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INTRODUCTION

NILS KARLSON AND HENRIK LINDBERG

The European labour market models are at a cradsrolm many

European countries, job creation, productivity agebwth have for

decades lagged behind the goals established byicjasis and policy

makers as well as the achievements of the UnitattStnd other parts of
the world. Nearly every Western European countrg lexperienced

general unemployment; the problem is particulanignpunced among
certain groups, such as immigrants, the young aeddisabled. Along

with the challenges posed by an ageing populattbe, problem of

unemployment will eventually have serious effeatsveelfare in general

and the public welfare systems in particular.

Beneath the labour market challenges lay fundarhshiéis in how the
world economy functions, including the economictmgsturing of both
companies and countries. In our view, labour manhkstitutions, such as
the systems of wage formation, play a key roleunofe’s ability to meet
these new challenges. A modern, competitive, andwledge-based
economy requires modern laws and regulations $daliour markets.

This volume, Labour Markets at a Crossroads: Causes of Change,
Challenges and the Need to Refpmvestigates numerous vital aspects of
the European labour markets and the challengesftwy The chapters
provide new perspectives regarding the ways in iwiWéestern Europe’s
labour markets and systems of wage formation fanctas well as the
consequences that these systems have. The autt®rscholars in
economics, political science, sociology and ecowotmistory from a
variety of European countries. Several of the dr@paire theoretical in
nature, whereas others are empirical. Taken togetthie approach offers
a solid background and good opportunity for polmymparison and
evaluation.
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Threethemes throughout the book

The volume is structured around three main theies first isFlexicurity
and Labour Market Dynami¢csvhich addresses the relationship between
labour market flexibility and various forms of seityifor employees. This
theme explores how “flexicurity” is achieved in féifent countries and
what effects flexicurity has on labour market dyi@sn including job
creation.

In the first chapter-lexicurity Pathways for Italy: Learning from Denrk@
authors Caterina Gianetti and Marianna Madia identify thsks and
benefits of adopting flexicurity policies in Italwith reference to the
flexicurity system and policies in Denmark, a lesgdcountry in this field.
Irmgard Borghouts addresses European employmentigesystems in
the chapterEmployment Security for the Young Disabled: Pdicind
Practices in Europe. Her chapter presents an analytical framework to
explore the employment security systems in Eurdpalso focuses on
neglected categories of outsiders, i.e., younghbdésl persons. Her study
finds that financial subsidies are not sufficiemtpersuade employers to
offer young, disabled persons employment. Acrossaaintries, employers
appear to be hesitant to hire disabled persons.

The third chapter, by Nuna Zekic, explores the tjoersf Trade Unions
and the Development of Employment Security: Cary Trediver? Social

partners and trade unions in particular, play apartant role in shaping
and implementing the concept of security: becomaryl remaining
employed. Implementing employment security throoglfective bargaining
has obvious advantages; however, the literatuceiddstifies its limitations.

The book’s second theme Tsade Unions and Industrial Actiotnions

play an important role in most modern European dalmarkets, but they
also face serious challenges from globalisationiaddstrial restructuring.
This shift has led to losses in membership and dtenged unions’
behaviour concerning industrial action and bargajnin several countries.

Katrin Olafsdottir addresses the topic of tEdficiency of Collective
Bargaining: Analysing Changes in the Wage Structurethe Public
Sector in IcelandThis chapter raises the important question of wéreith
is possible to change the wage structure by aiecilective bargaining
agreements and decentralising the bargaining psoc€his topic is
explored in light of the changes that were madeditective bargaining
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contracts in the public sector in Iceland at thenesatime that the
bargaining process was decentralised. The resnligate that wage
dispersion did not change significantly with thellective bargaining
agreements, although the bargaining power of urdimgished.

In their chapter Union Membership Employment Dynamics and
Bargaining Structure Marcus Dittrich and Beate Schirwitz study the
welfare effects of the (de)centralisation of unidsargaining and
membership dynamics in a dual labour-market mote. results indicate
that the way in which bargaining is performed playslecisive role in
bargaining is done plays a decisive role concerning impact of
decentralisation on social welfare. Decentralisatimcreases social
welfare if the unions and employers negotiate bathges and
employment. To the contrary, if wages are the oslpject of the
negotiations, centralisation decreases social veelfa

Henrik Lindberg examines the issue lofustrial Action in Sweden: A
New Pattern?This chapter utilises primary data to study théeoas of

industrial action and conflict dimensions in Swedleming the time period
1993-2005. The aim of the chapter is to trace amdrpret the new
patterns and dimensions of labour market confliEtés chapter finds that
a few small unions that primarily organise non-nfaoturing blue-collar

workers in the domestic sector account for the nitgjaf sanctioned

conflicts. Their ability to strike appears to beifitated by the lack of
competition in those sectors and the vulnerabiitysome employers to
changing production concepts and new business.logic

The third theme i¥Vages and Bargainingvhich analyses the consequences
of different types of bargaining and degrees ofghining centralisation
for the economy. For example, what are the effetfsm-level bargaining
on wages and productivity? The chapter by Anil Damidnion wage
premium and Impact of Unions on Wage Equality imk&y addresses
how unions impact wages and wage equality in TurkBye results
suggest that unions are inefficient in decreasiagevinequality, as they
raise wages for upper-level workers more than fogirt lower-level
counterparts. However, these effects only hold timre male workers
because the unions are more effective in comprgssages for female
workers.

In the chapteMobility and Wages in Italy: the Effects of Job iBaty,
Michele Battisti uses panel data to estimate tlrme to experience and
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job tenure using a simultaneous equation moddiénstage-determination
process. This chapter finds that the first two geaf employment are
associated with a two per cent yearly wage increabereas the effects of
seniority are minimal thereafter. In their chapfie Wage Costs of
Motherhood: Which Mothers are Better Off and Whwuthors Anton

Nivorozhkin, Ludmila Nivorozhkina and Lilia Ovtchara analyse how
motherhood affects women’s wages. Using a dataset Russia, they
adopt a matching technique to account for possiblection effects. Their
findings indicate that mothers tend to suffer a erate wage penalty.

Finally, the chapterThe Decentralisation of Wage Bargaining: Four
Casesby Nils Karlson and Henrik Lindberg compares theggsses that
decentralised wage bargaining in four countriesinduthe 1980s and
1990s. The authors conclude that the importancethef different
dimensions of decentralisation varies between thanties studied;
however, decentralisation may occur through changethe collective
agreements themselves or through individual wagégeoutside the
system of collective agreements. Moreover, the wtegksation process
may occur either in the context of cooperation onftict between the
labour market organisations.

In this introduction, we will provide backgroundfanmation for the
numerous policy implications that follow from theming chapters. A
central conclusion is that many European labouketarare characterised
by what we termcorporative cartels that is, corporative arrangements
wherein the state directly or indirectly confersiwas form of regulatory
power to certain organisations of employers and leyaes. These
organisations in turn act as cartels that aim totrcd the supply and
demand of labour. The existence and functioningthefse corporative
cartels may, in our view, be one of the major causkthe European
labour markets’ shortcomings.

In the last section of the introduction, we discimg different scenarios
for the future of European labour markets. As wé deémonstrate, the
policy direction selected at the European labourrkets current
crossroads is significant.
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European labour market models

When discussing European labour markets, it is napd to note that
there is no single European labour market modem&ous labour market
scholars have argued that there are three difféerdpean models (Sapir
2005, Boeri 2002). While each European country B&pees its own
particularities, one can distinguish at least fdifferent labour market
models in Europe (Karlson — Lindberg 2008): tGentinental, Latin,
Scandinavianand Anglo-Saxonmodels. Some researchers would join
Esping-Andersen (1999) in arguing that differentfave state regimes and
the various models of industrial relations arerodganected via numerous
institutional path dependencies, concerning, foangxe, labour market
regulations, systems of social insurance and thenagement of
unemployment conditions.

These models have evolved over time and are claised by numerous
elements that refer to how industrial relations aage-setting systems are
organised, along with how employment conditionsjuding employment
protections, are regulated.

In recent years, flexicurity” has become a buzz avar the discussion of
labour market reforms. The assumption is that thinotertain institutional
arrangements, employers can have the workforcebflix they desire

while workers’ needs for security can be met. Ooputar idea is to
combine liberal legislation regarding employmentotpctions with

generous income protections, active labour markditips and plentiful

opportunities for continuing education for workernso are unemployed or
disabled (Berglund — Furdker 2011, Wilthagen — T2084). However,

active labour market policies have received mixealeations in terms of
their efficiency (Card — Kluwe — Weber 2009).

The following analysis of the four labour marketdets in Europe offers a
brief overview of the models as well as their ftaxity arrangements (see
also the chapters by Gianetti and Zekic). The figstup of countries
operate according to th€ontinental model,which dominates labour
market relationships in continental Europe. Thisdelohas also been
influential in the European Union legislation reldtto labour market
issues. In this model, the role of the state isifitant, and legislation is
the most prominent regulatory instrument. Neveds®l bargaining and
collective agreements between the parties areimigortant in this model.
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A distinctive feature of th€ontinental modeis thus tripartism, meaning
that the social partners and the state govern iriduselations together.

The emphasis on regulations is based on a vievalmdur as something
besides a commodity. This view emerges from the &myGermanic
legal systems and asserts the moral basis uponhwthie relationship
between employer and employee should rest. Theldtigin thus aims to
protect employees from market forces (Hepple — Yieame 2009).

The collective agreements are legally binding fog bargaining parties
(union and employer organisations) and can be eafbras such. An
extension mechanism typically allows the collectwgreements to be
extended by government decree to non-members dndidés. Through
this mechanism, the collective agreements havgladegree of coverage.
Countries that employ this model also have higlelewf employment
protection legislation (EPL) and co-determinatiohhese rights are
predominantly based on individual employees’ rightsl are upheld by
law through public authorities or works councilthex than by the unions.

Regarding flexicurity, this group of countries tssct rules regulating job
protection, generous unemployment benefits and nskte industrial
regulations. The need to improve the labour mask&éxibility is often

emphasised for this model.

The second model is tHeatin or South European modealvhich is also

based on the Romano-Germanic legal systems. It svieabour as

something other than a commodity. Here, as in theti@ental model, the
role of the state is important because the banggimarties have less
coverage and are more divided. Common featurelseofdlations between
the bargaining parties in these countries are hayls of industrial

conflict, high politicisation and internally dividelabour unions. The
bargaining coverage is upheld by the employersd@atons as well as a
legal extension of the collective agreements to-umoion workers and
firms (Karamessini 2007).

The primary characteristics of labour market pebcin these countries are
a rigid EPL and a frequent reliance on early retigat policies as a means
to reduce unemployment. Because of the rigid EPH #me partial
deregulation of the EPL aimed at temporary emplsydgbour market
segmentation has developed between two groups: rbreqted,
predominantly male, middle-aged or senior workemd &) young and
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predominantly female workers. The former group ispegiencing
relatively low unemployment rates and good job ifitgbwhile the latter
group is experiencing high unemployment and empkymnstability
(Skedinger 2009).

These countries are furthest from the flexicuritgdal, which places an
emphasis on employment protection and has stritésruegarding
dismissal. The welfare systems are often not aimedabour market
participation but instead place an emphasis ory eatirement.

The third model is thélordic or Scandinavian modgewhich includes a

high degree of self-regulation by the bargainingtipa. The role of the

state is more limited, and the bargaining partiagehtraditionally been

given the right to decide the rules governing thieour market. Hence,
legislation simply provides a framework for the emland regulations
settled under the collective agreement. Howevegesithe 1970s, there
have been exceptions to this pattern. The collecyreements are legally
binding for the organisations and their members.pByers are also

obliged to apply the collective agreements equalbgardless of union

membership.

In this model, the unions and employers’ assoaiatiplay an important
role by drafting and upholding the collective agneats. Moreover, the
unions exercise rights regarding co-determinatiamd semployment
protection on behalf of the employees. Therefdnes model rests on a
high level of membership on both sides. To achiéeeanticipated level
of coverage of the collective agreements, the |lahoions have been
given extraordinary rights of conflict through bkacles of unorganised
firms (also firms without union members). In sonmutries, this model
has a relatively rigid legally regulated EPL fobdarr marketinsiders In
combination with high minimum wages within the ealive agreements,
this model generates a segmented labour markethigthunemployment
levels among the young and immigrant workforcestikger 2009).

In this model, flexicurity is based on an activedar market policy, strong
mechanisms of safety and security in the welfasgesys and flexibility
within the collective agreements to adapt to déferindustries’ needs.
According to some researchers, the Nordic countnepresent a
benchmark for flexicurity compared to other cowegr{Hinst 2011, Sapir
et al. 2003).
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The fourth model is th&nglo-Saxon modelyhich offers a more market-
based view of the labour market. This model is Basea classical liberal
philosophy of small government and less-comprelensielfare policies
than in northern and continental Europe. Here cthverage of collective
agreements is low, as are membership levels inngnand employers’
organisations. Moreover, this model has the systtoommon law rather
than legislation as its foundation. Along with a aimnumber of
regulations, this model is based on the notion 8é&xble labour market
ruled by the price mechanism. In this model, theatgr degree of freedom
that individual employers enjoy to hire and firegmnel and to set pay,
terms and conditions allows for greater businesgieficy and higher
productivity. In addition, the greater degree oéxibility avoids the
problem identified in the other models: a permargdl of unemployed
workers unable to enter into a labour market bexdahese who already
hold positions are protected by regulations. Inegal this model differs
significantly from the others in several importaggpects.

The Anglo-Saxon model provides more flexibility theecurity in relation

to the continental and southern European countBesause this model
has de-collectivised bargaining to a greater extiete is a great degree
of flexibility in wages and working conditions. Amaing to Eamets —

Philips — Alloya — Krillo (2009), the liberal Angl&axon labour market
model approximates flexicurity, although it offelewver compensation

rates for unemployed workers.

Corporative cartelsin European labour markets

Three of the European labour market models—the iGemtal, the Latin,
and the Scandinavian—share some important featdespite their
differences in form and details.

First, a system has developed in which the barggipiarties have been
granted legislative functions. The state has diyemt indirectly delegated
various forms of regulatory power to certain orgations of employers
and employees. To facilitate this shift, legal swuppfor collective
organisation and collective bargaining has beerelyidsed. The system
of collective bargaining has thus become the priymarethod for
establishing employment conditions (Jacobs 200%hese corporative
arrangements differ concerning the existence ofoamdl extension
mechanism for collective agreements, which solgigten the Continental
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and Latin models. In the Scandinavian model, a tegkl of coverage is
instead achieved by allowing the unions to polieedxtension.

Second, the bargaining parties — the unions andogens’ associations —
act openly as cartels with the aim of affecting spply and demand of
labour and thereby the wage levels. These cantelsaa indicated above,
upheld by supportive legislation and various insiiins, such as special
labour courts, wherein representatives from theigations themselves
act as judges. In general, employers’ and workerganisations have
developed a mutual, symbiotic collaboration in ei®ng these functions.
The cartels have in many cases also been grantedgtiits to administer
portions of the social security systems. The Gkgsatem (which primarily
exists in the Scandinavian countries) is the naimengo the arrangement
whereby the labour unions hold the primary respulityi for
administrating unemployment insurance, which ismfieavily subsidised
(Karlson — Lindberg 2008, Nielsen 2002, Scruggs2200

The existence and functioning of these corporatasels may be one of
the primary causes European labour markets’ shwoitags. Corporative
arrangements, whereby the state directly or intdiretelegates regulatory
powers to cartels, may be difficult to combine witte demands of a
modern, competitive, and knowledge-based econonmgravincentives,
flexibility and decentralisation are often prereggs to job creation,
business dynamics and welfare.

The legitimacy of corporative cartels is frequertfsed on the notion that
labour is not a commodity, that is, that its vaklould not be solely
determined by market exchange. However, the caditén also benefit

existing industries, restricting entry, entrepreséip and competition,

thus hampering industrial restructuring and jobatiom. In certain cases,
the employers rather the unions advocated this tyjpéabour market

arrangement (Swenson 2002). Moreover, these amzamgs benefited

labour market insiders at the expenseoufsiders such as young people
and immigrants, with resulting high social costhisTresult is especially
true of corporative cartels that function withie@ntext of strong EPL.

As mentioned, the Anglo-Saxon model differs dranaly from the other

three models. Most importantly, there are no capee cartels in this

model. The labour market is essentially regardedras other type of

market.
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The causes of change

All four European labour market models, especitiily models based on
various forms of corporative cartels, are currentiger strong pressure to
change. Various forces are driving this developmeéntons are weakened
both in terms of membership and their role in ftatihg collective
bargaining. There is an erosion of collective barigg coverage, and
more regulatory matters are being transferred &dfitim level. Collective
bargaining, where it exists, takes place at a rdecentralised level, closer
to the firm or workplace (Karlson — Lindberg 2011).

First and foremost, globalisation places increasingportance on
multinational enterprises, international trade aapital flows, global
competition in a growing number of sectors, andhiét sowards globally
integrated production systems. Because numerowpeises have the
option to move their production or investments alrahis shift will place
restrictions on both policymakers and the bargaginparties, including
their respective decisions to take industrial actio

We have also observed that the hierarchically sirad enterprises have
become more flexibly organised entities. Thardist organisations have
been replaced by so-called integrated productistesys. This change
implies that a far-reaching horizontal divisionlabour and principles of
specialisation regarding certain operations ingreduction process have
been replaced with, for example, more decentralisetk organisations
and autonomous teams with job rotation. Thus, mdeeentralised
decision-making in the workplace may increase tite gatisfaction and
efficiency.

Moreover, we have witnessed a major shift towardemice economy.
The long-term transition in the economy from indastproduction to

service production appears to have occurred aldaggliobalisation. This
transition means, among other things, that the gtagn of employees
who have completed higher education has risen deraddly, whereas the
number of traditional blue-collar workers has diisired. Moreover,

investments in competence and knowledge may beagistportant as
investments in physical capital.

A final factor that is fundamentally changing tladdur market conditions
is the de-collectivisation of industrial relatioa&ross Europe and the
industrialised world. In most OECD-countries, umgation reached its
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peak approximately 1980 and has since decreasedastilly. Between
1980 and 2008, unionisation fell from 19 to 8 pentcin France, from 54
to 29 per cent in Great Britain and from 23 to X pent in the US.
According to the Visser (2009) database on uniarsit, the un-weighted
average unionisation rate has declined by 0,3 @et each year between
1974 and 2007. The slowest decline has occurréldeifNordic countries,
where the process of decline began later (Bacakowell 2010).

This trend is partly explained by structural changethe economy. The
growth of smaller business and enterprises in éngicee sector has shifted
the economy towards jobs that unions have foundenifficult to
penetrate. Moreover, the number of traditionall-tinhe, permanent jobs
is steadily shrinking while being replaced by ntanslard contracts, such
as part-time jobs, fixed-term contracts or hirilngotigh temporary work
agencies. The crumbling union membership was alsoefiect of
individualism; collective solutions have generaliieclined since the
1980s.

In addition, the de-collectivisation of industri@lations was an effect of
the rise of human capital and the new requiremehtsompetence in
industry and service production. New ideas regardiechniques and
organisations shifted focus from the employee ctile to the individual

employee. Standardised solutions concerning workomglitions and pay
were therefore replaced with non-standardised isolsitand contracts.

The figures for industrial action reveal a simifzattern. Here, we also
note a marked decline in the numbers of strikes warking days lost
among European countries between 1974 and 2007. [bbeal
interpretation of this finding is that union stréimgis weakening, as
indicated by Bacarro — Howell (2010). In some coest such as Great
Britain, this decline was caused by reforms thatagved some forms of
industrial action; however, legislative changes everot generalised
feature in Europe. The decline may have been atteff globalisation
and increasing competition because the few strélkeklockouts that take
place now tend to occur in the sheltered indus(tiexiberg 2011).

At the crossroads. Four scenarios

These challenges are common to all European laimavket models, and
institutional changes are taking place in most toesm However, we
believe that the models characterised by corparatiartels must make
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reforms if the problems of unemployment, job creatand growth are to
be managed.

This recommendation does not imply that the laboarket models or the
national systems of industrial relations are nea@ysconverging in an
institutional form (Wailes — Bamber — Lansbury 2R1Rather, it suggests
that different institutional forms are alteringfitbothe common imperative
of liberalisation (Bacarro — Howell 2010).

Since Kerr et al. (1960) formulated their convergerthesis on the
grounds of “the logic of industrialism,” which walimake the industrial
relations systems more similar, scholars have argileat path
dependencies, institutional complementarities aattbnal features would
resist the drivers of change.

Scholars of industrial relations have typically héwstile to the notion of
convergence, and a predominant portion of thigl flels instead held the
view of enduring diversity within a range of digtinnational systems
(Streeck 2009). A related influential school of ulght in comparative
employment relations research is the so-calkdieties of Capitalism
model (Hall — Soskice 2001, Hall — Thelen 2009).

Others theories (see Ohmae 1995) claiming thatatjkdtion and other

factors would place common pressures on all caesitd introduce similar

systems of industrial relations outcomes have heteglled as the “simple
globalisation approach”. Somewhat more populartisek and Thelen’s

(2005) argument that increasing competition viabglsation may exert

pressure on existing institutions to change increaiby.

In other words, it is not sufficient to say thaé tRuropean labour market
models are moving in the direction of the Anglo-8&axnodel. There is no
determinism involved, as the models continue tdedifMoreover, there

are options for policy choice both for the legisftat and for the social
partners themselves.

In the following paragraphs, we will briefly presefour different
scenarios describing what the future European labwarkets may look
like, depending upon which path they select at ¢thisssroads (Karlson —
Lindberg 2008). We hope that the scenarios destiiedow may function
as frameworks for the discussions to come.
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Disruption

The first scenariodisruption, entails developments that may occur if
nothing in the labour market changes. In that c#sere is a risk that
several of the European labour market models widlintegrate. As
discussed above, the Latin, Continental and, plyss#iso, the
Scandinavian models will not be stable over timge Tontributing factors
to this scenario are the increasing globalisation @ompetition that
increasingly free capital from its home countri@s. union participation
rates continue to decline, the cartels may be @nabl uphold their
functions any longer. They will find it difficultot coordinate wage
bargaining to remain competitive because of thass lof membership and
legitimacy. The need for substantial reforms mayyéwver, be blocked by
vested interests that are protected by legisladoa support from
influential groups. The case of public or state lEwyges blocking reforms
in Southern Europe, most notably Spain, Portugdl @reece, during the
2010-2011 European sovereign debt crisis is an pbeanof this
phenomenon.

Re-regulation

The second scenarigg-regulation is the on-going process of harmonising
the rules and regulations concerning labour marketsthe social agenda
within the European Union. Re-regulation is anrafieto protect workers
from possible exploitation with legislative supmorBuch legislation tends
to occur less frequently at the national levelhia Nordic or Anglo-Saxon
countries; thus, harmonising rules and regulatiaci®ss Europe would
entail an increase in legislation for many coustri®n the one hand,
because the EU is actively promoting the flexiguaenda, re-regulation
may contribute to more labour market flexibility dansecurity for
employees exposed to labour market risks (Pede26id8). On the other
hand, the Nordic and Anglo-Saxon countries may bsithnt to adopt
more direct state regulation in their labour masket

De-regulation

The European countries may instead opt to follosvAhglo-Saxon model
with its more market-based view of the labour mark8iven the

diminishing influence of the corporative cartel&da membership decline
and increasing globalisation, many economists hangred for a de-
regulated labour market. In this model, the corpegacartels on both
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sides will lose influence because their privilegexbitions were based on
corporative arrangements. The bargaining partie® \weanted legislative
functions to, for example, control low-wage competi or workers’
exploitation.

In a de-regulative context, the labour market tostns would be
restructured in an Anglo-Saxon fashion by reducthg amount and
duration of unemployment benefits, lowering empleytprotections, and
de-collectivising wage bargaining, thus making weag®re adaptable to
the free market (Nickell 1997). De-collectivisatiamd the diminishing
role of collective bargaining are apparent in lasgeaths across Europe
and may be a possible outcome of the current trends

M oder nisation

A fourth possibility is the modernisation of the rBpean labour market
models. The modernisation alternative builds upon cammon

understanding of the challenges confronting theodabmarket. This

scenario addresses entails reforming collectiveergents and supporting
legislation with the involvement of both bargainimgarties and the
government. Modernisation may take different foimglifferent parts of

Europe because the different labour market modelse fdifferent

challenges.

The legislation surrounding such matters as strikies, employment

protection, employment participation, and collegtibargaining was
drafted in an era of vastly different productiomditions. Modernisation

must therefore reflect the erosion of bargainingecage and the transfer
of more regulatory matters and questions to tha fevel due to a new
business logic. Collective bargaining takes placa aore decentralised
level that is closer to the firm or workplace bexmwrganisations and
workplaces are fundamentally different than theyewvseveral decades
ago. The employees of an increasingly knowledgedasonomy require
additional flexicurity within the labour market dymics but not

necessarily outside of the collective bargainima@gements.
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CHAPTERONE

FLEXICURITY PATHWAYS FORITALY:
LEARNING FROMDENMARK?

CATERINA GIANETTI* AND MARIANNA MADIA®

Abstract

The aim of this work is to identify the advantagesl risks of adopting
flexicurity policies in Italy. In the first parthis paper analyzes flexicurity
in Denmark, one of the leading countries in théddi Even though it is not
possible to directly transpose policies from Derowarto Italy, important
insights are provided by such an analysis. In g@sd part, we focus on
the possibility of countries with segmented labooarkets, like Italy,
adopting the first European flexicurity pathway,igfhsuggests relying on
contractual arrangements that gradually resuleittel working conditions
to address labour market segmentations. To inastiguch an issue, we
additionally provide some evidence from an experitak analysis in
which the level of unemployment level is determir@wogenously and
the level of effort made is observable by firmshnét certain degree of
uncertainty. Overall, the analysis suggests thspeeially in countries
where there is limited scope for increasing spemdihese contractual
arrangements can improve labour market efficiengy réducing the
unemployment level and increasing workers' perforcea
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22 Chapter One

1. Introduction

The flexicurity model, which combines labour fledity with different
forms of security, is looking increasingly attraetito policymakers in
Europe. The European Employment Strategy (EES3 &alllabour market
institutions to adoptftexicurity principles. Specifically, guideline No. 21
of the Integrated Guideline for Growth and Employiéor the period
2005-2008 calls on Member States tgptomote flexibility combined with
employment security and reduce labour market setatien’. Likewise,
the Annual Progress Report adopted by the Comnnigsithe re-launched
Lisbon strategy also calls on Member States taseek convergence of
views on the balance between flexibility and emplayt security (i.e.
flexicurity)’. The Joint Employment Report 2006/2007 reiterdtesmain
priorities of the EES by once again emphasising teed for more
stringent reforms in order to strike a better be¢ahetween flexibility and
security in the labour market. In December 2007llofdng the
Communication of the European Commission on ‘Towaf@bmmon
Principles of Flexicurity’, the Council of the Eyrean Union endorsed the
final and consensual version of the common primsipbf flexicurity.
However, the EU is also aware that different cdestrface different
challenges and that therefore there is no singlg, wat rather several
pathways, that can lead towards flexibility. Thaious ways to improve
national labour markets are linked to historicabichs, as well as to
economic and social institutions. Although commamgiples can drive
reforms, different modalities of flexicurity in cdommation with security
can follow. Thus flexicurity can (and should) tadtéferent forms from
country to country.

After presenting a preliminary overview of the brada between flexibility
and security, the aim of this work is to analyseatvare the advantages
and risks of adopting flexicurity policies in cotigs such as Italy with
segmented labour markets and budgetary constréintsder to do so, the
first part of the paper briefly outlines flexicyritn Denmark, one of the
leading countries in this field, with particulafigvourable labour market
outcomes and a long-standing tradition of succégsimplementing
flexicurity principles. Even though it is not pdsig to strictly compare
their respective labour markets and directly trassp policies from
Denmark to Italy, important insights can be gaifieain making such a
comparison. In particular, the focus will be on titgional/policy
differences between these two countries. The segamt of this work
focuses on the Italian labour market to investighteadoption of the first



