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Abstract

This paper presents information on wage bargaimstjtutions, collected using a standardised
guestionnaire. Our data provide information fron®3%nd 2006, for four sectors of activity and

the aggregate economy, considering 23 Europeantréesinplus the US and Japan. Main findings
include a high degree of regulation in wage setitinghost countries. Although union membership
is low in many countries, union coverage is higd aimost all countries also have some form of
national minimum wage. Most countries negotiate egagn several levels, the sectoral level still
being the most dominant, with an increasingly intgoat role for bargaining at the firm level. The

average length of collective bargaining agreementeund to lie between one and three years.
Most agreements are strongly driven by developminfgices and eleven countries have some
form of indexation mechanism which affects wagehlister analysis identifies three country

groupings of wage-setting institutions.

Keywords:wage bargaining, institutions, indexation, traden membership, cluster analysis.
JEL code:J31, J38, J51, J58



Non-Technical Summary

This paper provides an overview of the main ingthal characteristics affecting wage formation
in developed countries over the last decade. Tharnvation presented was collected using a
standardised questionnaire answered by nationarexgfrom the central banks of each of the
countries considered. Our data provide informatiom 1995 and 2006 for 23 European countries,
plus the US and Japan. An important value addettisfdataset in relation to those underlying
existing literature is the consistent coverage nattiiutional features for two common points in
time. Furthermore, the questionnaire collects mi&ation at both the sectoral and national level and
contains, to our knowledge, uniquely comparablermftion on wage bargaining institutions. This
includes some more procedural aspects of unionitgem®verage and coordination, as well as
other issues that can be related to the relatesatility/rigidity of wages across countries, sueh
the average agreement length and elements corsiderimg wage negotiations. Furthermore, this
paper considers the role of government in the deétation of not only public, but also private
sector wages and the importance of minimum wagesvage indexation to wage setting.

The main findings include:

(i) There is large variation in the degree of tragdeon density across countries and sectors.
Although it has been declining over the past decadeurope, a large proportion of workers are
still covered by some kind of collective wage agneat and collective bargaining coverage is still
generally high. Coverage generally increases viith §ize and is more common for high-skilled

employees, full-time employees and in the casendtistry also manual workers. Furthermore,
extension procedures (which make a collective balggagreement binding for all employees and
employers within its usual field of applicationparidespread in Europe.

(i) Considerable heterogeneity in the levels atfclwhbargaining takes place is apparent across
countries. In a first group of countries (Finlametland and Slovenia) the national level of wage
bargaining is dominant. Negotiations at the nafiolewel are the first step before more
decentralised (and less dominant) negotiations pd&ee. In a second group of countries, which
include nearly all euro area countries, Denmargadaand Norway, the sectoral level is the most
dominant for wage bargaining. For most countrieshis group, company-level agreements are
common as the second (or third) stage of bargairfiihgre is some limited evidence that firms use
“escape” clauses to avoid company level agreenfemts being at least as favourable as sectoral
ones. In a third group, including Eastern Europsaumtries, France, Luxembourg, the UK and the
US, the company level is dominant and wage bangaisystems are highly decentralised.

(i) Most countries are found to operate under solorm of coordination. The exceptions are
Hungary, Poland the UK and the US. Four countriagehsome form of state imposed wage
indexation — namely Belgium, Cyprus, Luxembourg &@ldvenia — and minimum wages with
some form of government enforcement are used asoedioation device in six countries. In



Europe and the US, government is heavily involuedhie setting of public sector wages and in
eleven countries it is also involved in settingvpteé sector wages. Inter-associational agreements
have gained importance over the last decade andtreredominant mechanism for wage
coordination in three countries, intra-associati@@rdination is dominant in 8 countries. Finally,
pattern bargaining, when negotiations start at sewtoral association (trend-setter) and are then
repeated at others are found in Austria, Germargrwilly and Sweden. Some form of legally
binding national minimum wage is found to existrmost countries in 2006, with the notable
exception of Germany and Italy. Minimum wages galtgicover less than 25% of the workforce.
Increases in minimum wages can also form the fasisther wage increases.

(iv) The average length of collective bargainingesgnents lies between one and three years in
Europe and is one year in Japan. Most agreemelitavf@a regular calendar and many are
concluded within the first quarter of a year. Withgard to the elements entering wage
negotiations, prices are the most important detd@ngifactor. Eleven countries are found to have
some form of indexation to prices (although sigaifit differences exist between countries in terms
of the reference used) and when indexation is fallfomatic (as in Belgium, Cyprus and
Luxembourg) it affects more than 66% of the workéorLabour productivity is the second most
important factor cited as entering wage negotiatianith three countries making reference to
national productivity developments and five couwsdri considering sectoral productivity
developments. In the UK (and to a lesser extenfidpan), firm level profitability plays an
important role. Changes in taxation and social romtions are cited as important in wage
negotiations.

As a conclusion, we summarize these main findingsiding cluster analysis to group together
countries that seem to have similar wage bargaidnagacteristics and to identify the broad types
of bargaining systems that exist across the 25toesnThree groups of countries can be identified
through the cluster analysis of wage setting iastihs: The first group (Austria, Denmark, France,
Germany, Greece, Ireland, Italy, the Netherlandswidy, Portugal and Sweden) mainly consists
of countries with a broadly regulated system of bgrgaining, which is quite typical of Western
European countries. This group can be charactebigdlde existence of extension procedures and a
high level of collective agreement coverage, a d@amce of sectoral (and to a less extent firm-
level) wage bargaining and the general absenceartimation except through minimum wages (or
trend setting sectors). The second group (Belgigprus, Finland, Luxembourg, Slovenia and
Spain) exhibits the same general wage setting cterstics of the previous group, except that in
addition, indexation, intersectoral agreements taedrole of government are all more important.
Finally, the last group (Czech Republic, Estonianghry, Japan, Lithuania, Poland, the UK and
the US) gathers the countries where the wage bangasystem is largely deregulated.



1. Introduction

Among the labour market structures influencing rmaconomic performance, wage bargaining
institutions affecting wage outcomes play an imgattrole. There is a vast literature on the role of
collectivisation, centralisation and coordinatioh wage bargaining in shaping labour market
outcomes, wage levels, wage dispersion and wagiifiey. In a recent survey, Freeman (2007)
presents three ways in which wage-setting institgiaffect economic performance: they “alter
incentives”, they “facilitate efficient bargainingand they “increase information, communication,
and trust”. Institutional arrangements relatedhe kbour market may also modify the effect of
monetary policy on inflation and unemployment. Tdedl-known Barro and Gordon (1983) model
emphasizes the inability of monetary policy to ueihce unemployment directly: first, unions set
nominal wages conditionally on rational expectatiaf the money supply, then the central bank
sets the money supply to minimize inflation andrap®yment. The equilibrium of this model is
characterized by monetary policy neutrality and esscinflation. On the other hand, recent
literature shows that non-neutrality can appearmathere are strategic interactions between unions
and the central bank. Soskice and Iversen (200} shat when there is a finite number of wage-
setters and product markets are monopolistic, aaconmmodating monetary policy leads to
important effects on employment. These conclusamesempirically supported by Cukierman and
Lippi (1999), Hall and Franzese (1998) and Aidt dzdnnatos (2005). Using model simulations,
Acocellaet al. (2008) find that the effects of monetary policytbe real economy may depend on
the different wage setting strategies.

The relationship between wage bargaining instingi@and wage rigidity is also interesting for
monetary policy since nominal rigidities play a @al role in explaining the impact of monetary
policy on output. Nominal wages may be rigid dowrdgabecause of the presence of substantial
resistance to nominal wage cuts, most often at&tbtio money illusion, fairness considerations,
nominal minimum wages or nominal contracts (Keyh®36, Slichter and Luedicke 1957, Tobin
1972, Akerlof, Dickens and Perry, 1996). Under lonlation, such rigidity means that more
workers have real wage freezes and fewer experiesglewage cuts than would be the case
otherwise. This is of concern to monetary authesitbecause the lack of real wage cuts may cause
unemployment, while the possibility of a higherlatibn target would ease this problem as it
would de facto allow for greater cuts in real terrms particular, macroeconomic models have
recently shown the importance of real wage rigidgityeproducing nominal rigidities (Christiagd

al. (2005)). Alternatively, if the resistance to wamgds is informed e.g. as a result of unionisation
or wage indexation, wages may still exhibit dowmveeal rigidity (see Dickenet al. 2007). If
workers resist real (rather than nominal) wage ,cat$igher inflation target will not ease the
problems associated with downward real wage rigidit this case wage changes will be highly
concentrated at or above the expected rate oftimflairrespective of the rate of inflation. In $hi
paper, we provide some detailed and comparativghtisito wage bargaining institutions such as
the duration of agreements and its main determsnantluding possible indexation mechanisms



that naturally affect the speed and the extent lickvwages react to economic changes. For
example, the available literature suggests thaatle@age duration of wage agreements limits the
relative flexibility of wages (see Taylor (1983)echetti (1987), Fregert and Jonung (1998) who
use this duration as an indicator of rigidity). fhermore, Dickengt al. (2007) find a positive
relationship between the degree of union densitiuanion coverage and real wage rigidity.

Although the theoretical literature accords an ingat role to wage bargaining institutions and a
vast empirical literature tries to quantify thiderothe measurement of institutions remains difficu
and comparable information at an international lleige still limited. Arguably the most
comprehensive time series of quantitative infororatin the percentage of union density, the ratio
of minimum to median wage, and indexes of unionecage, coordination and corporatism for a
number of OECD countries is available from the OE@GBe for example Elmeskov, Martin and
Scarpetta 1998)However these series provide little information amy other aspects of wage
setting mechanisms and very little qualitative infation on how wage setting institutions are
designed or how they function. Furthermore, infdiorafor some EU countries is not available.
This makes a good understanding, and particulanly ¢ross-country comparison, of such
institutions difficult.

More detailed quantitative time series and qualgatnformation on other aspects of wage
bargaining mechanisms (such as union membershipn eoverage, bargaining level, the extent of
government involvement in wage setting and theelstrginions) is available in Golden, Lange and
Wallerstein(1998) and Ebbinghaus and Visser (2000). Kenwo(g901) provides comparative
information on many indexes of corporatism and €heand Lucifora (2002) provide a bivariate
dummy for the existence of wage indexation for samentries up until the late 1990s. However,
these sources generally lack recent informationesthe mid-1990s or 2000, are not available for
many EU countries and the degree of qualitativeormftion available is varied. Finally,
international organisations such as the Europeann@ssion, the European Industrial Relations
Observatory (EIRO) and the OECD (e.g. in their Eoypient Outlook 2004, 2005) provide more
detailed qualitative information from ad-hoc stwlief particular aspects of wage setting
institutions. The sometimes non-standardised natiir¢he collection or presentation of this
information, the varying and different coverage countries, periods and institutional features
considered can make the comparison of institut@c®ss countries difficult. Finally, detailed
guantitative and qualitative information on vareggbkuch as average agreement length and detailed
information on institutions such as wage indexatimechanisms (arguably extremely important to
understand the link between wage and price devedafshis generally not available. Nor do any
of the above sources provide sectoral informatiomvage-setting institutions by country.

This paper thus adds to the existing literatur@vage bargaining institutions and attempts to fill i
some of the gaps in the available quantitative qurditative information by providing an overview



of the main characteristics affecting wage formaiio 23 European countrlzesthe United States
and Japan for the years 1995 and 200®e information in this paper is based on a stedided
guestionnaire answered by national experts frontrakebanks of each of the countries concerned.
The remainder of this paper is organised as foll&estion 2 looks at the questionnaire design and
gives details of the data collection method, outlinthe aspects of wage setting mechanisms
considered. Section 3 looks at the collectivisatibmvage bargaining in the 25 countries covered,
including the degree of trade union density, cdilec bargaining coverage and extension
procedures. Section 4 outlines the degree of desattian across countries. Section 5 describes the
coordination of wage bargaining, also including thke of government in the setting of not only
public, but also private sector wages. Section @nmemes the main determinants of wage
agreements, their average duration and the posstiktence, design and coverage of wage
indexation mechanisms. As a conclusion, we summane results by doing a cluster analysis and
grouping countries with similar institutions of weabargaining.

2. Data

The information in this paper was collected usingtandardised questionnaire (see Annex 1)
especially designed within the framework of the dsystem’s Wage Dynamics Network. This
network was made up of national experts and leagoaglemics in the area of wage setting and the
guestionnaires themselves were completed by nagsparts from the central banks of each of the
countries considered, who were both committed aspansible for giving detailed and accurate
replies. Within this setting, the most common disadage of using a questionnaire for data
collection (namely, low or non-response) is overeoriurthermore, other typical caveats of a
guestionnaire based survey, such as subjectivesassats which may vary across respondents in
different countries, or the use of different ddfoms for the one or other indicator which are not
fully comparable across countries are also arguiaske problematic within this framework: First,
the respondents are usually experts in the aregagé setting, therefore their knowledge of the
subject matter should be maximised and subjectiaiipimised. Second, many respondents,
through their day to day work, participate regylarl the collection of data to be used for cross
country study within e.g. the Eurosystem. They #rerefore arguably more aware of the
importance of comparability of data across cousatdard of those definitions most appropriate and
commonly used for cross-country comparison. Althotlge total absence of caveats related to the
use of a questionnaire cannot be guaranteed, wettiet answers are consistent with and add to
previously available information on wage settingtitutions. Annex 2 presents a comparison of
some of the information we collected with OECD d&tar some of the countries under study here,

? These are Austria, Belgium, Cyprus, Czech Repulidenmark, Estonia, Finland, France, Germany,
Greece, Hungary, Ireland, Italy, Lithuania, Luxemjuhe Netherlands, Norway, Poland, Portugal, &his,
3Spain, Sweden and the United Kingdom

Respondents were requested to provide informatiowage bargaining institutions for current practice

the most recent year available (in most cases 2808@)a reference point a decade earlier (in mostsca
1995).



OECD collected comparable information on trade nmensity (Annex 2 Table 4), union coverage
(Annex 2 Table 5), extension procedures (Annex BI&®), and the level of wage bargaining
(Annex 2 Table 7). For these 4 variables, the ars¥eeour questionnaire and OECD data provide
very similar results, giving us confidence that da¢a we collected is generally accurate and highly
comparable, across the dimensions of time and ppunt

This questionnaire was designed to collect compariabormation on key wage setting institutions
for two data points (1995 and 2006) and 4 sectgsdulture, industry, market services and non-
market services (based on the NACE)) as well asata economy. 23 European countries, Japan
and the US took part in this data collection exarciAn important value added of this data in
relation to pre-existing information is that it@Mls a comparison of the most recent features of
wage setting institutions with a common referenomtpin the previous decade. Furthermore, the
guestionnaire to our knowledge collects some umjgoemparable information on sectoral wage
setting and wage bargaining institutions, starfirmn some more procedural aspects of union
density, coverage and coordination and continuiitg further issues that can be related to relative
flexibility/rigidity of wages across countries, $uas average agreement length and the elements
considered during wage negotiations. In additibis paper also considers the role of government
in the determination of not only public, but alsdvpte sector wages and the importance of
minimum wages and wage indexation in particular.ohder of the questionnaire, data was
collected on: details of trade union density; atliee bargaining; the level of wage bargaining; the
coordination of wage bargaining; the determinarftscdlective wage negotiations; collective
bargaining agreement length; minimum wages andxatiten mechanisms. Respondents were
asked to state a reply, or alternatively indicdtat tdata were not relevant, or alternatively not
known. The data presented in this paper is basebeopure data collected. That is, it does not mix
information from other sources. Comparison of samhdéhe rudimentary information available
from other sources indeed shows a high degree eofctdmparability of replies. For example,
comparison with information available from the BEpean Trade Union Institute (ETUI) e.g
Fajertag (2000) and European Industrial Relatiobse®vatory (EIRO) on the country-specific
systems in the mid to late 1990s including averagdract length and level of minimum wages is
in line with that collected in this dataset.

Although much effort was assigned to collectingadet! information on the most important
characteristics of wage setting institutions incanparable way, it should also be noted that the
details of national wage setting institutions arkerrently complicated. Individual countries may
have exceptions, nuances and additional elemerdayt®f their wage setting institutions, which
underlay the key characterisation of their nati®ystem. One paper cannot hope to do justice to
this complexity while also presenting all of nattdetails in a short and accessible manner. Here,
we therefore focus on the key characteristics of emtional system.



3. Collectivisation of wage bargaining

The first characteristic of wage setting that wesider is collectivisation. Many studies have
related the collectivisation of wage setting torage wage levels and to the responsiveness of
wages to labour market conditions. Collectivisatisngenerally measured by the proportion of
workers in a workplace that are trade union memfteasle union density) and by the proportion
that are covered by a collective wage agreemerite@tive bargaining coverage). The above-
mentioned international data sources generally rcthie aspect of wage setting for the national
level rather well. We provide here information frogmestions 1 and 2 of the questionnaire, for our
set of 25 countries, for 1995 and 2006.

The degree of trade union density, defined as #regmtage of workers who are members of a
trade union, varied strongly across developed cmsin 2006 (Question 1, see Figure 1 and
Annex 3 Table 8). It is relatively high in counsikke Denmark, Finland and Sweden (between 70
and 80%). Trade union densities in Belgium, Cypltuscembourg and Norway are a little lower in
a close range between 50% and 60%. In contrast|othiest rates of trade union density are
observed in most of the Eastern European counffrasice, Spain, and the United States (close to
10%-15% or less). Trade union density decreasedndrthe industrialised world between 1995
and 2006. It decreased particularly strongly int&asEurope and the former Eastern Germany. In
contrast, countries where the trade union denség already rather low did not experience any
further strong decrease in trade union densitynguttie last decade (see Annex 3 Table 8).

Figure 1: Countrieswith very low to high trade union density
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The rate of trade union density also differs sigaifitly across sectors. In most countries, union
density is the highest in non-market serviceshia sector, rates of membership below 25% are
rare (see Figure 2 and Annex 3 Table 8) and rates generally been stable over the last decade in
most countries, even slightly increasing in the &l US. Union density is lower but traditionally
still important in the industrial sector. In the jordty of countries, rates of trade union density i
this sector range between 25 and 50%, but have desaiming since 1995. Density rates are very
low in market services and agriculture. In marlatges, the lowest rate is observed in France and
in the United-States (around 5%) where densitysrate half as high as those in industry and even
three times lower than in non-market services. bWrdensity rates in the market services sector
have also declined over the last decade.

Figure 2: Trade Union Density by Sectors (% of total countries with very low, low, medium

and high levels of trade union density, total economy and by sector acrosstime)
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Although trade union density has been declining dve past decade in Europe, a large proportion
of workers are still covered by some kind of cdile wage agreement. In fact collective
bargaining coverage is still generally high in EpedQuestion 2, see Table 1 below). In Austria,
Belgium, France, Greece, ltaly, the Netherlands,Nlordic countries, Portugal and Slovenia the
coverage rate is between 80 and 100% and stablevéor slightly increasing in some countries)
over the last decade. On the other hand, bargaioavgrage is low in the Czech Republic,
Hungary, Poland, the UK (between 30 and 40%), ame@ally low in Japan, Lithuania and the
United States (lower than 20%), even decreasitigdrcase of the latter since the mid-nineties.

Coverage rates also vary across sectors, butdeetbountries where national collective bargaining
coverage rates are high, coverage rates are atsistently high across sectors. In both Germany
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and Spain, the decrease in coverage rates stem$yrfraim the industry sector. In countries with
low or very low bargaining coverage, coverage $®alery low in market services, higher but still
low in the industry sector and a little higher lve thon-market services.

Table 1: Trade union coverage by country, across sectorsand time
Agri Ind Mkt Serv Non-Mkt Serv Total
A-B C-F G-K L-P A-P

2006/M ost recent 2006 1995 2006 vs 1995 2006 1995 2006 vs 1995 2006 1996 &0D995 2006 1995 2006 vs 1995 2006 1995 2006 vs 1995
Austria H H H H H H H H H H ™
Belgium H H H H H H H H H H

Cyprus M M o
Czech Republic L M L M M L n
Denmark M L N H M N M M N H H H H n
Estonia L

Finland H H H H H H H H H H

France H H N H H N H H H H n
Germany (West) M H 2 M H 2 L L H H M M N2
Germany (East) L L L L L L H H L M v
Greece H H H H H H H H >
Hungary VL VL ~ L L v L L v L L v L L v
Ireland

Italy H H H H H H H H H H

Japan VL L v VL VL N VL VL ) VL VL
Lithuania VL VL VL VL VL VL L L VL VL
Luxembourg VL H H H M

The Netherlands H H H H H

Norway L L M M M M H H M M

Poland L M )
Portugal H H H H H H H H H H
Slovenia H H H H H H H H H H

Spain H M Ol H H v H M Ol IR IR H H ¥
Sweden H H H H H H H H H H

The Untited Kingdom VL L VL M L L N
The United States VL VL VL VL N2 VL VL ¥ VL VL N VL VL N
In sum- number of countries

Very low 4 3 2 4 3 2 2 3 3

Low 3 3 3 3 4 3 2 2 5 3
Moderate 2 1 3 2 2 3 2 0 4 6

High 9 9 12 12 10 10 13 14 12 12

Total 18 17 21 19 20 19 19 18 24 24

Note: 2006 refers to 2004 in Germany, 2005 in Sp204 in France, 2000 in Denmark, 2003 in Esto20&4 in Hungary, 2001 in Poland

Note: 1995 refers to 1997 in France, 1994 in Defn998 in Hungary and 2000 in Luxembourg

Note: Arrows refer to position in 2006 relativelt®95, if quantitaive value is provided and differeris at least 1pp. A sign is also filled in if thés a change in
Source: Answers provided by NCB experts to WDN wggestionnaire
Note: 0%<VL=Very Low<25%, 26%<L=Low<50%, 51%<M=Maedee<75%, 76%<H=High<100%

An important feature for Continental Europe cowedris the difference between very low rates of
trade union density and high rates of collectiveghiing coverage. Two factors explain this
discrepancy between union density and union coeefféigst, contrary to the US, in most European
countries, employers voluntarily apply to non-unimembers the terms of an agreement. Thus,
workers can be covered by a wage agreement witteiny members of a trade union, which has
generally reduced trade union membership. The se@xplanation is the existence and the
widespread use of extension procedures for (séetet} wage agreements (see Annex 3 Table 9).
These procedures (which are generally adminisgativ legal) make a collective agreement
binding for all employees and employers within itsual field of application, even if some
employers or trade unions did not directly sign dlggeement. This means that in those countries
where trade union bargaining generally occurssecioral level, extension procedures may extend
the coverage of the outcome of this bargainingoteec additional sectors, firms and therefore also
individuals who are not members of the negotiatinipns. By definition, these procedures directly
or indirectly extend the effects of bargaining &gnents by increasing the “collectivisation” of
wage bargaining. In some countries, such an exierisiautomatic (see Annex 3 Table 10), such
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as in Spain (by law), ltaly (by the constitutibrgr Austria (due to mandatory membership of
employers in the Austrian Economic Chambers). Hamefor the majority of countries, public
institutions play a crucial role, with specific plabcommissions taking charge of extensions (e.g.
in France, Finland, Germany, Hungary or LuxembauEptensions can also be requested by
unions, employers or the Ministry of Labour, begrgnted by a public decision (such as a decree
or a specific decision from the Ministry of Labou®ther requirements may also need to be met
before an extension is possible. For example, maRkd, Germany, Greece, the Netherlands and
Spain, at least 50% of employees must already tered by a wage negotiation for an extension
to be possible.

The absence of extension procedures is rare inpeusustria, Belgium, Estonia, Finland, France,
Germany, Greece, Hungary, Ireland, Italy, LuxembgoWNetherlands, Poland, Portugal, Slovenia
and Spain all have extension procedures. In thelCRepublic and in Germany, such procedures
are limited to specific sectors and in the Czeclpu®éic, Estonia and Slovenia extension
procedures have been adopted only very recently.ldtk of extension procedures in Denmark,
Norway and Sweden is explained by the already Wégi level of trade union membership. In
Cyprus, Lithuania and the UK, extension proceddidsot exist in 2006 and the rate of collective
bargaining coverage is almost equal to that ofetracion density, thus collective agreements only
apply for union members. This is very similar te thmerican case.

Coverage also appears to vary to some extent tydize (at the firm level) and worker type (for
example at the industry or sectoral level). Differes across firms of different size are apparent in
Cyprus, the Czech Republic, Denmark, France, Geymaapan, Luxembourg, Norway, the UK
and the US. In principle, coverage increases with Eize. For example, in the case of Western
Germany, coverage increases from 30%, to 60%, % &0 respective firm sizes of 1-9, 50-199
and over 500 employees respectively. Some couritkesAustria, Cyprus, Denmark, Germany,
Hungary, Japan, and Slovenia mention the existehdegher coverage rates for some types of
workers. These include better-educated/highereskiémployees, full-time employees and in the
case of industry, manual workers.

4. Centralisation of wage bargaining

The economic literature predicts different impactsthe centralization of wage bargaining on
economic performance. Bruno and Sachs (1985) sugpowiew that there is a linear relationship
between the centralization of wage bargaining acahemic outcomes and the best economic
outcomes are obtained when wages are set at alizedrlevel. Calmfors and Driffill (1988) in a

well-known paper challenge this theory and suggestump-shaped relationship between the

degree of centralization of wage bargaining ancheaoc performance with both centralized and

4
Only “representative” agreements are extended iri.ease of disputation, judges can grant payesais
workers based on these agreements (though no lafmesewhat makes a collective contract

“representative”).
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decentralized levels of wage bargaining helpingettuce unemployment and inflation. They argue
that in centralised environments “large and alleenpassing trade unions naturally recognise their
market power and take into account both inflatigredd unemployment effects of wage increases.
Conversely, unions operating at the individual fiomplant level have limited market power. In
intermediate cases, unions can exert some marketrgout are led to ignore the macroeconomic
implications of their actions” (Calmfors and Driffi1988, p.13). A vast empirical literature (see
Aidt and Tzannatos (2005) or Flanagan (1999) fovests) concludes that it is difficult to find a

robust relationship between the centralization afj@bargaining and economic outcomes.

A second interesting issue is the relationship betwwage dispersion and the level of wage
bargaining. Wages that are not sufficiently différated, for example, by skill or region may
contribute to increase the mismatch between labopply and labour demand, thus increasing the
unemployment rates of some skill groups and in smegns. If relative wage compression is too
strong, in particular low-skilled workers or workdiving in low productivity regions may remain
unemployed. Similarly minimum wages which are taghhmay price young and lower skilled
workers out of the labour market. Highly centradizgage bargaining can be expected to lead to
less wage dispersion than under decentralized Wwaggaining and empirical results obtained with
micro data seem to confirm these expectations Gael and de la Rica (2006), Cardoso and
Portugal (2005), Hartogt al. (2002)).

Question 3 collects information on the level of wdgargaining. In most countries wages are

negotiated at multiple levels. Two related questidherefore emerge: at which level does

bargaining take place and what is the relationbleipveen the different levels of wage bargaining

in the whole process through which final outcomesraached? Our data distinguishes between 6
levels of bargaining: national, regional, interseal, sectoral, occupational and company level.

Three levels of bargaining appear to be less importhan the rest - the regional level, the
intersectoral level, and to a lesser extent theipational level (see Figure 3). The regional lésel
only relevant for wage bargaining in Austria, FenGermany and Spain. Intersectoral agreements
are observed only in Belgium, Denmark, France, Ngrvand Sweden. Agreements at the
occupational level are observed in a slightly largeoup of countries. Consequently, wage
bargaining is the most common in Europe, the US Jamhn at three levels, namely the national,
sectoral and company level. According to the answerour wage questionnaire, in Europe, the
sectoral level is the most frequently occurring ateb tends to be dominant. The company level is
also very usual but generally not dominant.

Cross country heterogeneity in the levels at whielge bargaining takes place is strong and three
groups of countries can be identified: First, inl&nd, Ireland and Slovenia, the national level of
wage bargaining is dominant. In these countriegptigtions between trade unions and employer

® The dominant level does not necessarily need tnbeone. For more details on this topic see part
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federations at the national level lead to genezabmmendations for negotiations at lower levels.
These negotiations are the first step before mecemntralized and less dominant negotiations take
place at the sectoral level in Finland and Sloveniat the firm level in Ireland.

Second, in Austria, Belgium, Denmark, Germany, EearGreece, ltaly, Japan, the Netherlands,
Norway, Portugal, Slovenia, Spain and Sweden tlotoss level is the dominant one for wage
bargaining, which does not exclude that nationaldejines could still play a role in these
countries. In Germany and Spain, sectoral levelgdiaing is coupled with regional level
negotiations. For most of the other countries ia ¢noup, company-level agreements are common,
but cover a limited share of employees (10% in Spaid 22% in France), with the exception of
Denmark where company agreements are dominanteirindtustry sector. Generally speaking,
company level agreements cannot be less favouthate sectoral agreements. Even if firms can
legally avoid sectoral level clauses (as in Austigance since 2005, Greece, Hungary, ltaly, the
Netherlands, Poland, Slovenia and Spain) theseapesclauses” were scarcely used in 2006. On
the other hand, escape clauses have been commeadlyin Germany in the most recent years,
allowing for more flexibility at the company leva$ individual firms have been able to control and
cut down on wage costs by limiting for example l®maad holiday payments.

Third, in the Czech Republic, Estonia, Hungary,aRd| Lithuania, Luxembourg, the UK and US,
the company level is the dominant level of wageghming and wage bargaining systems are
highly decentralized. Sectoral or national levefswage agreements existed in some Eastern
European countries in the mid 1990s, but by 200®nger played a role.

Significant heterogeneity in the wage bargainingelecross sectors is not apparent. One can only
note that non-market services wages are oftent $ké aational level through negotiation with the
government. For example, even when company-lev&emgents dominate in the market sector in
countries like Lithuania and the UK, governmentabieast public health employees’ wages are
determined at a national level. With the exceptbrthe changes in Eastern Europe mentioned
above, no variation in the dominant level of wageghining over time is apparent. Although it is
generally stated that bargaining has become mocentilised in many countries with more
negotiation taking place at the company level, thisiainly through additional adjustments at the
company level or via the use of opt-out clauseiigher level agreements. All in all, the sectoral
level seems to have maintained the dominant rolenast countries. Furthermore, for those
countries with dominant sectoral bargaining, trad@n coverage is also generally higher.
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Figure 3: Thelevels at which wage bargaining both occurs and is most dominant, by country over

time
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5. Wage bar gaining coor dination and gover nment involvement

The coordination of wage formation relates to thdemt to which wage negotiations are
coordinated across the various wage bargainingldators within an economy and thus the
extent to which the external consequences of wggeements on the whole economy are taken
into account. Horizontal coordination requires sigachronisation of players within the same level
of bargaining (e.g. in the case of sectoral waggdining, the synchronisation of different unions
within the same sector) and vertical coordinatiefens to the synchronisation across the different
levels of bargaining explained in the previous isectso as to achieve consensus on a joint
macroeconomic strategy. The coordination and clezdteon of wage bargaining are different
concepts and the relation between the two is nagbab. For example, coordination is still possible
in an environment of decentralised wage bargairiingoordination institutions are present.
Alternatively, coordination can be difficult to dekie at a centralized level if there are divisions
among unions.

It is not clear whether coordination is beneficietheoretical literature on the coordination of wage
bargaining argues that a wage bargaining systeim egordinated sectoral wage bargaining can
lead to the same economic outcome as with cergdhloargaining (Soskice, 1990, Teulings and
Hartog, 1998). Moreover, strategic interactionsseen trade unions and monetary policy have
been extensively studied by the theoretical liteeat The general conclusions are mixed, but
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suggest that semi-coordinated bargaining can ledigher levels of employment, challenging the
Calmfors and Driffill hump-shaped relationship.

Our data distinguish between five possible forms cobrdination, these are: state-imposed
indexation, state-imposed minimum wage and otheegonent involvement, inter-associational
coordination, intra-associational coordination, pattern bargaining. Most countries operate under
at least one form of coordination, with intra-asational coordination seeming to be dominant for
the majority in countries, in line with most neguitbns taking place at the sectoral level. However,
in Hungary, Poland, the UK and the US, wage bamgiis characterized by highly decentralized
wage negotiations and no coordination (even theimuim wage plays a limited role in the
coordination of wages). In Ireland, when again pec#fic type of coordination is apparent,
national collective agreements are reached thrauglocess of first negotiations between unions
and employers and then further negotiations atnéer-associational level. Furthermore, these
characteristics of wage setting have remained style, with little apparent variation across time
and almost none by sector. Results are gatherBijime 4 and a more detailed description of the
various forms of coordination in the Europe, Japad the US follows.

Figure 4: Types of wage bargaining coordination that apply and are most dominant, by
country over time

State imposed
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5.1 Direct gover nment invol vement in wage setting
a. State imposed wage indexation

Answers to question 4 show that in three countfigsgium, Cyprus and Luxembourg), state-
imposed indexation is a dominant form of coordimratin the economy as a whole (see Figure 4).
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These countries have a formal and automatic indexat nominal wages to an official price index
which goes beyond indexation clauses for some wsriteat need to be negotiated in each wage
contract (this type of wage indexation is discudsether in section 6). In Luxembourg, wages are
adjusted upwards, as soon as the 6-month movingge®f the national CPI is 2.5% higher than
its level when the last wage indexation occurradBélgium, there are several systems, with fixed
time intervals or fixed magnitudes of 2 %, but tké&rence index is always the “Health Index”
(national CPI excluding motor fuels, alcohol anbaeco). In Cyprus, indexation is less formal, it
is not legally binding but is part of the consenbe$ween the government and social partners.
Almost all collective agreements in Cyprus cont@iost-of-Living-Allowance (COLA) clauses
(linked directly to the CPI change) and the govesntrpublishes twice a year the COLA index
used in the wage bargaining process leadingd®facto automatic wage indexation. In some cases
this has resulted into the need for additional messto moderate wage inflation. Furthermore, in
the case of Belgium, wage indexation is nowadaymbioed with national intersectoral
coordination.

Looking into the sectoral information on this quest two more countries appear to have state-
imposed wage indexation, albeit only in the pubkctor, the Czech Republic and Slovenia. In the
case of Slovenia, state imposed indexation exifgtethe whole of the economy in 1995, but this
was no longer the case for the private sector 626inally, the Polish public sector was also
affected by state-imposed wage indexation in 1998, this was abolished by 2006. More
information on less formal types of wage indexatol the way that price developments are taken
into account in wage negotiation rounds can bedanrihe following section.

b. State-imposed minimum wages

Minimum wages are set through national legislatamtlective agreements, or sometimes through a
mixture of the two and are in all cases legallydiig. Questions 4 and 8 of the questionnaire (see
Table 2 below) show that some form of a nationadlimum wage was found in all countries under
review in 2006, with the exception of only Italyhiwh had no state or other form of minimum
wage in any sector of the econdingnd Germany, where bargained minimum wages welse o
present in a few branches of the industrial sedtoNordic countries like Finland, Sweden and
Norway but also in Austria, minimum wages are niegetl in each sector and are part of the
collective agreements. Seventeen countries hadte ishposed minimum wage in 2006. National
minimum wages were introduced in Ireland and theduking the ten year period considered.

State-imposed minimum wages are minimum wages wdiierenforced by government. Whereas
under a system of negotiated minimum wages, wonkarsovered by a minimum wage agreement
can be paid at rates below that minimum wage, ithisot the case for workers under a national

®In Italy, there is no national minimum wage. Howeyadges grant pay raises to workers based onsgct
extended agreements which may substitute for thed linimum wage.
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minimum wage, where a statutory or national minimuage constitutes the legal wage floor for
all workers. Question 4 shows that in the CzechuRkp France, Lithuania, Portugal and
Slovenia, a state imposed national minimum wagblasdominant form of wage coordination and
is set by tripartite negotiations (including emmoyepresentatives, employee representatives and
government, such as in Belgium) or decided uniditerby the Government (as in France and
Slovenia). Furthermore, the rate of increase innirdmum wage is often used as a reference for
sectoral or even firm level wage bargaining in EmrGreece, Ireland and Spain.

Table 2: The existence of minimum wages, by country, sector and over time

Agri Ind Mkt Serv Non-Mkt Serv Total

A-B CF G-K L-P A-P
Country 2006 1995 2006 1995 2006 1995 2006 1995 2006 1995
Austria Y* Y* Y* Y* Y* Y* Y* Y* Y* Y*
Belgium Y Y Y Y Y Y Y Y Y Y
Cyprus Y Y Y Y Y Y Y Y Y Y
Czech Republic Y Y Y Y Y Y Y Y Y Y
Denmark N N Y* Y N N Y* Y
Estonia Y Y Y Y Y Y Y Y Y Y
Finland Y* Y* Y* Y* Y* Y* Y* Y* Y* Y*
France Y Y Y Y Y Y Y Y Y Y
Germany N N Y N N N N N N N
Greece Y* Y* Y* Y* Y* Y* Y* Y* Y* Y*
Hungary Y \4 Y Y ' Y Y Y Y \
Ireland Y N Y N Y N Y N Y N
ltaly N N N N N N N N N N
Japan Y Y Y Y Y Y Y Y Y Y
Lithuania Y Y Y Y Y Y Y Y Y Y
Luxembourg Y Y Y Y Y Y Y Y Y Y
The Netherlands Y Y Y Y Y Y Y Y Y Y
Norway Y* Y* Y* Y* Y* Y* Y* Y* Y* Y*
Poland Y Y Y Y Y Y Y Y Y Y
Portugal Y Y Y Y Y Y Y Y Y Y
Slovenia Y Y Y Y Y Y Y Y Y Y
Spain Y Y Y Y Y Y Y Y Y Y
Sweden Y* Y* Y* Y* Y* Y* Y* Y* Y* Y*
The Untited Kingdom Y N Y N Y N Y N Y N
The United States Y Y Y Y Y Y Y Y Y Y
In sum- number of countries
Yes 17 15 18 16 17 15 17 15 17 16
Yes* 5 5 6 5 5 5 5 5 6 5
No 3 5 1 4 2 4 3 5 2 4
Source: Answers provided by NCB experts to WDN wagestionnaire
Notes: Y: Exists, N: Does not exist, a * denotes e¢ltistence of minimum wages set by collective
agreements as opposed to national legislationfstgtminimum wages.

For most countries where a statutory minimum wagjet® the actual proportion of workers
working at that wage is systematically less tha#bA8ee Annex 3 Table 11). Three groups of
countries can be distinguished. In Ireland, Jag@Netherlands, Poland, Slovenia, Spain and the
US, less than 5% of employees were paid at thenmaim wage in 2006. In Estonia, Hungary,
Portugal or Lithuania, the figure was between 5 30 and in Cyprus, France, and Luxembourg
between 10 and 20%. This coverage varies with settte proportion of employees paid at the
minimum wage being higher in market services amdeloin non-market services than in other
sectors. There is also evidence that the propodioemployees paid at the minimum wage has
increased in some countries such as Cyprus, Feamttélungary over the last decade.

The level of minimum wages (statutory or bargainedies significantly by country at above
1,000 euros per month in Belgium, Finland, Framedand, Luxembourg, the Netherlands and in
the UK in 2006, and less than 500 euros in CzeghuRe, Estonia, Hungary, Poland, Portugal,
and Lithuania. The position of the minimum wage tba wage distribution also differs across
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countries. In Spain, the minimum wage is equalessl|than 30% of the average wage of all
employees in 2006. In contrast, it is above 50%imand, France and the Netherlands. For those
countries with a comparatively low level of minimuelative to the average wage, the tendency
has been for this ratio to increase over the lasade (see Figure 5).

Figure5: Theratio of minimum to aver age wage, by country across time (percent)

7O T m mm s m m o m e m -

01995 @ 2006

In some countries such as Austria, Germany, Jappain and Sweden the level of minimum
wages is also sector specific. There are variatlmetsveen the minimum wages of blue-collar
workers and white-collar workers in Denmark, betweenual and non-manual workers in Austria
and Greece and by occupation in Spain and Swedamundber of countries set a lower level of
minimum wages for the young, less educated white rthinimum wage also varies by tenure
(Austria, Belgium, Czech Republic, Greece, Irelahdxembourg, the Netherlands, Portugal,
Sweden and the US). Variation by hours of work ¥8tda) and region (Japan) are also apparent.
However, most countries do not consider their mimmwages to interact with other systems of
protecting pay at the lower end of the labour miagkech as training schemes and wage subsidies),
with the exception of Greece, Denmark, Estonia,ddny, Poland and Portugal. In these countries,
unemployment benefits, social benefits, vocatiandisidies and wage subsidies can depend upon
the level of minimum wages.

In terms of how fast they rise, minimum wages aeked or adjusted for past inflation or some
other inflation measure in most countries, inclgdBelgium, Cyprus, Czech Republic, Estonia
(inflation forecast), France (indexed), Greece, ¢y, Poland, Portugal, Slovenia, Spain and the
US (most commonly with reference to the CPI anchvnidexation in some US states). In some
countries fairness arguments related to convergémaa/erage pay (Austria, Belgium, France,
Italy, Lithuania) or at least increases similartihe economy average (Cyprus, Estonia, Finland,
Hungary, Japan, the Netherlands, Portugal, Spath $weden) or European Union average
(Greece) are also taken into account. Minimum wagesadjusted according to explicit formulas
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in France, Poland and to a lesser extent EstorosveMer, in all countries apart from Germany
(where the minimum wage is binding for a limitedmher of sectors), minimum wage increases
are also legally binding at the national level amdAustria, France, Greece, Ireland and Poland,
they also constitute a floor or a determining faébo other wage increases.

c. Other gover nment invol vement

In Europe and in the US, the government is heawilglved in the setting of public sector wages.

Answers to question 5 of our questionnaire show tbibe the case for most countries with the
exception of Japan and Sweden, with specific cosions sometimes in charge of the bargaining
process and after negotiations with the unions Ksgere 6). The final decision is however largely

in the hands of the government and ultimately ddpeh and consistent with the annual

government budget that needs to be approved biPdngment. In the cases of federal systems,
like Germany and the US, the government is involvethe setting of wages at the federal level
and for federal employees, but further negotiatitak® place at the level of the Lander or the
individual States for local public employees.

In some countries, the government also providesipenediation services for the private sector
as an intermediary mostly in cases of disputed) asan France (“Commission mixte paritaire” at
the sectoral level - 88 cases in 2005), the USi@Nat Mediation Board), Cyprus, Finland, Poland,
the UK (Advisory, Conciliation and Arbitration Sere - 1353 cases in 2002/2003 at the firm
level). In Belgium, government can set the wageamdrat gives the expected wage increase in
three neighbouring countries as an indication okimam wage increases in the own country and
in order to preserve competitiveness, in case k@aetners fail to agree on this themselves.
Turning to government involvement in tripartite egments, these are usually geared at more
social policy related issues like unemployment cengation, social security contributions and
minimum wages (e.g. Estonia, Lithuania and Porjudar example, the government intervenes in
wage negotiations on a regular basis in Finlandnwvaeripartite Incomes Policy Commission
gathers each year to decide wage increase guidglineprinciple in line with inflation and
productivity developments. In most countries, trippa meetings are also held to discuss labour
conditions, or promote social dialogue, with pagathering on a regular basis (e.g. in Estonia and
Hungary) or more irregularly (Cyprus in 2004, Frano 2005 and ltaly in 1993). Government
involvement has remained very stable over lastdke¢see Figure 6).
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Figure 6: Form and extent of government involvement in wage setting, by country over time.
(the gover nment actsas an intermediary, in tripartite agreementsand in public wage setting)
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5.2 Inter and intra-associational coordination and pattern bargaining

Based on the replies to question 4 of our questiven it appears that inter-associational
agreements have gained importance over the lasiddeand that they are often the dominant
mechanism of wage coordination, as in Belgium, Ggesnd Spain. In Belgium, negotiations take
place every two years, when a wage norm is alseeagrin Spain, there has been a national
agreement between major unions and employer regeses since 2002 that establishes the main
lines of wage negotiation each year. In Finlanelaind and Slovenia, general guidelines are set by
a tripartite conference between the governmeninsiand employers federations. In Norway,
negotiations take place at a confederal level ioh yehrs and in other years, intersectoral elements
are taken into account during negotiations.

Intra-associational coordination or coordinationthivi peak associations occurs when unions
and/or employers' organisations take the lead ordination and commit to undertake joint
decisions. This is naturally the case when peaficéations encompass most bargaining units. Intra
associational coordination is dominant in the CzRepublic, Denmark, Finland, Italy, Japan, the
Netherlands, Norway, and Sweden.

Pattern bargaining occurs when wage negotiaticars ist one (often sector-level) bargaining unit
(the leader) and are then repeated by other bamgaitiollowers) who orientate their wage
negotiations towards the leading sector's settlésn€uestion 4). Sometimes the agreements in the
leading sector have such a strong influence thgewarmation becomede facto coordinated. In
Austria, Germany, Norway and Sweden, the industsiattor is often the first to conclude
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agreements and is then followed by other sectdrs.ekchange of information within and between
sectors is easier when this takes place within allemcountry like Austria for example. In the
latter case, economic forecasts by the Austriatitiiis of Economic Research, whichds facto
owned by the social partners, also play a majog s they are regarded by all negotiators as
authoritative.

6. Length and other elements/deter minants entering collective wage agr eements

As outlined in the introduction, a particularly eeént question from the view of the monetary
policy-maker is how collective bargaining agreerseafifect the rigidity/flexibility of wages. For
example, the average duration of wage agreemerdstla main determinants of collective
agreements can be expected to limit the relatesgHility of wages.

Question 7 of the questionnaire collects informabm the average length of collective bargaining
agreements. Figure 7 shows that, according to memeint data, the average length of collective
agreements varies between one and three yeargopd=and stands at one year in Japan (see also
Annex 3 Table 12). European countries with the éstqaverage agreement length of three years
are Sweden, Denmark and Ireland. In contrast, geemgreement lengths of one and one and a half
year’s duration are found in Austria, Czech Remylistonia, France, Hungary, the Netherlands,
Portugal, Poland and the United Kingdom. In Belgi®@yprus, Finland, Germany, Greece, Italy,
Luxembourg Norway, Slovenia and Spain, agreemeatgiéntly last two years or two years and a
half. In Europe as a whole, very little changeha average agreement length is apparent over the
last decade. However in Denmark, Finland and Geymidwe replies to the questionnaire suggest
that the average agreement length has increasedibpoimplying less flexibility, but also the
possibility of longer higher-level agreements taibw however more flexibility at lower (e.g.
company) levels. In terms of differences acrostediht economic sectors, some countries quote
longer agreements in services, such as Estoniagdatyrand Spain. In some cases public sector
wage agreements have a shorter duration compartee toarket sectors, of about a year, possibly
reflecting the link of public sector wage-settingannual budgets.
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Figure 7: Average Collective Agreement Length by country, over time (in years)
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In most countries, a “seasonality” of wage neguiret is observed. In Belgium, Cyprus, Estonia,
Finland, France, Greece, Hungary, Luxembourg, Battand the UK, wage negotiations begin at
the end of one year or the first months of the @ext agreements are concluded, mostly within the
first quarter. This regular pattern is slightly nfeetl in France where a peak is also observed in
July (due to minimum wage adjustments), in Japaare/mation-wide wage negotiations (called
Shunto) take place in April, in Norway where thalpés observed between March and June and in
Slovenia where wage negotiations mostly take pladgugust. For the other countries (the Czech
Republic, Denmark, Ireland, Italy, the Netherlanégland, Spain, Sweden and the US) no
particular month of the year when wage negotiatiaike place is defined, but many negotiations
start one to two months prior to the end of a paldir agreement. Some variation in the timing is
apparent by sector, notably in Luxembourg, Norwaligre industry usually negotiates first) and
Portugal and public sector pay is specified in Aptile public sector pay is specified in April in
the UK and is usually set within the first two mlasibf the year in Greece

Delays in renegotiations are more common than pp@&e renegotiation and in several countries
(see Annex 3 Tables 13 and 14). Pre-expiry nedgmigtare frequent in the Czech Republic,
Estonia, Germany, Luxembourg, the Netherlands,&liay Sweden and the US and can be related
at times to cyclical downturns and concerns abaupetitiveness (Luxembourg) or financial
problems at the company level (Netherlands). Detagsobserved frequently in Austria, Estonia,
France, Germany, Greece, Ireland, Italy, LuxemboBagtugal, Spain and in the US. These delays
are usually due to the inability of parties invalvim negotiations to reach an agreement and are
commonly followed by retroactive application andeesff payments, e.g. in France, Germany,
Greece, Italy and Luxembourg. Differences in teafienegotiations and delays across sectors and
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different types of workers (e.g. manual/non-manuskilled/unskilled, part-time/full-time,
permanent/temporary workers) are generally not@opaDelays have become more common over
the last decade in Germany.

Turning now to the elements entering collective evaggotiations, respondents were asked in
guestion 6 to consider some broad categories tbrfaand provide details on the way that these
are taken into account. These broad categories waraely: prices, labour productivity,
competitiveness and changes in taxation or sooigfibutions.

As one might expect, prices were found to be thetrmoportant determinant of negotiations. In
almost all countries, the reference price indethesCPI, in some cases with its forecast entering
negotiated wage increases (Slovenia and Swedenk Bfmecifically on the role of prices in the
determination of wage increases, further infornmatiwas requested in question 9, where
respondents were asked to address the issue ofindagetion, i.e. the case where price dynamics
are indexed either automatically or through wagelgines and incorporated into wage increases,
rather than just being part of the elements disslisleiring wage negotiations. The extent to which
wages are adjusted to price increases - in a foomaiformal way - has an important impact on
labour market and macroeconomic outcomes and igalyp a crucial parameter in many
macroeconomic models. Institutional data sourcesamost always limited to binary information,
i.e. whether or not a country has formal indexabgriaw or not. However, indexation can also be
less formal, e.g. when there is no regulation dogethe whole economy but still the incorporation
of price increases in some segments of the labawkenhis widely accepted. In addition, it is also
possible that some types of wages are automaticallgxed according to law - often minimum
wages - while others are not. The information nesgtivia the questionnaire on which this paper is
based is innovative on this issue, through trymgdsess the overall degree to which workers are
actually affected by some kind of formal or infolmage indexation.

We find that 11 countries have some form of wagkexation to prices (Belgium, Cyprus, Estonia,
Finland, France, Hungary, ltaly, Slovenia, LuxemigpuPoland, Spain and the US) (see Table 3
below). Some differences exist between countrigenms of the reference that is used, with most
countries linking wage increases to past priceeiases usually using some sort of a moving
average (Belgium, Cyprus, France, Luxembourg, Spaththe US). In some cases however, wage
increases actually embed expected inflation (EatdBiovenia) or a combination of an adjustment
for past unforeseen increases and expected inflabead (Finland, Italy and Ireland).
Furthermore, in some countries, wage indexatidullg automatic, with wages being adjusted as
soon as inflation exceeds a reference rate (Cypusembourg and partly Belgium), while in
others, wages are adjusted retrospectively (Spain).
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Table 3: Percentage of workers covered by wage indexation clauses, by country and sectors,
acrosstime

Agriculture Industry Market Services Non M arket Services Total

C-F G-K L-P A-P

Country 2006 1995 2006 1995 2006 1995 2006 1995 2006 1995
Austria VL VL VL VL VL VL VL VL VL VL
Belgium H H H H H H H H H H
Cyprus M M
Czech Republic None None None None None None None None None one N
Denmark None None None None None None None None None None
Estonia None None None None None None None None None None
Finland H VL H VL H VL H VL H VL
France VL VL VL VL VL VL
Germany None None None None None None None None None None
Greece None M None M None M None L None M
Hungary None None None None None None None None None None
Ireland None None None None None None None None None None
ltaly VL VL VL VL VL VL VL VL VL VL
Japan None None None None None None None None None None
Lithuania
Luxembourg H H H H H H H H H H
The Netherlands None None None None None None None None None  None
Norway None None None None None None None None None None
Poland VL VL VL VL VL
Portugal None None None None None None None None None None
Slovenia VL H VL H VL H H H L H
Spain None None H M
Sweden None None None None None None None None None None
The Untited Kingdom None
The United States VL VL VL VL VL VL VL V0L VL VL
In sum- number of countries
Very low 5 4 6 5 6 5 4 4 5 5
Low 0 0 0 0 0 0 0 1 1 0
Moderate 0 1 0 1 0 1 0 0 1 3
High 3 3 3 3 3 3 4 3 4 3
Total 8 8 9 9 9 9 8 8 11 11
Source: Answers provided by NCB experts to WDN waggestionnaire
VL = Very Low <0-25%>; L = Low <26-50%>; M = Modetie<51-75%>; H = High <76-100%>

We distinguish between countries with no formal eixation, countries with full automatic
indexation, countries where only the minimum wageindexed, and finally countries where
indexation is implemented through collective waggreaments. When indexation is fully
automatic, like in Belgiufy Cyprus (where the system is mixed see above)Lardmbourg , it
affects nearly 100% of the workforce, but less whevorks through collective agreements (like in
Finland and Spain), as the resulting coverage dégends on the general collective agreement
coverage. When the indexation is obtained throughmom wages, this coverage is as expected
much lower (e.g. France and Slovenia). Finally,dome countries like Austria, Estonia, Hungary,
Italy, Poland and the US, there does not appe&etany particular form of wage indexation to
prices, nonetheless a low proportion of wage earreraffected, namely via some but limited
amount of wage contracts.

No significant differences appear across sectotsrins of the extent to which wages are affected
by indexation and no big changes have been intextlirt the last decade. However, in Italy the
reference value used is now the consensus expiediatibn rather than the government target, in
Greece past catch-up clauses for higher than egaiiglation have been abolished and in Slovenia
wages are now linked to expected rather than péation.

7 Note however that the reference price is the seddHealth Index", which excludes prices of mdieels, alcohol and
tobacco from the NICP, thus mitigating the seconghitbeffects of oil price shocks on wages. Moreotres,indicative

wage norm is set in nominal terms and an increasimgber of collective agreements feature an atlénise that avoids
indexation to unexpectedly high inflation.
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Labour productivity (at the firm, sector or econemige level) is the second most cited factor
entering wage negotiations (Question 6). The liakween wage growth and labour productivity is
of course a natural one, however it is interestingee whether different measures of productivity
are taken into account across countries and sedtotsrns out that countries can broadly be
divided into two groups in terms of measures ofdpaivity considered, namely countries that
consider productivity in the economy as a wholepi@g, France, Germany) and countries where
sectoral developments are taken into account (BelgiGermany, the Netherlands in some
industrial sectors and Estonia in industry and nierket services). In Japan and Norway, it is
productivity both at the firm and the sectoral letat affect wage negotiations. In most cases, the
level at which productivity developments are takaio account is consistent with the respective
level on which collective agreements are signedvéi@r, in the public sector, labour productivity
appears to play less of a role and if any, onlghat economy-wide level. Finally, no changes
appear to have taken place in the last decadermst®f the way or the degree to which
productivity developments are taken into accountage negotiations.

Turning to further elements in the determinationcofiective wage agreements, it appears that
competitiveness issues also play a role in moshtri@s (Question 6). In the case of smaller
countries such as Belgium, Cyprus, Estonia, Finl@mtece, Ireland, Luxembourg and Norway,
the average pay increases of the neighbourhoodtraegirfcompetitors and trading partner) are
taken into consideration. Similarly in the UK, finprofitability plays a vital role in wage
negotiations.

A further important element in wage negotiationspssible changes in taxation and social
contributions. Apparently, such changes are usiméraommonly as arguments for wage changes,
while in some cases like Slovenia significant tdvartgges may even result in renegotiations of
contracts. Finally, fairness issues and the comrerg of wages in a sector also play a role in
determining wage agreements in France, Germango8rdapan, Luxembourg and Lithuania.

7. Concluding cluster analysis

As a conclusion, we summarize our main findinggimuping together countries that seem to have
similar wage bargaining characteristics. We thewda general picture of the resulting broad types
of bargaining systems that exist across countmids|e also explaining the main remaining
differences among countries within these types.

For this purpose, we run a hierarchical clusteryaig using most of the information obtained
using the questionnaire. We focus on data for thar Y2006 (omitting information on East
Germany) for the following variables: trade unioandity, extension procedures, coverage of
collective agreements, existing and most dominauck lavels of wage bargaining, existence of
opening clauses, type of coordination, governmevilivement in wage setting, average agreement

length, existence of a minimum wage and type oéxadion and proportion of workers covered by
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wage indexation arrangements. The variables uséusranalysis are more precisely described in
Annex 4 and are either actual answers to the aquestire or recoded values for the relevant
variables based on these answers. All variablesralieal (in line with most of the answers to the
questionnaire) and thus using the same type ofbi®s makes the distance computation more
consistent. The analysis has been undertaken &f§ procedures. We use the method of
Euclidian distance and run the algorithm of the thndistant neighbour to clearly separate the

different groups. The results of this analysisiwetrated in the dendrogram in Figure 8 below.

Three groups of countries can be identified throtinghcluster analysis of wage setting institutions:
1. The first group mainly consists of countries hwih broadly regulated system of wage
bar gaining, which is quite typical of Western European coiastrThis group can be characterised
by the existence of extension procedures and a leighl of collective agreement coverage, a
dominance of sectoral (and to a lesser extent lignrel) wage bargaining and the general absence
of coordination except through minimum wages (endf setting sectors). This group can then be
further divided into four subgroups:
a. The first subgroup consists of Austria, France,eGee the Netherlands and Portugal.
These countries present the core group of countritea dominance of sector-level
wage bargaining, the existence of statutory minimvages and extension procedures.
b. In the second subgroup, we find Germany and Italyy differ from other countries in
this group because there are no statutory minimuagew and coordination
mechanisms are weak. This subgroup is pretty ¢totiee first one.
c. In Ireland, contrary to the other countries of thieup, national-level bargaining is
important, trade union density is higher and wagre@ments are of a longer duration.
d. In Denmark, Norway and Sweden, both trade uniorsitierand average agreement
length are high, coordination mechanisms are nmopoitant and governments have a
limited role.
2. In the second group, the wage bargaining systenbeaseen as even more regulated because
indexation and government interventions play a more important role. This second group
exhibits the same general wage setting charadtsrist the previous group, except that in addition,
indexation, intersectoral agreements and the fof@wernment are all more important. In addition,
trade union densities are generally higher. Thigigris found to include:
e. Belgium, Cyprus and Luxembourg where wage inderatimvers most workers.
f. Spain, Slovenia and Finland where wage indexataraies through minimum wage
or collective agreements.
3. Finally, the last group gathers the countries whbee wage bargaining system lar gely
deregulated. The US can be considered as a role model heis.gfbup includes countries with

very low trade union densities, low levels of coliee agreement coverage, the general absence of
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coordination, decentralised wage bargaining franmksvand a relatively short agreement length of
about one year. This group is found to include:

a. The Czech Republic, the UK and the US: These cmstiorm a core group,
characterised by decentralised and uncoordinatge Wwargaining.

b. Estonia, Hungary, Lithuania and Poland: These cmmthave experienced large
changes in their labour market institutions oves tiecent decade with generally
decentralized and uncoordinated systems, but sfithe government involvement
(mainly through tripartite agreements).

c. In Japan, the system is less decentralised compardde other countries of this
group. The industry-level wage bargaining plays reatgr role and the wage

bargaining process is more coordinated.

Figure 8: Dendrogram obtained from the hierarchical cluster analysis
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More generally, the wage setting institutions cdesed in the 25 countries considered show little
sectoral and time variation in wage setting insbns over the last decade, although there is some
tendency of a greater “feeling” of decentralisatibrough opt-out clauses and additional firm-level
agreements. Very little change in the average aggaelength is apparent over time. These results
suggest that wage bargaining institutions have Iathrer stable over the last decade and that the
institutional features covered and measured bygaastionnaire have been relatively untouched by
labour market reforms.

28



References

Acocella N., Di Bartolomeo G., and Hibbs D.A., (8)0Labor market regimes and the effects of
monetary policyJournal of Macroeconomics, vol. 30: 134-156

Aidt T. and Tzannatos Z., (2005Jhe cost and benefits of collective bargainiiversity of
Cambridge.

Akerlof, G., Dickens W. and Perry G., (1996), Thadvb-economics of Low InflatiorBrookings
Papers on Economic Activity, n°1, 1-59.

Barro R. and Gordon R., (1983), Rules, Discretiod Reputation in a Model of Monetary Policy",
Journal of Monetary Economics, n° 12

Bruno M. and Sachs J., (1985), The Economics ofliMode Stagflation, Basil Blackwell, Oxford.

Calmfors L. andJ. Driffill (1988), Bargaining structure, corpoti and macroeconomic
performancekEconomic Palicy, 6, pp. 13-61.

Card D. and de la Rica S., (2006), The Effect ofmHLevel Contracts on the Structure of Wages:
Evidence from Matched Employer-Employee Daladustrial and Labor Relations Review,
59(4):573-93.

Cardoso A. and Portugal P., (2005), Contractual &aand the Wage Cushion under Different
Bargaining Settingslournal of Labor Economics, 23(4):875-902.

Cecchetti S. (1987), Indexation and Incomes Policystudy of Wage Adjustment in Unionized
ManufacturingJournal of Labor Economics, 5(3), 391-412.

Checchi, D. and Lucifora C., (2002), Unions andlabmarket institutions in Europ&conomic
Policy 17(2): 362-401

Christiano L. J., Eichenbaum M., and Evans C. 2006), Nominal Rigidities and the Dynamic
Effects of a Shock to Monetary Policlgurnal of Political Economy, vol. 113(1), 1-45.

Cukierman A. and Lippi F., (1999), Central bankapendence, centralisation of wage bargaining,
inflation and unemployment: theory and some evidelBoropean Economic Review, 43.

Dickens, W., L. Goette, E. Groshen, S. Holden, &saiha, M. Schweitzer, J. Turunen, and M.
Ward-Warmedinger, (2007), How Wages Change: Micvad&hce from the International Wage
Flexibility Project, Journal of Economic PerspeesySpring.

Ebbinghaus B. and Visser J., (2000), Trade UniondMestern Europe since 1945, London:
Palgrave Macmillan.

Elmeskov J., Martin J. P. and Scarpetta S., (1948), Lessons for Labour Market Reforms:
Evidence from OCED Countries' Experiencg@sedish Economic Policy Review, 5, 205-252

Fajertag, G. (2000) “Collective Bargaining in Eueod998 to 1999”", European trade union
institute.

Flanagan R.J., (1999) Macroeconomic PerformanceGuikbctive Bargaining: An International
Perspectivddournal of Economic Literature, Vol. 37, No. 3, pp. 1150-1175

29



Fregert K. and Jonung L., (1998) Monetary Regimas$ Bndogenous Wage Contracts: Sweden
1908-1995Working Papers, Lund University, Department of Economics.

Freeman R. (2007), Labour Market Institutions acbtive World NBER Working Paper N° 13242.
Golden, M., Lange P. and Wallerstein M. (1998). sta@r Trade Union Organization and
Industrial Relations in Twelve Countries”. Gontinuity and Change in Contemporary Capitalism

(1998), New York: Cambridge University Press.

Hall P. and Franzese R., (1998), Mixed Signals:t@émBank Independence, Coordinated Wage
Bargaining and Monetary Unioimternational Organization, Vol.52, No.3, pp.505-535.

Hartog J., Leuven E. and Teulings C. (2002), Wageb the Bargaining Regime in a Corporatist
Setting : The NetherlandBuropean Journal of Palitical Economy, 18(2):317-331.

Kenworthy, L. (2001), Wage-Setting Measures: A gyrand Assessmeniorld Poalitics, vol. 54,
no. 1, 2001, pp. 57-98.

Keynes J.M, (1936), The General Theory of Employtnkerierest and Money

OECD, (1997), Economic Performance and the Straa@iCollective Bargaining, Chapter 3 in the
OECD Employment Outlook.

OECD, (2004), Wage Setting Institutions and Outcgn@hapter 3 in th€©ECD Employment
Outlook.

Soskice D. and Iversen T., (2000) The Non-Neuyradit Monetary Policy with Large Price or
Wage SetterQuarterly Journal of Economics, Vol. 115, No. 1, Pages 265-284

Soskice D., (1990), Wage determination: the changiole of institutions in advanced
industrialized countriexford Review of Economic Policy, Vol. 6, No. 4, p. 36-61.

Slichter, S., and Luedicke, H. (1957), Creepinggiidn--cause or cure3dpurnal of Commerce, 1-
32.

Taylor J., (1983), Union Wage Settlements durim@jsaanflation, American Economic Review, Vol.
73, 5, 981-993.

Teulings C.N. and Hartog J., (1998), Corporatisi@ompetition? Labour Contracts, Institutions
and Wage Structures in International Comparisomi2age: Cambridge University Press.

Tobin J., (1972), Inflation and Unemploymefinerican Economic Review, 62(1), 1-18.

Waddigton and Hoffman, (2000), Trade Unions in pao Reform, Organisation and
Restructuring, infrade Unions in Europe: facing challenges and searching for solutions.

30



Annex 1:

Questionnaire on national collective wage bargaining and other wage setting

institutions

KNOWN.

Initial General Remarks:

THANK YOU!

e This questionnaire is addressed to NCBs8. It aims to collect all information on wage setting
available to each NCB in a harmonised fashion.

¢ Interms of the time period to be covered, the target is to have information for 2006 or the most
recently available year and a point of reference in or around 1995.

« Respondents are kindly requested to supply figures or ranges in the quantitative questions,
underline relevant answers where indicated and provide further explanatory/qualitative
information in the qualitative questions.

¢ NO BOX SHOULD BE BLANK! PLEASE DENOTE IR FOR IRRELEVANT OR NK FOR NOT

1. Trade union density

Please provide trade union membership in your country as a percentage of employees either in numbers or, if
not available, by choosing from the following ranges: Very Low <0-25%> Low <26-50%> Moderate <51-
75%> High <76-100%> Please respond for each column in turn, underlining Yes or No where indicated.

Agriculture Industry Market Non-Market Total (NACE
etc. (NACE | (NACE C-F) Services Services A-P)
A-B) (NACE G-K) | (NACE L-P)
2006/Most recent
information (please give
date)
1995/reference point
(please give date)
Do/did extension procedures | 2006 2006 2006 2006 2006
exist in your country? (link to Yes / No Yes / No Yes / No Yes / No Yes / No
question 2)
1995 1995 1995 1995 1995
Yes / No Yes / No Yes / No Yes / No Yes / No
If yes, are/were they 2006 2006 2006 2006 2006
automatic? Yes / No Yes / No Yes / No Yes / No Yes / No
1995 1995 1995 1995 1995
Yes / No Yes / No Yes / No Yes / No Yes / No
Or do/did they alternatively 2006 2006 2006 2006 2006
need to be requested by one | Yes/No Yes / No Yes / No Yes / No Yes / No
or by all parties?
1995 1995 1995 1995 1995
Yes / No Yes / No Yes / No Yes / No Yes / No
If yes, please provide details. | 2006
1995

8 The replies to the questionnaire of the represeetbf the 24 national central banks do not nerdgs
reflect the opinion of the central banks they dfiiated to.
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2. Collective bargaining/ trade union coverage
Please provide percentages of employees covered by collective agreements either in numbers or, if not
available, by choosing from the following ranges: Very Low <0-25%> Low <26-50%> Moderate <51-75%>
High <76-100%> Please respond for each column in turn, underlining Yes or No where indicated.

Agriculture Industry Market Non-Market Total (NACE
etc. (NACE | (NACE C-F) Services Services A-P)
A-B) (NACE G-K) | (NACE L-P)
2006/Most recent
information (please give
date)
1995/reference point
(please give date)
Does/did coverage differ for 2006 2006 2006 2006 2006
different sizes of firms? Yes / No Yes / No Yes / No Yes / No Yes / No
1995 1995 1995 1995 1995
Yes / No Yes / No Yes / No Yes / No Yes / No
If yes, please provide details. | 2006
1995
Does/did coverage vary 2006 2006 2006 2006 2006
across different types of Yes / No Yes / No Yes / No Yes / No Yes / No
workers? e. g. manual/non
manual, skilled/unskilled, 1995 1995 1995 1995 1995
part-time/full-time, Yes / No Yes / No Yes / No Yes / No Yes / No
permanent/temporary
If yes, please provide details. | 2006
1995

3. Level of wage bargaining

Please indicate with an X in the grid below the level(s) at which wage bargaining takes place in your country.
Please respond for each column in turn, underlining Yes or No where indicated.

2006/Most recent
information (please give
date)

Agriculture etc.
(NACE A-B)

Industry
(NACE C-
F)

Market
Services
(NACE G-K)

Non-Market
Services
(NACE L-P)

Total
(NACE A-P)

National level

Regional level

Intersectoral level

Sectoral level

Occupational level

Company level

Which one (or more) of the
above levels is (are) the most
dominant?

Please briefly explain the
process through which the
final bargaining outcome is
reached.

Please indicate major parties
involved (e.g. major unions,
major employer
representatives etc.)

Is there a legal possibility for
firms to deviate from higher
level agreements, via for
example so-called opening
clauses?

Yes / No

Yes / No

Yes / No

Yes / No

Yes / No

If yes, how wide is the use of
this practice?
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1995/reference point
(please give date)

Agriculture
etc. (NACE
A-B)

Industry
(NACE C-F)

Market
Services
(NACE G-K)

Non-Market
Services
(NACE L-P)

Total
(NACE A-P)

National level

Regional level

Intersectoral level

Sectoral level

Occupational level

Company level

Which one (or more) of the
above levels was (were) the
most dominant?

Please briefly explain the
process through which the
final bargaining outcome was
reached.

Please indicate major parties
involved (e.g. major unions,
major employer
representatives etc.)

Was there a legal possibility
for firms to deviate from
higher level agreements, via
for example so-called opening
clauses?

Yes / No

Yes / No

Yes / No

Yes / No

Yes / No

If yes, how wide was the use
of this practice?

4. Coordination of wage bargaining
Please indicate with an X in the grid below the level(s) at which wage bargaining coordination takes place in
your country. Please respond for each column in turn.

2006/Most recent
information (please give
date)

Agriculture
etc. (NACE
A-B)

Industry
(NACE C-F)

Market
Services
(NACE G-K)

Non-Market
Services
(NACE L-P)

Total
(NACE A-P)

State imposed 1
pay indexation (also see
guestion 5)

State imposed 2
statutory minimum wage (also
see guestion 6)

Inter-associational
by national or cross-sectoral
agreements

Intra-associational
within peak employers’ and
trade union organisations

Pattern bargaining
coordination by a sectoral
trend-setter

Other (please specify)

Which one (or more) of the
above levels is (are) the most
dominant?

1995/reference
(please give date)

point

Agriculture
etc.
(NACE A-B)

Industry

(NACE C-F)

Market
Services
(NACE G-K)

Non-Market
Services
(NACE L-P)

Total

(NACE A-P)

State imposed 1
pay indexation
guestion 5)

(also see

State imposed 2
statutory minimum wage (also
see guestion 6)
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Inter-associational
by national or cross-sectoral
agreements

Intra-associational
within peak employers’ and
trade union organisations

Pattern bargaining
coordination by a sectoral
trend-setter

Other (please specify)

Which one (or more) of the
above levels was (were) the
most dominant?

5. Nature of government involvement /legislation at a national level

Please provide comparative information on government involvement in the wage setting process.
Please respond for each column in turn, underlining Yes or No where indicated.

2006/Most recent
(please give date)

information

1995/reference point (please give
date)

Is/was the government
involved as an intermediary
between trade union and
employers?

Yes / No

Yes / No

If yes, please provide details
on this process.

Is/was the government
involved in tripartite
agreements?

Yes / No

Yes / No

If yes, please provide details
on this process.

Is/was the government
involved in the setting of
public sector wages?

Yes / No

Yes / No

If yes, please provide details
on this process.
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6. Determinants of/factors entering collective wage negotiations:
Please indicate with an X in the grid below the factor(s) which enter collective wage negotiations in your
country. Please respond for each column in turn, underlining Yes or No where indicated..

2006/Most recent
information (please give
date)

Agriculture
etc.
(NACE A-B)

Industry
(NACE C-F)

Market
Services
(NACE G-K)

Non-Market
Services
(NACE L-P)

Total
(NACE A-P)

Prices: please specify price
index used

Labour productivity

please specify if using
average labour productivity of
whole economy, sector,
industry, firm

Competitiveness: please
specify indicator used e.g.
average pay increase in
neighbouring countries, other
(please specify)

Other: please specify

Do changes in taxation or
social contribution rates affect
wage negotiations?

Yes / No

Yes / No

Yes / No

Yes / No

Yes / No

If yes, how?

Please provide if available the
relevant formula used, on the
basis of the above noted
factors.

1995/reference point
(please give date)

Agriculture
etc.

(NACE A-B)

Industry

(NACE C-F)

Market
Services

(NACE G-K)

Non-Market
Services
(NACE L-P)

Total

(NACE A-P)

Prices: please specify price
index used

Labour productivity:

please specify if using
average labour productivity of
whole economy, sector,
industry, firm

Competitiveness: please
specify indicator used

e.g. average pay increase in
neighbouring countries, other
(please specify)

Other: please specify

Did changes in taxation or
social contribution rates affect
wage negotiations?

Yes / No

Yes / No

Yes / No

Yes / No

Yes / No

If yes, how?

Please provide if available the
relevant formula used, on the
basis of the above noted
factors.
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7. Collective bargaining agreement length
Please respond for each column in turn, underlining Yes or No where indicated.

2006/Most recent
information (please give
date)

Agriculture
etc. (NACE
A-B)

Industry
(NACE C-F)

Market
Services
(NACE G-K)

Non-Market
Services
(NACE L-P)

Total
(NACE A-P)

Average length of new
agreements

Is there a specific timetable
for wage negotiations in your
country? e.g. a specific
month(s) within a year
(please specify)

Are re-negotiations before
normal agreement expiry
common?

Yes / No

Yes / No

Yes / No

Yes / No

Yes / No

Are delays in agreement
renewal common?

Yes / No

Yes / No

Yes / No

Yes / No

Yes / No

What determines these
irregularities? e.g. cyclical
downturns, other (please
specify)

What kinds of measures are
adopted to deal with them?
e.g. one-off payments, other

(please specify)

With respect to the answers
given above, are there any
differences between different
types of workers? e. g.
manual/non manual,
skilled/unskilled, part-time/full-
time, permanent/temporary

Yes / No

Yes / No

Yes / No

Yes / No

Yes / No

If yes, please provide details.

1995/reference point
(please give date)

Agriculture
etc.

(NACE A-B)

Industry

(NACE C-F)

Market
Services

(NACE G-K)

Non-Market
Services
(NACE L-P)

Total

(NACE A-P)

Average length of new
agreements

Was there a specific timetable
for wage negotiations in your
country? e.g. a specific
month(s) within a year
(please specify)

Were re-negotiations before
normal agreement expiry
common?

Yes / No

Yes / No

Yes / No

Yes / No

Yes / No

Were delays in agreement
renewal common?

Yes / No

Yes / No

Yes / No

Yes / No

Yes / No

What determined these
irregularities? e.g. cyclical
downturns, other (please
specify)

What kinds of measures were
adopted to deal with them?
e.g. one-off payments, other

(please specify)

With respect to the answers
given above, were there any
differences between different
types of workers? e. g.
manual/non manual,

Yes / No

Yes / No

Yes / No

Yes / No

Yes / No
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skilled/unskilled, part-time/full-
time, permanent/temporary

If yes, please provide details.

8. Statutory/national minimum wages
For the questions requiring percentages please provide figures as percentages in numbers or, if not available,
by choosing from the following ranges: Very Low <0-25%> Low <26-50%> Moderate <51-75%> High <76-
100%> Please respond for each column in turn, underlining Yes or No where indicated.

2006/Most recent
information (please give
date)

Agriculture
etc.
(NACE A-B)

Industry
(NACE C-F)

Market
Services
(NACE G-K)

Non-Market
Services
(NACE L-P)

Total
(NACE A-P)

Do minimum wages exist in
your country?

Yes / No

Yes / No

Yes / No

Yes / No

Yes / No

Where do these stem from?
(please underline the
relevant answer)

National
legislation
Collective
agreements
Other (please
specify)

National
legislation
Collective
agreements
Other (please
specify)

National
legislation
Collective
agreements
Other (please
specify)

National
legislation
Collective
agreements
Other (please
specify)

National
legislation
Collective
agreements
Other (please
specify)

Percentage of employees
paid at the minimum wage

Level of minimum wage in
euros

Ratio of minimum to average
wage

Ratio of minimum to median
wage

Elements affecting the level
of minimum wages:

e.g. sector, region,
manual/non-manual
workers/trainees, years of
experience, age, education,
marital status, disabilities,
other (please list all that

apply)

Does the minimum wage
interact with other systems
of protecting pay at the
bottom of the labour market?
(e.g. training schemes, wage
subsidies)

If yes, please explain.

Yes / No

Yes / No

Yes / No

Yes / No

Yes / No

Elements affecting the rate
of increase in minimum
wages:

e.g. sector, region,
manual/non-manual
workers/trainees, inflation,
productivity,
fairness/convergence
factors, other (please list all
that apply)

Give formula for the
increase, if relevant, using
the elements considered, as
listed above.

Are increases in minimum
wages binding?

Yes / No

Yes / No

Yes / No

Yes / No

Yes / No

Are increases in minimum
wages taken as a basis for
other wage increases?

Yes / No

Yes / No

Yes / No

Yes / No

Yes / No
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If yes, how?

1995/reference point
(please give date)

Agriculture
etc.

(NACE A-B)

Industry

(NACE C-F)

Market
Services

(NACE G-K)

Non-Market
Services
(NACE L-P)

Total

(NACE A-P)

Did minimum wages exist in
your country?

Yes / No

Yes / No

Yes / No

Yes / No

Yes / No

Where did these stem from?
(please underline the
relevant answer)

National
legislation
Collective
agreements
Other (please

specify)

National
legislation
Collective
agreements
Other (please

specify)

National
legislation
Collective
agreements
Other (please

specify)

National
legislation
Collective
agreements
Other (please

specify)

National
legislation
Collective
agreements
Other (please

specify)

Percentage of employees
paid at the minimum wage

Level of minimum wage in
euros

Ratio of minimum to average
wage

Ratio of minimum to median
wage

Elements affecting the level
of minimum wages:

e.g. sector, region,
manual/non-manual
workers/trainees, years of
experience, age, education,
marital status, disabilities,
other (please list all that

apply)

Did the minimum wage
interact with other systems
of protecting pay at the
bottom of the labour market?
(e.g. training schemes, wage
subsidies)

Yes / No

Yes / No

Yes / No

Yes / No

Yes / No

If yes, please explain.

Elements affecting the rate
of increase in minimum
wages:

e.g. sector, region,
manual/non-manual
workers/trainees, inflation,
productivity,
fairness/convergence
factors, other (please list all

that apply)

Give formula for the
increase, if relevant, using
the elements considered, as
listed above.

Were increases in minimum
wages binding?

Yes / No

Yes / No

Yes / No

Yes / No

Yes / No

Were increases in minimum
wages taken as a basis for
other wage increases?

Yes / No

Yes / No

Yes / No

Yes / No

Yes / No

If yes, how?

9. Indexation mechanisms (also see/use information/updated information in Annex 1 to this

guestionnaire)

For the questions requiring percentages please provide figures as percentages in numbers or, if not available,
by choosing from the following ranges:
Very Low <0-25%> Low <26-50%> Moderate <51-75%> High <76-100%>
Please respond for each column in turn, underlining Yes or No where indicated.
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2006/Most recent
information (please give
date)

Agriculture
etc. (NACE
A-B)

Industry
(NACE C-F)

Market
Services
(NACE G-K)

Non-Market
Services
(NACE L-P)

Total
(NACE A-P)

Percentage of workers
covered by automatic/direct
indexation mechanisms

The information below is intended to largely correspond to t

allow for a sectoral view and a comparison to

1995

he information

in Annex 1, but

in addition

Type of indexation
none/automatic/only in
minimum wages/part of
negotiations/combination
(please provide details)

Which price index is used for
reference?

Does indexation refer to its
past, expected or targeted
annual rate of increase?

Average duration of
agreements

If relevant, under what
circumstances does
renegotiation take place?

If there is a retroactive
element to wage indexation in
your country, please provide
details of the relevant process.

1995/reference point (please
give date)

Agriculture
etc. (NACE
A-B)

Industry
(NACE C-F)

Market
Services
(NACE G-K)

Non-Market
Services
(NACE L-P)

Total
(NACE A-P)

Percentage of workers
covered by automatic/direct
indexation mechanisms

The information below is intended to largely correspond to the information
allow for a sectoral view and a comparison to

1995

in Annex 1, but

in addition

Type of indexation
none/automatic/only in
minimum wages/part of
negotiations/combination
(please provide details)

Which index was used?

Did indexation refer to its past,
expected or targeted annual
rate of increase?

Average duration of
agreements

If relevant, under what
circumstances did
renegotiation take place?

If there was a retroactive
element to wage indexation in
your country, please provide
details of the relevant process.

PLEASE CHECK THAT NO BOXES HAVE BEEN LEFT BLANK
IF NEEDED PLEASE DENOTE IR FOR IRRELEVANT OR NK FOR NOT KNOWN
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Annex 2: Comparison of questionnaire replies with other data sources

Table 4: Trade union density

WDN WDN

Source OECD %4-97 OECD 94-97 |Quedtionnaire |OECD 2004 [Questionnaire

Reference year 1990 1994 1995 2000 2006
Austria 46 43 46 36.5 35
Belgium 51 54 52 55.6 57
Czech Republic - - L 27.0 L
Denmark 71 76 89 74.4 82
Finland 72 81 78 76.2 69
France 10 D 8.2 9.7 VL
Germany 33 2p 28.7 25.0 217
Greece 34 - L - VL
Hungary - 19.7 19.9 16.9
Ireland 50 27.6 - 45.8
ltaly 39 39 L 34.9 L
Japan 25 2p 2.7 21.5 181
Luxemburg 50 - 51 33.6 481
Netherlands 26 26 28.4 23.2 26.8
Norway 56 5 M 54.0 M
Poland - 33 14.7 15
Portugal 32 3p L 24.3 L
Spain 11 19 VL 14.9 VL
Sweden 83 o H 81.1 H
United Kingdom 39 3 29 31.2 25.8
United States 16 16 14.9 12.9 125

Sources: OECD 94-97: OECD Employment Outlook 1994, p. 184 and 1997, p. 71; OECD 2004:
OECD Employment Outlook 2004, Chp. 3.

Table5: Union coverage

WDN WDN

Sour ce OECD 1997 W& H (2000) OECD 1997 |Questionnaire |W&H 2000 OECD 2004 |Questionnaire

Reference Year 1990 1990 1994 1995 1996 2000* 2006
Austria 98 71 98 95+ - 95 98
Belgium 90 90 90 morethan 90 - 90|  morethan 90
Czech Republic - L - 25 M
Denmark 69 - 69 79 55 80 83
Finland 95 95 95 >90 95 90 >90
France 92 95 9Pp 93.3 90 90 97.8
Germany 90 76 9P 59 83 68 72
Greece - H 90 - H
Hungary - 45.1 45 30 38.5
Italy 83 87 H 90 80 H
Japan 23 - 2n 20.2 - 15 16.1
Netherlands 71 60 g1 81 80 80 81
Norway 75 75 74 M 66 70 M
Poland - M - 40 L
Portugal 79 62 m H - 80 H
Spain 76 60 B 82.5 82 80 78.5
Sweden 86 83 g9 H 85 90 H
United Kingdom 47 65 a7 34.5 48 30 335
United States 18 - 18 16.7 - 14 13.6

* Lower bound estimates
Sources: OECD 1997: OECD Employment Outlook 1997; W&H (2000): Waddigton and Hoffman
(2000); OECD 2004: OECD Employment Outlook 2004, Chp. 3.
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Table 6: Extension procedures

Sour ce OECD (2004) WDN questionnair e (2006)
Extension Automatic Extension Automatic

Austria N (Y) Y N

Belgium Y N Y N

Denmark N N

Finland Y N Y N

France Y N Y N

Germany Y N Y (specific) N

Greece Y N Y N

Hungary Y N Y N

Ireland Y (rare) Y Y

ltaly Y Y Y Y

Netherlands Y N Y N

Norway N N

Poland Y N Y Y

Portugal Y N Y Y

Spain Y Y Y Y

Sweden N N

United Kingdom| N N

United States N N

Sources: OECD (2004): OECD Employment Outlook 2004, Chp. 3, Table 3.4 p. 148.

Table 7: Most dominant level of wage bargaining

WDN WDN

OECD 2004 |Questionnaire |OECD 2004 |Quedtionnaire

1990-H4 1995 |1995-2000 2006
Austria | I +Occ | I +Occ
Belgiumr I I I I
Czech Republi Co Co Co Co
Denmarl I Coll Coll Coll
Finlanc Ce | Ce| Ce
Franct Call Coll Coll Coll
German I I + Reg I | + Reg
Hungary Co Co Co Co
Irelanc I/Ce Ce I/Ce Ce
ltaly Call I Coll I
Japan Co | Co |
Netherlands | | | |
Norway 1/CH I I/Ce I
Poland Cq Co Co Co
Portugal 1/IC¢ I I/Ce I
Spain | + Reg I | + Reg
Sweden I+Occ | I+Occ
United Kingdon Co Co Cc Co
United State Co Co Cc Co

Legend: Co : company level ; Co/l : combination of company and industry levels ; I: industry level ;
I/Ce : industry level and regular central-level agreements ; Ce: central-level agreements.
Sources: OECD (2004): OECD Employment Outlook 2004, Chp. 3, Table 3.4 p. 148.
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Annex 3:

Table 8: Trade union density (0% <Very Low<25%, 26% <L ow<50%, 51% <M oder ate<75%, 76% <High<100%)

Agri Indu Mkt Serv Non-Mkt Serv Total

A-B C-F G-K L-P A-P
Country 200¢ 1998 2006 vs 199  200¢€ 199 2006 vs 199 200¢ 199 2006 vs 199 200¢ 199 2006 vs 199 200¢€ 199t 2006 vs 199
Austria VL VL L L VL VL H H L L N2
Belgium L L M M L L M M M M ()
Cyprus M M
Czech Republic L L L L
Denmark M H H v M H v H H H v
Estonia VL VL VL L VL L v
Finland H H N L M v H H N M H v
France VL VL VL VL VL VL VL VL VL VL
Germany (West) L M v VL VL L M v VL L v
Germany (East) L L VL VL L L VL L v
Greece VL L
Hungary VL VL N VL VL \ VL VL v L L v VL VL v
Ireland L L
Italy H H L L VL VL L L L L
Japan VL VL VL L v VL VL VL VL v VL VL v
Lithuania VL VL VL VL VL VL L L VL VL
Luxembourg L M 2
The Netherlands VL VL v L L v VL VL L M v L L v
Norway VL VL M M L L H H M M
Poland VL L N VL L N VL VL L L VL L v
Portugal VL VL L L M M L L L L
Slovenia L M \ L M \ L M v L M N L M v
Spain VL VL VL VL VL VL VL VL VL VL
Sweden H H H H H H H H H H
The Untited Kingdom VL VL v L VL N VL VL () M L N L L v
The United States VL VL VL VL v VL VL v VL VL VL VL v
I'n sum - number of countries
Very low 13 11 8 6 14 13 4 4 11 6
Low 3 2 9 7 4 2 10 7 9 12
Moderate 1 1 2 4 2 3 2 4 4 5
High 2 2 3 3 1 2 5 4 2 3
Total 19 16 22 20 21 20 21 19 26 26

Note: 2006 refers to 2005 in Austria, 2000 in Betgj 2004 in Germany W and E, 2000 in Denmark arfil 20 Polan
Note: Arrows refer to position in 2006 relativelt®95, if quantitaive value is provided and diffeseris at least 1pp. A sign is also filled in ifthés a change in category, even without preciggréis provided.
Source: Answers provided by NCB experts to WDN waigestionnaire
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Table 9: Extension procedures. existence

Agri Ind Mkt Serv Non-M kt Serv Total
A-B C-F G-K L-P A-P

2006 1995 2006 1995 2006 1995 2006 1995 2006 1995
Austria N N N N N N N N N N
Belgium Y Y Y Y Y Y Y Y Y Y
Cyprus N N N N N N N N N N
Czech Republic N N Y Y Y Y N N N N
Denmark N N N N N N N N N N
Estonia Y N Y N Y N Y N Y N
Finland Y Y Y Y Y Y Y Y Y Y
France Y Y Y Y Y Y N N Y Y
Germany Y N Y Y Y Y N N N N
Greece Y Y Y Y Y Y Y Y
Hungary Y Y Y Y Y Y Y Y Y Y
Ireland Y Y Y Y Y Y Y Y Y Y
ltaly Y Y Y Y Y Y Y Y Y Y
Japan Y Y Y Y Y Y Y Y Y Y
Lithuania N N N N N N N N N N
Luxembourg N N Y Y Y Y Y Y
The Netherlands Y Y Y Y Y Y Y Y Y Y
Norway N N Y N N N N N N N
Poland Y Y Y Y Y Y Y Y Y Y
Portugal Y Y Y Y Y Y Y Y Y Y
Slovenia Y N Y N Y N Y N Y N
Spain Y Y Y Y Y Y Y Y
Sweden N N N N N N N N N N
The Untited Kingdom N
The United States N N Y Y N N N N N N
Yes 14 11 17 15 17 15 13 11 15 13
No 8 11 6 9 7 9 10 12 10 11
Total 22 22 23 24 24 24 23 23 25 24

Source: Answers provided by NCB experts to WDN wggestionnaire
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Table 10: Extension procedures: Automatic

Agri Ind Mkt Serv Non-Mkt Serv Total
A-B C-F G-K L-P A-P

2006 1995 2006 1995 2006 1995 2006 1995 2006 1995
Austria
Belgium N N N N N N N N N N
Cyprus
Czech Republic N N N N
Denmark
Estonia N N N N N
Finland N Y N Y N Y N Y N Y
France N N N N N N N N
Germany N N N N N
Greece N N N N N N N N
Hungary N N N N N N N N N N
Ireland Y Y Y Y Y Y Y Y Y Y
ltaly Y Y Y Y Y Y Y Y Y
Japan Y Y Y Y Y Y Y Y Y Y
Lithuania
Luxembourg N N N N N N
The Netherlands N N N N N N N N N N
Norway N
Poland Y Y Y Y Y Y Y Y Y Y
Portugal Y Y Y Y Y Y Y
Slovenia N N N N N
Spain Y Y Y Y Y Y Y Y
Sweden
The Untited Kingdom
The United States N N
Yes 5 7 5 7 4 7 3 6 4 7
No 8 4 12 8 11 8 8 5 9 6
Total 13 11 17 15 15 15 11 11 13 13

Note: Hungary, 1992
Source: Answers provided by NCB experts to WDN wggestionnaire
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Table 11: Minimum wage: % of employees concerned (0% <Very Low<25%, 26% <L ow<50%, 51% <M oder ate<75%, 76% <High<100%)

Agri Ind Mkt Serv Non-Mkt Serv Total

A-B C-F G-K L-P A-P
Country 2006 1995 2006 1995 2006 1995 2006 1995 2006 1995
Belgium <10
Cyprus 10-15 8-10
Czech Repub VL VL VL VL VL VL VL VL VL VL
Estonia 5.7
France 12.5 8.¢ 20.t 15.7 16.¢ 14.1
Hungary 8.0 3.9
Ireland 4.5
Japan VL VL VL VL VL VL VL VL VL VL
Lithuania 9.6 7.5 11.4 6.4 8.5
Luxemburg 36 8.3 13 10 11.8 11.6
Netherlands 3.8 4.6
Poland VL VL VL VL VL VL VL VL 4.5 VL
Portugal 10 L 8 L 9 L 5 L 7 L
Slovenia 2 3.3 3.6 0.7 2.7
Spain 1 ltoz 1 ltoz 1 ltoz 1 ltoz 1 ltoz
United States 1.5 3.3

Source: Answers provided by NCB experts to WDN wagestionnaire.
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Table 12: Average agreement length

Agri Ind Mkt Serv Non-Mkt Serv Total

A-B C-F G-K L-P A-P
Country 2006 1995 2006 1995 2006 1995 2006 1995 2006 1995
Austria 1 1 1 1 1 1 1 1 1 1
Belgium 2 2 2 2 2 2 2 2 2 2
Cyprus 2.5 2.5 2.5 25 2.5 2.5 2.5 2.5 2.5 2.5
Czech Republic 15 15 15 15 15 1.5 1 1
Denmark 3 2 3 3 3 2 3 2 3 2
Estonia 1 1 1 2 2 15 1.5 1 1
Finland 2.5 25 2.5 2.5 25 1-2
France 1.5 15
Germany 2.2 1.2E
Greece 2 2 2 2 2 2 1 1 2 2
Hungary 1 1
Ireland 3 3 3 3 3 3 3 3 3 3
ltaly 2 2 2 2 2 2 2 2 2 2
Japan 1 1 1 1 1 1 1 1 1 1
Luxembourg 2 2 2 2 2 2
The Netherlands 1 1 1 1 1 1 1 1 1 1
Norway 2 2 2 2 2 2 2 2 2 2
Poland 1 1 1 1 1
Portugal 1 1 1 1 1 1 1 1 1 1
Slovenia 2 2 2 2 2
Spain 1.5 15 15 15 2.5 2.5 25 25
Sweden 2.5 2.5 25 25 2.5 2.5 2.5 25 25 25
The Untited Kingdom 1 1

Source: Answers provided by NCB experts to WDN wagestionnaire.
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Table 13: Common renegotiations befor e expir ation

Agri Ind Mkt Serv Non-Mkt Serv Total
A-B C-F G-K L-P A-P

2006 1995 2006 1995 2006 1995 2006 1995 2006 1995
Austria N N N N N N N N N N
Belgium N N N N N N N N N N
Cyprus N N N N N N N N N N
Czech Republic Y Y Y Y Y Y N N Y Y
Denmark N N N N N N N N N N
Estonia Y Y Y Y Y Y Y Y Y
Finland N N N N N N N N N N
France N N N N N N N N N N
Germany Y Y Y Y Y Y Y Y Y Y
Greece N N N N N N N N N N
Hungary N N
Ireland N N N N N N N N N N
ltaly N N N N N N N N N N
Japan N N N N N N N N N N
Lithuania
Luxembourg Y Y Y Y
The Netherlands Y Y Y Y Y Y Y Y Y Y
Norway N N N N N N N N N N
Poland
Portugal N N N N N N N N N N
Slovenia Y Y Y Y Y Y Y Y Y Y
Spain N N N N N N N N
Sweden Y Y Y Y Y Y Y Y Y Y
The Untited Kingdom N
The United States Y Y Y Y Y Y Y Y Y

Source: Answers provided by NCB experts to WDN wagestionnaire.

47



Table 14: Common delaysin agreement renewals

Agri Ind
A-B CF
2006

1995

Mkt Serv
G-K
1995

Non-M kt Serv
L-P
2006 1995

Austria

Belgium
Cyprus

Czech Republic
Denmark
Estonia

Finland

France
Germany
Greece
Hungary
Ireland Y
ltaly Y
Japan N
Lithuania

Luxembourg Y
The Netherlands N N N
Norway

Poland

Portugal

Slovenia

Spain

Sweden

The Untited Kingdom
The United States Y Y Y
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Source: Answers provided by NCB experts to WDN wagestionnaire.
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Annex 4: Variables included in the hierarchical analysis

PwnE

o

No

10.
11.
12.

Trade union density (question 1) (VL, L, M, H (cddk-4));

Extension procedures (question 1) (none, requeatgdmatic (coded 1-3))

Coverage of collective agreements (question 2) (VIM, H (coded 1-4))

Most dominant level of wage bargaining (questidririational, regional, sectoral, company (coded
1-4))

Level of wage bargaining — company, occupationattaral, intersectoral, regional, national (all
guestion 3) (all coded 0-1)

Existence of opening clauses (question 3) (cod&p O-

Coordination - pay indexation, inter-associationatra-associational, statutory minimum wage,
pattern bargaining (all question 4) (all coded 0-1)

Government involvement (question 5) (none, publiecter wages, intermediary, tripartite
agreements (coded 0-3))

Average length of wage agreements (question 7)etd€3)

Minimum wage (question 8) (none, collective agrestsestatutory (coded 1-3))

% of workers covered by indexation mechanisms (ipe9) (0, VL, L, M, H (coded 0-4))

Type of indexation (question 9) (none, minimum wagmlective agreements, automatic (coded 1-

4)).
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