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ABSTRACT
SUNG HO PARK: Monetary Integration And Wage-Settidgordination In Developed

European Countries
(Under the direction of John D. Stephens)

When the national economy performs poorly but recpis a challenging task
due to monetary austerity in an integrated Eurtpere is an emerging pressure for tight
cost control. This economic pressure has led terdevoutcomes in the industrial
relations of developed European countries. In scougtries the wage-setting process
has been more coordinated, whereas it has not edangch in others. Among those
countries with increasing coordination, there &lage been various paths to the change,
which have ranged from government unilateralismdiointary pact building. In this
study | explain these diverse dynamics of the Eeangndustrial relations by focusing on
the interactions between the economic pressur@#rail non-economic causes, which
are drawn from the national political party systana the social organizations of unions
and employers. | test my claims mainly in a comagehistorical analysis of eleven
developed European countries, covering the permd the 1970s to the 2000s. Overall,
my study suggests that both economic and non-eciorzauses are important in the
adjustment processes of economic institutions, tongplementing an influential
approach to the study of European political econasmch emphasizes the economic

side of the causal mechanism.
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CHAPTER 1

INTRODUCTION

The wage-setting systems in developed Europearntresinvhich were mostly
characterized by a relatively high level of cooedion among unions, employers, or the
government, have been under challenge in receaddsc European financial integration
has been among the widely-cited causes for thibecige. Influential studies (Kurzer
1993; Scharpf 1991) argued that the integratiocgse provides employers with greater
mobility by allowing them to (re)locate their assatross the national borders. This
freedom gives employers strong power resourcea-vis-unions. If the employers have
suffered from a poorly performing economy due ® ftilure of wage cost control, they
would use this power to change the current wagaigetystem to produce better control
of wage costs.

The employers’ choice, according to the previouslists, will be to de-coordinate
the wage-setting process. In other words, theywathken (or close) the bargaining units
at more aggregate levels in order to give moredfvgeto the units at more individual
level. For instance, if wages have been set uma#eguideline of nation-wide wage
settlements, now wages are set only for certainiBpéndustries or companies without
any implications beyond their specific domains. Tégonale behind is that employers
make the wage-setting process more fragmentedhandrncrease the market discipline
against their unions to save more of wage cosuEr 1995; Soskice 1990).

A series of dramatic events in the European indlselations, which were

concentrated on the early 1980s, seemed to coftfiermalidity of this argument. In the



UK, the government-backed experiments with triparvage coordination, which had
started in the second half of the 1960s, collajpsd®80 and was replaced by a system of
pure company-level wage negotiations. Similar cleartgok place in other countries. In
1981, the Irish wage-setting system, which had loeetralized nationwide throughout
the 1970s, collapsed to another system of comparsi-bargaining. In the same year the
centralized government arbitration in Denmark @awe into the pressure for industry-
level bargaining. Finally in 1984, the Italian waggtting system --- which had been
characterized by a company-level bargaining systeapled with tight
legal/administrative regulations --- changed tew system in which the company-level
tier assumed a more prominent role in the wagéaggtrocess. In all of these events,
employers played a crucial role by taking a direitiative to the change or by providing
strong support for the government’s attempt atctienge (Due et al. 1995; Ferrera and
Gualmini 2000; Hall 1986, pp.100-36; Hardiman 1988, 80-120, 217-39).

Initially, these experiences seemed to have a Eamwide implication. Leading
scholars began expressing their concern that thelc@ated wage-setting system in
Europe would not survive the challenge of Europs@momic integration (Streeck 1998).
However, this prediction was contradicted by theriwal developments in many of
European countries in recent decades. While thelséar the flexibility became a
universal phenomenon, permitting substantial waffjerentials within and across
companies and industries, there were no more cdskEscoordination, in which
employers aimed at weakening or closing the banggianits at more aggregate levels on
behalf of those at lower levels. This was true eéeerthe countries in which employers
suffered seriously from the same poor economic itimmd as those in the previous cases
of breakdown. Belgium (since the 1980s), Finlahe (hid-1980s to the mid-1990s),

France (the mid-1980s to the 1990s), Ireland (tltkX880s to the mid-1990s), Italy (the



1990s), and the Netherlands (the 1970s to the #880s) are among the best examples
of this. Unlike the previous breakdown cases, thgavsetting systems in these countries
either stayed with the status quo or became maredowated.

Researchers in the European political economy treactto explain how this
unexpected development could happen. Some of tbekna functionalist approach,
emphasizing the economic necessity arising fromataoy integration, the final stage of
European financial integration. They noted that atary integration puts macroeconomic
policies of the member countries in tight constigimhich effectively exclude the option
of flexible accommodation and stimulation. Thesestrints then facilitate unions and
employers to build a consensus that wage costs meusghtly controlled to keep the
national economy in good shape (Huber and Stepk@®ts;, Crouch 2000). This pressure
will grow even greater if wage costs have beeradlyeout of control and thus the
national economy has been under stress for a suiastaeriod of time. In this situation,
there will emerge a broad feeling of system ciasid vulnerability among all unions and
employers. It will then dictate the industrial astto search for an immediate solution for
the wage problem (Pochet and Fajertag 2000; VaasgéHHemerijck 1997).

The solution, according to the studies, will bertake the wage-setting process
more coordinated. By letting the bargaining unitsnare aggregate levels --- in which
wage negotiators may have a better idea on theame@mnomic consequence of the
failure of tight wage moderation --- play a moreminent role in the wage-setting
process, unions and employers will be better abjgaduce peaceful cost control in a
more predictable way. Of course, this argumenbisiter-intuitive if seen from the
viewpoint of the previous studies, which would peethat powerful employers will
choose de-coordination to address the wage prolBeibthe rationale here is that the

preference of employers change as the economigratten deepens. With a new stage of



integration, characterized by the Europe-wide figgdhange rate regime, employers find
that their government can no longer provide ma@nemic accommodation and
stimulation for them. This means that they areipuat very vulnerable economic situation.
Now even a short-term failure of wage cost consdkely to result in instantaneous
profit squeezes. Thus, employers become more catiypemith unions to seek a more
stable and predictable solution to their wage motd (Visser and Hemerijck 1997;
Rhodes 2001).

While partly building on these recent studies, haogroup of researchers
criticized the studies as being too much functimtial To be sure, the structural pressure
--- created by the combination of monetary intagraind poor economic performance --
- would promote a certain direction of adjustmenthie wage-setting process. However,
this pressure alone may not be enough to detertnefnal outcome of the adjustment
process. Instead, we should also look at otheraiadifactors, mainly non-economic,
which will come into play between the economic puge and the final institutional
outcome.

For instance, unions and employers will need teehmartain organizational
capability of collective action to make the projetincreasing coordination a real
possibility (Baccaro 2003; Baccaro and Lim 2007s$# 2003; Regini and Regalia
1997). This is because such a change depends osuwoessfully the participating actors
will be able to overcome their temptation for myopelf-interests on behalf of their long-
term shared interests. Unless they are at leasérataly organized, there will be no
effective means which they can use to self-enftreecooperative strategy.

My study builds on these recent innovations ingtuely of European industrial
relations. More specifically, | join in the effortis explore how non-economic domestic

variables mediate the effect of the economic pressn the wage-setting process. | focus



on the experiences of several European countriediich economic actors have suffered
from the double constraints of monetary integraiod poorly-performing economy. |
then raise the following three questions to whixisteng studies have not paid close
attention. In answering these questions, | wilhight how various non-economic
variables, which are drawn from the national pcditiparty system and the social
organizations of unions and employers, have playgdrtant roles in the adjustment
process of industrial relations.

First, | ask why employers in this urgent econosifgation have not chosen de-
coordination as a means to take a tight contrtheif wage costs. Although the previous
prediction for de-coordination has been contradititg the experiences of many
European countries, recent studies have not yeiged a clear answer for exactly why
employers decided not to exercise their powerrengthen the market discipline. |
provide an answer by focusing on the short-terntscofsthe institutional change. While
the market discipline is likely to curb wage castshe long run, its short-term effect is
far from being satisfactory. This is because, dsh&idiscussed in detail in Chapter 2,
unions become increasingly militant during the peéf the institutional transition.
Furthermore, given that the process of monetaggnaition eliminates a possibility for
the government to implement flexible macroeconopalicies to compensate for the
rising wage militancy, employers find the strat@dyle-coordination is too much costly
for them. They thus decide to abandon this strategpardless of its potential long-term
benefits. | test this hypothesis with a Boolean parative analysis of eleven developed
European countries, which covers mainly the peiriooh the 1970s to the 1990s, along
with some brief historical comparative accountshef countries.

Once the path to de-coordination is made diffituipursue, recent studies

suggested that both employers and unions are likdbg interested in the option of



increasing coordination. By making the wage-setfirmgess more coordinated, the
economic actors expect that they will be able twlpce peaceful cost control in a more
predictable way. If provided with a proven or pdigincapability for collective action, the
actors will find the cooperative project to be alngausible solution for the national
economic problems. My study does not deny the agleg of this explanation, but still
argues that the organizational capability is notsydficient to produce the expected
outcome in the wage-setting process. Rather, ddioice another mediating condition,
which is the government’s commitment to the coopezasolution, and emphasize that
the organized industrial actors will be seriousiterested in the solution only if their
government also feels in the same way.

| argue that this government commitment is stromgflyienced by certain
characteristics of the national political partyteys. If political parties compete by
making general programmatic appeals to votersgtivernment will be seriously
committed to the coordinative solution. But if {ha&ties compete via non-programmatic
appeals such as clientelistic votes-buying or ehaaiic mobilization, the government
will not be so much interested in the solution. Séhdifferent preferences are because of
different electoral concerns by the governing pattif parties enjoy substantial mass
supports from clientelistic or charisma-influendetfowers, they may consider that the
prospect of their reelection is not bad at leashéshort run. They thus will not be
seriously committed to dealing with the nationadmamic problem, which is not only a
demanding task but also will likely alienate theore voters for various reasons. If the
parties rely on general programmatic appeals, hewdve situation changes. Now they
must tackle the problem because reelection willdrg difficult without a successful
performance in macroeconomic management. In Ch8ptegrovide more detailed

arguments and empirical support for this hypothlegioking at the Italian experience



in the 1990s. | also take a comparative look aSbeth Korean case in the late 1990s, in
which a similar tripartite cooperation was expenteel with under a similar economic
difficulty.

In Chapter 4, | narrow my focus down to the cowstin which the wage-setting
process has been more coordinated. Here | am steeren the diversity in the paths to
increasing coordination. In some countries the ghdnok place via social pacts,
voluntary or government-pushed, in which the goment, unions, and employers
reached tripartite agreements regarding wage mtdiergob creation, and moderate
reforms of welfare and the labor market. In othmurdries, the government imposed
obligatory wage guidelines in a unilateral wayhaiigh the government still was careful
to incorporate the unions’ concerns for jobs ardad@rotection in its final plan. Existing
studies have been mostly silent on this issuepadth some studies have begun to
provide an explanation by looking at electoral ficdi | provide an alternative
explanation by focusing on the rivalry within ttadbr movement. | argue that the
government chooses a negotiated solution onlyeilabor movement is relatively free of
internal division and rivalry and, thus, is capabigroducing a broad inter-union
consensus for wage moderation. If this is not teechowever, the government has no
other choice but to take a unilateral initiativartgpose tight control of wage costs.

My dissertation is organized as follows. In Chapt&to 4, | provide and test my
answers for those three questions in separatéedidicnats. In Chapter 5, | summarize
the findings of my study and discuss their broagdlications for the literature of
European political economy, especially in the centé the recent theoretical

controversies regarding the so-called “varietiesagitalism” approach.



CHAPTER 2
CAPITAL OPENNESS, MONETARY INTEGRATION, AND WAGE-SETING
COORDINATION IN DEVELOPED EUROPEAN COUNTRIES

How capital openness influences the wage-settinggss is a topic that has been
dealt with extensively in the political economeldture of developed Europe. One well-
known hypothesis suggests that high capital openinesices employers to de-coordinate
the wage-setting process, if wage costs have beaer ypoor control. Good examples
include Denmark, Ireland, Italy, and the UK in #aly 1980s, in which wage bargaining
became more fragmented and individualized afteareo@ of unsuccessful wage
coordination (Due et al. 1995; Ferrera and Gual@@tiO; Hall 1986, pp.100-36;
Hardiman 1988, pp. 80-120, 217-39). However, tlyjisothesis has been challenged by
another development in the region. Poor performamoe other countries in Europe led
to de-coordination in the wage-setting processnEkie countries with a previous
experience with de-coordination did not repeatsidn@e choice when they encountered
the same economic problem in more recent years.

How could we reconcile these opposing experienEas®, we could abandon the
hypothesis of capital openness, and ask what atheses could have led to the events of
breakdown in the early 1980s. Alternatively, weldazontextualize the hypothesis, and
explore under what circumstance the effect of @hppenness holds and under what
circumstance it does not. This study takes therskapproach. Focusing on the
mediating role of European monetary integraticargue that the hypothesis holds only if
a country is not committed to the integration pssce

The rationale for this argument is as follows. Eoypls adopt the strategy of de-



coordination to address a problem of excessive wages. By making wage bargaining
more fragmented and individualized, employers ekfiet they will be better able to
increase the market discipline in the wage-settmogess and then save more of their
wage costs (Crouch 1995; Soskice 1990). One prglilemever, is that this disciplinary
effect is realized only in the long run, while wagests may even increase during the
transition period. This is because de-coordinaitidrally invites myopic militant
responses from the major union actors. For instdrga-level union organizations, who
have engaged in wage negotiations with broad cgeeraay find that they are losing
power in the wake of de-coordination. They thus mdgpt a strategy of wage militancy
as a quick recipe to prolong their influence onrlaonal wage-setting process. Lower-
level unions also become freer of the guidancéeiupper-level negotiations. Especially
for those with strong organizational power, thisypdes a golden opportunity for
maximizing their short-term wage gains, withoutrfgeconstrained by the concern about
the macroeconomic consequence of their wage-push.

Given this unsatisfactory performance along thé pade-coordination, | argue,
employers' preference for the institutional chaisgerongly affected by the feasibility of
government macroeconomic accommodation. When sucipt#on is available,
employers can adhere to their initial plan withemtountering serious financial
difficulties. This is because their government paovide flexible policy benefits,
whenever necessary, to compensate for the risigg wasts during the transition period.
The situation changes, however, when this optiorotsavailable due to the government's
commitment to European monetary integration. Emgieyhen become more sensitive to
the short-term performance following the changel, @timately abandon their attempt
regardless of their expectation of the potentistiglinary benefits of the change.

Once the path to de-coordination is made difficeribployers will then have to



make a choice between the following two optiontumang to thestatus quo anter
further increasing the level of coordination. Hehes natural questions to be asked
include: which of the two options would they likeda if they choose to increase
coordination, how would they make the change happehile all certainly interesting
guestions, it is beyond the scope of this studyeta with them. Rather, interested readers
should consult the flourishing literature on Eurapeaocial pacts to find various answers
and debates (Baccaro 2003; Baccaro and Lim 200&rt&g and Pochet eds. 2000;
Hamann and Kelly 2007; Hassel 2003).

In the next section, | provide a close definitidriree dependent variable of this
study. | then review the previous studies of cpifgenness, summarizing them in a
conditional hypothesis. Next, | provide a theor@titiscussion on why this hypothesis
does not hold when a country is committed to maygetdegration. My claim is tested in
a Boolean historical analysis of eleven EU coust(f&ustria, Belgium, Denmark,
Finland, France, Germany, Ireland, Italy, the Nd#mels, Sweden, and the UK),

primarily covering the period from the 1970s to &aely 2000s.

2.1. Definition Of The Subject

In the industrial relations literature, there axme tompeting approaches to
capturing the defining characteristics of industredations. Both pay attention to how
wages are set, but from different angles. One labkse level of centralizatigrfocusing
on the extent to which industrial actors or theeggoment can produce certain
hierarchically-binding, solidaristic wage settlertee(iversen 1998, pp.47-57; Goden,
Lange, and Wallerstein 2006; Traxler, Blaschke, léitieel 2002, pp.113-9). The other
approach pays attentiontize level of coordinatiarHere, centralization is still

considered important, but only as one of variougsaa which wages are determined

10



collectively. Also, unions and employers who aneoimed in high-level coordination
(that is, wage coordination with more encompassmgerage and influence) do not
necessarily need to have the same degree of oggamal development. Depending on
the feasibility of pattern-setting, certain actoas assume a broader role beyond their
direct organizational domain (Kenworthy 2001; Soeki990; Traxler Blaschke, and
Kittel 2001, pp.149-61).

Which of these provides a better basis for researay not be answered
unequivocally. Rather, the choice should be magenliding on the purpose of any given
study. In this study | adopt the coordination-bagpgroach. This is because | am
interested in the degree to which wages are ndgdttzeyond the boundaries of certain
companies or sectors, which may not necessaripyrégetermined by the level of
centralizatiorper se However, the centralization-based approachlisasgjood choice if
a researcher is interested in, for example, thétagan aspects of the wage-setting
process (such as wage dispersion).

Traditionally, a high level of coordination meamtiaflexible wage structure, in
which wages were set relatively homogeneously aacompanies and sectors. However,
this is no longer true today because the agreemeatctied at the aggregate levels, while
focusing on the issue of overall wage increases ket more room for flexibility for
lower-level wage negotiators with regard to wadgedkntials, occasional opt-outs, etc
(Rhodes 2001; Teulings and Hartog 1998, pp.25fdaders thus should not consider
that this study suggests any implication for tleithility side of wage-setting. The search
for flexibility has been a universal trend acrob€aropean countries, whereas the level
of aggregate wage-coordination is still an operstjoe to be decided by the involved

actors.
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2.2. The Hypothesis Of Capital Openness

Many influential studies which explored the effe€tapital openness on the
wage-setting process were carried out in the 19Bfs termcapital openneswas
broadly defined as the extent to which capital awman (re)locate their assets freely
across national borders, as exemplified by thedilmation of cross-border financial
transactions (Quinn 1997). Among the questionsttiade studies asked was whether or
not the traditional form of European wage-settiagvhich had been characterized by a
relatively high level of intra- and inter-industgordination --- could survive the era of
high capital openness. The increasing mobilitylandide of employers provided them
with great power resource vis-a-vis unions. Theyl¢ase this power to de-coordinate
the wage-setting process, anticipating that it wontrease the market discipline on their
unions and thus bring higher and speedier retnthéir investments. After a period of
heated debates (Garrett 1998; Kurzer 1993; Scii&gif), however, a consensus
emerged among researchers that the final effecamital openness would vary depending
on specific domestic conditions (Soskice 1999; lBax995). Several causal accounts
were provided for these differential effects, whazm be summarized in the following
approaches.

In a performance-driven approach, the current perdmce on wage cost control
was an important factor in mediating the effectapbital openness. Good performance
would encourage employers to stay with sketus quaf their wage-setting system,
whereas poor performance would motivate them tahese power to abandon it. For
instance, expert studies of Denmark (Due et al518&rsen and Thygensen 1998),
Ireland (Hardiman 1988), Italy (Ferrera and Gualr200), and the UK (Hall 1986,
pp.100-36; Scharpf 1991) showed that the evende-afoordination in the early 1980s

were mainly due to the poor performance on wageamsrol throughout the 1970s and
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early 1980s.

Why then did the employers choose de-coordinatatetl with their wage
problems? The answer begins with Soskice’s sersindly (Soskice 1990). Building on a
previous study by Calmfors and Driffill (1988), peesented a theory of an inverted U-
shaped relationship between the degree of suctessfie coordination and the level of
aggregate wage costs. He argued that the costbanilie highest when wages are set in
the zone of medium or mediocre coordination, whetka costs will fall as the
negotiations take place with no coordination ohwiery high coordination. This
hypothetically suggests that employers who sufféhe zone of poor coordination are
given two theoretically possible solutions; then esther decrease or increase the level of
their engagement in wage coordination.

Crouch built on this formulation, and explained &meployers’ final choice by
further looking at a specific context in which #m@ployers were situated (Crouch 1995).
| noted that the employers had taken a coordinappoach to the wage-setting process
(although their commitment had never been strddg) this collective approach turned
out to be a failure. The employers thus becamemessested in continuing or even
strengthening their failed approach. Instead, these more attracted to an alternative
approach in which they could tackle the wage pmohlile a more market-oriented way. By
making wage negotiations more fragmented and iddalized, they would be better able
to increase the market discipline on their uniams #aus save more of wage costs. Their
enhanced power position over unions added moredsande to this solution because they
could make the change happen even if unions wasigtr

Focusing on the Nordic experiences and espectadl\sivedish breakdown as an
ideal typical case, other studies provided diffepmrspectives on the effect of capital

openness. In one group of these studies, econamiormance was still important but
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from a different angle. Rather than focusing onggormance of aggregate cost control,
they paid more attention to the issue of the fumi fit between the wage-setting system
and the production regime. From this perspectiveedtsh employers favored the change
from the solidaristic to industry-level bargainibgcause the new system would facilitate
wage differentials across the industrial sectots @ifferent productivities. This

flexibility, they thought, would be very importafur the success of a newly emerging
technological paradigm, ‘diversified quality prodioa,” which was replacing the

previous Fordist paradigm of standardized massymtozh (Pontusson and
Swenson1996). Meanwhile, other studies took a rpoliical approach to the Swedish
breakdown. They highlighted the role of the poweuggle between employers and
unions, especially the ideological conflicts betwége LO (the unions’ national
organization) and the SAF (the employers’ natiarghnization). In the 1970s, the LO
initiated its challenge against the employers'gatives on the capitalist ownership and
management. In the 1980s, the SAF --- whose paweeeased in the wake of
internationalization --- responded with a seriesainter offensives, which led to the
decentralization of the solidaristic wage-settiggtesm (Huber and Stephens 1998;
Pestoff 1995; Wallerstein and Golden 2000).

Given the interest of this study to search for aengeneralizable hypothesis on
the effect of capital openness, | find that thelaxation based on the performance of
aggregate cost control has greater appeal. Itsreapieferences are drawn from various
places in developed Europe, including Denmarkaitré] Italy and the UK, as briefly
alluded to above. But the alternative hypothesés;lware centered on the power
struggle and the production regime, do not havé sumerit. Their applicability is
virtually limited to the Swedish experience up utite early 1980s. Looking at Ferner

and Hyman's edited volumes on the European ina@glisgélations (Ferner and Hyman eds.
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1992; Ferner and Hyman eds. 1998), unions in nerabuntries have launched such
frontal attacks against the fundamental interelstapitalist employers. In addition, high-
level wage settlements in other European countess) including Sweden after the early
1980s, also have been cautious to leave substemtia for lower-level flexibility when
finalizing wage settlements (Rhodes 2001; Teulengd Hartog 1998, pp.25-54). All
these considerations suggest that the Sweden-gpiacifors would not play an important
role in the wage-setting process, if examinedlimaad European context.

In light of the discussion so far, | now proposgeaeral hypothesis of capital
openness, that high capital openness motivatesoge1glto de-coordinate the wage-
setting process if ages have been set under patnotdn this study, however, | argue
that this hypothesis is stilhisufficientlyspecified. We should consider another mediating
variable for full specification. More specificallypay close attention to the role of
European monetary integration. | then claim thattippothesis will hold only if the
government is not committed to the integration pesc If committed, the hypothesis will

not hold. The next section provides a theoretigplanation of why this would be so.

2.3. Capital Openness With Monetary Commitment

One notable feature of monetary integration is ithatoduces a strong pressure
for tight cost control (Crouch 2000; Huber and &&ps 2005). With the commitment to a
formally or virtually fixed exchange rate, the gowment places itself in a situation in
which it does not engage in any active macroecoo@rgommodation even in the short
term. Arbitrary currency devaluation is automaticaliminated from the list of feasible
policy options. Fiscal and monetary stimulatioroatsnot considered, because these
policies will make domestic inflation higher thanather countries, which first triggers

the outflow of financial assets and then incredisegressure for currency devaluation.
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What this all means for the wage-setting procesisasshocks in wage costs can no
longer be filtered via the government’s flexiblergmensation. In the tradable sectors, this
constraint means instantaneous loss of their poogpetitiveness (Martin 1999). Even in
the sheltered service sectors, the situation isnuath better. The low productivity
inherent in these sectors will make it difficult mployers to deal with the cost-
pushfulness without accommodating government padiciversen and Wren 1998).

In a country where wages have already been pooritralled, the pressure for
cost control will be even greater. There, any cargd trend of high wage costs will
further deteriorate the already fragile profit b&seemployers, which will also worsen
the already insecure job situation of workers. Adowly, as previous studies argued,
there will be a broad consensus among economicsaittat their economy is in a deep
crisis and wage costs must be controlled tightlgebout of the crisis (Crouch 2000;
Baccaro 2003).

2.3.1. The mediating effect of monetary commitment

How will employers respond to this urgent call émst control? Here the
hypothesis of capital openness will suggest th#hoise employers are already mobile,
then they will use their power to de-coordinatewage-setting process to save wage
costs. One problem with this, however, is thatitiggothesis focuses only on the long-
term potential benefits of the market-oriented mef¢Calmfors and Driffill 1988; Crouch
1995; Soskice 1990). Depending on what happensgitine period of transition,
however, it is always possible that employers meelto re-consider their initial
decision.

Of crucial importance are how long it will take bed the expected disciplinary
effect is realized and how costly the transitiol . If wage costs fall immediately or,

even if not, employers can complete the transitwdhout further increase in their wage
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costs, they will find no problem with adhering beeir initial choice. If the transition takes
time and wage costs also increase during the permslever, employers will have to
have second thoughts. This sensitivity to the stesrh performance is because of their
urgent economic situation. They have already sedférom the chronic problem of high
wage costs. Now wage costs increase even furthewfag the institutional change.

Even worse, they have to bear all these costsdiyigblves because their government
cannot provide any compensatory measures for thieer this circumstance, employers
will find they are in a really serious financiatess. They will thus be pressed to search
for a quick solution to reduce their burden. Ongyemay to do this is simply to withdraw
from their initial attempt and save the transiteasts. They will then be able to search for
a new solution to the chronic wage problem.

In the meantime, we have a quite different situatidhe government can still
provide flexible policies, such as currency devatmand monetary/fiscal stimulation.
True, the government’s support can hardly be fadignpensatory (Cukierman 1992). This
is because any atrtificial policies aiming at macm®mic accommodation will also
facilitate inflation expectation among the pubiidyich will weaken the effectiveness of
those policies in the long run. Accordingly, evea employers with generous policy
benefits will not be able to avoid a difficulty dealing with their chronic problem of high
wage costs. Government intervention, however, cakenmotable difference in the short-
term management of economic turbulence, in whiehgitvernment does have clear
informational superiority over the public. In tlsgidy, | argue this effective intervention
helps employers adhere to their initial decisioande-coordination.

Let’'s suppose that wage costs happen to fall, ast do not increase during the
transition. Then the employers’ financial positiwiti improve immediately or, even if

not, will not worsen. No additional government aocoodation will be even necessary in
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this situation. But what if wage costs increaseardythe transition? Will the employers
suffer from these additional costs? The answeois his is because their government
can provide various compensatory measures to hetp tleal with the costs. These
policy benefits will also be generous, regardldsgovernment partisanship, given that
any government is well aware that shrinking busreegivity will dampen its electoral
prospect by worsening the national economy (Gat@98, pp.28-31). Under this
circumstance, employers will find no compellingsea to reconsider their initial
decision for de-coordination. They will maintairethstance as long as they believe in the
long-term benefit of the market-oriented reform.
2.3.2. Sources for the unsatisfactory performanceithe transition periods

Are there any reasonable grounds for the concerthépoor short-term
performance on the path to de-coordination? Heeipus studies do not help much
because they are primarily interested in the largitequilibrium performances of wage-
setting institutions (See Iversen (1998, pp.17&88) Traxler and Kittel (2000) for good
summary). Because the short-term performance cdoreabalyzed in the same way as
the long-term performance is, we need a discughiains dedicated to the specific issues
that arise during the time of institutional fluiit

Here | suggest that we should look at the reactimm the major union actors.
First, there are high-level union organizationsusually the peak union confederations,
industry unions, or their cartels --- who have eyaghin wage negotiations with broad
coverage. Obviously, they lose power in the wakdestoordination because the change
reduces the room for their engagement in the naltage-setting process. Not only do
their voices not draw as much attention from emgisyas before, but they also lose
much of their previous control over lower-level oms. This, however, does not mean that

they will soon disappear from the scene of indabtelations (Traxler 1995). Rather, they
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will still function, desperately trying to resistd institutional change and also re-tighten
their control over lower-level unions. To promadbéstgoal, they will find the strategy of
wage militancy to be attractive. If successful ythall be able to punish employers by
increasing the financial burden for the transitibower-level unions will also be satisfied,
finding that their wages can still be kept saferfrihe market discipline even after the
change to de-coordination.

Next, for lower-level unions, the institutional cttge means more freedom from
the upper-level guidance. Especially for large-di@rions with strong organizational
power, de-coordination provides a golden opponyutaitmaximize their short-term wage
gains. Previously, their potential for wage pusts wemehow underexploited because the
upper-level negotiators --- regardless of how ¢ifecthey were --- were concerned that
the egoistic behaviours of these unions would g#asgger nation-wide wage inflation.
In the new system, however, these unions are tasstrained by this public-minded
concern. They are just in a better position to $ocn their short-term gains.

It is not difficult to understand that the inteiaass between those short-sighted
union actors will result in a delay in peaceful wagoderation. The upper-level unions
and/or other strong lower-level unions will take thitiative for tough wage bargaining.
This militancy will then spread to other unionsaaguideline for the given bargaining
round. The situation will even worsen if the protive capacities are distributed
unequally across the companies and sectors (TrambteKittel 2000), if the workers in
certain companies or sectors possess scare spediakills (Walsh 1993), or if there are
sizable public sectors which are not exposed tartheket competition (Garrett and Way
2000). Not only can unions in more productive,Isktlarce, or protected sectors or
companies claim higher wages easily, but othernsare also pressed to keep up with

the rising wage standard. Unless all these probEmmsesolved simultaneously, which
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may be difficult in a short time, the wage-settprgcess will be put under serious stress.

2.4. Boolean Dichotomous Analysis

To test the claim developed so far, | adopt a Bmoleomparative analysis
technique. This choice is justifiable because tle¢hod allows us to deal with the
necessary/sufficient types f causality in a lathan small-N setting. Designed for
probabilistic causality, statistical analysis imgeally not suited for testing these types of
causality. Small-N analysis may do better, but pradlem here is that it has strong
restriction on the sample size. That said, thezeadew more specific issues which
support the use of the Boolean analysis. Firstliggissed in detail in the measurement
section, all variables are specified dichotomoushis study. Capital openness is high or
not. Wage costs are controlled poorly or not. Manetommitment is present or not. And
the wage-setting process is de-coordinated oAted, the nature of the causality driven
by those independent variablex@junctura) in the sense that the variables produce an
expected outcome only in a certain combinatiorh@digh the statistical analysis can deal
with these challenges by dichotomizing the varigfaled introducing their various
interaction terms in the estimation equation, alBaw analysis can address these issues
in a way that fits better with the nature of neeegisufficient causality (Hicks, Misra,
and Ng 1995; Mahoney 2007; Ragin 1987).

Usually a Boolean analysis begins with dichotommgsasurements of the
independent and dependent variables, which oftearaoore than several cases
depending on data availability. It then preserds-galled truth table in which the
presence or absence of the expected outcome edlitakvarious combinations of the
independent variables. Checking that all these aoatibns are theoretically exhaustive

and also do not produce contradictory outcomestfier words, each combination must
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produce only one of the dichotomous outcomes, atht)bthe analysis then moves to the
next stage, where the empirical associations argrerized into certain
necessary/sufficient types of logical relationsstiany redundant independent variables
or their combinations --- whose presence or absdaes not make difference in the
logical relations with the dependent variable re @liminated. This will make the logical
expression more parsimonious. Then, the final lmgielations are derived by using the
logical “and(x)” or “or (+)” terms. For instance, anytime we find a suéidi condition,
we express it by identifying a single variableti€ outcome is caused solely by this
variable) or a list of variables which are linkedéther with the logicaldhd (x)” terms

(if the outcome is caused jointly by these varigpl&hould we find more than one
sufficient condition, then we link them togethetiwihe logical br (+)” term to reach a
final expression of the necessary and sufficielatiship.

Note that in this study | do not search for muéiplfficient routes for de-
coordination. Rather, | am interested in full sfieation of one sufficient route, without
claiming that it is the only possible route to dexaination. More specifically, | build on
the previous hypothesis on the combined effecapftal openness and poor wage-
coordination. | then show that this combinationgioet yet provide a fully sufficient
route for de-coordination, unless further joinecttvy variable of European monetary
commitment. To test this, | present all theoreljcpbssible combinations of the three
variables; produce a truth table in which theselmoations are linked to the dependent
variable in various ways; and derive a final logegoression which summarizes these
associations. To compensate for this rather nausewof the Boolean method, as well as
to confirm the robustness of the empirical findihgrovide another Boolean analysis by
utilizing several alternative variables whose @fere specified independently of those

which were used in the original analysis. | shoat thone of these alternative variables,
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individually or in combinations, produces the outeoreached by the original analysis.

The Boolean approach, however, is not without gakproblems. First, the
dichotomous measurement is not free of arbitrasimesletermining specific cut-offs.
Second, the truth table and its logical inductiom <till ‘associational’ in their nature,
meaning that they do not fully reveal the real ehuslationships among the variables
involved (Rueschemeyer and Stephens 1997). To ssltliese problems, | will
complement the Boolean analysis with brief his@reomparative accounts for the
sample European countries. In doing so, | will shibat the dichotomous measurements
were not arbitrary and the relations among thealdes also had real historical grounds.
2.4.1. Sample and coverage

To obtain a sample of developed European countm&sscreening criteria are
adopted here. First, they should have the EU meshiein the 1990s. This reflects the
fact that European integration up until those ygas mainly an agenda within the
developed Western Europe. Second, the countrieshtsuld be covered by the publicly
available pooled time-series data which provide parable measures for the dependent
variable. Applying these criteria leads to the st of eleven European countries:
Austria, Belgium, Denmark, Finland, France, Germamyand, Italy, the Netherlands,
Sweden, and the UK.

The analysis then covers these countries mainiy tiee 1970s to the 1990s,
when the level of capital openness was high or égde high in most of the countries
(Eichengreen 2008). The pre-1970 and post-200@¢eare also examined, but only
briefly due to the limited data coverage for sorag kariables. The earlier period is
examined as a part of the main analysis, becaukeeitsifies the sample by adding a few
more cases of low capital openness. The recerdgydrowever, does not bring such

benefit because the previous periods provide enexghples for all the theoretically
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possible combinations of the independent varia®lesordingly, this period is examined
in a separate section after the main analysisngteted. There, | present various
configurations of the independent and dependerivas in the early 2000s, using the
same or other alternative sources of the datan finow that my claim is supported even
in this extended period.

Finally, it should be noted that the analysis cevbe Swedish case only from the
second half of the 1980s. This is because the Sidnteakdown in the early 1980s is not
relevant for the hypothesis testing. This studpiterested in the combined effect of high
capital openness, poor wage coordination, and Eamponetary commitment. Yet, the
Swedish breakdown is known to have been drivenifiigrent combinations of causes, as
discussed previously.

2.4.2. Measurements

The dependent variable of the analysis is de-coatitin of wage-setting, led by
employers. This change should be long-lasting watt@ing reversed during a given
period of analysis. To detect such a change, tselee of the major quantitative
indicators of wage coordination, and take the feitgy steps for operationalization. First,
| check if the data series exhibit only one unidii@al change toward de-coordination
during the period of analysis. If so, | check witlevious expert studies to confirm that
this change was indeed led by employers. Evererktis no clear pattern from the data
series, | still consider de-coordination to takacel! if expert studies report any substantial
change toward the direction, although not captbethe chosen indicator.

There are two publicly available measures for wamggrdination, which were

developed by Kenworthy (2001) and Nickell, Nuniaizand Ochel (2008).Nickell et al.

Traxler, Blaschke, and Kittel (2001, pp.149-61)patsovide a measure, but this is not
considered here because the data structure isocat@gand thus eliminates the
possibility of ordered comparison.
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created their data by focusing on the involved mttmmmitment to collective wage
coordination, in a continuous scale from 1 to 3t 8problem here is that this measure is
not free of measurement errors because the da¢s sesre created by the authors’
subjective judgments (Kenworthy 2001). Kenworthgids this problem by focusing on
certain clearly institutionalized aspects of wagerdination. He pays attention to such
characteristics as government arbitration, patsetting, peace clauses, etc., and
produces a discrete date series which runs fron{aseo coordination) to five (as the
highest coordination). Appreciating this improvetiability, | adopt his data to measure a
change to de-coordination.

Turning next to the independent variables, capip@nness is measured by
Quinn's index for foreign exchange liberalizatiQuinn 1997). His measure runs from 0
to 4, reflecting the severity of taxation and légaministrative regulations on foreign
currency exchanges. More specifically, the scor@ i&presents complete control of the
exchanges, in which transactions are rarely apprane, even if so, all received foreign
currencies are to be surrendered to the governawthority. The score of 1 represents
guasi-complete control, in which currency excharayesapproved occasionally but on
the condition of surrendering all the receiptshi® authority or paying heavy taxes. With
a score of 2, the situation improves because exgsaare now frequently approved or
free of regulation. But actual transactions aréwtider serious restriction due to heavy
taxation. With the score of 3, the foreign exchamgeket is significantly liberalized.

Now, currency exchanges are not subject to anyozppas long as they are only
moderately taxed. With a score of 4, approval isrequired and there will be no taxation,
either.

In light of this description of the data, | choke score 3 as the cut-off for high

capital openness. With only limited or no taxatwnforeign currency exchanges, along
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with no requirement of legal/administrative appipeapital owners will be able to
(re)locate their assets freely across nationaldrsrdds shown in Table 1, a majority of
the sample countries (Belgium, Denmark, Francenfaay, Italy, and the Netherlands)
have had their scores equal to or higher thanhitesiold point since the 1960s. Ireland
(IMF 1976, pp.245-8) and the UK (IMF 1980, pp.420Jdned them in 1975 and 1979,
respectively, by further liberalizing outward dit@evestments; Austria reached the cut-
off in 1977 by further liberalizing inward direetiestments (IMF 1977, pp.51-5); and
Sweden (IMF 1981, pp.393-7) and Finland (IMF 1990160-3) reached the point in
1980 and 1989 by liberalizing both their inward andward direct investments.

Next, the commitment to European monetary integnait measured by a
country's participation in an anti-inflationarynsmational monetary regime in Europe, in
which the currency of the county is formally ortuailly fixed to a foreign base currency.
Among the eleven sample countries, Austria, Germnamy the Netherlands began their
commitment earliest by forming a core monetary groght after the Bretton Woods
system collapsed in 1973. Belgium was also pathisfgroup, but its commitment was
steadfast until around 1980 (Hemerijck, Unger, ¥isgder 2000; Kurzer 1993, pp.159-63,
217-43). Note here that in none of these casemtretary commitment was based on
formal institutional arrangements. The Snake in1i#®é0s and the EMS in the 1980s, in
which other EC countries also participated, weitessift and flexible in their
coordination mechanism. That is, they allowed tkehange rates of the member
currencies to change frequently via negotiationr@megotiation of their target rates as
well as the bands of their permitted fluctuatiddader this circumstance, any successful
monetary commitment had more to do with domestlcp@reference for price stability
within the participating countries. The unique emmic situation shared by these

countries, that their economies had already beeplgéntegrated into the German
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regional economy, made their commitment even miataes (Hemerijck, Unger, and
Visser 2000).

Entering the second half of the 1980s, many otheofgean countries began to be
seriously interested in the idea of anti-inflatipnmonetary coordination (Eichengreen
2008). Some countries, such as Denmark, Francdya@add, did so in their explicit
aspiration to join in the emerging EMU. Finland, &len, and the UK were outside the
EMS, but still could coordinate their policies sessfully with the EMS countries.
Between 1987 (immediately after the coordinated ERMaluation in January) and
1991 (preceding the ERM crisis in 1992), there werattempts at major devaluation by
any of these countries (except for the Finnish bigteon in November 1991, which was
precipitated by the exceptional pressures fronSindet meltdown and the banking
sector crisis (Kauppinen 2000)). Their currencies aemained stable within a narrow
band of fluctuation. As attested World Development Indicatofseveral years), their
currencies fluctuated on average within the 3% maagainst the German mark, which
was not so different from the 2.25% margin for ¢herencies in most EMS countries.
Lastly, Italy joined in the integration processlamuary, 1990, by tightening the margin
for the lira’s fluctuation from the previous 6%ttee standard 2.25% (OECD 1991c,
pp.11-8).

European monetary coordination continued to beessgfal in the 1990s, although
temporarily disturbed by the 1992 ERM crisis. Hagain, the formal EMU membership
did not matter much for actual coordination. Acéogdto theOECD Economic Outlook
(several years), both the insiders and outsidetiseoEMU could manage their exchange
rates tightly against the German mark. For instatieecurrencies of eight EMU
countries in the sample (Austria, Belgium, Denmé&ikjand, France, Ireland, Italy, and

the Netherlands) were depreciated on average tolyt®.6% in the second half of the
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1990s, as compared to the first half. The currencfehe two outsiders, Sweden and the
UK, were even appreciated 2.2% during the samegeri

Finally, the performance of wage cost control iaswed by the real trend in the
national wage costs. This trend is then evaluaydddking at the overall business
climate in a given country. Here the rationale gag$ollows. Suppose that businesses are
running well in a country. Then, unions will teradush for relatively high wages
without worrying much about their job situationsnfoyers will also consider this
militancy as acceptable because their busineseestitithriving. In this situation, we
may not consider a trend of high wages as an itidicaf poor cost control. However,
the situation changes if the business climate tpaws. Employers now are put under
serious financial stress and can no longer affagd twage costs. In this situation, wages
really need to be tightly controlled. Any failurethis will clearly indicate that wage costs
are not in good control.

Building on this insight, | adopt two indicators fwage costs: the overall wage
increases in all private sectors net of inflatiod @roductivity, and the work days lost per
100 workers in a year. The former is drawn fromesalveditions oOECD Economic
Outlookand the OECD online database (http://stats.oedavbag/Default.aspx). The
latter is drawn from Huber et alGmparative Welfare States Data Gdtiber et al.

2004). These indicators are then evaluated in casgrawith the real GDP growth
(evaluated at the German mpand the unemployment rates, which reflect the divera
business climate in the national economy (all drénem Huber et al.’s data). Here the
point of interest is the movements of the costdattirs at a time when the growth is low
and unemployment is high. This macroeconomic sanauggests that employers have
serious problems in investing their resources andghworkers --- due to whatever

supply/demand-side issues in their economy. Towghlthese difficulties, both the cost
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indicators have to be controlled very tightly.

One challenge to this measurement, however, istbaefine the threshold point
for each of those indicators. How low should thereenic growth be? How high should
unemployment be? And, to deal with these econoifficudties, how low should wage
increases and workday losses be maintained? Alethaestions must be answered in
relative terms, and for this purpose | proposefdliewing operational criterion. Wage
costs should be in poor control if the macroecomadndicators are worse than the
European average but the cost indicators are niottanaed better than the European
average. In all other cases, the situation willlifierent. Those indicators may be in
mixed shape (some being better and others beingevtban the European average), all
around the average, or all better than the avetadhis situation, employers may not be
strongly motivated for changing their wage-setjingcess. They will just consider that
their wage costs are only under mild stress or @avgood control, or somewhere in the
middle.

2.4.3. The result of the Boolean analysis

Table 2 summarizes the outcome of the dichotomaessarements (detailed
justifications for these are provided later in deenparative historical analysis sections.).
From groups A to D, in which capital openness ghha total of seventeen country cases
are examined. Out of these seventeen, AustriatentdK drop out due to certain issues
regarding the dependent variable (also discussed.ldhe country cases with low
capital openness are examined in groups E to Hadiais extensively as the former
groups. This is because, except for Finland, thedrods are concentrated in the pre-1970
years, for which only limited data are availableefiefore, these countries are examined
only briefly by relying on the judgments and finggof previous expert studies.

From this table, the variable Bligh Capital Openness given the score of 1 if
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Quinn’s index of capital liberalization is equaldogreater than the value ofl3ack of
Monetary Commitmens given the score of 1 if the government is nohouotted to
monetary integratiorRPoor Coordinations given the score of 1 if wage costs are
controlled poorly. The dependent varialilecrease of Wage-Setting Coordinatitn,
given the score of 1 if employers succeed in detngahe level of wage coordination.

Notice here that groups G and H are logically megless. This is because the
combination of strong monetary commitment and layital openness, as shown there,
cannot last in the long run. Suppose that a govemimas decided to adopt a fixed
exchange rate policy when there are still conslalergestrictions on cross-border capital
transactions. Then the government will find a gopgortunity to keep the exchange rate
safe even without constraining its temptation f@cneeconomic accommodation. This is
because although these expansionary policies matyce inflationary pressure, the
restriction on capital mobility will still help thgovernment defend its currency by
constraining capital exit (Frieden 1991). In thedaun, however, domestic inflations
under a fixed exchange rate regime will producedwrerse effect on the balance of the
economy by reducing exports and increasing impddsddress this problem, the
government will have no other choice but to abantierfixed exchange rate and devalue
its currency. Where capital openness is high, hewele situation is quite different.
There, any accommodating policies trigger capitéland threaten the fixed exchange
rate in no time (Frieden 1991). Disciplined by timstantaneous chain of pressure, the
government will be better able to resist its teriptafor accommodation and thus defend
its currency.

Now summarizing the empirical associations in Tahlthe combinations of the
variables in groups Ato F are all theoreticalljhaustive and empirically supported. They

also do not produce any contradictory outcomeshf®rdependent variable. We then find
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the change to de-coordination takes place onlyonmA, in which all the three
independent variables have the score of 1 at time $iane. If this is not the case, as
shown by all the other groups from B to F, the ggadoes not occur. Therefore, the final
analytic expression for the sufficient effectlEECREASE OF WAGE SETTING
COORDINATION = HIGH CAPITAL OPENNESS x POOR COOR®INON x LACK
OF MONETARY COMMITMENTN which the variable names in upper-case letters
denote the presence of the variables. Of courseeipression may not exhaust all other
possible routes to de-coordination. However, itsdovide good support for the
hypothesis in this study, by showing that the camabieffect of high capital openness and
poor coordination holds only if the governmenta committed to monetary integration.
2.4.4. Alternative hypotheses

To check the robustness of this finding, | now exenseveral alternative
hypotheses in another separate Boolean settingfothis here is to see if these
hypotheses can add any alternative routes to ttteme reached by the previous
Boolean analysis. If so, that previous analysis be&lchallenged. If not, it will be
strengthened. The first alternative hypothesisasvd from the neo-corporatism
literature: strong left power, as shown by strongpns and/or leftist parties, leads to a
high level of wage coordination due to their concler compressed but moderated wages
(Korpi 1983; Stephens 1979). The second hypothesis employer-centred one: the
presence of well-organized employers leads to la leigel of wage coordination as they
attempt to promote diversified quality productiarni@take wages out of competition
(Soskice 1999; Swenson 2002). The third is a hygsitiregarding trade dependency: a
high level of trade dependency promotes conceatratf national productions for the
sake of specialization, which then encourages gtasganization of employers and

unions and, finally, leads to a high level of wagerdination (Katzenstein 1985). The
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fourth hypothesis concerns the effect of publid@eexpansion: the growth of the public
sectors which are less exposed to market competitimkes it difficult to coordinate the
wages between these and other more market-exposatepsectors, leading to a
decrease in the level of collective wage coordoma{Garrett and Way 2000; Pontusson
and Swenson 1996).

Of these four hypotheses, note that only the lastdeals with the change of de-
coordination explicitly. The first three are momncerned with the historical origins and
long-term duration of high-level wage coordinatiamich may not be directly related to
the subject of this study. However, they still pdeva reasonable implication by
suggesting that any decrease in those variableklwesult in a decrease in the level of
wage coordination.

With regards to operationalization, the power @ lgsft is measured by the non-
weighted sum of the standardized union densitytaegtandardized left governing
parties' share of the parliamentary seats. Trapgerakency is measured by the trade ratio,
which is the sum of exports and imports as a sbitiee GDP. The size of the public
sector is measured by the share of public civiéiarployees in the total working
population, aged between fifteen and sixty-foul.thése data are drawn from Huber et
al.'s dataset. Finally, employers' organizatiomalgr is measured by Traxler et al.'s data
on the authority of business confederations (Tradmschke, Kittel 2001). In creating
the data, they broke down various activities of lExygrs' confederations into several
distinct categories, ranging from formal represtoieto general consultation,
coordination of collective bargaining, and signofgollective agreements on wage or
other work-related issues. For the purpose of diperaization, | give the measure a
score of 0 if employers' confederations play ohly tminimal roles as shown by formal

representation and general consultation, 1 if drdederations actually coordinate
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collective bargaining, and 2 if they can sign odilee agreements on behalf of their
members.

Table 3 provides summary statistics for these t&egfor the same countries
appearing in groups A to D of Table 2. Those irugoE and F are not covered because
of missing data. This, however, does not creat@bl@mn because the focus of analysis
here is to check if the alternative variables candpce any new routes to the four
breakdown cases as shown in group A in Table 2.

On the right side of the table, all the alternatn@ependent variables are
dichotomized for a Boolean comparison. The openati&ey is to compare the average
scores of each variable between the first-halfssewbnd-half of the given period of
analysis. If these scores changed in the hypotbeslirection, then the variable is given a
score of 1. If not, it is given 0. This way, thentimies ofDecrease of Left Power,
Decrease of Business PowandDecrease of Trade Ratare given a 1 if the averages of
the left power index, Traxler's business confedenadata, and the trade ratio decreased
during the perioddncrease in the Public Sectm given a 1 if the average public
employment increased.

Looking at the truth table in Table 3, we find digernative variables fail in
adding new sufficient routes for the four breakdaases. Individually, only the variable
Increase in the Public Sectbas a necessary relationship with the dependemathlar
Decrease of Left PowandDecrease of Business Powave neither a necessary nor a
sufficient relationship with itDecrease of Trade Ratdpes not change from the score of
0, which makes it impossible to test its effecteiflinteraction effects are also very weak.
First, the combinations are far from being exhaestproducing only six out of the
sixteen possible paths. Among them, only groupofiypeces a sufficient route to the Irish

breakdown (Even then, the theoretical rationalgH combination is not clear.). Group
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5 includes the rest of the breakdown cases, bsitcttegory is self-contradictory because
the same combination of independent variables megithe two different results for the
dependent variable. In these situations, any mgariBoolean induction cannot be

made.

2.5. Comparative Historical Analysis: Before Monetay Commitment

The results of the Boolean analyses so far havérowd the claim of this study,
that employers choose to de-coordinate the wageg@rrocess when the following three
conditions are met simultaneously. Capital openshssild be high, wages should be set
with poor coordination, and the government showltdbe committed to European
monetary integration. The comparative historicallgsis in this and the next sections
provides further support for this. More specifigathe analysis focuses on those cases
from groups A to D in Table 2, in which the levéloapital openness was all high. It then
highlights the mediating role by European monetatggration in producing the outcome
of de-coordination.

Before the main analysis, let us briefly discussdhses appearing in groups E
and H. In all these cases capital openness was betlow. The government also was not
committed to anti-inflationary monetary integratidine only source of difference among
them was the performance of wage cost control. Wage poorly coordinated in group
E, which was shown by the case of the UK in theO%96 which strong company-level
unions took a militant approach in their wage negiains (Hall 1986, pp.49-99; Scharpf
1991). But there was not yet a Thatcherite attacthe collective bargaining system in
this period. Rather, industrial actors and the gavent searched for a collective solution
and tried to address the problem of wage inflatipmeans of nation-wide wage

guidelines. In group F, wage costs were contrddleiter. Among the good examples was
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Austria until the 1960s which boasted one of Eupest performances on wage
moderation (Traxler 1992). Finland until the edr®80s also fell into this category.
Although its wage costs remained high, they walkasticeptable to employers given the
health of the nation’s macro-economy (Kauppinen(20As expected, there was no
attempt at de-coordination in these cases.
2.5.1. Configurations of the variables

Let us now look more closely at the country caseshich the level of capital
openness was high. We begin with those cases ichvthe governments were not
seriously committed to European monetary integnati®od examples include Denmark,
Ireland, Italy, the UK, and France from groups Al @&in Table 2. In all these countries,
the scores of Quinn's index were ‘3’ or higher tlgloout the period (Denmark, France,
and Italy), or had been lower but reached at lgadtlevel before their wage coordination
systems changed (Ireland in 1975 and the UK in 1979

With regard to the period of analysis, the coustrnere examined within the
years of 1970 to 1985. The start year reflects dasalability, and the end year reflects
the fact that the governments in those countrigaubéheir earnest monetary commitment
from the second half of the 1980s. Within this mawim range of period, the specific end
years were determined by looking at whether orancitange for de-coordination
happened during the period. If so, which was truBeénmark, Ireland, Italy, and the UK,
the end years were when those changes took pfatat, k.g. France, the end year was
1985. This periodization helps highlight the colat®n of independent variables which
promoted the employers’ decision for de-coordimatio

The upper section of Table 4 provides summaryssiegi for Kenworthy’s wage
coordination index and other performance data ogeveast control in the five countries.

We find that the level of wage coordination deceglafsom thestatus quaf the 1970s in
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all the countries except France. In Denmark andnce Kenworthy’s data exhibit clear
unidirectional changes which all took place in 19%81Denmark, centralized government
mediation broke down in that year, and was repldgea new system of industry-level
coordination (Due et al. 1995; Wallerstein and @al@000). The Irish wage-setting
system, which had been centralized at the natienal throughout the 1970s, also
collapsed to the company-level in that year. Algjiothere remained some weak
characteristics of pattern-setting in the procéssage negotiations, the system remained
basically company-based until it began to be reraéped at the end of the 1980s
(Hardiman 1988; O’Brien 1981).

The situations in Italy and the UK were more cogtied because Kenworthy’s
data did not exhibit clear patterns of de-coordaratHere Kenworthy’s scores for the
beginning and the end years of the period weresdnee (‘2’ for Italy and ‘1’ for the UK),
although there were some notable spikes in betweamialy, this reflects the fact that
the traditional company-level bargaining, which l&&n coupled with strong
legal/administrative regulation, was interruptediwg short-lived episodes of centralized
wage coordination in the late 1970s and the e&@803%. In the UK, there were a series of
governmental intervention and tripartite pact frb866 to 1979, which were attempted as
an alternative to the previous pure company-leaegj@ining (In this sense, the score of
‘1’ in the beginning of the 1970s was exceptiomalthis experiment period.).

After these experimental periods of centralizedrdoation, however, expert
studies suggest that the wage bargaining procdsstimcountries became more
fragmented than in the pre-experiment periodshénUK, Thatcher’s victory in 1979 led
to a company-level system in which the wages feunionized workers began to be
determined via individual negotiations with managénus bypassing the system of

union-based collective bargaining (Edward et a8 3Vaddington 2000). In Italy, the
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company-level tier in the national wage-settingeaysbegan to assume a more prominent
role than before. Employers led this process,lastibted by their repeated challenge to
thescala mobile-- the national wage indexation formula which pdad a nation-wide
universal floor for wage increase (Regalia and Riet®98). This trend of de-

coordination in the private sectors then spilt anéw the public sectors. Strong

syndicalist movements, as illustrated by the Calbarugroup, emerged as the antithesis
of established union associations. They invigor#étedvoices of grassroots unions at the
workplace level and promoted decentralization enghblic sector (Visser 1996).

In all of those four countries, previous experdgts suggested that the chronic
problem of high wage costs throughout the 1970stivagrimary factor that interacted
with the pressure of capital openness to produeeliange of de-coordination. This is
clearly supported by the trends of the macroecoo@mil wage cost data which are
presented in Table 4. There, the GDP growth andhpfeyment in the four countries
were all worse than the average of all sample Erapgountries, as shown in
parentheses. The Danish figures did not look t@b Bat a problem with the country was
that its economy was declining so sharply in the 1#70s. Growth and unemployment,
which had been 0.5% and 2% in the first half ofdkeade, worsened to -4.8% and 7.5%
in the second half.

Despite all these macroeconomic difficulties, hoarewage costs in none of
those countries were controlled tightly. Insteadge/increases and workday losses were
all higher than average. Again, Denmark looked pttogal. Besides the workday losses,
however, the low figure for wage increase was dug series of real wage freezes in the
late 1970s, which were imposed by Parliament #fi@iunions' refusal to accept the state
mediators' wage proposals. From the viewpoint afiflaemployers, unions were still

not cooperative enough (lversen and Thygensen 1998)
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2.5.2. Performances of wage cost control after deardination

An interesting question is what then happened #fieeattempt of de-coordination.
The answer is that the movement of wage costsdatidheet the employers’ expectation.
The economy continued to perform poorly (exceptdenmark which will be discussed
separately later), but wage costs were still orridee

Looking at the five-year periods after the charige,GDP growth and
unemployment in Ireland, Italy, and the UK all aooed to be worse than the European
average. The Irish figures were -3.0% and 15% BR1P986, which were worse than the
-1.7% and 8.4% at the European level. The Italigurés were 0.7% and 9.5% in 1985-
1989, whereas the European figures were 1.9% &8d.1n the UK the situation looked
better because the GDP growth in 1981-1985 didtheaEuropean average (-0.4% vs. -
1.6%), although unemployment still remained wo€®29% vs. 8.1%). This performance,
however, was due to the short-term stimulativectifeeated by the banking-sector
liberalization in 1980 (Rhodes 2000). Banks begagxpand their loans to private actors
at an unprecedented scale, which then boosted c@nsiemand even without real
improvement in the national employment. The groxatie in 1980 and 1981 was 7.6%,
which was much higher than the European averagerét. But this boom did not last
long. The growth soon decreased to -2.1% betwe88 aad 1985, which became lower
than the European average of -1.8% during the smmed.

Despite these poor economic climates, wage costs mat controlled tightly in
the post-transition period. Apparently, there wasme signs of improvement. As Table 5
shows, the non-standardized figures of wage ineseasd workday losses improved in
all the three countries (Ireland, Italy, and the)Ukhen we compare the five-year periods
before the transition. However, these figures weoee misleading than revealing the

truth because the European average was also inmgrdurring the periods. The
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standardized figures will address this problem éytwlling the common European trend
out of the country statistics.

As it turns out, relative improvements took placdreland and Italy. Wage
increases and workday losses were all moderatesidsyably. However, these results
were mainly driven by a few years of good perforoemmmediately following the
change. Wage costs then were rising sharply in tadintries. In Italy, 1987 marked the
beginning of the renewed wage militancy. Strongliotdector unions played a leading
role in the process, who were then under the stppegsure from militant grassroots
organizations in the decentralized bargainingrsgtiThey demanded rapid wage increase
to compensate for the previous few years of reglensgagnation. This then became an
effective guideline for private-sector negotiatidosyears to come (OECD 1987b, p.14;
Perez 2002; Visser 1996). Between 1987 and 19@0d#t year before the Italian wage-
setting system began to be re-coordinated undewaansterity-oriented policy regime),
the standardized wage increases were 0.0, up 0drnn 1985-1986. In 1990 only, the
increase was 0.8, which was higher than the avdoadbe pre-transition period. The
standardized workday losses also approached thepsdevel. It rose to 1.8 in 1987-
1990, up from 0.2 in 1985-1985.

The situation was quite similar in Ireland. In theginning, wage costs seemed to
be under good control. Especially important wasgibeernment’s intention to hammer
out tight wage settlements in the public sectosthen use them as an informal
guideline for private sector negotiations. Thisttgy worked well at first (Hardiman
1988; OECD 1982, pp.36-7). However, it soon beceretective, as the ICTU (the peak
confederation for Irish unions) continued to emrethe strategy of real wage increase
as a means to hold onto its influence on the natimage-setting process. De-centralized

unions in the private sectors also were increagingWilling to comply with the
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government wage guideline (Hardiman 1988; von Pzgnski 1992). Consequently, the
private sectors developed a separate pattern leictiwke bargaining, in which those
unions who happened to strike wage deals earliarsmformal tone for the entire
bargaining round. Beginning in 1985, the situati@came even worse. Being
disappointed with the previous few years of reajjevatagnation, public-sector unions
began to push hard for compensatory wage increleggovernment initially resisted,
but ultimately succumbed to their militancy (OEC885, pp.16-23). Consistent with this
historical development, the standardized wage asae in 1985-1986 rose to -0.1 from -
0.4 in 1982-1984 (although workday losses did mainge much). In 1986 only, the last
year before the Irish wage-setting system begde tee-coordinated under a new
austerity-oriented policy regime, the wage increasas 0.6, which was even higher than
the average for the pre-transition period.

In the UK, the situation was clearer than the otiver cases above. Although the
government held tight control over the wages fdsligusector workers, the wages in the
private sectors were on the rise immediately follmpde-coordination (Hall 1986,
pp.100-36). This was mainly due to the game otiredavage competition played by
unregulated company-level actors (Brown and Wa88i 1 Traxler 1995). Especially, the
unions and un-unionized workers in skill-scarce ufacturing sectors played an
important role in this syndrome of wage push. Thasether sectors then were put under
pressure from the call for fair wages, and hadito in the initiative for militancy (Walsh
1993). As Table 5 shows, both wage increases amkidayp losses worsened during the
five years following de-coordination, when compawgth the previous five years.

2.5.3. Governments’ responses
Interestingly enough, in none of these three caestlid the unsatisfactory

performance lead employers to change their indigglision for de-coordination.
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Employers had decided to change their wage-setyiatgms because they had been
disappointed with their performances. They theuwl loglto their decision even after they
found wage costs were on the rise following thengeaAs claimed by this study, this
attitude could prevail because their governmentsdcprovide them with various
accommodating macroeconomic policies to comperieatle difficulties that they were
encountering during the transition. Initially, gonments adopted non-accommodating
policies, which they crafted in response to the@rylong problem of wage-pushed
inflation. However, they gave up their tough pagitas they found that wage costs
continued to rise and worsened business activity.

The UK is one of the best examples to illustrate plwint, because its new
conservative government which took office in 19é8reed to have a really strong
ideological commitment to monetarism. After hercedeal victory, Thatcher adopted a
package of austerity-oriented policies, consistihgtable sterling and fiscal/monetary
restriction. Her purpose was clear --- fighting iagathe years-long problem of wage-
pushed inflations. However, while successful inoaeplishing this goal, her policies
were certainly not helpful for employers. This vespecially true for those in the tradable
manufacturing sectors, in which the rising wagesafier de-coordination added a
further problem to their already weak price compatness (Middlemas1991, pp.241,;
Pollard 1992, pp.380-1, 386). From 1980 to 198Rirfstance, the growth of the net
capital stock in these sectors turned negatives iMais quite a notable development,
given that the stock in the sectors had grown SiIg®@ECD 1983b, pp.41-7), despite the
challenge of wage inflations throughout the 19 Msanwhile, domestic service sectors
seemed to be in a better situation, especially #ftebanking-sector liberalization in
1980. Consumers’ demand improved, which even lethtmcrease in investment and

hiring in these sectors. However, this stimulagifect soon vaporized with rising wage
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costs in the early 1980s. Then a period recessitmwied (Rhodes 2000). Under these
circumstances, the CBI (the peak national confeaaber&or British employers) pressed
hard the government to change its hard-line posifilie confederation even began to
consider seriously the possibility of returninghe previous wage-setting system, hoping
that it would help moderate the unions’ militangyrbeans of national wage guidelines
(Middlemas 1991, pp.249-50).

After passing through the short period of tenstbe,government decided to
respond to the call for accommodation. More spealify, the government changed its
position in the areas of monetary and exchangep@ieies, although it continued to take
a restrictive fiscal stance especially on the gaygublic-sector workers (Hall 1986,
pp.100-36). From 1981 to 1985, the sterling wasatimd about 20% against the German
mark, which was greater than 16% of the averagbeo$ample countries. Given that the
UK was not within the managed exchange rate sysfdine EMS, there was no official
action for devaluation. The government simply lhet sterling float freely without taking
any defensive measures. The monetary policieschianged. Among the key issues here
was the choice of a money target index, which waédised as the reference point for
managing total monetary supply. Initially, the &trgvas set with the M3, which included
not only cashes in circulation but also all othedat instruments. Later until the mid-
1980s, the focus shifted toward cash in circulataiowing the credit side of the
monetary supply to expand without government supienv (Pollard 1992, p.384).

In Ireland and Italy the situation was similarhaligh not as dramatic as in the
UK. In Ireland, the new center-left coalition gorerent which took office in 1981
implemented a series of disinflation policies aignat fiscal scrutiny (via tight control of
pay for public employees), monetary stability (glieect guidelines for foreign and bank

borrowing), and exchange rate stability (O’Conno®2, OECD 1983a, pp.24-31). This
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policy initiative, however, produced serious tendior business activity at a time when
wages in the country were still not properly col even after de-coordination (Roche
1994). Investments declined sharply in all majatses in the first half of the 1980s.
Tradable manufacturing sectors were hit even hdréeause the trend of weak sterling
during the time led to informal appreciation of theh pound (OECD1983a, pp.15-9, 40-
1; OECD 1985, pp.38-9).

In response to these problems, the governmentissdtits policies toward
accommodation. While continuing its emphasis on etany stability, the government
loosened its policies in other areas (Hardiman 1988CD 1985, pp.16-23). In1986, the
Irish pound was devalued unilaterally against libéhBritish sterling and all other EMS
currencies. Fiscal scrutiny also weakened in ot@@rop up domestic demand.
Beginning in 1985, for instance, the governmerdvedld wages in the public sectors to
rise at least at the same speed with those inrthate sectors.

In Italy, the priority of government macroeconorpaicies was again the fight
against wage inflation. This had already been faadewed by the divorce of the Bank of
Italy from the Treasury in the early 1980s (Fermd Gualmini 2000), and continued to
be true even when wage costs began to rise sharf@887. The government reiterated its
commitment to currency stability. It even announagaan for budgetary consolidation,
aiming at a substantial reduction of the debt/Gati® by the end of 1992. As for
monetary policies, the government maintained higérest rates as well as its control
over bank lending to private actors (OECD 1990b3¢4Y, 44-52).

However, the trend of rising wage costs eventuallged the government to
change its course (Perez 2002). The lira was teealded unilaterally against all other
EMS currencies in January of 1990. Fiscal scrudilsp loosened significantly as the

government delayed the target year of the fiscatoldation. The monetary authority
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also began to take a more flexible approach taesteate fluctuation and bank lending
(OECD 1990b, pp.36-7, 44-52).
2.5.4. The Danish and French cases

In Denmark, another case of breakdown, the sitnatias quite different from the
other three countries discussed so far. True, wagts continued to increase after the de-
coordination, as shown by Table 5. This was dubdavage competition among de-
centralized bargaining units, mainly driven by @vwerheated construction sector and the
public sector (Benner and Vad 2000; OECD 1986&;{2ECD 1988a, pp.27-8).
However, the Danish economy at that time was retoyeat the fastest speed in all of
Europe (OECD 19864, pp.20-2). For example, dutegfitve-year period after de-
coordination (1982 to 1986), Danish unemploymentealose to the average of the
European average (8.7% versus 8.4%) and GDP gnadheven better (0.2% versus -
1.7%). Under this circumstance, the trends in thgencosts did not pose a serious
challenge to employers. The government also dideedta strong need for active
macroeconomic accommodation (Benner and Vad 20BC 1984, pp.8-14; OECD
1986a, pp.9-19).

Finally, France was the case in which ¢i@us quaf wage coordination was
preserved. The overall business climate of the wpuwvas not too bad, as shown by Table
4. The GDP growth and unemployment did not dewiaieh from the European average
in the 1970s and the early 1980s. Wage increasesiadre near the average, and
workday losses were even below average. Therdfueee was no strong need for the
French employers to embark on the project of dedination. In fact, the sense of a
French crisis became widespread only after theX@RDBs, when the inefficiency of the
state-led economy had been evident but the sdaiaflation policies failed to address it

(Hall 1994 Levy 1999, pp.23-56).
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2.6. Comparative Historical Analysis: After Monetary Commitment

Next, we deal with those cases where capital opswas high and there was
also strong government commitment to monetary natégn. \We have twelve cases from
groups C and D in Table 2. In all of them, the ssarf Quinn’s index were higher than or
equal to ‘3.” As for the monetary commitment, AistiGermany, and the Netherlands
started the process in the early 1970s when thidBré/oods system collapsed. Belgium
joined them in around 1980. Denmark, Finland, Feaheland, Sweden, and the UK
joined in the second half of the 1980s with theegarations for the EU or EMU. Italy
finally joined in 1990 when it narrowed the margirthe lira’s fluctuation in the ERM,
from the previous 6% to the standard 2.25%. Refiga¢hese different timings of
monetary commitment, these countries will be aredywith different start years. They
all, however, will be covered until the 1990s.
2.6.1. Configurations of the variables: the cased poor performers

Now we look at what happened in the countries weemnployers suffered
seriously from poorly controlled wage costs. Hére point of interest is whether or not
the employers responded in the same way as than the previous cases of breakdown.
It turned out that they did not. The following lmgtal analysis explains why they made
different choices.

Beginning with Italy, Belgium, and France, all frahe top of the lower section in
Table 4, the GDP growth and unemployment were atbe than the European average,
but the wage costs were not tightly controlleditéty, both wage increases and strike
activities were higher than the European averagBelgium, strike activities were fewer
but wage increases were higher. France seemedincaleetter situation because both of

these figures were lower than the average. Entéhnied 990s, however, this advantage
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weakened considerably. While strike activity conéd to be lower (2.6 days vs. 6.2 days),
the difference in wage increases became nil (-M85%1.2%). When standardized, the
wage figure in France was only 0.1 point lower th@maveragé.

In the Netherlands, the situation looked quitesiiéght because all the indicators
were in good shape. But this was true only on thitase. The indicators began
worsening sharply in the second half of the 19W@sch then became worst in around
1980. From 1979 (when the Dutch government realimegiconomic problems so
seriously that it decided to respond with an winaterity-oriented policy package (Visser
1990)) to 1981 (the last year before the pact cd3&naar), the averages for the GDP
growth and unemployment were —0.7% and 6.1%, réispéc These were not only
worse than the European averages of 0.5% and Su8i#tgdhe same years, but were
even worse than the country’s previous averagdsii970s, 2.8% and 3.4%. The Dutch
wage costs, however, were not controlled well. &ligh it was true that strike activities
remained low, wages increased sharply (Visser 1939&), the wage data for the same
period of 1979 to 1981 are of little use to show thend. This is because wages in these
years were set via parliamentary direct intervergtjavhich imposed wage freezes against
militant unions. Instead, a comparison of wagedsdaoetween the first and second halves
of the 1970s will provide a better perspective.iDgithat time, the wage figure rose from
—0.2% to 0.8%. This wasan even worse developmemnghat the European trend was
improving from 1.5% to —0.2% during the same pef(iblde Dutch case after the early
1980s will be discussed separately because itoetphas improved significantly since
then.).

In Finland (Kauppinen 2000), Ireland (Baccaro 20@8d the UK (Rhodes 2000),

2Even if we consider France to be a successful aasest control, this still does not
contradict our hypothesis because after all, teaéhr wage-setting system did not
change.
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the macroeconomic indicators were also in poor shegil the early 1990s, although
they all recovered thereafter. In the UK, both gloand unemployment were worse than
the European average. The Finnish figures had peed until the late 1980s, but
worsened rapidly beginning in around 1990 due éostiocks from the Soviet breakdown
and the banking sector crisis (Kauppinen 2000). @@wWth and unemployment, which
had been 1.9% and 4.5% in the second half of t88d,decame —4.7% and 13.3% in the
first half of the 1990s. These were clearly wotsantthe European averages of —0.6%
and 8.9% during the same period. In Ireland, unegmpént was the worst in Europe,
whereas the economic growth looked better. Butgrosvth figure was partly inflated

due to the superior performances of the experntetkforeign companies, which did not
have a close tie with the Irish domestic economyg@O 1983a, pp.15-9).

Despite all these economic difficulties, wagesone of these three countries
were controlled tightly. As seen again from Tahl¢éh Finnish figures were just mixed.
Even focusing on the first half of the 1990s, theadion was not much different; wage
increases were lower than the European averagé%-3. — 1.6%), but workday losses
still were far above the average (21.2 days vsdé&y&). The Irish figures were also
mixed. In the UK, both measures were not far fromaverages.

A striking finding here is that the poor performana those seven countries did
not result in de-coordination. Instead, the wagérgeprocess either stayedthe status
guoor was even more coordinated. In Italy, decentedlizargaining until around 1990
was re-centralized with a series of non-bindingdriite talks (Ferrera and Gualmini
2000; Regini and Regalia 1997). In Belgium, indgwvel bargaining which had been
mostly coupled with legal regulations and non-bigdcentral bipartite guidance was
replaced in 1981 by direct government interven{ircq and Pochet 2000). In France,

company-level bargaining which was coupled withalégdministrative regulations
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continued to be true, although with a trend of @asing flexibility in the system
(Goetschy 1998). In the Netherlands, industry-ldagbaining with strong
legal/governmental intervention continued until 29&hen it was replaced by another
industry-level system with non-binding central agnents (van Ruysseveldt and Visser
1996; Visser and Hemerijck 1997, pp.81-113). Indnd, the industry bargaining system
with non-binding central guidance continued witraater emphasis on peaceful wage
moderation (Kauppinen 2000; Kauppinen and Waddm@@00). In Ireland, company-
level bargaining with weak pattern-setting was eatcalized with a series of
binding/non-binding tripartite social pacts (Baeaa003). Finally in the UK, the
combination of union-based and individual negatiagi at the company level continued
without change (Waddington 2000).
2.6.2. Employers’ reactions to poor performances

Why did employers choose not to push for de-coatibn this time? From the
perspective of the hypothesis of capital openrtegsis a difficult question to answer.
Employers were suffering from high wage costs. €hmssts were even more difficult to
bear because the process of monetary integraiimmeates the possibility of government
accommodation to compensate for their financiatlbar In this situation, the hypothesis
would predict that employers would be seriouslgiiested in the project of de-
coordination to save their wage costs. The follgranalysis confirms that they did
attempt such a change (unless their recent expesdmd already demonstrated the
unsatisfactory consequence of such a change) hBytstoon withdrew from this attempt,
finding that wage costs were increasing after thenge but their government was not in
a position to help them out. They then either regdrto thestatus quo anter attempted
more coordination as a second-best solution forewcagt control.

The Netherlands, Belgium, and Finland provide tést lexamples for this
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reversion. Beginning with the Netherlands, the bigovernment began the monetary
commitment in the early 1970s. At that time, thedbwguilder was virtually fixed to the
German mark. Domestic monetary supply was als@puight restriction, although fiscal
policies remained moderately flexible in order éften the too strong deflationary bias of
those austerity-oriented policies. Here the govemira intention was clear: combating
the wage-pushed inflation that the Dutch econondydwdfered for a long time. This
commitment also looked credible given the closeneadc tie between the country and
Germany. The outcome of this initiative, howeveaswdisappointing. With the continued
failure in wage cost control, those policies leduxther squeeze of employers’ profits
especially in the tradable manufacturing sectoengelrijck, Unger, and Visser 2000).
Dutch employers responded with an attempt at wrdatle-coordination. The key
issue there was the automatic wage indexation flanmuwhich wages were guaranteed
to increase at least at the speed of domestidimflaBlaming this formula for the years-
long problem of wage-inflation spiral, employersided to abolish it unilaterally. They
then made their intention clear at the annual natiwage conference held in 1976
(Visser 1990). However, this offensive triggerestde responses from unions. The
national conference collapsed. Subsequent indiestsf-negotiations, which were called
to determine sectoral wages without any nationgeaguideline, were fraught with
tension. Strike activities soared, and wage in@gagere much higher than employers
had initially proposed (OECD 1978b, p.17). Worst geployers could not solicit any
policy compensations from their government. Theegoment had already shown its
commitment to macroeconomic austerity since thly d870s. Beginning in 1976, it
even strengthened its position by tightening gsdl policies, which had been managed
relatively flexibly to fend off the possibility afeflation (Hemerijck, Unger, and Visser

2000). With all these unfavorable developmentsetiheloyers withdrew from their
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attempt at unilateral de-coordination (Visser 199By then began to take a more
serious interest in nation-wide wage coordinatAided by strong government support
and also by unions’ increasingly cooperative algtLthis led to the historic national pact
of Wassenaar in 1982 (Visser and Hemerijck 1997).

The situation was similar in Belgium, except thanstituted its strong monetary
commitment in the second half of the 1970s. Offigiahe Belgian government had
adopted the same Dutch-style policy package ir#nly 1970s. In real terms, however, it
was more skewed toward Keynesianism because loé#gy reliance on fiscal
stimulation. The cumulative public debt throughthg 1970s was on average 63.6% of
the GDP, which was much higher than the averagleeo§ampled European countries,
42.6% (Armingeon et al. 2004). Entering the sedwaiflof the decade, however, the
Belgian government began to tighten its policy posiwith an explicit aspiration for
exchange rate stability (OECD 1977, pp.24-32; OBE®D8a, pp.26-34; OECD 1979,
pp.32-42). It introduced tight ceilings on publpesding, along with tax increases. The
monetary supply also became more restricted, vgtit interest-rate management and
other direct controls on credit and loans.

Because of the lack of effective wage moderatiomdver, these policies
produced a serious tension for business activiéjgiBn employers then responded in the
same way as the Dutch counterparts did. In anteffcgave wage costs, they launched a
unilateral attack on the national wage-indexatigsteam in 1976. Employers in the metal
and steel sectors played a leading role in thiensilve. They, however, failed to receive
full support from their fellow employers in othexctors, who were threatened by fierce
responses from unions. Strike activity soared aadges also increased higher than they
expected. Employers then withdrew from the atterzpd, joined in the government-led

process of obligatory national wage coordinationcfiet 2000; Hermerijck, Unger, and
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Visser 2000).

In Finland, the government instituted tight macreamic policies in the mid-
1980s, after the 1982 massive devaluation andercdintext of emerging EMU (OECD
1986b, pp.23-30). True, wage bargaining in the trguiid not adjust successfully to
these disciplinary policies (OECD 1988b, pp.22-EGI 1989, pp.19-20), but this
failure did not create an urgent problem becausd-thnish economy was still
performing well. A real challenge, however, camauad 1990 when the Finnish
economy was hit hard in the wake of the Soviet doginh and the burst of the financial-
sector bubble (OECD 1991a, pp.11-3; OECD 19924,1p9). The critical reference point
was the 1991 national wage bargaining round, dusinigh the Bank of Finland
proposed a 3% wage cut for 1992 and 1993 to dehlthe national economic crisis. But
the unions rejected this proposal. This then lea neassive devaluation of the Finnish
markka in November that year (Kauppinen 2000).

To employers, this event clearly indicated uniamstillingness to adjust to the
national crisis. Employers then made clear theerition to de-coordinate the wage-
setting system. Although temporarily relieved bg ttational agreement of wage freeze
for 1992 and 1993, which soon followed the devadumtemployers nonetheless
continued with their plan. In 1993 they withdrewilaterally from the national wage
negotiations for 1994 and 1995, and forced purastrg-level negotiations on unions
(Kauppinen and Waddington 2000). This experimeoiydver, only invited massive
strikes and wage militancy (OECD 1996, pp.25-8) pkayers then came back to the
national negotiations in 1995. With unions’ incriegsanterest in peaceful wage
moderation, employers could continue to make ssfgkewage deals thereafter
(Kauppinen and Waddington 2000).

In Italy, the austerity-oriented policy regime begaound 1990, when its
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government narrowed the margin of the lira’s flatton in the ERM (OECD 1991c,
pp.11-8). In Ireland, the regime began in 1987 wihemnewly elected Fianna Fail
government launched a strong stabilization planGDB988c). And in the UK, it began
in the late 1980s when the reigning conservatiwgeegument decided to join in the EMS
(Rhodes 2000). As was true in other cases discuss®ek, all these choices were a
response to previous failures of wage cost cordurad, were made credible with the help
of a favorable external constraint --- the emerdittyand EMU. Also the same was that
wages were not put under good control even aftesliift of government policy, which
then produced serious pressure on business actiatyever, unlike the countries above,
there were no explicit attempts by employers tederdinate the wage-setting processes.
In Italy and Ireland, this was mainly because erygis had already learned from their
recent experiences that de-coordination could Hgtuerease wage costs at least in the
short run (Hardiman 1988; Perez 2002). In the Wikthier de-coordination was simply
not possible because its wage-setting processlteatig been fully de-coordinated.

Finally, in France the austerity-oriented polidiegjan after the socialist
experiment with Keynesian reflation in 1982 and3.98his experiment was a
catastrophic failure due to domestic inflation andsequent job losses (Levy 1999,
pp.23-56). Since then, the government’s priority Shifted to price and exchange rate
stability (Hall 1994). This change seemed to woskl\at first in curbing wage increases
(OECD 1987a, pp.9-10; OECD 1990a, pp.12-4). Bifaded a serious challenge
beginning around 1990, when the unions in the coasbn and public sectors launched
strong campaigns for wage militancy. Wages in thentry then rose faster than
productivity increases in the following several ige@OECD 1991b, pp.22-7; OECD 1994,
p.25).

French employers responded to this challenge inta distinctive way. Instead of
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attempting de-coordination, they focused predontlgam the issue of flexibility within
the system. This attitude reflected the fact thatRrench labor market was among the
most tightly regulated one in all of Europe. Thewere strong indexation systems for
general and minimum wages in which these wages wwdexed to not only inflation but
also general economic growth (Petit 1988). Thereewaéso strong government
regulations on layoffs, part-time employment, fixedn employment, work-time
scheduling, and so on. According to BECD Employment OutlogR004), for instance,
France stood highest on the employment protectidex among all the eleven sample
countries, as of the late 1990s and the early 200@der this circumstance, deregulation
even within the same regulatory framework meamiS@ant savings of wage costs.
Since the mid-1990s, governments have respondenistoall for flexibility in a
bipartisan manner (Ross 2004).
2.6.3. Configurations of the variables: the cases better performers

Let us now move on to the remaining countries ioldd, in which wage costs
were better controlled than in the previous caseBenmark and Sweden, the
macroeconomic and cost indicators were all mixéek GDP growth and wage increases
were worse, but unemployment and workday lossee Wvetter than the European
average. Germany performed better than the twoditavian countries. During the
years following the reunification, however, its fmemance worsened considerably.
Except for the workday losses of 1.1 days, whidhresoundingly beat the European
average of 5.4 days, all other indicators cameecltsthe average level in the 1990s.
GDP growth was 2.8% (a little higher than the ageraf 1.9%), unemployment was 8%
(a little lower than the average of 8.7%), andvlage increases were —1.0% (a little
higher than the average of -1.2%).

Expert studies of these countries agreed that thexdermances were far from

52



being satisfactory to employers, especially whemgared with their past good
performances. But the studies did not considerttteatountries were in deep crisis
(Benner and Vad 2000; Manow and Seils 2000). Ctardisvith this assessment,
employers in none of the countries strove for angedo de-coordination. They tried
instead to reap the benefits, proven or poterdfatpllective wage coordination.

In Denmark and Sweden, after the transition to stigulevel bargaining was
completed, employers did not attempt further derdioation. Instead, they were more
interested in searching for a way to encourage waggeration in their new systems.
Echoed by the unions, this concern led to varidtesrgts at multi-industry (although not
nation-wide) wage coordination, in which severaustry bargaining units got together
and discussed common informal guidelines for mddesage increases (Dolvik and
Martin 2000; Due et al. 1995; Scheur 1998). Notied the Swedish figures from
Kenworthy’s index seen in Table 4 seem to challgéhgeevaluation. These figures,
however, simply reflect the fact that the Swedrsingition to industry-level bargaining
took a relatively long time. After the initial attgt at decentralization in the early 1980s,
wages in Sweden were set between a pure induseldad a non-binding central level
until the industry-level bargaining was finally Bilized in the early 1990s (Kjellberg
1998).

In Germany, the association of metal employers ibéiga 1990s by adopting a
militant approach to the metal unions, which cdudete destabilized the traditional
system of industry-level bargaining in the countigwever, this offensive did not last
long, because metal employers did not follow thelgline of their association, but rather
chose "wild-cat cooperation” with their unions.#dtgh not satisfied with their wage
costs at that time, these employers were more coadebout the possibility of losing

their trust-based industrial relations, which haérbone of the most important sources of
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the German industrial success (Thelen 2000).

Finally, in Austria and the post-reform Netherlanihi® economic situations were
even better (Traxler 1998). In Austria, all theigadors were better than the European
average. The Dutch figures also were close topdiitern, except that wage increases
stayed at the average level. Entering the 199@d)thch economic situation further
improved with its unemployment going down to 5.4Pkh€ European average was still
8.4%). Under these circumstances, employers ilhereihe countries found a strong
reason for attempting to change their wage-sesiyistems. Here again, the decreasing
figures of the Austrian wage-setting index lookatcadictory. This indeed correctly
reflects the change of 1983 in which the previcrstm@lized bargaining was replaced by
a new industry-level bargaining system. Howevas, évent is not relevant to our
hypothesis testing because it was driven by thensinot the employers. Traditionally,
the monopolistic union confederation, the OGB, lealithe national wage coordination
through its direct guidance over member unions.Begg in 1983, however, its role was
significantly reduced as an outcome of internalade$, which then paved the way for the
metal union association, the GMBE, to take a styoaitern-setting role in the wage-

setting process (Kenworthy 2001; Traxler 1998).

2.7. The Trends Of The Variables In The 2000s

Before concluding the empirical analysis so fatatethat the analysis has
covered only restricted periods up until the 19908s was because certain key variables,
such as Kenworthy's wage-setting index and Quiimasicial liberalization index, did
not cover more recent years. In this section letthe trends of these and other variables
for a more recent period of 2000 to 2005, relyingleeir original or alternative data

sources. In doing so, | will show the claim of thtady is supported even over this
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extended time period.

Beginning with the international economic variabkbe level of capital openness
remained high in every country without a changenftbestatus quamf the late 1990s.
This could be confirmed from the IMFgnual Report on Exchange Arrangements and
Exchange Restrictionghe original source for Quinn's data (See Quirg®{) for a more
detailed discussion of his coding scheme.). A&lamopean monetary commitment, eight
out of the eleven sample countries continued tm&iee the Euro zone. Denmark,
Sweden, and the UK were outside, but these cogrgtik could keep their exchange
rates virtually fixed to the Euro. According to tB&CD Economic Outlogkhe Danish
Krone and Swedish Krona stayed at around 0.1 Buomghout the period. The British
Pound was at the 1.5 to 1.6 level.

Next, the trends in cost control performance arersarized in Table 6. We first
find Belgium and Italy continued to be the worstfpemers. But the situation in the other
countries was better. In Finland, Austria, the idtnds, and Denmark, the
macroeconomic and cost indicators were all mixed:rance and Germany, the worse
macroeconomic indicators were counterbalanced tigibeost indicators. The Swedish
indicators were overall around the European |éwelally, in the UK and Ireland, the
situation was even better. Both the GDP growthwamemployment were better than the
European average. The cost indicators were alseranixed (the UK) or all in better
shape (Ireland).

Despite these varying performances, the outcomth&dependent variable was
the same across all those countries. Seen fromusdountry reports from thi&uropean
Industrial Relations Revie(EIRR), there was no major change toward a decrieabe
level of wage coordination. Instead, notable changere all about specific modes of

high-level wage coordination. In Belgium, for insta, government unilateral
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involvement until the late 1990s was replaced Bgrées of bipartite national negotiations.
The Italian tripartite negotiation continued un@erlusconi's center-right government,
but became more confrontational than before, alaitly government threats of unilateral

intervention.

2.8. Summary

Throughout this study, | have explored the relaiop between capital openness
and wage-setting coordination in the developed pema countries. | reviewed the
previous literature, and summarized it into thedsbonal hypothesis that high capital
openness motivates employers to de-coordinate #gewetting process if wages have
been set under poor control. | then demonstratkiis hypothesis holds only if a
country is not committed to European monetary irgggn.

In a broader theoretical context, this study ctutes to the studies on European
social pacts in an important way. Responding tg#ssimism about European
corporatism (Streeck and Schmitter 1991; Stree@8),9he studies have shown that this
form of economic governance is still viable evenhe context of European integration
(Baccaro 2003; Rhodes 2001; Visser and Hemerij& L9 he need for tight cost control
in dealing with fierce competition and monetarytatisy has been among the most
important forces to support such an institutiomedidggement. However, the studies have
not provided an explicit explanation for why thiggsure for cost control has to be
handled in collective concertation (Molina and Re®@002), rather than by means of the
market discipline. Focusing on the area of wagerggtl provide an answer: at a time
when the government does not have freedom in mesnoenic and exchange rate
policies, the option of de-coordination is notadtive even from the view point of

employers.
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CHAPTER 3
A POLITICAL CONDITION FOR COORDINATED WAGE-SETTINGTHE CASES
OF ITALY AND SOUTH KOREA
When the national economy performs poorly but thegnment cannot provide
active accommodation policies, economic recovepphees difficult without a tight
control of wage costs. Focusing on the experientdgveloped European countries,
where governments have been under serious politsticonts from monetary integration,
previous studies argued that the economic pressakes the wage-setting process more
coordinated, if unions and employers are capabtitdctive action. By increasing
coordination, it was expected that the economioraatill be able to have tighter control
of wage costs in a more predictable way (Baccafi82Bassel 2003). The driving
mechanism for this change was the tripartite alitexchange among unions, employers,
and the government. Here unions accept the idpaafeful wage moderation, and the
other participants reward them by committing to Eawment and avoiding any neo-
liberal reforms on social welfare and the laborke(Molina and Rhodes 2002).
This study builds on these findings, but contrilsutethe literature by arguing that
a change to increasing coordination also dependsother mediating variable, which is
drawn from the national political party system. apecifically, | look at the patterns of
party-voter linkage, which show how political padiappeal to voters in democratic
elections. | then argue that the change occursibpbrties seek votes by providing
voters with general programmatic benefits (randimg the leftist to rightist ones). If
parties compete mostly by making non-programmagpeals, such as clientelistic vote-

buying or charismatic mobilization (Kitschelt 200@)e change does not happen.



The rationale is concerned with the following qu@stunder what circumstance
the government and industrial actors will be sesfpinterested in finding a cooperative
solution for their economic problem. Previous stisdBuggested that they will be
generally so motivated if, first, they have suftéeeriously from their economy and,
second, the coordinative solution is likely sucbdssiven the industrial actors’ capability
of collective action. This suggestion, however, salhbe challenged if any of those
actors find a good way to promote their interestgn without tackling the economic
problem. Here | argue that the patterns of partyviinkage play an important role in
exploring such a possibility. More specificallyethnkage pattern determines whether or
not the government will be interested in resolvimg national economic problem. This
then determines the way that unions and employgirsespond.

Suppose that all the major parties, or at leagjrafecant portion of the governing
parties --- which are here defined broadly as tlp@stes whose support is crucial to the
functioning of the government, regardless of whethey are inside or outside the
cabinet --- compete mostly by making non-prograncregipeals to voters. Then the
government will not be seriously motivated to dedh the economic problem, or simply
not able to draw enough consensuses for the éftort the governing parties. This is
because even without making real improvement irett@omy, the parties can still
survive elections at least in the short run, byingl on their charisma-influenced
followers or clientelistic supporters. However, giiation changes if all major parties or,
if not, the governing parties compete by makingegahpolicy proposals. Here poor
economic performance hurts their electoral prospebusly, because the economic
situation puts broad voter groups into painful poss, but the parties cannot appease
these people in a way that clientelistic or chaaBmparties can do. The government thus

finds no other way but to tackle the economic peabhnd search for a general policy-
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based solution to it.

Once the government has made its choice, then siaiod employers will make
theirs. If the government is interested in deaiintp the national economic problem, they
will be also. If not, they will not be either. Thigerarchy of preferences exists because, as
will be discussed later in more details, the gowent decides what it wants by relying
on the exogenous need from the electoral polititgreas the industrial actors cannot
promote their interests by going against the gawemt’s policy initiative.

Building on this theoretical elaboration, this studso provides an important
empirical contribution to the literature of compara industrial relations. Despite the fact
that a national economic crisis, which is coupletih\the government’s inability of
flexible accommodation, is a recurrent phenomendwoth developed and developing
democracies, few studies have explored how thesangpacts on the wage-setting
process in a general perspective (cf. Baccaro and2007)). The European literature
has dealt with the question primarily in the regilbcontext of European integration. For
the developing countries, there have not been sweitar attempts at a regional-level
generalization. Although a few studies have prodiseme preliminary analytic
frameworks by exploring the prospect of corporainomic governance in those
regions (Evans 1995; Wiarda 2004), they have nioprevided concrete, testable
hypotheses regarding the question of wage cooidmaliscussed here. This study fills
in this lacuna. By focusing on the patterns of padter linkage, | suggest a hypothesis
which could be applicable to both developed ancelbgping democracies.

In developed Europe, political parties have conghetestly by making general
policy proposals. This is because most voters ter affluent and well educated given
the high level of economic development and modeatian. Voters thus are not easily

swayed by clientelistic benefits or any invocatafrpersonal attachments to certain
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supposedly charismatic leaders. (Austria, Belgiand Italy were among the few
examples with a strong tradition of mass-clientelibut even they have moved to
programmatic linkage-patterns since the 1980s 8604 9Kitschelt 2007)). In many
developing democracies, however, most voters aeed#luent and less educated because
of the intermediate level of development and maaieedion. Accordingly, political
parties, often supported by certain historical tegmfrom their authoritarian or transition
periods, find more room for attracting voters wittn-programmatic appeals (Choi 1996;
Kitschelt 1995; Stokes 2005). In this study, | &gloat this difference in the political
environment is likely to produce a systematic dffecthe outcomes of wage
coordination, even if those countries share singitainomic and organizational
conditions.

In the next section, | discuss the theoretical gemknd for my hypothesis. Then |
provide empirical support for it in a comparativealysis of Italy and South Korea.
Focusing on the period of the 1990s to the 20088pW these two countries shared
similar economic and organizational conditions, teatched different outcomes due to
their different political conditions.

The choice of these sample countries is justifigthle following consideration.
First, both had aonsolidatedlemocracy, which meant that there was no serious
possibility of authoritarian or extra-legal intent®n in the economic adjustment process.
So, if governments liked to deal with the econoafiallenge, they could do it only in a
certain legally or politically acceptable way. Thisould be noteworthy particularly for
South Korea, in which the democratic transition waspleted only recently in the late
1980s to the early 1990s. Despite this short hystbdemocracy, elections were held
competitively. Citizens also enjoyed basic civilipcal rights, although the voices of

powerful interest groups, such as big businessg®kgopolistic media, were over-
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represented in pubic political discourses (Choi5)00

Second, the two countries are also well suitedgblight the importance of the
political condition in the course of tripartite galal exchange. First of all, unions and
employers in these countries had never (as in S¢otba) or only rarely (as in Italy)
been engaged in tripartite policy concertations™as not surprising for South Korea,
given its relatively brief period of democraticeuBut it was not so usual for a country in
developed Europe, where unions and employers genkeal more frequently
participated in such cooperative practices (FeamerHyman eds. 1998). Despite this
lack of previous experience, however, unions andleyers in Korea and Italy joined in
an unfamiliar experiment of tripartite policy coordtion when their governments
persuaded or pressed them to do so. Second, th&ieswshared similar experiences in
which the tripartite coordination began in a conteixextreme economic or political
shocks, which produced an exceptional momenturolfange. However, the outcomes
were quite different. Italy could consolidate ngial success because it had reformed the
old mass-clientelism by establishing a competitiudti-party system. But the South
Korean experiment ended in failure because a sognif portion of the governing parties

still relied on charismatic vote-mobilization.

3.1. Wage-Setting Coordination In Hard Times

When a government faces a serious constraint gnatso-economic policy
making, wage costs need to be tightly controlleklgep the economy in good shape. In
Europe, for instance, monetary integration has gepernments from engaging in
flexible macroeconomic accommodation. Currency teten is out of option.
Economic stimulation is also virtually impossibdgven that it makes domestic inflation

higher than in other countries, which first triggeutflow of financial assets and then
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increases the pressure for currency devaluatiobéHand Stephens 2005). Under this
circumstance, shocks in wage costs can no longeotn@ensated for by government
policy intervention (Ilversen and Wren 1998; MaB®09). Wages thus need to be
controlled tightly without occurrence of major ireddal disputes. If the national economy
has already been performing poorly, then the caltifht cost control will be even
greater, pressing the government and industriakatd search for an immediate solution
(Pochet and Fajertag 2000).

A similar story is found among developing countriespecially those countries
which have been under tight policy supervision fraternational financial institutions.
Typically, they have suffered from serious balant@ayment problems, usually due to
poor economic performance and declining internafiogputations. Finding that they can
no longer finance or pay for their foreign trangats and liabilities, they have decided to
ask for emergency loans from international finahicistitutions (e.g. the International
Monetary Fund (the IMF)). These loans, howeverpaoeided conditional upon the
borrowers accepting shock therapies for stabibratso, now all macro-economic
policies are set to cool down domestic demand addae foreign imports. Spending cuts,
reduction of monetary supply, high interest raées very high exchange rates are among
the good examples of the policy initiative (Birdd® Killick 1995). These measures will
surely be helpful to resolve the balance-of-paynpeablem as quickly as possible. But,
they are costly in the sense that they entail higgmployment and economic stagnation.
To minimize these costs and promote non-inflatigrggowth, wage costs must be tightly
controlled. Any failure in this will not only lead a longer period of economic hardship,
but also invite even harsher austerity measures the outside supervisors.

3.1.1. Previous studies

The literature of comparative industrial relatioftgusing on the recent
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experiences of developed European countries, aftpag¢dhis economic pressure impacts
strongly on the wage-setting process by promotoigctive wage coordination. A broad
sense of crisis shared by all economic actorsaisitiderlying force for this pressure.
Now the government, union, and employers all atrattheir economy is in a deep
trouble and wage costs must be tightly controléeddt out of the trouble. This consensus
then increases a pressure for collective wage auardn, in anticipation that it will lead
to more predictable control of wage costs (Rhod$s. P

To turn this pressure into a reality, previous ssiddded that industrial actors
need to have a certain capability of collectiveactFor instance, unions need to be
organized enough to be able to act credibly attiective bargaining table (Baccaro
2003). The employers’ organization is also impdrtatause any collective coordination
beyond the individual company level is not poss{lalpepper 2005) or unsustainable
(Baccaro and Lim 2007) unless backed up by orgdrsapport from employers. An
interesting point here, however, is that theserapgaional preconditions are specified
only moderately, if compared with those by the segaoratist literature. Previously,
industrial actors had to be highly centralized uradstrong guidance from their peak
organizations (Molina and Rhodes 2002). Today, ivawveinions and employers only
need to be at least moderately organized. Theahtheed sense of crisis will compensate
for the lack of centralized hierarchy by encourggimem to cooperate with one another
to address their common urgent economic situaB@c¢aro 2002; Regini and Regalia
1997; Visser and Hemerjick 1997).

A centrist political exchange among unions, empisyand the government has
been what drives the process of increasing coardimaHere unions accept the idea of
peaceful wage moderation. The government then @esmot to attempt radical neo-

liberal reforms on social welfare and the laborkearinstead, they seek only moderate
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reforms or, sometimes, even a small cost-effidiecrtease in social welfare if the benefit
systems have been so underdeveloped. The gover@afsergromises to increase jobs by
continuing or, if budget allows, expanding publesding on active labor market
measures and other policies for human capital. Byegp$ also join in the deal by
committing to firing less and hiring more workehnsuh they would do otherwise (Huber
and Stephens 2001; Rhodes 2001; Scharpf 2000n§sudind Hartog 1998).

Of course, this centrist compromise may not beotilg conceivable path to a deal.
In fact, there are two more logical alternativelseTirst is the traditional neo-corporatist
exchange, in which the unions’ commitment to wagelenation is compensated for by
greater social welfare, strong job protection, argansionary macroeconomic policies
(Regini 1984; Scharpf 1991). But this generous acamsption is no longer possible for
the following reasons. First, monetary constrainam integrated Europe has eliminated
the option of government macroeconomic accommongimodes 2001). The welfare
state also has been under serious fiscal stres® diaeious socio-economic changes such
as globalization, demographic change, and postsinidlization (Huber and Stephens
2001; Scharpf 2000). Labor market protection aB® leen increasingly in conflict with
the goal of job creation at a time of post-indadization and flexible production
(Pontusson and Swenson 1996). To be worse, ecorwisit has further increased the
pressure for the welfare and labor reforms as anmareduce the financial burden for
employers. All these suggest that the economicrgistdior generous compensation do
not exist anymore.

In the meantime, the second alternative comesmathliberal reforms in which
the government or employers take radical stepsrbd@-coordination of wage-setting,
de-regulation of the labor market, and retrenchroésbcial welfare. These policies

could enhance efficiency by strengthening the gpiecof market discipline, if

64



implemented consistently over the long run. Howgeadransition to this new policy
regime is deemed difficult because of the resigdram relatively strong unions (Hassel
2003; Traxler 1995).

All these difficulties with the traditional leftistnd the radical rightist solutions
seem to suggest that any meaningful path to regoueast be found around the zone of
moderate center, in which all economic actors stiedurden of economic adjustment
for the sake of their common good. This also exyglavhy many observers have
understood the process of current tripartite cdatien as being relatively free of the
substantive partisan constellations in the natipoétics (Monila and Rhodes 2002;
Traxler, Blaschke, and Kittel 2001).

3.1.2. Party-voter linkage and the motivational codition for increasing coordination

In light of our discussion on the previous Europstudies, we now reach a
conditional hypothesis: an economic crisis at a&tohmonetary austerity would motivate
the government and industrial actors to searcla foentrist political exchange, if the
industrial actors are organized at least moderdtiyever, this hypothesis is not
sufficiently specified yet because it is still piads that any of those actors find a good
way to promote their interests, even without tagklihe economic challenge. In this
study, | address this possibility by introducing tiole of the party-voter linkage in the
adjustment process. | argue that the linkage pattetermines whether or not the
government will be seriously motivated for the ceigtive solution. Industrial actors will
then have to make their choices consistently with quideline, if they are interested in
promoting their material interests.

Suppose that the major parties or the governingigsaior at least a significant
portion of the governing parties) compete by making-programmatic appeals to voters.

Here parties could be linked to voters in a wemags-clientelism, in which the parties
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compete to provide particular benefits which aredly tailored to the voters’ specific
needs (Piattoni 2001; Stokes 2005). In the cortkttiis study, this could mean that at
least some segments of unions or employers woutiMe® such special treatments. For
unions and workers, these benefits could includgetad public work programs, selective
public sector jobs, preferential social transfets, For employers, the benefits may
include preferential lending, targeted public caaots, tax benefits, and other measures of
rent-seeking. In exchange for receiving these speents, the beneficiaries will then
deliver their votes and other necessary resouccteetr patron parties.

Meanwhile, political parties can also draw mas®spbased on the personal
charisma of their leaders. If this is the casetigmdo not even need to provide any
meaningful policy benefits for their voters, wheatlgeneral or particularistic. Instead,
they garner votes based on the voters’ revereneepathy toward their leaders, who are
believed to have some extraordinary capabilities@ersonal characters (Madsen and
Snow 1991; Shils 1965; Spencer 1973; Weber 1968joQrse, these parties will still
need to pay some concrete benefits to certain resaich supporters from whom they
extract essential resources for their politicaivategs --- financial, organizational, or other.
Those supporters are in general better positiomegvtelop more independent
preferences than other ordinary citizens, mearnagtheir loyalty cannot be secured
simply by their emotional or psychological attacimseto charismatic leaders. Also,
given that these people are relatively small-semedl easily identifiable, the benefits
should be highly tailored to their particular needs

In all these political situations, the tripartiteliical exchange for economic
recovery does not take place or, even if it ismafteed, cannot end in success. This is
because the government either does not have seniotingation for the solution or cannot

draw enough consensuses for the effort from thegowg parties. In mass-clientelism,

66



for instance, parties only need to continue thefgrential treatment for selected clients,
and monitor them to see if they keep their promefedelivering their support. True, this
clientelistic practice will contribute to perpetungf the economy in trouble, which in the
long run will possibly lead to exhaustion of theteral resources necessary for the
practice. However, to the extent that the patratiggcan continue to provide
clientelistic benefits at least in the short rumg @an garner mass votes in exchange of
these benefits, they will not be seriously intexdsh the project of recovery. This is
simply too risky because it entails a substangidmm on their clientelistic networks,
which will lead to alienation of their core suppog.

The situation is similar, although with a differeason, where parties rely mostly
on their charismatic leaders to garner mass vetee the major voter groups may suffer
from the poor economic situation, and thus ard\ike be critical of the parties for the
failure of macroeconomic management. When theieletiime comes in, however, many
of them are easily swayed by the emotional or psipdical rhetoric employed by their
charismatic leaders. The voters either become Ibdintle real economic issues, or are
bought into some perverted analyses which are geovby their leaders about the causes
of and the solution to the problem. Under thiswinstance, parties are not seriously
motivated to tackle their national economic prohldime charismatic politics is still
working, and the reform will only create unneceggansions by encouraging parties to
engage in rational and realistic discussions om tt@ibled economy. This will not only
contribute to disenchantment and de-mobilizatiothefr charisma-affected mass
followers, but also alienate their resource-richmarters, who will be asked to forgo their
special rents in the course of economic reform.

Now a natural question to be asked is how uniokseamployers would respond

to these government preferences. My answer ighlegtwill not act in a way to promote
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economic recovery. Beginning with the case of n@igstelism, unions and employers
inside the clientelistic networks will obviouslyr@inue to solicit particularisitic
treatments from their government. None of thesesfisnwill be conditional on the
beneficiaries paying due costs for addressing #temal economic problem, meaning
that the benefits are pure rents levied againssdesty. This in turn makes unions and
employers outside the clientelistic networks leserested in the project of recovery.
Although they do suffer from a poor economy, thegjastly suspicious that their
sacrifices would not make any meaningful differergieen the continued prevalence of
mass-clientelism.

The situation is also similar for the case of céraatic politics. First, suppose that
unions and employers (usually only certain smdllential subsets of them) are inside
the power circle. They usually provide the governhweith some essential resources for
its charismatic politics, in exchange for receivaggtain special rents. Here they are not
interested in the project of economic recoveryaose they do not want to forgo the rents
in the process of collective burden sharing fooueey. Second, industrial actors,
especially mass unions, could be ordinary suppofterthe charismatic parties. Then,
they will be ready for doing whatever they areealtlo do by the parties. Mass unions,
for instance, can even make serious sacrifices denating their wage demands . These
sacrifices, however, are not likely to promote reg. They are simply wasted by
various direct/indirect taxes to the government alsd by various preferential rents
given to the core supporters of the governing esrtrinally, unions and employers can
be outside the reach of the charismatic politieghis case, their choice will be similar to
those who are outside the clientelistic networksvab Suspecting that their sacrifices
will be just wasted away, they curtail their intgran any serious projects for economic

recovery.
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In the meantime, we have quite a different situatiall the major parties or the
governing parties compete by making programmatieals to voters. Here parties
cannot rely on either clientelistic vote-buyingatiarismatic mobilization. Instead, they
must provide a general public-goods type of potiepefits for their voters (Kitschelt
2000). At a time of economic crisis, this meang tha parties --- regardless of their
partisanship --- really need to find a good waydoonomic recovery. None of profits,
wages, jobs, and social protection will remain safder a poorly performing economy,
which will likely produce electoral setbacks foetgoverning parties.

The effort for recovery will also provide the gomerg parties with additional
benefits: it will help them attract extra electasapport from non-partisan independent
voters. These voters tend to cast their votes baiseleir rational reviews of competing
policy proposals. Finding that economic recoverl iiprove their material conditions,
directly or indirectly, they will appreciate thexgynment’s effort by delivering their
votes.

Now it is time for unions and employers to decidgether or not they will
cooperate with the government’s initiative for atcist tripartite deal. The answer is that,
given that the government’s commitment is steadfadtwell grounded in the electoral
politics, unions and employers will find no otheaybut to accept the initiative and join
in the process of collective burden sharing. Rdfateooperation will simply prolong
the economic crisis and, especially from the viewpof unions, will further destabilize

the already problematic system of social welfar@ labor market protection.

3.2. ltaly: The Reform Of Mass-Clientelism And TheSuccess Of Coordination

To provide empirical support for the hypothesisaleped so far, | conduct a

comparative analysis of Italy and South Korea, $oog on the period of the 1990s and
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the early 2000s. The analysis will show that, aalhtrg the economic and industrial
organizational variables, the pattern of the padter linkage was a decisive factor in
determining the success or failure of the tripanpitlitical exchange. More specifically, |
will establish the following factual arguments.dgjrithe governments in both countries
could be fully motivated for the cooperative saduationly if the major parties or the
governing parties relied on general programmatpeafs to voters. Second, this
government choice was exogenous to the prefereriaggons and employers, and these
actors had to follow the guideline to promote theierests. Finally, certain economic or
political shocks could create a momentum for a gean more coordination, but this
effect was only temporary and thus needed to bkdabigp by a favorable political
condition from the party-voter linkage.
3.2.1. Initial conditions

The Italian economy was performing poorly during whole period covered in
this study (Ferrera and Gualmini 2000). The unengmlent rate, for instance, was as high
as 10.2% from 1986 to 2002, which was clearly alibeeaverage of 7.2% for the 18
OECD countries of Australia, Austria, Belgium, CdaaDenmark, Finland, France,
Germany, Ireland, Italy, Japan, the Netherlandsy Bealand, Norway, Sweden,
Switzerland, the UK, and the USA (Huber et al. 20@%&spite the economic difficulty,
however, the government was not able to providaldle accommodating policies due to
its firm commitment to monetary austerity. Italynjed in the project of European
monetary integration in the second half of the E98@th its preparation for the EMU. Its
commitment became steadfast from 1990, when itemgorent decided to tighten the
margin for the lira’s fluctuation in the ERM frorhéd previous 6% to the standard 2.25%
(OECD 1991c, 11-8; Perez 2002).

Turning to the industrial actors, Italian workersre» moderately organized. The
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level of union density (the share of union memia@neng the total wage and salary
earners) was around 38% from 1986 to 2002, whichnaaghly close to the average of
41% for the 18 OECD countries (Huber et al. 20@£rak-level unions also were actively
representing member unions on the national stdi@ugh they could not enjoy a strong
hierarchical authority over their members (Viss@®@). The situation was similar with
employers. The biggest employers’ national confatitem, Confindustria did represent a
vast majority of Italian employers, especially tadsom the manufacturing and
construction sectors. Its membership coverage expanded in the 1990s when it
recruited new employers from the former public sesstwhich were just privatized. But
the power ofConfindustriawas still limited vis-a-vis member employers. Thias
especially true when it comes to the issue of wasgeng (Regalia and Regini 1998;
Visser 1996).

Under these circumstances, Italy became one atlda¢ examples in which
economic crisis made the wage-setting process numlinated --- despite the lack of
strong organizational hierarchy among unions anpleyers. A sense of vulnerability,
shared by all economic actors, was consideredeagrtmary force behind the change
(Baccaro 2002; Negrelli 2000; Regini and Regali@7)9However, | argue, these
previous studies need to be further elaboratedusecthey do not pay due attention to the
motivational condition for the tripartite coopeaati Even with those favorable economic
and organizational conditions, the government addstrial actors can still fail to agree
on a cooperative solution. This is because, depgnuh situations, at least some of those
actors can find a good way to promote their intistesven without improving the national
economy. In this study, | deal with this possiility introducing the pattern of the party-
voter linkage produces in the adjustment procelss.vEriable first affects the preference

of the government for dealing with the nationalremoic problem, which then affects the
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preferences of unions and employers.

As will be discussed in greater details below, thipothesis is well grounded in
the Italian experience. The Italian politics utiié early 1990s had been dominated by
Christian democrats (the DC), who had stayed inggdar decades only by switching
their minor coalition partners. To continue inpwer, the DC had developed an
extensive web of patron-clientelism. Although ititwbnot co-opt the leadership of unions
and employers, who were more interested in gepeitaic policies and ideologies
(Regalia and Regini 1998), the DC did co-opt someifsicant portions of workers and
businesses especially from the South. It drew mates from them in exchange for
various preferential treatments, such as publicleynpent, social benefits, exclusive
accesses to government projects and loans, anttigelpublic spending (Hopkin and
Mastropaolo 2001; Warner 2001). Under this circameg, the DC'’s interest in tackling
the national economic problems really dependederctisis of mass-clientelism.
Without this, the party still could attempt a sadat but only with a diminishing
commitment. Industrial actors then had to maker ttfevices in a way which was
consistent with this government preference. It thas only after the mass-clientelism
was put into crisis in the early 1990s, that tladidh governments and the industrial
actors became seriously committed to the cooperatiwject of recovery.

3.2.2. Mass-clientelism and the failure of an earlgttempt at coordination

Looking at the Italian experience more closelyjoratl talks for wage-
coordination began in around 1990. There was aiggpressure that wage costs, which
had been relatively high due to the unions’ wag@ancy and frequent industrial
disputes, should be put under tight control to de#l the poorly performing economy
and monetary austerity (Perez 2002). Even thetelishgovernment bought this idea. It

could even persuade the leaderships of the labgement --- who were still deeply
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divided by the ideological rivalry between the il fiCGIL and the Christian-democratic
CISL --- to agree on the idea of tripartite pokfiexchange to promote peaceful wage
moderation (Negrelli 2000).

The 1990 negotiations marked the earnest begirofial this government-led
collective effort. There, the government agreedhwitions and employers that their
company-level wage-setting system --- which hadhlmeeipled with an automatic wage
indexation formulascala mobilgVisser 1996) --- should be replaced by an altérea
one with more spirit of voluntary wage moderatidhis change then should be backed
up by various government policies which would préen@orkers’ long-term interests,
such as jobs and sustainable social protection.

More specifically, unions agreed to abolish skkala mobilewhich had been
blamed for the chronic problem of wage-inflatiobg,the end of 1991. In return,
employers agreed to rationalize collective bargariy institutionalizing a two-tiered
wage negotiation system, in which the industry-lexegotiators would produce basic
wage guidelines by considering the nationwide treiidflation, and then the company-
level negotiators would finalize the wage settletadry adding some company-specific
considerations in the guidelines (Regalia and Rd@f8). The government supported
this compromise by promising jobs and other refareasures for social welfare, in
which employers’ contributions would be reduced without radical cuts in benefits
(EIRR 1990).

However, this initiative for tripartite policy coatation did not last long. In the
follow-up negotiations in 1991, the participantsconfirmed abolishment of trecala
mobile but they also agreed to continue national talksetarch for a nationwide
compensatory measure to protect real wages. Impietien of the new collective

bargaining system was also postponed without afspeme table (EIRR 1992a).
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The prevalence of mass-clientelism in the electoodtics, | argue, was the
primary reason for this delay and lack of progr&gkile recognizing the national
economic problem, the government still continuedit clientelistic practices in order to
maintain the electoral support from core clientsisTis well-illustrated by the trend of
government spending in the early 1990s (OECD 19818, 21-9; OECD 1992b, 56-60).
After the lira devaluation in 1990, the governmieegan to retighten the exchange rates
as well as domestic monetary supply, as a mearstoring price stability. But it still
continued a flexible approach to fiscal policiepeB8ding increased significantly in the
areas of social securities (especially, public s and the pays for public employees,
which were among the primary loci of the Italiansswlientelism (Ferrera and Gualmini
2000).

Not coincidentally, the government was increasinging its interest in the
tripartite negotiations. It eventually decidedaave with the future government the task
of implementing the 1990 agreement. This in turdenadustrial actors, especially union
confederations, increasingly pessimistic aboufptiospect of the tripartite negotiations in
their country (Negrelli 2000). The socialist CGNem decided to negate the 1990-1991
agreements by demanding that the wages in 1992stilld be determined by the
previousscala mobilelt also proposed a new national wage-indexatysitesn, as a
functional equivalent to the old formula (EIRR 1892
3.2.3. Momentums for change: political and economishocks

The state of insufficient motivation, however, chad dramatically with the series
of political and economic shocks took place in 19Bé lira crisis in 1992 worsened the
Italian economy to a stage of national emergeneyg#2002). The DC-led government
also was hit hard by the anti-corruption invesimat led by the “clean hands” judges

(Newell and Bull 1997). Finding itself in a peri®situation for the next election, then
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the government was eager to strike a deal withespairtners. It hoped to improve its
reputation on macroeconomic management and alsit smites from outside the
clientelistic networks. This initiative eventualgd to the 1992 emergency pact, which
was finalized in 1993 under a new politically-nalitechnocratic government (Baccaro
and Lim 2007).

Throughout the negotiations, the DC-led governnpeessed still ambivalent
social partners, especially the CGIL, by takingakeé it or leave it” approach (EIRR
1993b). Leaving the option of unilateralism widesopit proposed a comprehensive deal
which would not only reconfirm the issues which t@e&n agreed on in the 1990
negotiations, but also include other importantess{such as pension reform and wage
differentials) which were still in the beginning ®#rious discussion (EIRR 1992c, 1993a,
1993Db).

Faced with this firm resolve, social partners hadther choices but to participate
in the deal. Non-cooperation would only mean prghidion of the economic crisis and,
especially for the unions, further challenges dkieralready problematic systems of
social welfare and labor market protection. By ipgrating in the deal, however, they
could negotiate specific terms to their intereBts. instance, the unions initially did not
want to include the issue of pension reform indbal, as illustrated by the general strike
which was organized by all the major confederatiorSctober 1992, but they decided to
negotiate the issue and eventually could the pusvpension benefits safe at least for
public pensioners (EIRR 1992d, 1993a).

3.2.4. New party politics and the success of coondition

An interesting point here is that the renewed pgea tripartite coordination

continued even after the lira crisis and the paditcrisis were all over. The wage

guideline set by the 1992/1993 deal continued teftextive, in which industry-level
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negotiators set some industry-wide wage guidelioea two-year period, and then
company-level negotiators reached their final waggs by further considering
company-specific productivity issues at the bargagmable (EIRO 2001). Several other
national agreements also followed to deal with dashes as job creation and
welfare/labor reforms followed. For instance, tl®®3 pension reform finalized the
1992/1993 reform in a phased manner, by allowiegatnefits for current and near-
future pensioners to reduce gradually (EIRR 199bla¢. 1998 pact for development and
employment also made significant progress in labarket flexibility and tax reductions
for employers (EIRR 1999a). Entering the 2000s pifloeess of coordination became
noisier, due to the CGILs decision to establisielitas the main political opposition to
Berlusconi’s center-right government. The governnaso responded by a threat and
limited use of unilateralism (EIRO 2003d). Neveléss, nationwide talks continued. The
‘Pact for Italy’ in 2002 provided small-businessm@ayers with more freedom for hiring
and firing, although in a still regulated fashi@RO 2002c). The 2004 pension reform
widened the room for the supplementary, privategnaged tier of the national pension
system (EIRO 2003b, 2004b).

Given that the previous attempt at the tripartétigcal exchange in 1990 and
1991 ended in failure and also that the subsecggess in 1992 and 1993 was mainly
due to certain temporary political/economic shotks,overall success of the tripartite
deals since the mid-1900s warrants a careful exatioim Here | emphasize the fact that
the ltalian political system changed from one inchiithe governing parties garnered
mass votes by relying on mass-clientelism, to tarrative system in which all major
parties competed by making general programmatieappThe anti-corruption drive led
by the “clean hands” resulted in complete breakdofwine DC and its subordinate

socialist PSI, who had been the core players irtlibatelistic networks (Newell and Bull
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1997). This political vacuum then was filled in tne social democratic PDS (the former
communist PCI) and other new anti-clientelist centght parties, which entered the
national political scene in the 1994 election. 8itlten, the Italian party system has been
characterized by a centripetal policy competitietween broad center-right and center-
left coalitions (D’Alimonte and Bartolini 1997).

In this new political situation, all governmentsiha pay serious attention to the
challenge of their economy. Given that the cliaatel vote-buying was no longer a
viable option, the only way to reward their suppostand also attract independent voters
was to provide general policy benefits for thenpéstsally at a time of economic
hardship, such attempt had to include any seritarsfpr economic recovery.
Governments thus attempted a series of centrigtqablexchanges, although in a trial-
and-error manner in which they initially adoptedtisan approaches to recovery, but
ended up tilting toward centrist ones.

For instance, Berlusconi’s center-right governniefdcted in March, 1994) began
its first year by pushing for a radical pensiororef, which aimed at a swift fix for the
troubled pension financing system (Natali and Rsdq@04). Faced with massive protests
by unions, however, the Northern League, the largealition partner for Berlusconi,
began to worry about the electoral repercussiotiseofeform. This then provoked an
internal dispute within the governing coalitiondagventually contributed to the collapse
of the government in December of 1994 (EIRR 1994 subsequent center-left
government (elected in 1996) also took a similgraach, but this time by clinging to
leftist policies. Among the best examples was thekwime reduction bill in 1997, which
aimed at rapid reduction of weekly work-hours fréthto 35 by 2001. This was pushed
by the PDS, a left wing of the governing coaliti@ut, being faced with strong

resentments from employers and also worried abateinpial electoral setbacks, the PDS
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moderated its initial position and let the bill&dsymbolic recommendation (EIRO
1997e; EIRR 1999c). Finally, Berlusconi’s secondteeright government (elected in
2001) also began with a strong partisan approagtubiiing hard for easier lay-offs for
small businesses and also mandatory facilitatich@fprivate-tier of the national pension
system. After a period of confrontation with theans, however, it withdrew from the
initial hard-line approach, and became more opecsdmpromise with unions (EIRO
2002a, 2002b).

All these episodes provided unions and employetis gvedible signals that not
only were their governments serious about fixirgational economy, but any possible
solutions for recovery would have to be found abtire zone of moderate center, in
which all participants would share their due busif the sake of the common interest
of recovery. Not coincidentally, major successethatripartite exchange took place after
governments abandoned their partisan approachethas@nded their strong
confrontations with social partners. The 1995 pemseform came after the breakdown
of Berlusconi’s first government. The 1998 pactderelopment and employment
accompanied the failure of the work-time reduciiam. And the 2002 ‘Pact for Italy’
and the 2004 pension reform came after Berlusceat®nd government softened its

hard-line approach on labor market flexibility gmehsions.

3.3. South Korea: Charismatic Politics And The Failire Of Coordination

South Korea provides another example for explotivegeffect of party-voter
linkage on wage-setting coordination. There, thigalnconditions were as similar as in
Italy. The economy was in crisis, but the governtwess not able to provide flexible
accommodating policies. Industrial actors also weoglerately organized. Lastly, an

exogenous political shock facilitated national sa#fmong the government, unions, and
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employers. But the final outcome was different. Wiialy could solidify its initial
success by reforming its mass-clientelism, SoutteKalid not, because a significant
portion of the governing parties still relied oradsmatic vote-mobilization during the
period of crisis.
3.3.1. Initial conditions

The economic crisis in South Korea started suddentlye winter of 1997, when
various short-term international funds led a sesfespeculative attacks on the Korean
financial market, which triggered a crisis in tloedign currency reserves of the country.
The government had to borrow emergency loans fr@MMF to cover dollar shortage.
Subsequent stabilization programs, which were d¢mmdil on the borrowing, produced a
very tight macroeconomic environment. Among the thnmoportant measures was drastic
currency depreciation. According to the KoreaniStias Office (http://www.kosis.kr/),
one US dollar, as of 1996, was traded for 805 Korgan in the Korean foreign
exchange market. But by the end of 1997, the dultes traded for as much as 1,695 won.
It then stayed high at the average of 1,251 woallentil the end of the IMF guidance in
2001. Unlike usual currency manipulations whichednat boosting economy, this drastic
devaluation obviously was meant for a shock therajoying at cooling down an
economy which was highly dependent on foreign sade

The government expected that these austerity messwould help addressing the
problem in the financial market by reducing foreigiports and improving the balance of
current accounts quickly. But the measures wertdyciosthe sense that they sapped the
potential for recovery. For instance, the overalestments, as measured by the total
fixed capital investments, dropped significantiyrr the average of 10% increase in
1990-1997, to -0.5% decrease in 1998-2001. Unemmdoy, which had been around the

2.4% level in 1990-1997, was more than doublegézihn 5.4% in 1998-2001. If we focus
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on the years of 1998 and 1999, when the natiotiad far the tripartite political exchange
were experimented and then failed, the unemploymaatwas around 7% (Korean
Statistics Office, http://www.kosis.kr/).

Turning to the industrial actors, Korean employeese relatively moderately
organized. True, there were no hierarchical orgdiums for employers at either the
national or industry level, but the web of big mess conglomerations (called the
Chaebol%, a variant of the Japanekeiretsusystem, provided an informal but effective
medium for coordinating business activities in th@or manufacturing and service
industries. The network not only set the basic patars for investment and employment
in all major private sectors, but also played apanant role in shaping the government’s
industrial and labor market policies (Wade 19900¥891).

Korean workers were also moderately organized.dddhat the absolute level of
union organization was low, as shown by the 10%Ille¥union density throughout the
1990s (Ministry of Labor, several years). This waanly due to the legacy of the
previous ‘state corporatism,’ in which authoritargovernments oppressed workers’ self-
organization at a time of industrial expansion, als® due to the relatively small size of
the Korean public sector, along with still the gi¢é status for public-sector unions (Choi
1997; Deyo 1989). In the wake of the democratioditson in 1987, however, the Korean
labor movement was mobilized to a level, which weadeyond what the numerical
figures would suggest. For instance, unions couttesssfully organize mass protests and
other political strikes in selective private andlpeisectors, when the government and big
businesses attempted a neo-liberal labor-marketmein 1996 and 1997. The reform
package included various measures for labor méleability, such as part-time
employment, easy lay-offs, and flexible working hgubut eventually failed to pass

legislation due to unions’ resistance (Choi 19972003; Kang 1998; Song 1999).
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The newly organized unions in big business congtatians led the process of
union galvanization (Im 1999; Sun 2002). Firstytpéayed an effective role of pattern-
setting, albeit informal, in the annual collecthv&gaining which was concentrated in the
spring season. They also provided a key organizaitsupport for the new peak
confederation, the Korean Confederation of Tradeks(KCTU), which emerged as an
alternative to the Federation of Korean Trade Usi@fKTU), the former state-controlled
confederation during the authoritarian period (M8B8).

Despite these favorable conditions, however, tlle fmacoordinative wage-setting
was deemed difficult in South Korea. This was bseaaf the characteristics of the
Korean political party system, in which the dominparty in the system relied heavily on
charismatic mobilization of mass votes. The cladationship between the party and
strong special interest groups, such axxhaebolsadded further difficulty to this path
to change.

Throughout the 1990s, there were two major pavieish competed with each
other in the national assembly and presidentiaitieles (South Korea adopted a
presidential system in which the executive andslagive branches were selected in
separate popular elections). Both parties had tveir regional strongholds in the
Kyungsangand theChollaregions, respectively, but none of these suppeete
associated with any policy benefits, either paféidatic or general-programmatic (Choi
1996; Park 1998; Kwon 2005). Instead, the region&trs threw their support because
they had some strong emotional or psychologicaththents to their leaders (Choi 1996;
Im 2004). Overall, th&Kyungsangparty prevailed. It won in all of the two presidieh
elections (1987 and 1992), which were held betwkeri987 democratic transition and
the 1997 economic crisis. The party also contirtodabld a near majority position in the

national assembly throughout the 1990s.
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An interesting point here is that to win or survimenational elections, the parties
also needed to earn sizeable support from the pwitan Seoul area, where voters were
relatively free from charismatic mobilization. ThetheKyungsangarty appealed to
strongly-conservative voter blocs, whereasG@hella party appealed to relatively liberal-
reformist voters (Kang 2003). This, however, didl cltange the defining characteristics
of the party-voter linkage because the domikgningsangarty still maintained its
position by mainly relying on its regional suppree 1998). But th€holla party had to
invest more seriously on its general policy appeathie metropolitan voters, given that
the size of its regional voters was too small tmpete with th&Kyungsangparty.
According to the online database of the Nationackbn Commission
(http://www.nec.go.kr/sinfo/index.html), the sizevotes cast by th€holla residents
were 43 to 45% of those by tKyungsangesidents throughout the 1990s.

TheKyungsangparty also had a special relation with @leaeholsthe most
powerful special interest group in Korea. In exajafor receiving massive financial
donations, legal or illegal, as well as a strongpsut in the area of public opinions (Choi
2005), the party provided tlighaebolswith a wide range of rents, including recognition
of illegal or quasi-illegal practices in corporatevernance, preferential access to bank
loans and governmental assistance, etc. (Kang 2002)

All these discussions suggest that the powdtfuingsangparty would not be
interested in addressing the national economiclenebwithout this general policy
initiative, the party still could maintain its praeent position in the national politics by
relying on its regional voters, on top of the sglyrpartisan conservative voters in the
metropolitan area. Furthermore, any serious plangcovery would entail
discontinuation of the rents for ti#haebolsthe party’s core supporters. Not surprisingly,

the party continued the electoral strategy of neglioote-mobilization along with its
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conservative discourses, even in the 2000 natesse#mbly election which took place in
the middle of the crisis (Ahn 2001).
3.3.2. Amomentum for change: the 1997 presidentialection

In this political setting, a meaningful attemptaidress the economic crisis took
place only with a help of an exogenous shock. $heck came with the 1997 presidential
election, in which the former opposition leader Kidae Jung from th€holla-based
National Congress for New Politics (the NCNP) deddahis rival Lee Hoe Chang from
theKyungsangpbased Grand National Party (the GNP). Kim’s vigtawas generally not
expected, given the strength of the GNP. Nonetkghes victory brought the country an
extraordinary momentum for change. He was thelflvetal, centrist president since the
breakdown of democracy in 1960, which provided tiithh a great source of political
legitimacy when he attempted various reform ageRdethermore, to stay in power
despite his narrow regional base, his party readlgded to expand and consolidate the
support from liberal and independent voters inrttegropolitan Seoul area. He had to
show them some clear evidence of success in hisstareforms. When it came to the
economy, Kim'’s task was to persuade powerful bigiftesses and the recently-organized
militant unions to agree on cooperative burdeniador economic recovery (Kang
1999).

In Korea, note that the deal had to include bro&gseres than in other European
countries. First, there was a broad consensughtbatconomic crisis was aided by a
failure of overall governance in the major businesstors. In other words, the financial
market was so vulnerable to the speculative atthekause of corruptions in the
business-finance networks, in which big banks jpneel cheap loans to tiéhaebols
who used the money to finance uncompetitive congsaini their domestic business

empires (Kim 1998). Second, even after the demiedrainsition, the unions in South
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Korea had not been given a full range of orgarazrati and political rights. Unionization
was still prohibited for public-sector workers aedchers; unemployed workers also
could not join in unions; and no unions could erggagordinary political activities
(including financial donations) (Song 1999).

Under this circumstance, any serious plan for regphad to include not only
such general issues as cost control, jobs, the rabdket, and social welfare, but also
other specific measures for corporate governanddasiness restructuring, which would
be necessary to correct the failure of the majsirnasses. Unions also needed to have
full citizenship in the industrial relations befdteey could possibly join in a public-
minded collective effort for national economic reeny (Kang 1999; Kim 1998).

At the beginning of the negotiations, unions anghleyers insisted on their
partisan solutions to the economic crisis. Uniompleasized the need for corporate
governanceeform and business restructuring, while refusmgrovide any specific
plans for how to moderate national wage costs. Bygp$, on the other hand, emphasized
on labor market flexibility (especially freedomftee regular workers) as a means to cost
control, while trying to avoid any serious discass on the issues of corporate
governance reform and business restructuring (R@3R However, this attitude changed
as the new president showed his strong commitnoestcentrist deal-making. He
convened direct talks with unions and employemdigouss the reform issues. He also
appointed key political figures from his party tagage in the negotiations with social
partners (ESDC 2002). These efforts eventuallytdeal historic tripartite pact in February
1998, which was unprecedented in the history okibkean industrial relations.

In this compromise, unions agreed on the idea atgkil wage moderation. They
also agreed on serious measures for labor magkebility, giving employers freedom to

fire regular workers although with some regulatidngesponse, employers promised to
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take serious steps for corporate governance redmiarbusiness restructuring, which
would target big banks and t#haebols The government also promised to improve
labor rights by permitting unions’ political actids and also legalizing unionization of
public employees, teachers, and the unemployedg®ternment also increased
unemployment spending, and promised moderate exjpaassocial welfare, which had
been provided primarily by big businesses for tharkers and families (ESDC 2008).

Among these agreements, those regarding the labdetflexibility and labor
rights were the most significant ones. This wasabse those issues had been among the
top priorities for employers and unions for yeanes the democratic transition (ESDC
2002). Unions worried that their activities had mé@reatened by serious restrictions on
their legal rights. Employers thought that thewffis had been challenged by regular
workers whose jobs were so strongly protectediistance, the EPL score (an OECD
aggregate measure for the strictness of proteatiamst dismissals) was 3.22 for Korean
regular workers in the 1990s until the break of1B87 financial crisis. The socre was not
only higher than the average 2.12 of the 22 OEQIhtrees (excluding the countries
from Eastern Europe). But it also was among thadsgof all the member countries. In
this situation, the issue of the flexibility in thegular labor market became a functional
equivalent to the issue of wage moderation in rots¢r European countries.
3.3.3. Persistence of the charismatic politics arttie failure of coordination

Unlike the Italian case, however, the initial stexen Korea did not last long.
First, the key agreements were implemented onbcsigely. The flexibility measures
passed legislation immediately, but those for laigits did not. In addition, there was
no real progress on other issues which were braagiged in the February pact in
anticipation that they would be further specifiadhe next stage of negotiations (ESDC

2002, 2008).
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The GNP was the driving force behind the failunel€el its dominant position
weakened after the defeat in the 1997 presidegigation. However, the party still held a
near majority position in the national assemblyameg that the new government could
not function without its support. Exploiting thiste power, the GNP began a strong anti-
pact campaign as soon as the February pact wasdsiimthe legislative session, which
was convened soon after the pact to provide a lem{up for the key agreements, the
GNP passed all the measures for labor market fléyjlbut expressed strong reservation
on virtually every measure regarding labor rigtdsn( 2000; Sun 2002).

With this strong anti-pact campaign from the legfiste, the tripartite negotiations
were put on hold. The government, however, walsestder to engage in the pact-
building process. It continued to pledge to passtieasures for labor rights in the
upcoming legislative session at the National Asdgnsicheduled for September to
DecemberThe Hankyorel®5 May 1998). Social partners then respondedipesitto
the government’s call by continuing their parti¢ipa in the tripartite talks. Of course,
unions took a more ambivalent approach, if companéd employers who had just
obtained significant gains from the flexibility nsaes. For instance, the members of the
KCTU rejected the February pact at their natiomavention called for right after the
pact. All leaderships then had to resign, and readérships pledged immediate
withdrawal from the negotiations. They even catled general strikes in the spring of
1998 to prove their firm opposition to the flexitylmeasures. However, the KCTU
revoked both calls at the last minutes. They treenecback to the national talks,
eventually accepting the flexibility measures althlo reluctantly The HankyoreliO Feb.
1998, 13 Feb. 1998, 06 June 1998).

As approaching the end of 1998, however, unionaiedncreasingly doubtful

about the government’s commitment. Although theidyeti Assembly had been in
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session since September, no measures for labads hgld been passed as promised. To
appease these complaints, the government attentppess the measures in the final
days of the legislative session. But this efforh&d out to be a catastrophic failure. For
instance, the legalization of the teachers’ uniartsch was among the most salient issues
at that time, could not pass legislation becaumsagddition to the well-known objection by
the GNP, there was an internal dispute within trxeegning party which was led by those
who were leaning to the GNP’s positioFhé Hankyorel22 Dec. 1998). The bill for
legalizing unemployed workers’ unions, which wasghatfinal stage of legislative
proposal, was revoked at the last minute due twbgction from within the government
bureaucracyThe Hankyoreli8 Dec. 1998).

For unions, all these events clearly suggestedhleatiea of tripartite policy
coordination would not be relevant in their counk&fter having been constantly checked
by the GNP’s objection, the government now appetrde: no longer able or willing to
engage in the cooperative effort for economic recpvlhe KCTU then announced its
permanent withdrawal from the negotiations, andabegcus on its previous hard-line
approach. It publicly negated its concession origbge of labor market flexibility, while
demanding expansion of social welfare and work-tiggiiction (without pay cutsYte
Hankyoreh25 Feb. 1999).

In response, the centrist FKTU, which was in contipetwith the KCTU, also
began taking a tough approach at the negotiatle.thhe FKTU also became
increasingly ambivalent towards the talks, altangpbetween participation and
withdrawal. In response, employers also took alteugpproach to the unions and the
government, especially on the issue of corporateig@ance reform. They also soon
began to alternate between participation and wathdt from the talks. The historic

tripartite pact virtually collapsed in the middletbe economic crisis (ESDC 2002).
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3.4. Summary

In this study, | provided a political explanaticr the success and failure of
coordinated wage-setting, in a general context wts@pplicable to both developed
Europe and developing democracies. | built on ith@irig of the previous European
studies, that the wage-setting process is moredowated when relatively organized
industrial actors meet a national economic crBig.| argued that these actors are not
sufficiently motivated for the solution unless th@vernment is motivated in the same
way. Relying on the literature of party-voter ligiea | then showed that the government
chooses to deal with the problemly if parties compete by making general programmatic
appeals to voters. If parties compete via non-@ognatic appeals, the government does
not deal with the problem seriously.

In a broad context of the corporatism literatuhés study provides two substantial
contributions. First, it enriches our understandinghe corporatism in the developing
world. Most previous studies dealt with this topiche context of authoritarian “state
corporatism,” as opposed to democratic “societgba@tism” (Schmitter 1979). Recent
studies, however, have begun to take a differeak by exploring the conditions as well
as challenges for societal corporatism in develpdemocracie¢See Evans (1995) and
Wiarda ed. (2004), among others, for the geneaah@work of this approach). This study
joins in this attempt by highlighting a politicalgzondition for the societal corporatist
wage-setting in these countries.

Second, the study also provides a critical assagsomethe literature of European
corporatism, especially on their understandindhefrecent corporatist experiences in
developed Europe. Unlike the traditional neo-coaiem literature, which emphasized

government partisanship (Alvarez, Garrett, and kal@91; Korpi 1983; Stephens 1979)
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or the consociational politics (Lehmbruch 1979phiart and Crepaz 1991) as a
precondition for the success of corporatist intemrg&rmediation or concertation, the new
literature of ‘competitive corporatism’ tends tansader corporatism as being free of the
substantive configurations of the national poli(ielina and Rhodes 2002; Traxler,
Blaschke, and Kittel 2001). This approach is jisstifin part because, as discussed in this
study, the terms of the political exchange thess @ae structured so narrowly around the
zone of moderate center that neither stronglysteftor neo-liberal solutions can provide

a viable alternative. While recognizing this coastt, | argue that the national politics

still play an important role in a way that the @®ders have not paid attention to, namely,
by determining the government’s willingness to de#h a national economic problem.
From this perspective, the reason why the govertsriarmost developed European
countries have been so serious about their econdmaitenges is because the major
parties in those countries have been connectedt&rs/by promising general policy

benefits.
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CHAPTER 4
INTER-UNION RIVALRY AND THE MODALITY OF POLITICAL EXCHANGE:

THE EXPERIENCE OF FIVE COUNTRIES IN DEVELOPED EURBP

The wage-setting process in Europe was charactebiya relatively high level of
collective coordination among unions, employerghergovernment. There, the
participating actors were interested in how to heaevage deal in which they could strike
a good balance between sustainable profits andagah wages. This generous system
of corporatist coordination, however, has been usttess these days. One of the notable
challenges came from the process of economic iatiegr (Streeck and Schmitter 1991).
Intense competition in the European product mari@eased a pressure for tight cost
control. Monetary integration added further to fmisssure by keeping government
macroeconomic accommaodation out of option and,, tmaking wage moderation an
indispensible means to macroeconomic managemeoti¢€r2000; Huber and Stephens
2005). If businesses had already been in a dowhwtrwvage costs had not been
controlled well, the economy would fall into a reaikis situation. The call for tight cost
control would grow even greater (Baccaro 2003; Bbehd Fajertag 2000).

How would this economic pressure impact on the wsejeng process in Europe?
Here conventional wisdom suggested that the watiexg@rocess would undergo a
significant change to de-coordination. By makingye/aegotiations more individualized
and fragmented, employers would be better abledeease the market discipline in the
wage-setting process and thus save more wage(&stsk and Schmitter 1991; Streeck
1998). But the actual developments in developeaivvere not supportive of this

prediction. First, there was no case of de-cootdinan developed EU countries,



although the degree of flexibility within the systdas increased overall, as shown by the
trends of wage differentials, occasional opt-oets, (Rhodes2001; Teuling and Hartog
1998). In several countries, the wage-setting m®ees even more coordinated (Fajertag
and Pochet eds. 2000; Ferner and Hyman eds. 1998).

This study is interested in these countries ofdased coordination. There,
nationwide wage settlements among the governmaitng, or employers assumed a
more prominent role than before in management gfexgte wage costs. Previous
studies proposed a list of causes for this changkiding monetary integration, poor
macro-economy, and the organizational capabildfaadustrial actors (Baccaro 2003;
Hassel 2003; Pochet and Fajertag 2000; Rhodes .ZDI@dy also found that the political
exchange between unions and the government protigedriving mechanism for the
change, in which unions agreed on the idea of tigige control and then the government
promised to promote employment and also avoid @&uwyliberal reforms on social
welfare and the labor market (Huber and Stephe@§;Z®hodes 2001; Scharpf 2000).

This study builds on these findings, and exploresatively under-studied issue:
the modality of the political exchange. The questias not been dealt with extensively,
although there were notable differences in the Wagsthe exchange took place. These
differences then produced significant impacts anemic performance, especially on the
pattern of wage moderation (Traxler and Kittel 2000 this study I fill in this lacuna in
the literature by first identifying three pattewfsthe political exchange --- voluntary
negotiation, government-pushed negotiation, aneéegovent unilateralism. | then present
a causal explanation for this diversity by lookatghe effect of inter-union rivalry.

More specifically, | begin by reviewing previousMatudies that tackled the same
guestion, but from a different perspective (Bacaard Lim 2007; Hamann and Kelly

2007). Focusing on the electoral politics, theyuarthat the government negotiates with
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unions when the governing party or coalition i<&eally weak. This is because the
government worries that a unilateral approach ctudder an electoral backlash by
alienating many resentful workers. When providethwtable electoral support, however,
the government becomes less sensitive to thislpbigsileaning towards unilateralism as
an easier, less-demanding way to secure tight @ooftivage costs.

While not denying this political consideration lnetgovernment, | argue that the
final choice between negotiation and unilateranmention is ultimately determined by
another factor, that is, the degree of inter-umiwalry. If a labor movement is mired with
deep rivalry, it becomes difficult for competingiom actors to coordinate their wage
demands to produce a moderate wage settlementnigikies even a weak government
consider that unilateral intervention as the ordggble way to secure wage moderation.
If a labor movement does not suffer from deep nydlowever, union actors will be in a
better position to reach such an agreement. Tivem, & stable government will consider
negotiation as a more attractive and feasible fmatiost control.

The focus on inter-union rivalry also permits usniprove the empirical coverage
of theory. In the election-based studies, reseasclere interested in only the dichotomy
of negotiation versus government unilateralisnrmpiove on this typology by adding two
sub-paths on the path to negotiation. | will shbattwhile the hypothesis of electoral
politics cannot even be applied to this new contie alternative hypothesis is.
Negotiation takes place with voluntary agreemengmthe labor movement is united or
characterized by only weak rivalry. When the lalmmvement is characterized by a
moderate degree of rivalry, negotiation still o uout only under notable threats or
limited exercises of government unilateralism.

In the following sections, | discuss the theorétimckground of these claims. |

then provide supporting evidence for them in a carafive analysis of five European
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countries (Belgium, Finland, Ireland, Italy, an@ tdetherlands), covering from the 1980s
to the early 2000s. | will also challenge the al&tive hypothesis of electoral politics by

using the same empirical cases.

4.1. Electoral Politics vs. Inter-Union Rivalry

Until recently, there was widespread pessimism atheuviability of the
coordinative wage-setting systems in Europe, whixth aimed at balancing between
sustainable profits and relatively egalitarian wadecreasing competition in the
European product market created a strong pressutigliter control of wage costs
(Martin 1999). Monetary integration made this pugesven stronger by preventing the
government from pursuing macroeconomic accommoulaBoeviously, the government
had been able to provide a variety of flexible pes, ranging from exchange rate
manipulation to fiscal/monetary stimulation, to quensate economic actors for any
shocks in prices and costs. With the governmemtgbeommitted to monetary integration,
however, none of these policy benefits remainedata. Instead, the government’s
priority changed from macroeconomic accommodatmoprice stability (Crouch 2000;
Huber and Stephens 2005).

Under this circumstance, wage costs needed tortteotled very tightly. A failure
in this would instantaneously lead to loss of cottipeness and squeeze of profits. If
wages had already been poorly controlled, the predsr cost control would be even
greater. Any continued trend of high wage costsld/oot only deteriorate the already
fragile profit bases for employers, but also wordenalready insecure job situations of
workers. In this situation, a broad consensus weaidrge among all economic actors,
that their economy would be in a serious crisis thiett wages must be tightly controlled

to get out of this crisis (Baccaro 2003).
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Previously, it was widely expected that this ecoimopnessure would motivate
employers to decrease the level of coordinatiothat is, the level (company, sector,
nationwide, or somewhere in between) at which getaof aggregate wage increases
would be set and negotiated (Crouch 1995; StreedkSahmitter 1991). So, if wages had
been set via negotiations with broad nationwidmtar-sectoral coverage, now they
would be set for certain specific industries orcsfiecompanies without any implications
beyond their respective domains. The rationale gsdsllows. By making wage
negotiations more fragmented and individualizedpleyers would be better able to
increase the market discipline on the wage-sefiimngess. This then would help them
save more wage costs, because in the new systaratjeesetting process would be less
politicized and thus unions would pay more atteantmthe financial situations of their
employers.

The experiences of developed European countriegeVer, have not been
supportive of this prediction. There has been parctase of de-coordination in the EU
area, although the overall degree of flexibilityhim the system has increased, as shown
by wage differentials and flexible opt-outs (Rho@681; Teulings and Hartog 1998). In
several countries, the wage-setting process hask#man more coordinated (Fajertag and
Pochet eds. 2000).

Researchers have tried to explain what might heded this unexpected
development. Among the widely-cited causes wasaesef economic crisis, shared by
all economic actors. As discussed briefly aboveygaconomic performance in an
integrated economy threatened not only the pradgitemployers but also the jobs for
workers, producing a strong pressure for tight costrol. Unlike the previous prediction,
however, this pressure did not work out in a wagttengthen the market rule in the

wage-setting process. In an urgent situation oheguoc crisis, economic actors were
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more interested in finding a more predictable sofuto their wage problem. Rather than
relying on a method of decentralized discipline iGhicould be unpredictable, at least in
the short run, without a central authority), thegfprred a more coordinative solution. By
increasing the level of wage coordination and tetisng encompassing bargaining units
--- which might have better understanding of themaconomic consequence of the
failure of wage moderation --- take a more promimefe in the wage-setting process,
they hoped that they could have more predictabhérobon national wage costs (Pochet
and Fajertag 2000; Rhodes 2001). Where unions aupibgers already retained the
organizational capability (proven or potential) garch collective action, this shared
interest really galvanized the corporatist wagerdmation (Baccaro 2003; Hassel 2003).

The underlying mechanism of this enhanced coorinatas the tripartite deal-
making among the government, unions, and employevghich the wage issues were
linked to other broad issues such as jobs, weltard labor market protection. First,
unions and the government made a political exchangsich unions recognized,
voluntarily or by governmental direction, the nesigsof tight wage restraint as a means
to recovery. Then the government promised thabitldavoid any neo-liberal reforms of
welfare and the labor market and also implemenbuaractivation policies for job
creation (e.g. active labor market policies anéotiuman-development policies (Huber
and Stephens 2001; Rhodes 2001; Scharpf 2000))loyerp then joined the deal by
committing to more employment and training tharytiveuld have done otherwise.

Note that the actual processes of the tripartieraction were more complicated
than this. The interaction could take place sirmdtausly; unions and employers could
lead the process and the government would joim; latehe government could lead
without explicit consultation with unions and emydos. Despite all this diversity,

however, the common prerequisite for success wastiere should be at least an implicit
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exchange between unions and the government bdfenehole process came to a
conclusion. The rational was as follows. Econoremorery, the common goal of the
tripartite interaction, hinged on the unions' atcaape of tight cost control, but the unions
would like to trade their commitment not only fobg but more fundamentally for
continued (although moderately reformed) provissbmwelfare and labor market
protection (see Regini (1984) and Scharpf (199d)He original formulation of this idea).
Unions existed primarily to improve the quality aseturity of workers’ livesThey
would fight for job stability, no ‘race-to-the-both’ competition in wages, and humane
treatment for the workers out of jobs. Without thgmssive’ concerns being taken care
of by any means, they were not able to agree osr gblositive’ issues like wage
moderation and job creation. Even the studiesrdwignized the active role of employers
in this tripartite interaction did not forget tocathat the employers’ commitment to
cooperation would not be possible (Culpepper 2005ustainable (Baccaro and Lim
2007) unless unions were already ready for the @@dpe deal.
4.1.1. The modality of political exchange

Building on these studies, | explore a relativehger-studied issue: the ways that
the political exchange was struck between the gowent and unions. More specifically,
| am interested in the ways that wages have bdeat Hge national level, given the
governmental promise for welfare, protection, aciivation. The experiences of
developed Europe suggest two broad paths heredntloee government took a unilateral
initiative against unions, and imposed certain messfor cost control without seeking
explicit agreement from the unions. Typically, tteernment initially sought a
negotiated solution. Passing a substantial perfiatiademate, however, the government
switched its position to unilateralism, introducisigch measures as obligatory wage

freezes/ceilings and restrictions on strike agésitAs discussed in the country analysis
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section later, Belgium in the 1980s and 1990s had\ietherlands around 1980 were
among the best examples for this. In the secortd ga government negotiated with
unions, which resulted in a nationwide settlementifjht wage moderation. A typical
sequence there was that the government urged utd@mgage in a direct talk with
employers and, sometimes, the government itselénsrresponded positively to this call
by joining a national wage settlement. As discudatat, Belgium since 1998, Finland
and Italy since the early 1990s, Ireland since 188d the Netherlands since 1982 are
among the best examples.

Within the path to negotiation, there also were tifterent sub-paths. In one,
negotiation took place with a voluntary agreemeontnif unions. Here the role of
government was limited to providing a public-mindedgaining space for wage
negotiators. In the other, wages were negotiatel@ua visible pressure from the
government. A typical sequence was that union actrealed some problem in
coordinating their wage demands; the governmepboreged with a threat or limited
exercise of unilateral intervention. After a shoetiod of tension, however, unions
succeeded in coordinating their wage demands, gavimay toward a national wage
settlement.

4.1.2. The hypothesis of electoral politics

How can we explain these diverse patterns of thiéqad exchange? Previous
studies have been mostly silent on this issue,pxoe the works by Baccaro and Lim
(2007) and Hamann and Kelly (2007). Focusing orrdies of the electoral politics, they
provided a coherent hypothesis for the governmieoice between negotiation and
unilateral action. They argued that government®sbmegotiation with unions "when
they lack the necessary electoral strength to dgoetential popular backlash” which

would likely be triggered by a unilateral appro&Blaccaro and Lim 2007, p. 38). In
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other words, they negotiate "when potentially ungappolicies are deemed necessary,
when the governing party or parties are facingtetat pressures, when they believe
incur heavy electoral costs from implementing saineir policies unilaterally and
when they believe pacts would increase the legainand popularity of these policies”
(Hamann and Kelly 2007, p. 976). If the governmemij®y stable electoral support,
however, they will not be so sensitive to this @aty of electoral backlash. They will
consider unilateral intervention as an easier;dessanding way to secure wage control.

While providing a plausible explanation for the gavment’s choices, this
hypothesis suffers from the following problemssEirt is not clear why a stable
government should be so open to compromise its@stippse. Instead, hoping to stay in
power stably, any government in established denctsavill be attracted to the idea of
negotiation as a better way to deal with its ecaogroblem. It will be only when this
preferred solution does not look feasible, thatgbeernment will begin to consider
unilateral intervention seriously.

Second, the hypothesis is also criticized for ftstaer implication, that the fear
for electoral backlash will make a weak governnatose non-action rather than doing
anything else, once the path to negotiation isk#dcThis, however, is too a strong
argument. Despite the potential backlash from amgmkers, unilateral intervention can
still be an attractive option even to a weak gowernt. This is because the intervention
helps prevent further worsening of the economygit®irrence of which would invite
broader blames from the general public, enoughuliithinthe benefits of avoiding the
concentrated blames from workers. Furthermorajdtsssful, the intervention will
provide incumbents with a real performance recait which they can dilute blames of
the workers and also demonstrate their capabifitpacroeconomic management to the

general public.
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All these criticisms, which will be confirmed emigally later in the country
analyses section, suggest that the governmentisebwer the two paths may not depend
on the electoral politics. Rather, it may dependr@nexogenous feasibility of negotiation.
The government will choose negotiation only if tlusks feasible. If not, however, it will
choose unilateralism. In this study, | argue tha teasibility is ultimately determined by
the degree of inter-union rivalry.

4.1.3. Inter-union rivalry: an alternative hypothess

More specifically, the new hypothesis goes as vatloWwhen a labor movement is
mired in deep inter-union rivalry, it becomes ditfit for competing union actors to reach
an agreement on how tightly their wages should bderated. This difficulty then invites
the government to bring some obligatory measurdisetavage-setting process. If the
rivalry is not that serious, however, unions wal better able to coordinate their wage
demands toward a moderate wage settlement. Thenizwggn becomes the main path for
cost control.

Within this path to negotiation, there is a notaderce of diversity (although this
has been never considered seriously in the predaesion-based studies). | argue that
negotiation takes place with unions’ voluntary mapation if a labor movement is all
united or only has weak rivalries. If a labor mowsrhis under still moderate tension
from rivalry, then negotiation takes place but omhder the considerable threat of
government unilateral intervention.

Before presenting a detailed justification for tbligim, let me begin by
elaborating more on the definition of the indeperderiable, the degree of inter-union
rivalry. In this study, the rivalry varies depenglion the following two criteria:
distinctiveness of self-identities among competingon actors and the intensity of their

competition. For instance, a labor movement isdeprivalry if the major union actors
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adopt distinctive ideologies and also compete with another in all major economic
sectors, without a clear demarcation of their respe organizational dominance. Among
the European countries examined here, this wadyli@ case with Finland up until the
1980s, in which communist and socialist unions fawgach other for the support of
ordinary middle/low income workers from all econarsectors.

Since the collapse of communism, however, thisvelga has moderated
significantly because the communist-leaning SAK teasstablished itself as a social-
democratic confederation (Lilja 1998). Religion @so be a good source for such rivalry.
In Belgium until the late 1990s (Vilrokx and Vandmput 1998), Italy until the late
1980s (Regalia and Regini 1998), and the Netheslantil the early 1980s (Visser 1998),
Christian democratic unions were in ideological pefition with socialist ones to obtain
mass support from various occupational groups @hary workers. Although the
Christian unions toned down their strong religicakrs in the wake of cultural
secularization, they still remain loyal to the Ghian idea of inter-class collaboration and
co-determination, whereas socialist unions cluniipéoidea of class differences (Van
Kersbergen 1995).

In the mean time, a labor movement would be in detepunity if unions share
the same ideology and there is only one peak cendéidn which dominates all other
unions. If this is too a strict requirement, we Idoaillow a weak rivalry by relaxing one
of these two criteria. In Ireland, several genarabns (although under the ‘non-binding’
guidance from a peak confederation) competed twitsardinary workers from all
economic sectors, but this did not lead to a derwfai pattern or rivalry because unions
were basically homogeneous in the sense that tiegd the same ideology of moderate
social democracy (Von Prondzynski 1998). In Finlaftér the collapse of Communism,

union organizations were still clearly divided ajahe ideological cleavage of social
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democracy vs. centrist reformism. But their rivaleynained quite mild because they did
not have to engage in intense membership competgiven a clear pattern of respective
organizational dominance across the major econegautors (Lilja 1998).

Finally, the rivalry can be at a moderate levemswhere in the middle of these
two ends of the scale. There, the major union adiave typically adhered to distinctive
ideologies. They also have competed intensiveBotizit support from various groups of
ordinary workers. But their rivalry moderates bessglalthough their organizational
competition continues, the ideological side of ialry weakens as hard-line unions
have moved toward reformism. We thus no longetiseenajor unions fighting over
fundamental ideological claims. However, this doesmean the marginalization of
identity competition. Rather, the previous hardiineill still be eager to make their
reformism as different as possible from others.e@ithe ongoing membership
competition in the major economic sectors, thisrefior differentiation will then keep
the major union actors under considerable tensidhair relations. As discussed in more
details later, this was the case with Belgium sitheelate 1990s (Van Gyes, De Witte, and
van der Hallen 2000) and the Netherlands sincednly 1980s (Visser and Hemerijck
1997).

What will be the implication of these diverse patgeof rivalry for the political
exchange? My answer is that the diverse pattertesrdme the degree to which unions
can cooperate voluntarily. This then invites dieemssponses from the government,
ultimately producing diverse patterns of the pcditiexchange. Beginning with the case
of deep rivalry, typically there are hard-line umiorganizations who are in intense
confrontation with other reformist competitors. Eléhe pivotal actors are the radical
members in the hard-line organizations. They arergstrong leverage in the internal

decision-making process, because their claim feolmbical clarity is considered
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legitimate given the deep rivalry. If this demanadot accepted, they can also punish their
organizations by threatening internal objectiond defections. Fearing that this internal
rupture could hurt the relative power positiontté brganizations in the labor movement,
the leaderships find no other way but to listeth&se radical voices (see Przeworski and
Sprague (1986) and Kitschelt (1994) for the origdiscussion of this idea in the context
of party politics).

Even in the context of this study, in which a nagibeconomic crisis at a time of
deep economic integration motivates the hard-lmeruorganizations to join in the
bargaining process for reasonable policy trade-tffsse radical members still play. They
continue to press their organizations to maintastreng, ideologically-charged position
at the bargaining table. Fearing the possibilityineérnal rupture, the leaderships of the
organizations will have to listen to these voicBgically, they will end up insisting that
wages should still be allowed to increase to maral purchasing power. They will
then justify this position by arguing that any eoyshent-unfriendly effects from this
demand should be counterbalanced by reducing ltioe fupply without pay-cuts
(Vilrokx and Van Leemput 1998; Visser 1990).

It is not difficult to understand that this tougbsgtion put forth by hard-line union
organizations will sap the possibility of voluntaagreement for tight wage moderation.
Although not its first preferred solution, now thevernment begins to seriously consider
unilateral intervention as the only feasible alétive to address its national economic
problem. This move is further supported by the udyppinion that the union rivalry has
interfered with timely response to the nationalresaic problem. Of course, the hard-
line organizations will not welcome this developrleacause government unilateralism
will put in peril the very principle of workers’ &mnomy in industrial relations (Visser and

Hemerijck 1997). However, faced with a tough chdiebveen defending the autonomy
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and saving their core support base, they chooskattiee for the sake of organizational
survival.

As economic difficulties continue, however, the siderations of the hard-line
union organizations change significantly. Now h#it members, even radicals, are more
concerned about the fact that their workers haes besing jobs but the emphasis on real
income maintenance has not been helpful for adidigeise problem. This consensus then
widens the room for reformism in the organizatiangd, ultimately, narrows the policy
differences between them and their competitors. Kwalabor movement is in a better
position to produce a broad consensus for tightewagderation. The government also
welcomes this move, expecting that it will enhatieeprospect of negotiated political
exchange in which the possibility of electoral Hask is minimized.

From the viewpoint of the leaderships in the prasibard-line organizations, this
new development provides a golden opportunity iictvithey can keep the industrial
relations safe from government intervention with@aipardizing their organizational
base. However, the process should be managed weidh care, because the heirs of
radicalism in their organizations will still be eago make the new reformism as different
as possible from others. To avoid the possibilftinternal rupture, now the leaderships
have to be very cautious about the formality ofribgotiation process. Although they
will eventually agree on a tight wage settlemdmytneed to show their members a
seemingly-strong commitment to a generous wage @haly will often have to delay the
deal, even though this will invite public criticisamd also increases the possibility of
government unilateralism. Then they sign on a wiegd at a point when they can claim
that they have done enough but when further stakemeauld likely trigger wide
repercussions in public opinion and eventuallytewholesale unilateralism from the

government. Even after a deal has been made, titldyawe to be keen to show their
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sympathy to those who were hit hard by the deatyMill have to allow these members
to express their complaints freely in their orgatians. Sometimes, they will even have
to withdraw from the signed deal, although tempby,aio appease the mounting angers
from those members.

In the meantime, if the labor movement has beefieghor only vexed by weak
rivalries, the negotiation process will be even sther. Here the labor movement is
placed in a best situation to produce a voluntgrg@ment for tight wage moderation.
Union actors will have relatively homogenous idgi¢s, meaning that there will be no
inflammable materials or their legacies which pttdrard-liners can utilize to establish
and politicize their claims. Even if the major umiactors are divided ideologically, their
competition will be mild. There will be a clear daroation of their respective
strongholds across the major economic sectors.Willithen allow even the
ideologically-divided unions to move on to a cooative wage deal, without worrying
much about the reactions from their dis-satisfienbers. Under this circumstance, there
IS no strong need for the government to attemgateral intervention or even a threat of
it. Rather, the role of the government will be lied to provide a public-minded
bargaining space for social partners. The goverhmey promote a non-partisan
assessment of the national economy and possibWdera certain recommended range of
solutions, but it will leave with unions the freedado reach a final wage settlement with

employers.

4.2. Sampling
To provide empirical support for these claims depet so far, | examine the
experiences of five countries from developed Eur&@stgium, Finland, Ireland, Italy,

and the Netherlands. They are all among the widiédyl examples in which the level of
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wage coordination increased recent decades. Soatee3n European countries, such as
Portugal (Royo 2002) and Spain (Hamann 2001), shalsb have been included in the
empirical analysis. But they were not, due to agabblem: these countries were not
covered by all of the quantitative measures of wagedination which were adopted in
this study.

Table 7 provides a summary trend of wage coordndbr the five sample
countries. The periods of analysis were determimethe following considerations. First,
the countries should have strong commitment toasaptional monetary coordination.
Second, they also should have suffered seriousty the problems with their national
economies. Finally, industrial actors should hagerbat least moderately organized. All
these reflect the key conditions which have beetifipd for the path to increasing wage
coordination, as briefly sketched previously (Baoc2003; Hassel 2003; Pochet and
Fajertag 2000).

Beginning with the monetary commitment, the Netluedls was an early starter,
who pegged its currency to the German mark frometitey 1970s as soon as the collapse
of the Bretton Woods system (Kurzer 1993). Belgjomed the process around 1980
when the EMS was started (Kurzer 1993; Hemerijakgés, and Visser 2000). Finland,
Ireland, and Italy joined in the late 1980s witkitlpreparation for joining the EMU.
When it comes to economic performance, all of tloesmtries suffered from sluggish
growth, high unemployment, and poor control of wagsts from or even before the
beginning of their monetary commitment. In Belgiamd the Netherlands, the poor
performance dated to the 1970s; this improvedern\atherlands from the early 1980s
after the 1982 pact of Wassenaar, but poor perfiocaaontinued in Belgium until the
2000s (Arcq and Pochet 2000; Visser 1998). Thé kiwd Italian economies were also in

poor shape in the 1980s, but the Irish economyanga significantly in the late 1990s,
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while the Italian recovery lagged until the 200Bsrfera and Gualmini 2000; O’Donnell
and O’'Reardon 2000). In Finland, its economy haghlgpood until the late 1980s, but
worsened sharply from the early 1990s in the wdkbeocollapse of the Soviet Union
and the crisis in the banking sector (Kaupinne®020Finally, in all five countries

unions and employers were organized at least muadgras reported in such volumes as
Ferner and Hyman (1998) and Ebbinghaus and Vi2e&0j.

Consistent with these background conditions, thellef wage coordination
increased in all five countries. In Table 7, thsswneasured by looking at the
institutionalized characteristics of coordinatiawveell as the participating actors’ real
commitments for it. Given that these two refledtaent aspects of wage coordination
and thus may not necessarily go together all the,tan increase in either side was
considered to indicate an increase in wage coatidimaunless the other side decreases.
Among the three pooled time-series data which aldigly available from Kenworthy
(2001), Nickell, Nuniziata, and Ochel (2005), andxler, Blaschke, and Kittel (2001), |
use Kenworthy’'s data to deal with the institutioagpect of wage coordination. Focusing
on such characteristics as pattern setting, govemharbitration, and peace obligation, he
provides five discrete levels of wage coordinatidrich runs from no coordination (one)
to poor (two), intermediate (three), and high camation (four and five). Traxler et al.
also deal with the institutional aspect of wagerdowtion, but they only provide a non-
ordinal, categorical typology. Meanwhile, Nickellad. provide a measure for the
behavioural aspect of wage coordination, basedhein $ubjective judgments of the
participating actors' voluntary commitment to categ wage moderation. Their data
ranges from a low score of one (no coordinatiorg kagh of three (nation-wide

coordination).
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4.3. Test Of The Hypothesis Of Electoral Politics

The empirical analysis begins by testing the hygsighof electoral politics
against these five country cases. The hypotheggests that in the course of the political
exchange, a government will seek negotiation witions if it has a weak electoral base,
but it will choose unilateral intervention if it @ys a stable electoral base. As it turns out
below, this hypothesis is well supported by theesad Finland, Ireland, and Italy, but
contradicted by the cases of Belgium and the Nkthés.

Table 8 summarizes the trend of the governmengat@ial base for each of the
five countries, covering the sample periods defibgdable 7. All data are drawn from
Muller and Strom’s edited volume (2000) and variansual political reports in the
European Journal of Political Researcio make qualitative judgments on the
government’s electoral power from these data, patite following operational criteria.
The government has a stable electoral base ifdkerging parties (or their core) survive
most of several consecutive elections without fesqly changing their coalition partners.
Otherwise, the government has a weak base. Witleicategory of stable electoral base,
the government is considered dominant if the sefafse core governing parties or their
coalitions are close to or higher than 50% of ttaltparliamentary seats.

Beginning with Belgium, Christian Democrats wer@aidominant position until
the early 1960s. From the 1950 to the 1961 elestithe CVP/PSC (Christian
Democrats) held about 48% of the total parliamgngaats and remained in power most
of the time (73%) as either the virtual, single gowng party or a leading party in the
coalitions with the BSP/PSB (Social Democrats) WWHPLP (Liberals). After the 1965
election, however, their power began to weakenifstgimtly. From then until the 1981
elections, they held approximately 35% of the tptaliamentary seats. Although the

CVP and PSC could continue to stay in power, theytb switch their coalition partners
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very frequently among the Social Democrats, Lilserahd Regionalists. Passing the early
1980s until the end of the 1990s, however, theicteral base stabilized again. With the
average share of 30% of the parliamentary seag,dértainly were not a dominant party
coalition, but they managed to stay in power byniog relatively stable electoral
coalitions throughout the period (with Liberals the 1981 and 1985 elections and then
with the Social Democrats for the 1988, 1991 ar@blélections). Beginning in the late
1990s, however, their electoral base weakened aglaare has been no stable governing
coalition since that time. Instead, power has l#&mnating among various coalition
alternatives, including the two non-CVP/PSC coatii of 1999 and 2003 (De Winter,
Timmermans, and Dumont 2000).

In Finland, the SDP (Social Democrats) led stablger-left coalitions with the
CE (a centrist party with agrarian origins) and 8w (Swedish People’s Party) from the
1966 election to the late 1980s. The party was mgeminant with the average share of
27% of the parliamentary seats, but it neverthedésged in power throughout the period
as the largest party in Finland. Entering the 1980svever, its electoral base weakened
dramatically. The decade started with a centertigghlition in 1991 --- for the first time
since 1966, which was then followed by various gowe coalitions among social
democrats, centrists, and rightists (Nousiainer0200

In Ireland, the nationalist catch-all party, Fiari@l, dominated the government
until the late 1970s. From the 1950s to the 19t @sparty retained about 50% of the
parliamentary seats and remained in power in about of the period. Its hegemony,
however, began to fall in the early 1980s whenaitton of Labour and the relatively
liberal Fine Gael won the 1981 election and staggubwer for roughly six years.
Thereatfter, coalition building became the norm @fernment formation. Except for the

brief period of Fianna Fail’s sole rule from 1987119988, various coalition alternatives
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were experimented with among Fianna Fail, Labodraher liberals (Mitchell 2000).

Italy represents a case of Christian Democrat dange until the late 1980s.
From the 1953 to the 1987 elections, the DC (GlandDemocrats) occupied about 41%
of the parliamentary seats and stayed in powepbyihg coalitions with Social
Democrats, Liberals or Republicans as minor pastriidowever, the party system
changed dramatically in the early 1990s in the watkée political big bang, which led to
re-foundation of the former communist PClI into sloeial democratic PDS, and also total
collapse of the DC and the PSI (the former sodgliSince then, no dominant party or
stable governing coalition has been formed in theteral politics. General elections
have been very competitive, resulting in an alteomeof power between broad center-left
and center-right coalitions. In the years of 1988 4995, the major political parties even
agreed to devolve power to politically-neutral tectrats for the sake of crisis
management (Verzichelli and Cotta 2000).

In the last country, the Netherlands, the KVP (GhtS) led a dominant right-
wing coalition with the CHU (orthodox Protestaras)d ARP (Anti-revolutionary Party)
until the early 1960s. From the 1952 to the 19@&8tens, they held more than 50% of
the parliamentary seats and only occasionally éavihe PvdA (Social Democrats) and
VVD (Liberals) as their minor coalition partnersof the 1967 to the 1982 elections,
however, the situation changed significantly. Nolyadid their combined seat share fall
to the mid-30%, but they also had to switch thealition partners frequently among the
PvdA, VVD, and D66 (newly-established Liberalsktay in power (Timmermans and
Andeweg 2000).

Do these patterns of government electoral base fite patterns of political
exchange in these countries? As can be seen ie Balihe answer is not entirely positive.

For Finland, Ireland, and Italy, there was a gabdhe political exchanges in these
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countries occurred all via negotiation. Their goweents were also all weak, alternating
either among various coalition alternatives asiimafd and Ireland, or between broad
center-left and center-right coalitions as in Italyore detailed discussions on these and
other country cases are provided shortly in thenttguanalyses section).

However, the Belgian and Dutch cases tell us diffestories. In Belgium, the
dominant pattern of political exchange between 1881 1997 was unilateral government
direction, but the government entered the peridd wiweak coalition base (although
stabilized thereafter). It is not clear how the kvgavernment of the early 1980s could
adopt such a strong approach, despite the fedectbeal backlash from angry workers.
Also, since the 1998 pact, the Belgian politicatleange has proceeded mostly with
negotiation. But the Christian Democrats was italle government with the Social
Democrats at least until 1999, when they lost pawer secular coalition government for
the first time since 1958. The electoral defead alas never widely expected, being
mainly triggered by some unanticipated politicarsgals around the election year
(Rihoux 2000). It is not clear why the governmeimiovetill thought to enjoy a stable
electoral support decided to discontinue its presionilateral approach in 1998.

The Dutch case provides another challenge to thethgsis. The Dutch
government implemented a series of unilateral nreasuom 1980 to 1982, but then
changed its approach to join in the accord of Wassein late 1982, which later turned
out to be the beginning of negotiated pact-buildmthe country. Both choices, however,
were made under the same political condition thatgovernment suffered from a weak
coalitional base. It is not clear how the sametelat weakness could lead to these two
different outcomes. Both these empirical contrading suggest that the hypothesis of
electoral politics may not specify either a necgssar sufficient condition for the path

to negotiated political exchange. Government stgttmbuld lead to successful
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negotiation, as shown by Belgium in 1998, whereaggiment weakness could lead to
government unilateralism, as shown by Belgium &edNetherlands in the early 1980s.
The next section addresses these problems by loye@kithe alternative hypothesis of

inter-union.

4.4. Test Of The Hypothesis Of Inter-Union Rivalry

To establish the hypothesis of inter-union rivategall that we began with a
context in which a serious economic crisis in thetext of European integration called
the government and social partners to engage iometle wage coordination to achieve
better control of wage costs. As previous studiggested, the political exchange
between unions and the government provided a kehamesm for this by making unions
more attentive to the idea of tight wage moderatioexchange for the government’s
promises of activation and avoiding neo-liberabrafs of welfare and the labor market.
Then | suggested that the pattern of the poliesghange was determined by the unions’
ability to coordinate their wage demands towartdttigoderation, which was ultimately
an outcome of the degree of inter-union rivalry.

If a labor movement was characterized by deeprieslit became difficult for
competing union actors to agree on the zone of wegfeaint, which invited the
government to impose obligatory measures to biealstalemate. If a labor movement
was relatively united or there were only weak nived, union actors were best able to
produce such an agreement. The government felead for unilateral direction. The
process of political exchange also was smoothpvioiilg voluntary negotiation. Finally, if
a labor movement was characterized by moderatkyjveegotiation still took place
because unions were eventually able to producg@ement. The process of negotiation,

however, was full of tensions among rival unioroastwhich invited government’s threat
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or limited exercise of unilateral intervention.

As summarized in Table 9 and also discussed inldetaw, this hypothesis is
well supported by the experiences of all five cost In Belgium and the Netherlands,
the change from governmental unilateralism to gowvent-pushed negotiation was
associated with the change from a high to a moeelagree of inter-union rivalry.
Voluntary negotiations in Finland and Ireland tga#ce in the context of weak rivalries.
In Italy, the change from voluntary to governmeusiped negotiation was associated with
the change from a low to a moderate rivalry.

The following comparative analyses provide real eiwgd grounds for these
associations by focusing on the Belgian, Dutch ltadchn cases. The first two provide
critical cases which contradict the hypothesisle¢t®ral politics, but confirm the
alternative hypothesis. The Italian case extenetiverage of theory by providing a new
empirical context which the latter hypothesis carapplied to (although the former has
never been attempted so). Finland and Ireland, fervdo not add much strength to the
analysis because they are consistent with bothytpetheses, so their experiences are
examined only briefly.

In Finland, the labor movement was characterizecklatively weak rivalries in
the 1990s. True, the major unions had been diftextexd along deep ideological
cleavages until the late 1980s; the largest SAKWeah clearly leftist, whereas the
smaller unions, such as STTK and AKAVA, had beemexa@ntrist or liberal. After the
collapse of communism, however, the distance antiogyy narrowed. This was because
the internal struggle in the SAK between communasid moderate social democracy,
which had been the primary source of union milifaimcFinland, was resolved in favor
of the latter. The fact that there was alreadyearcpattern of confedral dominance across

different economic sectors, further weakened thalny. The SAK was undisputedly

112



dominant among all workers in the private sectos male workers in the public sectors;
the STTK was dominant among female workers andhie@ns in the public sectors, and
the AKAVA was dominant among well-educated workierthe public sectors (Kauppinen
and Waddington 2000; Lilja 1998). Consistent witege configurations, the political
exchange in Finland took place via voluntary negan. Under the leadership of the
SAK, unions were able to reach broad agreementgbnwage restraint, which were
then fully incorporated in the tripartite negotats for social pacts (EIRO 1997d, 1998a,;
Kaupinnen 2000).

In Ireland, the inter-union rivalry was also we@kganizationally, union actors
were under competitive pressure. Although all lasions were formally united under
the ICTU (the peak confederation of Irish workersgl decision-making powers spread
to several “general unions,” who were in competitior recruiting their members from
virtually all economic sectors (Hardiman 1988; \Prondzynski 1998). However, this
did not develop into a centrifugal pattern of uniosalry because the Irish unions were
ideologically homogeneous and endorsed moderatal steanocracy. Historically, the
only major source of substantive divides was nafism, over which the Irish-based and
the British-based unions fought each other. Ttosydver, was resolved successfully in
1959, when the Irish-based CIU merged with theiBribased ICTU (Hardiman 1988).
Consistent with all this configuration, the polgiexchange in this country also took
place in voluntary negotiations. From the late 1080, the leaders of the ICTU and other
general unions took a deliberative initiative todsatight wage moderation, which was
then complied with by company-level unions (Bacc2®03; O’Donnell and O’Reardon
2000).

4.4.1. Belgium

In Belgium, the nationwide negotiations betweeronsiand employers had
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produced encompassing wage guidelines, albeit naifg, for most of the 1960s and
1970s (Vilrokx and Van Leemput 1998). Their perfarmoe regarding wage moderation
had never been good. But, faced with an economimtlon at a time of macroeconomic
austerity in the late 1970s (due to a strong mepe@mmitment to the German mark),
the government was eager to strengthen this tietagle negotiations. It hoped that
nationwide wage-coordination, if backed up by cottedi participants, still could provide
a predictable way for tight cost control and ecomoracovery (Hemerijck, Unger, and
Visser 2000). This initiative produced a wave démctions with social partners,
resulting in a series of obligatory wage guidelimethe early 1980s to late 1990s, and
then government-pushed social pacts thereafter.

More specifically in the late 1970s, the Belgiavgmment, which was then
backed by fragile Christian-led coalitions, ini@dta project of centrist political exchange
with unions. It urged them to engage in a natiodeatalk with employers for tight wage
moderation, while showing no intention of radicastructuring of social welfare and the
labor market (Balpain 1985; Dancet 1988). Uniorspoaided positively by participating
in a series of national talks to discuss theseessBut, after a stalemate in the
negotiations (in fact, unions and employers hadoeen successful in the national wage
negotiations since 1975), the government switcbadhtlateralism. In 1981, it legalized a
right to issue a mandatory wage guideline in cdsefailure of bipartite national
agreement. This was then applied to the wage-ggttiocess in the country for the next
several years to come (Balpain 1984; Dancet 13&gring the 1990s, the same pattern
of government intervention reappeared. In 1993irfstance, the failure of voluntary
tripartite negotiations for the so-called GlobaPled to a legislative response by the
government, in which the previous wage indexindesyiswas revised to constrain the

minimum rate of wage increase (Vilrokx and Van Leeitn1998). In 1996, another failure
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of negotiation led to the Law on Safeguarding tloen@etitiveness of Enterprise, through
which a legal ceiling of wage increase was intradijat could be no higher than those of
Germany, France, and the Netherlands (EIRR 1996b).

The ABVV/FGTB, the socialist confederation, was thain trigger of all these
dynamics toward government unilateralism. Preo@aipiith the issue of real income
maintenance, the confederation made no voluntagevagreement possible during most
of the years, ultimately inviting a series of utelal interventions from their governments
(Arcg and Pochet 2000; ETUI 1983; Hemerijck, Ung&id Visser 2000). The intense
rivalry between the ABVV/FGTB and ACV/CSC was treckground for this militancy.
The ACV/CSC had been oriented to Christian Demagcvéth an emphasis on class
compromise and co-determination, whereas the ABBA/B had been skewed strongly
toward working-class egalitarianism (Vilrokx andrivieeemput 1998). Also
organizationally, these two confederations wereagirgy in a tough membership
competition. True, the ABVV/FGTB did better in ttraditional manufacturing and
public sectors, whereas the ACV/CSC was strongkglim manufacturing, new
knowledge-intensive manufacturing, and the sersexgors. But neither party had clear
organizational dominance in any of these sectdieyJust had to recruit their members
from all these sectors (Ebbinghaus and Visser 2000)

It is not difficult to understand that this stropagttern of inter-union rivalry put the
radical members of the ABVV/FGTB in a good posittorpress for wage militancy. By
threatening internal opposition or defection, whechuld hurt the power of the
confederatiorvis-a-visits competitor, those members could make theirdesdp pay
more attention to their strong demand. In Belgithig pressure for radicalism was even
stronger because of its traditional regional clgagaAlthough the ABVV/FGTB drew

members from both prosperous Flanders and declivaltpnia, its radical members
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were more concentrated in the latter, the homautflated heavy industries such as
mining and steel. This then bolstered the voicabede radical members in the following
ways. First, the idea of trading wages for jobs natsrealistic in Wallonia because
businesses in the region were in structural de@methus did not have meaningful
capacity for job creation. Second, the Walloon mersbvere also given their own
communicative space, isolated from Flanders, ircwiiney could easily solidify their
common pessimism on the coordinative wage dealg/Arc Pochet 2000; Van
Ruysseveldt and Visser 1996).

Under these circumstances, the Walloon membetsechABVV/FGTB could exert
an effective veto on their confederation’s parttipn in the negotiated deals. The 1996
negotiations were clearly illustrative of this. léaling a lengthy process of negotiations
with other unions, employers, and the governmethenyear, the leadership of the
ABVV/FGTB finally signed on a comprehensive dealyering such broad issues as
wage restraint, working time reduction, and moderaforms of welfare and the labor
market. The Walloon members did not express thgili@t opposition during the
negotiations, but began to galvanize their diskati®n at a rank-and-file referendum
that was called to approve the deal. Although daglérship wanted to keep the deal alive,
it chose to keep silent in an effort to appeasetitepact sentiment of the members. The
result was a disapproval, and the government iatesgt to break the stalemate (EIRR
1996Db; Vilrokx and Van Leemput 1998).

Since the end of the 1990s, however, a new patffgoolitical exchange has
emerged in which successful negotiations have cegléhe previous unilateralism. The
1998 national bargaining, which produced a negediatage settlement for 1999 and
2000, was the beginning of this new process. Tis#tipa of the government was the

same as before, despite the fact that it was thekda up by a more stable coalition than
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in the early 1980s. It continued to promise natngage in radical restructuring of
welfare and the labor market, and urged union$rikesa voluntary agreement on wage
moderation with employers. But this approach cdidduccessful this time, because the
ABVV/FGTB changed its position toward reformism asupported a bipartite deal of
wage restraint and cost-neutral work-time reduc{iRR 1999b, 1999d). This success
was then repeated in most of the early 2000s (E2B@3f; EIRR 2003).

As widely cited, the continued squeeze of the jark®at was the primary reason
why the ABVV/FGTB began to embrace the new idesetdrmism (Van Gyes, De Witte,
and van der Hallen 2000). The abortive 1996 netjotia already harbingered this change,
during which its leadership began to display a irezs$ for wage moderation. In the
following national talks, which were convened tgotate the wages for 1997 and 1998
but also failed, the leadership repeated the sde®e They suggested an exchange of
wage moderation for work time reduction, job creatby employers, and a moderate
increase in the minimum wage. This time, even tlad&n wing supported the idea
(EIRR 1996c).

The new process of negotiation since 1998, howénaesr never been a smooth one.
Every bipartite wage agreement was struck only aftedious process of negotiation. In
the 2004 national bargaining, the ABVV/FGTB evefused to renew the previous
national wage agreement of 2002 (although it retdio an agreement in the next
bargaining round in 2006). The government respoyediposing obligatory wage
guidelines, which then triggered a general striliganized by the ABVV/FGTB for the
first time since the mid-1990s (EIRO 2005c).

Arguably, this continued tension and toughnesshbyABVV/FGTB was because
of the still considerable rivalry between the tvamfederations. Despite the narrowing of

policy differences, their organizational compefiticontinued. This can be easily
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confirmed if we look at the issue of union mergethe country. Despite the serious
financial difficulties in recent decades which botinfederations suffered from general
membership decline, there was not even a singéesisson of merger between them
(Vilrokx and Van Leemput 1998). The same pressumejever, has led to rapprochement
among competing unions in other countries whereittadries were relatively low, such
as Finland in the recent past (EIRO 2003g, 2006kgddition, the Belgian ‘social
elections,’ in which unions competed for varioustsan company-level workers’
organizations, continued to be among the noisneatl iof Europe (EIRO 2004a; Van
Ruysseveldt and Visser 1996). Even in 1998, thenbegy year of the negotiated
political exchange in the country, the governmeat to delay the social elections in a
fear that the confrontation between the confedematwould trigger a wave of militancy
in the sectoral wage negotiations which coincidét the elections (EIRO 1998b; EIRR
1998). With this continued rivalry, the Walloon ans could easily continue their critical
voices inside the ABVV/FGTB. The failure of the ioatwide wage negotiation in 2004,
for instance, was mainly due to their internal cbgn (EIRO 2005a).
4.4.2. The Netherlands

By the late 1960s, the Dutch wage-setting systednuinalergone a gradual change
from a system of strong government mediation toafredustry-level coordination by
unions and employers. The process of de-pillaomativhich had made industrial actors
freer from government influence, was the underlyorge for this change (Hemerjick,
Unger, and Visser 2000). From the 1970s, howekerDutch government was eager to
reverse this trend. Facing a poorly performing ecoyin a context where its
commitment to the German mark made macroeconommanodation out of option,
the government thought that nationwide wage coatdn would be a good way for

getting out of the crisis (Van Ruysseveldt and &isk996). This initiative then resulted in
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a series of government-imposed wage guidelinesarearly 1980s, which was soon
followed by tripartite social pacts thereafter.

In the late 1970s, the Dutch government, whicrecebn a fragile Christian-
Liberal coalition, attempted an austerity-oriemeaije deal with unions. In a series of
policy initiatives, which were best illustrated the publication of “Blueprint 1981 in
1979, the government urged unions to join with eyp@is in a bipartite national
agreement for wage moderation. As rewards, thergavent promised unions that it
would not attempt major cuts in public employmemd ather social security benefits
(Visser 1990). Unions were attracted to this ided,their problem was that they were not
able to coordinate their wage demands toward the-dewhich had been a decade-long
problem in the Dutch labor movement. The FNV, #rgést confederation, took a tough
policy stance, whereby it insisted on the mainterasf real wages along with work-time
reduction without pay cuts. However, the CNV, teeand-largest confederation, was
more flexible on these issues. They emphasized wegkeration. They also recognized
the necessity of cost-neutral work-time reductimnyhich work hours would be reduced
in exchange for concomitant pay reductions (ETWB@9These continuing
disagreements on the part of the unions then paveeydor government unilateralism. In
1980 and 1982, the Dutch government directly ireeed to break the stalemate, and
imposed unilateral wage ceilings against whichtn&esactivity was considered legal
(ETUI 1981, 1982).

Why did the FNV take such a strong policy stanag emd up inviting
government intervention? As was true in Belgiuns thas because of its deep rivalry
with the CNV. First, the FNV endorsed differentottegies from the CNV. The FNV was
rooted in the socialist NNV, which had a strongstaased ideology. Even after joined by

the Catholic NKV in a 1976 merger, it still couldamtain its distinctive socialist
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orientation because by the time of the mergerNlK¥ was inclined toward egalitarian
fundamentalism. The CNV then reacted to this rdi@gon of the labor movement by
adhering more staunchly to its moderate Christ@etrthe (Visser 2000). Second, the two
confederations were also in intense competitiomfembership. Although overall the
FNV was more successful than its competitor, botifederations had to recruit their
members from all economic sectors without a clediepn of respective organizational
dominance (Van Ruysseveldt and Visser 1996).

Under these circumstances, the radical membersedfNV could veto their
confederation’s participation in the negotiatioog threatening an internal rupture. In
1977 and 1980, for instance, there was an attetgtreoderate wage settlement in the
FNV, mainly backed by the IB-FNV (the metal workexrssociation within the FNV). In
1980, there was another initiative for a cost-redugtan for working hours reduction,
which was also backed by the IB-FNV. However, ladise efforts turned out to be failure
because of the strong objections from food andrdtvepaid service sectors (Visser
1990; Visser and Hemerijck 1997).

After this experience of failure, however, the attan changed in favor of
negotiation. Again, the government continued talltbe same position; it promised not
to engage in neoliberal reforms of welfare andidher market (a promise it kept, as
shown by the moderate welfare and labor marketmefomplemented in the mid to late
1980s after the Accord of Wassenaar (Visser 1992)eturn, the government urged
unions to join in a voluntary agreement with emplsyfor tight wage moderation. This
time, this approach was successful because thedAdNged its policies. The
confederation dropped its demand for real incommtmaance and also accepted the idea
of cost-neutral reductions in work-time. Thankshis change, the Dutch unions could

effectively coordinate their wage demands, whiantbontributed to a success in the
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bilateral wage deal with employers (Visser 1998).

As was true in Belgium, the continued squeeze ba yeas what led to the spread
of reformism in the FNV. The FNV unions became @agingly concerned that their
members had been losing jobs. Although failed dugeticated objections from radical
minorities, the previously mentioned reformistietitves led by the IB-FNV in 1977 and
1980 earned broad support from other member unresalting in the official backing by
the FNV leadership. The initiatives also receiveatiw responses even from outside the
FNV. The IB-CNV (the IB of the CNV), for instanciilly supported the project from the
beginning, in a hope that this could facilitatengfied approach to various labor issues
among the major unions (Visser 1990; Visser and étgok 1997).

The success of Wassenaar in 1982 will not be utatetsvithout considering this
widening reformism in the Dutch labor movement. & dtowever, that the negotiations
even in that successful year were far from beinga The final agreement could b
reached only with considerable tensions createitid®yNV'’s tough bargaining strategy
and the government’s threats of unilateralism @&fissd Hemerijck 1997). Obviously,
this procedural toughness of the FNV leaderships due to the still considerable rivalry
between the two confederations. Despite the namgwi policy differences,
organizational competition with the CNV persist®isser 1992). As was in the Belgian
case, there was no discussion for inter-union metggpite the general trend of
membership decline and subsequent financial diffess Furthermore, their competition
continued to be infused with political motives ewenhe post-1982 period (Visser 1998).
As well illustrated in the 1993 negotiation of tle®lidarity pact,” which was called to
renew the previous 1982 pact, the FNV and CNV alibthemselves strongly with the
partisan approaches presented by the PvdA (Sdsjadisd CDA (Christian Democrats).

The CNV even showed its conditional willingnes®tobrace the CDA's proposal to
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abolish the minimum wage law. This was not onlythatical to its core value of the
Christian social-market economy, but also pushedtiV to an even more dedicated
opposition during the negotiation. Although the teould finally get together on a joint
position, this political confrontation pushed theggotiation process almost to a failure
(EIRR 1993c, 1993d).

Under this still considerable rivalry, the radigabups in the FNV could better
hold their critical stance. Worrying about the pb#isy of internal rupture, the
leaderships had no other choice but to be attetditieeir voices. A few years after the
1982 pact, for instance, there were some growingegdor compensatory wage increases
inside the FNV, which were led by radical publictee unions. The leaderships did not
support this idea, but acquiesced in these voidas.then triggered similar militant
reactions from other member unions. Even the IBEMY) had led the reformist
movement in the FNV, joined in this stream of wagsh, putting the national wage
settlement in real stress (Visser and Hemerijck7199
4.4.3. ltaly

In Italy, wages had been set mostly by companytlearsgaining until the 1980s,
albeit under relatively strict administrative aegdél guidelines (Regalia and Regini1998).
There had been a few attempts at direct natiotied tan wages in the late 1970s and
early 1980s, none of which was successful in tevfibe duration of cooperation and the
performance of wage control (Regini 1984). Facimhgng period of economic recession
at a time of the EMU-driven monetary austerity, lflaian government in the 1990s
began its attempt to re-vitalize national wage dowtion as a key measure for
retightening national wage costs (Perez 2002; Regith Regalia 1997). This initiative
then led to a series of voluntary social pactsl timé late 1990s. Since then, the pact

building process has continued but with considerédahsions and government pressure.
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The years 1992 and 1993 marked the beginning tiiedle processes. The
Christian- Socialist government of 1992, which waa very fragile position due to the
anti-corruption drive, initiated a series of naabtalks that eventually led to the so-called
‘emergency pact’ of 1992. This was then finalizedhe July Pact of 1993 under a new
technocratic government which was led by a fornoeegnor of the Italian central bank.
Both pacts were narrowly focused, only coveringisiseies that were directly related to
wage-setting, such as abolition of #eala mobileand rationalization of the wage
bargaining structure (EIRR 1992c, 1993b). Aftes thuiccess, however, a series of social
pacts followed to deal with other important issueeg, welfare reform, labor market
reform, and activation (Ferrera and Gualmini 2000).

Note here that the negotiation process initiallgidl of tension. In the
1992/1993 pacts, union actors were not yet in hagmegarding their opinions.
Governments thus had to push hard for the sucéels aegotiations by adopting a “take
it or leave it” approach. Once the tripartite agneats were signed, the CGIL, the major
leftist confederation, also faced serious intethspputes waged by hard-liners, which then
led to resignation of its general secretary (EIRRZc, 1993b). Passing this transition
period, however, the process became more smootiicnatary (except for a brief
period of the full-scale confrontation in 1994 thats triggered by Berlusconi’s abortive
neo-liberal pension plan (Natali and Rhodes 20@4))major unions took a common
reformist approach to the wages and other polisydas. Governments responded
positively to this development by more recogniziing autonomy of their social partners
in the negotiation process (EIRO 1997a, 1999a; E1IRS6a).

All these developments were quite surprising, gittendeep ideological
cleavages that had characterized the traditioabit labor movement until the late

1980s. Since the late 1940s, when the united asitiBt Labor Front collapsed, the
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communist CGIL and the Christian- Democratic Cl%id imaintained their ideological
distinctiveness in close affiliations with theirpgortive political parties (other
confederations, such as the reformist UIL, areexaimined here because of their limited
influence). They also had been engaged in a fie@@bership competition. Although the
CGIL had been relatively more successful amongstréal workers and CISL among
service workers, they each had recruited their neesfsom virtually all economic
sectors (Regalia and Regini 1998; Visser 1996).

This rivalry began to thaw around 1990 in the wakeconomic crisis. The
change was not dramatic in the beginning. As st in the 1990/1991 national wage
negotiations, which took place right before thddris 1992/1993 pacts, the inter-union
rivalry was still deep enough to keep the CGIL neiiming its opposition to abolishment
of thescala mobilgan automatic wage indexation system which hadigealva floor of
minimum wage increase), although the CISL was filexon this (EIRR 1990, 1992b).
The rivalry, however, dissolved significantly affmssing through a series of political
shocks --- such as the re-foundation of the P@ {ohmer Communist Party) into the
PDS (the new Socialist Party) and the total cobbapisthe DC (the dominant Christian
Democratic Party) and PSI (its subordinate So¢&lighese events freed the
confederations from their previous linkages toitte®logical politics, and thus fostered a
reformist spirit in the labor movement (Negrellid®). Following the CGIL's adoption of
“a new realism” at the 1991 Congress (EIRR 199ad, lconfederations began to
coordinate all activities closely under the newpiple of “unity of action.” In 1997, they
even officially endorse a plan of inter-confederarger that was planned to be
completed by 2000 (EIRO 1997b,1997c¢).

Since the early 2000s, however, Italy has divefgam this smooth path to

voluntary negotiation. True, the government stiéeuraged unions to stay in the course,
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except for a brief period of abortive unilateraligmt came right after the return of
Berlusconi to power in 2001(EIRO 2002a, 2002b). TRAL and CISL, however, began
to express different opinions on various issueangigg the labor market. On the matter
of wage-setting, for instance, the point of disagnent was on the framework of wage
negotiations. The CISL insisted on staying with skegus quo, in which the industry-level
bargaining set a broad wage standard by considdrengverall trend of inflation and
then company-level bargaining finalized the wagal tdg considering some company-
specific factors, such as productivity increaseswelver, the CGIL suggested that the
industry-level bargaining should also take the agertrend of productivity increase into
consideration, hoping that this would further sgjttven the industry-level tier of the
national wage-setting system.

This disagreement was never considered to be fuediah but it nonetheless
caused ruptures in the wage-setting process. Ifh 280 2003, for instance, the CGIL-
FIOM (the metal union association of CGIL) decidhed to join in the wage agreements
for the metal sector (EIRO 2003e, 2006a; EIRR 20@hjch was quite a notable
development given the importance of this sectahénltalian economy. The CGIL-FIOM
then carried out a series of offensives by orgagination-wide strikes and also
encouraging its members not to abide by the sdagraements reached by other unions
and employers. Employers reacted by urging the mowent to intervene, e.g. by
Imposing an anti-strike measure which would allodividual employees to continue
working despite the calls for strikes from theirans (EIRO 2003e, 2005b). This pattern
of offensive and counter-offensive continued utitd CGIL-FIOM finally returned to its
sectoral bargaining in 2005.

How can we explain this increased toughness ositleeof the CGIL in the

2000s? As proposed by this study, it was due tedkemerging rivalry between the CGIL
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and CISL. Despite the success of the “unity ofactapproach throughout the 1990s,
their commitment to collaboration weakened in tite [L1990s. This was partly because
the sense of economic crisis in the early 1990sse#iening as the Italian economy
satisfied the EMU criteria (Hancke and Rhodes 2085) also partly because the
memory of the political shocks faded away. In 1988,CSIL began to visibly distance
itself from the unification project (EIRO 1998chd CGIL followed by declaring the
failure of the project all but officially. The CGlihen resumed its rhetorical emphasis on
union activity as “workers’ movement,” as opposetSL’s vision of “workers’
association” (EIRO 1999b).

It is not difficult to understand that all thesevdi®pments provided radical
members of the CGIL with a golden opportunity fesvitalization. Given the persistence
of sluggish economy (Ferrera and Gualmini 200@y ttid not attempt total reverse of
the established trend of wage concertation. Detexdchio establish the CGIL as a main
political opponent of Berlusconi's new governmdatRO 2003d), however, the radical
members pressed their organization to take a towggarce at the negotiation table.
Fearing the possibility of internal rupture, modenmembers in the CGIL had no choice
but to be attentive to these voices. In 2002, risetance, the radical members, backed by
strong support from the CGIL-FIOM, pushed harddarational referendum to oppose a
national pact in that year which introduced a seofenew measures for labor market
flexibility. The leaderships of the CGIL were imiliy opposed to the move, but they

ended up providing organizational support for #iR&@ 2003a, 2003c).

4.5. Summary

This study began from a context in which nationwige coordination was

called for to deal with a serious economic criBigilding on the previous finding that the
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political exchange between unions and the goverthmas the key mechanism for such
change, | explored why the deal making has tak#erdnt forms across countries.
Focusing on the experiences of developed Europaantiies, | provided and tested a
causal hypothesis that was centered on inter-umialry, in an explicit comparison with
the previous hypothesis of electoral politics. Bahg, the Netherlands, and Italy provided

the key empirical cases to support the former agaire latter hypothesis.

127



CHAPTER 5

CONCLUSION

Throughout this study, | discussed various issaganding the recent changes in
the European industrial relations. | focused orvitage-setting process of the developed
European countries, especially in the context whiggenational economy was performing
poorly mainly due to the failure of wage cost cohtbut the government was not able to
provide compensatory macroeconomic policies dubdgolicy constraints from an
integrated Europe. This was where the pressurigiur cost control was the strongest
and, not coincidentally, many recent works in thedpean industrial relations motivated
their research. | also attempted to extend sonmeydfiypotheses to the context of a
developing democracy which shared a similar ecoonamallenge with the European
countries.

| began by noting the unexpected resilience of dioated wage-setting in
developed European countries. | then asked theWolg important but neglected
guestions. | first asked why employers in suchrgent economic situation did not
choose the option of de-coordination in order k@ta tight control of wage costs. | found
that employers indeed attempted de-coordinationtiay soon withdrew from their
efforts. This was because the cost of the insbihati change was too high at least in the
short run, given that unions became increasinglitant during the transition period but
the government was not able to provide generousagaacnomic measures to

compensate for the rising militancy.



Second, | asked why then the wage-setting procasswere coordinated in some
countries but not in others. To provide an ansWeegan with recent studies which
argued that the wage-setting process would be comelinated at a time of economic
emergency, if unions and employers are organizézhat moderately. However, | showed
that these economic and organizational condititmrseawere not yet enough to produce
the expected outcome, unless the government wasré¢sested in the coordinative
solution. My argument was that the change to furtoerdination depended on the
success of tripartite political exchange, in whigl unions’ commitment to tight cost
control would be rewarded for by various measuoegob creation and moderate reforms
on welfare and the labor market. Such a deal, heweould not be made unless the
government was seriously committed to playing divasupporting role. That said, |
showed that the government’s commitment was a imcif the patterns of the party-
voter linkage.

My final question focused on the country caseshicivthe wage-setting process
was more coordinated. Noting that there were varjmaths to this change, which ranged
from voluntary negotiation to unilateral governmentervention, | asked what led to this
diversity in the adjustment processes. Previousstemies tackled the question by
highlighting the government’s electoral concerng, llprovided an alternative answer by
focusing on the rivalry within the labor movemdmghowed that the degree of inter-
union rivalry had a systematic effect on the ddferpaths to coordination, by making the
negotiation process exogenously easier or moreediff This effect was true even after
considering the effect of the government’s eledtpoaver.

Overall, my study provides a broad implication tloe literature of European
political economy. More specifically, it adds atical look at an influential approach,

called the “Varieties of Capitalism” approach, he study of European political
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economies (Hall and Soskice, eds. 2001). In thsagzeh, the institutions of economic
governance are considered as a product of stratggiactions among economic actors,
especially led by employers who try to react todhallenges of structural economic
changes, such as globalization, production regimfessand post-industrialization. But
they do so under tight constraints from the presimstitutional forms of economic
governance, which then provide them with a strags§institutionalized payoffs.

One of the main criticisms to this approach haslikat it neglects the role of
other relevant actors, such as unions and the gmet, who also play important roles in
the formations and changes of economic instituti®eatedly, the approach also does
not fully explore the process of the institutiodghamics, in which various non-
economic variables and considerations come intpipladdition to economic pressures
(Amable 2003; Hanke, Rhodes, and Thatcher eds.; 20@xell 2003; Streeck and
Yamamura eds. 2001).

The approach also has a static view on the institat dynamics, as implied by its
understanding that once a certain institution ial#shed, there will be only a bounded
process of innovations, constrained by the previostgtutionalized payoffs. This,
however, is too a strong view of path-dependenceuch 2001). Instead, there will be
various sources of profound institutional changédsch may be originated from the
structural economic changes (Yamamura and Stredsck?€03) and other changes in
politics and society (such as the changes in sotitaqal coalitions and political
institutions (Jackson and Deeg 2006; Streeck amtenreds. 2005)).

My study follows the lead of these criticisms. Fsiog on the industrial relations
of developed European countries, | highlight tHe af political and social organizational
variables in the adjustment process. More spedifidsshow that the process has gone

beyond previous institutional arrangements, andagxmow it has been influenced by
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the organizational/political interests of the majorons and also by the dominant

electoral strategies of political parties.
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Table 1: The Trends Of Capital Openness In Sampitegean Countries

Quinn's Index of Capital Opennéss

Countries
1960s 1970s 1980s 1990s

Austria 2.2 2.6 3.1 35
Belgium 3.0 3.0 3.0 3.9
Denmark 3.0 3.0 3.2 4.0
Finland 0.7 1.9 2.2 3.8
France 2.8 3.0 2.9 3.6
Germany 4.0 3.9 4.0 4.0
Ireland 2.0 2.5 3.0 3.7
Italy 2.9 3.0 3.2 3.9
The Netherlands 3.0 3.0 3.7 4.0
Sweden 2.5 2.4 3.0 35
The UK 1.8 2.4 4.0 4.0

Sources: a) Quinn 1997
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Table 2: The Boolean Truth Table For The Main Ctadal Hypothesis

Independent Variables D\(;:‘p(_endent
Country . . ariable
Grou Countries Periods ) . Lack of Decrease of
P High Capital Monetary Po_or . Wage Setting
Openness Commitment Coordination Coordination
Denmark 1970 - 1981 1 1 1 1
A Ireland 1970 - 1981 1 1 1 1
Italy 1970 - 1984 1 1 1 1
The UK 1970 - 1980 1 1 1 1
B France 1970 - 1985 1 1 0 0
Belgium 1980 - 1999 1 0 1 0
Finland 1986 - 1995 1 0 1 0
France 1986 - 1999 1 0 1 0
C Ireland 1986 - 1995 1 0 1 0
Italy 1990 - 1999 1 0 1 0
The Netherlands 1970 - 1981 1 0 1 0
The UK 1986 - 1995 1 0 1 N/A
Austria 1970 - 1999 1 0 0 N/A
Denmark 1986 - 1999 1 0 0 0
D Germany 1970 - 1999 1 0 0 0
The Netherlands 1982 - 1999 1 0 0 0
Sweden 1986 - 1999 1 0 0 0
E The UK The 1960s 0 1 1 0
F Austria Until the 1960s 0 1 0 0
Finland Until the early 1980s 0 1 0 0
G N/A N/A N/A
H N/A N/A 0 N/A
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Table 3: Measurements And The Boolean Truth TablelRe Alternative Hypotheses

Traxler's

) . Public
PLeft ) Business  Trade 53"‘ Employment The Boolean Truth Table
oweP Confede)goa)ltlon (%) %)
Ind
Cé)untry Countries  Periods nde
roup
Decreast Increase Decrease ¢
Decreast Decreast in the Wage
From To From To From To From To gfobveef: Busines of Trade Public  Setting
Power Sector Coordination
1 Sweden 1986-1999 26 25 1.7 59.7 73.7 24.6 21.5 1 0 0 0
Austria 1970-1999 1.9 1.0 2 2 66.3 775 10.012.3 N/A
France 1986-1999 -1.5 -2.2 2 2 42.4 453 129138 0 0 0
2 The
1970-1981 -0.9 -1.3 1 1 92,1982 56 6.2 1 0 0 1 0
Netherlands
Germany 1970-1999 0.1 -1.7 1 1 47.3528 79 83 1 0 0 1 0
The UK 1986-1995 -1.4 -1.8 0o o0 51.251.7 13.410.9 1 0 0 0 N/A
3
Finland 1986-1995 1.5 0.9 1 1 49.6 574 13.913.6 1 0 0 0 0
4 Ireland 1970-1981 -0.5 -0.4 2 18 804104 63 73 0 1 0 1 1
Denmark 1970-1981 0.7 2.2 2 2 57.862.3 13.918.6 0 0 0 1 1
Italy 1970-1984 -0.9 -0.8 1 1 378458 6.4 7.6 0 0 0 1 1
5 The UK 1970-1980 -0.5 1.0 0 0 47.6 55.7 12.514.0 0 0 0 1 1
France 1970-1985 -2.6 -1.0 2 2 35.4438 10.811.8 0 0 0 1 0
Belgium 1980-1999 -0.3 0.7 2 2 133 137 9.3 9.6 0 0 0 1 0
Italy 1990-1999 -1.0 -0.5 1 1 40.0488 84 82 0 0 0 0 0
Ireland 1986-1995 -0.8 -0.4 1.8 2 108 124 7.1 6.8 0 0 0 0 0
Denmark 1986-1999 0.3 2.2 2 2 65.367.3 214214 0 0 0 0 0
The 1982-1999 -2.0 -0.9 1 1 107 107 6.2 6.0 0 0 0 0 0
Netherlands

Sources: a) Huber et al. 2004;

b) Traxler, Blaschke Kittel 2001.
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Table 4:The Summary Of The Quantitative Indicatews Selected Variables

Kenworthy's

i SR I N
From To

Without the Monetary Commitment
Denmark 1970-1981 5 3 -2.3(-1.0) 4.8 (4.3) -1.8(0.5) 25.2(38.1)
Ireland 1970-1981 4 1 -4.0(1.0) 7.4(4.3) 0.7(0.5) 71.3(38.1)
ltaly 1970-1984 245 2  -6.0(-1.5) 6.5 (5.1) 1.1(-0.2) 132.3(36)
The UK 1970-1980 14,5 1 -5.4(1.1) 45 (4.1) 1.1(0.7) 56.4(39.4)
France 1970-1985 2 2 -21(-1.3) 5.5 (5.3) 0.0(-0.2) 15.5(35.3)

With the Monetary Commitment
Italy 1990-1999 2 4  -0.9(1.9) 10.5 (8.4) -0.6(-1.2) 15.7(6.2)
Belgium? 1980-1999 3 45  0.7(L.0) 9.4 (8.0 -0.5(-1.0) 3.9(13.8)
France 1986-1999 2 2 1.7 (1.9) 10.6 (8.2) -1.5(-0.7) 3.0 (8.0)
The Netherlands 1970-1981 345 34519(1.0) 4.1 (4.3) -0.6(0.5) 3.6(38.1)
Finland 1986-1995 34 34 -1.4(0.6) 8.9 (8.2) -15(-0.7)  31.3(9.7)
Ireland 1986-1995 1 45 1.9(0.6) 15.2 (8.2) -15(-07)  17.2(9.7)
The UK 1986-1995 1 1 -2.4(0.6) 9.2 (8.2) -0.8 (-0.7) 8.1(9.7)
Denmark 1986-1999 35 35 1.0(19) 7.3(8.2) -0.5(-0.7)  4.8(8.0)
Sweden 1986-1999 34 3 -1.0(1.9) 5.8 (8.2) -0.4(-07) 7.0(8.0)
Germany 1970-1999 4 4 3.0(0.3) 5.3(6.7) -0.1(-0.5)  3.1(22.6)
Austria) 1970-1999 5 4 2.9(0.3) 2.9 (6.7) -0.7 (-0.5) 0.6 (22.6)
The Netherlands 1982-1999 4 4 22(L1) 6.7 (8.3) -1.0(-1.0) 1.9 (11.8)

Sources: a) Kenworthy 2001; b) Huber et al. 200ECD Economic Outloofseveral years), The OECD Online Data Base,

http://stats.oecd.org/wbos/Default.aspx.

1) The wage increase data for Austria and Belgioesdot cover the years before 1977, due to miskitay
Notes: The figures in parentheses are the avenddhe eleven sample European countries duringahee periods of analysis.
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Table 5: The Wage Cost Indicators For The Four Btean Countries

Wage Increases (%) Workday Lossed
Countries The Year o Periods
Change
Un-standardized Standardized  Un-standardized Standardized

1976-1980 -2.5 -0.9 9.3 -0.6
Denmark 1981

1982-1986 -1.9 -0.4 24.8 0.1

1976-1980 -0.1 0.1 92.0 1.0
Ireland 1981

1982-1986 -1.7 -0.3 44.8 0.5

1979-1983 0.1 0.6 120.8 2.1
Italy 1984

1985-1989 -0.5 -0.3 30.0 1.2

1975-1979 0.0 0.0 50.9 0.3
The UK 1980

1981-1985 -1.4 0.3 44.6 0.4

Sources: aPECD Economic Outloofseveral years), The OECD Online Data Base, hitptd.oecd.org/wbos/Default.aspx;
b) Huber et al. 2004.
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Table 6: The Performances Of Wage Cost ControlQZZD5

Countries Econczgli)ca)Growth Uner(r;/[;;cg/ment Wa%;) ;r;%()eases Workday Losse§
Belgium 2.0 7.7 -0.9 7.5
Italy 1.2 8.7 0.2 7.9
Finland 3.0 9.0 -1.0 8.1
Austria 1.7 4.3 -1.5 5.8
The Netherlands 1.7 35 -0.7 0.9
Denmark 21 4.9 -0.3 34
France 2.0 8.9 -1.0 3.2
Germany 1.1 8.9 -2.8 0.3
Sweden 25 5.8 -0.8 5.0
The UK 34 5.0 0.9 2.3
Ireland 6.0 4.4 -2.3 3.1
The Average 24 6.4 -0.9 4.4

Sources: aPECD Economic Outloofseveral years); b) the OECD Online Data Base,
http://stats.oecd.org/wbos/Default.aspxQ&CD Employment Outlodkeveral years).
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Table 7: The Summary Trends Of Wage-Setting Coatahin In Five European
Countries

Periods The Level of Wage Setting Coordination

Countries

From To Kenworthy? Nickell et al”
Belgium The early 1980s The early 2000s Increase No Change
Finland The early 1990s The late 1990s No Change Increase
Ireland The late 1980s The late 1990s Increase Increase
Italy The late 1980s The early 2000s Increase Increase
The Netherland The early 1970s The early 1980s No Change Increase

Sources: a) Kenworthy (2001); b) Nickell, Nunizieaad Ochel (2005)
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Table 8: The Trends f Government Electoral Basdsua European Countries

Characteristics of Electoral Base

E\Izcat:’c;n Stable Weak
Dominant Not Dominant
Country . Years ir . Years in
Leading Party Leading Party .
From To or Coalition Power or Coalition Power Characteristics
(%) (%)
Name Seats (%) Name Seats (%
Christian Dem
1950 1961 (CVP/PSC) 475 73
The CVP/PSC (separated in
1968) staying in power, but only
1965 1981 Wlth'f_requent changes of
coalition partners among
Belgium Liberals, Social Democrats, and
Regionalists.
CVP,
1981 1995 PSC 29 100
Changes of government among
1999 2003 various coalitional alternatives,
excluding the CVP and PSC
1966 1987 socia 572 100
) Dem.
Finland
Changes of government among
1991 1995 . he .
various coalitional alternatives
1951 1977 Natég’;‘;“ss 499 767
Ireland
1981 1997 Changes of government among
various coalitional alternatives
Christian Derr
1953 1987 (DC) 41.3 100
Changes of government between
Italy center-right and center-left
1992 2006 coalitions, along with short-lived
technocratic governments in the
early 1990s
Conservative:
(ARP),
1952 1963 Christian Derr 53.3 100
(KVP, CHU)
The The three previously-dominant
Netherland: parties (merged into CDAin
1967 1982 1977) staying in power, but only

with frequent changes of
coalition partners among Liber:
and Social Democrats.

Sources: Muller and Strom (2000) and annual palitieports in th&uropean Journal of Political Research
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Table 9: The Modality Of Political Exchange And Reterminants In Five
European Countries

Political Exchange Government's

The Degree of

Country Sample Period Inter-union
. Electoral Base .
The Modality Years Rivalry
Unilateral governmental From weak to .
. The early 1980s direction 1981-1997 stable High
Belgium — the early 200C Government-pushed From stable to
- 1998-2005 Moderate
negotiation weak
Finland The 1990s \oluntary negotiation ~ 1991-1999 Weak Low
The late 1980s .
Ireland the late 1990s \oluntary negotiation ~ 1987-1999 Weak Low
aly The late 1980s — \oluntary negotiation ~ 1992-1998 Weak Low
the early 2000¢ Government-pushed )
negotiation 1999-2005 Weak Moderate
Unilateral governmental 1980-1982 Weak High
The The early 1970s direction 9
Netherlands — the early 198( Government-pushed
negotiation 1982 Weak Moderate
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