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Introduction *

All European member states have some form of mimimage system. Minimum wages
may be applied using government legislation (culyefound in 20 EU member states) or
they may be a by-product of social partner colectagreements (found in seven member
states) with supplementary statutory extension latigms in some cases. Within each of
these two basic models of minimum wages, counttigglay an enormous variety of rules
and conventions that shape the functioning, effeogss and performance of a minimum
wage. There is variety in the use of single or ipldtrates, in the roles of social partners and
government in minimum wage setting, in the valughg& minimum wage and trends over
time, its interaction with welfare policy and itssudlibutive effects on wage structure,
especially on the incidence of low pay and gendsr guity (Bazen 2000, Brosnan 2003,
EC 2008, Eyraud and Saget 2005, Freeman 1996, &ndkLesch 2006, Schulten et al.
2006, Vaughan-Whitehead 2009a). Recent country loewvents highlight the diverse
functioning of minimum wages as well as their ptisnto spark conflict over policy
intervention. For example, in Hungary there is sanhg debate about its initiative to use
multiple minimum rates differentiated by skill; ermany there is vigorous debate over the
need for a new minimum wage system to protect lomgevworkers; in Croatia social
partners have conflicting views on a new upratirgchanism; trade unions and living wage
campaigners in the UK have been lobbying for a éigminimum wage; and the
government’s ambition for a higher minimum in Sp@ipresenting potential challenges for

collective bargaining.

No universal position on minimum wages or strategyards the use of minimum wages
can be said to be followed either by governmentsogcral partners. This applies both across
countries and within the same country across tier@gs. It is not even always the case that
employers oppose and trade unions favour a rigee rminimum wage. Employers may in
some circumstances be supportive of the introdactd or the raising of a statutory
minimum wage because it fits with their desire teed out unscrupulous firms or to

establish a realistic benchmark in the labour markesome circumstances, trade unions

! We are very grateful to Andrew Chapman from theoBean Commission for providing encouragement,
advice and critical comments throughout this 12-thgoroject. This comparative report also benefitarf
input and corrections of earlier drafts from menshafreach of the five country teams in this prgjestwell as
research assistance from Claire Shepherd.
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may be cautious about raising the minimum wager fl@zause if set too high it might erode
their bargaining power in negotiating collectivelgreed wages. Also, at particular points in
time, governments may favour active interventiominimum wage policy to further policy
objectives of reducing wage inequality or addragsiigh levels of working poverty. This
may apply even if the government still considerat tincreasing minimum wages may

involve risks of inflation or job loss.

In order to improve our understanding of why diéier approaches are taken by
governments and social partners across countriéeer time this comparative research
project set out to interrogate the different rudesl functions of minimum wages in their
country settings and to understand the interlinkdggtween a minimum wage system and a
country’s model of industrial relations. By shedgifight on the way minimum wage
systems interact with the pay bargaining strategiet¢rade unions and employers, the
objective was to contribute to the Europe 2020 gjoéimore effective and sustainable policy
development in this area, particularly with regaedfair labour market outcomes and

enhanced processes of social dialogue.

The novelty of this project is its analysis of amigl comparative data on employer and union
approaches to wage bargaining (in national, seetwd organisation level collective
agreements) in a context of developments in minimage policy. At the aggregate level
we know both that countries with strong collecthargaining coverage are less likely than
other countries to have a system of statutory mimmwvage protection and that among those
countries with statutory minimum wage protectianoisger models of collective bargaining
(coordination and coverage) seem to support (ceroehe) a higher relative level of the
minimum wage (EC 2008). Cross-national comparatie¢a also demonstrate a strong
negative relationship between the level of a minmimwage (relative to average earnings)
and the incidence of low pay and size of gendergayin a country (Vaughan-Whitehead
2009b). However, we understand far less about Iheset results are articulated through the
processes and outcomes of collective bargainingekample, a rising minimum wage may
dovetail with trade union strategies to compress Wage structure among members,
generating an especially strong effect at the logret by truncating the bottom tail of the
pay distribution among organised workers (for th€, See Metcalfe et al. 2001). Similarly,
both employers and unions may seek to build on aimum wage floor through
complementary efforts to address gender pay edhoryugh pay bargaining (Colling and
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Dickens 1988, Dickens 2000). But how do wage baiggistrategies modify and shape the
spillover, or ‘ripple effect’ (Pollin et al. 2008associated with a rising minimum wage? Do
social partners believe that the lowest paid inr tharticular sector or organisation ought to

be paid higher than the legally binding minimum @2df so, what is an appropriate pay gap
- a 'legitimate differential’ in Checchi et al."2@10) words - and ought this to be sustained
even during a period of above-average increasdgsiminimum wage? And in cases where
the base pay in a collective agreement is at on &atow the legal minimum, what are the

reasons for this and do social partners negotitieer pay supplements?

Our detailed empirical evidence is drawn from fogintries — Croatia, Germany, Hungary,
Spain and the UK — and supplemented by second&yfalafour countries (Estonia, France,
Ireland and Sweden). Five national reports weralaoted as part of this research project by
experts from each counfry

— Danijel Nestt and Ivana Ra&iBakart for Croatia;

— Josep Banyuls, Ernest Cano and Empar Aguado fanSpa

— Gerhard Bosch and Claudia Weinkopf for Germany;

— Lé&szl6 Neumann for Hungary; and

— Damian Grimshaw, Claire Shepherd and Jill Ruberyte UK

The results demonstrate the answers to such gnestwe shaped by the particular
circumstances of country and sector systems ofakalinlogue, collective bargaining
arrangements and product market conditions. Ouicelaf EU member states includes old,
new and candidate countries. Moreover, the fiventgureports analyse developments in
those sectors most relevant for minimum wage dsebiatehe particular country. In this
comparative report, in addition to summarising etéhces at the national level, we collate
some of the key findings with respect to four secte retail, security, cleaning and
construction. Our objective is to critically anaylow different country minimum wage
systems function alongside union and employer Waaygaining strategies, how effective

they are in protecting the low paid and what cayabey have to enhance social dialogue.

The report is organised as follows. Section 1 resiehe differences in rules and
conventions governing minimum wage systems, as \wsllkey moments of policy

development, among the nine European countriestedldor analysis. Section 2 assesses

2 See the bibliography for full references. All refsoavailable for download at http://www.mbs.acrakéarch/
europeanemployment/projects/minimum-wage.aspx.
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inter-country patterns and trends in the relatisdue of the minimum wage, and covers
European data on statutory minimum wages as wealhts on the value of sector minima in
Germany and Sweden. Section 3 draws on data famitieeEuropean countries to elaborate
the tensions and complementarities between mininvage policy and the country model of
industrial relations. It explores two issues: thgpraach of government, unions and
employers to the minimum wage; and the interactiotin the relative coordination and
coverage of collective bargaining. Section 4 idesgi — at an aggregate level - the
redistributive effects of minimum wages (followifigeeman 1996) on two measures of pay
equity, the incidence of low pay and the gender gay. Section 5 compares and contrasts
original empirical evidence on pay bargaining drayvon the analyses in the five national
reports completed for this project. Finally, secti® sets out four key issues for policy
consideration.
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1. Minimum wage policy and practice: a 9-country comparison

The fact that statutory minimum wage rules are iadph approximately 90% of countries
signed up to ILO membership (ILO 2009) suggesteetisea near international consensus on
the value of this particular instrument of labouarket intervention. Within Europe, 20 of
the 27 member states have some form of statutorynmam wage. Among the seven
countries without national legislation multiple nmmum wage levels are instead agreed by
social partners in sector-based collective agre&snetbeit with varying coverage of the
workforce. As with all labour market rules (see dman 1994), therefore, there is
considerable variety in minimum wage policy andcgice. This section reviews the key
differences in approach, as well as moments of gdaamong the nine European countries
selected for analysis (see table 1 and figure 1).

Seven of the nine countries have a statutory naltiomnimum wage (MW). The two
exceptions, Germany and Sweden, rely instead darelift minimum rates negotiated in
separate sectoral collective bargaining agreeme@tymany also applies sector-wide
minimum wages in several sectors through legaliinig extensions. Among the group of
seven countries, a statutory national MW is in faatlatively recent intervention in five
countries; it is only a little over a decade olddroatia, Ireland and the UK and two decades
old in Estonia and Hungary. Differences in the afjthis form of wage regulation, however,
do not appear to be related to the variety of rudgdace today (table 1).

As well as a standard, or adult, national MW, maaoyntries set alternative MW rates for
categories of workers who may be perceived as imgrigpecial consideration. In most
cases, the categories are defined in objectivestefior example, France, Ireland and the UK
each specify youth rates, typically for workers&dé and 17 years old. The position of the
UK is notable given its notion of an adult worker @ person aged 21 years old and over
rather than the more conventional definition ofy&rs old In some cases, the exceptional
categories are more susceptible to changing defnsit For example, separate rates for
skilled and educated workers prevail in Hungaryribg 2006-8 three tiers distinguished

% In fact, until 2010 the UK government consideredaalult worker as aged 22 years old and abovetdesp
persistent recommendations over ten years froninthependent Low Pay Commission to change the lionit
21 years.
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between a standard worker, a beginner-level skillecker and a skilled worker with at least
two years experience. But following employer créios, this was subsequently simplified in
2009 to just two rates. Given that the skilled M&\2P% higher than the standard rate there
is a risk that employers may redesign jobs to redddV payments (Neumann 2010). The
rules in Croatia are also of interest since thdyasseparate ‘sub-minimum wage’ in four
industries that are singled out for special attentiue to their difficult economic conditions.
This temporary sub-minimum was established in 2@®8he textile, clothing, wood
processing and leather industries and aims to eethue possible job loss effects in these

industries from a higher standard MW.

Figure 1. Key moments in rules shaping minimum wagsetting, nine countries, 2001-
2010

Lelan Croatia:

Minimum wage earners
exempted from income
tax

New MW Act makes UK:
substantial changes ’

Adult rate extended
to 21 year olds

Hungary: . - New apprentice MW
Estonia: UK: New 3-tier MW rance:
i tem with 2 rates Decision to set up a
Agreement to raise New youth MW systerr
MW to 41% of for 16-17 year for skilled workers TSy
Commission in 2010
average wage by olds
2008 —
Ireland Croatia:
UK: MW MW I|r|1ked tot
Low Pay Commission goal to increased unegn P 0]?.’{" e
raise MW relative to average without Sweden: enetits
earnings 2003-7 agreement of
employers [EC Lavel @z Hungary:
rules against
T construction Switch from 3 to 2-
Hungary: Spain: workers' trade union tier MW system
. MW delinked from
Unprecedented rise
in MW welfare payments —
Y: Sweden:
sy || vewtava aw
Government policy selected sectors jmplemented
to raise MW during during 2008-10
2004-8

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Table 1 also presents the different nominal legéthe MW. There is a wide range in hourly
rates, from €1.46 in Hungary to €8.86 in Franaehich reflects both the cost of living of
each country and the relative level of the wagerfloompared to the average or median

level of earnings, an issue we explore further WeldThere are also important country

* Euro exchange rates applicable in July 2010.
® Country differences in prices can be controlled by applying Purchasing Power Parities for houkkho
consumption expenditures, as presented in figwktBe Eurostat ‘Statistics in Focus’ (2008) puation.
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differences in the conceptualisation of the minimwage in terms of a monthly, daily or
hourly income guarantee. A monthly standard arguatdets the policy goal of establishing
a minimum basic wage income for a full-time workeith pro rata conditions for part-time
workers adjusted for hours of work. A monthly minim can be found in Croatia, Estonia,
Hungary and Spain; it is the most common form ofnpant in the EU (Eurostat 2009).
Indeed, in the case of Spain the fact that the M&¥ at a very low level for many years is
partly explained by its popular interpretation asnanthly minimum income to prevent
extreme poverty rather than as a benchmark for sgageng. In contrast an hourly MW
applies an explicit notion that there ought to bmiaimum reward for an hour’s work. This
applies in France, Ireland and the UK, as well atolia, which sets an hourly and a

monthly minimum.

In Germany and Sweden, the absence of a statuttignal MW means that it is not
possible to report a single MW level. Instead thene multiple minimum wages set in the
various sector-based collective agreements. Wepteetailed data on these minimum rates

in section 2 below.

Our 9-country comparison,reveals a further vargdtyules when we review the procedures
for fixing a minimum wage (table 1). There are thissues of interest. The first is the
timescale for adjusting the MW floor; all countrids this on an annual basis with the
exception of Ireland. Since its introduction in R0Me Irish MW has been uprated after a
period of anywhere from 15 months to 20 monthshgbet the date of uprating also varies
from one year to the next (Nolan 2009: table 9rb}the other countries, the timing is fixed;

although in 2010 the French government changedtieh for uprating from July each year

to January in order to establish a more usefulqalect for collective bargaining at sector
and company levels (Eironline 2010).

Second, there are differences in the use of autonmatexation. Among the seven countries
with a statutory MW there is no automatic indexatia five countries. Even in the two
countries with indexation, Croatia and France,erther case can uprating be described as a
scientific process; both sets of rules are in practontingent upon, or supplemented by,
political intervention. In Croatia, a new Act in@® intended to establish a rather complex
automatic rule - that the MW would be uprated egedr such that the percentage rise in the
Kaitz index for the current year (defined as thgoraf the minimum wage to average
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Table 1. Key characteristics of minimum wage systesin nine countries, 2010

Year

established

Number of rates
rate in Euros)

Standard rate/ (hourly Wage fixing process:

10

Frequency/ formula

Process

Statutory national minimum wage

Croatia 1998 Two: standard rate and HRK 2814 monthly Annual Central Bureau of Statistics proclamation
‘subminimum’ for 4 (€2.12) Specific rule for uprating (but following automatic adjustment
industries ambiguous)

Estonia 1991 One EEK 4350 monthly  Annual Government decree following bipartite

and EEK 27 hourly o automatic formula agreement
(€1.73)

France 197 Three: Adult; Youth (17 £€8.86 hourly At least annual Government decree following recommendation

years); Youth (16 years) Automatic rise by CPI when by new Commission of independent experts
inflation exceeds 2%, and half the (Since 2008)
rise of the PPP of manual workers’
pay

Hungary 1991 Two: universal and Ft 73500 monthly  Annual, except 3-year arrangemenGovernment decree following tripartite
skilled (€1.46) in 2006-8 agreement

No automatic formula

Ireland 2000 Four: adult; Youth (<18); €8.65 hourly Varies — 15-20 months Government decree with or without agreement
trainees aged 18+; newly No automatic formula from social partners
hired aged 18+

Spain 1963 One €633.30 monthl{y  Annual Government decree following consultation with

and €21.11 daily  Ng automatic formula main unions and employer bodies
(€4.20)

UK 1999 Four: adult, youth (18- €6.97 hourly Annual Government decree following recommendation
20), youth (16-17), No automatic formula by independent Commission of experts
apprentice

Collectively agreed sectoral minima

Germany n.a. Multiple minimum rates n.a. Frequency varies depending on the  Collective banggibetween unions and

by sector and by

employers in some sectors; government makes
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skill/region collective agreement minimum rate binding in some sectors
No formula
Sweden n.a. Multiple minimum rates n.a. Annual (usually as part of 2-3 yearCollective bargaining between unions and
by sector and by pay deals) employers
age/experience/ No formula No legal extension to uncovered sectors
occupation

Notes: 1. 2010 gross value (Euro exchange ratelicaple in July 2010). Italicised figures have bemmverted from the annual (Spain) or monthly (Hamyg Croatia)
rates to an hourly rate using European LFS datavierage actual hours worked in the main job biytfile employees, second quarter 2009.
2. A form of minimum wage preceded the 1998 lagish known as the ‘guaranteed wage’ and was imatipe during the socialist period and early trdasi
years.
3. The SMIC was preceded by a different minimungeyahe SMIG, ‘Salaire Minimum Interprofessionnelré@nti’ (see www.cerc.gouv.fr/rapports).
4. In Spain, the annual statutory minimum wage3@8320 in 2010) constitutes 14 monthly payments.

Source: National reports for Croatia, Germany, HupgSpain and UK;.Gautié (2009) for France; Ma%d(rillo (2009) for Estonia; Nolan (2009) for Iretal.
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earnings) matches the percentage rise in real GBPrevious year. Throughout 2009 and
2010, trade unions, employers and government arratedifferent views as to what the
formula implied, in large part caused by differencé interpretation of the Kaitz index of
the current year. Also, when real GDP fell in 2@B8re was debate over whether or not to
cut the MW; in the end it was frozen (Nésaind Bakaii 2010). In France, an automatic rule
links the MW both to the consumer price index gisger 2%) and to at least half the annual
rise in purchasing power of manual workers’ averagerly pay. This automatic linkage to
prices and earnings growth is supplemented by allleglefined discretionary role of
government, known as theoup de pouceDuring 1997-2005 theoup de poucewvas
instrumental in boosting the MW, but has playedrole at all during 2007-2010Gautie
2009 Eironline 2010).

The third issue is whether countries have insthdlised a process of social dialogue in
uprating the MW — with variation in government itv@ment and engagement with social
partners. Where, as in Germany and Sweden, them® igational statutory MW social
dialogue is likely to be important in the settingminimum wages at the sector level. In
Germany only a few sectors have generally bindingmum wages but in all of these cases
the MW was first negotiated through a collectiveeggnent and then extended to all firms in
the sector. The first sector to follow this patlGarmany was construction. The collectively
agreed MW rates were established as generallyrigndi 1996 under the Law on Posting of
Workers. Following a political compromise agreed2@05, other sectors followed suit
during 2007-2010. In July 2007 a MW in commerciaaaing was introduced and in 2009
industry-wide minimum wages were agreed in indaktaundries and mining specialists.
Further agreements were implemented in 2010 inwthste management sector and care
services (Bosch and Weinkopf 2010). In each cad¥, fdtes are agreed by social partners
and the government declares them generally bindinthe basis of the Law on Posting of

Workers.

In Sweden, minimum rates are set in all sectorsutin collective agreements. High
coverage of collective agreements — approximat@®dp 9 ensures wide, national coverage of
sector-based minimum wages, even in low wage se¢®kedinger 2009: 358-360). The
general stability of both country systems (notwiinsling the recent policy shifts in
Germany) is demonstrated by Visser's (2009) scoroigthe two countries in his

® Plus more recent personal communication with JerGautié.
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classification of minimum wage-setting mechanisBath Germany and Sweden score 1 on
a scale of 0-8 throughout the 1980-2007 periodjnddf as ‘minimum wages set by
collective agreement or tripartite wage board imscectors’; see the note to figure 2 for a
full description of the different categories.

Croatia, Estonia and Hungary, like other former Gamist countries, have had a variable
history of social dialogue around minimum wageisgitreflecting the significant changes
that have taken place in their minimum wage-sgttules (Kohl and Platzer 2007; Standing
and Vaughan-Whitehead 1995). In Estonia and Hungjaeystatutory MW was initially
introduced during the early transition as a suaneisstate wage-setting; it was used as an
instrument of containing wage growth (Kohl and Bat2007), although wage restraint
during this period was also strongly shaped bydbenomic conditions of recession and
high inflation. However in Estonia, a change intestangagement with social partners
occurred in 2001 with the signing of a bilateratesgnent between the national employers’
federation and the larger of the two main tradeomntonfederations (Kohl and Platzer
2006). In Hungary, tripartite negotiations unden@d the government decision on the
statutory MW during its first decade of life. Themas a subsequent short period, 2000-
2002, when the government acted unilaterally, botes 2002 it has been set through
tripartite agreement (Neumann 2010). Croatia héwra of MW during its transition period

— known as the ‘guaranteed wage’ — but the statutational MW in place today was
established later, in 1998, following the decisiyna national collective agreement on low
wages (Nestiand Bakai 2010).

Ireland and the UK both introduced a national stajuMW only very recently, but have
diverse rules concerning government engagement sathal partners. In Visser's (2009)
classification of MW systems (figure 2), Irelandoses 4 out of 8 and the UK "7The
difference lies with the establishment of the Losyommission in the UK - a permanent,
statutory, independent public body that advises gheernment on the basis of expert
opinion (unions, employers and academic an poksgarch) — and the reliance in Ireland on
either national agreement from unions and employers when there is no agreement,
resolution through the Labour Court (Nolan 2009)bbth countries, government reserves

the right to exercise discretion.

" See the note to figure 2 for details of categories
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Figure 2. Change in minimum wage-setting mechanism&isser index scale 0-8, 1980-
2007

Sweden 0 1980

[ 1985
Ireland

B 1990

@ 1995

Hungary | I .
m‘ . . . . @ 2000

@ 2005

@ 2007

Note: 0 = No national (cross-sectoral or inter-occupational) minimum wage; 1 = Minimum wages set by collective agreement or
tripartite wage boards in (some) sectors; 2 = Minimum wages set by national (cross-sectoral or inter-occupational) agreement
(‘fautonomous agreement’) between unions and employers; 3 = National minimum wage is set by agreement (as in 2) but
extended and made binding by law or Ministerial decree; 4 = National minimum wage set through tripartite negotiations; 5 =
National minimum wage set on fixed rule (index-based minimum wage) after negotiations or consultations with social partners;
6 = National minimum wage is set by government but after (non-binding) tripartite consultations; 7 = National minimum wage

set by judges or expert committee, as in award-system; 8 = National minimum wage set by government, without fixed rule.
Source: Visser (2009); no data available for Croatia

Finally, in France and Spain, the MW is fixed eagdar by government following
consultation with social partners; in the caserahEe, with the tripartite National Collective
Bargaining Commission (Schmid and Schulten 2006) ianSpain following consultation
with the main unions’ and employers’ organisatioas, set out in the 1980 ‘Workers’
Statute’. Alongside its commitment to social parsip, in 2008 the French government
also established a new commission of independeperex (that excludes trade union
representatives) with the remit to provide officiavice to government and to the tripartite
Bargaining Commission on the appropriate rate gtliof economic conditions (that is,
whether or not @oup de pouces required). In 2009 and 2010 the expert commissdted

unanimously againstoups de pouc@Gautié, personal communication).
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2. The changing value of the minimum wage

2.1. Country patterns

The Kaitz index provides a useful means of comgitne relative level of a country’s MW,
both over time and across countries. It is defianedthe MW as a ratio of gross median
earnings. Both the OECD and Eurostat provide esitms of the Kaitz index for European
countries. Both datasets include estimations ofmtiemum as a ratio of median and mean
earnings. Because countries have varying diffeatntbetween their median and mean
earning$ we present both sets of ratios here. However, igeip wider European country
coverage, we do not present the Eurostat data beasiudoubts about its comparability
across countries. The OECD database estimates dlte ikdex for 18 EU member states
and uses gross earnings for full-time employeethasbenchmark for median and mean
earnings. The Eurostat database covers all 20 nrestddes with a statutory minimum wage
(it also includes Bulgaria and Malta) but unforttetya does not incorporate comparable
earnings data; for some countries part-time wotkeasnings are included and for others
excluded, while for several countries it is notaclevhich groups of workers are included in

the earnings estimation.

According to figure 3, the three countries with ighhMW — both as a ratio of median
earnings and mean earnings — are France, Belgighreland. France stands significantly
above the second ranked country in both chart$) aiMW estimated at 0.60 of median
earnings and 0.48 of mean earnings in 2009. Twatces register a high median wage as a
ratio of median earnings (Latvia and Portugal)dase to an average level MW as a ratio of
mean earnings. The reason is the large gap betmeellan and mean earnings in these
countries; median earnings are only 74.8% of meanimgs in Latvia and just 69.3% of

mean earnings in Portugal (compared to 79.8% ind&a

8 For example, median earnings are 79.8% of meamingar in France but 87.8% of mean earnings in the
Netherlands (OECD earnings database).

° From the notes to the Eurostat (2009) publicatienearnings estimates are for full-time employasly for
Estonia, France and Hungary, but include full-tiamel part-time employees for Bulgaria, Czech Repudntid
Latvia. No information is provided for Ireland, $palithuania, Luxembourg, Malta, Poland, Romania,
Slovakia and the UK.
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Figure 3. The value of the statutory minimum wageKaitz index), 2009

a. Minimum to median earnings
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b. Minimum to average earnings
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0.300 | 0.317 | 0.327 | 0.344 | 0.348 | 0.349 | 0.353 | 0.355 | 0.362 | 0.362 | 0.366 | 0.372 | 0.381 | 0.388 | 0.413 | 0.415 | 0.433 | 0.441 | 0.480 | 0.374

Notes:

The estimation for the European average $gmple unweighted average for the 18 (19) coesitri

included here. Average and median earnings reféultdime employees only for all countries and geally
include overtime and other supplementary pay. TER€D data for France refer to its hourly data andttie
UK its Annual Survey of Hours and Earnings not tiadour Force Survey. Data for Croatia are not awd!
on the OECD database and sourced separately.

Source: OECD earnings database, kindly providetMbayk Keese. Data for Croatia from Neéséind Bakax

(2010).
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Countries with a consistently low value MW — agdmoth as a ratio of median and mean
earnings - are the Czech Republic, Romania, Estbwigembourg and Spain. For all five

countries, the MW falls significantly below the aage values for the 18 (19) countries
shown, 0.45 or less of median earnings and 0.3&ssrof mean earnings, compared to total
country averages of 0.47 and 0.37, respectivelyl &gain, two countries that rank very low
as a ratio of mean earnings (Greece and Hungamy)bietter as a ratio of median earnings,

with a MW value marginally above the average.

Given their absence of a statutory MW, there is@irse no Kaitz index for Sweden and
Germany. It is nevertheless possible to estimatdetvel of collectively agreed MW rates for
various sectors against average earnings for theoacy. The data are not comparable with
those presented in figure 3. However, they do gawe interesting impression of the

contrasting sectoral minima in these two countries.

The new binding collectively agreed minimum rateghe seven sectors shown in figure 4
include a lower rate for eastern Germany in fivehaf seven cases; a universal rate applies
in the painting and varnishing and the waste mamage sectors (table 2). Nevertheless the
Kaitz index for eastern Germany is higher at 57%83% compared to 49% to 69% of
average gross hourly earnings in western Germahys Talthough average earnings in
eastern Germany are significantly below those isteara Germany (€11.50 compared to
€15.62), the rates are set at a comparatively higkel in eastern Germany. In both regions,
the lowest minimum rate is for the laundry secsorthis might therefore be taken as a proxy
for the minimum wage floor so far agreed for the t@gions of the German labour market —
that is, 49% of average earnings in the west arfh %7 the east. If we compare the
minimum rates set for the two regions instead ® dlrerage earnings for the whole of
Germany, the ratios are reversed (Table 2, thitdwseolumns) with the sectoral minimum
wages set for western Germany ranging from 51%2% Of average German earnings
while the minimum rates set for eastern Germany antount for 44% to 64% of average
German earnings. The MW values for laundries, theekt paid sector, are 51% for western

Germany and only 44% for eastern Germany.
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Figure 4. Relative value of sector-based minimum wgges in eastern and western
Germany, 2010
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Note: Estimated in relation to separate averageirgs data for eastern and western Germany; segotable
2.
Source: Table 2.

Table 2. Alternative estimations of the value of s#or-based minimum wages in
Germany, 2010

Relative to separate West Relative to average earrgs
Hourly minimum rates (€) |and East average earnings: | dr Germany:
West East West East West East
Construction 10.8 9.25 69.2% 80.4% 72.4% 62.0%
Electric trade 9.6 8.2 61.5% 71.3% 64.3% 54.9%
Commercial cleaning 8.4 6.83 53.8% 59.4% 56.3% 45.8%
Laundries 7.65 6.5 49.0% 56.5% 51.3% 43.5%
Painting & varnishing 9.5 9.5 60.8% 82.6% 63.6% 63.6%
Waste management 8.02 8.02 51.4% 69.7% 53.7% 53.7%
Care services 8.5 7.5 54.4% 65.2% 56.9% 50.2%

Note: 1. Hourly minimum rates are those agreed immdemented in 2010. We have used the most recently
available average earnings data which are for 2008.
Source: Bosch and Weinkopf (2010: table 1) andrsé@@ommunication.

For Sweden, we draw on data provided by Per Skediigat updates work already

published (Skedinger 2009). Figure 5 presents #wosbased MW as a percentage of
average earnings for the economy in seven diversers. It is unfortunately not possible to

draw a comparison with the results for German miummwages since there is not a match of
sectors, except for construction. For Sweden,dhest sectoral minimum is 49% of average
earnings (in local government) and the highest grba seven shown is 66% in the bakery
sector. The value of the MW floor in the constrantsector in Sweden is 53%, lower than

the minimum in Germany for construction (see t&)le
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Figure 5. Relative value of sector-based minimum vgges in Sweden, 2009
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Note: Hourly minimum wage as a percentage of avetatal earnings for all employees.
Source: Personal communication with Per Skedirgge; also, Skedinger (2009).

2.2. Country trends

As documented in other studies, for many countmeg&urope the decade preceding the
recession saw increases in the relative value ef MW (Vaughan-Whitehead 2009b),
marking a change from the 1990s when the genetrpavas one of decline (Rubery et al.
2005). This change in fortunes can be demonstitading on the OECD MW database
which covers 18 EU countries using average earnfogsll full-time employees as the
harmonised reference wage (figure 6). Between 188l 2000, the Kaitz index (median
earnings) fell in 10 of the 12 countries includedhe dataset, by more than ten percentage
points in Romania, the Czech Republic and Slovada by 7 points for the 12-country
average. Then, from 2000 to 2009 falls were reabrdeonly 4 out of 18 countries and the
average unweighted Kaitz index for the 18 countineseased from 0.439 to 0.471. For the
restricted sample of 12 countries included in the&aset in 1991, the average Kaitz index
(median earnings) fell from 0.506 to 0.431 durithg t1990s and then recovered, albeit
partially, to 0.472 by 2009. The Kaitz index measusing mean earnings (figure 6b) shows
a similar reversal of trends, with again only Fewrand Luxembourg experiencing a rising

MW value in the 1990s and the majority of counte&periencing a rising MW in the 2000s.

The 2008-2009 recession does not appear to hawt opsrall trends. For all 18 countries,
the value of the MW relative to median earningseased from 0.450 to 0.472 from 2007 to

2009. However, there is evidence of more mixed c&dfeacross countries with five
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registering a fall in their MW, ten a rise and thrmarginal change (less than half a

percentage point).

Figure 6. Trends in the value of the minimum wageKaitz index), 1991-2000-2009
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Note: The Kaitz index is estimated as the minimuage as a percentage of median (chart a) and average
(chart b) gross earnings for full-time employees.

Source: OECD earnings database kindly provided lbykMKeese. Data for Croatia from Néstind Bakai
(2010).
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As well as an overall upward trend, there is sonidemice of convergence during the last
decade around the mean Kaitz indices of 0.471 @nmegiarnings) and 0.374 (mean earnings)
for 2009. The standard deviation among the 17 Eraogountries for which we have both
2000 and 2009 data has certainly reduced, fromd0@9®.053 (median earnings definition).
Part of the difference can be explained by the gimgnvalues of two outlier countries in
2000 - Ireland and Romania (see figure 6a); if weluele these countries from our
estimates, we still find a significant fall in vation, from 0.068 to 0.055. There are
nevertheless countries that do not fit the pattéroonvergence. In France the already high
value MW has continued to rise, in Spain a low M#§ilefd to rise more than the average

percentage point rise and the MW in Lithuania a \@aue MW fell.

Japan and the US provide examples of opposing srémdughout the 1991-2009 period
with Japan consistently increasing its MW relatwenedian and mean earnings, albeit from
a very low value, and the US experiencing a fluthgatrend relative to median earnings
and a persistent drop in value relative to meaniegs. In 2009 the US ranks bottom among
the 20 OECD countries included in the datasetivgldb mean earnings with a MW to mean

earnings ratio of just 0.270.

Alternative data provided by Eurostat confirm tlesiive general trend in the Kaitz index.
In Vaughan-Whitehead’s (2009b) assessment, a catiwnof Eurostat and national data
sources suggest that 10 out of 22 EU countriesessiad a rise in the Kaitz index of one
percentage point or more from the late 1990s t&/ 2iod, compared to 7 countries with a

decline of one point or more (op. cit.: figure 1.4)

An estimation of trends using separately colleatedional earnings data for the seven
countries with a statutory MW selected for thisaeprovides complementary evidence for
the 2000-2009 period. Figure 7 presents the ndtieamings data with the value of the
minimum wage presented in relation to average geassings. Data trends are comparable
to the OECD data for five countries (Estonia, Hugg&pain, France, UK), quite different
for Ireland, and they provide additional data foro&ia that are absent in the OECD
database. Our intention here is to assess thestrienchore detail in light of the changing

context of minimum wage policy developments ancheaaic and labour market conditions.

A first finding is that the upward trend in the walof the MW in five of the seven countries

is the clear result of an explicit policy objectiibese changes can not be interpreted as
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unintended outcomes of some sort or other or egeanaindirect result of other policies
(although France is an exception in this respéuatleed, although in some cases the policy
change was driven by government, in most caseshhage was brought about through
agreements among social partners and ratificayogovernment. The periods during which
we can identify explicit efforts to uprate the tala level of the MW are associated with the
main increases shown in figure 7. The improvemeémtshe Kaitz index and particular
periods of policy intervention for each country assfollows:

e Spain - 3 percentage points during 2004-8;

* UK -4 points during 2003-7;

» Croatia - 4 points during 2007-9;

» Estonia - 5 points during 2001-8; and

* Hungary - 12 points during 2000-2.

Hungary is the clearest example of a unilaterakegowment decision to increase the MW in a
bid to strengthen its relevance in the labour mafikeumann 2010: 6). Following a steady
decline during the 1990s from around 36% to 29%w&rage gross earnings (national data,
1992-2000), the then centre-right government tdwk unprecedented decision to increase
the MW from HUF25,500 to HUF40,000 in January 20Dle Kaitz index increased by ten
percentage points, with a further raise in 2008ding the MW to 41% of average earnings
(figure 7). The Spanish case is similarly rootedgovernment policy; this time a newly
elected centre-left government had the objectiveiniprove conditions for low wage
workers. The goal set in 2004 was to raise the MWQ% of average earnings over an
undefined medium terrif.Over a four-year period, the government raisedvi¢ each year
by an amount significantly above inflation (stagtiwith an increase of 11.4% in 2005 when
inflation was at 3.4%). However, the Kaitz index diot increase as much as anticipated
(from 33.6% to 36.5%), largely because this wa®m@od of rapid growth in the economy

and rising real average earnings.

Croatia, Estonia and the UK provide examples whwegeactive policy intervention arose out
of combinations of trade union campaigns, socialogjue and government support. In
Croatia, tripartite discussions gave rise to a Aewvin 2008 that substantially improved the

relative level of the minimum wage — a nominal rse19.5% (12.5% in real terms),

19 The 60% target was ostensibly selected in liné wie European decency threshold which is definetié
Social Charter. However since 1994 this threshald referred to net earnings and is as such diffimul
estimate.
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compared to a 1% rise in real average earningserCroatian economy, bringing the Kaitz
index up to 36.2% in 2009, from 32.6% in 2007. Btdaia, a period of rising real earnings
led employers and unions in 2001 to agree to thiseMW to 41% of the national average
wage by 2008 (a substantial hike from its 2000 ll@#e28.5%)* This setting of an actual
target for the Kaitz index to guide policy (Massw&Trillo 2009) was in part motivated by
an objective of aligning the MW with the average EMel. Although a significant upward
trajectory was established during 2001-4, the tanges not reached (only 34% by 2008) in
part because 2005 and 2006 witnessed higher thaecked increases in average earnings
caused by favourable economic conditions and latsmarcity (op. cit.: 119). The UK
scenario is similar. The independent Low Pay Comimischanged its approach in 2003 and
for four years recommended rises in the MW thateweirposefully designed to improve its
level relative to average earnings. No target wets lsut through this approach the Kaitz
index rose four points from 35.7% to 39.8% duri®@92-7. There is no evidence, however,
that LPC members believed that the UK ought tolde & pay a MW at a level closer to the
EU average. However, the LPC did publish its vibat ta series of increases were consistent
with its aim ‘to have a minimum wage that helpsnaany low paid people as possible
without any adverse impact on the economy’ and test alternative approach of
recommending a series of rises in line with inflatiwould instead ‘lead to a steady
withering of the minimum wage’ (LPC 2003: 173).

France and especially Ireland do not fit this pattef explicit and transparent policy
intervention. The increases in the MW in Francasteged up to 2006 were in part a result
of governmentcoups de pouc¢under both left-wing and right-wing governmenisidg
1997-2005), which might be described as refleatifva government desire to use the MW to
boost conditions of low wage workers. However, kmlihe five countries reviewed above,
the coups de poucwere not guided by a strategic approach towardsvkV uprating nor
were they responsive to a negotiated agreement gmsonial partners. Moreover, an
alternative assessment of the earnings data ssggest it was in fact the reduction in
working time following the Aubry laws | and Il (ambt thecoups de pougdhat generated,
indirectly, most of the rise in the Kaitz index ohg the first half of the 2000s (Gautié 2009:
153, 176). The case of unintended outcomes is ewere pronounced in Ireland. The

fluctuating trend in figure 7 is partly a result tife uneven frequency of upratings. For

12 A controversial decision since the Treaty on thadfion of the European Union states that the legal
competence of the EU does not extend to the fieldmur law with regard to pay and labour relasigAlber
2010).
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example, following a 9.3% increase in May 2005, tlext rise was announced some 20
months later in January 2007, thus explaining ttug delative to average earnings during
2006 (Nolan 2009). There is no evidence that theaim over the 2003-7 period was part of
an explicit approach.

Figure 7. Trends in the value of the minimum wageKaitz index) 2000-2009
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2000 2001 2002 2003 2004 2005 2006 2007 2008 2009

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
Estonia 28.2 28.5 29.0 30.1 321 34.0 333 319 31.8 337 355
Ireland - 52.4 49.2 48.0 475 49.6 515 51.0 53.9 - -
Spain - 34.7 34.2 335 329 33.6 35.1 35.8 36.5 36.5
France 45.0 45.0 46.0 45.0 46.0 47.0 48.0 49.0 - - -
Hungary 29.1 29.1 38.6 40.8 36.4 377 33.6 36.5 354 347 36.1
UK 36.7 35.3 34.2 36.0 35.7 374 38.6 38.8 39.8 39.5 39.7
Croatia 33.0 34.9 33.6 335 33.1 32.6 33.3 32.7 32.6 34.3 36.2

Notes: The Kaitz index here is estimated in refatio gross average earnings for all employees foaiia,
Spain, Estonia, France (assuming a 35-hour weedtand and the UK, but for full-timers only for Hyery.
Source: Research project team members for Spaimgaty, UK and Croatia; Brian Nolan (personal
communication) for Ireland; Jerome Gautié (200%lga5.3) for France; and Jaan Masso (personal
communication) for Estonia.

A second finding from our national reports is tfa@tpolicy interventions to be accepted and
sustained it is important for procedures for fixithg minimum wage to be widely accepted.
Croatia provides the clearest case of a breakdofvoonsensus among social partners

following its newly implemented 2008 Act. Its uprag rule (see above) has proven to be
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ambiguous and open to multiple interpretationsjadquartners have sought legal advice on
the issue and the government established a sp&oiking group. In France, increasing
conflict among government, unions and employersualtbe appropriateness of the
discretionary government interventions led to tredtisg up of a new independent
commission which since 2009 reviews each year ffieeteveness of the index links and the
need for acoup de pouceHowever, disagreement persists about the roldefminimum
wage as a tool of active incomes policy or simpyaafloor to the wage structure (Gautié
2009: 176). By contrast, the UK appears to havaatively strong set of foundations for its
approach to MW policy intervention. One ex-memlsrd academic) makes the case that
the institutional arrangement for setting the MWie(tLow Pay Commission) is both
reflective and constitutive of a new industrialatedns settlement, characterised by more
confident unions and more pragmatic employers -rtgeedients for a consensus approach
(Brown 2000, 2009). However, the response to tkesson has revealed the fault-lines to
this new consensus; 2008 saw recommendationsNtWdreeze from employers and strong

appeals from unions to ignore such requests (Gawms010: 11-12).
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3. Minimum wages and collective bargaining:

complementarities and tensions

The setting of a statutory MW is one of a numbeiinstruments of public policy at the
disposal of governments - along with maximum waogkitours and minimum paid holidays,
for example - to set basic legal standards in #b®ur market. As the ongoing debate in
Germany demonstrates, however, such standard gsédtinot always supported by social
partners who may perceive the government to bepstgmutside its boundaries of public
policy into areas of regulatory responsibility aatied by unions and employers (see, also,
Hassel 2006: ch3). Nor is a statutory wage floaragk supported by government. For some
political parties government intervention in wagdtieg is seen as impeding the private
activities and decisions in the labour market bglividual and collective bodies. This
position was deployed to great effect in the UKimgirthe 1980s and early 1990s and
resulted in the abolition of wages councils thdt ssetor-specific minimum wages. These
arguments also accounted for the low rates of mimimwages set in the transition
economies in Europe in the early 1990s. Howeves itmportant not to focus only on
debates for and against government regulation iplagxng MW developments;
developments in Germany and in other European desntdemonstrate that the wider
country system of industrial relations matters emmusly in understanding the role and
effectiveness of MW policy. In this section of theport we draw on our data for nine
European countries to elaborate on the possibleides and complementarities between
MW policy and the country model of industrial réteis. We explore two issues:
» the approach of government, unions and employetset®W; and

« the interaction between the MW and the strengitotéctive bargaining coverage.

3.1. Government, social partners and the minimum wge

While a majority of countries in Europe have essddd a statutory MW, the
operationalisation of the policy is likely to becantinuing source of conflict and tension.
Indeed across Europe the continuing change in itleetobn of MW policy and the regular

debates and conflicts over the appropriate upraifnipe minimum demonstrate the raft of
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tensions among the interests of government, uremaisemployers and their approaches to
the MW. Table 2 sets out the main tensions and temmgntarities for each of the three
social actors.

One source of such tensions is the perceived pateodinflicts between a statutory MW and
other objectives of government policy: for examyhere may be a fear that it will price
low-skilled workers out of the labour market anddeo firms closing where low levels of
productivity are not aligned with a higher wageofloHowever the perception of such risks
may have decreased after the early 1990s workarS (eg. Card and Krueger 1995) and
the UK (Machin and Manning 1994) that appearedefate the longstanding expectation
among economists that a MW necessarily causedisamti negative employment effects. A
second major risk that governments may perceitieatsof inflation caused by a rising MW
coupled with large spillover effects, or rippleeafts, further up the wage structure. The size
of this risk depends, however, on the level of MM and its interaction with the country
model of wage-setting. Freeman (1996: 645) arduasih countries with a MW at a low-to-
medium level and a pattern of weak collective bimgg ‘it is difficult to see how a
minimum could set off general wage inflation’. Algside these potential tensions there are
several possible areas where complementarity betw@&eimum wages and government
policy goals can be identified. Where a governmsgeks a more equal society, with a
narrower gap between the rich and poor, a MW cantribaite by raising the wage floor
(Heymann and Earle 2010). A MW also establishesm@sparent floor to wage competition
among firms and reduces (or prevents, dependinthenevel) the risk of workers living
below subsistence income levels. The fewer the murmbworkers living below subsistence,
the less pressure on government to top up househodane through means-tested benefit
payments, such as in-work tax credits for exampledman 1996: 644-5, Sachdev and
Wilkinson 1998). A higher MW can also contribute ‘toaking work pay’ and reducing

incentives to remain on unemployment benefits.

The principle of a statutory MW can also be saithath complement and conflict with trade
unions’ general approaches to wage bargainingh®mmne hand it potentially dovetails with
union strategies to compress the wage structureng@gmeembers (Turner 1952) and chimes
with both the Webbs’ notion of a common rule to es@nd US unions’ strategy of ‘wage
standardisation’ (Metcalfe et al. 2001). It mayoals$ with a union’s strategic approach to
wage equality. For example, unions may seek to tblmvg pay by negotiating ‘bottom-
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loaded wage agreements’ that truncate the wagetsteu (Heery 2000: 59), or may
campaign for ‘living wages’ defined at a level abdlie statutory wage floor (Erickson et al.
2002). MW policy also complements union effortsingprove gender pay equity through
gender equality bargaining (Dickens 2000), esplgciah light of women’s over-
representation among the lowest paid (Rubery e2Qf)5). On the other hand, MW policy
may also conflict with trade unions’ approach togeébargaining if it is perceived to
undermine collective bargaining and to inhibit sjsread among unorganised workers. A
statutory wage floor pitched too low may generatecerns among unions that it could pull
down higher minimum rates negotiated in collectagreements. And where workers
perceive a national MW is effective in providingofection it may act as a disincentive

among those in low wage jobs to join a trade union.

Table 2. Minimum wage policy and the interests of @vernment, unions and employers

Potential tensions Potential complementarities
Government - fear of job loss and the pricing out of - fits with goal of income redistribution
long-term unemployed - prevents bidding down of labour costs

- risk of inducing wage-led inflation below subsistence level and reduces risk
- increases labour costs in public sector(and costs to government) of working

- not the best instrument to tackle poverty

poverty - can be used as part of a policy of wage

- not the best instrument to raise restraint to guide inflation

productivity - raises tax revenue (more income tax and

lower in-work benefits) and reduces risk of
poverty traps by decreasing reliance on
means-tested benefits

- encourages low productivity firms to
improve standards

- chimes with gender equality objectives
- makes work pay

Unions - undermines voluntarist model of - fits with a ‘common rule’ approach to
collective bargaining of wages wage-setting
- reduces incentive among low paid to - ‘bottom-loaded’ wage agreements and
join a union living wage campaigns can build on the

statutory wage floor
- complements a gender equality approach

Employers - Tends to truncate the wage structure,- limits free-riding by informal, ‘cowboy’
so that wages do not reflect productivity competitor firms
differences - sets a realistic benchmark in the labour
- reduces competitiveness in tradeable market to attract suitable recruits
sectors - improves workers’ perceptions of
- unable to pass on wage increases in fairness and contributes to better
prices to customers/clients performance
- unable to raise worker - provides a catalyst for skill development
performance/productivity in line with pay
- risk of firm closing
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Finally, while employers are often assumed to lststant to MW legislation the opposite
may also be the case. The bulk of employers mafaéh welcome a properly enforced
system of minimum standards that makes it diffiéaftlow cost firms to compete on the
basis of very low wages and/or informal paymenthods. Also, in line with studies of
experimental labour markets (Falk et al. 2005)ytheay anticipate that a MW should
improve norms of fairness among workers, raisingrtiommitment and contribution to
firm performance. And employers may also perceiMd\W as a necessary component in
their ‘quality enhancing’ approach to work orgatia with investment in training and
higher pay the ingredients for lower staff turnoaad high productivity (McLaughlin 2010).
But several conflicts with employer interests mdiyl e present. Employers may be
unwilling to accept any constraints on a voluntaas market-led process of wage-setting
which in their view enable them to match pay witdividual productivity. Employers may
also worry that it introduces pressures outside ttwntrol to pass on price rises to their base
of customers. Many low-wage sectors are charaetkty intense cost competition. Where
this involves international competition, dependenme powerful customer firms or
competition with firms operating illegally, emplage may experience real difficulties

passing on the costs (Grimshaw and Carroll 2006).

Evidence from five countries

The five country reports reveal contrasting appneacto MW policy among government,
trade unions and employers (table 3). In the faauntries with an already established
statutory MW, governments espouse a generally stigpoapproach albeit for different
reasons. Perhaps the most active policy supporgaithnce from government is apparent
in Spain where a newly elected social democratiegament in 2004 has sought to use the
MW as an instrument to improve low incomes andngjfifeen social cohesion. The Spanish
government has argued for a medium-term rise invikié up to a level of 60% of average
earnings, which would make it by far the highest NW\Europe. In Hungary and Croatia, it
is widely assumed that employers in the grey econpay workers a MW topped up by an
‘envelope payment’ in order to minimise tax paynsenthese inter-relationships with the
practice of informal, ‘envelope’ payments therefdigure quite significantly in each
government’s assessment of the statutory MW. igdbntext a rise in the MW may be an
effective way to increase tax receipts. In bothntoas, the government has to balance this
incentive to use minimum wages to raise taxes thighdisincentives that stem from the fact

that a higher MW also implies higher welfare paytsgin Croatia the MW is linked to
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unemployment benefits and in Hungary to unemploynimmefits, sickness benefits and

others. The only government in our sample of figardries explicitly opposed to a statutory

minimum is in Germany. It argues that a MW wouldverout jobs, that it is not an

appropriate activity for public policy and that veagetting ought to be governed by the

private actions of private employers and unions.

Table 3. The outlook of unions, employers and govement towards minimum wage

policy
Trade unions Employers Government
Statutory national minimum wage
Croatia Progressive: Conservative: Cautious:
-Favour steady uprating of MW -Do not favour raising the  -Seeks to balance union and
relative to average earnings  Kaitz index measure employer views
-Largest union association -Wish to use MW as bottom -Focus on net impact of
(UATUC) opposes sectoral rate in collective agreementsMW policy on government
differentiation but favours skill tax and spending (informal/
differentiation envelope payments; links
with unemployment
benefits)
Hungary Progress?ve: _ _ Conserva_\tive: N Constructive:
-Emphasise the social policy -Emphasise competitiveness-Uses the MW to reduce
meaning of the MW (link to and adverse job effects informal economy, make
subsistence level) -Oppose multiple MW rates work pay and increase
-Bargained successfully for by skill income tax revenues
skilled worker MW -Oppose automatic uprating -3-year deal good for
-Oppose automatic uprating  mechanism stability
mechanism
-Campaign for a higher MW
(up to 60% of average wage)
Spain Supportive: Conservative: Progressive:
-Favour the delinking from -Oppose high MW increases-Uses the MW to improve
welfare payments proposed by government  the spending power of low
-Limited attention to MW due -Limited attention to MW  wage workers and enhance
to its low level due to its low level social cohesion
-Goal of 60% Kaitz index
UK Progressive: Pragmatic: Supportive:

-Recognise importance of MW

in context of weak role of
unions in wage-setting
-Most unions campaign for
increase in relative level of
MW

-Some unions work to build on

MW in collective agreements

Collectively agreed sectoral minima

Germany

Supportive:
-Service sector unions

especially supportive of a new

statutory MW

-Support the principle but
increasingly emphasise the
cost pressures on firms
-Active in
consultative/partnership
process of Low Pay
Commission

Supportive:

-Many employers support
new binding minimum
wages in several sectors
- Predominantly

-Supports independent role
of Low Pay Commission
and generally accepts
recommended rates

Cautious:

- Pragmatic support for
binding sector minima

- Argue a new national
statutory MW would drive

unsupportive towards a new out jobs
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national statutory MW

Source: Five national reports: Banyuls et al. (30Bbsch and Weinkopf (2010), Grimshaw et al. (2010
Nestit and Bakax (2010) and Neumann (2010).

Unions are supportive in all five countries and b&nsaid to offer progressive, or strongly
interventionist, support in three countries — Ciegadtiungary and the UK. Union support in
Germany is a relatively recent phenomenon, withulalip joint demand for a statutory MW
by the German Trade Union Confederation only voice@006, following longer-running
campaigns by the service sector unions. A simikgayl in support for a national MW
occurred among British unions as it became cleathen 1970s and 1980s that falling
collective bargaining coverage did not provide appiate protection for workers in low
wage sectors (Blackburn 1988). Today unions in Ule are strongly supportive of the
statutory MW and most campaign for a significantré@ase in its level, particularly the
unions Unison (the largest public services uniamj the Public and Commercial Services
union, the fifth largest union in the UK. Trade ams in Hungary, although facing shrinking
bargaining power, have been active in shaping MWcypo most notably with their
successful lobbying for the introduction of an dddial statutory minimum for skilled
workers in 2006, pitched at around 20% higher thamstandard MW.

Employers are not explicitly opposed to a statutdiy in Croatia, Hungary, Spain and the
UK and instead lobby in a conservative, or pragmatiyle for changes in policy to fit with

an emphasis on cost-based competitiveness andpaoaap that keeps the MW as a wage
floor rather than a redistributive tool. Only in IG@ny are most employer associations
openly opposed to a legally enforced country-wid&/Marguing that it would make

Germany'’s labour costs internationally uncompetitiMevertheless, employers in Germany
have supported the binding coverage of minimum wageseveral sectors. The caution
exercised by employers and government in Germantgrasts with their counterparts in the
relatively liberal market environment of the UK whj according to one former member of
the Low Pay Commission and industrial relationseskpadopted a pragmatic approach to
social partnership with unions in light of the ngwitroduced MW (Brown 2009); on many

issues of MW policy development, Brown argues ihatould be difficult for an outside

observer to identify the allegiance of a membethef Low Pay Commission to the union or
employer side. There are interesting exceptionseémmany, such as the employer body for

the cleaning sectoBUndesinnungsverband des Gebaudereinig@ndwerks, BIV), which
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not only supports a binding collectively agreed My the sector but also lobbies for a

statutory national MW on the basis of equality &midhess so as to prevent social dumping

across sectors (Bosch and Weinkopf 2010):
While employers in the cleaning sector are obliteeghay minimum wages that are
above usual pay rates in several other industigiser companies around the corner
in sectors without minimum standards can pay [c&#ahmuch lower wages. This is
not fair and even endangers the acceptance of amiptance with the minimum
wages in the cleaning sect{@IV representative cited in Bosch and Weinkop1@0
30).

3.2. Interaction between the minimum wage and coltgive bargaining

Previous comparative studies make two general wasens about the inter-relationship
between a statutory MW and the model of collectbargaining (EC 2008: chapter 3,
Schulten 2006, Vaughan-Whitehead 2009a). Firstnicms with strongly coordinated
collective bargaining and high levels of coveragedt not to have a statutory MW. The
group of European countries without a statutory Mdéludes Austria, Denmark, Germany,
Finland, Italy, Cyprus and Sweden. Austria impletedna new MW in 2009 (a gross
monthly wage of €1,000 or €14,000 per year accagnfior the 14 monthly payments) as
part of a national, cross-sectoral agreement nagotiby social partners. It is not a statutory
requirement and this has raised questions regatdolgof coverage of workers in sectors
and regions where social partners have not condladeollective agreement (Hofbauer and
Adam 2009). Also, while collective bargaining coage in five of the six countries shown in
figure 8 is at least 80%, this is not true of Gemgahus largely explaining why the issue of
a statutory MW has now risen to the top of the stdal relations agenda. For the others,
strong collective bargaining has traditionally pdmd a functional equivalent to statutory

MW protection, ensuring the lowest paid receiveqage protection (Schulten 2006: 12).

However, as other studies show (Bosch and Kalind92®Bosch and Weinkopf 2010,
Skedinger 2009, Woolfson and Sommers 2006, Woolsoral. 2010), a trend towards
liberalisation of the European services industrypted with increased labour migration
present challenges to this model of collectivelygbaed protection for the lowest paid. In
2007 the European Court of Justice ruled that sidatconstruction firm (Laval un Partneri)
could not be forced to enter into collective negiodins with a Swedish union on rates of pay
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for its posted workers. Moreover, in a controvdréigal decision, the strike was ruled
illegal because it was said to have precluded timepany’s freedom to provide services with
its posted employed$.The decision affirmed the criteria of the Postedrkérs Directive
which requires firms from other member state caastto comply with a national MW set
through legislation. As with the rulings in the Wi and Riffert cases, a minimum rate
established through collective bargaining thatasextended nationally is not considered as
a minimum rate of pay by the ECJ, thus leadindheodlaim that the Court’s rulings are not
neutral concerning the different institutions of mieer states but are biased against
collective agreements (Alber 2010: 28). In a contek increasing numbers of posted
workers, these rulings pose a serious dilemmadiour relations and wage bargaining in

those countries without either a statutory MW aeexled collective agreements.

Figure 8. Collective bargaining coverage in countds with and without a statutory
minimum wage, 2006 EU-27 plus Croatia)
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Note: Data for Romania missing. 2006 data excepeGr and Hungary (2005).
Source: ICTWSS (Visser 2009); except Croatia (Mestid Bakad 2010) and Ireland (eironline 2007); see
appendix table Al.

A second general observation about the relationséigveen minimum wages and collective
bargaining is that among countries with a statutttW, the stronger the collective

12 A controversial decision since the Treaty on thadfion of the European Union states that the legal
competence of the EU does not extend to the fieldmur law with regard to pay and labour relasigAlber
2010).
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bargaining the higher the relative value of the N§&e figure 9). The two institutions thus
appear to be complementary. The estimated cowal&ietween the two variables shown in
figure 9 is moderately positive (0.457). Countieésssified as having either an ‘inclusive’ or
‘dual’ model of industrial relations (following théefinitions set out in Gallie 2007; see,
also, Visser and Checchi 2009) tend to be in thgeupight-hand corner of the graph with
above-average collective bargaining and an aboeeage value of the MW. Other countries
classified as having an exclusive industrial reladi model are more likely to be located in
the bottom left-hand corner of the graph. Theree@eptions to this pattern. In particular,
both Spain and Greece have relatively high levélsatlective bargaining coverage but

sustain a relatively low value of their statutory\M

Figure 9. The value of a statutory minimum wage andhe level of collective bargaining
coverage
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Source: OECD minimum wage database for ratio oimmim wage to mean earnings; Collective bargaining
data from ICTWSS (Visser 2010) except Ireland abile bargaining data from eiro.online.
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One reason for the positive relationship is thabrgj collective bargaining coverage is

associated with a more compressed wage distriqutvbich in principle raises the relative

level of low wages. This compression in bargaireés is likely to have an upwards effect

on the setting of the MW level as well (EC 2008).88is also possible that social partners

are in a stronger position to argue for a highé¢ional MW — either because this suits their

pay equity strategy or, as the EC (2008) study esgwbecause it avoids low wage

competition which might damage centralised wageamgents?>

However, there is also a dynamic feature to thesssenational patterns, which may alter

the positioning of countries. This concerns a thass well-known observation that the value

of the MW has tended to increase more in those tdesnwith weak collective bargaining
(figure 10).

Figure 10. Change in minimum wage value (2000-9) dnstrength of

bargaining coverage (averaged over 1995-2006)
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which refers to an estimate for 2010 (Néstnd Bakai 2010);
The change in the minimum wage level refers todifference in percentage points between the
Kaitz index in 2000 and in 2009 — except Irelam@) 2009, and Slovenia, 2005-2009.

OECD minimum wage database plus data foat@r from (Nesti and Baka 2010); Collective
bargaining data from ICTWSS (Visser 2009) exceptafia (Nestt and Bakad 2010) and Ireland

(eironline).
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except Croatia

13 Our findings complement the EC (2008) study whieport various statistically significant correlato
between the Kaitz index and industrial relationsialdes including employer density (0.741), uniansity
(0.600) and bargaining centralisation (0.581).
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The data plotted in figure 10 suggest a relatistlpng negative relationship between the
change in MW value during 2000-2009 and the sttemdtcollective bargaining coverage
(averaged over the 1995-2006 period); the estimatedlation between variables is -0.648.
Seven out of eleven countries that experienceslirgrMW were countries with an exclusive
model of industrial relations — that is, weak (agenerally uncoordinated) collective
bargaining coverage. It appears that governmerdforasocial partners have intervened to
improve the statutory MW in a context of weak cdiiee bargaining strength. France,
Luxembourg and Portugal are the main exceptionsjbading dual models of industrial
relations with a rising MW. On the other hand, dos that have experienced declines in
the MW value during 2000-2008 tend to have a ned@itihigh level of collective bargaining
coverage. This group of countries includes Belgiwith its inclusive model of industrial
relations) and the dual models of Slovenia, thehBigands and Greece. As such, mirroring
our comments in section 2 above, we can concludettiere is evidence of convergence

trends in the level of the MW, albeit with notableuntry exceptions.
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4. Redistributive effects of the minimum wage on wge structure

A MW can play an important role in achieving greagquality in the labour market and thus
contribute to the goals of Europe 2020 to improweiad cohesion across Europe. The
findings of international comparative research heaesistently identified a strong positive
relationship between the strength of wage barggimistitutions, including the presence and
level of a MW, and the degree of wage equalitya Irecent detailed study of the impact of
labour market institutions on earnings inequalityQECD countries, Sniekers (2010) finds
the Kaitz index measure of a MW has had an inangisnegative effect on wage inequality
at the bottom of the wage structure over the hast decades. Other studies support this
general conclusion with respect to the particulazasures of gender pay equity (eg.
Rowthorn 1992, Blau and Kahn 1992, Rubery and F4§&5) and the incidence of low pay
(eg. Bosch et al. 2010, Grimshaw 2010, LuciforaleR005, Salverda and Mayhew 2009).
In this section we identify the redistributive effe of MWs (following Freeman 1996) on

these two measures of pay equity, the incidenéevopay and the gender pay gap.

4.1. The effect on low pay

The empirical evidence suggests a negative rekttipnbetween the value of a country’s
MW and the incidence of low wage employment, defias the percentage of employees
earning less than two thirds median earnings. Ratd9 European countries are graphically
presented in figure 11. The estimated correlatratex is -0.432. Countries with a higher
MW relative to average earnings, such as Belgiumh Brance, generally have a lower
incidence of low wage work than countries with & lealue MW. There is of course some
variation. For example, Spain and Lithuania hawa&nalar relative value of the statutory

MW, at around 35% of the average wage, but Sparohéy half the incidence of low wage

work among full-timers as does Lithuania, 15% a8&o2respectively.

But the general pattern is a negative relationsinpeed, it appears that a necessary
condition for a low incidence of low wage work (fimstance less than 15% of the full-time
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workforce) is the maintenance of a high value MWableast 42%. This only prevails in

three countries — Belgium, France and the Nethdslan

Figure 11. The value of the minimum wage and the oidence of low pay (full-timers)
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Source: OECD minimum wage database. Structure ofiligs Survey (2006) for low wage incidence. Craati
data from Neséi and Bakax (2010).

But there may also be an upper threshold to theevalf the MW beyond which it
encroaches on other aspects of labour market peafore, such as job creation, or on the
freedom of social partners to set wages and addtmaspay through collective bargaining.
This kind of argument is central to the French eigmee where in recent years the high
level of the statutory MW has been blamed for taesigtent high rate of unemployment and
crowding out of collective bargaining (Gautié 2008¢spite its welcome effect in reducing
the incidence of low wage work. However, few coigstrenjoy the comfort of debating how
to adjust a MW in a scenario where the statutonyimiim is valued at around half average
earnings and the incidence of low wage work is tees1 10% of the full-time workforce.
Unlike France, in most countries it would appeaar¢his still a lot more to be gained by
improving the value of the MW and thereby reducihg socio-economic costs associated

with a high volume of low wage work.

Aside from its direct impact in raising the payloiv wage workers, a MW can also have
‘ripple effects’, or wage spillover effects, thatprove the pay of many low wage workers
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earning just above the MW level. Ripple effectseretio wage increases at levels of pay
above the statutory MW introduced to restore, astigoartially, pay differentials between
workers earning the MW and those earning somewbatethe minimum (for the US, see
Pollin et al. 2008). Such differentials may undergifferences in job status, seniority or
skill and may be vital for the collective sensefaifness which feeds into workers’ morale
and their commitment to good performance. At thenesatime, however, if all pay
differentials are perfectly restored all the waythp wage scale then a MW rise fails in its
redistributive objective and the incidence of loaypemains the same (Freeman 1996).

Unlike MW rises, ripple effects are not mandatede@f the major uncertainties, therefore,
in understanding the consequences of MWs for lovgevamployment, relates to the
variation in size of ripple effects. We can expeountry differences. For example, in
countries where workers’ pay tends to be covereddiective bargaining it is likely that
ripple effects are significant since trade unioasd employers) can negotiate changes to a
formal pay structure and may be particularly indezd in building on the advantage
presented by a MW rise and arguing for the restoradf wage differentials that relate to
differences in experience, job responsibility, Is&il qualification or the profitability of the
enterprise or sector. Conversely, in countries ouththe protection of joint regulation of

wages ripple effects are likely to be consideraihaller.

In her analysis of the effects in the retail indysh the United States, where the MW has a
strong bite, Wicks-Lim (2008: table 11.1) foundtttee ripple effect extended up to thé"40
wage percentile at a point where the wage is 25ednithan the MW (incorporating both an
immediate and a lagged effect in the calculatiohb® wage elasticity at this level was 0.14,
equivalent to a 1.4% rise for a 10% rise in the MA§.such, the estimates point to a strong
compression effect of a rising MW among the lowasstiles of the wage distribution (op.
cit.). How do these findings relate to efforts ofipy-makers and/or social partners to reduce
low wage employment? One issue concerns the balbeteeen raising the wage floor
relative to the median and the risk of increaskmg¢oncentration of workers paid at or only
slightly above the MW. In the absence of ripplesef$, raising the MW will not contribute
much to reducing the share of low wage workerseasbf course the MW is raised above
the low wage threshold (two thirds of the mediarg&)a But what is the optimum size and

distribution of ripple effects needed to maximilse tedistributive effect of a rising MW?
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4.2. Gender pay equity

Women are more likely than men to benefit from phetection afforded by a MW because
they are over-represented in low wage employmeeatteB protection for female low wage
workers can potentially improve women'’s total ager@arnings and therefore contribute to
a narrowing of the gender pay gap (Rubery et ad52@rimshaw 2010). New estimates
from the EU-SILC data for full-time equivalent hburearnings show that for all 27
countries (including Norway and Iceland but notieeand Malta) women consistently face
a higher risk of low wage employment than men (&g@2). In 23 countries, the share of
low wage employment among women exceeds 20% bsitishonly true for men in one
country, Latvia. The average share of low wage egipent among women across countries
(unweighted) is 26.9%, while for men it is 12.9%dal9.2% for all workers in the 27

countries).

Figure 12. Incidence of low wage employment by geed (full-time equivalent), 2008
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part-time employment status along with ELFS avenageking hours for full-timers and part-timers feach
country. Weighted estimates.

Source: EU-SILC (2008). Data compiled and provitsgdAnthony Rafferty, EWERC, Manchester Business
School.

The incidence of low pay among female employmehigbest in Germany: close to four in
ten women in employment are low paid accordingh EU-SILC 2008 data. This may be
somewhat surprising in light of its long-establidlraodel of collective bargaining, but the
data fit with recent studies on low wage employmanGermany which point to the fast-
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rising incidence of low wage work and the strongagr divide (Bosch and Weinkopf 2008,
Gauié and Schmitt 2010). Women'’s very high riskoaf pay in Germany, more than double
that of men, is the result of a mix of factors:rthés no statutory national MW; there is
evidence of gendered sectoral variation in coNetyi bargained minima (eg. lower minima
in cleaning and hospitality sectors); there is atgmdered bargaining coverage with
coverage in female-dominated activities in the gevsector tending to be lower or absent
altogether; and many part-time workers fall outdide protection of collective bargaining
largely due to difficulties of enforcing agreememtsareas with many mini-jobs (Bosch and
Weinkopf 2010).

Other studies have investigated the relationshiwéxen the presence and level of a MW and
women’s incidence of low-wage employment. Rubery agts (2005) cross-national
comparative analysis suggests there are benefitgdader pay equity associated with
improvements in the relative level of a countrytatgstory MW. We might expect that
raising the MW floor would compress the bottom hafifthe wage distribution (Sniekers
2010) and thereby level out some of the differeria/een women'’s and men’s propensity
to be low paid. We provide a simple test of thisgmsition in figure 13 by comparing
country measures of the value of the MW (as a peage of average earnings) and the

percentage difference between women’s and menidances of low wage employment.

There is a moderately strong negative relationbeifgveen the two variables (a correlation
measure of -0.49), such that in general the higherMW the lower the gender gap in
incidence of low wage employment. Slovenia, thehdgands and Belgium are illustrative
of countries where a relatively high value MW appda act is a preventive measure against
women incurring a very high low wage penalty; iedld countries women'’s risk of low pay
is contained at or below twice that of men’s. Aldoe countries where women face the
highest gender bias in the distribution of low wageployment are among those with the
lowest value MW. This includes: the Czech Republieere women face a four-fold risk of
low wage work (according to the EU-SILC full-timguevalent earnings data) and the level
of the MW is the lowest in Europe (see figure 3\a)oand Estonia, Slovakia and Spain
where women'’s risk of low wage work is high comghte men and the MW is among the

lowest.
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Figure 13. The value of the minimum wage and womes’risk of low pay compared to
men, 2008
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Source: EU-SILC (2008) for low wage incidence (pded by Anthony Rafferty) and OECD minimum wage
database.

Among the seven European countries without stafltW protection there is a polarisation

of outcomes. In Italy and the three Scandinaviamtites (Denmark, Finland and Sweden)
women’s risk of low pay compared to men is low ssléhan twice the risk. The reason lies
in part with the high minimum rates in collectivargaining agreements and the low
dispersion of minima by sector, as well as a comipagly compressed wage structure that
includes narrow gender wage differentials at thveelst quintile wage (Rubery et al. 2005).

In contrast to these countries, women in Germamgta and Cyprus face higher penalties
compared to men, 2.1, 2.4 and 4.0, respectivelywésaw in section 2 above there is a high
dispersion of minimum rates in collective agreersenith female-dominated sectors the
least likely to enjoy high minima. In west Germarnlge female-dominated commercial

cleaning, laundries and care services sectors sas®r-based minimum rates of between
49-54% of average earnings, whereas the male-dosimeinting and varnishing and waste

management have minima of 51-61% (table 2 above).
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5. Minimum wages and distributive pay bargaining:

Evidence from four sectors in five countries

Building on the comparative, country level insigipesented in the above sections, this
section compares and contrasts original empirigcalemce from five countries on the way
MW systems interact with pay bargaining strategi&drade unions and employers. The
general aim is to understand better how the kirfdsatterns detected in our country-level
comparative analysis — between presence of a statW, MW levels, strength of
collective bargaining and pay equity measures -agreulated through sector and company
levels of pay bargaining. As we explored in sect®h above, government, unions and
employers have varying (and often conflicting) véewbout MW rules. Here, we are
concerned to understand how concrete developmankd\W policy inter-relate with the
processes and outcomes of collective bargainingier@e inter-related questions are
addressed in the course of our analysis, including:
* Does a rising MW complement or conflict with tradaion and employer pay
strategies?
* How does pay bargaining modify and shape the gapdaa collectively bargained
base rates (at sector or company levels) and &hatety MW?
* Do unions and employers have an explicit approackget of strategies, to raise the
position of low paid workers covered by their payeement?
* Is there evidence that MW developments can be #iymsnfluence on social
dialogue?
* What are the pay strategies in situations whereldkiel of the statutory MW

exceeds base rates of pay in collective agreements?

Our analysis draws directly on selected findingsrfrthe country reports produced for this
project for Croatia, Germany, Hungary, Spain areUliK. Details of research methods — the
number of interviews with social actors, sourceslaf on pay agreements, and so on — are
included in each country report and are summaiiseth appendix to this report (table A2).
We begin by reviewing the characteristics of foacters and then analyse the detailed

evidence of pay bargaining strategies.
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5.1. The characteristics of four sectors

The character of pay bargaining and its inter-lggsa with MW policy developments are
influenced to a great extent by the general chariastics of each sector of economic activity.
We selected four sectors for comparative analysthis report and for each sector we draw

on empirical evidence from between two and foumtoes, as follows:

o Cleaning: Germany, Spain and the UK

0 Security: Hungary and the UK

0 Retail: Croatia, Hungary, Spain and the UK
o Construction: Croatia, Germany and Hungary

The reason our choice of four sectors does notrcevielence from all four countries is
because the research design required each cowainy to select three sectors that suited
both the particular country context and the needcfumparative data. For example, the
Croatia team investigated the retail and constuacsectors to meet the comparative agenda
of the project, as well as the clothing sector sittds is the largest low wage sector in the
country. As such, each country researched a umuuef sectors. The choice of cleaning,
retail, security and construction sectors for tb@nparative report includes sectors that
cover large numbers of low-wage workers and/or @asely related to MW policy
developments. Also, the four sectors cover bothaferdominated and male-dominated
economic activities, varying use of part-time andl-fime employment contracts and
different types of product market environmentsisltpossible to identify certain general
features of each sector that hold true to a greatéesser extent, in all four countries for

which we report data. A summary of key featurgaavided in table 4.

The cleaning and retail sector are female-dominated are more likely to organise
employment into part-time jobs than is the casetliereconomy as a whole. In Spain, for
example, the retail sector has a 63% female shatelaaning a 65% share, compared to the
national average of 44%. Part-time work is espbc@ler-represented among cleaning jobs;
in Germany, 80% of the cleaning sector workforoe jpart-timers with 53% classified as
‘mini-jobbers’ paid a monthly wage less than €4B0Hungary, where the national average
share of part-timers is only between 5% and 7%ere is still an over-representation of

part-time work in cleaning, of 19% among manualkeos.
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By contrast, security and construction are maleidated activities and regular hours are
longer, especially in the security sector whererdsianay be required to cover long shifts,
such as the traditional Friday evening to Mondaymmg shift. In Hungary it is in fact legal

for employers to set a 60-hour week in jobs reqgiftstand-by’ duty on agreement between
employer and employee. Unions are campaigning t@ hle stand-by element removed
from the job description since it conflicts witheti74 hours standard defined in the MW
regulations. The main challenge in the construcBentor is the high use of contingent
employment contracts, involving the coordinatiometworks of self-employed, casual and

temporary personnel.

Table 4. Employment and product market characterisics of four sectors

Cleaning Security Retail Construction
Male/female Female-dominated = Male-dominated Female-dominated le-dllaminated
composition?
Use of full- High part-time use; Long full-time hours High part-time use  Full-time standard
time/part-time? very short hours (although reduced
common during recession)
Contingent -- Some fixed-term -- High share of self-
employment employment employed; High use
contracts? contracts (to match of casual/ informal
client contracts) contracts
Sector structure? High share of small Very high share of  High share of Complex
firms but growth of small/micro firms small firms (and networks/chains of

specialist contract
cleaning firms

informal practices) contractors and

Informal practices but global firms dominant lead firms

dominate
Product market Domestic market ~ Domestic market Domestic market Domestic market
?
type: Competitive cost- Competitive cost-led Competition for Competitive price-
led bidding for bidding for contracts market share led bidding for
contracts with with clients contracts
clients
Competitive Multinational Opportunities to Small firms Especially strong
pressures? services firms upgrade technologies squeezed out by  negative impact of
expanding market to offer higher value growing oligopoly recession
share services retail chains
Vulnerable to
Downgrading risk of competition from
informal/grey posted workers

economy competition

Note: These characteristics are generally trudl éifva countries covered in this section with someeptions
Source: Five national reports.

The structure of firms has certain distinctive teas in each of the four sectors. Dominant

large firms are most evident in retail and congtamc In retail, for example, large domestic
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and multinational chains tend be enjoying growtlthieir market share at the expense of the
smaller retailers. In Croatia, for example, thedieg Croatian retailer, Konzum, increased
its market share from 8% to 24% during 2001-2008 ather chains such as the German-
owned Kaufland and Lidl have established a newepres with a combined market share of
11% in 2008. Medium and large-sized specialist dirane also evident in the cleaning and
security sectors and have experienced fast grosvéh @nsequence of outsourcing by firms
of so-called periphery activities in the last twecddes. Nevertheless, there remains a large
pool of small and micro-sized companies and ancssal feature of informal (and illegal)

business practices.

A domestic product market prevails in all four sest The construction sector has been
hardest hit by the recession since 2008 and issduator that faces the most difficult

challenge of adapting to competition from postedk®&cs. Firms in the cleaning and security
sectors operate in a context of strong price-leldlibg for contracts for services provision.

The client business typically plays a very importesie in setting the boundaries on the
guantity and quality of services provision andthe absence of certain forms of product
market regulation or sectoral wage agreements, piage downwards pressure on unit
prices and encourage informal business practiodduhgary, for example, Neumann (2010:
50) reports that, ‘The format for procurement taktes service fee as the only criterion and
forces companies to undertake commissions at salptices that they can not cover the
MW, or the related social contributions.’ Finalig,all four sectors there is evidence of firms
relying upon networks of suppliers and contractdree ‘lead firms’ (Gereffi 2005) are more

likely to agree higher rates of pay and in someegda® recognise unions, whereas the
smaller firms at the wrong end of the network off@orse conditions under more

competitive pressures.

Unlike the commonalities found in the general emplent and product market features of
the four sectors across countries, the prevailoigective bargaining arrangements in the
four sectors are reflective of the country contather than being sector specific. Among the
five countries investigated there is a fundamemidierence between negotiations in
countries with multi-employer wage bargaining conggato those with single-employer
wage bargaining (Traxler et al. 2001). Where aeagreement is in place, collective

bargaining potentially takes place at both sectwt eompany levels. Where one is not in
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place then only the company level is relevant. @&bkets out the general arrangements for

collective bargaining in the five countries.

Table 5. General arrangements for collective bargaing in five countries

Sector level Company level Collective bargaining
coveragé
Croatia Several examples but  Predominant arrangement 61%

weak compliance outside
public sector

Germany Predominant arrangement  Strongly shapsedigr 63%
level agreement
Hungary Several examples but  Predominant arrangement 35%

weak compliance outside
public sector and utilities

Spain Predominant arrangement  Only partially gosetoy 83%
sector agreement
UK Not used outside public Predominant arrangement 34%
sector

Source: National reports and supplemented by Tirratlal. (2001); 1. ICTWSS database and for Crahga
project national report (Nestic and Baka2D10).

Sector-level bargaining provides a potentially impaot forum for social dialogue and wage-
setting. It is the predominant arrangement in Gagrend Spain, of moderate/limited use in
Hungary and Croatia and non-existent outside thdigeector in the UK. Sector agreements
may cover the whole country or be limited to a ipafar region or province. Spain has the
most complex and varied pattern of sectoral agreé&neith dozens of agreements for each
sector, each covering a particular province and algarticular segment of the sectoral
activity. There is a similarly strong tradition séctor agreements in Germany and, as we
described above, several of these have providedotnedations for new legally binding
sector-specific MWs, established under the Law lo& Posting of Workers. Company
bargaining is the predominant arrangement in Cap&tungary and the UK. The interaction
between sector- and company-level agreements depandhe procedural provisions that
govern interaction between the two levels. Theseraations tend to have a strong influence
in Germany but a weak influence in Spain, Croatid EHungary. This arises largely because
the responsibilities of the different actors is ma@ll defined in some sectors (Arrowsmith
and Marginson 2008; national reports). The posittbrunions on company versus sector
level bargaining is complex. They may seek to disege company pay bargaining and

lobby instead for new agreements to be negotiatdéiaeasector level. Or, as our data for the
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five countries appear to suggest, they may se@stiablish improvements in conditions at a

company level because negotiations at a sector aeganore difficult and at risk of delays.

Arrangements for collective bargaining in the feetected sectors reflect to a large extent
the national patterns (table 6). In Croatia, whilere are sector agreements in both the
construction and retail sectors there is varyinglity of social dialogue. The construction
sector was the first sector during the transitiorcanclude a sectoral collective agreement
(in 1991) and both union and employer represergatreport favourably on the practice of
social dialogue at the sector level and have relgutgreed revisions to the agreement. By
contrast, the retail sector is characterised by pasticipative activity among social partners;
the agreement was first concluded in 1998 and hiskb®een amended once in 2005. Both
sector agreements have been declared legally lgvdih the support of social partners who
view extension as the best means of minimising iurdampetition. Indeed employer
members of the retail employers’ body appear taesg stronger support than their trade
union counterparts, arguing that all companies btmgloperate under the same rules in the
sector so as to prevent unfair competitive advant&@pmpany bargaining has been a key
goal of unions in the retail sector because tha® lieen a failure to regularly update the

sector agreement.

In Germany, there are sector agreements in bothclening and construction sectors.
Extension of these agreements is the way by whedtoswide MWs are established in
Germany. During the 1990s construction boom ofiedilGermany, the high labour cost
construction sector was the target of firms usingtgd workers employed on their home
country terms and conditions. Construction empl@yet union bodies lobbied for extension
of a collectively agreed minimum and, with helpnfradhe Federal Ministry of Labour,
successfully overturned the refusal by the BDA, tHational Federation of German
Employers’ Associations, to make the agreementliebanding. Industry-specific minimum
wages for construction have been declared bindmgpsl996 and continue to attract support

by employers and unions, although somewhat lessgramployers in eastern Germany.

The picture in Hungary is quite fragmented withtse@agreements in construction (legally
binding) and security (not currently legally bing)nand a mix of company and multi-

employer bargaining in retail (some 100 single campagreements and 56 multi-employer
agreements). The conditions that led to the extensf the agreement in the construction
sector included the presence among the social grartof both an employer organisation
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with a relatively strong reputation of legitimacydaa long-established trade union coupled
with active intervention by the government in théerest of combating illegal activities. In
security, an extension procedure was initiatedo®92but came to a halt in May 2010 due to
conflicts among employer bodies and an insuffidjergupportive government. Union
density is weak in all three sectors and this gssgnificant problems of compliance, as well
as presenting problems of bargaining power at tmepany level. Unions are not present in
the majority of companies and therefore they fat®ng challenges of improving
mobilisation. Moreover, compared to sector agreeseghere is a greater risk at company
level that a weak trade union is unable to estalaisufficient countervailing authority when
bargaining with a large employer. For their parqpéoyers may view the capacities and
resources of unions at company level as below tellrequired for professional
negotiations.

In Spain, the cleaning and retail sectors are &t all sectors in Spain in that they have
dozens of multi-employer agreements each coverirgaréicular province and, in some
cases, a particular segment of the sectoral activar example, in retail in the province of
Valencia there is a specific agreement for meatycts, as well as for textile, iron and
furniture products. There is little evidence ofrf@ coordination. One of the employer
representatives in the retail sector is quotedaisg, ‘Each collective agreement in retail is
discussed in its own context. ... We just look for own interests. ... What is happening in
other retail activities is not my business’ (ciiadBanyuls et al. 2010: 22). Aside from the
lack of formal coordination there is neverthelessis evidence of processes and outcomes
in one agreement being used informally to influethmese in another. A union official in the
cleaning sector is reported as arguing, ‘We neags®those workplaces where we exercise
some power to achieve broader targets. By makicangarison [with other workplaces] we

try to extend these conditions, using it as a egfee’ (cited in Banyuls et al. 2010: 28).

Collective bargaining coverage nationally is wealkeshe UK among our five countries. It

is the only country with no sector agreement amthgge selected for investigation and,
furthermore, there are few company agreementsnfemasting development has occurred in
the private cleaning sector as the result of netersions of public sector collective

agreements to private firms that contract for outsed ancillary services. However, the
procedures for translating sector conditions t@mmany level are weak. Moreover private
companies typically do not seek to establish alsinogmpany agreement for the provision of
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public cleaning services, preferring instead a odftlifferent agreements for each public
sector client (hospital, local authority, etc.).eTinree company case studies analysed in the
UK national report illustrate the complexity of lative bargaining in a context of weak
unions and weak employers’ associations. In therggccompany, for example, there are
dozens of pay agreements between the union anditigie employer because it is the client
that enjoys power in setting the price for the cacted services and thus the pay. The report
cites a range of £5.80 to £7.50 basic wage forstmae job employed on contracts with
different clients. A senior HR manager from theecaBidy security firm explained the
reasoning as follows, ‘It's all contract led. Wevhano national [company] pay negotiations
because we can’t. Because one client might giva 8% pay rise and another client may
give us a 10% pay increase so we can't apply a m&ease across the board.’ (cited in
Grimshaw et al. 2010: 36).

Table 6. Features of collective bargaining in fousectors investigated in five countries

Cleaning Security Retail Construction
Croatia -- -- Sector agreement Sector agreement
Legal extension Legal extension
Low union density and  Strong reputation of social
weak union bargaining dialogue
power
Germany Legally binding sector MWs - -- Legally binding sector
(indoor/outdoor cleaning) minimum wages
5% union density (skilled/standard,
. east/west
45% CB coverage (business . )
cleaning services) 72% CB coverage
Hungary - Sector agreement but Weak social dialogue/ no Legally extended sector
extension procedure sector agreement agreement (although
halted. Company bargaining problems of compliance)
Weak unions & predominant. 6% union density
employer bodies Weak unions 25% CB coverage
26% union density 10% union density
11% CB coverage 12% CB coverage
Spain National sector agreement - Multiple agreements by -
(for job categories not province, retail product,
wages) & multiple provincial company
agreements
UK Limited bargaining except  Weak union density Weak union density, 12% -
extended public sector Few company Few company collective
agreement to private  cqjlective agreements agreements
contractors

Complex contract-led
company bargaining

Note: Some cells are blank since the country regmitnot investigate this particular sector. ForHary,
union density and CB coverage figures are for cangsaemploying more than four people.
Source: Compiled from the five country reports.
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The intensification of cost-led competition for t@cted services in the cleaning,
construction and security sectors appears to hageueaged a new mobilisation among
employers to lobby for, or to support, the extensid sector agreements. The rationale is
that this can provide a basis for the coordinatibprices both to shift the focus to non-price
factors and, by raising the bar, to discouragerm#d/illegal company activities. In Hungary,
for example, employers in the security and consitaocsectors argue that the solution to
improving conditions lies in limiting price compidin by setting a minimum floor for the
basic hourly fee. And in the UK, employers in thévate cleaning sector supported the
‘Two Tier Code’ that extended public sector termsd aconditions to private sector
contractor firms. However, it is also important recognise limitations to the practice of
extending a sector agreement in a context wherautibeindling and outsourcing of firm
activities often blurs simple lines of sector diffietiation. For many jobs, there is a mix of
in-house and specialist contractor provision thatdpces competition across sectors. For
example, a cleaning job may be internally organibgda manufacturing firm or by a
specialist cleaning company. In this case, a bodiallective agreement for the cleaning
sector only sets a minimum common floor for clegndompanies and does not prevent the
organisation of in-house cleaning on a potentia@hgeaper basis that undercuts sector
standards. Such is the case in Germany where #rersome examples of public sector
organisations bringing outsourced cleaning servigcask in-house because it is in fact
cheaper. This kind of example helps explain whyetmployer body for the cleaning sector
now campaigns for a national statutory minimum wag€he opposite scenario applied to
the UK for many years. Public sector organisatiese regulated by sector agreements but
no such agreement existed among cleaning compamiash therefore enjoyed an unfair
cost advantage to bid for the outsourcing of cllegrservices. After several years of trade
union campaigns, this problem was addressed byargment decision in 2005 to extend
the pay and employment conditions of public seegreements to private and voluntary
sector contractors, thus providing a more leveyipigfield. At the time of writing it is not
clear how durable this extension is as a legalhdinig agreement in a context of a newly
elected Conservative government determined to abiigpexpenditures by at least 25% over

the next four years.

14 The situation is more complex than this. Clearéngployers assume there is a need for a binding MYV b
realise that the sector is likely to fail the ragdi target of 50% collective bargaining coverageaas
precondition for a sector-wide MW according to tiav on Posting of Workers.
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5.2. Pay bargaining and the minimum wage

A key question for our analysis is the extent toiowhpay bargaining is influenced by
developments in the MW. For four countries this ngeahanges in the level of the statutory
national MW and for Germany it means developmentkegally binding sector minimum
wages. In this section we explore the patterns ifferdntials, or wage gaps, between
collectively bargaining base rates of pay (for @ipalar sector or company) and the MW.
Our concern is to compare and contrast countrysactbr differences in this wage gap in a
general effort to appreciate the strength of irtitoa between MW policy and collective
bargaining in the different contexts. The analyaso contributes to an understanding of
variations in the spillover or ripple effect of Bing minimum at the bottom of the wage
structure. In the following section 5.3 we exple@me of the conditions underpinning the
variation by focusing on particular pay bargaingtgategies. We report the evidence for the

four selected sectors reviewed above drawing oailddtom the five national reports.

What is striking from the case studies presentethénnational reports is the diversity of
patterns characterising the collectively-agreedhaages relative to the statutory MW (we
discuss four countries with national minimum wabgege and return to the case of Germany
below). There are examples of base rates negotatedels far below the statutory national
MW, examples of base rates set at a rate equivadettie minimum and examples (the
majority) where base pay is set higher than theitsiey minimum. Table 7 sets out the basic
details, distinguishing by sector and country casely (including sector and company

bargaining agreements).

From the various sector and company case stutiie® is one notable example — that of the
retail sector agreement in Croatia — where the bagge is set at a level significantly lower
than the statutory MW. The lowest base wage waats2B8% less than the MW when the
sector agreement was first concluded in 2005. Thernhe context of the raising of the
statutory minimum in 2008, the negative gap wideteed3% by 2010. Pay bargaining at
company level does not appear to impact upon tgative gap very much. The case-study
company reported in the national report negoticdelase wage at 40% less than the

statutory minimum in 2010. So how (and why) is tiegative gap sustained?
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Table 7. Examples of gaps between the statutory nahal minimum wage and
collectively bargained base wages (sector and compalevels)

Base wage < MW Base pay = MW Base pay > MW
Cleaning -- -- Spain — sector/province
agreements
UK — case-study company
Security - Hungary — sector agreementUK — case-study company
Retail Croatia — sector -- Hungary —case-study company
agreement agreement (but below the skilled
Croatia — company MW)
agreement Spain — sector/province
agreements

UK — case-study company

Construction -- Hungary — sector agreement --
Croatia — sector agreement

Source: Compiled from the four national reportsrri@y is excluded from the table since it dos reoteha
statutory national minimum wage. The base wagegsdtethe basic rate excluding pay enhancements
for unsocial hours, seniority, performance, andso

The analysis in the national report suggests tleasons. First, as in other sectors in Croatia,
the base wage is enhanced by a number of pay saepts, in this case especially for
seniority and for difficult working conditions, agell as unsocial working hours. Because
the MW in Croatia applies to total remuneration tlwé basic wage, these supplements
generally lift the pay of workers in low skilledlds above the statutory MW (especially in
large companies) and where this is not the casectimepany must comply with the
legislation. However, these pay supplements apipebave been an easy target during the
recession and unions report drops of up to 30%héntotal wage as a result. The second
factor is the MW increase in 2008 which massivelypaced changes in the sector base
wage and caused a significant widening of the megatage gap. And thirdly, weak unions
(a combination of low union density and weak barge power) have failed to exert
sufficient pressure on employers to uplift base evagtes. The result of these three
conditions is a falling value of the total wage lpgetccompared to the statutory minimum,
eroding the wage premium that used to be enjoyed btandard sales assistant. Applying
the relevant coefficients to the base wage forlessassistant with 5 years experience and
eligible for the standard bonuses and allowance®sodstrates that at the case-study

company the premium above the MW has shrunk coradaiefrom close to 30% in 2005 to
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less than 10% in 2010 (see box 1 for a comparisith the UK case study company

agreement).

Box 1. Shrinking gaps between the wage for saless&gtant jobs and the statutory
national minimum wage, Croatia and the UK

Although both examples of retail company agreemém<roatia and the UK display |a
positive gap between the wage paid to a salestassend the statutory MW, the gap has
declined significantly in recent years. In the Giaa company agreement the base wage
for a sales assistant is estimated as the basartite collective agreement (set below the
MW) multiplied by a coefficient for the job of salassistant. The gap with the MW has
declined considerably from 50% in 1999 to 8% in @0%imilarly, in the UK company
agreement, there has been a steady trend declthe iwage premium enjoyed by a sdles
assistant, from a 23% gap in 1999 to 15% in 2010.

CROATIA (monthly wage data) UK (hourly wage data)
MW Company % Gap MW Company % Gap
base rate base rate
1999 1500 2252 50.1 £3.60 £4.44 23%
2000 1700 2252 325 £3.70 £4.58 24%
2001 1700 2252 325 £4.10 £4.95 21%
2002 1800 2477 37.6 £4.20 £5.16 23%
2003 1859 2477 33.2 £4.50 £5.32 18%
2004 1951 2601 333 £4.85 £5.56 15%
2005 2081 2731 31.2 £5.05 £5.84 16%
2006 2170 2731 25.8 £5.35 £6.02 13%
2007 2298 2866 24.7 £5.52 £6.26 13%
2008 2441 2866 174 £5.73 £6.50 13%
2009 2747 3026 10.2 £5.80 £6.66 15%
2010 2814 3026 75 £5.93 £6.81 15%

Source: adapted from national reports.

Table 7 lists three examples where the collectiagyeed base rates are equivalent to the
statutory MW - the construction sector in Croatid d&Hungary and the security sector in
Hungary. The construction sector agreement is legpahding in Croatia and Hungary and
in both countries the base rate has been seteateh dt, or close to, the statutory MW. In
Croatia annual rises in the base rate have cldebtywed developments in the MW, and in
2007 the link was in fact made explicit in an antexhe agreement; since then the two rates
have been equivalent. Given the large hike in thgonal MW in 2008 this linkage has
benefited the lowest paid in the construction geeattd raised the wage level relative to
average earnings. And in Hungary, the lowest baagewfor unskilled workers when
introduced in 2005 was set at a level approximatglyal to the statutory MW. During 2006-
2010 the gap has fluctuated marginally between 086486.

If the base rate is tied to the statutory MW, tliteraises the question as to whether or not

wage rates for higher paid job categories defimethe collective agreement increase by a
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similar amount each year or whether there is ewider compression of wage differentials.
The data for the Hungarian construction sector ssigthere has been some compression
among the bottom two grades, unskilled and sentieglki but the differentials between
unskilled and skilled categories have widened dher 2006-2010 period (table 8). Pay
bargaining in Hungary must also contend with austay minimum for skilled workers.
Analysis of the construction sector agreement sstgge shrinking gap. The lowest skilled
base rate in the sector agreement (skilled with flean two years’ experience) started with a
14% wage premium, dipped to 2% below in 2009 agdireed a 6% premium in 2010 (table
8). Company bargaining provides some positive warife For example, at the case-study
company in the Hungarian national report the rateuhskilled jobs is 13% higher and for

semi-skilled 21% higher than the sector base rates.

Table 8. Trends in collectively bargaining wage ras relative to the statutory minimum
wage, Hungary, construction sector, 2006-2010

2006 2007 2008 2009 2010

Unskilled % of standard MW 100.8 102.3 104.3 100.7 100.3
Semi-skilled % of standard MW 112.0 1145 115.9 111.9 108.8
% of unskilled rate 1111 111.9 111.1 111.1 108.5
Skilled with less than 2 % of skilled MW 114.2 111.0 102.7 97.7 106.1
years experience % of unskilled rate 119.0 119.4 118.1 118.1 128.9
Skilled with at least 2 % of skilled MW 116.3 119.4 120.8 114.9 111.7
years experience % of unskilled rate 127.0 134.3 138.9 138.9 135.7
Master skilled worker % of skilled MW 145.3 152.5 157.0 149.4 145.3

% of unskilled rate 158.7 171.6 180.6 180.6 176.4

Source: adapted from Neumann (2010: table 17).

In most cases, the collectively agreed base wagekigher than the statutory MW. This is
true of agreements for both sectors reported fairSdn part, this is a reflection of its

relatively low statutory MW rather than the higtvéé of collectively agreed base rates.
There were improvements in the MW during 2004-2(@& above) but over the 2000-2009
these were outpaced by upratings in Croatia, theabldKHungary (see figure 3b above). For
the Valencian province, the gap with the MW in 2008 35% in the building cleaning

sector agreement and 26% in the general retaileaggnt. As with other sectors, there is
significant variation by province, with a gap of925n the building cleaning agreement for
Alicante for example, and by sub-sector, with a gaf0% in the meat retail agreement for

Valencia-Castellon for example. For the most gaae rates in the Spanish agreements did
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not keep up with the improvements in the MW durd@4-2008: compared to an average
increase of 5.6% in the statutory MW the averageuahincrease in the base rate for an
experienced grocery assistant in the Valencia poavivas 3.4% and for a cleaning labourer
in Valencia 4.4%. Trade unions recognise their ilitglto restore the larger gap with the

MW floor and this has been accentuated by thescrgien unions are less able to make

credible threats of strike action.

In the UK, both case study company agreements;léaning and security, also have base
rates higher than the statutory MW. In cleanings tis very untypical, the Low Pay
Commission reports the cleaning business as thersetth the highest share of workers
paid the MW, estimated at around 22% in 2008 (LRO9). The case study reveals the
significant impact of the 2005 ‘Two Tier Code’ iaising the base rate paid by the private
company in its contract for outsourced serviceshwpitiblic sector hospitals. Prior to the
code, cleaners employed by private firms were 8jlpiceither paid the MW or the
collectively agreed wage if they had transferreahfrthe public sector organisation under
TUPE (Transfer of Undertakings Protection of Empheynt) regulations. The new code
harmonised wage payments and by 2010 had establsigap of 18% above the statutory
MW. However, this base rate is not agreed as gatammpany-wide collective agreement.
It only applies to those workers employed to deliservices to the particular public sector
client. In contracts with private sector clientse tsame company pays workers a range of
different wage rates. It is a peculiar approachvéme setting (and is also mirrored in the
security sector case study) that grants a detemgpirole to the financial value and profit

margin of each contract for services.

A final example of a positive wage gap is the csisgly of a company agreement in the
Hungarian retail sector. Unlike the constructionl gecurity sectors there is no retail sector
agreement so it is very likely that the statutorwherves as the going rate in smaller retail
companies. In addition, the introduction of a dtatyMW for skilled workers in 2006 (22%

higher than the standard minimum) had a major impagetail companies because cashiers
and various other job positions required particuipralifications and were therefore

considered skilled workers. Wage differentials Ibeeamore compressed and employers
lobbied against the application of the skilled MWe dispute with trade unions contributed
to a breakdown in social dialogue on wages at toséevel. In response, the government
intervened to cancel the qualification requiremémt various retail jobs in particular
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branches of the retail business (amounting to atolii% of the retail workforce).
Employers are confident this will act as a catatgsthe cancellation of qualifications for
many other sales assistant job positions and ihrer¢he application of the standard rather
than the skilled MW. In the case-study company,ntfagority of employees are classified as
unskilled. For their part, unions emphasise the atziny effect this change poses for the
reputation of the sector:

It will lead to the further devaluation of the peskion and of vocational training in

commerce and eventually to the worsening of thetsiin of all employees in this field. .. It

will disadvantage buyers too; employing unskillethdur will lead to more consumer

protection problemécited in Neumann 2010: 34).

In terms of the wage gap at the case study comphayyase rate of pay was set at a level
above the skilled MW when it was first introducedd006, then at the same level of the
skilled minimum in 2007, and during 2008-2010 itswaegotiated at a level below the

skilled MW.

The examples of sector agreements for Germanyistiaaive since there is no backdrop of
a statutory national MW. It is of course the se@greement that sets the legally binding
MW for construction and cleaning companies. Therethierefore no ‘gap’ of the sort
described for the other four countries. Nevertteldkere is interesting variation in the
influence of the collectively agreed (and extendedlimum base rate across companies,
compared to the use of higher base rates for dkilerkers. The results of a survey of
construction trade union members (fréG Bau), for example, show that the minimum base
rate acts as the going rate for companies in e@a§dermany but plays only a minor role in
western Germany. More than three in four employaeseyed in eastern Germany were
paid the minimum base rate or a wage closely linkeethe minimum, while in western
Germany less than one in three employees werespait rates (Bosch and Weinkopf 2010:
figure 8). It appears there is a serious problerorgntompanies in eastern Germany where
many skilled workers are not paid the collectivélgrgained rate for their skill and

qualifications.

Extensions of the collective agreements in the Gearoleaning sector have a long tradition,
but only in 2004 were uniform wage rates estabtisfe@r the two western and eastern
regions of Germany. This was a controversial dgueaknt since employers pressured for

the reduction in wage rates in high paying staiasBavaria, for example). The new
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agreement contains nine wage rates for differemtpjositions, with separate rates for west
and east. There are two MW rates, one for indogarghg and another for outdoor cleaning.

Most workers — an estimated two thirds - earn t\W §r indoor cleaning.

5.3. Features of an egalitarian pay bargaining apmach

Various pay bargaining strategies, at companypsectd national levels, shape the observed
interaction between collectively bargained basesraf pay and developments in the MW.
As we showed above, pay bargaining is not alwafetde in establishing and sustaining a
positive gap with the statutory MW. Social dialogoetween employers and trade unions
bolsters efforts to protect the low paid, but itnist always easy to build upon areas of
agreement and cooperation. Nevertheless, thereaagpebe certain features of a pay
bargaining approach that protect and/or improve gbsition of the lowest paid. These
features are not universal but it may be that exasnfjpom one sector in a particular country
context can provide lessons for application in ptantexts. In this section, we identify five

different features that can be said to charactesegalitarian pay bargaining approach.

i) Establishing binding standards

The case study of a UK cleaning company providiatgaurced services to public hospitals
best illustrates the power of an extension agreénweprotect and improve the position of
low wage workers. It is an unusual example forlfeand represents the first type of wage
extension for around 25 years, since the abolitrori983 of the Fair Wage Resolution
(which required companies contracting with publgth@rities to meet the terms and
conditions set in national collective agreemeniBjle new extension agreement was
implemented in 2005 after many years of trade unampaigns, with strong involvement by
the public services union, Unison, as well as thakporganisation, the TUC. The focus of
campaigns was on improving low pay in private seaontractor companies. Unions
collected and disseminated evidence of a ‘twoatterkforce’, collected data on numbers
earning less than £5 per hour and balloted fokestr{(Grimshaw 2004). Moreover, the TUC
made the introduction of a new Fair Wage Resolutideey objective. On the employer side,
there were mixed views. The employer body for bessnservices firms adopted a pragmatic
approach and recognised the need to break outeoprilce-led competition for contracts.
However, the peak employer body, the CBI, opposeyd maew regulation (op. cit.).
Ultimately, the union view won. As the Unison regeatative explained:

We went to the government and said not only isfiiu but also severely destabilising that

you have the employed staff of the National He&dttvice on [collectively agreed pay rates]
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and outsourced workers who are doing essential vboitkare on minimum wage and in fact
a few cases are being paid below the National MimmWage(cited in Grimshaw et al.
2010: 31).

The wording of the new extension brings the UK posiclose to the ILO Labour Clauses
(Public Contracts) Convention No. 94. It requiresgte contractors to provide new recruits
with terms and conditions of employment which ane iess favourable’ than those of
workers employed in the public sector. As a resultere private contractors typically paid
the MW to cleaning staff, they now pay a wage ptemif 18% to those cleaning public

hospitals - a significant improvement.

Legally binding standards are also especially riet@b the case of Germany where they
provide the basis for sector minimum wages follayitme application of both social
partners. In each collective agreement, the MW ipies/a base point in the wage grid. In
western Germany, in all cases except constructionsector minima fall below the usual
threshold for low wage work (two thirds of mediamrmngs for all employees).
Nevertheless, they are far higher than the levetatutory national minimum wages which,
as we saw in section 2, average at around 47% dfamearnings for full-time employees
across Europe (OECD data). Moreover, comparing éktended sector minimum for
cleaning in Germany with the extended public seaggmeement that covers cleaning in the
UK shows that the German minimum is higher relativaverage earnings for the economy

—54% in western Germany and 49% in eastern Germampared to 47% in the UK.

i) Passing on higher wage costs to clients

Two of the four sectors examined, cleaning and ri#gclare low wage business services
sectors and a third, construction is composedagnfrented networks of contractors that bid
for work through a series of contracts. A key oblgt&o improving pay in these conditions is
the absence of a framework of rules through whigfanisations share an approach towards
the passing on of higher labour costs to clienteent organisations do not always attach
value to non-core activities such as cleaning a&odisty and while they may operate in high
value-added markets of the economy, they may nesleds be willing to select a specialist
contractor on the basis of most competitive priee pnit of service. Unlike other pay
bargaining strategies, this issue very often ureteployers and unions, albeit in opposition
to representatives from the client side.
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In the Hungarian security business, the employelyland the professional chamber have
agreed a minimum level of service fees that oughid charged to client organisations. A
minimum hourly fee of HUF900 enables payment of #kdled MW (HUF515) and
associated tax and social security contributionsvextheless, there is limited compliance
and the employer and trade bodies lack the powexéocise sanctions. The going rate for
security services is estimated at around HUF60Q-AB86ording to the head of the employer
body for the security sector (MBVMSZ) this is inSBcient for a profit-making company to
provide legal employment. A similar recommendatieas established for the construction
sector by the Hungarian collective body of conesi{EVOSZ). Jointly with trade unions,
EVOSZ recommends its members to establish a minithaurly service fee of HUF1900-
2000 in order to avoid illegal employment. Agairgsgite this recommendation being
published in a bulletin on procurement guidelireesnpliance is believed to be weak.

Similarly, in the UK, where there are few pocketseffective social dialogue among social
partners, the case-study employer establishedoagspartnership approach with the GMB
union in an effort to encourage clients to accaghdr prices for contracted services as
wages have increased. One of the senior managelesreed their approach:
We have been working with our union to see how aveigcrease our pay rates for the
employees in that division [security services], heg/can get those [clients] buying security
to see the value of it and get them to pay a restsdlenamount of money for (tited in
Grimshaw et al. 2010: 34).

But to date, the UK security company has had lichgaccess. Some clients pay low fees,
others high fees and the company argues this nthagshave to discriminate in the wages
paid to security guards. On some contracts, sgoguirds earn close to the MW whereas on
other contracts pay is significantly higher assuheof the client pressuring for programmes
of skill development and uprating of pay. The remibn extreme fragmentation of pay rates

for the same job within the same company.

iii) Bottom-weighted pay strategies

A bottom-weighted pay settlement involves a largay increase for the lowest paid
compared to higher paid groups. While this strategy be the direct result of an effort by
one or both social partners to redistribute pay,esapirical evidence from the five countries
suggests in recent years it has been a resportke tising statutory MW and the need to

restore differentials at the bottom.



Comparative Report 61

In Croatia, the falling base rates in sector agexgn) relative to the rising statutory MW,
have led to the increasing use of lump-sum allowario ensure that workers’ total wage is
at least equivalent to the MW. Among the lowestpaorkforce, this practice has resulted
in a more compressed wage distribution. In the Huag retail sector a bottom-weighted
pay strategy was implemented in response to bbtgrer MW and changes in tax rules that
adversely affected workers earning less than acpé&t monthly threshold. Also, in an
investigated series of company wage agreementsyrlomns have successfully negotiated
bottom-weighted agreements in five successive ydwt award low wage employees a
percentage raise and higher paid employees avedlagmaller lump sum payment. In the
2010 agreement, this was modified, such that thvedo paid were awarded a lump-sum and
higher paid employees no pay rise. Moreover, théetrunion favours imposing a maximum
limit to pay increases for senior managers andsteduting the income to the lowest paid.

Finally, in the UK, use of bottom-weighted pay dealas evident in the cleaning, security
and retail case study companies. In the cleanind) rtail cases, unions pressed for
elimination of bottom pay grades as a direct meHnsising the pay for the lowest paid.

And in the cleaning and security case study congsanhe pay agreement included various
examples of lump sum deals for the lowest paid ¢éxaeeded the pay settlement for other

workers.

In each case, while the lowest paid benefit aettigense of higher paid colleagues, there is a
risk that such a strategy leads to a compressidheopay structure among the lowest paid
workers rather than a redistribution of income fritva highest to the lowest paid. The case-
study retail company in the UK is illustrative. Adirect result of its bottom-weighted pay
bargaining approach (the successive eliminatiobaifom grades), the retail sector trade
union, Usdaw, is now grappling with the consequsrafehaving a broad mix of jobs from
cleaners and trolley staff to check-out workers lewygd at the same rate of pay. Company
managers say this meets their ‘one team’, multlisgi approach and requires all new
employees to be trained in the different roles. Bt union argues that multi-skilled staff
ought to win a pay enhancement.

iv) Union mobilisation and industrial action
The background to some of the changes in pay bangafor the low paid has involved
industrial action and/or recruitment of new tradeon members in an effort to strengthen

bargaining power. In the German cleaning sectar,efample, the main trade uniol(
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Bau)organised a surprisingly effective strike actiomgsponse to a highly controversial pay
bargaining round in the summer of 2009. The unienwed the employers’ pay offer as too
low and organised a successful strike — referreasta ‘rebellion of the invisibles’ - that was
significant in winning popular support from the @an media. Thus, despite union density
of less than 10% in the sector, the union won thkesand established the grounds for the
successful negotiation of the sector agreement theg year. It is also notable that the
employer body (BIV) did not denounce the strikes Imstead argued they ought to be

viewed as an ‘effective public demonstration’.

In the UK security sector, the GMB union set outiiorease union membership as an
explicit precondition for gaining the bargainingwer needed to raise low rates of pay
among security guards. The union trained a spé&sdah of 25 representatives (the ‘GMB at
Work Team’) in the art of winning new members amldteattended induction sessions for
new recruits at the case-study company. A 90% sscecate in signing new recruits

increased the 20% union membership to 50% from 20@010. The employer contributed

to the success both by facilitating time off foiamrepresentatives to undertake four days of
training in recruitment methods and in inviting riingo induction sessions to meet new

recruits to the company.

v) Changing the balance of pay enhancements

The final feature to an egalitarian pay bargainaggproach involves attention to pay

enhancements that can provide a considerable tplifiv basic rates of pay. The case-study
data suggest this is an especially important issu€roatia where collectively bargained

base wages fall below the statutory MW and workieesefore rely on the application of a

range of pay enhancements to raise their total lpathe construction sector, for example,

the seniority bonus alone is estimated to add anage 12.5% to a worker’'s base wage; all
combined the various enhancements can add up 8%0and are significant even for an

inexperienced worker employed in a relatively uhséijob.

However, in this and other cases it appears thaephancements are often more exposed to
the risk of cuts. In Croatia, the balance of bamy and pay enhancements is a contested
terrain among construction unions and employersalst negotiations employers proposed
raising the basic rate in exchange for eliminatihg seniority bonus, but this was not
accepted by unions possibly because of a perceigkdhat it would set a precedent for
other sectors. Also, in the UK retail case-studynpany pay enhancements for unsocial
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working hours have been reduced or eliminated attwy in line with the employer’s goal
of simplifying the pay structure; employees in tbése have therefore witnessed a shrinking
wage premium relative to the MW and loss of payaswements, including the loss of a
50% overtime premium and a reduced Sunday and@tbliday premium from 100% to
50%.
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6. Conclusion: Key policy issues

The complex interaction between MW systems and sticl relations goes some way to
explaining the diverse country experiences in theefioning, effectiveness and performance
of its MW. This report has reviewed much of theadfir Europe on trends and patterns in
the level of the MW, the aggregate interaction withdels of collective bargaining and the
implications for wage equity measures — namely,iticedence of low wage work and the
gender pay gap. It also reports findings from aeh@nalysis of collective bargaining in
selected sectors in five European countries wheveldpments in minimum wages have had
a significant impact in recent years. A summaryoof key findings can be found in the
Executive Summary to this report. Here, we conclildereport by discussing some of the

key policy issues that arise from our analysis.

The first issue concerns prospects for MW policyl. flve countries have witnessed key
moments of policy development in the last decade tire four countries with statutory MW

protection such developments are indicative ofqgyolienewal and adaptation in light of
changing socio-economic conditions as well as cimgngolitical goals — not least the desire
by government and/or social partners to use the dVimprove the status of low wage

work. Croatia reinvigorated its MW with a new Act 2008, Hungary has instigated large
one-off upratings and introduced a new MW for skillworkers, Spain raised the MW in a
direct effort to improve the Kaitz index and simijain the UK the Low Pay Commission

raised the MW over a four-year period in an eftoraddress doubts about its ‘bite’ in the
labour market. The economic crisis has stallech@rrpolicy development and it is unclear
whether or not government and social partners milisit objectives to raise the relative
level of the MW. The Spanish government, for examngket a target to raise the monthly
MW to €800 by 2012 but given that it only increa$eam €600 to €633 during 2008-2010
the authors of the national report for Spain ariige target will almost certainly not be met.
Yet the level of the statutory MW in all four coues remains relatively low — all below the
European average of 41% as a percentage of avemgegs (figure 3a above). And the
share of low wage workers is relatively high — iaggrom 15% in Spain to almost 25% in

Hungary (EU-SILC data in figure 11 above).
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Germany is of course in the midst of the most avarsial set of MW policy developments
with strongly conflicting positions among socialripers about the appropriate path of
institutional development, between maintaining #tatus quo of autonomous collective
bargaining on the one hand and, on the other, irmgx¢ing new forms of wage protection in
sectors with weak (or no) collective bargaining.tNadl employers oppose statutory
intervention; the employers’ body representing cames in the cleaning sectoBIY)
supports the introduction of a statutory nationaVMTo date, the process of establishing
sector-based minimum wages in Germany has not $teaightforward. The authors of the
German national report predict slow progress incthraing years:
‘The institutional mechanisms devised for the im@etation of industry-specific minimum
wages provide numerous intended and unintendedhilitgss for politics, employers and
competing unions to block their practical applicati Minimum wages in Germany are thus
very slow in their realisation and a patchwork offefent minimum wages together with
large unregulated zones of wage-setting withoudibigp minimum standards will be the
result in the short to medium terifBosch and Weinkopf 2010: 37).

A second key policy issue concerns compliance. fEefoent of the MW is especially
challenging in Croatia and Hungary, but the emalrievidence point to problems in the
other three countries also. The evidence from Hyngkentifies problems with enforcing
the statutory MW in small firms using illegal lalrpas well as issues in larger firms where
employers redefine jobs as unskilled in order natdmply with the higher skilled MW rate.
Similarly in eastern Germany the evidence for tlmstruction sector points to the
possibility that companies can redefine jobs (atesiggn work organisation) to shift the
composition of workers from high wage skilled rateslow skilled minimum rates. In
Hungary, the problem lies partly with intensivecgred competition for contracts, which
encourage bidding at unrealistic unit prices thatkencompliance with MW regulations
difficult. The author of the national report for hyary calls for a regulatory intervention that
would ‘guarantee service fees that cover the MW anegtent the evolution of economically
unjustified subcontracting chains’ (Neumann 201358). In Croatia, the evidence suggests
many employers register the payment of minimum wageheir employees and top up the
wage informally with ‘envelope payments’ so as tmid payment of social security
contributions on a higher rate of pay. In Spainouniepresentatives from the retail sector
complained about weak compliance among the manyl shaps and suggested that workers

paid less than the national MW are in a weak pmsito complain about their employer in a
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context of high unemployment (Banyuls et al. 2030). And in Germany interviews with
representatives from the inspection botK$) reveal dissatisfaction with the resources
made available for monitoring and enforcement et@al minimum wages. Moreover, the
role of Works Councils is limited by their smallegence among the large number of small

companies, especially in the construction sectos¢B and Weinkopf 2010: 29).

The third policy issue is that an active MW poliappears to be beneficial for social
dialogue. In Germany, where an industry minimumndsad has been established the
empirical evidence in the national report suggtsds social dialogue has been strengthened.
And especially in the UK, with its tradition of aghsarial industrial relations, the 11 years
experience of a statutory national MW demonstrdtias an independent tripartite body, the
Low Pay Commission, can command a strong reputanang all social partners and, it is
claimed, generate a positive spillover effect focial dialogue more generally. Professor
William Brown, a founder Member of the Low Pay Quiasion (1999 until 2007), claims
the Low Pay Commission has functioned as a suaddestim for social dialogue between
unions and employers and has made a positive batibn to social partnership in the UK
(Brown 2000). The strongly consultative style ofethow Pay Commission and its
reputation as a leading exemplar of evidence-bpsédy making means that active policy

developments in MW regulation in the UK enjoy relaly stable foundations.

The fourth issue concerns the links with pay eqpitjicy goals. Many studies identify a
relatively strong set of inter-linkages between Ndlicy (especially concerning the relative
level of the MW), the model of collective bargaigiand pay equity measures such as the
gender pay gap and the incidence of low wage wOIk. review of European wage data
(section 4) provides further confirmation of a telaly strong negative relationship between
the level of the MW and the incidence of low wagerkvand a moderately strong negative
relationship with the risk of low wage work faceg Wwomen compared to men. The data at
the company and sector levels analysed in sectjmmo@de some indication as to how these
aggregate inter-linkages are articulated througitgsses and outcomes of pay bargaining.
In Spain, for example, the authors of the natioregort call attention to widespread
undervaluation of jobs that are female-dominateduiting in low pay for ‘female skills’;
‘Jobs in retail, hospitality and cleaning are cotsred to be low skill activities that largely
reflect ‘female skills’ and which are not reflected professional skills. This social

construction of skill is what has traditionally meadhese activities low wage activities’
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(Banyuls et al. 2010: 30). The German cleaningasecbllective agreement provides a
valuable illustration of the gender bias in paydgng. Unlike most other sector-specific

minimum wages in Germany it contains two minimumges which appear to have been
designed in part to account for the gender diffeeeamong workers employed to clean
indoors and outdoors. In 2010, the male-dominabédoff ‘outdoor cleaning’ (eg. windows

and shopfronts) earned a minimum hourly rate of. E3nd the female-dominated job of
‘indoor cleaning’ a rate of €8.40 (rates for west&ermany) — a gender pay gap of 25%.
Remarkably, the gap is even wider (29%) among sigms of the respective jobs with

rates of €14.20 and €10.04, respectively.

The UK data provide further clues as to why thengsstatutory national MW during 2003-

2007 did nothing to reduce the incidence of low evagrk: bottom-weighted pay deals in
some cases overly compressed pay differentials gmihve low paid rather than

redistributing income from the highest to lowesidpand the power of clients in contracting
for low paid business services sometimes frustratagloyer-union efforts to upgrade pay
and skills. Finally, in Germany, while in princip&rising sector MW ought to generate a
strong ripple effect due to the collectively bargal wage grid, in practice a smaller ripple
effect occurs because of problems with compliameethe changing classification of jobs so

as to pay lower wage rates.
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Table Al. Union membership and collective bargainig coverage, 2006

Inclusive model Dual model Exclusive model
Union CB Union CB Union CB
density coverage density coverage density coverage
Belgium 54 96 Austria 32 99 Czech Rep. 21 44
Denmark 69 82 Germany 21 63 Hungary 18 35
Finland 72 90 Greece 23 85 Ireland 31 44
Sweden 75 92 Spain 15 80 Lithuania 14 12
France 8 95 Latvia 16 20
Italy 33 80 Poland 14 35
Netherlands 22 82 Slovakia 24 35
Portugal 18 62 UK 29 34
Slovenia 41 100 Estonia 13 22
Luxembourg 40 60
Croatia 34 61
Average 68 90 Average 26 80 Average 20 31

Source: ICTWSS dataset (Visser 2010), except Gr@hliestic and Bakari2010) and Ireland (eiro data).
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Table A2. Summary of interviews undertaken by theif’e country teams
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Sector Employer/trade bodies Trade unions Companglocal unions Other
Croatia Construction: Construction employers’ association Trade union of construction industry
(HUP-UPG) (SGH)
Clothing: Textile and leather industry Croatian trade union for textile, footwear,ClothCo
employers’ association (HUP-UTKI) leather and rubber (TOKG)
Retail: Employers’ trade association (HUP- Commercial trade union (STH) RetailCo
uT)
Total number of interviews: 12
Germany Construction: Construction employer associations Construction trade union (IG BAU)
(HDB, ZDB, ZVOB, BVMB)
Cleaning: Cleaning sector employer associatiorCleaning trade union (IG BAU)
(BIV)
Temp agency: Temp agency employer associations German federation of trade unions (DGB) Large taggncy company (round table
(BZA and 1IGZ2) with several managers and works
council)
Total number of interviews: 16
Hungary Retail: National Commerce Federation Trade Union of Commercial Employees Local union at Retailco
(OKSZ) (KASZ)
Construction: National Federation of Hungarian ~ Federation of Building, Wood and BuildCo manager
Contractors (EVOSZ) Material Workers’ Unions Small business owner
(EFEDOSZSZ)

Local union at BuildCo
Security: Employer Association of Hungarian National Alliance of Property Security ~ Two security firms
Security Companies (MBVMSZ) Trade Unions (VSZ0OSZ) Local union at SecurityCo

Total number of interviews. 13

Spain Retail: Valencian retail employers’ Retail trade union representatives (CCOO
association (FEMEVAL, and UGT)
FEDACOVA, COVACO)
Hospitality: Valencian hospitality employers Hospitality trade union representatives
association (FEHV) (CCOO and UGT)
Cleaning: Valencian cleaning employers’ Cleaning trade union representative

association (APELVA), National (CCO0)
employers association (ASPEL)

Total number of interviews. 13

Union representative in
the Economic and
Social Council (CES)

Research centre on
tourism in Valencia
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UK

Retail: -- Usdaw, Senior pay negotiator
Usdaw, Research team leader
Cleaning: British Institute of Cleaning Science, Unison, Senior pay negotiator (NHS)
Chief Accreditation Officer Unison, Senior pay negotiator (private
contractors)
Security: British Security Industry Asociation, GMB, Senior pay negotiator

General manager

Total number of interviews. 15

RetailCo, Senior HR manager

CleanCo, Senior HR manager
ServiceCo, Senior HR manager
SMECIleanCo, Managing Director

SecurityCo, Senior HRager (Europe
region)

SecurityCo, Senior HR manager (UK)

SecurityCo, Senior HR manager (security
services division)

SMESecureCo, Managing Director
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