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Foreword

Social dialogue and tripartism are key governawodéstfor the ILO in the promotion of
social justice and decent work. Social dialogumised on respect for freedom of association
and the effective recognition of the right to cotlee bargaining. These are founding
principles of the ILO that are embodied not onljttripartite structure but also in its decent
work agenda, encompassing the promotion of stasdand fundamental principles and
rights at work, creating decent employment oppdtitesfor all, enhancing social protection
and strengthening frameworks for social dialoguenember States.

Social pacts or national tripartite agreementkaysoutcomes of social dialogue. They bring
together government, employers’ and workers’ orzations to reach agreement in the
pursuit of sustainable economic and social policiesnany countries, social pacts have
become an important instrument in dealing with ¢isenomic and social challenges of
globalization, economic restructuring and demozagitbn. They have also proved to be a
powerful tool in helping countries adjust to th@®eamic consequences of financial crises.
In Europe, in particular during the 2008-09 crisiscial pacts played a prominent role in
helping governments to minimize social unrest amy¢nt job losses. Beyond Europe too,
social pacts have played an important role in ifatihg the transition to democracy, most
recently in the Middle East.

In 2009, ILO constituents adopted the Global Jadst,Rvhich emphasized the crucial role
of social dialogue in designing policies to addneasonal priorities in times of crisis. In
2013, at the 102nd Session of the Internationablakonference, constituents reaffirmed
this through the adoption of the resolution coniregyrithe recurrent discussion on social
dialogue. This resolution requested the Internatibabour Office to put a plan of action in
place which, among other things, includes measuaregale up research and expand the
knowledge base on social dialogue trends and pescti

Within this framework, the Social Dialogue and Hifism Unit (DIALOGUE), in
collaboration with the University of Geneva, haslemaken a research project to analyze
the role and impact of social pacts from the eaflyOs to the present day. This paper, by
Lucio Baccaro and Jorge Galindo, provides someesting insights into the ability of social
pacts to reconcile the objectives of economic gnovdocial cohesion and equitable
distribution, as illustrated by national case stadirom Africa, Asia, Europe and Latin
America. The authors argue that social pactingumakergone a profound crisis as a result
of the unilateral reforms adopted by many governmanresponse to the sovereign debt
crisis. This, however, is starting to be offsetrbgent and political economic developments
that are again creating conditions more favoratidlfe conclusion of social pacts. These
may thus continue to play a crucial role as the tddstituents engage in debates on the
future of work and the sustainable development$sgoa




The study will be of great interest for tripart@enstituents involved in discussions on how
to strike compromises and conclude agreements aaid pn socio-economic issues, for
academics and industrial relations practitionenerasted in the history and current
approaches to social pacting and for experts adratiternational organizations concerned
with social dialogue and its outcomes.

The responsibility for opinions expressed in thaper rests solely with its authors and its
publication does not constitute an endorsemenhéyriternational Labour Office.

Youcef Ghellab
Head, Social Dialogue and Tripartism Unit
Governance and Tripartism Department
International Labour Office, Geneva
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Abstract

Are social pacts still effective tools to reconcdeonomic growth, social cohesion, and
equitable distribution? Based on an analysis dbuarEuropean cases, combined with cases
from other parts of the world, this paper argues focial pacts are undergoing a period of
deep crisis, most evident in the unilateral appnaacpolicy reform adopted by Eurozone
member countries in response to the sovereignaledis. Between the 1990s and 2000s, a
period in which the generous wage and social mdi@f the Fordist era were deemed
incompatible with globalization, social pacts beeatools of adjustment to the “harsh
reality” of globalization, while blunting the shagt edges of neoliberal reforms. More
recently, however, the space for “political excheingetween governments and trade unions
has been shrinking. Under pressure to adjust, govents have had less time and desire for
social mediation, and the “sacrifices” that haverbeequired to engage in such social
mediation have probably become too onerous forngiio accept. Despite these trends, we
surmise that current international political ecoimoonditions — secular stagnation, income
inequality, the rise of new anti-system parties asgbciated threats to sociopolitical stability
— may again be creating favorable conditions foew phase of ‘acquisitive’ social pacts in
the future.

Vi



1.

Introduction

This paper tackles the question of whether so@atgp— that is, peak-level agreements
between governments, trade unions, employers’ @irghons, and sometimes other civil
society organizations (the latter generally withaatillary role) - are effective tools to
reconcile the objectives of economic growth, sooidlesion, and equitable distribution. Our
analysis focuses mostly on European countries @vioer knowledge is greatest), but
touches also upon the experience of other countdriesde Europe, such as Senegal, Chile
and Tunisia. Our main argument is that social pastsundergoing a period of deep crisis
in Europe, most evident in the unilateral approsxipolicy reform adopted by certain
Eurozone member countries — particularly Irelandlyland Spain — in response to the
sovereign debt crisis. The situation seems slightlyre promising outside Europe, for
example in cases like Indonesia and Tunisia, whec&l pacts are facilitating the transition
to democracy (a similar approach was adopted inhSafrica and the Republic of Korea
between the late 1980s and the early 1990s). Hawevents in nhon-European cases are
very much in flux and so any assessment aboutuhebdity and effectiveness of pacts is
as yet premature. The risk is that the commitmikisn in certain highly publicized national
social pacts concluded recently remain on papeaticrg a sort of ‘illusory corporatism’ as
was the case in Central and Eastern European @ssiafter their transition to capitalism in
the 1990s (Ost 2000).

A review of the historical trajectory of social pecsuggests that the prevalence and
outcomes of social pacts are strongly influencethkyinternational economic environment
in which they emerge. The past decades have widdsg rather different types of pacts.

Until approximately the early 1980s, social pactsravused (with varying degrees of

success) as a tool to ensure the reconciliatidovouinemployment and price stability, at a
time in which most governments were committed toidgimg mass unemployment and

sometimes even to securing full employment (Schagf1). The associated political

exchange was ‘acquisitive’ in the sense that tratlens exchanged their commitment to
wage restraint for working-time reductions and/or expansion of social protection.

Employers, for their part, would sometimes comruoitiicrease investments or training

efforts in exchange for wage moderation as a rasfutheir involvement in these pacts

(Baccaro 2014).

Between the 1990s and 2000s, a period in whiclyémerous wage and social policies of
the Fordist era were deemed incompatible with diphion, social pacts became tools of
adjustment to the ‘harsh realities’ of the globabmomy; specifically, they provided
channels to facilitate the implementation of p@gcto downsize (or ‘rightsize’) the welfare
state and liberalize the labour market, while stamgously ensuring wage moderation. The
lack of side payments for unions was compensatedrbgter reliance on legitimization
procedures (such as democratic ballots) and onethders’ capacity to persuade their
constituents that the sacrifices were just andtalgly distributed (Baccaro 2002). In these
pacts, little, if any, political exchange was invad. Union participation, however, blunted
the sharper edges of policy reforms in most casdgagic et al 2009; Baccaro 2014; Fraile
2009).

The sovereign debt crisis put additional pressumetlte previous regime of macro

concessionary pacts — pressure that has ultimitelyo their demise. Faced with the need
to quickly regain cost competitiveness by redudaimgpur costs and domestic prices, and to
boost confidence by engaging in structural reforr&siropean governments have
unceremoniously jettisoned even long-standing agdadbly successful social partnership
structures and procedures (e.g. in Ireland) ané imaplemented unilateral reforms. These
reforms have been adopted either as part of condiity packages in exchange for financial
assistance by the ‘troika’ (as in the Cypriot, Gtekish and Portuguese cases), or of
‘unforced’ attempts by governments to regain thefidence of international financial




markets (as in the Italian and Spanish cases)vateus chapters in Papadakis and Ghellab
(2014) have analyzed these developments in sonth.dep

Overall, the crisis of social pacts is the resilthe progressively shrinking space for
‘political exchange’ between governments and tradens (Pizzorno 1978). With the onset
of the sovereign debt crisis, governments haveddlyhad to implement market-friendly
structural reforms (particularly of collective baiging, labour market and social protection
institutions), with little time and patience forcsal mediation. Except for the early stages of
the crisis response, e.g. in Ireland and Spainre€f010, governments did not ask for union
support and, in any case, the ‘sacrifices’ requiretlade unions were probably too onerous
for them to accept. The resolve of governmentsstr@ngthened by the climate of national
emergency prevailing in the countries concerned, anthe crisis of legitimacy of trade
unions, whose demands were often perceived bygaplhion as a self-interested defence
of ‘insider’ interests. Governments could therefgideline the unions, in the name of
defending the interests of ‘outsiders’ and thearaéis a whole.

Despite the most recent crisis of social pactssuvenise that external conditions may in the
near future shift in favour of social pact re-ensgrge. Highly expansionary monetary
policies and historically low interest rates hawefar been unable to rekindle growth and
employment; the advanced world is today facingisisiof ‘secular stagnation’, which
manifests itself in the inability to generate stiffint aggregate demand to support growth
and employment (Summers 2014). There has been siv@aghift of income away from
labour and towards capital, as well as from lowd anddle-labour income to high labour
income. This shift has negatively affected the llesfeaggregate demand, since labour
income has a greater propensity to consume angex faropensity to save than does capital
income (Lavoie and Stockhammer 2014). Declinind)\neses and growing precariousness
of jobs have led to growing disaffection among sekilied workers, who have responded
by either abstaining from voting or voting for néwostly right-wing) populist parties, thus
contributing to political instability. The phenonwnof working-class citizens abandoning
established political parties and choosing newigg(br new directions within established
parties) has been argued to be one of the cafinestle most important cause, of watershed
political events like Brexit or the election of Dadd Trump. To restore stability, economic
policy will probably have to allow for a more eqbte distribution of both functional and
personal income, and there may once again be afoekbour institutions that ensure the
smooth translation of productivity gains into reages and consumption growth, while
simultaneously maintaining wage and price stability

In brief, we surmise that current international ifpcdl economic conditions — secular
stagnation, income inequality, the rise of new-apsitem parties and associated threats to
socio-political stability — may again be creating@ntext favorable for a new phase of
‘acquisitive’ social pacts. However, this outconseby no means guaranteed, and will
depend upon whether or not governments resporttetourrent crisis by changing course
and supporting the rebuilding of labour-protectimgtitutions and organizations.

The remainder of the paper is organized as folldwghe next section, we provide an
historical reconstruction of the evolution of sdgacts, focusing in particular on the
response to the two oil crises in the 1970s anlgt @8B0s, and the experience of the 1990s.
We then discuss the changes in the ‘political emgbhabetween governments and the social
partners over time. In section four, we presentiantjtative overview of the evolution of
social pacts in forty-eight countries. In sectioref we provide brief illustrations of the
trajectory of social concertation in Ireland, Itapd Spain! Section six reviews recent

1 We also refer the reader to the volume recentlyiphdd by the ILO: Guardiancich and Molina
(eds) 2017. 'Talking through the crisis: Socialatjae and industrial relations trends in selected E
countries' for the latest information on Spain dredand regarding social pacts during the Great




examples from non-European countries: Senegal amusi&, Chile, and Indonesia. We
conclude by outlining the conditions under whickiabpacts may return to play a key role
in labour market and macroeconomic policy.

Recession and the subsequent debt crisis. We havieaiuded a discussion of countries such as
Germany or Switzerland. Although their economicreds better, and this may be attributed (at least
in part) to cooperative industrial relations at gectoral level, there have not been social pacts
properly speaking in these two countries.




2.

2.1.

The Trajectory of Social Pacting

Social pacting (also known as ‘social partnerslaip“social concertation’) used to be a
defining trait of the European social model — & trat differentiated it from the American
model. It was premised on a highly institutionalizeandustrial relations system with
encompassing and representative interest assomafmn the side of both capital and
labour), sectoral or national level collective angng, and strongly institutionalized
workplace representation structures. Social pashiper(an institutionalized system of
cooperative relations among trade unions, employganizations and governments at the
national level) had two kinds of advantages for egawments, in relation to political
legitimacy and policy efficiency, respectively. $tirit helped mobilize consensus for the
implementation of potentially unpopular policy mes such as wage moderation, welfare
state reform, and labour market liberalization. @&k it mobilized information about
efficient solutions to regulatory problems by dtheénvolving the actors most affected by
them (Baccaro 2006, Culpepper 2008). Within thimemn structure, the outcomes of social
partnership varied considerably, depending on theraeconomic context in which social
partnership was embedded.

Social Concertation in Response to the Oil Cri  sis

In the 1970s-early 1980s, advanced countries webgy iwo shocks simultaneously, which
severely compromised their stability and socioecgiogerformance: a dramatic increase
in worker militancy and a spectacular rise in gites. Both events caused costs to rise and
led to a profit squeeze. To assuage distributiteradions, prices began to rise. This period
saw the simultaneous increase of both inflation andmployment (‘stagflation’) — a
phenomenon considered incompatible with the prieapéconomic doctrine of the time:
Keynesian demand management and the associatéig$Ptuirve. 2 In this period, the key
problem for governments was to lower the inflatrate while minimizing the increase in
unemployment necessary to bring down wages andgric, in other words, to improve the
trade-off between inflation and unemployment (T&eHin1986). A large literature on
corporatism argued theoretically and illustrategeizally, that countries with centralized
bargaining institutions (such as Austria and Swgdad a better trade-off between inflation
and unemployment than countries with more decemtidilbargaining structures (such as
France, ltaly, and the UK) i.e. they had a loweemployment rate for a given rate of
inflation (Flanagan, Soskice and Ulman 1983, Taiintl986). The neo-corporatist
literature argued that decentralized wage settarb o interest in spontaneous wage
moderation. Since they were too small to affect ¢emeral price level, they could
legitimately expect wage militancy to lead to higimelative and real wages for them.
However, since the same reasoning applied to ajbveetters, the result was a generalized
increase in the price level (and no increase ihweges). Centralized bargaining allowed
policy makers to overcome this problem: large (igesingular and monopolistic) wage
setters would take price rises (and possibly tlspaese of monetary authorities) into
account when formulating their wage demands. Giheir large size, they would realize
that high nominal wage demands would be detrimdatdioth their constituencies and the
national economy (for example, by obliging the ntangauthority to raise interest rates and
increase unemployment in order to reduce inflafiom}his way, they would ‘internalize’

2 The Phillips curve is an equation that summaraesmpirical regularity: the negative correlation
between inflation and unemployment. Although after stagflation crisis of the 1970s (when both
high rates of inflation and unemployment occurrieautaneously) most macroeconomists consider
that the Phillips curve is vertical in the long-rire. that there is no permanent trade-off between
inflation and unemployment, the short-run Phillipgsrve remains relevant for new Keynesian
macroeconomists.




the ‘externalities’ associated with wage militanéyence leading to spontaneous wage
moderation.

In this period, wage moderation was achieved blotbuigh explicit incomes policies or

national tripartite agreements between governmemi®ns and employer organizations,
and through coordinated wage bargaining at thesimgdwr even company level (as in the
cases of Germany, Japan and Switzerland). In etheds, coordinated bargaining acted as
a functional substitute for explicit national-levebncertation, assuring similar results
(Soskice 1990). In exchange for delivering wage enation, trade unions obtained side
payments in other policy areas. In particular, camron the agenda of social partnership
agreements in this period were working-time redunstiand broadening and/or deepening
of the social protection system (unemployment iasoe and pensions) (Baccaro 2014).
Employment protection legislation was also streag#d in this period (Emmenegger 2014).

2.2. The Social Pact Era

Although the ‘social pact’ label is sufficiently dad to encompass various types of
experiences, we use it to refer to the agreemdriteedl990s and 2000s. Anti-inflationary
centralized agreements ceased to be a governnpeiotdty once inflation rates came down
in European countries, i.e. from the mid-1980s lanaddition, employers’ organizations
became increasingly sceptical of centralized agemtsnsince they tended to bring about
wage compression across skill levels, which, imtanade it difficult for export-oriented
firms to attract, motivate, and retain key personné@nsurprisingly, employers’
organizations were prime movers in the attemptismdntle centralized bargaining in an
iconic country like Sweden (Pontusson and Swen866)1

In the 1990s, there was widespread anticipatiothéenscholarly community that national
social partnership was on the decline and wouldimecirrelevant in the future (see Streeck
and Schmitter 1991). Yet there was no decline, Imereconfiguration. Baccaro and
Simoni’'s (2008) textual analysis of social pacttéwaen 1974 and 2005 concluded that
governments continued to rely on social pacts tosboational competitiveness (Rhodes
1998). Wage moderation was still regarded as aygiliority, but no longer qua nominal
wage restraint; rather, as real wage restraintaisereal wage increases trailing labour
productivity increases (Baccaro and Simoni 2010)swas a key difference from earlier
pacts, as the focus shifted from nominal wage naigter to the containment of unit labour
costs (that is, labour costs divided by labour potigdity). In other words, the primary goal
was now to boost cost competitiveness in a gloedleconomy, rather than to curb inflation.
In addition, boosting competitiveness implied thegHtsizing’ of welfare states (for
example, by tightening the criteria for access ¢agions and lowering replacement rates
(benefits as percentage of previous salaries)derdooth to liberalize and to lower labour
costs) as well as the flexibilization of labour kelr legislation (reducing employment
protection for atypical workers). In fact, Baccartd Simoni’s data showed that social pacts
in the 1990s and 2000s mostly concerned welfate atad labour market issues, rather than
wage determination.

The social pacts of this period were highly mededi events, presented to the public as
tangible signs of the emergence of broad natiomasensus around reform plans, and their
scope (in terms of policy areas covered) was brodwda in the previous era of centralized
agreements. Some of the social pacts were usealiitize consensus for the reforms needed
to qualify for the second phase of the European étbiny Union (EMU), which implied
bringing down the inflation rate and reducing thélc deficit and debt (Hanche and Rhodes
2005).




The reforms included in social pacts were generatigopular. Fragmented or minority
governments found it difficult to mobilize the garhentary support needed to get them
approved. Baccaro and Lim (2007) argued, based sindy of the Irish, Italian and the
Republic of Korean experiences, that there waskaletween political weakness and the
emergence of social pacts. The first impetus fer émergence of a social pact came,
according to these authors, from a perceived natiemergency, which pushed actors to
contemplate the adoption of extraordinary meastHesvever, national emergency alone
was not sufficient: for a social pact to be seripesitertained as offering a solution to the
national emergency, the government would also havfand it difficult or undesirable to
pursue a unilateral strategy, due, for example weak parliamentary majority or to the
high electoral costs of unilateral action. The usiavere generally internally divided with
regard to the desirability of collaborating witlethovernment. Thus, an additional condition
was that ‘moderate’ factions would prevail over mmnilitant’ ones within the trade unions.
Finally, for the social pact to become institutibred, as opposed to being a one-off event
(as had been the case in the Republic of Koregynized employers would have to actively
back the cooperative solution (Baccaro and Lim 20@%ich they would be willing to do if
the social pact delivered in terms of growth. Thegtirement’ of a minority government
was not a strict one: even governments with sadidigmentary majorities could fear the
electoral repercussions of potentially unpopulaflicies, especially if elections were
approaching and if the opposition was able to nwdbthe electorate on the issues involved.
Thus, even strong governments could find it expadie negotiate the necessary changes
with trade unions and employers’ organizations udetain circumstances.

The emergence of social pacts in various Europeantdes (but also in other countries
such as South Africa and the Republic of Koreapssed the scholarly community, which
was expecting a ‘decline of corporatism.” Intenegy, social pacts emerged even in
countries that seemingly lacked the corporatistgmditions (centralized and hierarchical
interest associations) once deemed necessaryigdyfple of agreements to emerge. One of
the first countries in which social pacts mateziadi was Ireland, followed by Italy, Spain
and Portugal. Less surprising was the emergenseal pacts in countries like Finland,
the Netherlands and Norway. Social pacts were ateunbut failed in Belgium and
Germany. In Denmark, there were several examplasgdtiated labour market reform, but
these were bipartite (agreed between the socialgra) as opposed to tripartite. Social pacts
were not even considered in Sweden, which had quely been regarded as a beacon of
corporatist policy-making (Avdagic, Rhodes and ¥rs2011). An ILO study examined the
social pact experience of developing countries @merging countries by comparing and
contrasting ‘matched-paired’ countries in each mggographical region (Singapore and
the Republic of Korea; Zimbabwe and South Africdnil€ and Uruguay; Slovenia and
Poland) (Fraile 2010). In line with findings for &pean countries, the research concluded
that social pacts helped governments to implemifficudt reforms. While social pacts were
unable to alter the overall direction of policy,ielhwas heavily conditioned by international
economic constraints, they were nonetheless abl#uot’ the sharper edges of neoliberal
reforms, giving rise to more equitable reforms tlhose implemented unilaterally. As
Rodrik (1996) put it: "That reform should followisis, then, is no more surprising than
smoke following fire."




3.

The Changing Terms of ‘Political Exchange

The previous section has dealt with governmentstivatton to engage in social
concertation, emphasizing the incentives for vidbkr governments to increase the
legitimacy of their policy proposals. However, titerature has also devoted much attention
to understanding the factors that push employaerd’vaorkers’ organizations to negotiate
with governments and with one another. Recent @xpee of social pacts suggests that the
active participation of employers was less cruttiah that of trade unions, at least to get a
social pact started. Given the particular contérsozial pacts (in almost all cases, unions
had to make some form of concession in exchangdofg-term benefits, benefits of a
collective nature or simply their involvement inetipolicy process) employers could
generally afford to wait on the sidelines while th@vernment and unions discussed the
terms of concessions and, when appropriate, agkdoe concessions. However, employer
support became decisive to institutionalize squéaiting, as the Irish experience of twenty-
years clearly illustrated.

With regard to trade unions, academic researchehgshasized the importance of small
country size to nurture a sense of trust amongtreges (Katzenstein 1985), as well as the
importance of unions sharing a common analysisroblpms and solutions with other
actors. Tripartite institutions served both goalsturing trust and facilitating the emergence
of a shared diagnosis. For instance, the literadaréhe Irish social partnership has argued
that the National Economic and Social Council #attite-plus institution with a focus on
research and policy development — played a keyiroferging a background consensus
among negotiating partners about the directioh®titish economy (O’'Donnell and Thomas
2002).

There is also consensus in the literature thatforns to be willing to participate in social

concertation, some form ojuid pro quo has to be involved. In this respect, the literatur
used to make a distinction between the prefereatesion leaders and those of worker
members (Michels 1911[1962]). It was argued thadéss would have greater incentives to
participate in social partnership for two reasahsy would have a clearer view of the long-
term interests of their organizations than wouldniers; in addition, they would have more
to gain (in terms of personal visibility and careahancement) from taking an active role
in peak-level agreements. According to this lo@istitutional systems in which interest

groups are highly centralized, i.e. in which theisi®n-making power is concentrated in the
hands of a limited number of national leaders,litate centralized bargaining and social
concertation agreements (Schmitter 1981).

Independent of organizational characteristics aadérs’ motivations, the ability of leaders
to hold to their side of the bargaining is enhangthe availability of exchange resources.
It is easier to persuade union members to go alitigpotentially unfavorable short-term
outcomes if the negotiation produces positive gidgments in other domains (Pizzorno
1978; Mares 2006). In the 1970s and 1980s, tradmsirentered into social concertation
agreements only rarely and reluctantly (at leastdme countries), and asked for a hefty
price in return (such as working-time reductionsvetfare state expansion). By contrast, in
the social pact era of the 1990s, social concertdiiecame increasingly concessionary while
the availability of exchange resources shrank. #elfstate expansion was no longer a
realistic option, due to the need to keep publigeexiitures in check, while working-time
reduction was less prominent on the agendas ofttadl unions and governments (with the
exception of the French government in the early02D0

The absence of material resources was not, howawariversal feature of the social pact
era of the 1990s. In the case of Ireland, for exammions had clear material incentives to
support the partnership approach: although thegived only moderate nominal wage
claims, the government increased take-home payghrancome tax cuts (Baccaro and
Simoni 2007). This formula contributed to cemeret lttish unions’ support for a negotiated




approach to policy-making. However, it could onlgnif there was continuous growth to
increase fiscal inflows, despite the cut in tarsatWhen growth ended, the Irish government
fell into a serious fiscal crisis (Bergin et al 201

In other cases, the ‘prize’ for trade union cooperaconsisted only in institutional
recognition by the government, as well as in thktalo shape the content of public policy.
Participation enabled trade unions to ‘limit themdae’ for their constituency, i.e. by
ensuring that policy reforms spared the most valbler categories or, perhaps more
importantly, protected the acquired rights of socoee union members, such as older
industrial and public sector workers with indeterate duration contracts. In Italy and
Spain, for example, government and trade unionstiagd pension reforms in the 1990s.
These reforms included generous ‘grandfatherindggsrufor older workers, who were
minimally affected by the cuts, while the burderrefiorm fell heavily on the shoulders of
younger workers. By the same token, in both coesttabour market liberalization reforms
reduced employment protection for fixed-term angbi@tl workers, while sparing workers
with regular contracts.

Over time, however, even this type of limited podit exchange petered out. This
phenomenon was clearly visible in the ‘sovereigmtderisis’ which exploded in the
Eurozone from 2010 on (Armingeon and Baccaro 203@jne European countries, those
characterized by high current account deficits {jorthe Italian case, high public debt),
experienced a form of ‘sudden stop’; internatioiir@ncial markets became unwilling to
finance their deficits except at very high inter@ses (Ghellab and Papadakis, 2011; Merler
and Pisani-Ferry 2012). The governments of thegsatdes (in order of their involvement
in the crisis: Greece, Ireland, Portugal, Slovetgly, Spain and Cyprus) were forced to
introduce harsh austerity packages in a short gesfcime, including wage cuts (in the
public sector), tax increases, cuts in public exjferes and collective bargaining
decentralization. In many cases, the climate dbnat emergency strengthened the resolve
of governments, and they were able to pass padilyms that had been out of reach only a
few months earlier. The ‘sacrifices’ required priolyaexceeded the ability of unions and
workers to absorb them, so there were no sociaspbBcmany cases, the governments did
not even seek union collaboration. Unions weretédeas ‘special interest organizations’
whose involvement in crisis response would not amguce the efficiency of policy
adjustment, but would also compromise the equitdisieibution of the costs of adjustment
by unduly favoring ‘insiders’ (represented by tradeions) over ‘outsiders’ (workers
without union representation).




4.  Large-N Overview of Social Pact Trajectories

This section provides an analysis of social pact®ss the world using the landmark
database on Institutional Characteristics of Trldd®ns, Wage Setting, State Intervention
and Social Pacts (ICTWSS) (Visser 2016). The dataskides data on fifty-one countries,
up to 2014 in most cases.

Visser (2016b) uses the database to assess thdienaldf collective bargaining coverage,
shape and strength over the last decade. Thisrasttlegses the connection between, on the
one hand, the weakening of multi-employer bargainfm favour of single employer
models) in Europe since the Great Recession antheoother, the specific provisions of
various policy instruments: namely, the Euro-PlastRof March 2011, the supervisory
mechanism in the ‘Six Pack’ regulations adoptethigyEuropean Council in October 2011,
and the Memoranda of Understanding concluded betweetroika (the European Central
Bank (ECB), the European Commission (EC) and thermational Monetary Fund (IMF))
and national governments in countries receivingrfial assistance (Visser 2016b: 36). The
author further argues that these were preciselyséimee policy prescriptions as had been
given by other international institutions before trisis.

Another important trend noted by Visser (2016kh&sincrease in government intervention
in wage setting, particularly in countries where thisis has been more acute. The contrast
with the previous phase of more autonomous so@dbglie is stark (Fraile and Baccaro
2010; Avdagic et al. 2011; Visser 2016b).

In the present analysis, forty-eight of the fiftyeooriginal countries have been included in
the analysis. Three countries were dropped dueduofficient data (Iceland, the Russian
Federation and Turkey). The remaining countriesewdivided into five groups:

1. coordinated economies, where social pacts hboregatanding tradition. These include
most Northern and Central European countries: faydBelgium, Denmark, Finland,
France, Germany, Ireland, Israel, Italy, Japan,emixourg, Netherlands, Norway,
Singapore, Sweden and Switzerland. These are expésctshow a more resilient
institutional environment and therefore a morelstgbesence of social pacts.

2 Anglo-Saxon countries, with a poorly institutitimad bargaining tradition: the US and
Canada are the classic examples, but the Unitegd¢im, Australia and New Zealand
have joined their ranks in the last decades. Toesstries should show a low presence
of pacts.

3 Southern European countries belonging to thd thitve of democratization: Spain and
Portugal, but also Cyprus, Greece and Malta. Aéséh countries went through
particularly harsh times during the last crisisd dheir state-led industrial relations
systems should behave distinctly from the rest uadeh pressure.

4  Eastern European countries, included only fro@6l@nwards due to the lack of data
on institutional characteristics before their titios to democracy was complete:
Bulgaria, Czech Republic, Estonia, Hungary, Latli#huania, Poland, Romania,
Slovak Republic and the Republic of Slovenia fohis group, offering an insight into
how social pacts behave at a critical juncture onntries with a less consolidated
institutional environment.

5 Newly-developed and developing economies. Tlsisgeoup brings together countries
with very different political traditions and instifons, but sharing a below-average
tradition of pacts and bargaining: Argentina, Bkaghile, China, Croatia, India,
Indonesia, Mexico, Philippines and South Africa.




Figure 1:

Moving to the empirical analysis, Figure 1 (basadlata from Visser (2016)) synthetically
reconstructs the institutional evolution of eachroy group. The first graph (‘coordination
of wage setting’) corroborates Visser's analysisval as the aforementioned thesis on the
decline of coordination. It shows a decline of coation levels across Europe after 2009
that is most acute in Southern European countBeseloping economies, by contrast,
continued their slow but steady trend towards @reabordination, while Anglo-Saxon
countries were the least coordinated. The graptvsias well that the predominant level of
bargaining has declined in Europe, getting closeheé firm level, especially in Southern
Europe, which increases their difference with tiNsrthern counterparts.

The most remarkable changes are in the degreevefgment intervention in bargaining
and the mandatory extension of collective agreesientSouthern European countries. The
substantial rise in the former dimension, couplétha pronounced drop in the latter, tells
a story of receding bargaining autonomy and dewjmioverage in these countries, which
dovetails with the case studies of Italy and Spareport in the next section.

Social pacts and collective bargaining: Recent evolution of institutional indicators.

Predominant level at which

Coordination of wage-setting wage bargaining takes place

50 50
45 45
40 40
35 * - = . . 35
30 30 . - -
25 . r 25
20 '/__.__—o\\_\. 2,0 - .
1.5 1,5 R_\‘—\_‘——H—H
10 1,0
1590-1994 19951999 20002004  2005-2008  2010-2014 990-1994  1995-1999  2000-2004 20052009 20102014
Routine involvement of unions and employers
Government intervention in wage bargaining in government decisions
on social and economic issues
50 2,0
45 1.8
4,0 1,5
a5 13 e = * .
3.0 o F———— o » . 1.0 -
= ————— o
25 0,8 -
2,0 0,5
1.5 0,3
1.0 0.0
19901994 1995-1999  2000-2004  2005-2009  2010-2014 990-1994  1995-1999  2000-2004  2006-2009 20102014

Mandatory extension of collective agreements
to non-organised employers

3,0 High social pact tradition
Ango-saxon

26 Southern Europe

23 =+ Eastern Europe

i ® Low social pact tradition

1,5 s —
> Source: own elaboration based on Visser (2016)
a1y | - .
> Scales

0.8 Coordination: from 1 (fragmented & firm-level) to 5 (centralised)
04 Government intervention: from 1 (no) to 5 (imposition to private actors)

! Level: from 1 (company level) to 5 (country level with binding agreements)
Routine involvement: from 0 (no involvement) to 2 (routine invalvemnent)
Extension: from 0 (no legal or functional provisions) to 3 (virtually automatic)

0.0
1990-1994 1995-1999 2000-2004 2005-2009 2010-2014

It is also worth noting that the Greek case stamdswith respect to all indicators. From

2009 on, the country has undergone a series dfdaganstitutional changes, which for the
most part were enacted to comply with the Memoramdof Understanding signed by

governments with creditors and international orgatidns during the European debt crisis.
Some of the most relevant examples of these chargdsted below:
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Figure 2:

m Public sector bargaining was de facto suspendddatirworking conditions and wage
changes made dependent on government decisions.

m From 2011 on, managers had no obligation to régzegsr consult unions, and a lower
pay scale was introduced without negotiation.

m Mediation in collective bargaining was limited basic pay issues, and could be
requested by both employers and employees.

m A new type of company-level agreement was intredympening the possibility to
provide for remuneration and other working termat thre less favourable than those
agreed upon at the sectoral level. Since 201 %kvai the national agreements have been
binding for lower levels.

m Collective agreements were made valid for a 1ytee8 period (previously they had been
indefinite), limiting their validity in the absencd a new agreement to three months.

m The minimum wage was no longer determined throtgjlective bargaining. It was
instead fixed by the government, following simptasultations with the social partners.

Other economies display a similar, but much leseeme, pattern to Southern European
countries. There is one notable exception: Easknmpe, which seems to be moving
towardsmore and not less mandatory extension of collectiveagents, hence increasing,
albeit slightly, effective coverage. Probably, tisislue in part to rather low coverage in the
first place. Regarding government intervention, pieure is more mixed: while the state
now has a bit more to say in Anglo-Saxon countizstern European and other advanced
economies seem to be moving slowly towards a nafdem-based, decentralized, bipartite
bargaining.

The graphs above provide information about sevieatlres of the collective bargaining
environment. In order to grasp an aggregated meadwhat is happening to social pacts,
Figure 2 uses data from the ICTWSS dataset to atiitine evolution of the number of
national social pacts and agreements.

Estimation of the number of social pacts and agreements in 36 countries

Cases with zero, one, two or three pacts within the five-year period

Total sample 0 1 2 3 Number of pacts signed

(years*countries)
1995-1999 170 135 33 2 2 43
2000-2004 ‘ 170 133 38 1 0 40
2005-2009 ‘ 170 130 37 2 1 44
2010-2014 ‘ 167 143 23 1 0 25

The total sample is obtained by multiplying the number of years and the number of countries contemplated for each five year period; 36*5=170. The countries are: Australia,
Austria, Belgium, Bulgaria, Canada, Cyprus, Czech Republic, Denmark, Estonia, Finland, France, Germany, Greece, Hungary, Ireland, Israel, Italy, Japan, Latvia, Lithuania,
Luxembourg, Malta, Netherlands, New Zealand, Norway, Poland, Portugal, Romania, Singapore, Slovak Republic, Slovenia, Spain, Sweden, Switzerland, United Kingdom,
United States. In 2010-2014, missing Canada, Ireland & Portugal (only for 2014), therefore the sample drops to (36°5)-3=167.

Source: own elaboration based on Visser (2016)

Thirty-six countries with all or most data points the 1995-2014 period are chosen from
the original database (see country list in thereyeThe whole period is divided into four
spans of five years, which is long enough to inelatl least one (but maybe more) social
pact per country. What is of interest is to quarttile "density" of social pacts in the sample
for each time span. With that purpose in mind,tdtal sample is obtained by multiplying
the number of years and the number of countrieseagpiated for each five-year period:
that is 36*5=170 for the period 1995 — 2009 (and fu6 2010-2014, since there are no data
for Portugal, Ireland or Canada for 2014). Thedwlhg columns in Figure 2 count how

11



Figure 3:

many of these country-time span combinations haal, zae, two or even three pacts. The
final column simply lists the absolute number afiabpacts concluded for each time span.
The message of the figure is clear: after fifteearg of stability, the fallout after 2009 is
quite evident.

Figure 3 provides a breakdown by country grouprdeoto locate the specific origin of the
change between the pre- and post-crisis period¥s(2009 vs. 2010-2014).

Evolution of the number of social pacts

Number of social pacts Ratio of social pacts over
sample (country*years)

2005-2009 2010-2014 2005-2009 2010-2014

High social pact tradition 18 11 0.24 0.15
Anglo-Saxon 0 0 0.00 0.00
Southern Europe* 10 8 0.40 0.35
Eastern Europe 14 5 0.31 | 0.11

*Sample change: from 25 to 23 — Portugal (2014) is missing
Source: own elaboration based on Visser (2016)

Unfortunately, the fifth country group (developicguntries) had to be dropped due to
problems of missing data. Also, since groups atéoamogenous in the number of countries,
the ratio of social pacts over the country*year glans provided in the two last columns for
comparative purposes. The figure shows that thie bluthe decline came from Eastern
European countries, as well as from countries &ithigh social pact tradition, with a

marginal decline in Southern European countriegrdlwas no decline in Anglo-Saxon

countries simply because there were no social padisgin with.

Taking the analysis to a more nuanced level, allntees to the east of Austria that
previously had some sort of agreements lost thewep for Estonia and the Republic of
Slovenia. In Estonia, the worst years of the c(@@)9-2010) saw no agreement after seven
years of continuous pacts. It should be noted, kewehat these pacts had mostly focused
on setting the minimum wage, so they were quiteiotsd in their scope.

Moving to highly coordinated economies, the patiera bit more mixed. The drop seems
to correspond with a declining trend of occasigradts and agreements. Countries such as
Austria, Belgium, Denmark, Japan and Sweden moverth fone to three agreements
between 2005 and 2009, to none in the following-frear period. Others, like France, the
Netherlands and Singapore, were able to keep tpandynamic of punctuated agreements.
Germany, Israel and Switzerland, maintained tlegiord of no centralized pacts, since most
social concertation takes place at lower leveth@se countries (mostly at the industry level
in Germany). Finland stands out, since it manageathieve agreements in alternate years
from 2009 to 2015, thereby recovering a trend teit from 1994 to 2004 followed by a
four-year pause. These pacts are not only frequéralso comprehensive, featuring issues
related to wage levels, wage bargaining procedamdgax-related policies.

To conclude the exploration of data, Figure 4 shivesevolution of pact and agreement
content across time for all thirty-six countriesgli issues are featured: wage setting and
wage procedures, pensions, social security, trginbudget and taxes, union rights,

employment legislation and promotion policies, ammtking hours.

The first feature to report is the common downwiaeaid for virtually all issues. Not only
are fewer agreements concluded, they are alssibssantial in content. Wage setting is the
only feature that survives relatively well, whilege-setting procedures (at other bargaining

12



Figure 4:

levels) are less often a matter of national pacting striking to note that many items related
to the so- called ‘flexicurity’ paradigm, usuallygposed as a reasonable solution to cope
with the challenges of labour market insecuritg, iacreasingly left off the table. Bargaining
on social security, training and fiscal mattensiisch less frequent now than before. The fact
that wage setting remains key, while these otlsereis are declining, shows where the real
pressure is: on wage-based competitiveness.

Characterization of the content of social pacts and agreements

Wages
Wage procedures
54% Pensions
+ Social security
* Training
48% Budget and taxes
Union rights
Employment legislation
42% Employment policies.
= Working hours

18%

12%

6% e

0% —
1995-1989 2000-2004 2005-2009 2010-2014

Source: own elaboration based on Visser (2016)
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5.

5.1.

European Experiences: Ireland, Spain and Italy

3

In this section, we complement the large-N explorabf data in the previous section by
case studies of three European countries in whichakpacts experienced a surprising
renaissance between the late 1980s and the 1990fdusing instead on their debacle
during the Great Recession.

Ireland

The Irish crisis was very deep in comparative pecspe: GDP declined by 17 percent in
nominal terms and 11 percent in real terms betw2@®8 and 2010. Unemployment
increased threefold from 4.5 in 2007 to 13.5 parae2010 (European Commission 2011
10). Ireland’s fiscal adjustment — 20.8 billion Bsy or the equivalent of 13 percent of its
GDP in 2010 — was estimated to be the largestreeerded (Whelan 2011: 7). By January
2011, the Irish state had spent 46 billion Eur@&g@rcent of GDP) on a failed attempt to
redress the banking crisis (European Commissiod:203). Not surprisingly, public deficit
and debt skyrocketed (Kelly 2010, Whelan 2011).

In early 2009, after making bank creditors whdie,government sought to improve its fiscal
situation by reducing public sector wages and rgttpublic expenditure. In order to
mobilize consensus for its austerity solutionstiafly it sought to rely on the well-

established social concertation channel; policyingkad been negotiated in tripartite
fashion in Ireland since the late 1980s (Bacca%imoni 2007).

However, private sector employers appealed toittability to pay’ clause of the national
agreement either to freeze wages or even to impiemaminal pay cuts. For the public
sector, by contrast, no such clause was availditdepnly choice for the government — a
coalition between the centrist Fianna Fail and@heen Party — was to try to persuade the
unions to agree to a 7.5 percent special pension &guivalent to a pay cut of the same
amount (Sheehan 2010). The unions dragged theiafek rather than negotiating as per
social partnership tradition, the government detideimplement the cut unilaterally.

Despite this decision, the unions called for a ialosolidarity’ agreement in which they
proposed that, rather than taking straight nomiveede cuts, public sector workers would
instead take unpaid leave of 12 days (McDonoughlumtion 2010: 555). At some point
in the process, it seemed that an agreement ceutédrhed on this basis (Regan 2011).
However, the government negotiators changed thieid nmexpectedly at the last moment
and, rather than signing the agreement with thensiopted for unilateral wage cuts of 15
percent on average. The cuts were included in theeiber 2009 budget.

The union proposal to exchange wage cuts for uripaitk had angered many of the Irish
public, who saw it as an irresponsible demand mpsed public sector workers to enjoy
even more leisure, at a time when the country dasglg needed the public service to
function smoothly. This might explain the governietast-minute about-turn. The unions’
attempt to organize worker mobilization in protests largely unsuccessful.

Due to the failure of centralized negotiationdpdked as though 2010 would be the first
year since 1987 in which collective bargaining veblble entirely decentralized to the
enterprise level. However, the unions, which realigt not have any serious strategic
alternative, negotiated two peak-level agreementse first half of the year (Regan 2014).

3 This section draws on and updates material in Ageon and Baccaro (2012)
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The first applied to the private sector: the parifthe peak trade union and employers’
organization) agreed jointly to issue a centralizedommendation for decentralized
collective bargaining, and in this way restored edarm of wage coordination. The second
pertained to the public sector. In what came t&rimevn as the ‘Croke Park’ agreement, the
government committed not to implement public seatage cuts in the future and to reduce
payroll costs through attrition only; the unionsaganteed industrial peace for the next four
years. Productivity would be increased by a wortplaansformation agenda that the unions
agreed to actively support and promote. Of theseagreements, the public sector one was
by far the more important: following decades ofséwa, the union density rate was only
about 20 percent in the private sector, while eghblic sector it was still around 80 percent
(D'Art and Turner 2011).

However, the Croke Park agreement did little tauage Ireland’s fiscal problems. The
situation worsened considerably in late 2010 winentivo-year government guarantee of
Irish banks’ loans was approaching expiration, #redbanks found themselves unable to
access inter-bank markets. The government wasdaoceequest the financial assistance of
the EU, ECB and IMF. A bailout package was put thgein November for a total amount
of 85 billion Euros. This included measures to pi#tedize and downsize the financial sector;
a fiscal consolidation effort of 15 billion Euros four years (to be achieved through
expenditure cuts and higher taxes); and broadectstal measures concerning the labour
market and the pension system. The retirement agédvibe progressively increased to 68
years. The minimum wage would be cut by 12 per@@ntl Euro for the hourly rate); the
institutional mechanisms for minimum wage deterrtiorain low-wage sectors would be
relaxed; unemployment insurance benefits would dveeted and activation provisions
strengthened; finally, conditions of access to stiberal professions would be liberalized
(European Commission 2011).

More recently, in May 2015, an amended IndustrebRons Bill was enacted. At first sight,
it seemed to constitute a victory for the labouwveraent, but it was a timid one. First and
foremost, it fell short of statutory union recogoit, which was the main goal of unions.
Rather, it defined collective bargaining as compgs ‘voluntary engagements or
negotiations between any employer or employersirozgtion on the one hand and a trade
union of workers or excepted body to which this Agpplies on the other’, effectively
underlining the non-obligatory nature of employerscognition of trade unions as
interlocutors.

Overall, the Great Recession has had a dramatiadhgm Irish social partnership, bringing
it close to irrelevance. While the breakdown carreotonsidered to be total, the equilibrium
has clearly shifted away from wage coordination tveards job reductions and structural
cuts. The use of social pacts in the future wilcbatingent on the political preferences of
the government of the day (Regan 2013).

5.2. Spain

Spain, too, was severely hit by the global econamigis. GDP declined by 3.9 percent in
2009 and 0.4 percent in 2010 (IMF, 2010: 41). Td®ur market impact of the crisis was
huge; the unemployment rate increased from 11lr@&pein 2008 to 20 percent in 2010,
with youth and women the most affected categoiM§ 2010: 8, OECD 2010: 24). As in
Ireland, the crisis was due to the bursting ofrgdaeal-estate bubble, which in turn led to a
stark contraction of the construction sector, whield been Spain’s growth engine in the
2000s. In addition, just like other countries oé tBuro-zone periphery, the country had
competitiveness problems: nominal prices and whgdggrown faster in Spain than in core
Eurozone countries, and this had contributed toosvigg external debt problem (OECD
2010: 23).
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The government’s initial response to the crisis way different from that of Ireland. The

Socialist government engaged in expansionary fisolidy to counter the adverse effects of
the crisis. One of the most important provisionsswhe extension of unemployment
benefits. Discretionary spending, combined witheffects of automatic stabilizers, led to
a dramatic increase in the public deficit: 11.2cpat of GDP in 2009 and 9.3 percent in
2010 (IMF 2010: 41).

The other notable trait of Spain’s initial respongas the government’s commitment to
social concertation. This had been one of the danticharacteristics of the Spanish political
economy in the 2000s. In keeping with this receadition, on July 29, 2008, the tripartite
social partners signed a declaration of principletining a shared policy response to the
economic crisis, in which they committed to takiogt action on employment policy,
collective bargaining and social protection.

Notwithstanding the parties’ stated commitmentdoia dialogue, important differences
began to emerge (Molina and Miguélez 2014). The fipture occurred in 2009, when the
social partners were, for the first time since 200fable to negotiate the annual centralized
agreement on wage guidelines.

The government’s response to the crisis changedatieally in late 2009 and, most clearly,
in 2010 when growing doubts about the sustainghdftthe peripheral countries’ fiscal
positions began to be reflected in price increasesredit default swaps on Spain’s public
debt (IMF 2010: 6). In an attempt to regain thefance of international financial markets,
the government undid many of the expansionary nreasf the previous two years, slashed
public spending and engaged in structural reforimth® labour market and the pension
system. The policy process used was a mix of wmdéism and corporatism under the
‘shadow of hierarchy’ (Visser and Hemerijck 199Fgsentially, the government would
impose tight parameters and deadlines on socighgramegotiations. If unions and
employers were able to reach an agreement by #mide, the government would ratify it;
if not, government would regulate by decree.

In January 2010, as part of a broader fiscal acheist programme, the government issued
proposals to increase the number of reference yeathe calculation of pension benefits
from 15 to 25 and to increase the retirement agen 85 to 67. The government's turn-
around towards fiscal adjustment proceeded witiraigh block on public sector hiring. This
was followed by more drastic measures, such asenage cut of 5 percent in public sector
wages. The unions voiced their dissent by orgagiairpublic sector strike in June 2010.
The same month, following a failure of the sociaftpers to reach an agreement, the
government announced a unilateral reform of empaymrotection legislation. The reform
reduced severance pay in the event of unfair dsahigased the criteria for fair dismissals
and broadened the conditions under which companiglsl opt out of collective agreements.
The OECD and IMF both saluted it as a major stewdod towards fiscal sustainability
(OECD 2010; IMF 2010). The unions responded by mimilag a general strike at the end of
September 2010 but participation in it was unetke;industrial sectors responded more
promptly and massively than the service sectoranincase, the mobilization did not alter
the content of the legislative reform.

In December 2010, a new set of relatively minocomis was introduced, again with a view
to convincing international financial markets tispain was solvent. The package included
the repeal of the extension of unemployment berfefitpublic employees and union
workers, as well as reductions in corporate tagsrand partial privatizations. All of these
were unilateral reforms.

However, social concertation was not entirely deadi in February 2011, the parties signed
a social pact on ‘growth, employment and the guasanf pensions’. The highlight of the

pact was a negotiated pension reform. With this, uhions accepted several provisions
against which they had mobilized only one year t®ftn exchange, they obtained some
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measures to increase the stability of employmanth sas a reduction of social security
contributions for companies hiring young workersl &me long-term unemployed, and 400
Euros per month for the unemployed whose benefingats had ceased.

In the following months, the social partners wenahle to agree on the reform of collective
bargaining agreements, and the government intedvbpalecree on June 10, 2011. After
November, the right-leaning Popular Party cameoteqy, and it was set to deepen the initial
Socialist Party (PSOE) move against collective &imigg, bringing in a new decree by

February 2012. The key point of this curiously bijgan reform was the broadening of the
circumstances under which an enterprise contractdctegally bypass a higher level

contract. In addition, the reform introduced a maxmn period for contract renewal (of

between 8 and 14 months), after which mediationaahdration would intervene to resolve

the dispute.

The result was a significant, sharp and sudderedserin collective bargaining coverage:
from 76.6% in 2011 to 54.4% in 2012. Three othévrra packages followed between 2012
and 2013: a successful effort to decrease emplalypretection, a new, in- depth pension
reform, and a cut in benefits for the long-term mpkyed. These were all introduced
explicitly against the will of unions, despite thegtter’'s willingness to concede wage
moderation. Although the unions still controlledstantial parts of the workforce, and their
collaboration was therefore needed to bring abuetmal devaluation, their marginalization
was deemed necessary to ensure the success tiistroeforms. Two general strikes during
the crisis did not lead the government to revdsspalicy, but instead publicly revealed the
unions’ weakness. Since then, the unions have ragedi on a path of stagnant, or even
decreasing, influence.

5.3. ltaly

In the summer of 2011, the sovereign debt crisepdreed further and enmeshed the third
economy of the Eurozone: Italy. The unfolding okmts in Italy was similar to other
peripheral countries. Growing concerns about defedifinancial markets to shun the bonds
issued by financially weak countries, includingyital'he result was that interest rates on
Italian ten-year bonds shot up, reaching sevenepénger annum, while the spread with
corresponding German bonds rose above five pefResihg interest rates increased the cost
of servicing the Italian public debt and worsenisdiscal position, making it necessary to
slash public expenditure, raise taxes and incrégsprimary surplus.

Faced with a crisis of confidence, the responsthefltalian political class was similar to
other countries. The centre-right government paaseeimergency austerity package, with
the support of the opposition, in the summer of120fet despite these measures, the
pressure on Italian bonds did not abate. Moungngibns led to a change of government in
the autumn of 2011. A new government of technocsatpported by a grand coalition of
centre-right, centre and centre-left parties, ekdxhon a programme of labour market and
product market liberalization, with the supportafropean elites.

The new government shunned social concertation thélsocial partners, emphasizing its
ability to pass reforms unilaterally (Pedersini @egini 2014). Structural reforms were
presented as being necessary to increase econfiitieney and to correct the imbalance
between ‘insiders’ and ‘outsiders’ in the Italiabbur market. The government managed to
pass a draconian pension reform that increasedmetnt age, abolished seniority pensions
and imposed a new method of calculating the peasibworkers who had joined the labour
market before the reforms of the 1990s. Regardimpl@/ment protection legislation for
regular workers, however, the government had toifydd original proposal (to abolish the
possibility of reinstatement for workers fired fswonomic reasons), due to opposition from
within its own ranks. It instead reintroduced thimgiple that a judge would decide between
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financial compensation and reinstatement in calsas economic firing decision deemed to
be unjustified.

It seemed that not even a technocratic governmpetating under extreme urgency (a
sovereign debt crisis) would succeed in reformimgpleyment protection legislation
decisively. However, a further reform was approirethe spring of 2015. With the strong
support of the employers’ organization, and degpiéeopposition of all the trade unions,
the centre-left government unilaterally eliminatd@ possibility of reinstatement after
illegitimate economic firings. The new norm woulgpdy to all new employment contracts,
while the old rules applied to existing contra@ser time, the new employment protection
regime would thus cover the entire Italian labawcé. This was part of an ambitious labour
market reform programme that aimed to shift prabacaway from the job and towards the
worker. However, while some measures to extend pl®ment insurance to new
categories of workers and to strengthen activeuabmarket policies have been introduced,
efforts to institutionalize Nordic-style flexicuyiin Italy have been hampered by the limited
availability of public funds, itself a consequemnde¢he need to keep public deficits in check.
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6.

6.1.

Social Pacts beyond Europe

While social pacts are mostly European phenomend, itis in Europe and other
industrialized economies that their decline haslmeest evident in recent years, social pacts
have emerged in other regions as well, particuldny not exclusively) in Latin America
and North Africa.

Social pacts in non-European countries are usliaked to the need of governments for
public legitimacy, whether in broad political termswith regard to specific programmes or
policies. The motivations for pacting range frone theed to smooth an institutional
transition (towards democracy such as in Chilephasia and Tunisia) to the pursuit of
inclusive growth and sustainable development (&eimegal). This section aims to provide
an overview of social pact experiences in these dountries.

Tunisia

Tripartite institutions are not unheard of in NoAfrican countries, where economic and
social corporatism has been a rising trend in gouece for decades (Murphy 2001, Dillman
2002). Recent political and social developmentstha region, spurred by workers’
dissatisfaction with economic hardship, have opemedeven more space for tripartite
coordination.

Tunisia offers what might be considered as the &emnple of this trend. The country saw
the first spark of the Arab Spring when, betweemrddber 2010 and January 2011, the
decade-long secularist dictatorship of Ben Ali wagerthrown and a path towards
parliamentary democracy was established. The bosakaf the previous, implicit social
contract was crucial in bringing an end to autogr@s argued by Karasapan (2015), the
contract had been based upon the promise of emplulyand ascension into the middle
class in exchange for citizens’ disengagement fiohtics. During the Great Recession, the
lack of employment opportunities opened a chasmwdxat expectations and reality. The
high unemployment rate, particularly among youredgates, was the clearest indicator of
this gap.

The labour movement, and specifically the Tuniss@meral Labour Union (UGTT), played
a key stabilizing role in the transition (Nashifl®) Chayes 2014), alongside the Tunisian
Union of Industry, Commerce and Handicrafts (UTIC&yil society organizations, and the
Ennahda Movement, a moderate Muslim party withbar&l-conservative agenda, which
has been in power since 2011, on its own until 28idlin coalition since then.

In a sense, Tunisia represents a paradox: whileodemy has advanced greatly since the
2011 revolution, socio-economic divisions remaihjck in turn threaten (albeit to a limited
extent) the country’s political stability.

The first three years of democracy, when the cgimtronstituent process got underway,
were characterized by dismal performance of thdsfameconomy. As a way to strengthen
the process of institution building and addressabenomic emergency, and after a long
preparation process, the government enlisted thélTU@nd the main employers’

organization, the UTICA, at the beginning of 2013 dign a unique document in the
country’s history. The ILO actively supported thexisl dialogue process that led to this
outcome. The Tunisian Social Contract explicithkrmmwvledged the economic, social and
political problems that had led to the revolutiemphasizing the lack of freedom and the
combination of low growth, acute unemployment, oegi inequalities and inflation. The

Contract then identified a set of long-term goftisusing on the all-encompassing objective
of introducing a ‘new development model in the esxthbf a participatory approach between
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the government and the economic and social actdh&. proposed actions fell under five
pillars:

1. Economic growth and regional development: Tra, far the first time, acknowledged
the disparities and longstanding divide betweenNbgh and South. Later, the 2014
Constitution would establish the need for positdiecrimination (art. 12) and a
commitment to decentralization (art. 14);

2. Employment policies and vocational training: 8ashthe factors behind the revolution
were high unemployment of highly skilled youths afidchool dropouts;

3. Employment relations and decent work: The Iddkeaent job opportunities provoked
much of the public protest right before and dutimg revolution;

4. Social welfare: The country’s social welfareteys was experiencing a large deficit
and high indebtedness;

5. Institutionalization of social dialogue: Thersidure of the pact itself was a significant
milestone.

The commitments included the creation of a natieyatem of professional qualification,
the introduction of a system of lifelong learninglaa thorough review of the social security
system. The pact also proposed the creation oftiamé Council for Social Dialogue with
the mission to guarantee ‘the continuity and tlyil@ity of dialogue on issues of common
interest to the three partners’. Overall, the ages® had two related purposes: the first was
to secure the political legitimization of the trdiw itself, and the second was the definition
of a new set of policies and institutions to shii country from an authoritarian regime
towards a social market economy based on politieaiocracy.

Five months after signature of the pact, Tunigiaeail a stand-by arrangement with the IMF
featuring a 24-month, US$1.74 billion loan, withiaghed conditionality going beyond
structural reforms and including a specific claws€protect[ing] the most vulnerable’
through increased infrastructure and social spegndin

The pact was welcomed by international organizatiarcluding the ILO. It was expected
to act as a blueprint, or at least an exampleotioer countries in the region to follow, and
to open up political space to improve labour refai and legislation in the region (ILO
2013). However, its implementation has been, ictfma, wrought with problems. Directly
after the pact was signed, a deep political cesmerged, marked by the assassinations of
Chokri Belaid and Mohamed Brahmi (major leaderthefpolitical left). Ennahda’s lack of
a stable institutional base prompted the resignaifdts Prime Minister, as well as several
(failed) attempts to form a technocratic governmafter a difficult 2013, Ennahda reached
an agreement with the secular opposition on a rapdim complete the constituent process
and hold elections by late 2014. The roadmap wémsfed and, in October 2014, Ennahda
won the first parliamentary election under the newnstitution, forging a coalition
government with Nidaa Tounes, a centre-left setlparty.

In 2014, two framework agreements were signed katwhe UGTT and UTICA. Two
national tripartite commissions were formed - oncpasing power and on production and
productivity respectively — which led to the formatibn of specific policy proposals to
address the twin challenges of low wages and wadadulr productivity. However, the tense
economic situation made social dialogue difficdispite both domestic and international
efforts to foster it, notably the award in Octol2815 of the Nobel Peace Prize to the
National Dialogue Quartet, which includes the UGINd UTICA.

Since 2014, unemployment has remained a centrakecontogether with the absence of a
consistent growth path for the economy. The neweguwent has been unable to propose
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viable and specific solutions to solve the criSiscial discontent and political instability are

partly a consequence of the crisis, but there #rerdactors: increased deficit and lack of
state capacity, rising debt, as well as the spikerrorism coupled with religious extremism.

In the two years from 2014 to mid-2016, five govaamts have failed and been unable to
push forward reforms.

After two years of relative inertia in terms of &daialogue, the Tunisian Head of State
launched his own initiative to halt the countryissis in June 2016. He held consultations
with the government, the social partners as wetidksociety. The result was the so-called
Carthage Agreement, signed in July 2016 by nindigall parties and the social partners.
The Agreement included a series of commitmentadklé the crisis, namely by countering
terrorism, stimulating employment, formalizing theformal sector, reforming the
administration and fighting corruption, reducingegualities (particularly at the regional
level), and maintaining financial equilibrium whilengaging efficient social policies
(National Business Agenda, 2016).

One of the main consequences of the agreementheagpproval and adoption of the law
for the creation of the National Council on Sodihlogue in July 2017. This was the
culmination of a three-year long process and opempe@rospects for stable and durable
social dialogue, which helps to foster the nasdentocracy.

Under these circumstances, evaluating compliandk amd effectiveness of the social
contract is difficult. The evidence seems to suptes the institutions stood the test, and
that the unions and employers’ organizations plaretmportant mediating role in keeping
the country on the democratic track which, in tativanced the institutionalization of social
dialogue, despite the significant obstacles enavedt

In parallel, the evolution of the other four piBaof the social contract has been significant,
but uneven.

(1) The newly introduced principle of regional positidiscrimination did not change the
existing subsidies system, nor did it improveiitgted efficiency, efficacy, and lack of
inclusiveness of local civil society (COMETE, 201@8he system also lacks proper
monitoring capacities and has not been assignedgelb large enough to meet its goals
(SAMEF, 2018; Sidhom and Arfa, 2017). In addititre government tends to focus on
the already richer and more developed Northerntabagjion, thus reinforcing regional
disparities.

(2) Following wide consultations with the social parsiand other stakeholders in 2012,
the Ministerial Council approved a national vocatibtraining reform in December
2013. The reform process, which was included ifitteeyear development plan, began
in 2016 and is expected to run until 2020 in closkaboration with the social partners
and other stakeholders. The objective of the refisrto introduce changes, in close
collaboration with the social partners and locahatities, to the public and private
vocational training systems that meet the econaraads of the various sectors. Thus
far, substantial progress has been made. Sevgadltéxts defining the new governance
model of the system have been developed and cerstegis have been taken to promote
vocational training in line with the needs of tlegions, companies and individuals.

(3) In May 2017, the ILO, the Government of Tunisia, TiGand UTICA signed an
agreement for the implementation of the Decent Wokintry Programme in Tunisia
for 2017-2022 (ILO, 2017). It sets out a seriesational priorities to promote decent
work based on tripartite cooperation. While it il $00 early to assess its impact, it
represents a concrete step towards consolidaticigl stialogue and tripartism in the
country.
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6.2.

(4) There has been no significant decrease in theidefithe social security system, and
the situation has become a challenge to the coantppacity to deliver basic health
services (Human Rights Council, 2018). Around 37#%umnisians are still not covered
by any social insurance (Human Rights Council, 20d8spite the fact that the public
system’s coverage has increased over the last detThédre are plans for a structural
reform to diversify the funding of the social sdtusystem, as well as to increase
registration of informal workers (Ministry of Sotiaffairs, 2017). The reform has not
yet been implemented, linked to a lack of conseh&iween the government and the
social partners (Khefifi, 2018).

Overall, the results of the Tunisian social cortrae in many respects still to be seen;

nonetheless, it represents an important innovatianmay in time become a reference point
for the region.

Senegal

Within the framework of Senegal’s relatively stabled democratic regime, that is not fully
matched by its economic performance, social diaddgas progressed significantly in the
country over the past two decades. The first nolestvas the signing of a National Charter
on Social Dialogue in 2002, which led to the crmatof a National Committee on Social

Dialogue the following year.

After ten years of consolidation and following aapeful transition of power to the newly
elected president in early 2012, the “Emerging 8ahBlan”, aiming to craft an inclusive
development model, was signed in 2013. It constittihe precursor to a fully-fledged pact
that was ratified in April 2014 and valid for thrgears (renewable). The National Pact for
Social Stability and Economic Emergence is a ttifgapact signed by fifteen trade unions
(including the four most representative ones), femployers’ associations (including the
two most representative ones) and the governntestioluld be noted that the unions face a

major challenge in expanding their membership bgsesn the high prevailing rate of
informality.

The pact’'s general aim was to build a peacefuladatimate that would enable economic
growth and development through structural transétioms, as well as to improve security,
stability, governance, rights and freedoms, andscligiate the rule of law. Improving the
population’s living conditions was the ultimate §o@he pact has specific objectives:
harmonizing economic performance and social praegrestablishing an environment of
trust for investment and business; reducing seaaflict through the enhancement of social

dialogue; and promoting a gender-based approaetyuity and equal opportunity. The pact
has four pillars:

(1) The fundamental, value-oriented pillar focuses lwm generation of mutual trust,
involvement and consensus; transparency, loyatlyeguity; equality and solidarity;
and discipline, good governance and dedicationdikw

(2) A second pillar relates to equal opportunitiesjagastice and cohesion as well as
individual freedoms, anti-corruption and justidecdmbines political and economic
governance, with the aim to generate a safe envieon for economic activity.

(3) The third pillar addresses the economic realm, llggting the need for increased
productivity to foster competitiveness and growatith particular attention to
innovation and R&D. It includes references to ska@sponsibility, transparency and
the traceability of state resources.
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(4) The final social pillar refers to the need to préendecent work, social protection,
improved skills through education and training, aaldo the fight against
discrimination and improving the workplace enviramnh

Each of the parties to the agreement had specifpecations of it. Unions expected to
obtain a more peaceful social climate under whingdy twould receive state subsidies, and
that would facilitate the updating of collectiver@gments and the harmonization of national
laws with international standards. In such a clenttiey expected their calls for a minimum
wage, retirement pensions, payment of compensatinder business liquidations,
employees’ bonuses and increased union freedone tbelard. They called as well for
support to struggling firms and the establishmémroductivity bonuses.

Employers, for their part, expected the State tdifate foreign investment in the country,
as well as the general enhancement of industryanim. A very particular measure they
had in mind was a reduction of corporate tax to 2&gether with support for national
production, startups and companies facing diffieslt

At the same time, employers sought better cooriginaif occupational safety and health
related issues at work, and were willing to buildeav social contract with workers, based
on productivity and work quality. However, they @laspired to more flexible work
regulation, branch and personalised contracts i¢péatly regarding working time) and
flexible legislation for young market entrants, algmther demands.

Finally, the government aimed to establish a stabéepeaceful social climate for social and
economic development, with a focus on employen®foyy dialogue and investment in job-
creating sectors. In return, from the workers’ sithe government expected higher labour
productivity, a peaceful approach to dispute reasmtuand continuity in respect of public
services delivery.

The government made a commitment to create a Hamgn€ll of Social Dialogue (HCDS)
along with branch and enterprise level committassyell as a series of other related bodies:
the Strategic Orientation Council, the Technicaiffattee and the Executive Secretariat.

The HCDS agreed to support the economic pillahefgact with a particular focus on the
transition to the formal economy. Five major prtgemere launched in the following three
years, including on the development of small-segléculture, modernisation of the social
and solidarity economy and the promotion or arééamnes (ILO, 2018). In 2016, a four-
year pluri-annual Programme for the Convergenadhilgly and Growth and Solidarity Pact
was launched, with the goal of analyzing the maroromic situation of the country and
guiding medium-term policies for social and econoievelopment (Comité National de
Politique Economique, 2015). The same year, theoNalt Commission on Territorial
Dialogue suggested the creation of working groopslaborate joint programmes with the
HCDS (HCDS, 2018b).

In July 2016, a new law on the determination ofi¢ranions’ representativeness by sector
or by branch was approved, which paved the wayelections to identify the most
representative trade unions. In that same yeam\#tienal Tripartite Dialogue for the ILO
centenary initiative on the future of work was hedd which the parties restated their
commitment to social cohesion and economic emergehbe following year, Senegal
signed the Abidjan Declaration on the reinforcenwdnhe role and impact of national social
dialogue institutions. Four national focal pointsresdesignated to promote and implement
the ILO Declaration of Principles concerning Mudtifonal Enterprises and Social Policy
that provides guidance to enterprises on socialcyand inclusive, responsible and
sustainable workplace practices (HCDS, 2018).

Thus, in terms of institutional strengthening, fhact has undoubtedly been a big step
forward. Regarding economic and social developmemiever, much remains still to be
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6.3.

done. Informality and poverty levels remain vergtheven by the region’s standards; neither
productivity nor competitiveness has seen a dramatprovement. Further work by the
social partners and the government is clearly né@derder to meet their own ambitious
expectations.

Chile

In the 1980s, neoliberalism swept across Latin Atae¢Stokes 2001), and Chile was a
foremost example. After Pinochet’s coup in 1978,tiove towards economic liberalization
was swift. Declining wages as well as the impleratoh of deregulatory labour legislation
were a crucial part of the policy shift (Camper®2p

Following the transition to democracy, the labowvement, albeit relatively weak in terms
of union presence at the workplace, expected aningaf the previous policy regime and
the institutionalization of strong or at least meaful tripartism. The first democratic

government lived up to this expectation to a caréaitent, but not for long.

In 1990, a Framework Agreement was signed. It was@mark event for Chilean industrial
relations after nearly two decades of confrontalietween the dictatorship and the unions.
The agreement was struck between the ruling cégitresoalition, the dominant union
confederation (CUT) and the main employers’ assoria(CPC). Falabella and Fraile
(2010) offer an excellent summary of the agreemea#lled for the building of an inclusive
country after years of dictatorship whose policypramach was largely inspired by
neoliberalism. However, it did not deviate muchnirahe Washington Consensus,
advocating an open economy based on private ingiaind fiscal discipline. It nonetheless
recognized the unions’ role and the need to stikalance between growth and equity.

Despite its declaratory nature, the Framework watscompletely silent on social issues,
featuring a commitment to increase minimum perssioadundancy payments (from 5 to
11 months) and the minimum wage (by 24%), and mgsfor a progressive tax reform
(Falabella and Fraile 2010). Moreover, the Framé&vwsat up a yearly forum to address
labour-related issues, particularly minimum waggsis, however, lasted for only three
years. In 1993, the CUT, the CPC and the governmumd not find common ground on
the reform of labour law, and the commitment toperate dissolved. Unions were no longer
involved in the determination of minimum wage irases. The short life of Chilean
tripartism suggests that although it was helpfulaa®ol to ensure peaceful democratic
transition, it had little impact on policy outcomessort of ‘politics without policy’ (Frank
2004). As Falabella and Fraile (2010) assert, widm not quite achieve a full
institutionalization of their presence in the pglgphere. Also, the perception of unions as
a special interest group hampering overall econopgicformance remained relatively
prevalent, despite their efforts to prove otherwideforming the labour laws of the Pinochet
era proved particularly difficult and led to onlgnited results (Frank 2002).

The main channel of union influence was polititdhions engaged in a sort of quid-pro-
guo with centre-left parties: organized labour adteits support during elections and, if the
left won, obtained social reforms (whenever thisswzossible in an often-blocked
parliament) (Falabella and Fraile 2010). In mosesaunions have achieved wage increases
through their ability to influence political parsieather than through collective bargaining.
A good example of this dynamic is the way minimuiages have been set since 1994 i.e.
through a joint parliamentary negotiation betwdengovernment and the opposition parties
(Campero 2001). The same applies to other polielgdi with the possible exception of
education where teachers’ and students’ unions bailetheir own power resources for
sector bargaining (Montecinos 2009).

In parallel, collective bargaining coverage droppgdnearly half in the 1990s (Campero
2001). Between 1994 and 1999, the Frei administratiet up a so-called ‘Development
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Forum’ moderated by the Ministry of Finance, whidiled to engage unions. In 2000,
labour reform was high on the agenda of Presidagbk (Taylor 2005). For instance, his
administration returned to Frei's idea of settipgegional tripartite councils (Falabella and
Fraile 2005), but these and other efforts hactligtifect, leading to union disillusionment
with the first socialist government since Salvadiende’s deposition by Pinochet (Taylor
2005). In the 2000s, the government made movegtsasoft’ social pacts, which featured
virtually no commitments or binding resolutionsgamere largely cosmetic in nature. From
2007 on, the left-leaning President Bachelet brotlghunions back to the table to negotiate
minimum wage increases and resolve labour confliataverso et al 2012).

Despite the lack of significant evolution towardgial pacting over the last two decades, a
notable change has taken place during the ongoaudet administration. In December
2014, the government put on the table a pro-lalefiorm package aiming among other
things, to:

1. extend collective bargaining coverage to nonHagworkers, who represent a
very large group within Chile’s labour force;

2. introduce statutory union recognition for bangiag with firms;

3. increase the number of issues subject to negotja

4. strengthen mediation; and

5. prohibit employers from hiring replacement wasim case of strike action.
One year and a half later, however, the Constitali©€ourt declared invalid the measures
on the statutory recognition of unions, the longdiag priority of organized labour. This

ruling confirms just how difficult it is for the Gllean union movement to secure a seat at the
table, despite its current political capital.

Indonesia

Over the last two decades, tripartism has beemdaaiseries of challenges in Southeast
Asian countries, coming from both the economic sodial consequences of globalization
(Yoon 2009) and internal political changes. Desthitetendency to group the countries in
the region under the same ‘Asian Tigers’ umbrefiational experiences are markedly
diverse, ranging from the heavily tertiarized Sipg@an economy to the consolidation of
manufacturing in Viet Nam. The characteristicshe industrial relations system also vary
widely, ranging from a situation of centralized mpoly on workers’ representation in Viet
Nam, to Malaysia’'s predominantly enterprise-baseitbnism, although moving towards
industry-level bargaining (Yoon 2009). Within thegion, Indonesia stands out as a fast-
growing economy featuring strong state presencehwhent through a deep financial crisis
in the late 1990s, followed by transition to dena@gr. Since then, the country’s institutional
development has featured a role for tripartism;ptida of the 2011 Indonesian Jobs Pact
represents a milestone in this process.

The country’s industrial relations system openetiypuralism after the fall of the Suharto
regime in 1998. ILO Conventions Nos. 87 and 98reedom of association and collective
bargaining were ratified, and a 2000 law on Uni@fvur association was passed. However,
fragmentation remained a feature of the Indonesyatem (Yoon 2009). Currently, there
are four main trade union confederations (two enhaffiliated to the ITUC), and their
interests are not always easy to reconcile. Inrasht employers have a single peak
organization, the Employers Association of Indoae@hsosiasi Pengusaha Indonesia,
known as APINDO). It represents mostly the intere$tmedium-sized and large firms.
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Development policy is formulated in nested layeitsere is a Long-Term National
Development Plan (RPJPN 2005-2025) and, withia Medium-Term Development Plan
(RPJIJMN 2010-2015) which defines more specific, afpee goals. Moreover, the RPJMN
takes into account the consequences of the 2008-fi6@ncial crisis. It is within this
framework that the adoption by Indonesia of the’ Global Jobs Pact (GJP) was proposed
in late 2009. The GJP aims to create a flexiblékibof policies with the double goal of
overcoming the crisis and setting the stage foraguable, inclusive growth.

The GJP was translated into a country-specific fanmogne through the involvement of the
social partners. The Indonesian Jobs Pact (IJRrbegh the definition of key priorities by

a Steering Committee comprising two public represeres from the Ministry of Manpower
and the Indonesian Development Planning Agency,repeesentative of workers and one
representative of employers. Job creation, labaadyctivity, greater consideration for
international labour standards, a better soci@tgafet and strengthened industrial relations
were deemed as the main priorities.

The process, supported by the ILO, featured a nunftiebates among the tripartite actors,
while the Steering Committee kept an oversight.rolee final IJP document was agreed in
2010. It included a set of general goals and aifpdaueprint for implementation,
monitoring and self-evaluation, with a particularghasis on local initiatives. The IJP aimed
to improve competitiveness, productivity and jolowgth, as well as to enhance social
protection, between 2011 and 2014.

With regard to industrial relations, of particulaterest is the emphasis on striking a better
balance between the firms’ demand for labour fldigyband workers’ need for adequate
protection, by introducing, for instance, an insweasystem for severance pay. Improving
the funding and capacities of both unions and tla¢iddal Tripartite Institution, and
establishing a Bipartite Cooperation Institutionthé local level, are other suggested
measures. Along the same lines, the text propbgesrthancement of labour inspection both
at the national and at the provincial/local level.

Concerning social protection, the IJP recommengddamentation of the National Social
Security System Law of 2004. In addition, it refewghe ILO Social Security (Minimum

Standards) Convention, 1952 (No. 102) to find djeguidance on minimum standards for
social protection. It also proposes a set of megstor migrant workers, including the
signing of Memorandums of Understanding to guaeante protection of Indonesian
migrants’ rights.

The IJP is another example of a broad social gasgring a number of policy fields, and
strongly supported by the ILO. Its success in gdwegond a declaration of intent and
producing a real impact is not possible to assedgedime of writing.

26



7.

Concluding Remarks

Although the previous section has highlighted depelents in certain countries outside
Europe experiencing an apparent renaissance @l smricertation, our overall assessment
of social pacting is pessimistic. Social pactsciearly in retreat in their European birthplace
while their real impact in non-European countridseyond the high-sounding
pronouncements, is still to be proven. The expesgenf Eastern European countries
transitioning to Western democracy in the 1990wisencouraging in this regard. In these
countries, social pacts mostly coated with a vermééillusory’ corporatism neoliberal
policies whose content had been decided elsewbh#es outside the country in question
(Ost 2000).

The decline of social pacting is not limited ondythose countries, like Ireland, Italy and
Spain, which were negatively affected by the sagereebt crisis. As illustrated by the
large-N analysis presented above, the decline stelresa more generalized phenomenon.

This decline is due to several factors: first,4lze of the fiscal adjustment required to regain
market confidence in countries engulfed in the sgiga debt crisis was simply too great for
unions to agree to it. Second, and related to thesavailability of exchange resources to
incentivize trade union collaboration shrunk draosdly. Third, the legitimacy of social
concertation also diminished. For governments facimational emergencies, social
concertation is often perceived as being too slodiaefficient. In addition, the declining
capacity of trade unions and employers’ associattorinfluence policy limits their ability
to act as the legitimate representatives of workatsfirms at large. On the one hand, they
are increasingly regarded as ‘special interestsglywing parts of the public opinion
following the rise of centrist, liberal-orientedaffiorms. Under this view, their involvement
in public policy-making may be perceived as shitihe negative consequences of difficult
policy choices away from the relatively well-praied ‘insiders’ to the unprotected
‘outsiders’ in the labour market. On the other hamtdons often reject such a judgement,
instead blaming a hostile policy and political eoniment, particularly since the outset of
the Great Recession. There is evidence suppoftgigdlaims (ILO, 2018b).

The above suggests an uncertain future for soa@bpAs has been stated repeatedly in this
paper, they at best blunt the sharpest edges dibesd reforms. Yet, we would argue,
international economic conditions may be changimgjfaom this change may issue a more
hospitable policy environment for social concedati

In deflationary conditions such as those experiénisg most countries until recently
(inflation now seems to be on the increase, bllt\ary slowly), social pacts are either
strongly concessionary or they do not exist at¥at this environment cannot continue for
long without damaging social cohesion and possi#ahgn the long-term viability of
capitalism as a socioeconomic regime. As argued fosefully by Larry Summers, the
main economic problem of this age is ‘secular sttign’ i.e. the inability of national
economies to generate sufficient levels of aggeedatmand through ‘normal’ means, i.e.
without relying on asset bubbles or other artifistamulants. Monetary policy seems unable
to rekindle growth, and fiscal policy, which coudd highly effective when interest rates are
at the ‘zero lower bound’, is constrained by goweents’ commitment to fiscal
conservatism.

We would argue that an important role in seculagisation is played by the shift of income
distribution away from labour income and towardgitzd income (ILO 2016), and, within
labour income, towards highly skilled workers te ttetriment of other workers. According
to classical Keynesian theory (and empirically leorout for high levels of income
inequality), rising income inequality leads to arcess of savings and insufficient
consumption, because the propensity to consumeases with rising individual income
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while the propensity to save increases. Investmaatsstagnate, since the increase in profit
rate is insufficient to counterbalance the gloormgspect of shrinking aggregate demand.

In the past, social dialogue and collective barigairnstitutions ensured that productivity
increases would feed into real wage increases wWwild, in turn, stimulate both
consumption and investment. This was known as geéaad’ model. It characterized all
large advanced economies until the 1990s and tiokebargaining played a key role in it
(Lavoie and Stockhammer 1990). While this modelnkkely to return as such, it is at least
possible that governments come to realize that #ggyn need institutions that index real
wages to productivity, while ensuring that full dmypment does not generate inflationary
spirals. In such a new political economic environimeocial pacts may again return to the
fore.

However, in the absence of such a shift in macneaic policy orientation, social pacts
are in our view destined to live a wretched lifscilating between concessions and
irrelevance. Faced with ever greater needs for andisretrenchment, governments will, in
the first instance, turn to trade unions in anmafteto increase the legitimacy of the policy
measures they intend (or in some cases are obligealke. However, trade unions will find

it increasingly difficult to oblige. In any caséijg kind of pact is unlikely to modify the main
deflationary drift of public policy. Under theseaimstances, it would perhaps be wise for
trade unions to stay away from pacting and to fahas energies and resources instead on
the basic industrial relations tasks of organiang defending workers’ interests and rights
through traditional mobilization and collective paining tactics.
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