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Abstract:
This paper examines the rising divergence in sacteage moderation within EMU member
states since the introduction of the Euro. Dutimg 1980s and 1990s, wage restraint cycles
between exposed manufacturing sectors, and shelteegvices sectors within EMU
candidate-countries were highly synchronous andergifices in wage inflation between
sectors was low. After 1996, significant divergernic sectoral wage inflation emerged and
synchronicity of wage restraint cycles betweenascatollapsed after 1999. This paper will
address the question of why, at a time of rapid inahconvergence between countries, did
divergence arise between sectoral wage restraitiinvcountries. It will be argued that
EMU’s removal of national exchange rate pegs, dmdentral banks that enforced them,
produced different incentives for wage actors i ¢xposed and sheltered sector, prompting
unions in sheltered sectors to push for high wageeases while unions in more exposed
sectors had to continue with wage moderation dumtopetitiveness constraints. However,
it will be argued that countries with formal or amfmal inter-sectoral coordination
mechanisms and/or countries which strictly followesdal disciplinary rules to comply with
the Stability and Growth Pact, witnessed less oinarease in sheltered sector wage excess
under EMU.

Even before its inception, European Monetary Un{&MU) was successfully hailed as
Europe’s convergence project. Through the Europdanetary System’s Exchange Rate
Mechanism (ERM) in the 1980s, and later the esthbient of the Maastricht inflation
criteria in 1992, EU member-states witnessed ataobal convergence in inflation rates and

nominal unit labour cost growth in the run up to BM By 1999, standard deviations of

inflation rates between countries had reached sewsteen in Europe’s history. Economists
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and political economists attributed this convergetawthe formation of exchange rate pegs,
first created with the ERM, and then later reindatdhrough a more stringent Maastricht
nominal criteria. With the Bundesbank (a centrahlb whose prime concern was price
stability) as the anchor of the ERM, central baok&U member-states who joined the fixed
exchange rate arrangement, de facto adopted a Gemmoaetary policy. The credible
commitment to such a peg required the exertionagewestraint by wage setters, and if these
actors were not willing to offer such restrainte tbentral bank would be forced to exert
monetary tightening. As a result, the level of eagflation — defined here as nominal wage
growth minus labour productivity growth, positivalves indicate wage excess, and lower or
negative values indicate wage restraintdecreased substantially for all EMU candidate
countries between 1979 and 1998. While there wasesvariation after 1999, aggregate
inflation does not appear to have diverged too muuater the Euro.

As aggregate nominal indicators converged betweemtries throughout the 1980s
and 1990s, so too did wage inflation between seatathin countries. Yet in the one to two
years prior to 1999, a rise in sectoral divergelnegan to emergeithin countries. Unlike
the 1980s, where differentials in sectoral wagdatidn within countries were low, under
EMU such differentials were significantly widenirag the manufacturing sector continued to
exert wage restraint, while public and personalises sectors ceased to improve their wage
restraint performance (see Figure 1). A divergerogein EMU’s convergence project began
to root itself within EMU member-states after 199bhis paper seeks to address this puzzle:
why at a time of rapid nominal convergence betweamntries, was there a rise in sectoral

wage restraint divergence within countries?

Figure 1: Differencein Sectoral Wage I nflation: 1979-1989, 1992-1998, and 1999-2005 Period
Averages
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It will be argued in this paper that the EMU’s rarabof national exchange rate pegs,
and the central banks that enforced them, produeegddifferent incentives for wage actors
in the exposed and sheltered sector, leading toigban divergence. Once countries entered
an exchange rate arrangement with Germany, natioaairal banks had to ensure that
national inflation rates were not significantly heg than Germany’s as this would threaten
the peg. Hence, if national wage growth was sicguiitly higher than German wage growth,
central banks would have to respond to militant @vagtters via monetary tightening (for a
more formal demonstration of this argument, see hrmter and Winckler, 1995).
Responsible aggregate wage setting, thereforeddoellconducted by wage setters in two
ways: 1.) wage setters in all sectors could codpdrg exerting wage restraint or; 2.) wage
setters in one sector (usually the more exposedifacturing sector) could exert significant
wage restraint to offset wage excess in other sectét the time of the 1980s, wage inflation
in all sectors within EMU member-states was retdtivhigh, and the likelihood that one
sector would be able or willing to take on a sigmaifit deflationary role rendered the latter

option unlikely. Hence, throughout the 1980ssalttoral wage setters within EMU countries
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constrained their wages arsdctoral convergence resulted. By the mid-1990s, however,
wage growth in all sectors had been reigned iruth &an extent that more sheltered sectors
could afford to halt restraint, as long as the nfiacturing sector continued to increase wage
moderation. Continued pursuit of wage restrairstsee in sheltered sectors and after 1999,
with the removal of inflation criteria and exchanmgge arrangements altogether, these gains
in wage restraint were then reversed, quite sicguifily, by some countries sheltered sectors
(notably Finland’s, Ireland’s and the Netherlands’)

This paper proceeds as follows. The first secpoovides a brief overview of the
literature. Section Il outlines measurements amdhodologies used. Sections Il and IV
highlight and explain the sectoral divergence paimathin EMU member-states, and describe
which countries were more successful in prevensignificant wage inflation in their
sheltered sectors under EMU. Section V outlines ithportance of wage coordination
institutions and fiscal rules for keeping wage atibn in some member-states’ sheltered
sectors contained. Section VI concludes by auatinthe consequences of sectoral

divergence for the future of EMU and collective dsining.

I. The Debate on Sector al Diver gence

Relatively little has been said on sectoral wagtramt performance under EMU. Economic
and political economy literature which has discdsseage setting in a sectoral or EMU
context still remains highly fragmented, and hagendeen formally combined. Literature
looking at the impact of EMU on wage restraint remaconfined to national level analysis.
Political economists argued that in EMU, with itgesific asymmetric structure which

consisted of a centralised monetary policy and re¢pavage-bargaining systems, national
wage setters are no longer constrained by thetraldmank and would therefore pursue high

wage increases as soon as monetary policy waddreet to the ECB (Hall 1994; Hall &
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Franzese 1998; Iversen & Soskice 1998; Soskice é&skn 2000; Cukierman and Lippi,
2001; Hancké & Soskice, 2003). The creation of H@B significantly reduces the size of
individual wage setters with respect to the monyetarthorities, and moves the wage-setting
structure towards a situation in which nationalolab unions might be strong enough to
extract high wage increases yet would be small gimowt to bear the full cost of inflation
(Calmfors & Diriffill 1988). While this strand ofiterature is helpful in explaining what
happened before 1999 when countries previouslyingck wage restraint capacity brought
wage inflation under control, it does little to aelsk the rising divergence between sectors
which began 2-3 years before that and increased H99.

Economic theory, on the other hand, speculated ehaideces would continue to
constrain unions and wage moderation would contirRm®duct market integration was
already high in the EU before 1999. However, a 9pament pricing system in a single
currency area further underlined the need for cditiypeness in the EMU member-states,
and, without the nominal exchange rate as an adgrdt mechanism, the only short to
medium-term policy instrument left to enhance naiocompetitiveness, via the real
exchange rate, was wage restraint. Competitiveoasstraints would therefore restrain the
ability of wage setters to demand higher wagesheéncontext of a highly integrated product
market which EMU was intended to reinforce (Dangh& Hunt 1994, Calmfors et al. 2001,
Driffill et al. 1998). One caveat with this litéuse, however, is that it presupposed that the
interests of national level wage setters were idahto those of exposed sector wage setters.
Wage setters in sheltered sectors do not face Isach competitive constraints, which can
explain why wage excess has resumed among sewdtaldguntries’ sheltered sectors.

Several scholars in political economy have exathipeferences for wage setting by
sector. Franzese (2001), who provides a more amm@nalysis on wage-bargaining’s

interaction with monetary policy, concludes thatdountries where coordinated bargaining is



Johnston 6

led by the traded-sector, central bank independemomost effective at reducing wage
inflation. Yet Franzese’s analysis rests on tleuamption of the existence of national central
banks. It does not examine how coordination betwsssetors, and wage restraint outcomes
which result from such coordination, change durihg transition from a strict monetary
regime at the national level to a relatively absaohetary regime at the national level (a shift
which EMU produces). Garrett and Way (2000) dongixa power dynamics between public
sector unions and exposed private sector unionBowfitincluding central banks in their
model. They conclude that countries with stronbola regimes experience economic
problems if public sector unions grow in strengtlsiae. Yet, similar to Franzese’s work, the
monetary transition is absent in this analysis, iatlderefore assumes sectoral wage restraint
divergence is static rather than dynamic.

How then can sectoral divergence in wage restiangler EMU be accounted for?
EMU produced a profound shift in the institutionadjime that governs wage bargaining, with
consequences for domestic political economies. [Hiito a wage-setting regime in EMU in
which wage restraint within countries was consibdiréess synchronised than was the case in
the institutional design that the 1980s and 1996=exl. This point is based on two related
insights. The first insight is that under EMU, imdiual trade unions in the member-states no
longer face the hard monetary constraint imposedhleyr national central bank. Yet the
subsequent possibility of inflationary wage expbosi did not occur because competitiveness
concerns (over the real exchange rate — the ratiwden the price of a good expressed in
domestic currency and in foreign currency) kept evdgvelopments in the exposed sector in
check. The second insight relies on the dual-sécarework that is introduced in this paper:
whereas wage pressures from unions in the expossdors are limited through
competitiveness concerns, unions in the shelteestos (i.e. the non-tradable goods and

services sector of the economy) by definition dbfaoe such constraints. The struggles over
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wage bargaining agendas that are emerging withimedeMU member-states between wage-
setters in export sectors on the one hand, anditalo@ons in sheltered private services and
the public sector on the other, is a logical consege of these different constraints on the
exposed and sheltered sectors. Countries wherdisappearing monetary constraint is not
supplanted by hard incentives that tie wage-setiinghe sheltered and exposed sectors
therefore face divergence between wages in thesaypes of sectors and possibly higher
wage inflation rates as a result.

This paper develops these two points. After disogsthe methodology used to assess
sectoral divergence, a comparison of the 1980s,sMaht and EMU periods (1979-1989,
1992-1998 and 1999-present) will be made to higilige institutional shift that has taken
place. Different incentives for exposed and shettesectors will then be examined, and the

role that domestic wage-setting institutions play e brought into the fold.

I1. Assessing Sectoral Divergencein Wage Restraint: Measurements and M ethodol ogy

This analysis seeks to conceptualise sectoral givere between four sectors. The two
relatively sheltered sectors examined are non-maskevice$ (a weighted composite of
public administration and defence, education, aealth and social work - ISIC tabulation
categories L, M, and N respectively) and persoralises (a weighted composite of hotels
and restaurants, community social and personalicesiv and private households with
employees - ISIC tabulation categories H, O, ancdpectively). The one (increasingly)
exposed sector which is examined is market serfgeegeighted composite of transport and
storage, post and telecommunications, financiarméediation, and real estate, renting and
business activities — ISIC tabulation categories t6063, 64, J and K respectively).
Manufacturing (ISIC tabulation category D) will bsed as a proxy for the highly exposed

sector.
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The calculation of wage restraint used in this paggems from Oliver Blanchard’s
efficiency wage measurement (Blanchard and WolB680; Blanchard 2006). Blanchard
defines wage restraint as real wage growth minlbsugs share in total factor productivity
growth. If wage excess is present, this value bl highly positive; if wage restraint is
present, this value will be near zero or negati®nce this paper compares the performance
of sectoral wage restraimtithin countries, using nominal wage growth as opposerckab
wage growth is not important, as all four sectoithw a country experience the same
inflation rate. Therefore, nominal wage restréiaetween sectors within countries will be the
main focus of analysis. However, when sectoral evagstraintbetween countries is
compared, real wage restraint will be used. Settwwminal wage restraint was calculated
using data from the EU KLEMS database. Nominal evagr hours was calculated by
dividing total compensation of employees dividedttal hours worked (COMP/H_EMPE).
Sectoral gross value added per hour worked (LPa$) used for labour productivity.

Sigma and beta convergence are perhaps the mosh@orapproaches in analysing
divergence. While this approach is often usedn@lyse convergence or divergence among
many units, it can be used to assess divergeneesbetas few as two. Sigma convergence
analysis of sectoral wage restraint within EMU doi@s paints relatively the same picture as
the one presented above when only wage inflatidferdntials were examined. Average
standard deviations between manufacturing and namkehor market services wage inflation
across the EMUTDdemonstrate that the 1980s was a time of relatiih convergence.
The early 1990s witnessed a continuation of thesedeviations in wage restraint between
sectors, yet around the mid to late 1990s, standawiations began to climb, particularly
between the manufacturing and non-market servieetors (see Figures 2 and 3). Only
between the manufacturing sector and markets ssrgiectors did convergence increase after

the launch of EMU.
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Figure 2: Sectoral Nominal Wage Restraint Performance (Unweighted Average for EM U10)
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Figure 3: Sigma Convergencein Sectoral Nominal Wage Restraint (Unweighted Average for
EMU10)
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While sigma convergence is helpful in understandingvergence/divergence over
time, it does not indicate whether such convergescdivergence is brought about due to
coordination of wage restraint. Combining standdegtiation analysis with a methodology
that assesses synchronicity of wage restraint sydetween sectors is helpful in
understanding whether wage setters in differentosetad to coordinate wage restraint due
to a common external pressure (i.e. an exchangepeg enforcing national central bank).
One such method which has been used to assessrayicdly is pair-wise correlation
analysis. Correlation analysis has been heavidg us business cycle convergence analysis
(see Bayoumi and Eichengreen, 1992; Artis & Zha®g71 Artis, 2008) as well as in wage
growth cycle analysis (Pichelmann, 2001). Usingsstcorrelation analysis for examining
wage restraint cycles has several advantages. ©rbat since it is a measurement of
synchronicity between two functions, and not ofsaion, it does not require control checks,
which would be severely limited in this case dueagrees of freedom problems. In addition,

cross-correlation analysis can be conducted on $ienies with as few as seven observatfons.
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Pair-wise correlations were calculated for threaryenoving averages in wage
restraint between the exposed and sheltered sesitisn each EMU10 and non-EMU3
country for three periods: 1979-1989 (the early ER#&tiod), 1992-1998 (the Maastricht
period), and 1999-2005 (the EMU period). One page correlation coefficient is between
wage restraint cycles for a country’s manufacturgsegtor and personal services sector.
These are reported in the first column of Table2 and 3. The manufacturing and personal
services sector is used as a proxy for a giventcgar(relatively highly unionised) exposed
and (relatively lowly unionised) sheltered sectorsspectively. The second pair-wise
correlation coefficient is between wage restraytles for a given country’s manufacturing
sector and a country’s non-market services sethter;atter is used as a proxy for a given
country’s (relatively highly unionised) public sect These are reported in the second column
of Tables 1, 2, and 3. Finally, the third sertéspair-wise correlation coefficients were
conducted between wage restraint cycles for a gommtry’s manufacturing sector and a
country’s market services sector; the latter idus® a proxy for a relatively lowly unionised
but increasingly exposed sector. Given nationaltreé banks’ commitment to uphold
exchange rate peg arrangements in the 1980s anddhstricht criteria in the 1990s, it is
expected that pair-wise coefficients between thielipuprivate and market services sectors
respectively, and the manufacturing sector wouldigéer in the 1979-1989 and the 1992-
1998 periods than in the EMU period.

In addition to this analysis of wage moderatiosimilar pair-wise correlation analysis
of wage growth cycles was conducted between the manufacturing taeadnon-market,
personal and market services sectors for the EMaiDnon-EMU3 countries (Tables 4, 5
and 6) to determine whether coordination in wggewth between these sectors changed
significantly under EMU. Since wage coordinatioanspires through wage increases and not

through wage restraint, a significant divergencevben wage growth cycles across these
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sectors would imply that the divergence in wage enation was due to a collapse of inter-
sectoral wage coordination rather than disappearahaational central banks and exchange
rate pegs. If pair-wise correlations in wage gfowmain stable for the majority of the
EMU10 countries after 1999, however, then any chamg pair-wise wage restraint
correlations between the pre-EMU and EMU periodsidefurther evidence to the fact that
nominal exchange rate peg arrangements are corediacgectoral wage restraint convergence

within countries.

[11. The 1980s and Maastricht: The Golden Age of Sectoral Wage Coordination

In the 1980s, most EMU candidate countries belongethe Exchange Rate Mechanism
either formally or informally (ERMJ. As a consequence of pegging their currenciefeo t
Deutschmark, shadowing national banks became tessranodating to national wage setters
and more concerned with maintaining stable exchamges. Under the ERM’s fixed
exchange rate regime, national central banks of Eddbdidate countries were forced to
shadow the Bundesbank’s interest rate policy ireotd avoid their currencies sliding against
the Deutschmark. If a country’s inflation rate wsignificantly higher than the German
inflation rate, threatening the peg, central bawksild be forced to intervene via monetary
tightening.

The ERM’s fixed exchange rate regime left wagéesetin high inflation shadowing
countries with two options for avoiding such momgtightening. One option was that wage
setters in all sectors could cooperate in exemvage restraint, placing downward pressures
on labour costs, and ultimately inflation. The et option was the wage setters in one
(generally exposed) sector could exert signifisaage restraint in order to offset wage excess
in other (generally sheltered) sectors. The fgion appears to be undertaken by national

wage setters during the 1980s. Wage excess whdrhggl sectors, and it was unlikely that
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wage setters in the manufacturing sector were abhilling to significantly deflate their
wages in order to accommodate higher wage increast®e public and personal services
sectors. In response to monetary pressures plgoadthem under the ERM, wage restraint
in all sectors significantly increased (see Figkixe

Wage cycle synchronisation was also high duringfitisé decade of ERM. In 1979,
nominal wage growth significantly exceeded labowdpctivity growth for all four sectors in
all EMU candidate countries. Strict exchange aatangements forced wage setters within
these sectors to close the gap between nominal aadelabour productivity growth.
Because all wage setters were pursuing similarciesliof wage restraint during the 1980s,
wage restraint cycles became highly synchronisetivden the manufacturing, market
services, personal services and public servicasrse(see Table 1). Nine of the EMU10 had
pair-wise correlation coefficients between wagetra@st in the manufacturing and non-
market services sectors that exceeded 0.7 (out).of Fair-wise coefficients between the
manufacturing and market services sectors and raetuing and personal services sectors
were also high, with eight and six, respectivelythe EMU10 witnessing coefficients higher

than 0.7.

Table 1: Sectoral Nominal Wage Restraint Correations, 1979-1989

Manufacturing and Manufacturing and Manufacturing and
Personal Services Non-Market Services Market Services
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Austria 0.29 0.73** 0.80***
(0.383) (0.011) (0.003)

Belgium 0.38 0.33 0.23
(0.255) (0.324) (0.490)
Finland 0.86*** 0.82*** 0.84***
(0.001) (0.002) (0.001)
France 0.96*** 0.98*** 0.98***
(0.000) (0.000) (0.000)

Germany 0.76*** 0.90*** 0.57*
(0.007) (0.000) (0.068)
Ireland 0.89*** 0.86*** 0.93***
(0.000) (0.001) (0.000)
Italy 0.95*** 0.88*** 0.95***
(0.000) (0.000) (0.000)
Netherlands -0.05 0.74*** 0.73***
(0.879) (0.009) (0.010)
Portugal 0.32 0.86*** 0.96***
(0.334) (0.001) (0.000)
Spain 0.95*** 0.96*** 0.98***
(0.000) (0.000) (0.000)
EMU AVERAGE 0.63 0.81 0.80

Denmark 0.11 0.06 0.17
(0.750) (0.856) (0.626)

Sweden 0.03 0.17 -0.62
(0.938) (0.612) (0.041)
UK 0.71* 0.89*** 0.92***
(0.014) (0.000) (0.000)
NON-EMU 0.28 0.37 0.16

AVERAGE

Source Data from EU KLEMS Database. The table prtegmair-wise correlation coefficients for 3-yeavving averages in
wage restraint between the manufacturing and pelsmm-market/market services sectors.
P-values in parenthesis. *, **, and *** indicateggificance on a 90%, 95% and 99% confidence interva

After the ERM crisis in 1992, the gap between nahimage and labour productivity
growth was significantly lower than the gap whicdhexisted in the 1980s, and sheltered
sector wage growth had been reigned in substantialét after the crisis, ERM’s bands were
expanded to £15% of the target rate in order t@m@roodate speculation against currencies,
particularly the franc and the lira. While this veocalone may have prompted wage setters,
especially in sheltered sectors, to relax wageramst Maastricht's inflation criteria gave
central banks in candidate countries further ahibtforce wage restraint upon them. In order
to qualify for EMU membership, it was establishéattall candidate countries would not

only have to fulfil ERM’s looser band requiremenigjt would also have to maintain an
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interest rate that was no higher than 1.5% of thEsBhree lowest inflation members
(source???). Because Germany'’s inflation was artftentpwest in the EU, the Deutschmark
effectively became a second nominal anchor, not famlexchange rates but also for inflation
rates. Through this criterion, central banks nadd their monetary tightness on wage
setters and wage restraint in all four sectorsioagatl.

By the mid 1990s, wage excess in shelteretbisewas reaching more sustainable
levels, and differentials between nominal wage Embur productivity growth across the
EMU10 had dropped below 4% for the public and peatservices sectors. The Maastricht
period (1992-1998) still boasted a highly synchrmnoegime; wage restraint cycles between
the manufacturing sector and other sectors remdnngidd However, pair-wise correlation
values indicate that the Maastricht period was beeg less synchronous, in terms of sectoral
wage restraint performance, than the 1980s. Pag-worrelations between wage restraint
cycles in the manufacturing and non-market serviegsained high (with eight countries
experiencing correlation coefficients higher than)Qyet correlations between manufacturing
and personal services were falling (see TableCmpared to the 1980s period, when six out
of ten countries had correlation coefficients of 6r above between their manufacturing and
personal services sectors, only four countries tamiad high correlation coefficients

between these two sectors under the Maastrichagheri

Table 2: Sectoral Nominal Wage Restraint Correations, 1992-1998

Manufacturing and Manufacturing and Manufacturing and
Personal Services Non-Market Services Market Services
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Austria 0.31 0.89*** 0.24
(0.500) (0.007) (0.602)

Belgium 0.78** 0.86** 0.74*
(0.040) (0.013) (0.056)

Finland 0.07 0.22 0.63
(0.888) (0.641) (0.126)

France 0.56 0.52 0.87**
(0.190) (0.230) (0.011)
Germany 0.72* 0.99*** 0.96***
(0.069) (0.000) (0.000)

Ireland 0.30 0.93*** -0.16
(0.514) (0.003) (0.727)
Italy 0.56 0.81** 0.90***
(0.192) (0.027) (0.006)
Netherlands 0.37 0.87** 0.94***
(0.408) (0.011) (0.002)
Portugal 0.98*** 0.97*** 0.97***
(0.000) (0.000) (0.000)
Spain 0.84** 0.87*** 0.95***
(0.017) (0.010) (0.001)
EMU AVERAGE 0.55 0.79 0.70
Denmark 0.52 0.97*** 0.74*
(0.234) (0.000) (0.057)

Swveden 0.80** 0.86** 0.75**
(0.031) (0.014) (0.050)

UK 0.66 0.77** 0.87**
(0.107) (0.042) (0.011)
NON-EMU 0.66 0.87 0.79

AVERAGE

Source Data from EU KLEMS Database. The table pitegmair-wise correlation coefficients of 3-yearvimy averages in
wage restraint between the manufacturing and pelsmm-market/market services sectors.
P-values in parenthesis. *, **, and *** indicateggificance on a 90%, 95% and 99% confidence interva

By 1996, a split emerged between sectoral wageanes performances across the
EMU10. Wage setters in the manufacturing sectotticoed to reign in wage excess, and
wage restraint performance continued to improveag¥Vrestraint performance in the market
services sector followed a similar pattern, albg#r a longer period of time. However, wage
restraint performance in the personal and publigises sectors stagnated, and after 1999
began an upward creep. In the final two to threary before EMU, the second option
available to national wage setters to avoid mogdightening — having one sector continue
to exert wage restraint in order to accommodateevea@ess in others — was taken. The rise

of sectoral divergence in wage restraint performedrad begun.
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V. EMU and the Rise of Sectoral Divergence

EMU produced one substantial shift upon wage setteérremoved the strict (national)
monetary regime which governed over wage settingesthe 1980s and prompted the heavy
exertion of wage restraint by wage setters in etit@rs. Indeed, the new monetary regime
under EMU was intended to be just as strict asrbeforhe ECB was modelled from the
German Bundesbank and price stability, keeping EMiidregate inflation around 2%, was
the only mandate which it had to fulfil. Howevénere was one major difference between
this new regime and that in place under the ERMnetary strictness was no longer imposed
onto wage setters at the national level, but ratixes enforced at the supranational level.
National central banks no longer had inflation estéd to enforce or exchange rate
arrangements to uphold. While these central bamig have cared a great deal if national
wage inflation was excessive prior to 1999, the B@H# little concern with wage inflation
developments at the national level unless they atggbkEMU’s aggregate inflation rate.

The shift from national central banks to the EE8 iany political science scholars to
conclude that EMU would prompt a declineaggregate wage restraint across member-states
(Hall 1994; Hall & Franzese 1998; Iversen & Soskit@98; Soskice & Iversen 2000;
Cukierman and Lippi 2001; Hancké & Soskice, 2008hntrary to these projections, national
wages remained moderate in many EMU countries ¢fhdbere are some exceptions which
will be discussed later), and aggregate wage exsassby no means high compared to the
1980s period.

Developments at the national level, however, magkedklopments at the sectoral
level. Preferences for wage moderation were véfgrdnt across sectors and this preference
divergence led, in some countries, to significanteence in sectoral wage inflation. For

wage bargainers in the exposed sector (hamely raaiuing, but also market services),
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preferences to exert wage moderation were stilh higder EMU. If wage setters in the
exposed sector pushed for excess wage growth, firnttse export sector would either lose
competitiveness, if wage increases were passed mites, or would cut employment. A
strict competitiveness constraint ensured that wawgeleration would continue in these
sectors, as unions feared that a drop in price etithyeness would be followed by a parallel
drop in employment. In all of the EMU10 countriesth the exception of Italy, Portugal and
Spain, wage restraint in the manufacturing seataticued to increase after 1999.

On the other hand, preferences for wage moderafio®m to a competitiveness
constraint do not exist for the sheltered sectoWith the removal of the hard, national
monetary constraint by introduction of the ECB B92 — and manufacturing’s uptake of a
deflationary role in 1996 across most countriesitons in sheltered sectors are in principle
free to press for inflationary wage settlementshisTpreference divergence, which was
allowed to manifest due to the absence of hard taopecriteria and exchange rate
arrangements in 1999, would translate into a shlarprgence between wage rates in the
exposed (manufacturing) and sheltered (personapablic services) sectors. Data in Table 3
seems to confirm this. Presenting pair-wise catr@h coefficients for an identical length of
time to the Maastricht period, 7 years, correlatoefficients between wage restraint cycles
in the (exposed) manufacturing and (sheltered) market/personal services sector collapse
for most countries under EMU. Of the ten pair-wesgrelations between wage restraint in
the manufacturing and non-market services secidy,four countries (France, Italy, Portugal
and Spain) have correlation coefficients highent@&. In the final three cases, the stability
of the coefficient in the EMU period can be atttdul to the fact that the manufacturing
sector, along with the non-market services secfmissued excessive wage increases after
1999. Only two countries within EMU have a paiiseicorrelation coefficient higher than

0.7 between its manufacturing and personal serseesors. As for manufacturing and
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market services sector wage restraint comparistesnumber of countries with pair-wise
correlation coefficients higher than 0.7 droppemhfrseven in the Maastricht period to two in
the EMU period.

Table 3: Sectoral Nominal Wage Restraint Correations; 1999-2005

Manufacturing and Manufacturing and Manufacturing and
Personal Services Non-Market Services Market Services
Austria -0.61 -0.70* -0.33
(0.146) (0.078) (0.471)
Belgium 0.54 0.43 0.53
(0.207) (0.331) (0.219)
Finland 0.22 0.51 0.47
(0.628) (0.245) (0.290)
France 0.13 0.77* 0.22
(0.787) (0.044) (0.629)
Germany 0.76** -0.05 0.27
(0.046) (0.918) (0.562)
Ireland -0.38 0.19 -0.11
(0.396) (0.690) (0.822)
Italy 0.78** 0.82** 0.95%**
(0.039) (0.025) (0.001)
Netherlands 0.60 0.52 0.36
(0.157) (0.236) (0.431)
Portugal 0.47 0.94x** 0.78**
(0.285) (0.001) (0.040)
Spain -0.79** 0.89*** -0.11
(0.035) (0.007) (0.818)
EMU AVERAGE 0.17 0.43 0.30
Denmark 0.15 0.47 0.19
(0.747) (0.292) (0.677)
Swveden 0.18 0.76** 0.70*
(0.696) (0.049) (0.083)
UK 0.83** -0.80** 0.15
(0.022) (0.030) (0.756)
NON-EMU 0.39 0.47 0.17
AVERAGE

Source Data from EU KLEMS Database. The table pitsgeair-wise correlation coefficients for wagetraist
between the manufacturing and personal/non-markekéeh services sectors.
P-values in parenthesis. *, **, and *** indicatigisificance on a 90%, 95% and 99% confidence imterv

The experiences of Denmark, Sweden and the UKigeawmportant benchmarks for
EMU performance. Of the three, only Sweden retaitable, high pair-wise coefficients
between its manufacturing sector and its non-maakdtmarket services sector, respectively.

While this would suggest that sectoral divergemcéhe exertion of wage restraint occurred
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even outside the EMU, it is important to note that,the UK, the collapse in its pair-wise

coefficients in sectoral wage restraint between rttenufacturing and non-market services
sectors, as well as between its manufacturing aadkeh services sector can be partially
attributed to the collapse in wage coordinationMeein these three sectors during the EMU
period (see Tables 4, 5 and 6). Denmark witnessesimilar collapse between wage
coordination in its manufacturing and non-markevises sector (see Table 5).

The fall in synchronised wage moderation throughetJ is not due to a collapse in
wage coordination after 1999, however. In practioentralised and patterned bargaining
wage agreements coordinate wage setters around grageéh rates,not wage restraint.
Tables 4, 5 and 6 present pair-wise cross-coroglatof wagegrowth cycles between sectors
and demonstrate that these remained relativelyestakeven increased for six of the countries
we examine. While there appears to be a slighagsd in wage coordination between the
personal services sectors and the manufacturirtgrsethe number of EMU countries with
pair-wise coefficients exceeding 0.7 drop from Bixthe Maastricht period to four in the
EMU period), the synchronisation between wage gnawtthe manufacturing sector and the
public/market services sectors remain relativebhhi Six and five countries still have pair-
wise coefficients in wage growth cycles over O0.Twaen their manufacturing and public
services sectors, and manufacturing and marketcesrgectors, respectively. Combined, the
data in Tables 1, 2 and 3 and 4, 5 and 6 suggasthb relevant shift therefore lies in the
extent to which the exposed sector still internalises itif@ationary effects of wage-setting
whilst the sheltered sector no longer does so. |&\8feltered sectors across EMU countries
may have abandoned wage restraint under EMU, mdstat abandon national systems of
wage coordination wholesale.

Table 4: Nominal Wage Growth Correélationsfor the Manufacturing and Personal Services
Sectors

| 1979-1989 \ 1992-1998 \ 1999-2005 |
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Austria 0.92*** 0.71* 0.58
(0.000) (0.071) (0.174)

Belgium 0.95*** 0.26 0.80**
(0.000) (0.569) (0.030)

Finland 0.86*** 0.84** 0.18
(0.000) (0.018) (0.706)

France 0.99*** -0.38 -0.32
(0.000) (0.397) (0.479)

Germany 0.91*** 0.99*** 0.79**
(0.000) (0.000) (0.034)

Ireland 0.65** 0.31 -0.13
(0.032) (0.504) (0.782)

Italy 0.97*** -0.02 -0.20
(0.000) (0.969) (0.672)
Netherlands 0.96*** 0.78** 0.90***
(0.000) (0.038) (0.006)

Portugal -0.64** 0.96*** 0.83**
(0.036) (0.000) (0.020)
Spain 0.97** 0.99*** -0.77**
(0.000) (0.000) (0.044)
EMU AVERAGE 0.75 0.54 0.27
Denmark 0.93*** 0.73* 0.83**
(0.000) (0.064) (0.022)

Sweden 0.04 0.61 0.78**
(0.917) (0.146) (0.039)

UK 0.90*** 0.79** 0.23
(0.000) (0.035) (0.627)
NON-EMU 0.62 0.71 0.61

AVERAGE

Source Data from EU KLEMS Database. The table prtegmair-wise correlation coefficients for 3-yeavving averages in
wage growth between the manufacturing and persmmaices sectors.
P-values in parenthesis. *, **, and *** indicateggificance on a 90%, 95% and 99% confidence interva

Table 5: Nominal Wage Growth Correationsfor the Manufacturing and Non-M arket Services
Sectors

| 1979-1989 | 1992-1998 | 1999-2005 |
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Austria 0.78*** 0.80** 0.86**
(0.004) (0.031) (0.014)

Belgium 0.96*** 0.58 0.73*
(0.000) (0.175) (0.061)

Finland 0.73** 0.72* 0.18
(0.012) (0.068) (0.707)
France 0.98*** 0.25 0.93***
(0.000) (0.596) (0.002)

Germany 0.92*** 0.98*** 0.79**
(0.000) (0.000) (0.033)

Ireland 0.54* -0.52 -0.50
(0.089) (0.234) (0.258)

Italy 0.91*** 0.70* 0.86**
(0.000) (0.081) (0.013)

Netherlands 0.96*** 0.97** 0.29
(0.000) (0.000) (0.535)
Portugal 0.80*** 0.98*** 0.94***
(0.003) (0.000) (0.001)

Spain 0.91*** 0.93*** 0.68*
(0.000) (0.002) (0.091)
EMU AVERAGE 0.85 0.64 0.58
Denmark 0.68** 0.54 -0.66
(0.021) (0.214) (0.104)
Sweden 0.18 0.83** 0.94***
(0.607) (0.020) (0.002)

UK 0.93*** 0.97*** 0.14
(0.000) (0.000) (0.765)
NON-EMU 0.60 0.78 0.14

AVERAGE

Source Data from EU KLEMS Database. The table prtegmair-wise correlation coefficients for 3-yeavving averages in
wage growth between the manufacturing and non-rhaek@ices sectors.
P-values in parenthesis. *, **, and *** indicateggificance on a 90%, 95% and 99% confidence interva

Table 6: Nominal Wage Growth Correlationsfor the Manufacturing and Market Services

Sectors

| 1979-1989

\ 1992-1998

1999-2005 |
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Austria 0.88*** 0.98*** -0.88***
(0.000) (0.000) (0.009)
Belgium 0.89*** 0.33 0.49
(0.000) (0.467) (0.265)
Finland 0.96*** 0.81** 0.84**
(0.000) (0.027) (0.017)
France 0.99*** 0.64 0.57
(0.000) (0.120) (0.180)
Germany 0.93*** 0.99*** 0.90***
(0.000) (0.000) (0.005)
Ireland 0.68** 0.83** -0.29
(0.022) (0.020) (0.528)
Italy 0.93*** 0.94*** 0.97***
(0.000) (0.002) (0.000)
Netherlands 0.81*** 0.65 0.72*
(0.003) (0.116) (0.066)
Portugal 0.80*** 0.96*** 0.97***
(0.003) (0.000) (0.000)
Spain 0.95*** 0.92*** 0.58
(0.000) (0.004) (0.173)
EMU AVERAGE 0.88 0.80 0.64
Denmark 0.91*** 0.69* 0.88***
(0.000) (0.089) (0.009)
Swveden 0.19 0.82** 0.69*
(0.584) (0.023) (0.089)
UK 0.91*** 0.57 0.24
(0.000) (0.185) (0.602)
NON-EMU 0.67 0.69 0.63
AVERAGE

Source Data from EU KLEMS Database. The table prtegmair-wise correlation coefficients for 3-yeavving averages in
wage growth between the manufacturing and markeices sectors.
P-values in parenthesis. *, **, and *** indicateggificance on a 90%, 95% and 99% confidence interva

V. TheRole of Wage Bargaining I nstitutionsin Maintaining Wage Restraint

The stylised picture that has been developed sasféinat since the mid-1990s, sheltered
sectors across EMU have, on average, abandonedfitteeto continue with wage restraint.
Yet, despite the rise in sectoral wage restrawverdiencewithin countries for the EMU10 as a
whole, there is considerable degree of variation simeltered sector wage restraint
performancesacross countries between the Maastricht and EMU periodis.some EMU
member-states (Austria, Belgium and Germany mogtlhyg, wage restraint was upheld in

the sheltered sectors, under EMU (see Figures 45and However, for other countries
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(Finland, Ireland, the Netherlands, and lItaly fisr personal services sector), wage restraint
was not upheld in these sectors. Why, amid divergebetween sectoral wage restraint
performance under EMU, did some countries’ shaltesectors continue to moderate their
wages relative to sheltered sectors in other cmafr It is hypothesised in this paper that the
institutions which govern wage bargaining expldie tapacity of domestic wage setters to

keep sheltered sector wage moderation intact.

Figure 4: Real Wage Restraint Performance for Non-Market Services Sector (Maastricht and
EMU Periods)

@ 1992-1998
Period Average

D

® 1999-2005
Period Average

D

Real Wage Growth - Labour Productivity Growt

Source Data from EU KLEMSté&lzase

Figure5: Real Wage Restraint Performance for Personal Services Sector (Maastricht and EMU
Periods)
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Unlike wage restraint in the manufacturing sectehjch has either continued or
increased under EMU (except in Italy, Portugal &pmain), wage restraint in the sheltered
sectors followed very different paths across EMUmber states. While preference
divergence for wage restraint among sectors woudmyest that wage excess should emerge
for all sheltered sectors, this argument ignores itwportant factors governing wage setting
in the sheltered sector: the roles of the Stabditg Growth Pact and coordinated bargaining
frameworks which tie wage setters in different sextogether. By taking these two factors
into account, three possible scenarios rather timen(a push to increase wages) emerge for
the sheltered sector wage performance after 1999.

One possible path which sheltered sectors coulce laken under EMU was to
continue to comply with wage restraint as they gidthe ERM period. Though strict
monetary tightening, via fixed exchange rates d&edMaastricht inflation criteria, may have
disappeared, national legal and institutional aansts did not. Institutions that govern wage-
setting matter a great deal in this scenario. Susbenario appears to have been undertaken

by wage setters in Austria, Belgium and Germanyn Belgium, a law on wage
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competitiveness established a hard wage targétodinced in 1996 in the failure to arrive at
voluntary wage moderation via the previous (softewy on Competitiveness in 1989 and the
failed social pact of the early 1990s, this law liempented a ceiling on all wage developments
within the country (Pochet 2004). It mandated thahual increases should not exceed
average wage increases of Belgium’s largest tragiagners - France, Germany and the
Netherlands - and has been upheld under EMU. 3i886, wage moderation performance in
Belgium has increased considerably. A similar t@mst on sheltered sector wage setters
might also exist in countries where inter-industpordination of wage bargaining remains
strong. Austria and Germany provide notable examyieth have pattern bargaining systems
where wage-setters in all sectors shadow the metkimg sector. The metalworking sector
(IG Metall in Germany and GMT in Austria), leadggog&ations, setting wage increases equal
to the increase in the national aggregate labooduymtivity rate. All other sectoral unions
then shadow these increases, using them as a,targetarely reaching them unless their
sectoral productivity levels permit itin all three countries, the pair-wise cross-cotrefa
coefficients between waggowth cycles remained high (in the case of Austria aedn@any)

or increased (in the case of Belgium) between tl@ufacturing and non-market services
sectors under EMU (see Tables 4, 5 and 6).

The second scenario which the sheltered sectod quuisue is to push for excessive
wage increases (above labour productivity), but neceive them. This is likely to lead to
wage militancy and possibly protracted social dotglin the public sector. Such a scenario
would be particularly relevant to unions in cousgriwhere governments have imposed hard
fiscal constraints through domestic rules or thabHity and Growth Pact (SGP). The
dynamics in France since the late 1990s seem tiireathis case: secure jobs in the public
sector and a high unionisation rate have pusheil sgrvants in France to claim wage

increases which go against the disinflationary wsgglements in the private sector. While
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sheltered sector wage excess is slightly higherFfance under EMU compared to ERM,
wage growth has remained very contained comparedilitancy within the public sector

over pay. In 2004, the French Government effelstipeesented civil servants with a pay
freeze, due to an official rebuke from the EuropEaion over its public spending deficit; it
agreed on pay increases of 0.5% in the face of iftation (EIRO 2004; 2005b). Similar

0.5% pay increases were introduced to civil sesvégtthe civil service minister in 2006, in
the face of 1.8% inflation: six of the seven cigérvice unions called for strike action in
response (EIRO, 2006).

The third scenario which the sheltered sector cquicsue is to push for excessive
wage increases and receive them. This appeasvid lappened in Finland, Ireland and the
Netherlands. In all three countries, differentiflstween wage restraint exerted in the
manufacturing sector and the public and persorralces sectors increase substantially after
1999. Such wage excess could have significanticaigdns for national wage restraint and
inflation performance. Finland has been able tglgn incomes policies to balance wage
excess in the public and personal services secitn theavy wage restraint in the
manufacturing sector, so the overall effect of t@netl sector wage push has not spilled over
onto national nominal unit labour costs. In Irelaand the Netherlands, however, wage
inflation in the sheltered sector did place upwaressures on nominal unit labour costs and
inflation, prompting a bubble in both countriesveeén 2000 and 2003. In response to such
inflationary pressures, both Ireland and the Néginels introduced emergency social pacts in
2003 that curbed wage growth, bringing the shalteector back in line with wage restraint
in other sectors (ILO, 2009). However, this sipensored method of coordination (see
Traxler et al, 2001) via time irregular social gadtinds wage growth in the sheltered sector
to the exposed sector only temporarily, specificail times of economic crisis where

previous wage excess has prompted a loss in campeass. In times of economic recovery
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and boom, sheltered sector unions can again pushdio wage increases, in the absence of a
permanent constraint on their wage demands.

Divergence in sectoral wage restraint within EMWerefore, results from two
components: competitiveness-driven restraint in éxposed sector, and wage increases
beyond productivity in the sheltered sector. Lowels of wage inflation in the sheltered
sector can be relatively easily compensated byymtddty gains in the exposed sector, thus
re-balancing the aggregate level of wage resti@@hiveen these two sectors in an economy.
Some countries have used coordination mechanissnaiell as strict fiscal rules, to ensure
low levels of wage inflation remained under EMUth&r countries, however, have not been
so able to contain their sheltered sectors. Higeeels of wage inflation are more
problematic as they impose disinflation or a lessngetitive real exchange rate on the
exposed sector. The exact mix between the two isgdtdlation rates is determined by the
relative power of wage-setters in the exposed aettesed sector and by the extent to which

the leadership role of the exposed sector is utginalised in wage bargaining systems.

V1. Conclusions: Implications of Sectoral divergencefor EMU?

EMU presents a convenient setting to examine g in divergence between sectoral wage
setters with different wage objectives. The pretEk&gime imposed hard monetary rules
upon all wage setters, forcing unions in both tkgosed and sheltered sectors to exert wage
restraint. The removal of these rules has produwesyg different effects for wage setters
across countries. For the exposed sector, EMUhbashanged much: competitiveness still
constrains wage growth via the threat that excesgiage settlements will lead to parallel
drops in unemployment. The same cannot be satialfered sector wage setters. However,

institutional constraints in the form of either t8&P or wage coordination frameworks have
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produced different wage trajectories for the shettesector across EMU. These trajectories,
outlined in the preceding section, provide morentlast an academic exercise for the
observation of sectoral interests in the face atitutional constraints. They also have
important consequences for the future of EMU aritéctive bargaining.

If collective bargaining institutions — specifigalvage coordination frameworks — can
lead to the continuation of wage restraint in theltered sector, such constraints could
contribute to increased sheltered sector discontegdins from wage restraint are not felt
economy wide. Germany provides an important exaroplsuch tensions. After pursuing a
policy of high wage moderation for nearly ten yeawxsth little to show for it in private
consumption growth, Germany’s pilots (VC), hospidaktors (Marburger Bund — MB) and
train drivers unions (Deutsche Lokfurher — GDL)tedi Germany’s main union federation,
the DGB, and with it the pattern bargaining wagerdmation system in order to negotiate
higher wage increases (EIRO 2007a; EIRO 2008). wiaigp wage militancy from ver.di,
DGB'’s large white-collar services sector union ydiom MB and GDL used to belong),
suggests that these three cases of union decoupl&rygnot be exceptions to the rule, and
further decouplings could be looming on the horipzer.di, 2008).

If, on the other hand, fiscal constraints, sushttee SGP, have prompted continued
sheltered sector wage moderation under EMU, teasaise not between the exposed and
sheltered sector, but between the sheltered santbthe state. In France, militancy among
civil servants unions against the Government tryiagcontain public sector pay growth,
prompted a series of crippling strikes in the pulsiector in 2004 and 2005 (EIRO 2005a;
2005b). Heightened tensions between public sectmms and the state may not have been
the main driver behind France’s motivation to refahe SGP’s in 2005, but militant public
sector unions did present a high degree of inelasto the French Government for fulfilling

fiscal rules.
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Finally, the third case discussed in this papethat of sheltered sector unions
receiving excessive wage increases at the expehsteo exposed sector — presents
institutional and economic difficulties to membéatss, depending on the circumstance. If a
coordination mechanism is in place which balancagerexcess with heavy wage restraint in
the exposed sector, then aggregate performancenuilldecline substantially. Finland’s
incomes policies provide an example of this coation mechanism. However, unlike the
first case discussed above, where the shelteretbrséolds discontent towards the
coordination institution, in this case, it is iretBxposed sector where discontent arises. After
several years of restrained aggregate nominal latiour cost growth, exposed sector
employers called for income agreements which pexvitdigher wage increases to sectors
experiencing labour shortages (EIRO, 2007b). Maficoordination mechanisms such as
incomes policies can balance wage excesses in hbdeed sector, leaving national
performance competitive, yet such a coordinatiohraaism can prove difficult to sustain if
the exposed sector becomes dissatisfied in itstitaflary role. Since 2007, bargaining in
Finland has commenced at the sectoral level, rdtfar under centralised incomes policies,
leading to high wage increases in the 2008 banggiround.

If public sector unions push for and receive hwghge increases, and the exposed
sector cannot offset them via heavy wage restrgméference divergence will have
significant implications for aggregate economicfpenance. The Netherlands and Ireland
provide a perfect example of such a situation. &Vagcess in their non-market services
sectors ballooned in the early 2000s, promotingralas balloon in aggregate nominal unit
labour cost growth and ultimately inflation. Whileoth countries relied on their more
reactive wage coordination institutions (socialtpato introduce constraints on wage growth
in sheltered sectors, their experiences demonstrate the absence of a hard monetary

constraint can pose problems for aggregate wadeairgsperformance in certain phases of
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the business cycles should sheltered sector uhiersme successful in pushing through their
wage preferences. If these sheltered sectorsoaresuccessful in some countries but not
others, there will be severe implications not ofity the economic competitiveness of
countries that are unable to reign in shelteredosewage militancy, but also for the

continuation of aggregate convergence across EMU.

NOTES:

1. Because wage restraint performance between sewtithén countries is compared, it is

unimportant if real or nominal wage restraint idigas all sectors in one country face the same
price level. For comparisons of wage restrainfedintials between sectors within countries,
nominal wage restraint is used. However, if cro®gatry comparisons are made, real wage
restraint is used.
The words wage excess, wage inflation and wageraisstwill be used interchangeable
throughout this paper. Wage excess and wage iotflatre both defined as the difference in
nominal wage growth and labour productivity growtfihough wage restraint is technically the
inverse of this measurement, it will be calculateslsame way.

2. This paper will use the terms “non-market servica®i “public sector” interchangeably, since the
ISIC tabulations categories which non-market sewiis composed of lie predominantly within
the public sector.

3. Luxembourg and Greece are excluded from the amalysi

4. |thank Michael Artis for this point.

5. While Austria and Finland were not formal membetdhe EU, they had established currency
pegs with the Deutschmark during the 1980s. Aaigtstablished a hard currency peg policy with
Germany in 1974 (Hochreiter & Winckler, 1995). gy the 1980s, Finland had anchored the
markka to a basket of (weighted) currencies, wincluded the Deutschmark (Add reference).

References:

Artis, M & Zhang, W. “International Business Cyclasd the ERM”]nternational Journal of Finance
and Economics, 1997, Volume 2, Issue 1.



Johnston32

Artis, M. “Europeanization or Globalization? Whad Business Cycle Affiliations Say?” in (ed.)
R.Shlomowitz:Flinders Essays in Economics and Economic History. Adelaide: Wakefield Press, 2008

Bayoumi, T. & Eichengreen, B. “Is there a ConfliBetween EC Enlargement and European
Monetary Unification?”. National Bureau of Econ@mResearch; Working Paper No. 3950.
www.nber.org/papers/w3950992

Blanchard, O. and J. Wolfers. "The Role of Shocksl #nstitutions in the Rise of European
Unemployment: The Aggregate Evidendeconomic Journal. 200Q 110(462): 1-33.

Blanchard, O. 2006european Unemployment: The Evolution of Facts and Ideas. Economic Policy.
21: p. 5-59.

Calmfors, Lars; Booth, Alison & Burda, Michael. 200The Future of Collective Bargaining in
Europe’. (in) Tito Boeri ed.The Role of Unions in the Twenty-First Century: A Report for the
Fondaz one Rodolfo Debenedetti. Oxford University Press: 1-134.

Calmfors, Lars & Driffill, John 1988. ‘Bargainingt@cture, Corporatism and Macroeconomic
Performance’Economic Policy. 6: 12-61.

Calmfors, L. 2001. ‘Wages and Wage Bargaining tagtins in the EMU - A Survey of the Issues
Empirica, 28: 325-351.

Cukierman, A. & Lippi, F. 2001. ‘Labour MarketschMonetary Union: A Strategic AnalysisThe
Economic Journal, 111: 541- 565.

Danthine, J.-P. and J. Hunt. 1994. ‘Wage BargainB8tgucture, Employment and Economic
Integration.’Economic Journal. 104: 528-41.

Driffill, J., M. Meschi, and A.M. Ulph. 199&roduct Market Integration and Wages: Evidence from
a Cross-Section of Manufacturing Establishments in the United Kingdom. CEPR Discussion Paper.

EIRO 2004. Civil service employment faces change.
http://www.eurofound.europa.eu/eiro/2004/07/fedft®d407104f.htm

EIRO, 2005a. Fourth SNCF Strike This Year
http://www.eurofound.europa.eu/eiro/2005/07/indfieb07101n.htm

EIRO, 2005b. Civil Servants Strike.
http://www.eurofound.europa.eu/eiro/2005/01/fedft®&01102f.htm

EIRO 2006a. Pay negotiations in civil service endin failure.
http://www.eurofound.europa.eu/eiro/2006/03/ar8fi®603029i.htm

EIRO  2006b. Government announces massive job cuts civil service.
http://www.eurofound.europa.eu/eiro/2006/07/arsfi®607039i.htm

EIRO (20074a). Doctors’ strike ends in new colleetiv agreement,
http://www.eurofound.europa.eu/eiro/2006/07/arsde0607019i.htm

EIRO (2007Db). Future of tripartite bargaining cdlle into guestion
http://www.eurofound.europa.eu/eiro/2007/03/argti@703059i.htm




Johnston33

EIRO (2008). Collective agreement finally reachedor f German engine drivers,
http://www.eurofound.europa.eu/eiro/2008/04/arsale0804049i.htm

EU KLEMS Database. Last Update: November 2Q#0://www.euklems.net/index.htnfccessed
January - February 2008.

Franzese, R. J. 2001. ‘Institutional and Sectong&rhctions in Monetary Policy and Wage/Price-
Bargaining.” (in) P. A. Hall and D. Soskice (edsVarieties of Capitalism: The institutional
foundations of competitiveness. Oxford, Oxford University Press: 104-144.

Garret, G. W., C. (2000). Public Sector Unions, gooatism, and Wage Determinatiodnions,
Employers, and Central Banks. T. Iversen, J. Pontusson and D. Soskice. Cambri@genbridge
University Press.

Hall, P. A. .1994.. ‘Central Bank Independence @odrdinated Wage Bargaining: The Interaction in
Germany and EuropeGerman Politics and Society 31(Spring 1994): 1-23.

Hall, P. A. and R. J. Franzese Jr. .1998. ‘Mixedgn8ls: Central Bank Independence, Coordinated
Wage Bargaining, and European Monetary Unitmtérnational Oraganization 52(3): 505-535.

Hancké, Bob & Soskice, David. 2003. ‘Wage-Settind #flation Targets in EMU’Oxford Review
of Economic Palicy. 19(1): 149-60.

Hochreiter, Eduard & Winckler, Georg. “The Advagea of Tying Austria’'s Hands: The Success of
the Hard Currency StrategyEuropean Journal of Political Economy. Vol. 11, 1995. Pg. 83-111.

International Labour Organization, Social Dialogueabour Law and Labour Administration
Department. ‘A New Course’.
http://www.ilo.org/public/english/dialogue/ifpdiald/social_pacts/ne_pact_1.htrhast updated May
2003. Accessed February, 2009.

Iversen, T. and D. Soskice .1998. ‘Multiple Wagerdganing Systems in the Single European
Currency Area.Oxford Review of Economic Policy 14(3): 110-124.

Pichelmann, K*Monitoring Wage Developmentsin EMU", Empirica 28 (2001), 353-373

Pochet, Philippe. 2004. ‘Belgium: Monetary integrat and precarious federalism’ (in) Martin,
Andrew & George Ross (edsBuros and Europeans: Monetary integration and the European model
of society. Cambridge: Cambridge University Press: 201-25.

OECD Statistics Portal. Frequently Requested $itatis
http://www.oecd.org/document/15/ 0,3343,en_264918611873295 1 1 1 1,00.html
Accessed January - February 2008.

Soskice, D. and T. Iversen. 2000. ‘The Non-Neuyraf Monetary Policy with Large Price or Wage
Setters.'Quarterly Journal of Economics 115(1).

Traxler, F., S. Blaschke, and B. Kittel. 200lktional labour relations in internationalized markets: a
compar ative study of institutions, change, and performance. Oxford: Oxford University Press.

ver.di (2008). "Lohnschub Jetzt!" Ver.di Newslett®rtschaftspolitik Aktuell(Bundesvorstand : 8):
March 2008.




