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Wage disinflation has 
boosted the labour market

Labour cost inflation and unemployment in the euro area

Source: BUSINESSEUROPE based on European Commission (May 2007)
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Competitiveness adjustments 
are excessively slow in EMU

Source: BUSINESSEUROPE based on European Commission (May 2007)

unit labour costs relative to main trading partners
- Changes from 1999 to 2006-

-10

-5

0

5

10

15

20

25

Ire
la

nd

Po
rtu

ga
l

Ita
ly

Sp
ai

n

N
et

he
rl.

G
re

ec
e

Fr
an

ce

eu
ro

 a
re

a

Fi
nl

an
d

B
el

gi
um

A
us

tri
a

G
er

m
an

y

Percentage change from 
1999 to 2006 



5M. Stocker 28.09.2007

What is needed to overcome
wage inertia?

Wage settings that:

• Better reflect the diversity of country, sectoral and firm 
developments

• Are based on forward looking price stability objective
• React to labour market and competitiveness imbalances

Complementary measures should seek to:

• Increase labour market flexibility and mobility
• Foster competition, particularly in the services sector 
• Avoid overheating through counter-cyclical fiscal policies
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Wage bargaining structures: 
No need for a euro-area consensus

1. Impact of EMU on wage bargaining structures is inconclusive 

• New coordination attempts in the form of social pacts (wage 
moderation) 

• But general tendency towards formal decentralisation

2. No bargaining model is superior in all respects

3. EU Macroeconomic Dialogue: bridging national wage policies 
and euro-area-wide monetary policy
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Strong catch-up growth 
in nearly all NMS

GDP and employment in EU15 and NMS (1995 = 100)

Source: EC AMECO database
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With important consequences on 
labour market needs

Source: WIIW
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Overall conclusions:

1. Monetary union calls for flexible wage settings. Each national 
bargaining system will have to find its own way of achieving this 
objective

2. Wage settings play a major role in ensuring sustainable 
convergence in NMS, but this is no substitute for reforms 
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Policy priorities:

1. Contain wage pressures
• Wage bargaining systems are important but improving education, 

training, labour flexibility and labour participation is crucial as well

2. Ensure macroeconomic stability with a credible nominal anchor 
and sound fiscal policies

3. Progress with market liberalisation, enforce the internal market
and use EU instruments effectively
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