EUROPEAN WAGE RECOMMENDATIONS: THE 2012 GOVERNANCE CYCLE

On 30™ May, the Commission published a bundle of policy recommendations for
member states to implement. This bundle contains both the 2012 country
recommendations that are issued in the context of the EU 2020 strategy as well as
policy advice from the in depth country review that is part of the new policy process on
‘excessive macroeconomic imbalances’. The June European Council will be endorsing
these Commission recommendations.

Both sets of policy advice also concern the specific domain of wages, wage formation
systems and collective bargaining systems. The table attached to this note provides a
detailed overview of the different wage recommendations issued for individual
member states.

Based on this overview, following general points can be made.

e With 17 out of 27 member states receiving a recommendation on wage policy,
wages and wage formation systems continue to be in the spotlight of European
policy makers.

e The wage standards the Commission is putting forward continue to be based on
the idea that wages are an instrument of economic adjustment and should
become more flexible so as to regain competitiveness and revive job creation.

¢ In this context, the Commission systematically questions wage indexation
systems and calls for a reform of such systems in those five member states
where these still exist.

e Besides questioning systems of indexation, the other general line is to urge for a
‘better’ alignment of wages on productivity in many countries. Taken literally,
this implies limiting wage dynamics to the evolution of productivity, while
removing inflation as a determinant of wages. This is also the wage standard
specific surplus countries have been following over the 2000-2008 period, with
as a result, a stagnation or, even in some years, a fall in average real wages..

e Moreover, alignment of wages on productivity should not be seen only in the
macroeconomic sense of the wording. This is also meant to include the micro
dimension of more wage differentiation between workers so as to take account
of differences in productivity at local and plant level. In other words, the
Commission is openly arguing in favour of higher wage inequalities, as is done
for example in the case of the recommendation for Sweden (‘more wage
flexibility especially at the lower end of the wage scale’).

e The fact that member states in which wages have been stagnating over the past
are not really being targeted , whereas member states in which wages have been
somewhat more dynamic are being put on the operating table and are receiving
very precise policy prescriptions, constitutes a negative bias. This bias works to
promote a policy of downwards wage competition across Europe, thereby also
potentially creating a deflationary bias for the economy.

¢ Not even minimum wages are excluded from this ‘competitiveness’ or
‘flexibility’ drive: France, Slovenia and Hungary receive specific



recommendations to control or avoid growth in minimum wages so as to
improve competitiveness.

Meanwhile, (and with the exception of the UK where the in-depth report goes
into a discussion of retained business profits not being used for investment), the
big absentee in the Commission documents is profits; indeed, increased profit
rates are the other side of the coin of ‘wage stagnation’ and at least the question
of how these increased profit margins are being used by business should be
raised: Are they going into dividends, bonuses, capital pay outs or investments?

Whereas the Commission does make sure that every recommendation on wage
reform is accompanied by the standard reference that reform should be carried
out in consultation with the social partners and that national systems need to
be respected, the Commission’s recommendations are very precise and detailed,
in such a way that they boil down to a serious change in the balance and
characteristics of some national wage formation system. There is a clear
contradiction between what the Commission does (putting member states
under high pressure to reform in a certain way) and what the Commission says
it is doing (respecting national systems of wage bargaining).

These wage policy recommendations are not always in line with the ideas on
wages expressed in the Commission’s employment package, with the latter text
calling for ‘real wage increases in line with productivity’ and opening the
discussion on minimum wages and symmetric wage policy (the latter also
implying, besides wage depression in ‘deficit’ countries a more dynamic wage
pattern in ‘surplus’ member states). On the other hand, the two Commission
initiatives are consistent with the fact that minimum wages would need to be
‘adaptable’ and ‘reflect overall economic developments as well as being
‘differentiated so as to uphold labour demand’.

Finally, it is to be noted that the Commission does not intend to mobilize the
new powers it has received from the regulation on macroeconomic imbalances
since not one single member state is being declared as finding itself in a
situation of ‘excessive’ imbalances. It may be the case that the Commission’s
strategy is to use these new powers in a gradual way, as well as being concerned
by the fact that actually sanctioning member states for not following up on
wage recommendations may not be in line with the Treaty. Or it may be the
case that the Commission is of the opinion that the existing pressure on
member states coming from both the 2012 country recommendations as well as
financial markets and the ECB is already sufficient enough to force governments
into policies of deregulation, in particular, that of labour markets.
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