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« You know there was a time when 

(economist) Rudi Dornbusch used to say 

that the Europeans are so rich they can 

afford to pay everybody for not working. 

That’s gone » 

■ Interview with ECB President Mario 

Draghi, Wall Street Journal, 23 

February 2012. 



Common Sickness 



Southern Welfare Models 

– Protection of jobs rather than workers 
(labour law as main mechanism of 
protection) 

– Dualisation: high protection for 
“insiders”, low for “outsiders” (young; 
women) 

– High level of state intervention and low 
coordination by employers 

– Low-wage/low-protection/low-skill 
equilibrium 
 



Union density and bargaining coverage 



Blockade 

Francesco Giavazzi, Financial 

Times, June 9 2015 



 
 
 
Really? 



Unemployment vs. social 
expenditure 



OECD EPL Index 1998-2013 



Collective Bargaining Agreements: 
Spain 



EPL x Social Expenditure 
2009-2012 



Unit labour costs 
(2000=100) 



Explaining change: External 
Conditionality 

 Labour market reforms as quid-pro-quo for 
financial support 

 Formal: Portugal/Greece (MOU) 

 Informal: Spain & Italy (ECB letters 2011: 
reforms as implicit condition for ECB to 
continue buying bonds) 

 Finance ministries as dominnat actors 

 Explicit objective: lower wages 

 EPL and extension mechanisms as anchors 
that prevent wage adjustment 

 Internal rather than external flexibility 

 

 



State as driver of liberalisation 

Change in regulatory framework of wage 
bargaining 

 Suspension of extension 
mechanisms/greater conditionality for 
extension 

 Possibility to suspend CLAs 

 Change in hierarchy of bargaining levels 

 Concession bargaining 

Public sector wage cuts set the pace 
 

 



Collective Bargaining 
agreements: Portugal 



Conclusion 

■ Paradox: liberalisation  enabled by pivotal 
role of state in wage and economic 
regulation 

■ // UK in the 1970s: « Free market and the 
strong state » (Gamble; Polanyi) 

■ Difference with Northern Europe, where 
employers assume leadership 

■ In the South, employers often oppose 

■ Reduction in regulatory protection not 
compensated by better safety net 

 


