, an employer could only use a maximum of fi ve 
such contracts and a particular individual could not be employed under such a contract 
for more than twelve months during a three-year period. The most important element of 
the 1997 law is that the Employment Protection Act may now be amended by a company-
level agreement without having to pass through a validation procedure by central organi-
sations, provided that the parties had a central agreement in other matters. In both respects 
Sweden is fairly unique. In most countries, statutory law is a fl oor of guaranteed mini-
mum workers’ rights upon which collective agreements may build, but not erode, further 
protection for the employee. In Sweden, however, for instance the Working Time Act and 
several paragraphs of the Employment Protection Law permit bargaining outcomes that 
may entail not only higher but also lower levels of protection. 

Traditionally, employment adjustment due to structural and technological changes in 
Sweden, with the consent/support of the trade unions, has mainly taken the form of ex-
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ternal numerical fl exibility, combined with active labour market policy measures. The 
Swedish social partners since the mid-1970s have negotiated security and transitional 
agreements to help displaced workers to fi nd new jobs quickly, by way of adjustment 
measures and fi nancial support (See Table A4 in the Appendix for a list of agreements). 
By supplementing the role of local public employment agencies, these agreements, cover-
ing nowadays around 75 per cent of employees, help to improve the security of employ-
ees and to enhance matching effi  ciency in the labour market and have played an important 
role in ameliorating the deep economic downturn of 2008. Sweden is in this way unique 
in that the social partners assume the responsibility of a major part in active employment 
policy measures. These agreements reinforce also the social legitimacy and the positive 
attitude of trade unions towards structural changes. These negotiated fl exicurity arrange-
ments are a good illustration of the Swedish regime of fl exicurity and constitute one of 
our case studies (see Section 6.2).

Another illustration of negotiated fl exicurity arrangements in Sweden concerns the 
regulation of working time. The Swedish Working Hours Act (1982) appears to be par-
ticularly fl exible and has, since the late 1950s, also left the social partners free to negotiate 
and draw up 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.15 Besides the obvious eff ect of protecting individuals not 
covered by collective bargaining and limiting the externalities coupled with longer hours, 
the optional nature of the law has encouraged the social partners to negotiate fl exible 
working time arrangements at the industry or fi rm level. To illustrate, most of the bar-
gaining areas encompassed in the above-mentioned ‘Industry Agreement’ apply a yearly 
working time norm. Also an innovative working time arrangement called ‘Life working 
time’ (Livstidsarbetstidspremie) allows for 0.5 per cent of labour income per year to be 
saved in a working time account. The time savings account can be used to take a leave of 
absence or reduce working time, or may be taken out in cash (except in the engineering 
sector). 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 in-
troducing a working time bank, which seems to be quite common within this bargaining 
area. 

4.2 Labour Market and Education Policies 

The second pillar of the Swedish fl exicurity model is active labour market policy pro-
grammes (ALMP). Since the early 1950s, labour market policy has been a central element 
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. 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. Like the Danish fl exicurity model (Mad-
sen 2004) one of the salient features of the Swedish fl exicurity regime is the emphasis 
on active labour market policy (activation). The preference for employment promotion 
programmes has always dominated over benefi t options for the unemployed. As previ-

15 For example, the dispositions contained in the collective agreement between the Swedish Metal Workers’ Unions (Metallar-
betareförbund) 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 
effi  cient use of equipment and greater individual working time fl exibility.
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ously 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 saw also a re-orientation of the ALMP emphasising meas-
ures designed to improve effi  ciency and develop occupational and geographical mobility. 
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 during 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 of upper secondary school. Participants were eligible for the same grants 
and loans as for ordinary adult education, and special education support was given to 
participants receiving unemployment insurance benefi ts. The size of the programme was 
unprecedented: in the period 1997–2002 more than 10 per cent of the labour force was 
enrolled in ‘Knowledge Lift’.16 

During the current recession (2008–2011) the volume of participants in the various 
ALMP programmes was also gradually increased and supply-oriented and 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 upper 
secondary education for adults, as well as the number of places at universities and col-
leges. The government also extended possibilities for early school leavers to complete 
their education by participating in training programmes. The growing role of matching 
measures and vocational training in ALMPs during the past two decades is therefore 
evidence of the importance that successive governments and the social partners have at-
tached to occupational mobility and to the development of skills over the life course. The 
re-orientation of ALMP towards traditional labour market training and adult education 
can therefore be considered an attempt to upgrade the skills of the labour force in light 
of the extensive restructuring that the Swedish economy experienced during the 1990s. 

Statutory leaves of absence in Sweden are not confi ned to the existing generous and 
fl exible parental leave system, which allows better reconciliation between work and do-
mestic/care activities. Since 1974, employees have been able to take career breaks to 
pursue training/study. The legislation on training leave is particularly fl exible and gives 
individuals considerable leeway in their choice of studies. Access to training leave is 
also promoted by a system of public loans with highly subsidised interest rates and 
other repayment terms. The Employee’s Right to Educational Leave Act (SFS 1974:981) 
had two aims; to encourage social and occupation mobility and to facilitate access to 
education for employees with the lowest levels of compulsory education. The Act is ex-
ceptionally liberal in allowing all workers with at least six months’ service to follow the 
training of their choice, with no restriction on either the type or length of training which 
may, therefore, be in a fi eld completely unconnected with the worker’s job. The arrange-
ments for taking leave are also very fl exible: absence may be on an hourly basis (several 
hours a week combined with normal work) or taken in a block. As with the other forms 
of statutory leave of absence, the right to training leave is backed by a full employment 

16 To illustrate, in 1999 a maximum of 228,000 persons were enrolled in the Knowledge Lift programme; by comparison the number 
of pupils attending regular upper-secondary school was 300,000 at the same date. An evaluation of the outcomes by Albrecht et al. 
(2004) shows that the impact of Knowledge Lift on the probability of obtaining employment was on average signifi cantly positive.
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guarantee; employees are reinstated in their jobs with the same working conditions and 
the same pay. 

Another characteristic of the Swedish education system is the major opportunity it pro-
vides to complete education,17 either through adult education18 or a training course within 
the framework of labour market policy. At the workplace level access to on-the-job train-
ing or the opportunity for an employee to further develop their skills is an important com-
ponent of the Swedish lifelong learning system. Development in the area is also largely a 
matter for the social partners.

4.3 Modern Social Protection Systems

Despite the abovementioned reforms of the welfare state, which reduced the extent of its 
decommodifi cation, the Swedish social protection system remains clearly universal and 
inclusive in nature and still enjoys a high level of political and public support across the 
board. The Swedish welfare state remains a societal model based on a generous social 
protection system, egalitarianism, proactive policies for promoting gender equality and 
fi ghting against discrimination and social exclusion, as well as strong public and politi-
cal involvement in the provision of a wide range of services (Anxo 2013 and 2015). The 
generous and comprehensive Swedish social protection system appears to be a constitu-
tive and crucial element of the Swedish fl exicurity regime, reducing the cost of mobility 
and transitions across the life course. High quality and subsidised childcare facilities, 
combined with large statutory opportunities to adapt working time over the life course, 
through various forms of income compensated legal absenteeism (parental leave, leave 
for sick child or relatives and study leave) with complete employment guarantees and a 
reversible time option allow more fl exible management of work, investment in human 
capital and family commitments over the life cycle. Taken together, this policy confi gura-
tion appears to be an effi  cient tool to secure individuals’ labour market integration, foster 
employment continuity over the life course and improve gender equality. In our view, the 
Swedish social protection system constitutes an integrated and coherent system of time 
and income management over the life course, combining security and fl exibility. It should 
also be stressed 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 period of entitlement, for example 
regarding unemployment and sickness benefi ts, parental and training leaves and pension 
(occupational pensions). In other words, the role of the social partners is not limited to the 
regulation of the labour market stricto sensu but extending these amendments of the statu-
tory regulations to the realm of social protection via collective agreements constitutes an 
important element and crucial characteristic of the Swedish fl exicurity system19 (Palmer, 
2014; Sjögren-Lindquist and Wadensjö, 2006; Svenskt Näringliv, 2016).

17 In relation for example to early drop out from the education system.
18 Adult education in Sweden has a long tradition and has expanded markedly since the end of the 1960s.
19 Around 90 per cent of employees are covered by collectively agreed insurance schemes with higher compensation in case of ill-
ness, 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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5. THE ROLE OF THE SOCIAL PARTNERS AND SOCIAL DIALOGUE IN 
THE SWEDISH RECOVERY

As a small, export-oriented economy strongly exposed to international competition, Swe-
den was hard hit by the 2008 global fi nancial crisis. In the wake of the global fi nancial cri-
sis, the Swedish economy started to deteriorate rapidly in the second half of 2008, and in 
2009 real GDP decreased by 5.0 per cent. With this severe drop in aggregate demand and 
output, employment decreased by around 100,000 between 2008 and 2009 (an employ-
ment rate decrease of 2.1 percentage units from 80.3 per cent in 2008 to 78.2 per cent in 
2009) and an increase in the unemployment rate from 6.2 to 8.3 per cent. The fall in out-
put and employment was marked in manufacturing, in particular in the male-dominated 
export-oriented industries, with a decrease of 14 per cent. 

However, sound public fi nances, due, among other things, to early fi scal consolidation 
measures and structural reforms initiated during the 1990s gave the Swedish government 
room for manoeuvre in conducting a so-called ‘Keynesian’ macroeconomic policy in 
order to maintain aggregate demand and limit the negative impact of the crisis on em-
ployment, household income, consumption and welfare. In order to counteract the rise of 
unemployment, in particular long-term unemployment, the number of participants in the 
various ALMP programmes was gradually increased, from 171,000 in 2008 to 314,200 in 
2014 (see Public Employment Service, 2015). While it is true that the abovementioned re-
inforcement of ALMP measures and the various activation policies and education meas-
ures (in particular the lifelong learning facilities) do not per se create new jobs in the 
short run, they remain good instruments for securing transitions from unemployment to 
employment and improving the allocation of resources between sectors. These policy 
measures, by increasing labour market participation, have favoured social inclusion and 
have limited the development of long-term unemployment, which remains very low by 
international standards. 

The Swedish economy recovered quickly with a 6.6 per cent increase in real GDP in 
2010 and one of 2.6 per cent in 2011 (4.1 per cent in 2015). Employment also increased 
by 25,000 in 2010 and on average 1.4 per cent between 2011 and 2015. Sweden’s rela-
tively rapid recovery from the fi nancial crisis in 2009–2010 can be ascribed to several in-
tertwined factors: the expansionary fi scal policies conducted by the Swedish government, 
more favourable macroeconomic conditions with a quick upturn of exporting industries 
thanks to an expansionary monetary policy and a fl oating exchange-rate regime, but also 
social dialogue and wage moderation. 

Regarding the development of social dialogue during the 2008 global fi nancial crisis, 
the recession had no negative impact on industrial relations20 and the period 2008–2011 
remained characterised by industrial peace (see Figure 3) in sharp contrast to the situa-
tion during the previous recession in the early 1990s.21 Since, as previously mentioned, 
the bulk of labour market regulations, working conditions and wage setting in Sweden 
are determined and regulated by collective agreement, an analysis of measures initiated 

20 Currently, there are in Sweden more than 650 central collective agreements on wages and general terms and conditions of em-
ployment. It should be noted that the 2008 crisis per se did not impact negatively on the number of agreements, union density or the 
coverage rate of collective bargaining.
21 The deep recession of the early 1990s took the form of a dramatic employment crisis. In just three years – from 1990 to 1993 
– the rate of employment decreased by more than 10.5 percentage points to about 73 per cent, and the rate of open unemployment 
increased nearly fi vefold, from less than 2 to around 10 per cent of the labour force. Furthermore, the government’s annual budget 
defi cit increased from about zero to some 14 per cent of GNP, while public debt increased from 38 per cent to 76 per cent between 
1990 and 1995.
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to combat the impact of the economic crisis on employment and macroeconomic balance 
cannot therefore be limited to government action. In contrast to other countries, with 
weaker industrial relations systems and unbalanced bargaining power between the two 
sides of industry, the specifi city of the Swedish industrial relations system also implies a 
more balanced sharing of the cost of the crisis in terms of both working conditions and 
inequalities at work. An analysis of the past two waves of the European Working Condi-
tions Survey conducted by Eurofound in 2005 and 2010 (Anxo 2013) did not reveal a 
signifi cant deterioration of working conditions in Sweden in the aftermath of the reces-
sion. Working time did not undergo large adjustments, work intensity remained almost 
unchanged and work satisfaction and work–life balance opportunities seem even to have 
increased during the period. 

As far as wage setting is concerned, experience from the deep economic crisis of the 
early 1990s shows that wage moderation had characterised wage developments during 
the second half of the 1990s and early 2000s. There were therefore strong reasons to 
expect that, in the wake of the current and severe economic and fi nancial crisis, wage 
agreements would also be concluded in order to preserve employment stability and limit 
further increases in unemployment. In eff ect, an analysis of collective agreements shows 
that wage moderation, and not wage cuts as in some other Member States, characterised 
the rounds of collective bargaining during and after the crisis. The depreciation of the 
Swedish currency due to an expansionary monetary policy, combined with wage mod-
eration, resulted in a slowdown in the rate of increasing labour costs. This slowdown 
helped to alleviate the negative eff ects of the recession on output and employment. The 
bulk of the adjustment in the public sector took also the form of wage moderation (Anxo, 

Figure 3 Number of industrial confl icts, Sweden, 1985–2014

Source. Mediation Offi  ces (2014).
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2013), with the public sector following the same moderate wage developments as in the 
private sector. According to short-term wage statistics from the Swedish Mediation Offi  ce 
(2015), the rate of wage increases in 2009 and 2010 for the economy as a whole was 3.3 
and 2.5 per cent, respectively, signifi cantly below those recorded in 2007–2008 in both 
the private and the public sector. The stable nominal wage increase continued also during 
the post crisis years 2010–2015, when wage agreements concluded remained in the range 
of 2.5–3.0 per cent. In our view, these developments illustrate well the extent of Swedish 
negotiated wage fl exibility during a recession, and the willingness of the two sides of in-
dustry to share more equally the burden of the crisis and limit the potential impact of the 
recession on employment, wage distribution and inequality. 

As already stressed, in line with the core elements of the Swedish fl exicurity model, 
economic downturns and structural changes in Sweden have seldom been accommodated 
by public measures aimed at protecting jobs and have mainly taken the form of external 
numerical fl exibility, combined with active labour market policy measures. Following this 
tradition, the Swedish adjustment process in operation during the 2008 global economic 
crisis was a mix of negotiated numerical fl exibility and active support of dismissed work-
ers through active labour market policy measures and/or negotiated agreements helping 
redundant workers to fi nd new jobs rapidly or to enhance their employability (see Case 
study 2, Section 7 and Table A4 for a list of related collective agreements).

However, even though there was no government measure for maintaining employ-
ment by means of short-time working schemes during the early phase of the 2008 global 
fi nancial crisis, as for example in Germany, initiatives were taken by the two sides of 
industry. By way of illustration, the trade union federation IF Metall and the Associa-
tion of Swedish Engineering Industries concluded a framework agreement on temporary 
layoff s, wage adjustments and training in March 2009. The agreement was valid until 
31 March 2010, with a three-month notice period. To be valid, the agreement had to 
be endorsed by local agreement between the employer and the union. Under the agree-
ment, a person temporarily laid off  from work could receive at least 80 per cent of their 
usual monthly wage. The Swedish Industrial and Chemical Employers’ Association, the 
Employers’ Association of the Steel and Metal Industry, the Employers’ Association of 
Swedish Mine Owners, the Employers’ Federation of Welding Engineering and IF Metall 
signed a temporary redundancy pay agreement on 2 March 2009, enabling local partners 
at the fi rm level to conclude agreements on temporary layoff s. This agreement is similar 
to the agreement between IF Metall and the employers in the Association of Swedish 
Engineering Industries. Some 400 companies affi  liated to the Association of Swedish 
Engineering Industries concluded such agreements. Most of them covered both manual 
and non-manual workers. On average, these short-time working agreements included an 
18 per cent reduction in working hours and a 13 per cent reduction in wages. The average 
duration of these agreements was a little over six months.22 In the wake of the tripartite 
talks initiated by the government in 2011, the Swedish Parliament (Riksdag) adopted a 
new law on short-time working in December 2013 (SFS 2013:948). According to the 
law, it is possible to implement a state subsidised short-time working scheme in case of a 
severe economic recession. State support is restricted to companies in the private sector 
covered by a collective agreement at the industry level on short-time working. The rules 
regarding short-time working must be stipulated by a collective agreement at the com-
pany level. As further stipulated by the law, the state, the employers and the employees 

22 According to IF Metall these agreements helped to safeguard between 12,000 and 15,000 jobs.
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(through wage reduction23) will share the cost of short-time working, the contribution of 
the state being one-third.

6. CASE STUDIES

6.1 Case Study 1: Technological Changes, Skill Structure and Inequalities: The 
Role of Industrial Relations and Flexicurity Arrangements

Like many modern societies, during the past half-century Sweden has undergone large 
structural transformations. The long-term trend in employment by broad sectors shows a 
large decline of employment in agriculture and manufacturing and a signifi cant increase 
in the service sector. The shift from a traditional industrial society towards a modern wel-
fare state and knowledge-intensive service economy in Sweden has also had important 
implications for the development of the skills and occupational structure. 

Figure 4 gives a graphical representation of the modifi cation in the distribution of jobs 
and employment structure between 1985 and 2011, distinguishing between periods of 
job creation (Figure 4 upper panel) and job destruction (Figure 4 lower panel). As shown 
by the fi gure the patterns of job creation and destruction during the past three decades 
indicate a signifi cant diminution, both in absolute and relative terms, of jobs in the lower 
tail of the job distribution and a clear increase in jobs in the upper tail of the distribution. 
Contrasting with ‘liberal’ market-oriented economies, such as the United States and the 
United Kingdom, which have experienced a polarisation of their job structures during the 
past half century, Sweden has experienced a rather 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. This has also been particularly marked during recessions, in particular the dramatic 
economic downturn of the early 1990s that resulted in a massive destruction of jobs in 
the middle and lower tails of job distribution and a weak increase in jobs in the upper 
tail of the occupational structure. This pattern of job upgrading has also characterised the 
current economic crisis, as shown by Figure 4 (lower panel), with a clear destruction of 
jobs in the lower tail, but also a signifi cant increase in high-skilled, high-paid jobs. It is 
also interesting to note that the 2008 global fi nancial crisis did not entail an increase in 
the polarisation24 of the occupational structure (see Figure 4 lower panel). The 2008 crisis 
predominantly implied a destruction of low-skilled and low-paid jobs, while high-skilled, 
high-paid jobs have increased.

If anything, there are reasons to believe that the skill upgrading process during the 
last crisis has slightly increased wage and income inequality, but the Gini coeffi  cient re-
mained almost unchanged between 2009 and 2015 (from 0.267 to 0.270 in 2015). While 
cuts in the social protection system and taxation reform – in particular, capital taxation 
and the growth of fi nancial markets – explain part of the rise in income inequality in 
Sweden since the mid-1990s the changes in industrial relations and wage setting systems 
might also have contributed to the widening of income distribution. The shift towards 
more decentralised and individualised wage setting has led to an increase of wage dis-

23 The wage reduction is 12 per cent in case of a working time reduction of 20 per cent, 16 per cent in case of a working time reduc-
tion of 40 per cent and a maximum of 20 per cent in case of a working time reduction of 60 per cent. 
24 By polarisation of the job structure we mean here a concomitant increase of both low-skilled and high-skilled jobs and a destruc-
tion of jobs in the middle layers of the occupational structure.
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persion, particularly among high-skilled white-collar workers. Despite the tendency for 
rising wage inequalities (see Figure 1), the centralised and coordinated collective bar-
gaining system and a still compressed wage structure, with the lowest wage dispersion 
among OECD countries (Paccagnella, 2014), have prevented the development of low 
paid/low-skilled jobs in Sweden and instead have boosted policies favouring an upgrad-
ing of skills. In eff ect, large investment in labour saving technologies and research and 
development and the associated increase in demand for high-skilled jobs, the well-de-
veloped lifelong learning and training system, the expansion of tertiary education during 
the past three decades, as well as a more balanced bargaining power between the two 
sides of industry have limited the tendency towards job polarisation found, for example, 
in ‘liberal’ market-orientated economies. In other words, the specifi city of the industrial 
relations system favouring a relatively compressed wage structure with high collectively 
agreed wage fl oors has promoted productivity-enhancing structural changes, limited the 
development of low-paid/ low skilled jobs and contributed to the development of a high-
skilled knowledge-intensive workforce. On the other hand, the reduction of demand for 
less qualifi ed jobs has also impacted negatively on the possibility for low-skilled/low 
educated workers to get a job and increased their propensity to become unemployed. The 
limited impact of structural/technological changes and economic crisis on inequality in 
Sweden can be largely explained by massive investment in human capital and the exist-
ence of lifelong learning/training facilities, active labour market policy programmes (in 
particular labour market training schemes) and, last but not least, the existence of 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 (see 
Case study 2, Section 7 below).

Figure 4 Long-term changes in occupational structure, period of job creation (upper 
panel) and period of job destruction (lower panel). Average annual absolute change in 
job-wage quintiles, Sweden, 1985-2011

Source. Anxo (2016a). 
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6.2 Case Study 2: Job Security Councils and Transitional Job Agreements 

6.2.1 Introduction

As noted previously, the specifi city of the Swedish industrial relations system, together 
with the contractual nature of labour market regulation, creates a favourable institutional 
environment for the emergence of negotiated compromises aimed at balancing fl exibility 
and security in the labour market. This specifi c 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 so-called job security/
transitional job agreements that were established by the social partners on a bipartite basis 
to support employees and companies aff ected by restructuring. In the context of the 2008 
economic crisis, these innovative instruments appear to be particularly interesting.

In the case of collective redundancy due to restructuring or individual notice due to 
shortages of work the Swedish social partners have negotiated security/adjustment agree-
ments in order to help workers who have been given notice to fi nd rapidly new jobs by 
way of adjustment measures25 and fi nancial support. By supplementing the role of public 
employment agencies, these agreements, covering around three-quarters of the labour 
force, contribute to improving the security of employees and enhancing the matching 
effi  ciency and geographical and occupational mobility in the labour market. These agree-
ments reinforce also the social legitimacy and the positive attitude of trade union towards 
structural changes. The support programmes are administrated by organisations – the 
so-called Security Councils (trygghetsråd) and Job Security Foundations (trygghetsstif-
telser) – specially designed for this purpose. The employers fi nance the various activities 
by paying a contribution amounting to 0.15 to 0.3 per cent of the wage bill. All employees 
covered by these agreements are included in the activities, regardless of whether they are 
union members or not. 

The main objective of this section is to identify the key instruments used by the Swed-
ish social partners to accommodate and manage structural changes, namely through the 
setting up of the aforementioned job security councils or similar ‘transitional agencies’ 
aimed at reducing the negative consequences of restructuring on employees, fi rms and 
society as a whole.

6.2.2 History 

The fi rst job security councils were established in 1974, in a context of declining econom-
ic growth and signifi cant job losses, as well as important waves of industrial restructuring 
(textile, shipyard industries and so on). During this period the main instruments used to 
address labour market imbalances were traditional active labour market policies, imple-
mented by the Public Employment Service (PES). The PES was responsible for delivering 
labour market training for blue-collar workers, although at the time it was increasingly 
criticised for not providing adequate support to displaced white-collar workers. Besides, 
the PES would rarely get involved in ongoing restructuring processes because its primary 
target group was unemployed jobseekers rather than employees aff ected by restructuring. 
One of the rationales behind the development of these innovative transitional practices 
and the creation of the fi rst job security councils was therefore that the services provided 

25 It can be anything from simple advice, such as how to improve a CV, to more far-reaching measures, such as changing occupation 
or starting a business.
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by the public employment agencies were regarded as inadequate and ineff ective to meet 
the requirements of dismissed white-collar workers (Diedrich and Bergström, 2006). For 
a long time, job security councils and transitional job agreements – that is, agreements 
between social partners on active measures and fi nancial support for job transition during 
restructuring – have primarily covered white-collar employees in the private and public 
sectors and employees in the cooperative sector. Corresponding arrangements have ex-
isted for state employees (Job Security Foundation, TS) and for employees in banking 
and fi nance (Employment Security Foundation, BAO) since the early 1990s. In 2004, a 
job transitional agreement (Omställningsingsavtal) was concluded between the Swed-
ish Trade Union Confederation, LO (Landsorganisation, LO) ) and the Confederation 
of Swedish Enterprise (Svenskt Näringsliv), encompassing almost 1 million blue-collar 
workers in the private sector and administered by the Job Security Foundation (TSL). 
More recently, in 2010 municipal and county council employees were also covered by 
new job security agreements between, on one hand, the Swedish Association of Local 
Authorities and Regions (SKL) and, on the other, the Municipal Workers’ Union (Kom-
munal), the Public Employees` Negotiation Council (OFR) and the Academics Alliance 
(AkademikerAlliansen).

There are currently 16 diff erent job security councils in Sweden, covering around 3 
million out of approximatively 4.5 million dependent employees (see Table A4 in the Ap-
pendix for a description of the main job security councils). 

6.2.3 Organisation, Implementation and Funding

The job security councils were established in order to administer and perform the vari-
ous support activities stipulated in the respective job security agreements. Each job se-
curity council has a supervisory board of representatives of the social partners involved 
in the agreement, with membership on a parity basis. The board decides upon the scope 
and content of the support that is to be granted. The job security councils’ employees 
– both advisors and consultants – have a high degree of freedom to prepare, based on 
the decisions made by the supervisory board, the individual support for each redundant 
employee. This possibility of providing support tailored to the needs of the individual is 
considered to be one of the strengths of the Swedish job security councils. Their activities 
are fi nanced by the employers through an annual contribution amounting to 0.3 per cent 
of a company’s wage bill. 

The types of organisation that provide and implement the support activities also vary 
between the various job security and job transitional agreements. Some job security 
councils have created their own organisation with ‘in house’ advisors or consultants, 
while others – entirely or partly – engage private providers operating in the ‘transitional 
job/labour market’ that emerged in Sweden in connection with the deregulation of out-
placement and the end of the public monopoly of job placement in 1993.26 To illustrate, 
the TRR Job Security Council (Trygghetsrådet, TRR, see Table A4 in the Appendix) for 
white-collar employees in the private sector has created its own structure, TRR Outplace-
ment, designing and performing support activities ‘in house’, including guidance and 
training activities. On the other hand, the largest council in terms of affi  liated employees, 
the Job Security Council (Trygghetsfonden, TSL) for blue-collar workers in the private 

26 The actors performing the support activities range from private temporary work agencies, public and private outplacement 
consultants, regional organisations working with restructuring, private insurance companies, web-based services and the job security 
councils.
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sector, outsources all support activities and has signed contracts with nine suppliers of 
outplacement services. Based on the contract signed between the TSL and its suppliers, 
the local partners can order specifi c, tailor-made restructuring programmes, which are 
then implemented in the workplace. It should also be noted that the cooperation between 
these actors and the councils – the restructuring activities – may start as soon as the notice 
of dismissal is given.

6.2.4 Support Activities and Measures

The job security council plays an important role at diff erent stages in the restructuring 
process. In the initial stage of the process, counsellors provide the employer as well as 
trade union representatives with expertise related to the restructuring process per se. Once 
the decision has been taken on which restructuring strategy to pursue, the second phase 
involves guidance and support to the employees aff ected by restructuring.

Figure 5 Timing of interventions and support activities, job security councils, Sweden

The Swedish approaches are strongly focused on providing support for workers al-
ready aff ected by restructuring, namely curative and compensatory measures; to date, 
preventive measures have been limited. The support measures off ered by the job security 
councils take several forms, including severance payments and complementary unem-
ployment compensation above the standard unemployment benefi t in order to guarantee a 
decent level of income during the transitional period. According to individual rights stipu-
lated by the various job security agreements, fi nancial support can be ensured through 
paid leave, earnings supplements, sponsorship enabling individuals to try out a new job 
to see if it suits both parties, extended occupational health services, early retirement and 
pension benefi ts). Some job security agreements also provide a wage diff erential between 
the wage of the previous job and the wage of a new but lower paid job (Diedrich and 
Bergström, 2006).

Besides fi nancial support and economic compensation, individual plans are designed 
and developed through a number of meetings with the advisors appointed by the job 
security councils. The fi rst step is often an assessment of the worker’s skills and require-
ments. Redundant workers are assisted in drawing up a professional training path aimed 
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at enhancing their employability and promoting their occupational mobility. The most 
recurrent measures for individuals aff ected by redundancy include the following readjust-
ment measures: information about labour market and training possibilities both locally 
and globally; personal guidance, advice and counselling (advice on education and career 
choices); coaching on job search processes; personal development activities individually 
or in groups; fi nancial support for further education and training; and support in fi nding 
new employment through the councils’ own channels or other routes, or support in start-
ing a new business. The measures provided are fl exible and the support activities are 
tailored to the needs of the individual, taking into account their qualifi cations and pro-
fessional interests, as well as personal concerns. The relationship between the displaced 
worker and the job security council advisor continues as long as the person remains a 
client. A typical average duration is six to eight months (Diedrich and Bergström, 2006).

According to statistics collected by the Job Security Foundation (Trygghetsråd, 2016), 
the various Job Security Agreements have included approximately 18,500 restructuring 
projects and has supported more than 100,000 dismissed employees between 1990 and 
2009. Around 75 per cent of these workers found a new employment, while 25 per cent 
remained unemployed. In 2015, nine out of ten of dismissed job seekers found a new job 
or became self-employed within seven months following their fi rst contact with the Job 
Security Foundations. Among the displaced workers around 10 per cent start their own 
company and 80 per cent remained in business after two years. Furthermore, around 70 
per cent of the displaced workers obtained an equal or higher salary in their new job ( 
Bergström, 2009 and Trygghetsråd, 2016).

One possible explanation of the relative success of the job security councils in limiting 
the negative individual consequences of structural changes, in particular, is the signifi cant 
degree of fl exibility and freedom concerning the choice of measures implemented to help 
redundant workers. Being a comparatively small organisation also makes it easier for 
these transitional agencies to intervene quickly; rapidity of intervention is crucial for a 
successful transitional process. It should also be stressed that the job security agreements, 
by regulating severance payments and redundancy compensation, may make it less costly 
for an individual employer to restructure. These lower costs might also explain why re-
structuring processes seems to be shorter in Sweden than in other EU countries (Sjögren-
Lindquist and Wadensjö, 2006). 

7. CONCLUSIONS AND POLICY ISSUES

With its strong negotiation tradition, the Swedish industrial relations system remains the 
archetype of a bipartite agreement-based model, in which the social partners play an es-
sential role in determining the mechanisms for regulating the labour market, working 
conditions and wage formation. Despite a small decline in union density during the past 
two decades, both sides of industry remain fi rmly in control of labour market regulations 
and wage setting. As previously explained, Swedish labour law is limited in comparison 
with labour legislation in other EU Member States and most provisions of labour market 
legislation may be – wholly or partly – amended by collective agreement. This distinc-
tive feature, coupled with high union density, gives rise to considerable leeway for the 
emergence of fl exicurity arrangements based on collective agreements at the industry and 
local/company level, making it possible to better adapt the regulatory framework to fi rms’ 
productive constraints and workers’ preferences as regards working conditions. The spe-
cifi c features of the Swedish industrial relations system, characterised by a relative bal-
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ance of power between the two sides of industry, also helps to explain why Sweden, 
despite a tendency to increasing income inequality and increasing class polarisation, re-
mains a country with a compressed wage structure, low income disparities and extended 
social justice. 

The centralised and coordinated collective bargaining system and a still compressed 
wage structure with relatively high wage fl oors and the lowest wage inequality among 
OECD countries have also prevented the development of low paid/low-skilled jobs in 
Sweden and instead have boosted policies favouring upgrading skills. In eff ect, large 
investment in research and development, a well-developed lifelong learning and training 
system, the expansion of tertiary education during the past three decades, as well as a 
more balanced bargaining power between the two sides of industry have limited the ten-
dency towards job polarisation found, for example, in ‘liberal’ market-orientated econo-
mies. In this context, the Swedish job security councils and transitional job agreements 
have played a fundamental role in alleviating the detrimental consequences of structural 
changes on individuals, in particular by limiting long periods of unemployment, which 
we know are a crucial determinant of social exclusion and increased inequality. These 
agreements constitute a good illustration of a regime of fl exicurity and negotiated fl exibil-
ity, combining individual security for employees and fl exibility for employers with regard 
to necessary restructuring and readjustment measures. The joint management structure of 
the social partners appears also to be a clear advantage, reinforcing the social legitimacy 
as well as the positive attitude of Swedish trade unions towards structural and technologi-
cal changes and productivity-enhancing restructuring. 

The Swedish industrial relations system and its well-developed social dialogue have 
also played a determinant role during the last recession, and helps to explain why the cost 
of the crisis has been more evenly distributed between diff erent socio-economic groups. 
Contrasting with other Member States, the 2008 economic downturn has not adversely 
aff ected employment conditions through wage cuts, longer working hours, higher work-
loads and increased work intensity, as has been the case in other EU Member States. 
The Swedish experience thus remains a good illustration of the positive role played by 
developed social dialogue based on a balance of power between the two sides of industry 
in mitigating and absorbing the negative impact of external macroeconomic shocks, as 
well as in limiting the development of income inequalities and favouring social cohesion.
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APPENDIX

Table A1 Trends in union density by industries, Sweden, 1990–2014

1990 1996 2006 2008 2010 2014 Var. 
2008–
2006

Var. 
2010–
2008

Var. 
2014–
2010

Var. 
1990–
2014

Blue-collars
a 89 92 84 81 79 76 –3 –2 –3 –13
a 90 90 81 73 71 67 –8 –2 –4 –23
a 68 74 64 57 57 53 –7 0 –4 –15
a 70 77 67 58 57 53 –8 –1 –4 –17
a 92 96 87 83 83 77 –4 0 –6 –15
a 84 87 77 71 69 64 –6 –2 –5 –20

Non-Manual/White-collars
a 82 83 80 75 77 80 –5 2 2 –2
a 60 63 62 56 61 62 –6 5 2 –2
a 66 73 65 60 63 65 –5 3 2 +1
a 94 93 89 85 86 89 –4 1 –2 –5
a 81 83 77 72 73 77 –5 1 1 –4
All 
sec-
tors/
occup.

82 84 77 71 71 70 –6 0 0 –12

Sources: Mediation Offi  ce (2014) and Kjellberg (2015).
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Table A2 Coverage rate of collective bargaining, Sweden, 1995–2013 (% of dependent em-
ployees)

Sector 1995 2005 2007 2010 2013 Var. 
2013–
2017

Var 
2013–
1995

Private   90  89  86  84  84  –2  –6
Public  100  100  100  100  100  0  0
All  94  93  91  89  89  –2  –5
Sources: Mediation Offi  ce (2014) and Kjellberg (2015).

Table A3 Share of workers covered by collective agreements, Sweden, 1995-2013 
(private and public sectors; %)

 1995 2005 2008 2009 2010 2011 2012 2013
Private  90  89  84  85  84  84  85  84
Public  100  100  100  100  100  100  100  100
Both sectors  94  93  90  90  89  89  90  89
Sources: Mediation Offi  ce (2014) and Kjellberg (2015).

Table A4 Main job security councils and job security foundations, Sweden (Case study 2)

Name of the council/
agreement (date of the 
latest agreement)

Number of organisa-
tions/fi rms involved 
and number of 
salaried employees 
covered by the 
agreement

Sector/industry; 
category of dependent 
employees

Social partners 
involved in the 
agreement

Trygghetsfonden, TSL 
Job Security Fund, 2004 
(2004)
(http://www.tsl.se)

Approx. 1 million de-
pendent employees and 
100 000 companies

Manufacturing industry 
and trade; blue-collar 
employees in the private 
sector

Svenskt Näringsliv 
(Confederation of 
Swedish Enterprise) – 
Swedish Trade Union 
Confederation (LO)

Trygghetsrådet TRR 
Job Security Council 
1974, (1998) (http://
www.trr.se)

Approximately 700,000 
employees and 32,000 
companies

Manufacturing industry 
and trade; mainly white-
collar employees in the 
private sector

Svenskt Näringsliv 
(Confederation of 
Swedish Enterprise) – 
Federation of Salaried 
Employees in Industry 
and Services (PTK)

Trygghetsstiftelse TS, 
Job Security Founda-
tion, 1990 (1998)
(http://www.tsn.se)

245,000 employees and 
250 public companies 
and organisations

Central government 
employees 

Arbetsgivarverket 
(Swedish Agency for 
Government Employ-
ers) – Public Em-
ployees’ Negotiation 
Council (OFR), Confed-
eration of Professional 
Associations (SACO-
S), Union for Service 
and Communications 
Employees (SEKO)
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Table A4 Main job security councils and job security foundations, Sweden 
(Case study 2) (cont.)

Name of the council/
agreement (date of the 
latest agreement)

Number of organisa-
tions/fi rms involved 
and number of 
salaried employees 
covered by the 
agreement

Sector/industry; 
category of dependent 
employees

Social partners 
involved in the 
agreement

Trygghetsfonden BAO/
fi nansförbundet, BAO/
Financial Sector Union 
Employment Secu-
rity Foundation 1992 
(1997) (http://www.
trygghetsfonden-bao-
fi nansforbundet.se)

Approximately 45,000 
dependent employees 
and 150 companies 
(banks, broker compa-
nies and other fi nancial 
institutions)

Banking and fi nancial 
sector; white-collar 
employees 

Swedish Employer 
Association of Banking 
Institutions (BAO) and 
Finansförbundet (Finan-
cial Sector Union)

KFO-Handels Em-
ployment Security 
Agreement for Salaried 
Employees 1974 (1982) 
(http://www.kfo.se)

Approximately 35,000 
salaried employees

Cooperative businesses 
and non-profi t organisa-
tions; shop assistants, 
warehouse workers, 
hairdressers, white-
collar employees

Cooperative Employers’ 
Association (KFO) and 
the Handelsanställdas 
förbund (Commercial 
Employees’ Union)

KFS-Companies’ Em-
ployment Security Fund 
1994 (1994)
(http://www.kfs.net)

Approximately 30,000 
employees, 500 mu-
nicipal/county owned 
or privately owned 
municipal-related com-
panies

Service and communi-
cation, health education, 
etc.; both blue- and 
white-collar employees

Organisation for Local 
Enterprises (KFS), Mu-
nicipal Workers’ Union, 
Union of Commercial 
Employees, Union for 
Service and Commu-
nications Employees, 
Association of Health 
Professionals, Teach-
ers’ Union, Association 
of Graduate Engineer 
and Local Government 
Offi  cers.

Trygghetsrådet TRS 
Employment Security 
Foundation (1974) 2004 
(http://www.trs.se) 

Approximately 400 
companies/organisation 
and 30,000 employees

Cultural and non-profi t 
organisations; mainly 
white-collar employees 

Arbetsgivarealliansen 
(Employer Alliance), 
Svenskt Scenkonst 
(Swedish Performing 
Arts Association) and 
Federation of Salaried 
Employees in Industry 
and Services (PTK)

Omstänningsfonden, 
2010

More than 1 million 
employees

Municipalities and 
county councils (white-
collars)

Sveriges Kommuner 
and Landsting and 
employesr organisa-
tion Pacta träff ade 
LO-Kommunal, OFRs 
förbundsområden and 
AkademikerAlliansen

Source: Trygghetsrådet (www.trs.se), Bäckström and Otosson (2006) and Diedrich and Bergström (2006).
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13. Inequality at Work in the United Kingdom: How 
Perforated Industrial Relations Worsen Inequalities 
and Hold Back Progress on Equalities
Damian Grimshaw and Mat Johnson

1. INTRODUCTION

The United Kingdom is one of the emblematic cases in Europe where inequalities be-
tween the better off  and worse off  have widened during two generations of trade union 
decline. There are serious problems of long-term austerity policy measures, too many sec-
tors trapped in a low productivity/low skill cycle and damaging short-term business fi xes 
caused by ‘maximising shareholder value’ strategies. At the same time, the United King-
dom’s perforated industrial relations model, characterised by fragmented collective bar-
gaining structures and limited workplace mechanisms for worker voice, also shares some 
of the blame for the failure to generate a fairer distribution of economic gains among the 
workforce. Inequalities take many forms and include diff erences in pay levels (by oc-
cupation and by gender for example), as well as unequal status caused by employment 
contract, associated with diff erences in rights to employment protection and social protec-
tion. A further feature of inequality is related to the complex and often opaque organisa-
tion of services and manufacturing along supply chains, involving practices of subcon-
tracting that often place some workers in more precarious positions of employment than 
others. Judging by the UK media attention, questions of inequalities in employment may 
be considered today’s grand ‘social question’ and demand urgent eff orts, through the joint 
actions of unions, employers and government, to make labour markets more inclusive and 
more equal by extending employment rights and welfare state protections to all workers 
and addressing biases in the wage distribution.

The aim of this chapter is to investigate the relationship between industrial relations 
and inequalities. It starts by identifying four core features of the United Kingdom’s in-
dustrial relations model and considers the interaction with inequalities over the past two 
decades, with a focus on the post-crisis years. The next section considers the outcomes for 
modes of fl exibility and security with a focus on the strength of the unilateral managerial 
prerogative that arises from the United Kingdom’s perforated industrial relations system 
and the relatively weak framework of employment rights. These issues are analysed in 
detail through the lens of two case studies. The chapter concludes with recommendations 
for policy and practice.

2. INDUSTRIAL RELATIONS TRENDS AND INEQUALITIES 

Comparative cross-national research on the inter-relationship between industrial relations 
institutions and patterns of inequality displays two narratives. On one hand, it often seeks 
to uncover relatively stylised bivariate correlations drawing on quantitative data. On the 
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other hand, it looks at the societally idiosyncratic, changing and contingent factors that 
shape the institutional eff ects on inequalities, on the other. Both tendencies are helpful in 
informing our analysis of the UK case. Quantitative comparative analyses have for many 
years supported the hypothesis that more centralised and coordinated wage bargaining 
on the whole displays a monotonic and negative relationship with the level of wage in-
equality (for example, Dahl et al., 2013; Dell’Aringa and Pagani, 2007; Jaumotte and 
Buitron, 2015; OECD, 1993; Rowthorn, 1992). A sub-set of studies also show that the 
same is broadly true with respect to measures of gender wage inequality (for example, 
Blau and Kahn, 1992; Rubery et al., 1994) and shares of low wage employment (Gautié 
and Schmitt, 2010; Salverda and Mayhew, 2009). Such analyses for Europe place the 
United Kingdom at an extreme of country outcomes. Figures 1a and 1b show that its de-
centralised wage bargaining, low collective bargaining coverage and weak union density 
are associated with relatively high indicators of wage inequality and a high incidence of 
low wage employment compared with other countries in Europe. However, Figure 1c 
suggests that the relationship with the average gender pay gap is not so clear. On one 
hand, the United Kingdom has lower collective bargaining coverage than the EU average 
(30 per cent and 55 per cent, respectively) and registers an above-average gender pay 
gap (18.3 and 14.9, respectively), but on the other hand there is little evidence of a cross-
country pattern in Figure 1c.1

At the same time, the more detailed institutionalist accounts show that in fact there 
are multiple, changing contingencies – related to welfare state policy, the production 
system (demand for high-skill/low-skill jobs), education and training, gender relations, 
corporate governance and macroeconomic conditions – that shape the inequality eff ects 
of industrial relations institutions, such as collective bargaining. For example, during a 
period of restrictive macroeconomic fi scal policy, traditional wage bargaining institutions 

1 For the volumes arising from these projects, see the publications by the author in the references.
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Figure 1 The United Kingdom in European comparison: industrial relations indicators 
and wage inequalities, 2016

Sources: a) Eurofound country classifi cation scheme (Eurofound 2016: fi gure 9) combined with interdecile 
gross earnings from the OECD database (www.oecd-ilibrary.org/employment/data); b) collective bargain-
ing coverage from ICTWSS/Visser database (November 2015 version, ‘AdjCov’) and low-wage data from 
Eurostat (Structure of Earnings survey 2010, share of all employees earning less than two-thirds of median 
hourly earnings); c) same for collective bargaining coverage and gender pay gap data from Eurostat (diff er-
ence in average gross hourly earnings all paid employees, 2014, except Greece 2010, Ireland 2012).
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are likely to be severely curtailed in their eff ects on wage equalities. For example, while 
centralised public sector pay systems may ordinarily be equality enhancing, during a pe-
riod of public spending restrictions when governments impose restrictions on job hires 
and wage settlements, the same pay systems can quickly have adverse consequences for 
equality – particularly gender equality, given women’s over-representation among public 
sector workers (Karamessini and Rubery, 2015). Also, in some countries relatively eff ec-
tive institutions of collective bargaining may be at risk of being crowded out by an active 
minimum wage policy where there is insuffi  cient role for social dialogue in minimum 
wage fi xing and/or inadequate attention to problems of low pay among employers and 
trade unions (Grimshaw and Bosch, 2013). And recent research on the ways in which new 
ownership structures extract wealth from corporations demonstrates that the eff ects on 
returns to executive pay, levels of skills investment and pay prospects for workers mostly 
remain outside the traditional spheres of industrial relations infl uence and require broader 
coalitions of stakeholders in collective counter-actions, including for example representa-
tives of pension funds and progressive tax bodies (Appelbaum and Batt 2014; Watt 2008). 
As such, concern for inequalities among workers needs to be complemented by attention 
to what is happening to the share of aggregate income earned by labour relative to capital.

Table 1 Five industrial relations governance features in the United Kingdom and 
their inequality eff ects, 2010–2016

Industrial relations 
governance features

Social dialogue/ worker 
voice features

Evidence of inequality 
eff ects (2010–2016)

1. Weak/absent collective 
bargaining (private sector)

Majority of workers uncov-
ered
Single employer bargaining 
dominates, shift from negotia-
tion to consultation rights

Strong evidence of inequality 
– High earnings inequality
– Falling real wages
– High share of low-wage 
employment
– Exploitation of workers in 
NSFE

2. Strong quasi-collective 
bargaining (public sector)

Mix of tripartite Pay Review 
Bodies and collective bar-
gaining, two-tier structures
Well developed systems of 
workplace representation and 
employer associations
Strong state interventions 
post-2010 to control pay and 
conditions, privatisation and 
outsourcing

Reversal of pre-2010 equality 
eff ects
– More equal wage structure 
than private sector (low-high, 
male-female)
– Relatively harmonised 
rights for NSFE
– Adverse austerity eff ects for 
gender equality

3. Single channel workplace 
representation

Union representatives (shop 
stewards), no works councils
Growth in non-union repre-
sentatives (many not elected)

Mixed inequality outcomes
– Enhanced employee rights 
and more inclusive approach 
to NSFE at workplace level
– Limits of union structures 
in context of myriad forms of 
subcontracting across work-
place/organisation boundaries

Notes: NSFE = non standard forms of employment.
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In our account of the United Kingdom we therefore incorporate examples of these 
kinds of contingencies where they have been shown to shape the eff ects of industrial rela-
tions on inequalities. Our framework builds on the approaches of Crouch (2010, 2015) 
and Marginson and Sisson (2006) in setting out a list of governance features associated 
with the United Kingdom’s model of industrial relations (Table 1). This approach covers 
collective bargaining (distinguishing the private and public sectors) and union represen-
tation at workplace level, as well as management regulation and government legislation, 
because it is the combination of these features, arising from state, employer and union 
interests and actions, which shape the employment relationship. The following discus-
sion assesses each of these governance features in turn, the associated character of social 
dialogue and worker voice, and the consequences for inequalities and equalities. The 
analysis considers the current state of play (2010–2016) in a context of trends over two 
decades.

2.1 Limited Collective Bargaining in the Private Sector Drives Inequality and 
Exploitation

Compared with the mid-twentieth century, when for two decades or so multi-employer 
bargaining was a stable and comprehensive means of regulating employment in private 
sector workplaces (Brown, 2010: 257), the early twenty-fi rst century is characterised by 
very low collective bargaining coverage that leaves the vast majority of private sector 
workers (84 per cent in 2015) outside jointly regulated protection.2 It is now a highly 
perforated national system. Over the two decades since 1995, union membership in the 
private sector has fallen from 26 per cent to 15 per cent among men and from 15 per cent 
to 12 per cent among women (14 per cent total). Because the United Kingdom does not 
use extension mechanisms to extend the scope of those collective agreements in place 
(as in France, for example), the share of private sector workers protected by a collective 
agreement has dropped in close parallel with falling unionisation, from 23 per cent to 
16 per cent. There is nevertheless a wide range of experience, especially by sector and 
employment type: for example, in 2015 the share of employees whose pay was aff ected 
by a collective agreement varied from a high of 50 per cent in the privatised utilities (gas, 
electricity) to a low of just 5 per cent in accommodation and food services; and while 
while 17 per cent of employees in full-time employment were covered, this falls to 13 per 
cent for part-time employment and 12 per cent for temporary employment.

Separating out the private sector from the public sector, Figure 2 draws the trends in 
union density and collective bargaining coverage alongside three indicators of earnings 
inequality –P90/P10, P90/P50 and P50/P10 – with reference to gross hourly earnings 
excluding overtime for all private sector employees. Earlier studies showed that the fall 
in union density in the 1980s was a key factor associated with the rise in wage inequal-
ity following a decade of incomes policies, high union density and a compressed wage 
distribution (Gosling et al., 1995). Since then, the continued fall in union density and 
collective bargaining protection in the private sector has bolstered the persistently high 
level of wage inequality. Top decile earnings (P90) were more than four times bottom 
decile (P10) earnings for most of the period shown. However, the inter-decile measure of 
inequality has reduced signifi cantly since 2013, due to a compression of earnings in the 

2 All data on union membership and collective bargaining coverage are derived from the Labour Force Survey, accessed from the 
Offi  ce of National Statistics (see BIS 2016).
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bottom half of the wage distribution: median (P50) earnings fell from 1.65 to 1.54 as a 
ratio of bottom decile pay (see below on changing minimum wage policy). The pattern 
of inequality contrasts strongly with that of the public sector workforce (Figure 2b). Here 
we fi nd inter-decile inequality is considerably lower (ranging from around 3.6 to 3.1 over 
the period). Also, the gap between the highest paid (P90) workers in the public sector and 
middle earners (P50) is smaller than in the private sector. Finally, the relative range of the 

Figure 2 Trends in union density and collective bargaining coverage and earnings in-
equality, United Kingdom, 1995–2015

Source: Earnings data from Annual Survey of Hours and Earnings published data (‘Public and private sec-
tors Table 13’); union density and collective bargaining (CB) coverage data from BIS (2016).

�

�
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Box 1 Two examples of private sector collective agreements in low wage sectors

Despite low collective bargaining coverage in the UK private sector, there are many signifi cant 
examples of collective agreements. In low wage sectors such as retail, security and business 
cleaning, such agreements do infl uence the level and character of low wage work but tend to 
focus on a specifi c equality issue, such as youth equalities or bottom-weighted settlements for 
the very lowest paid. 

For example, more than 300,000 workers in the United Kingdom are employed by the mul-
tinational retail chain Tesco and are covered by a collective agreement with USDAW the main 
retail union. Two issues are notable. On one hand, the union has focused successfully on im-
proving pay for young workers employed by Tesco and achieved harmonisation of youth and 
adult rates in 2010 following six years of campaigning. This means that young workers at 
Tesco earn considerably more than statutory minimum wage rates: 16–17 year olds earned 
almost double the minimum in 2016–2017 (£7.62 and £4.00, respectively). On the other hand, 
however, the collective agreement has been far less successful at maintaining a wage premium 
for adult workers (aged over 21) above the minimum wage. When the minimum wage was 
introduced in 1999, the collectively negotiated base rate of pay was 23 per cent higher. Over 
the years this has steadily shrunk, down to 15 per cent by 2010 and to just 10 per cent by 
2015–2016. With the introduction in April 2016 of a new, higher minimum wage for workers 
aged 25 years and over the wage gap has shrunk even further for older adults to just 6 per cent 
for 2016–2017. The result is a convergence of adult workers’ pay with the statutory wage fl oor, 
which means that the full benefi ts of each year’s increase in the minimum wage are not passed 
on to Tesco’s low wage workforce.

A second example concerns the global security company G4S and the GMB trade union. 
G4S has a workforce of around 30,000 in the United Kingdom and conditions are covered 
by two collective agreements, one for cash transit services and one for regular security. The 
force of collective negotiation (and strikes) has been been far more eff ective for cash transit 
services workers among whom union membership is close to 100 per cent and product market 
competition less intense. In a landmark fi ve-year pay settlement (2005–2010), workers won 
a cumulative 35 per cent pay rise, double that of the cumulative 17 per cent rise in the statu-
tory minimum wage during this period and raising their base rate of pay to 72 per cent higher 
than the minimum wage. By contrast, union eff orts to improve pay for the higher number of 
regular security services workers have been less eff ective. The main obstacle is that G4S UK 
refuse to negotiate a single company-wide agreement because it argues this confl icts with its 
business model of balancing wage costs with income streams across the diff erent contracts for 
security services. The result is that workers providing services on a construction site might be 
paid the minimum wage while others securing one of the Royal Bank of Scotland offi  ces might 
earn considerably more. However, even across diff erent RBS sites, G4S workers are paid dif-
ferently to do the same job: in 2016 G4S security workers earned £8.36 at one of the London 
sites, £7.54 in Birmingham and £7.54 in Manchester. The strong connection between contract 
pricing and pay rates undermines union eff orts to address low pay and wastes resources on 
hundreds of pay negotiations for each contract which could be better invested in a single over-
arching company-wide agreement.

Source: company and union documentation available online and Grimshaw et al. (2010).
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upper half wage distribution (P90 to P50) and the lower half wage distribution (P50 to 
P10) has remained relatively stable over the two decade period in the public sector.

Parallel with the high level of private sector earnings inequality is a persistent high 
share of workers in low-wage employment. As we saw in Figure 1, the United Kingdom 
is an outlier among western European countries. In fact it displays greater commonality 
with a group of central and eastern European countries – namely Bulgaria, Estonia, Lat-
via, Lithuania, Poland and Romania – all with low collective bargaining coverage and a 
high incidence of low wage employment. It is in fact the private sector, with its highly 
perforated collective bargaining and weak union protection that contributes the lion’s 
share of low wage work in the United Kingdom. 

Table 2 records estimated levels of low wage work in the private and public sectors at 
points in time during the period 1997–2016; low wage work is defi ned as earnings less 
than two-thirds of median pay for all employees (gross, excluding overtime). Around 
one in four private sector workers were low paid over the period (a high of 27 per cent 
in 2010), compared with less than one in ten public sector workers. Jointly agreed and 
regulated pay scales for public sector workers provide a strong defence against the prolif-
eration of low wages witnessed in the private sector where collective agreements are rare 
in low-wage sectors (although see Box 1 for exceptions, as well as Case study 1 below). 
Other factors are also relevant, however, including composition eff ects (a higher share of 
jobs in the private sector requiring limited skills or qualifi cations) and the outsourcing of 
low-wage public services work to the private sector (including security, catering, clean-
ing and care work) (Cunningham and James, 2009; Grimshaw et al., 2014; Lloyd et al., 
2013); Table 2 in fact shows that the fall in low wage work in the public sector during 
1997–2010 coincided with a rise in the private sector.

2.2 Stronger Joint Wage Regulation in the Public Sector Delivers a Better Record 
on Equalities

Unlike most European countries, union membership and workplace union presence are 
very much stronger in the United Kingdom’s public sector than in the private sector. 
Three features contribute to this relatively strong position. First, formalised and largely 
centralised systems of wage-setting arrangements (with explicit provision for arbitration) 
have proven for the most part resilient, despite recurrent political campaigns to fragment 

Table 2 The incidence of low-wage employment in the private and public sectors, 
United Kingdom, 1997–2016

1997 2005 2010 2016
Private sector em-
ployees

25.8% 26.4% 27.3% 24.3%

Public sector employ-
ees

14.5% 11.1% <10% <10%

All employees 22.1% 21.6% 21.4% 19.1%
Notes: Authors’ estimation of low wages based on published decile earnings levels; an estimate of <10% is reported 
where the bottom decile earnings are higher than the labour market threshold for low wages defi ned as two-thirds of 
median earnings, gross hourly pay excluding overtime, all adult employees.
Source: Annual Survey of Hours and Earnings, Tables 1 and 13.
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and decentralise wage-fi xing. Wage setting is most likely to occur at national level in the 
form of separate sector agreements, covering the majority of schools, for example, or lo-
cal authorities or public hospitals. Unilateral management wage-setting is the exception; 
just 9 per cent of public sector workplaces used this for some workforce groups compared 
with 53 per cent of private sector workplaces (2011 WERS data). Secondly, the public 
sector enjoys relatively well developed systems of workplace representation: 92 per cent 
of public sector workplaces have recognised unions compared with only around one in 
ten in the private sector (9 per cent in private manufacturing and 12 per cent in private ser-
vices). A third contributory feature is that there are well organised employer associations 
in the public sector, with separate bodies for the higher education sector, NHS employers, 
local government employers and fi re and rescue services, among others. 

Despite its relative strengths, the spirit of voluntarist, multi-employer collective bar-
gaining in the public sector is hampered for two reasons: (i) the government has exercised 
considerable authority since 2010 in imposing fi rst a pay freeze (2011–2013), then a 1 
per cent cap on annual settlements for most public sector workers (ongoing at the time 
of writing, early 2017); and (ii) most workers are covered by a quasi-form of collective 
bargaining, a pay review body,3 in which members are appointed by government and 
make recommendations to government (on the basis of union, employer and government 
evidence) and then government exercises the right of veto. 

The greater centralisation of pay arrangements in the public sector compared with 
the private sector in the United Kingdom is associated with a more compressed wage 
structure and a better record on gender pay equity. Moreover, especially during periods 
of public sector employment growth (for example, 1999–2010), the public sector can 
be expected to have made a signifi cant contribution to off set further widening of wage 
inequality across the economy as a whole and, refl ecting the high share of relatively well 
paid female employees, to have contributed to the overall narrowing of the average econ-
omy-wide gender pay gap. Analysis for the period 1986–1995, a period of public sector 
restraint similar to the post-2010 period, showed both that the increase in wage inequality 
in the United Kingdom was largely associated with changes in dispersion in the private 
sector and that the reduced share of women working in the public sector as opposed to 
the private sector had a negative eff ect on overall gender pay equality (Grimshaw, 2000).

The diverse patterns of gender pay equity in the public and private sectors are shown in 
Table 3. Whether for full-timers or for all employees, we fi nd a higher gender pay ratio in 
the public sector than the private sector. It is notable that while for full-timers the diff er-
ence narrowed in the private sector over the 1997–2016 period, for all employees the gap 
between sectors remains wide due to the poor wage position of female part-timers in the 
private sector compared with the public sector; this means that the gender pay equity situ-
ation in the private sector today is only slightly better than the public sector was almost 
two decades ago. These diff erences are amplifi ed when we consider women’s gains in 
pay in the public sector relative to the economy-wide benchmark for all male full-timers. 
Table 3b shows that women’s median full-time earnings in the public sector increased to 7 
points higher than median earnings for all male full-timers, compared with a negative gap 
of more than 20 points in the private sector. The position of part-timers in the public sec-
tor has improved signifi cantly more than in the private sector and from an already higher 
level in 1997; indeed, the earnings position of female part-timers in the public sector has 

3 This form of wage-setting was fi rst used for the separate groups of senior civil servants, judges and senior military, for doctors and 
dentists and for the armed forces (Bailey and Trinder, 1989). Since the 1980s other groups have come under the umbrella of pay review 
bodies, including health care occupations (a major expansion in 2004 with a modernised national framework known as ‘Agenda for 
Change’) and school teachers.
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caught up over the period with female full-timers in the private sector. For all female 
employees, Table 3b shows a dramatic closing of the pay gap in the public sector (from 
17 to just 3 points) compared with marginal change in a considerably wider gap in the 
public sector (38 to 33 points). These results can be explained in part by the preceding ar-
gument that the more centralised wage-setting arrangements in the public sector are more 
conducive to addressing gender pay equity. In contrast, decentralised wage determination 
and patchy joint regulation in the private sector is associated with less positive results; to 
borrow Blau and Kahn’s (1992) phrase from 25 years ago, women are still ‘swimming 
upstream’ in the private sector.

The stronger representative capacities of unions and employers in the public sector 
compared with the private sector also potentially means that many other features of equal-
ities aside from basic pay can be addressed more eff ectively. Reforms of sector agree-
ments for health workers and for local government workers established ‘single status’ 
terms and conditions so that former inequalities between blue-collar (manual) and white-
collar (non manual) workers were eliminated. The reforms were especially benefi cial for 
women since they accounted for a majority of workers in part-time, manual roles. There 
is also a higher rate of adoption of equal opportunities policies and practices in the public 
sector; 2004 data register a formal equal opportunities policy in almost all public sector 
workplaces (and covering 99 per cent of employees) compared with around two-thirds of 
private sector workplaces (and 84 per cent of employees) (Kersley et al. 2006: table 9.1). 
Equal opportunities policies are important for several reasons, one of which is that they 
encourage employers to implement a range of supplementary practices, such as positive 
actions to recruit disabled workers, applicants from ethnic minorities and women (more 
than twice as likely in the public than the private sector). Public sector workplaces are also 
far more likely to promote equalities for working mothers. This includes greater provi-
sion of childcare facilities and fi nancial support – 18 per cent of public sector workplaces 

Table 3 The gender pay ratio and women’s relative pay in the public and private 
sectors, United Kingdom, 1997–2016

(a) Gender pay ratios (median hourly earnings) within sectors

1997 2005 2010 2016

Public Private Public Private Public Private Public Private

Full-timers 86.5% 76.3% 90.1% 80.0% 90.1% 80.3% 88.7% 83.4%

All employees 73.2% 67.2% 78.4% 71.6% 81.0% 72.5% 81.7% 75.5%

(b) Women’s pay relative to median male full-time pay in all sectors

1997 2005 2010 2016

Public Private Public Private Public Private Public Private

Female full-timers 99.9% 71.6% 105.3% 75.3% 108.3% 75.0% 106.8% 78.2%

Female part-timers 65.1% 50.5% 70.8% 52.5% 75.2% 53.5% 78.4% 56.6%

All female employees 82.5% 61.6% 90.1% 63.8% 95.8% 63.8% 97.4% 66.7%

Source: Authors’ estimations from ASHE published data, Table 13.6a, gross hourly earnings excluding 
overtime.
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provide some form of support compared with 5 per cent of private sector workplaces – as 
well as more generous paid maternity leave (op. cit: 243–258).4

2.3 Single Channel Workplace Representation Risks Exclusive Forms of 
Representation 

As well as diminishing coverage in the private sector, the infl uence of collective bargain-
ing on equalities has also weakened as a result of a shift in the form of workplace repre-
sentation from negotiation to consultation. There has also been a rising trend of non-union 
representation. Moreover, while union representation in the United Kingdom still plays 
an important role in enforcing employment standards and encouraging a more inclusive 
approach both towards non-standard forms of employment (see Grimshaw et al., 2016) 
and workers from potentially vulnerable groups (such as migrant workers, Connolly et 
al., 2014), single channel, workplace bound structures limit its eff ectiveness in addressing 
inequalities and segmentation caused by myriad forms of subcontracting (including with 
subcontracted employees, agency, posted and [genuine and false] self-employed work-
ers), opening the door to a potentially more exclusive and unequal approach to represen-
tation.

In stark contrast to most European countries, the UK model of employee representa-
tion (in the private sector) has long been characterised by a ‘single channel’ of union rep-
resentation at enterprise and workplace levels, with very limited representation at indus-
try (multi-employer) level (Terry, 2010). Works councils are present only in workplaces 
that belong to organisations with operations in more than one country (under EU directive 
rules), with a share of 16 per cent in 2011 (Van Wanrooy et al., 2014: 15). The share of 
workplaces with any union members declined from 28 per cent to 23 per cent during 
2004–2011 and the drop was particularly large in private manufacturing (22 per cent to 
12 per cent) and private services (19 per cent to 14 per cent) (Figure 3). Of these, only 
around a quarter (27 per cent, no change since 2004) had one or more on-site lay union 
representatives (Van Wanrooy et al., 2014: 14). A small proportion of workplaces set up 
‘Joint Consultative Committees’ (JCC) (around 5 per cent in the private sector in 2011) 
and these may have union and/or non-union representatives, although in the private ser-
vices sector it is more common to fi nd JCCs at a higher corporate level (covering 15 per 
cent of workplaces). Finally, a rising share of private sector workplaces have appointed 
stand-alone non-union representatives, from 6 per cent to 10 per cent from 2004 to 2011, 
continuing an earlier trend (Moore et al., 2008). 

One of the concerns among observers is that even where union representation has been 
sustained, workplace activities have become a ‘hollow shell’ characterised by a dimin-
ished substantive and procedural role, with less time spent on collective bargaining (as 
well as on the exercise or threat of coercive power) and more on representing individual 
members (Charlwood and Forth, 2009, cited in Terry, 2010). So for example while half 
of all workplaces in 2011 had introduced or upgraded new technologies and one-fi fth (19 
per cent) of these said this presented the most important consequences for employment, 
only 7 per cent of the latter group had negotiated changes with a staff  representative 
compared with 45 per cent that had engaged in some form of consultation (Van Wanrooy 
et al., 2014: 21). The approach was similar for changes in work techniques and work or-
ganisation. The one area in which workplaces registered a fairly similar orientation was 

4 The workplace data refer to sample of workplaces with 10 or more employees.
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for the introduction of performance-related pay, with 35 per cent registering a negotiation 
process and 45 per cent consultation  (considering those workplaces that stated the intro-
duction of PRP was the most important factor shaping employment changes, 2011 data) 
(op. cit.) (see further discussion in Section 3 below).

While unionised workplaces continue to campaign for more equal and inclusive work-
force conditions in the United Kingdom (see case studies 1 and 2), the lack of union 
structures crossing workplace and organisational boundaries poses increasing obstacles. 
Several studies of outsourcing point to the inability of UK unions to gain a foothold in 
subcontractor organisations. This is particularly a problem where unions see members 
moving out of well organised public sector organisations into the private sector. Neverthe-
less, other studies point to unexpected outcomes. A case study of outsourced services at a 
public hospital highlights the challenges unions faced in seeking to move into powerful, 
private sector, specialist outsourcing services fi rms, but also found that the need for the 
subcontractor to resolve problems of unequal pay, to harmonise disciplinary procedures 
and to combat a looming industrial dispute eventually lead to a union recognition agree-
ment (Bach and Givan, 2010). The living wage campaigns, as well as wider research on 
corporate social responsibility (for example, Wright and Brown, 2013), have highlighted 
the need for redirecting unions’ wage justice campaigns towards the client organisation, 
what Wills (2009) calls the ‘real employer’:

The nature of short-term contracts and increased competition means that subcontractors 
are forced to cut back on employees’ pay and standards of work. Moreover, given that they 
are no longer directly employed, these workers have no industrial relations contact with 
their ‘real employer’. … Subcontracting works to break the mutual dependency between 

Figure 3 Workplaces with a union presence, United Kingdom, 2004–2011 (%)

Note: Data refer to workplaces with fi ve or more employees.
Source: Workplace Employment Relations (WERS) data, published in Van Wanrooy et al. (2014); authors’ 
compilation.
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workers and employers that has been so central to the labor movement in the past. When a 
company directly employs the staff  on whom they depend, there is the potential to negotiate 
over matters of work. Each needs the other, and they have to co-operate, to at least some 
extent. (op. cit.: 444–445)

The problem, however, with this new focus is that it means unions must now work with 
multiple third parties (so-called ‘real employers’) for the workforce of each subcontractor 
organisation, gaining recognition agreements and then negotiating collective agreements 
that satisfy all parties. The fragmentation of organising and negotiating across diff erent 
workplace sites and varying service contracts thus raises signifi cant challenges.

Furthermore, because ‘union representation is often coterminous with employment’ 
(Heery et al., 2004: 23), workers in a subcontracting situation of potential ‘false’ self-
employment face signifi cant risks of exclusion and inequalities of treatment. Union cam-
paigns to better represent false self-employed workers have been particularly vocal in the 
construction sector, notably through eff orts since the late 1990s by the construction union 
UCATT (Boeheim and Muehlberger, 2006) and the general union, GMB. GMB success-
fully challenged the claimed self-employment status of Uber taxi drivers in 2016, arguing 
that drivers ought to have the legal rights of workers (see Section 3), although falling 
short of winning full rights associated with ‘employee’ status in the United Kingdom, as 
justifi ed in recent legal analyses (see Rogers, 2016). The case has potential repercussions 
for many other employers in the platform economy who have traded employee rights for 
a self-professedly ‘libertarian’ vision of fl exibility, trumpeted by the corporate leaders of 
the powerful Silicon Valley gig economy fi rms, such as Upwork, Taskrabbit and others 
(Hill, 2016). The union for media workers, BECTU,5 has a long tradition of organising 
freelance workers (who account for around two-fi fths of its members, see Heery et al., 
2004), a subset of whom are likely to be false self-employed. In response to union cam-
paigns, especially the highlighting of lost tax revenues, in 2014 the government set out 
clearer criteria for the treatment of persons as employed by the agency or payroll com-
pany (‘onshore employment intermediaries’). UCATT responded that this was a fi rst step 
but a better policy would require that ‘if a worker satisfi es the conditions to be in receipt 
of “employment income”, then he or she should be acknowledged to be an employee and 
gain all of the entitlements and obligations which an employee has’.6

2.4 UK Statutory Minimum Wage Alone Cannot Address Low Pay Problems

The introduction of a national minimum wage in 1999 was a much delayed response to 
the need for protection against exploitative pay in large areas of the economy where un-
ions had no eff ective presence. It is generally perceived as having been successful both in 
establishing trust in the procedures of the Low Pay Commission (the independent tripar-
tite body charged with researching, evaluating and fi xing the minimum wage each year) 
and in gradually raising the minimum wage’s value against the median wage (Brown, 
2009). The Commission tends to consider price infl ation, average earnings growth and 
the general state of the labour market in recommending the annual raise, but has at times 
also pursued the redistributive goal of upgrading the minimum wage relative to median 
earnings. While relatively successful, the minimum wage nevertheless acts as a relatively 

5 Broadcasting, Entertainment, Cinematograph and Theatre Union.
6 http://www.ucatt.org.uk/false-self-employment.
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isolated wage-fi xing instrument in the United Kingdom, particularly in the private sec-
tor where there is very limited collective bargaining. This creates problems, especially 
the widespread misuse of the minimum wage by employers as the ‘going rate of pay’ for 
many low paid jobs and compression of wages in the bottom quartile of the wage distribu-
tion as employers squeeze pay diff erentials (Grimshaw et al., 2014), although see Box 2 
for a counter-example. 

Minimum wage fi xing was changed in 2016 when the government unilaterally in-
troduced a premium rate, referred to erroneously as a ‘national living wage’, applied to 
adults aged 25 years and over. Two issues motivated the reform. First, the UK economy 
had witnessed a jobs recovery without real earnings growth, so the message from govern-
ment was that ‘Britain deserves a pay rise’. Second, and more importantly, the rise was 
intended to justify public spending cuts on in-work tax credits that top up low wages for 
workers with low household income. The Institute for Fiscal Studies showed that because 
the government simultaneously cut welfare transfers the net eff ect for many minimum 
wage workers in low-income households has been negative with more and more work-
ing households falling below the ‘minimum income standard’ defi ned as needed for an 
acceptable standard of living (Hood 2015). Moreover, because tax credits and minimum 
wages are not perfect substitutes those who benefi t most from the rise are not those who 
lose most from tax credit cuts; thus, it is not the case, as the government has claimed, that 
its reforms are moving people from in-work benefi ts onto a ‘living wage’ (op. cit.).

This intervention is in fact the fi rst time government has bypassed the Low Pay Com-
mission’s tripartite process. The government fi xed the new minimum wage premium rate at 
a level 50 pence higher than the normal adult rate (£7.20 versus £6.70) and also proposed 
initially to continue raising the premium to ‘over £9.00 by 2020’, which at the time was 
forecast to be equivalent to 60 per cent of median earnings and would have represented an 
average estimated annual rise of 5.7 per cent up to the end of the current parliament.7 An 
uplift to £9.00 by 2020 would have given a massive uplift to low wage workers. How-
ever, this has been quietly dropped in favour of the ‘more prudent’ target of 60 per cent 
of median earnings since this better refl ects changed economic circumstances, especially 
the slower than forecast earnings growth (LPC 2016: ix, 60-61). Given that the 2016 
premium minimum wage (April 2016) already measured 59.5 per cent of gross hourly 
median earnings for all employees (overtime excluded), what the government appeared 
to be implementing was a four-year plan of aligning the minimum wage with median 
earnings growth. In fact, however, the Low Pay Commission has shifted the goalposts 
slightly by changing the denominator for the calculation of the 60 per cent ratio so that the 
estimate of median earnings covers adults aged 25 plus. With this revised calculation the 
2016 ratio was 56.4 per cent.8 Overall, as Figure 4 demonstrates, employees aged 25 and 
over have already experienced a major boost in the wage fl oor and this will continue until 
2020 at a rate higher than median earnings growth. Combining all minimum wages, 2016 
saw a major increase in numbers aff ected up to 1.9 million (7.1 per cent of all employees 
aged 16+), which is double the share when the minimum wage was introduced in 1999 
and considerably higher than the 1.4 million aff ected in 2015 (LPC 2016: 55).

7 Government documents describe its intervention as setting a ‘premium’ for experienced workers (defi ned as 25 years of age or 
over) that will provide a ‘national living wage’ (BIS, 2016). As many commentators have observed, however, this is merely political 
rhetoric. The imposed rate will fall short of the real living wage, which is set by the Living Wage Foundation; for the period November 
2014–October 2015 it was fi xed at £7.85 outside London and £9.15 in London, considerably higher than the £7.20 announced for 
2016–2017. It would seem that the government has confused the target of fi xing the minimum wage at 60 per cent of the median wage 
(by 2020), as specifi ed in the new remit for the Low Pay Commission, with the notion of a living wage.
8 The diff erence is caused by the higher level of median earnings among workers aged 25 or over, namely £12.77 compared with a 
fi gure of £12.10 for all adult employees (ASHE, 2016).
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Box 2 Negotiating positive spillover eff ects from a rising minimum wage

Where social partners are convinced of the merits of an egalitarian pay strategy, then col-
lectively negotiated pay structures can foster positive spillovers from a rising minimum wage 
in two ways. The fi rst mechanism is to raise base rates of pay by at least the rate of growth in 
the statutory minimum wage. The second is to ensure pay diff erentials among job roles in the 
lower rungs of the organisation or industry are suffi  ciently protected (although perhaps not com-
pletely) as base rates of pay increase. 

A good example of this type of strategy in the United Kingdom is the sector agreement for 
public sector health workers. Unions and employers agreed a new harmonised pay structure in 
2004 which boosted the lowest rate of pay (earned for example by hospital cleaners) from 2 per 
cent to 18 per cent above the statutory minimum wage. Since then, despite signifi cant rises in the 
minimum wage, base rates of pay for public hospital workers kept up until the major minimum 
wage rise in 2016; in 2015 the gap over the minimum was still 16 per cent, but it shrank to 9 
per cent in 2016 (Table 4). Union strategy also focused on securing bottom-weighted pay deals 
(mostly through paying a fi xed cash sum to the lowest paid and eliminating use of bottom pay 
points). Nationally implemented pay bands, gender proofed via job evaluation, assured pay dif-
ferentials were sustained to a large extent, albeit somewhat narrowed.

Table 4 Egalitarian pay changes in the public hospitals sector pay agreement

Bottom weighted pay deals: Pay diff erential
Base rate as % of 
nat. min, wage1

Enhanced pay rise? Low paid cov-
ered?

Band 3 top as % 
of Band 1 bottom

2003 102.4 -- -- n.a.
2004 117.7 -- -- 142.6
2005 116.6 -- -- 142.6
2006 112.9 -- -- 142.6
2007 111.1 £400 (=2.9-3.4% versus standard 

2.5%)
Pay points 1 to 7 141.7

2008 112.0 -- -- 141.7

2009 117.1 5.7% (versus standard 2.4%) Pay point 1 (all 
uprated to point 2)

129.7

2010 118.0 £420 (=2.3–3.2% vs 2.3% standard) Pay points 1-12 136.1
2011 117.3 £250 (=1.6-1.8% vs standard 0%) Pay points 1-5 135.4
2012 117.3 -- -- 134.8
2013 116.2 -- -- 134.8
2014 112.8 -- -- 134.8
2015 115.5 5.6% Pay point 1 128.9

3.1% Pay point 2
1% + £200 (=2.1-2.3%) Points 3-8
1%; 0% Points 9-42; 43-54

2016 108.6 -- -- 128.9

Note: 1. Minimum wage for adults (21+ years) as of April each year, except 2016 for 25+ years, April; 
hospital sector pay rates April each year (except November in 2007).
Source: Pay bands and pay settlements available online (http://www.nhsemployers.org/your-workforce/
pay-and-reward/pay/pay-and-conditions-circulars/, accessed 17-01-2017); authors’ original compilation.
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The minimum wage is a relatively isolated wage-fi xing instrument in the United King-
dom, but it is also relatively inclusive as a labour market rule. It is signifi cant that (similar 
to working-time rules and anti-discrimination legislation) the minimum wage applies to 
all ‘workers’, not just employees. This means it covers casual labourers, agency workers, 
all part-time workers, homeworkers and trainees, for example. However, self-employed 
workers are not covered. Other excluded categories include workers on government pro-
grammes (such as Work Programme job entry schemes or Job Centre work trials), work-
ers aged under 16, students on work placements up to 12 months, members of the armed 
forces and prisoners. There are separate rates for young workers (aged 16–17 and 18–20) 
and apprentices.

3. WHAT OUTCOMES FOR FLEXIBILITY AND SECURITY IN THE UK 
LABOUR MARKET?

In the absence of joint regulation and eff ective forms of social dialogue in many of the 
United Kingdom’s private sector workplaces, workers must face changes implemented 
unilaterally by managers. In UK laissez-faire policy-speak, this is lauded as ‘fl exibility’ 
and said to be responsible for the United Kingdom’s allegedly positive record on job crea-
tion by ‘freeing up’ employers’ capacity to hire and fi re and deploy labour on whatever 
contracts are thought to fi t with patterns of demand and cost competition. Thus, while 
some facets of labour market fl exibility in a diff erent societal context may be conducive 
to worker preferences for hours fl exibility (for example, to fi t around childcare) or work-

Figure 4 Minimum wage relative to median earnings for adult employees aged 25 or over, 
United Kingdom, 1999–2020

Notes: Median earnings are gross hourly excluding overtime for adult employees aged 25 or over.
Source: Copied from the Low Pay Commission (2016: fi gure 2.4).
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ers’ ability to extract higher wages (for example, via increased skill investment, perfor-
mance bonuses or job redesign), in the United Kingdom too much of what is experienced 
as ‘labour market fl exibility’ is concentrated on what meets employers’ needs, with a par-
ticular emphasis on delivering irregular hours and lower labour costs (Fleetwood, 2010; 
Rubery et al., 2015). 

Against a background of relatively weak employment and welfare protections, these 
management practices generate major inequalities in employment status. The core groups 
to have emerged in recent years are those with zero hours contracts, agency workers and 
bogus self-employment. Where workers do negotiate fl exible hours, to suit family com-
mitments say, the price is typically lower remuneration as experienced by many women 
in part-time jobs. Overall, if the purpose of twenty-fi rst century society is to develop a 
high value-added, high investment and equitable economy then it appears that the United 
Kingdom has fostered the ‘wrong type’ of labour market fl exibility, with too many too 
many workers experiencing ‘protective gaps’ – namely, gaps in employment rights, in 
access to social protection, in representation and in enforcement (see Grimshaw et al., 
2016).

Basic core protections for the UK workforce are on the whole relatively weak 
compared with those of other European countries with similar GDP per capita. A 
detailed review is, however, beyond the scope of this chapter. In brief, while the 
United Kingdom scores around average in terms of its statutory minimum wage 
protection (that is, level and enforcement) and income assistance to unemployed 
individuals with families to support (OECD 2014 data), it provides only very limited 
individual protections for individual employment protection, individual unemploy-
ment support and maternity leave. Employment protection rights have been reduced 
considerably since 2010 from an already low level: reforms cut notice periods from 
90 to 45 days, doubled the period from 12 to 24 months for eligibility to rights and 
introduced fees of £1,200 to take a case to the employment tribunal (for example, on 
sex discrimination). Also, unemployment support has been considerably toughened 
to a degree that basic income security in the United Kingdom is now not guaranteed 
despite a person’s entitlement through social security protection contributions. Un-
employment claimants today face a strict regime of sanctions that causes many indi-
viduals and families to lose owed income when they fail to meet strict performance 
rules. A sanction involves the halting of benefi ts for four weeks and can be imposed 
in response to perceived problems with an individuals’ punctual attendance at Job 
Centres, ability to meet target numbers of job applications, or problems accepting 
voluntary (unpaid) ‘back to work’ jobs, although this was ruled unlawful in 2016. 
Staff  working in Job Centres have been found to be themselves managed by a strict 
performance management system that halts pay rises where insuffi  cient sanctions 
have been made.9 Ken Loach’s 2016 fi lm, ‘I, Daniel Blake’, has been commended as a 
precise portrayal – and damning indictment – of the injustices wrought on claimants by 
the current system and serves as a valid and vivid reference point.

Against this backdrop of low and patchy protections for UK workers, the inequalities 
generated by unilateral, ‘fl exible’ management practices impose high costs on workers 
and their families. One major area of economic and social concern since the crisis con-
cerns the increased use of non-standard employment forms, especially (bogus) self-em-
ployment and zero-hours contracts. Numbers of ‘self-employed’ have expanded dramati-

9 According to documents obtained by the PCS union and reported in The Guardian newspaper (Patrick Butler, 03-02-15), Job Cen-
tre staff  must meet specifi ed targets and also deliver target ‘off -fl ows’ which refer to moving people off  benefi ts altogether.
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cally since the economic crisis – by around 25 per cent – compared with less than 5 per 
cent overall growth in the number of employees (2008–2016, Figure 5). This means that 
of the approximately 2 million additional persons in employment since the second quarter 
of 2008, almost half (0.96 million) were categorised as ‘self-employed’. Combined with 
evidence of falling weekly income among the self-employed, the changing balance of 
employment forms raises questions about the ability of the UK economy to share out the 
spoils of the resumed economic growth. Part of the growth is attributable to the gig econ-
omy and the tendency of many logistics/IT fi rms to rely on sophisticated IT platforms de-
signed to enable self-employed individuals to subscribe and seek job tasks from one day 
to the next (Moore, 2016). However, this model was ruled illegal in a 2016 court ruling 
against the taxi fi rm Uber. Uber takes a commission from earnings of its 40,000 drivers 
operating in the United Kingdom and fi xes the terms and conditions on which trips are 
off ered and provided. The court ruled that it therefore exercised a degree of control over 
drivers. The decision means that Uber’s taxi drivers now have the status of ‘worker’ and 
enjoy minimum wage protection, statutory paid holidays and protection against unlawful 
discrimination. However, because a ‘worker’ is not the same as ‘employee’ status, they 
do not have protections against unfair dismissal, redundancy compensation, right to fl ex-
ible working and maternity, paternity and parental leave. Several delivery fi rms were also 
investigated during 2016, including Deliveroo, Hermes and Yodel, all of which rely on a 
self-employed workforce despite the company controlling fees per delivery (by weight or 
size) and performance bonuses (Box 3).10 

Also of concern is the explosion in the number of workers on zero-hours contracts, 
perhaps the ‘scarlet letter’ of the United Kingdom’s ‘fl exible labour market’. The latest 
data for 2016 show a sustained rise up to more than 900,000 workers, almost 3 per cent 
of the workforce11 (Figure 6). These contracts are used for all types of jobs and span vari-
ous groups of workers. Usual average hours are around 25 per week, compared with 37 
for all workers, with a mix of full-time and part-time hours reported. Young people are 
over-represented, but numbers of zero-hours contracts among core age groups (35–49 
and 50–64) also increased signifi cantly, by around 70,000 and 80,000, between 2013 and 
2016. Women are also over-represented: zero-hours contracts account for 3.4 per cent of 
women’s employment compared with 2.4 per cent of men’s. And non-UK workers (by 
nationality or country of birth) are more likely to have a zero-hours contract than UK 
workers, with fi gures of 3.2–3.3 per cent and 2.8 per cent, respectively. As well as target-
ing vulnerable workforce groups, a far higher share of workers on zero-hours contracts 
say they want more work;12 31 per cent compared with less than 10 per cent of people em-
ployed on a non-zero-hours contract. Also, a far higher proportion of zero-hours contract 
workers are employed on a temporary contract – 32 per cent – compared with around 4 
per cent among other workers (2016 data).

At the other extreme of the United Kingdom’s model of high inequality is the problem 
of high and rising executive pay, an issue that appears to be out of the reach of social 
dialogue. In 2015, the highest paid Chief Executive in the United Kingdom was Martin 
Sorrell at WPP, who received £70 million. Among all FTSE 100 fi rms, CEOs were paid 
on average 183 times more than the average employee, up from 160 times more in 2010 
(High Pay Centre, 2015). In the absence of employees able to represent worker interests 

10 Evidence from Hermes delivery drivers reported in a special report for The Guardian newspaper, https://www.theguardian.com/
business/2016/jul/18/how-hermes-couriers-shoulder-insecurity-of-internet-shopping-boom. 
11 Second quarter of 2016, see https://www.ons.gov.uk/employmentandlabourmarket/ peopleinwork/earningsandworkinghours/data-
sets/zerohourssummarydatatables 
12 More work comprises ‘additional job’, ‘replacement job with additional hours’, or ‘more hours in current job’ (ONS LFS).
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Box 3 Exploiting the false self employed at Hermes

Hermes the global delivery fi rm has enjoyed substantial growth in its courier business in the 
UK thanks to the boom in online retail, from £261 million in 2011-12 up to £442 million in 
2014-15, average annual growth of around 20%. Gross profi ts have also ballooned, from £38 
million in 2011-12 to £68 million in 2014-15. This successful business model is founded on 
the deployment of a body of around 10,500 couriers who are all classed as self employed and 
paid according to a piece-rate system. By classifying its workforce as self employed, Hermes 
can avoid making pension contributions, or social security contributions, or guarantee basic 
employment rights such as paid holidays, sick leave and a minimum wage. Use of a crude 
piece-rate system, said to be 55 pence per parcel delivered in 2016, means couriers must make 
16 deliveries per hour to meet the basic minimum wage, although of course fuel and other ve-
hicle expenses (tax, insurance, maintenance) also need to be deducted.

Investigations into Hermes practices by the BBC in 2010 (Newsnight) and a report co-au-
thored by the chair of the Work and Pensions select committee (Field and Forsey 2016) brought 
to light a raft of exploitative practices that led to the company being referred in 2016 to the 
tax offi  ce’s compliance department because of an abuse of the status of self employment (due 
to evidence of mutuality of obligation between Hermes and the couriers and Hermes exerting 
control over work practices). Based on direct testimonies from couriers, the two investigations 
highlight key areas of exploitation, including:

• unpaid working time while waiting for parcels to arrive at a depot, loading parcels into their 
vehicle and programming the handheld monitoring device;

• fi xed piece rate regardless of the number of times needed to attempt a delivery and no scope 
for individual negotiation of the delivery rate;

• couriers are required to report to the depot at fi xed times  on prescribed days, use Hermes 
equipment to track deliveries and wear Hermes uniforms

• couriers face the threat of loss of work imposed by a Hermes fi eld manager or compliance 
manager if they take time off  for illness or a family emergency and are expected to organise 
their own temporary cover;

• Hermes generates the invoices for couriers and sends them a pay statement each month;
• Hermes imposes reductions in piece rates arbitrarily and also adjusts the applicable package 

weights.

It would appear the couriers enjoy none of the benefi ts of self-employment, namely the freedom to 
negotiate fees, take charge of working patterns and set the pace and control of work. Instead, they sit in 
the informal economy and face high risks of exploitation in varied forms, including pay, job insecurity, 
discrimination and bullying.

in executive pay decisions, there is growing dissatisfaction and frustration with the size 
of pay at the top. The professional body for human resource managers reported survey 
fi ndings that around seven out of ten (71 per cent) employees believe that CEO pay is 
‘too high’ or ‘far too high’; only a third (32 per cent) believe their CEO’s pay is in line 
with the company’s performance; and three-fi fths (59 per cent) say that high CEO pay 
demotivates them at work (CIPD, 2016). High pay levels are driven by the extreme form 
of fl exible management prerogative in the United Kingdom in line with its corporate 
governance model based on ‘maximising shareholder value’. This generates many moral 
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Figure 6 Trends in zero hours contracts, United Kingdom, 2000–2016

Source: ONS employment data, authors’ compilation.

Figure 5 Trends in numbers of self-employed and employees, United Kingdom, 
2008–2016 (cumulative percentage change indexed to 100 in Q2 2008)

Source: ONS employment data, authors’ compilation.
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hazard problems, one of which is the growing tendency for public companies to engage 
in share buybacks (Lazonick 2015) in order to push up short-term share prices and gain 
from share options (raising income among the highest paid) at the cost of long-term in-
vestment growth, which hampers the United Kingdom’s capacity to sustain high-wage 
employment growth.

The high use of performance-related pay in UK workplaces (around two fi fths of pri-
vate sector jobs during 2005–2012) generates a potentially interesting balance of fl ex-
ibility and security since managers may choose to align wage change with organisational 
performance in order to provide greater job and working hours security. Stokes et al. 
(2014) assess this proposition for the pre- and post-crisis years and point to three key re-
sults. First, bonuses exhibited greater fl exibility than fi xed wages in response to pre- and 
post-crisis economic trends, rising more before 2009 and falling more after 2009. Second, 
accounting for total pay, workers in receipt of a pay bonus were more likely than other 
workers (controlling for various other factors including fi rm performance) to receive a 
nominal pay cut during the recession year of 2009–2010. Third (op. cit.), working hours 
fell less among workers earning pay bonuses than other workers during 2009–2010 and 
job tenure is longer.

In a high inequality model, the United Kingdom’s fusion of employer-led fl exibility 
and weak employment and welfare protections generates adverse circumstances for high 
value-added growth and societal cohesion. It is well known that a model of work organi-
sation characterised by high staff  turnover, fl exible contracts and weak social dialogue 
runs counter to the kind of conditions required to nurture production systems that are less 
reliant on low-wage, low-skill labour markets. This is a longstanding problem for the 
United Kingdom (Finegold and Soskice, 1988), but one that nags more than ever today 
in policy-makers’ minds when faced with persistent high levels of low-wage employ-
ment, low levels of R&D spending, low productivity growth and insuffi  cient numbers of 
leading high-tech employers. Where competitive strategies are based on fl exible employ-
ment forms, the risk is that employers neglect investments in training and avoid build-
ing mechanisms for social dialogue that would strengthen employee motivation, raise 
productivity and improve pay prospects. More than a decade ago, Michie and Sheehan 
(2003) commented on their survey of medium and large-sized manufacturing fi rms in the 
United Kingdom to warn of a signifi cant negative association between the use of fl exible 
employment and process innovation.

The more innovative fi rms have been those that have passed up the use of these newly – or at 
least more readily – available ‘fl exible’ labour practices, resulting from labour market deregu-
lation, and instead have pursued the sort of functional fl exibility associated not with short-term 
and temporary contracts but, on the contrary, with employment security… (Michie and Shee-
han, 2003: 136, 139)

More recently Zhou et al. (2011) found that fi rms with higher shares of temporary con-
tracts performed signifi cantly worse in sales of ‘innovative products’, defi ned as fi rst 
to market. They argue that instead ‘functional fl exibility in internal labour markets has 
advantages for the continuity of (organizational) learning, and strengthens the historical 
memory of fi rms’ (op. cit.: 960). The labour market fl exibility strategy, combined with 
insecure employment shaped by weak social dialogue is therefore in contradiction with a 
policy goal of shifting out of low value-added business segments into higher productivity 
activities, essential for moving towards a progressive and equal labour market.
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4. CASE STUDIES

The following two case studies were selected with the aim of investigating how processes 
of industrial relations and social dialogue in the public and private sectors shape the bal-
ance of outcomes between security and fl exibility with attention to equal outcomes for 
all workers. The fi rst case concerns a relatively successful national sector-level initiative 
by the public services union, Unison, to improve working conditions among the subcon-
tracted, private sector social care workforce. The second case explores obstacles to union 
eff orts to improve pay and conditions for temporary agency workers and permanently 
employed staff  who work at a large distribution warehouse as part of a global pharmaceu-
ticals retail company. Interview details are listed in Table 5.

Table 5 Details of the two case studies, United Kingdom

Case study 1. Local authority outsourcing 2. Temporary agency work
Sector/industry Care work Warehousing/logistics
Issues of inequality – Low wages

– Subcontracted workforce
– Zero hours contracts

– Low wages
– High use of temporary agency 
work
– Access to stable shift patterns 
and permanent work controlled by 
agency

Industrial relations 
system

Sector level collective bargaining 
for directly employed care work-
ers in local government
Low levels of membership den-
sity and highly perforated social 
dialogue for subcontracted work-
force in private sector

Company-level agreement for 
basic pay and conditions, but 
gradually downgraded over time
Local-level union recognition 
with comparatively high density, 
but limited success at incorpo-
rating large share of temporary 
agency workforce

Interviewees • 2 national union representatives
• 1 NorthCity Union representa-
tive
• 2 NorthCity care commissioners
• 1 NorthCity provider

• 2 EuroAgency managers
• 2 PharmaCo warehouse workers
• 2 EuroAgency workers
• 1 PharmaCo local union repre-
sentative
• 1 PharmaCo manager

4.1 Case Study 1: Can Unions Leverage Public Procurement to Improve 
Standards? 

While local authorities in the United Kingdom are responsible for the delivery of social 
care to the elderly, the bulk of work is subcontracted to the private profi t and non-profi t 
sectors. This means that most care workers fall outside the protection of the local author-
ity sector-level collective agreement and mainly have pay and conditions fi xed unilater-
ally by their private sector employer. The Low Pay Commission identifi es social care 
as one of the major low-wage sectors in the United Kingdom, with specifi c problems of 
illegal non-payment of travel time a particular concern. It is also a sector in which use of 
zero-hours contracts is very high. 
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Like other subcontracted services, most studies show that the practice of public pro-
curement generally exerts strong downward pressure on wage costs, working hours and 
other terms and conditions (for example, Allen and Henry, 1997; Colling, 2005; Cun-
ningham and James, 2009; Wills, 2009). Despite this, there is some evidence that some 
public bodies may be willing to leverage their position as monopsony buyers to improve 
job quality under the auspices of ‘social value’, for example by including living wage cri-
teria in service contracts (Druker and White, 2013; Koukiadaki, 2014; Wright and Brown, 
2013). In this spirit, the public services union Unison launched a voluntary ‘charter’13 
designed to establish a minimum framework for conditions for local authorities to incor-
porate into their commissioning of care services. The key points of the charter for our 
focus on achieving a better balance of fl exibility and security are:

– domiciliary care workers should be paid for travel time between visits;
–  zero-hours contracts are not to be used in place of full- or part-time permanent con-

tracts;
– all homecare workers should receive a full living wage (£8.80 in London and £7.65 

outside London at the time).

Because the charter was a voluntary initiative it required mobilisation of union members 
at local level and the political willingness of local authorities to implement the changes to 
procurement practices. At the time of research, the process was proving to be slow due to 
severe spending cuts imposed by central government:14 in 2016 just 13 local authorities 
out of 375 in the United Kingdom had offi  cially adopted the charter. One of the 13 is a 
local authority in the north of England, labelled here NorthCity. ‘NorthCity LA’ is led by 
the Labour Party, covers a local population of around 750,000 and has an annual budget 
of approximately £1 billion. It began the process of outsourcing care homes and domicili-
ary care in the mid-2000s (later than most local authorities) and signed up to Unison’s 
care charter in 2015.

Establishing a commitment to ‘high-road’ contracting through political lobbying
For the local trade union branch, upgrading pay and working conditions in the private 
sector was a moral imperative, which at the same time could be used as a means to slow 
down the privatisation of the remaining in-house care services (as the diff erential in pay 
of directly employed staff  over contracted staff  would narrow). For NorthCity commis-
sioners, working with fewer providers and stabilising contract volumes over the medium-
term were needed to develop quality and capacity in the local market, while also reducing 
the bureaucracy associated with frequent ‘spot’ contracting (for as little as 20 hours of 
care for a single client). Unions also impressed on managers the notion that improving 
staff  pay and conditions could be a means to improve the reputation of both the care pro-
fession and NorthCity local authority, while also contributing to the continuity of care 
by reducing staff  turnover. For the trade union locally, persuading the council to sign the 
charter was the result of three years of persistent lobbying of politicians:

13 Available at https://www.unison.org.uk/content/uploads/2016/08/22014.pdf.
14 The problem of spending cuts is a major issue and refl ects the UK government’s explicit ambition to reduce altogether central 
government funding for municipalities for ideological reasons: 
‘Austerity is Thatcherism’s logical end-point, eff ecting simultaneously the destruction of local government as a potentially rivalrous 
state-within-a-state, and the marketisation of nearly every aspect of public policy. Since 2010 the Conservative leadership, following 
the example of Thatcher and Blair, has diminished local democracy in order to entrench the gimcrack democracy of the free market,…’ 
(Crewe 2016: 9).
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we kept banging on about ethical care, banging on about travelling time, banging on about 
zero hour contracts, banging on about 15 minutes [the maximum time allowed for many care 
visits]. So all the elements we continued to bang on about, in the end … I think they just got 
fed up with us… (NorthCity union representative)

Once unions had secured the political commitment to fund improved care standards, the 
strategy shifted to considering how the redesign of contracts could best support improved 
workforce standards, as proposed in Unison’s care charter. The process of negotiating 
contract redesign involved extensive social dialogue in the form of a ‘working group’. 
This group consisted not only of the usual local union and employer representatives, but 
also a wider group of stakeholders, including NorthCity politicians, service user groups 
and care providers. After extensive discussions over 18 months the working group estab-
lished the key features of the new contract, which involved:

• higher fi xed hourly fees (to cover increased wages and payment for training and travel 
time); and

• the redesign of contracts to allow for greater stability in contract volumes (designed 
primarily to reduce the need for zero hours contracts).

How can better contract design reduce precarious work?
The multi-stakeholder ‘working group’ had  identifi ed three key problems of precarious 
work, namely non-payment of travel time, zero hours contracts and low pay. Through 
negotiations, the group sought to address each problem through better contract design. 

• Paying care workers for their travel time

Under the old framework, the union argued that although no specifi c provisions were 
made for the payment of travel time, it was generally assumed that providers did pay 
workers for travel time. However, as fees were low and the council did not check very 
few actually did:

One of [the providers] actually said, ‘Look, there’s people in this room who don’t pay traveling 
time, we do, but I know for a fact some people sat in this room don’t’ (NorthCity union rep.)

This reinforced the need to pay for travel time directly in the form of a new specifi cation 
in the contract for care services. The required practice nevertheless depended on a major 
uplift in fees and this proved the major point of negotiation in the working group. Prior to 
the reform, NorthCity paid around £12 per hour for domiciliary care, well below the ‘rea-
sonable rate’ of £15.74, recommended by the national monitoring body (UKHCA), which 
factors in the average time taken by domiciliary care workers travelling from one client to 
another. Negotiations eventually resulted in a major uplift from the £12 fee, although they 
fell short of the recommended level for most workers. Revised fees were: £14.41 per hour 
for urban zones, £15.98 for rural zones (suburbs and outlying commuter villages) and 
£16.26 for ‘super rural’ zones (the outer parts of the local area containing open country-
side). Overall, the new fees added around £2.5 million to the total annual contract values 
for domiciliary care of £27 million (met from NorthCity reserves). The higher rates for 
rural zones were an explicit acknowledgement of the greater time needed to travel from 
one residence to another. In practice, however, most providers only received the lowest 
rate of £14.41 since four fi fths of all contact hours are allocated in the urban zones.
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• Eliminating zero hours contracts

The problem of zero hours contracts was tackled in a diff erent manner. The key problem 
recognised via the process of dialogue in the working group was too many providers 
competing for too many low-volume, short-term contracts, which generated uncertainty 
in staffi  ng arrangements. Provider managers were clear that zero hours contracts were the 
fault of spot contracts as they did not guarantee suffi  cient volumes of work or pay retain-
ers when clients did not require visits:

I don’t want to use zero hour contracts, [but] in some cases, I really haven’t got a choice, and 
that’s not me being a nasty capitalist to rip loads of profi t out of the business, … that’s the 
nature of it… (NorthCity provider)

The solution was to restructure contracts into six geographical zones delivered by only 
four primary providers, thereby reducing the number of providers, increasing the volumes 
of work each received and injecting more stability in contract volume.  Under the new 
contract, the care provider investigated said it would off er to move staff  from zero hours 
contracts to a standard 16 or 37 hours per week basis. Zero hours contracts would still 
be available for those workers who chose them but now with rotas issued four weeks in 
advance and fl exibility for workers to increase and decrease hours.

• Paying a living wage

For the trade union, the main prize of implementing its ethical care charter was the living 
wage. The legality of ‘mandating’ a higher wage rate in the contract specifi cation was 
debated within the council but ultimately it was seen as worth the risk:

You hear debates coming out from councils, from procurement, that you’re not allowed to do 
that. We were advised that there may be a risk and we said, ‘Fine, we will take that’. And [so] 
we wrote into the document we are at risk of challenge and well, no one’s challenged us… 
(NorthCity Commissioner 1)

The higher fees (described above) were the main contractual instrument for achieving 
this. Despite the fees for care services in urban zones falling short of the recommended 
rate for the industry, all care providers were nevertheless instructed in the contract to pay 
their workforce a minimum of £8.01 per hour (gross, basic rate). For the union, this was 
a signifi cant achievement of social dialogue. In fact, it fell short of the actual living wage 
of £8.25 at the time, but was a considerable improvement on the minimum wage paid to 
many care workers of £6.70.  Moreover, the new base rate of £8.01 was approved by the 
working group as ‘a stage’ in moving towards a full UK living wage of £8.25 and was 
agreed as a condition of the new social care contracts at a cost of around £1.2 million.

What are the limits to a contract-led approach for addressing equalities?
While this case demonstrates the value of social dialogue in reducing precarious work 
through better contracting, it is nevertheless limited by the fact that trade unions are un-
able to follow through with further pay negotiations with care providers owing to their 
absence from pay bargaining. This generated a key problem for wage inequalities in the 
case study. The new contract required payment of an uplifted  basic wage and payment 
of travel time, but it did not specify appropriate enhancements for unsocial hours and 
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weekend working, nor did it recommend that providers ought to develop or maintain pay 
diff erentials between care workers and supervisors. NorthCity managers recognised that 
the sharp uplift at the bottom could impact on the internal wage structure of providers. 
However, because some providers had attempted to invoke diff erentials to leverage wage 
increases all the way up to management grades, NorthCity dismissed all claims for the 
restoration of diff erentials:

I understand the diff erential in a care home where your cleaner now ends up being paid the same 
as the care staff . Maybe, yeah, there’s something there. But you know what, if you’re paying 
your area manager £70,000 a year, that’s nothing to do with me. (NorthCity Commissioner 1)

The trade union was therefore unable to use the higher base rate as a springboard for bar-
gaining the restoration of pay diff erentials with higher job grades. Instead, care provider 
managers were able to exercise sole authority over higher pay rates. Other research sug-
gests this is likely to lead to a compression of pay between care worker and more senior 
grades. Data from a major survey of care providers show that most providers do not 
reward experience or years of service, not even between entry and normal rates of pay, 
and those that do pay no more than 50 pence extra for senior grades (Rubery et al. 2010: 
146-7). The care provider we investigated did off er one form of compensation for more 
experienced workers, a bonus that increased with years of service and shares owned. 
However, this only added up to a maximum of 5 per cent of the total wage. Overall, there-
fore, without a presence in pay negotiations in care provider organisations, trade unions 
will not address the problem of low pay in the industry through better contracting alone.
 
Summary
Overall, this case demonstrates how even in the United Kingdom’s perforated industrial 
relations model, well designed national initiatives can have considerable local success in 
improving pay and conditions of job security for low paid workers. This case certainly 
serves as a positive model for other attempts to improve employment standards for sub-
contracted workers through better procurement. A note of caution is nevertheless needed 
since public bodies across the United Kingdom – and especially local authorities – have 
suff ered major spending cuts since 2010 as the result of a government ambition to reduce 
the scale of the welfare state. Most recently, despite repeated calls for increased public ex-
penditures to save social care from collapse the government remains fi rmly committed to 
its goal of welfare state retrenchment.15 The challenge for trade unions and local authority 
employers, via their respective collective representative bodies, is therefore to organise a 
more eff ective campaign of collective action against central government. With increased 
public expenditures, trade unions and employers can establish better contracting among a 
wider range of public bodies, and unions will also be in a better position to mobilise new 
members among the subcontracted workforce.

4.2 Case Study 2: Can Unions Prevent the Levelling Down of Standards through 
High Use of Agency Work?

This case study concerns union eff orts to combat an employer’s high use of agency work-
ers and the risks this posed for standards enjoyed by permanent workers. Ultimately, the 
15 In the 2016 budget the government promised no additional expenditures to compensate for post-2010 cuts to the social care 
budget. Professional bodies and trade unions are united in calling for new investment.
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union was unsuccessful, but the case raises useful lessons for social dialogue and eff orts 
to forge a more inclusive approach to staffi  ng that better balances fl exibility and security 
concerns.

This case study covers two organisations: a major temporary employment agency, ‘Eu-
roAgency’, and a warehouse belonging to a large client retail company, ‘PharmaCo’, as 
well as a local union branch present at PharmaCo. ‘PharmaCo’ is a multinational fi rm pro-
ducing and distributing medicines and cosmetics. It is a large employer in the local labour 
market where the case study was conducted, with 6,500 staff  working across 20 buildings 
on a 300-acre site. EuroAgency became the on-site agency provider in 2014 and exclu-
sively handles all recruitment (temporary and permanent). The union was recognised by 
PharmaCo for collective bargaining over pay and conditions at company level, and at 
local level was involved in consultation with management over staffi  ng levels, hours and 
working practices. At the local site, union density was around 43 per cent (around 850 
members out of a 2,000 strong workforce) and the vast majority were permanent Phar-
maCo staff  (just 40 members were said to be agency workers). The union representative 
was a permanent employee of PharmaCo and argued that most local issues were dealt 
with successfully through informal social dialogue without the need to escalate up to a 
higher level.

The number of agency staff  was 1,100 and around 100 employees were converted to a 
permanent PharmaCo contract each year. The number and share of agency workers varied 
in diff erent warehouse locations across the site, and across seasons. For example, in the 
goods inbound building there were 273 agency workers and 424 directly employed staff  
(a share of 39 per cent), whereas in the order picking building agency staff  outnumbered 
directly employed staff  by 686 to 606 (a 53 per cent share). Numbers of agency workers 
in order picking could reach over 1,000 during the lead up to Christmas. Four out of fi ve 
agency workers were said to be from Eastern Europe (mostly from Poland), they were 
relatively young (late 20s or early 30s) and most were men (although observation of the 
day shift in the warehouse suggested a more even split of men and women).

Hard work and performance surveillance
Attendance, timekeeping and hard work were all prized ‘worker characteristics’, and in 
terms of screening suitable workers, EuroAgency managers focused on the physical de-
mands of the job:

We try and drum into them that they can walk up to four miles on a shift, there’s lots of lifting, 
bending, stretching … some people get into the job and the sheer physicality of it is far too 
much for them and they just can’t cope with it. (EuroAgency manager 2)

Performance management was clearly a dominant theme in management–labour relations 
and the warehouse was designed in such a way as to support both the movement and 
monitoring of workers: items for picking were organised in long, straight lines with 
good visibility down aisles. Individual attendance and performance data were displayed 
on noticeboards around the warehouse with green-amber-red colour coding to shame 
those workers who were falling behind in attendance, punctuality, order picking pace and 
accuracy. The notice boards also displayed photographs of items found on staff  members 
during exit searches in order to remind workers that attempts to steal would almost cer-
tainly be detected by security staff ). The practice of conducting lengthy body searches 
and scanning at the end of shifts after workers have already ‘clocked-off ’ has also been 
identifi ed as a cause of workers at other warehouse sites being paid below the statutory 



Inequalities and the World of Work: What Role for Industrial Relations and Social Dialogue?

438

minimum wage since the search time is typically unpaid (notably at Sports Direct and JD 
Sports).16 

It’s not just about performance but attitudes, behaviours, timekeeping … absence counts 
against you straightaway ... We do support people who have got potential … We’ve done it the 
last two weeks – there is a girl down there and the way she works is so smart, and we spoke to 
her and said, ‘You know we’ve been watching you and it’s a credit to how well you work … 
really thorough.’ (PharmaCo manager)

The nature of order picking work (which is highly individualised), and the nature of 
the working environment itself (which is noisy and mechanised), did not lend itself to 
interaction with colleagues where the seeds of ‘collectivism’ could be formed, or where 
mobilisation against common grievances might be initiated (Kelly, 1998). One permanent 
worker observed that working routines and management–labour relationships were struc-
tured in such a way as to actively discourage interaction between workers, regardless of 
status:

There are no formal barriers between us [permanent and agency staff ] but you kind of come in, 
get on your station and get on with it …. There are people fl oating around keeping an eye on 
you and you’re not encouraged to speak so it’s not very social ... You don’t get much chance 
to talk about issues or what is going on. (PharmaCo worker 1)

Union strategy towards temporary agency workers: strategic engagement, exclusion or 
tactical indiff erence?
Despite the high share of agency workers at the PharmaCo site, a legacy of negative 
relations between the union and agency and union perceptions of ‘exploitative’ employ-
ment practices meant that formal interactions between the union and the on-site agency 
managers were limited. However, rather than a deliberate strategy of exclusion, this could 
perhaps be characterised as indiff erence towards the agency and agency workers so that 
the union could prioritise the needs of PharmaCo employed members. Such a strategy is 
not inevitable in the UK context. Heery (2009) reports a range of more successful union 
practices that involve an ‘upscaling’ of union representation beyond the workplace. The 
union did attempt to recruit agency workers during their induction period and used the 
on-site canteen to advertise the union and engage with workers, but the temporary nature 
of agency work and the transient nature of some parts of the workforce posed barriers to 
organising. The union branch offi  cial and the union health and safety representative sug-
gested that for those workers who did not know whether they would stay with the client 
or agency, or remain in the local area, the motivation to join a union based at one site was 
negligible. The result was very low membership among agency workers: agency workers 
made up less than 5 per cent of union members in the two warehouse buildings despite 
making up nearly half the local workforce. 

The informal division within the union strategy between organising agency workers 
and servicing permanent workers is a diffi  cult issue to resolve as there are undoubtedly 
diff erences in the needs and priorities of groups of workers engaged under such funda-
mentally diff erent employment conditions. However, the union’s acknowledged failure 
to engage with temporary agency workers who had been in post for nearly four years is 
an indicator that union eff orts to ‘bring the agency in’ were not achieved. Similarly, that 

16 The Guardian online 15-12-2016.
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the agency controls access to all jobs (both temporary and permanent) within PharmaCo 
suggests that the union has to do more to attract members from within the EuroAgency 
workforce if it is to preserve its relatively high level of membership density. 

Segmentation of regular and irregular working time
A fi rst substantive area of unequal employment practice where social dialogue unfortu-
nately had no impact at all concerned the use of regular hours for permanent staff  and ir-
regular hours for agency workers. The balance of fl exibility and security was thus divided 
between workforce groups in the form of a classic dualist strategy. While permanent staff  
received guaranteed shift patterns, agency workers received rotas one week in advance 
with no guarantees of the volume of hours from one week to the next and even from one 
day to the next. Analysis of working hours suggests a more sensible system of annual 
hours could in principle be applied since demand was relatively stable across the year and 
example agency workers averaged a working week of 33–34 hours per week, compared 
to full-time hours among permanent staff  of 37.5 hours. 

Managers instead preferred to exercise unilateral power to call in workers and send 
them home as demand dictated.  A PharmaCo line manager made clear that a key benefi t 
for the company of having a ‘signifi cant’ pool of agency workers was that all workers on 
the rotating shift pattern could take one Saturday off  in three, but more importantly the 
company was less exposed to the risk of paying staff  for unproductive time:

There is a cost advantage but there is also the fl exibility that if the work does dry up…. We 
are in a very automated environment here and we would try and keep people but if something 
breaks down we can’t keep people…. It’s a last resort but you need that fl exibility. (PharmaCo 
manager)

The fact that permanent staff  and managers were not sent home when demand falls sug-
gests that the risk was borne exclusively by the agency workforce, something which per-
haps helped to protect permanent workers from reduced hours or job losses. For agency 
workers, the cost of irregular hours was signifi cant:

The hours are okay although recently on two days I have had half days [instead of full days]… 
The rota comes out a week in advance and this Friday I have only got four hours… So it’s a 
bit of a knock in the pay packet which isn’t great when you’ve got kids…. But it goes like that 
sometimes. (EuroAgency worker 2)

Union eff orts to prevent the levelling down of pay and conditions
A second area where the local union struggled to make an impact concerned the imposi-
tion by PharmaCo in 2011 of a downgraded off er of pay and conditions to newly hired 
permanent workers. PharmaCo management reduced basic pay and premium rates of pay 
for weekend working, shifts and night work, and replaced paid breaks with unpaid ones. 
The loss of paid breaks reduced weekly basic pay by 6 per cent17 and further cuts were 
associated with the ‘normalisation’ of hours worked on public holidays and weekends 
(Table 6). Workers were not happy, but the union was unable to translate this into suf-
fi cient bargaining power and ultimately could not overturn the decision. The workforce 
was now characterised by a second division, that between new hires and incumbent staff  
with permanent contracts: 

17 Working hours remained 40 hours per week but paid hours were reduced to 37.5.
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You could have two people working next to each other on three or four pounds diff erence in 
pay. That’s caused a lot of bad feeling over the years. (PharmaCo Union representative)

The union challenged the change in pay and conditions through negotiation and also 
explored the legality of the new contract in terms of both equal pay and the contractual 
entitlement to weekend shift premiums. However, in the end PharmaCo management im-
posed it, albeit with a small cash settlement to workers (£600) to refl ect the move to more 
fl exible working patterns and loss of unsocial hours premiums.

The reduced pay and conditions meant that contracts for temporary and permanent 
workers since 2011 have in fact been harmonised, a perverse example of ‘equality via 
levelling down’. Hourly rates of pay for new starters, whether on temporary or permanent 
contracts, were £7.20 on entry (equivalent to the statutory minimum wage for work-
ers aged 25 plus during 2016) and £7.70 after 12 weeks experience whether or not the 
agency worker transitioned onto a permanent contract. It is possible both PharmaCo and 
EuroAgency managers wished to respond to the 2011 Agency Work Regulations, which 
require equal pay between temporary and permanent staff  after 12 weeks, although the 
spirit of the regulations suggests levelling up of agency workers’ conditions. However, 
the temporary workers were in fact directly employed by EuroAgency on a pay-between-
assignments basis and therefore have no legal right to equal pay according to the Swedish 
derogation (see Forde and Slater, 2016). 

Summary
Overall, our second case study reveals the risks for workers’ employment standards of 
too high use of temporary agency work in a context where unions even where present 
do not enjoy suffi  cient bargaining power. The local union did not enjoy high representa-
tion among agency workers and despite very high membership density among PharmaCo 
workers the union had insuffi  cient power resources to confront PharmaCo, a powerful 

Table 6 Main working time schedules for all workers at PharmaCo

Work schedule Pattern Paid hours Shift 
premium

Weekend 
premium

Overtime 
premium

Rotating early-
late shifts

Five days 
out of six, 
Monday to 
Saturday
06.00–14.00, 
14.00–20.00
(with occa-
sional 1 am 
fi nish)

37.5 hours No No No

Night shift Sunday to 
Thursday
22:00–03:00

30 hours Yes £1.17 No No

Weekend night 
shift

Friday and 
Sunday
22:00–06:00

15 hours Yes £1.17 No No
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US-owned multinational retail company. Over time, PharmaCo’s very high use of tempo-
rary agency workers and a failure of the local union to prevent this led to an aggressive 
management imposition of worse conditions for its directly employed permanent staff  
that aligned with the poor conditions of agency workers. A signifi cant lasting benefi t for 
permanent workers is the greater regularity of working time, although it is unclear how 
sustainable this is.

5. CONCLUSIONS AND POLICY ISSUES

The persistence of high inequality in the United Kingdom is a function of its dual aspect 
in the labour market: it is both an outcome of labour market functioning and is instrumen-
tal in its evolving character. All too often, inequality is treated simply as another indicator 
of economic performance or a signal of fairness in society. But it also plays a strongly 
instrumental role, especially at high levels, in shaping the character of work and employ-
ment, particularly norms governing fl exibility and security. 

In the United Kingdom, while the rate of job growth during the current recovery has 
beaten all records and unemployment is relatively low, these performance indicators veil 
an ongoing series of qualitative shifts in the labour market in  protections for workers and 
in the nature of work. These shifts both reproduce high level inequality and feed off  work-
ers’ unequal socio-economic conditions. Understanding this two-way interrelationship 
is becoming increasingly critical to our analysis. Sandler (1998) warned that in a highly 
unequal society many people enter the labour market and seek to improve their working 
life under conditions of ‘economic coercion’. In the UK’s perforated industrial relations 
system, a person’s ability to negotiate a fair deal with his or her employer – on pay, hours, 
holiday entitlement or job security - is undermined by a weakened bargaining position 
caused for example by poor alternative job opportunities or risk of sanctions and loss of 
welfare benefi ts. 

The problem for the United Kingdom is that for many years there has been ‘too much’ 
inequality in society. Too many employers design jobs paid at or just above the minimum 
wage while mid-pay jobs in the manufacturing and public sectors are downsized and 
the very high earners enjoy accelerated pay rises. This leads to too many low paid jobs, 
too many workers dependent on top-up welfare benefi ts, too much job insecurity caused 
by zero-hours contracts, outsourcing and self-employment, and overly limited pay and 
career prospects over the longer term. While for many years this problem has plagued 
low-income households, the past decade has also witnessed its extension to people in 
the middle of the income spectrum (see Vaughan-Whitehead, 2016). The future for the 
United Kingdom requires a radical change of mindset and a new political acceptance that 
workers require more than the ad hoc interventions of government – on minimum wages, 
for example – and rather a commitment to joint regulation of pay and conditions of work. 
Without collective bargaining it is diffi  cult to imagine how the United Kingdom can move 
towards a fairer distribution of the rewards from work. As Willy Brown has argued:

the process of collective bargaining is at the heart of a pluralist approach to employment, one 
that expects management to make a case for changing workers’ lives, and for those workers to 
have some opportunity to argue about it. Its decline is likely to diminish popular experience of 
the exercise of citizenship at the place of work and to reduce the capacity to achieve negotiated 
adjustments to change. (Brown, 2010: 272)
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