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Abstract: The Dutch economy shows that capitalism with a friendly face can work. Job growth 
has been spurred by an investment and export boom and a move towards more labour intensive 
methods of production. The combination of anchoring the guilder to the D-mark and a policy of 
sustained wage moderation has been the motor for the job growth. I t has led to a boost in profits 
and competitiveness and held back labour productivity. Wage moderation, a strong currency and 
social cohesion do not come like manna from heaven. They require consensus, trust and cor­
poratism as well as tax cuts, training and child care programmes to support it. The challenge for 
the Dutch is to boost labour market participation, particularly of older workers and partially 
handicapped. This requires specific tax incentives as well as further reform of social security. 

. I C O N S E N S U S A S A C O L L E C T I V E S O C I A L H A B I T 1 

T h e N e t h e r l a n d s i s a n o d d c o u n t r y . T h e p i l l a r s o f t h e C a t h o l i c a n d t h e 

P r o t e s t a n t c u l t u r e p e r v a d e a l l aspects o f soc ie ty , f r o m t r a d e u n i o n s , 

e m p l o y e r s ' f ede ra t i ons a n d b r o a d c a s t i n g c o r p o r a t i o n s t o p o l i t i c a l p a r t i e s . A t 

t h e s ame t i m e t h e D u t c h h a v e a l i b e r a l a t t i t u d e t o w a r d s soft d r u g s , d a r k 

r o o m s , p r o s t i t u t i o n , a b o r t i o n a n d e u t h a n a s i a . A l t h o u g h t h e l a w f o r m a l l y 

d i c t a t e s a t o u g h a t t i t u d e , i n p rac t i ce t h e l e g a l sys t em closes a n eye t o m a n y o f 

t hese p rac t i ce s . T h e D u t c h h a v e a h e a l t h y d i s l i k e o f a n y t h i n g t o do w i t h 
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s t a t u s o r h i e r a r c h y . I f y o u are w e a l t h y , y o u are supposed to do y o u r u t m o s t to 
h i d e i t . A t o p bus iness m a n u s e d t o be d r i v e n a r o u n d b y a chauf feu r i n a F i a t 
C i n q u e c e n t o . F o r e i g n p r i m e m i n i s t e r s a n d p res iden t s m a y be s u r p r i s e d to be 
t r e a t e d t o cheese s a n d w i c h e s , a b o w l o f soup a n d glass o f m i l k i n s t e a d o f a 
s ta te b a n q u e t . T h e w o r s t t h i n g a c h i l d w h o w o r k s h a r d a t school can be ca l l ed 
i s a "streber", somebody w h o t r i e s to be b e t t e r t h a n t h e res t . A p o p u l a r D u t c h 
s a y i n g i s t h a t s o m e b o d y w h o pokes h i s h e a d above t h e c o r n f i e l d w i l l 
i n v a r i a b l y get i t chopped off. 

People w h o v i s i t T h e N e t h e r l a n d s f r o m a b r o a d a l w a y s have d i f f i c u l t y w i t h 
t h e f ac t t h a t s t a t u s i s m e a s u r e d i n o the r s w a y s t h a n i n w e a l t h , a u t h o r i t y , 
appea rance and /o r dress . W . T . M . F r i j h o f f a rgues t h a t s t a tu s i n T h e N e t h e r ­
l a n d s has m u c h m o r e to do w i t h y o u r place i n t h e c o n s u l t a t i v e h i e r a r c h y t h a n 
w i t h w e a l t h , p o s i t i o n or t h e c lo thes y o u wea r : be n o r m a l , t h a t is s i l l y enough . 
T h e D u t c h d e r i v e t h e i r v a l u e f r o m t h e w a y i n w h i c h t h e y are able t o e s t ab l i sh 
a g r e e m e n t w i t h t h e o t h e r p a r t y / p e r s o n a n d n o t f r o m t h e w a y i n w h i c h t h e y 
d i f f e r e n t i a t e t h e m s e l v e s f r o m o t h e r s . T h e l a t t e r i s m u c h m o r e c o m m o n i n 
c e n t r a l l y a d m i n i s t e r e d states , such as F rance , b u t T h e N e t h e r l a n d s has never 
been such a s ta te . 

T h e D u t c h love t o h a v e m e e t i n g s a b o u t e v e r y t h i n g a n d n o t h i n g . S i t t i n g 
a r o u n d t h e t a b l e i s a co l lec t ive socia l h a b i t a n d i s t h e q u i n t e s s e n t i a l f e a t u r e 
o f t h e D u t c h consensus society. T h e p o i n t i s t h a t eve rybody can p a r t i c i p a t e , 
h a v e t h e i r say a n d fee l p a r t o f t h e d e c i s i o n m a k i n g p rocedu re . T o r e a c h 
consensus r e q u i r e s t a l k i n g a n d t a l k i n g u n t i l u n a n i m i t y or b r o a d s u p p o r t i s 
r e a c h e d o n t h e i ssue concerned. Consensus t h u s seems to be a n essen t ia l p a r t 
o f t h e D u t c h m e n t a l i t y . 

F r i j h o f f be l ieves t h a t t h e roo t s o f t h e D u t c h consensus c u l t u r e go b a c k t o 
t h e M i d d l e A g e s , w h e n t h e power s o f t h e f e u d a l l o r d s w e r e t e m p e r e d b y t h e 
t o w n s a n d c i t i e s . T h e D u t c h , t r a d i t i o n a l l y a n a t i o n o f m e r c h a n t s , l i k e t o 
o rgan i s e t h e i r o w n a f fa i r s a n d t h o r o u g h l y d i s l i k e r u l e s i m p o s e d f r o m above. 
T h e d e c e n t r a l i s e d s t r u c t u r e o f a d m i n i s t r a t i o n n o t o n l y a p p l i e d t o g o v e r n ­
m e n t , b u t also to b i g t r a d i n g companies such as t h e D u t c h E a s t I n d i a T r a d i n g 
C o m p a n y ; t h e c e n t r a l i s e d s t a t e neve r go t m u c h o f a chance i n T h e N e t h e r ­
l a n d s . I n r e c e n t y e a r s f u r t h e r m o r e , t h e D u t c h h a v e d i s p l a y e d a r e m a r k a b l e 
g i f t for consensus a t t h e l e v e l o f t h e n a t i o n a l g o v e r m e n t . 

T h e N e t h e r l a n d s has a n a l m o s t p r o p o r t i o n a l v o t i n g sys tem. T h e r e s u l t is a 
w i d e v a r i e t y o f p o l i t i c a l p a r t i e s i n p a r l i a m e n t . A p a r t f r o m t h e t r a d i t i o n a l 
soc i a l -democra t i c , r i g h t - w i n g l i b e r a l a n d C h r i s t i a n D e m o c r a t i c p a r t i e s , t h e 
p a r l i a m e n t i n c l u d e s t h e S o c i a l i s t P a r t y , t h e G r e e n L e f t P a r t y , a l e f t - w i n g 
l i b e r a l p a r t y , t h r e e s m a l l e r c h r i s t i a n p a r t i e s , f o u r old-age c i t i zens ' p a r t i e s 
a n d a fasc is t p a r t y . A f t e r decades o f C h r i s t i a n D e m o c r a t i c hegemony , t h e r e is 
a consensus g o v e r n m e n t w i t h o u t t h e C h r i s t i a n D e m o c r a t s since 1994. T h i s 



" p u r p l e " c o a l i t i o n cons i s t s o f t h e " r e d " S o c i a l D e m o c r a t s , d e l i v e r i n g t h e 
f o r m e r t r a d e u n i o n l eade r W i m K o k as p r i m e m i n i s t e r , a n d t h e "b lue" r i g h t -
w i n g l i b e r a l s , w i t h t h e l e f t - w i n g l i b e r a l s as t h e c e m e n t i n t h e m i d d l e . 
A l t h o u g h t h e r e a re h u g e di f ferences b e t w e e n t h e Soc ia l D e m o c r a t s a n d t h e 
r i g h t - w i n g l i b e r a l s , t h e g o v e r n m e n t manages g e n e r a l l y to agree o n p o l i c y . I n 
fac t , t h e a b i l i t y t o r e a c h consensus i n t h i s " p u r p l e " c o a l i t i o n has l e d t o a 
decis ive g o v e r n m e n t . 

I I C O R P O R A T I S M B E H I N D T H E D Y K E S 2 

Consensus a n d c o n s u l t a t i o n is also e n g r a i n e d i n i n d u s t r i a l r e l a t i o n s i n T h e 
N e t h e r l a n d s . B o t h t h e s o c i a l p a r t n e r s ( t r a d e u n i o n s a n d e m p l o y e r s ' 
o r g a n i s a t i o n s ) a n d t h e g o v e r n m e n t a i m t o r e a c h a g r e e m e n t o n s u c h m a t t e r s 
as w a g e m o d e r a t i o n ; e m p l o y m e n t ; w o r k i n g h o u r s ; s c h o o l i n g ; c h i l d ca re 
f ac i l i t i e s a n d socia l s ecu r i ty . T h e r e are t h r e e b i g t r a d e u n i o n associa t ions: t h e 
F e d e r a t i o n o f N e t h e r l a n d s T r a d e U n i o n s ; t h e C h r i s t i a n N a t i o n a l T r a d e 
U n i o n ; a n d t h e F e d e r a t i o n s o f T r a d e U n i o n s o f I n t e r m e d i a t e a n d S e n i o r 
P e r s o n n e l . E m p l o y e r s a r e o r g a n i s e d i n t h e F e d e r a t i o n o f N e t h e r l a n d s 
I n d u s t r y ; T h e N e t h e r l a n d s F e d e r a t i o n o f C h r i s t i a n E m p l o y e r s ; S m a l l a n d 
M e d i u m - S i z e d E n t e r p r i s e s N e t h e r l a n d s ; a n d t h e A g r i c u l t u r a l a n d H o r t i c u l ­
t u r a l O r g a n i s a t i o n . C o n s u l t a t i o n b e t w e e n t h e socia l p a r t n e r s t a k e s p lace a t 
t h e n a t i o n a l l e v e l , t h e i n d u s t r i a l l e v e l a n d t h e f i r m l e v e l . T h e g o v e r n m e n t 
sets t h e l e g a l f r a m e w o r k for t e r m s o f e m p l o y m e n t , a l loca tes t a x f u n d s a n d 
f u l f i l s a s t e e r i n g ro l e i n consu l t a t i ons w i t h t h e social p a r t n e r s . 

T h e W a s s e n a a r A g r e e m e n t i n 1982 c o m m i t t e d g o v e r n m e n t a n d soc i a l 
p a r t n e r s t o a v e r y succesful p o l i c y o f v o l u n t a r y wage m o d e r a t i o n i n exchange 
fo r t h e soc ia l p a r t n e r s g e t t i n g m o r e f r e e d o m t o d e t e r m i n e w a g e inc reases . 
T h e g o v e r n m e n t o p e r a t e s a t a r m ' s l e n g t h b y m e a n s o f l e g i s l a t i o n a n d 
r e g u l a t i o n , e.g., t h e l e g a l m i n i m u m w a g e a n d t h e p o s s i b i l i t y o f e x t e n d i n g 
coverage o f co l l ec t ive l a b o u r ag reemen t s fo r a w h o l e b r a n c h o f i n d u s t r y . T h e 
g o v e r n m e n t i s a d v i s e d b y t h e Soc io-Economic C o u n c i l , a b o d y c o n s i s t i n g o f 
soc ia l p a r t n e r s a n d i n d e p e n d e n t m e m b e r s a p p o i n t e d b y t h e g o v e r n m e n t , a n d 
c o n s u l t s r e g u l a r l y w i t h t h e J o i n t I n d u s t r i a l L a b o u r C o u n c i l o n w a g e 
m o d e r a t i o n , s h o r t e r w o r k i n g hou r s , e m p l o y m e n t a n d t r a i n i n g . 

A l t h o u g h o n l y a q u a r t e r o f D u t c h employees a re t r a d e u n i o n m e m b e r s , 
m o r e t h a n 70 pe r cen t w o r k u n d e r t h e t e r m s o f a co l l ec t ive w a g e a g r e e m e n t 
w h i c h se t t l es issues l i k e w o r k i n g h o u r s ; w o r k i n g c o n d i t i o n s ; a n n u a l l eave ; 
t r a i n i n g ; p e n s i o n s ; a n d d e p l o y m e n t o f t h e l o n g - t e r m u n e m p l o y e d a n d 
h a n d i c a p p e d . T h e socia l p a r t n e r s c a n ask t h e M i n i s t e r o f Soc ia l A f f a i r s a n d 

2. See the Ministry of Social Affairs and Employment (1997). 



E m p l o y m e n t t o e x t e n d t h e a g r e e m e n t to everyone w o r k i n g i n t h a t p a r t i c u l a r 
b r a n c h o f i n d u s t r y . I n d i v i d u a l c o m p a n i e s c a n i n c o n s u l t a t i o n t a i l o r these 
a g r e e m e n t s . A l l compan ie s w i t h m o r e t h a n 35 w o r k e r s have a w o r k s c o u n c i l , 
c o n s i s t i n g o f emp loyee r e p r e s e n t a t i v e s . T h e w o r k s c o u n c i l consu l t s w i t h t h e 
e m p l o y e r o n a l l m a j o r decis ions a f f ec t ing t h e c o m p a n y (merge r s , share issues, 
w o r k i n g h o u r s , etc.) . 
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M a n y economis t s i n T h e N e t h e r l a n d s a n d i n i n t e r n a t i o n a l o r g a n i s a t i o n s 
h a v e c r i t i c i s e d t h e D u t c h m o d e l o f c o r p o r a t i s m . E d u a r d Bomhof f , Sweder v a n 
W i j n b e r g e n a n d o t h e r s h a v e a r g u e d t h a t e x t e n d i n g co l l ec t ive w a g e agree­
m e n t s r e p r e s e n t s a c o n s p i r a c y b e t w e e n t h e g o v e r n m e n t a n d t h e u n i o n s t o 
g i v e l a b o u r a m o n o p o l y a t t h e expense o f ou t s ide r s . T h e m o n o p o l y m a k e s i t 
poss ible for t r a d e u n i o n s t o p u s h for h i g h e r wages a n d h a r m e m p l o y m e n t . 

T h e D u t c h m i r a c l e o f w a g e m o d e r a t i o n s p u r r i n g j o b g r o w t h shows t h a t t h i s 
c r i t i q u e i s p r o b a b l y o f f t h e m a r k . H o w e v e r , i t i s t r u e t h a t e x t e n d i n g co l lec t ive 
w a g e a g r e e m e n t s keeps i n force a f a i r l y r i g i d s t r u c t u r e o f r e l a t i v e wages 
w h i c h c o n t r i b u t e s to t h e c o u n t r y ' s l o w l a b o u r m a r k e t p a r t i c i p a t i o n r a t e . 
W a g e s i n c o l l e c t i v e a g r e e m e n t s a re p r i m a r i l y d e t e r m i n e d b y e d u c a t i o n a l 
q u a l i f i c a t i o n s a n d w o r k exper ience . A s a r e s u l t , v e r y m a n y e l d e r l y w o r k e r s 
h a v e b e e n d u m p e d i n t o e a r l y r e t i r e m e n t as t h e i r wages go u p a n d t h e i r 
p r o d u c t i v i t y f a l l s w i t h age. A l s o , s ince people w i t h a u n i v e r s i t y degree e a r n 
t h e s a m e w h e r e v e r t h e y w o r k , t h e r e a re a r e l a t i v e l y l a r g e n u m b e r o f 
u n e m p l o y e d academics i n a t t r a c t i v e u n i v e r s i t y c i t i es such as G r o n i n g e n a n d 
A m s t e r d a m . T h e n e o - l i b e r a l c r i t i q u e also a rgues t h a t m i n i m u m wages a n d 
t h e l e v e l o f soc ia l s e c u r i t y s h o u l d be c u t i n o rde r to m a k e t h e l a b o u r m a r k e t 
m o r e f l e x i b l e a n d absorb m o r e l o w s k i l l e d w o r k e r s . 

R e c e n t l y , m a n y o f these economis t s , i n c l u d i n g those o f t h e O E C D , h a v e 
c h a n g e d t h e i r t u n e i n t h e l i g h t o f t h e r e m a r k a b l e pe r fo rmance o f t h e D u t c h 
economy. 
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Since t h e W a s s e n a a r A g r e e m e n t i n 1982 w a g e r i s e s h a v e b e e n v e r y 
m o d e r a t e w h i l e i n d u s t r i a l conf l ic t s a n d s t r i k e s have been r a r e a n d do n o t l a s t 
l o n g . U n i t l a b o u r costs i n D u t c h m a n u f a c t u r i n g r e m a i n e d r o u g h l y c o n s t a n t 
ove r t h e l a s t 15 y e a r s , w h i l e r i s i n g i n o t h e r E u r o p e a n c o u n t r i e s b y a b o u t 
3 pe r cen t p e r yea r . G i v e n t h e p o l i c y o f a n c h o r i n g t h e g u i l d e r t o t h e D - m a r k , 

3. See Bovenberg (1997). 



c o m p e t i t i v e n e s s i m p r o v e d s u b s t a n t i a l l y a n d e n g e n d e r e d a b o o m i n n e t 
e x p o r t s . W a g e m o d e r a t i o n also boos ted t h e sha re o f p r o f i t s i n v a l u e a d d e d 
f r o m 15 pe r cen t i n 1 9 9 1 t o a b o u t 17 pe r cen t n o w . T h e r e s u l t i n g boos t t o 
p r i v a t e i n v e s t m e n t s p u r r e d j o b g r o w t h f u r t h e r . W a g e m o d e r a t i o n has i n d u c e d 
f i r m s t o s w i t c h t o m o r e l a b o u r - i n t e n s i v e m e t h o d s o f p r o d u c t i o n , t h e r e b y 
c o n t r i b u t i n g t o t h e g r o w t h i n e m p l o y m e n t a l b e i t a t t h e expense o f a d r o p i n 
l a b o u r p r o d u c t i v i t y . 

These t h r e e f ac to r s h e l p t o e x p l a i n w h y e m p l o y m e n t has g r o w n a t t h e 
spec tacu la r r a t e o f 1.4 per cent per yea r d u r i n g t h e p e r i o d 1983-95, c o m p a r e d 
w i t h o n l y 0.4 p e r cen t for t h e E u r o p e a n U n i o n . L a b o u r s u p p l y h a s g r o w n 
r a p i d l y d u e t o r a p i d p o p u l a t i o n g r o w t h a n d c a t c h i n g u p o f f e m a l e l a b o u r 
m a r k e t p a r t i c i p a t i o n . N e v e r t h e l e s s , u n e m p l o y m e n t has f a l l e n f r o m 12 p e r 
cen t , m o r e t h a n 2 pe rcen tage p o i n t s above t h e E u r o p e a n ave rage , t o a b i t 
m o r e t h a n 6 per cent , abou t h a l f t h e E u r o p e a n average. D u r i n g t h e f o u r yea r s 
o f t h e c u r r e n t p u r p l e c o a l i t i o n h a l f a m i l l i o n jobs w i l l h a v e been c r e a t e d a n d 
t h e n u m b e r o f u n e m p l o y e d w i l l h ave f a l l e n b y a q u a r t e r . I n r e c e n t y e a r s t h e 
sha re o f l o n g - t e r m u n e m p l o y e d i n t o t a l u n e m p l o y m e n t has s t a r t e d t o f a l l as 
w e l l . I n 1996 t h e n u m b e r o f people o n soc ia l s e c u r i t y d r o p p e d for t h e f i r s t 
t i m e i n m a n y years . D u e to t h e spec tacular d r o p i n t h e r a t i o o f t h e n u m b e r o f 
i n a c t i v e t o a c t i ve people , bene f i t s , a f te r b e i n g f rozen fo r m a n y y e a r s , h a v e 
been i n d e x e d a g a i n to t h e g r o w t h i n n o m i n a l wages . 

O f course , t h e D u t c h economy has i t s p r o b l e m s . I n c o n t r a s t t o t h e U n i t e d 
S ta te s , t h e same people a re a g a i n a n d a g a i n u n e m p l o y e d . These l o n g - t e r m 
u n e m p l o y e d are , t y p i c a l l y , ma le s w i t h l i t t l e o r no schoo l ing . M o s t o f t h e n e w 
jobs have gone t o school l eavers , w o m e n r e - e n t e r i n g t h e l a b o u r force a n d j o b 
s w i t c h e r s r a t h e r t h a n t o t h e l o n g - t e r m u n e m p l o y e d . 

D e s p i t e t h e ca tch u p i n t h e female p a r t i c i p a t i o n r a t e , t h e D u t c h economy i s 
t r o u b l e d b y a v e r y l o w p a r t i c i p a t i o n r a t e , p a r t i c u l a r l y a m o n g t h e u n s k i l l e d 
p o p u l a t i o n . Too m a n y peop le i n T h e N e t h e r l a n d s a re u n e m p l o y e d , s i c k , 
d i s a b l e d or h a v e t a k e n e a r l y r e t i r e m e n t . A s a r e s u l t , t h e t a x base i s n a r r o w 
c a u s i n g h i g h t a x a n d socia l i n s u r a n c e ra tes , w h i c h pushes u p w a g e costs a n d 
damages e m p l o y m e n t . I f society i s n o t p r e p a r e d t o c a r r y t h e b u r d e n o f h i g h e r 
t a x a n d soc ia l i n s u r a n c e r a t e s , t h e f i n a n c i a l s u s t a i n a b i l i t y o f t h e w e l f a r e 
s ta te i s t h r e a t e n e d . T h i s i s w h y t h e p u r p l e c o a l i t i o n places so m u c h e m p h a s i s 
o n c u t t i n g b a c k t h e n u m b e r o f people o n benef i t s , n o t b y c u t t i n g t h e b e n e f i t 
l eve l s or d u r a t i o n b u t b y t o u g h e n i n g u p e l i g i b i l i t y r e q u i r e m e n t s . O f course , 
t h e g o v e r n m e n t w o u l d have been u n a b l e to do t h i s w i t h o u t t h e co -opera t ion o f 
t h e socia l p a r t n e r s . 



V S H O R T E R W O R K I N G H O U R S 

I s i t r i g h t t h a t a s m a l l n u m b e r o f people w o r k l o n g h o u r s w h i l e m a n y 
o t h e r s h a v e t o r e m a i n id le? I f 5 m i l l i o n people w o r k a f ive -day week , a n e x t r a 
1.25 m i l l i o n people c o u l d be g i v e n a j o b i f eve rybody w e r e t o w o r k a f o u r - d a y 
w e e k i n s t e a d . W h y n o t sha re w o r k a n d i m p o s e s h o r t e r w o r k i n g hour s? T h e 
f a l l a c y i s t h a t t h e t o t a l n u m b e r o f h o u r s is n o t a g i v e n c o n s t a n t ; L a y a r d , 
N i c k e l l a n d J a c k m a n (1991) . S h o r t e r w o r k i n g h o u r s se ldom go h a n d i n h a n d 
w i t h p r o - r a t a r e d u c t i o n o f m o n t h l y p a y packe t s . People e a r n i n g l o w wages 
espec ia l ly w i l l n o t be k e e n o n proposa ls to s h o r t e n w o r k i n g h o u r s . C o m p a n i e s 
face e x t r a costs, because p e r s o n n e l h a v e t o w o r k o v e r t i m e . T h e r e a re also 
e x t r a costs fo r compan ie s a r i s i n g f r o m h a v i n g t o p a y for u n p r o d u c t i v e h o u r s . 
A f t e r a l l , i t i s d i f f i c u l t t o j u g g l e t h e n e w t i m e t ab les for a l l w o r k e r s a n d t h e r e 
i s t i m e i n v o l v e d i n h a n d i n g over dossiers . I n a d d i t i o n , t h e r a t e o f r e t u r n o n 
s c h o o l i n g / t r a i n i n g f a l l s w i t h a s h o r t e r w o r k i n g week , as t h e r e i s less t i m e to 
p u t t h e a c q u i r e d s k i l l s i n t o p rac t i ce . A l l these fac tors p u s h u p l a b o u r costs 
pe r h o u r w o r k e d , so e m p l o y m e n t m e a s u r e d i n m a n years drops . 

E v e n w i t h o u t a l l t hese c o s t - p u s h fac to r s , e m p l o y m e n t w i l l f a l l . S h o r t e r 
w o r k i n g h o u r s r e d u c e l a b o u r s u p p l y a n d t h u s e x e r t u p w a r d p r e s s u r e o n 
wages . I n t h e l o n g r u n l a b o u r d e m a n d a n d e m p l o y m e n t w i l l f a l l as w e l l a n d 
t h e w h o l e e c o n o m y w i l l m o v e i n t o l o w e r gear . T h e t a x base w i l l s h r i n k a n d 
less f u n d s w i l l be a v a i l a b l e fo r e s s e n t i a l p u b l i c services . S h o r t e r w o r k i n g 
h o u r s w i l l l e a d e i t h e r t o p u b l i c squa lo r or t o a f a l l i n t h e p u r c h a s i n g p o w e r o f 
t h e p u b l i c . E m p l o y m e n t w i l l f a l l . 

T h e N e t h e r l a n d s i s t h e c h a m p i o n o f s h o r t e r w o r k i n g h o u r s . D u t c h 
employees w o r k o n l y 1,447 h o u r s per year , c o m p a r e d w i t h 1,747 h o u r s i n t h e 
U S ; 1,683 h o u r s i n t h e U K ; 1,590 h o u r s i n G e r m a n y a n d 1,544 h o u r s i n 
S w e d e n . D u e t o t h e l o w p a r t i c i p a t i o n r a t e i n T h e N e t h e r l a n d s , t h e n u m b e r o f 
h o u r s w o r k e d pe r h e a d o f p o p u l a t i o n i s even l o w e r t h a n e l sewhere . H o w e v e r , 
T h e N e t h e r l a n d s h a s t r i e d t o c u t w o r k i n g h o u r s i n a p r o d u c t i v e w a y b y 
t r a d i n g a s h o r t e r w o r k i n g w e e k for w a g e m o d e r a t i o n a n d f l e x i b l e w o r k i n g 
h o u r s (so f i r m s c a n process p e a k o r d e r s a n d m a k e b e t t e r use o f expens ive 
m a c h i n e r y a n d shops c a n o p e n i n t h e e v e n i n g a n d o n S u n d a y ) . I n a d d i t i o n , 
t h e r e d u c t i o n i n w o r k i n g h o u r s has been used i n a p r o d u c t i v e w a y b y m a k i n g 
r o o m for s c h o o l i n g a n d c h i l d care. O f course, as a c o u n t r y g rows w e a l t h i e r , i t s 
c i t i z e n s w i l l a u t o m a t i c a l l y choose t o h a v e m o r e l e i s u r e . T h e m a i n p o i n t i s 
t h a t s h o r t e r w o r k i n g h o u r s s h o u l d n o t be f o r c e d f r o m above b y t h e 
g o v e r n m e n t , b u t a r i se n a t u r a l l y o n t h e w o r k f loor as employees t r a d e s h o r t e r 
w o r k i n g h o u r s fo r m o r e f l e x i b i l i t y , l o w e r wages , t r a i n i n g a n d c h i l d ca re 
f a c i l i t i e s a n d as employees choose t o consume m o r e l e i s u r e as t h e y become 
r i c h e r . 



V I R E F O R M I N G S O C I A L S E C U R I T Y 

I n t h e e a r l y 1960s fo r e v e r y p e r s o n o n b e n e f i t t h e r e w e r e t h r e e peop le 
w o r k i n g , p a y i n g t axes a n d m a k i n g socia l i n s u r a n c e c o n t r i b u t i o n s . N o w a d a y s , 
t h e r e i s r o u g h l y o n l y one pe r son w o r k i n g for eve ry pe r son o n benef i t . C l e a r l y , 
s o m e t h i n g h a d to be done to keep t h e social s e c u r i t y s y s t e m af fordable . 

I n 1985 s t a t u t o r y u n e m p l o y m e n t a n d d i s a b i l i t y b e n e f i t s w e r e c u t f r o m 
80 t o 70 pe r cen t o f pay . B y f r e e z i n g t h e m i n i m u m w a g e a n d , c o n s e q u e n t l y , 
t h e m i n i m u m l e v e l o f socia l benef i t s i n n o m i n a l t e r m s , t h e r e p l a c e m e n t r a t e 
w a s r e d u c e d s u b s t a n t i a l l y . I n 1993 p a r t i a l l y d i s a b l e d people h a d t o a p p l y for 
a w i d e r r a n g e o f jobs . T h i s r e s u l t e d i n m a n y d i s a b l e d people r e c e i v i n g p a r t i a l 
r a t h e r t h a n f u l l benef i t s . F r o m 1994 e x i s t i n g c l a i m a n t s o f d i s a b i l i t y bene f i t s 
w e r e g r a d u a l l y reassessed t o e x a m i n e w h e t h e r t h e y w e r e s t i l l e l i g i b l e fo r 
b e n e f i t s . M a n y are d e c l a r e d f i t f o r ( p a r t - t i m e ) w o r k . F r o m 1995 o n w a r d s 
u n e m p l o y m e n t w a s n o l o n g e r s u f f i c i e n t g r o u n d s f o r d i s a b i l i t y . F u r t h e r 
i m p r o v e m e n t s have been ach ieved b y m a k i n g t h e socia l s e c u r i t y s y s t e m m o r e 
e f f ic ien t a n d t o u g h e n i n g u p e l i g i b i l i t y r e q u i r e m e n t s . 

T h e r e s p o n s i b i l i t y for i n s u r a n c e a g a i n s t t h e f i r s t y e a r o f i l l n e s s has been 
h a n d e d ove r t o f i r m s . T h e y h a v e a n o b l i g a t i o n t o p r o v i d e i n s u r a n c e f o r 
employees ; t h e g o v e r n m e n t p r o v i d e s a safe ty n e t fo r people w h o o t h e r w i s e 
w o u l d n o t be cove red (e.g. , t h e u n e m p l o y e d ) . I t i s i m p o r t a n t t o r e d u c e t h e 
l a r g e n u m b e r o f people o n i l l n e s s benef i t s , because exper i ence suggests t h a t 
m a n y o f these s l ide i n t o l o n g - t e r m d i s a b i l i t y benef i t s . 

T h e p u r p l e c o a l i t i o n i n t e n d e d to c u t t h e n u m b e r o f people o n d i s a b i l i t y b y 
g i v i n g f i r m s a chance to o p t o u t o f t h e socia l s e c u r i t y s y s t e m . T h e i d e a w a s 
t h a t m o r e c o m p e t i t i o n b e t w e e n p r i v a t e a n d soc i a l i n s u r a n c e c o m p a n i e s 
l o w e r s costs a n d t h u s l o w e r s i n s u r a n c e c o n t r i b u t i o n s a n d l a b o u r costs. T h e 
r e s u l t i n g boost i n e m p l o y m e n t s h o u l d g ive d i s a b l e d people a b e t t e r chance o f 
f i n d i n g a j o b . I n t h e e n d t h e p u r p l e c o a l i t i o n dec ided t o keep p r i v a t e i n s u r e r s 
a t b a y i n o r d e r t o a v o i d adve r se s e l e c t i o n a n d s e g m e n t a t i o n o f l a b o u r 
m a r k e t s . O t h e r w i s e , f i r m s w i t h a y o u n g a n d h e a l t h y l a b o u r force w o u l d o p t 
o u t o f t h e soc ia l s e c u r i t y s y s t e m b y g o i n g t o p r i v a t e i n s u r a n c e c o m p a n i e s . 
C o m p e t i t i o n i n t h e a rea o f d i s a b i l i t y i n s u r a n c e was re jec ted , because i t w o u l d 
d e s t r o y t h e s o l i d a r i t y b e t w e e n t h e y o u n g a n d t h e o l d as w e l l as b e t w e e n t h e 
h e a l t h y a n d t h e i l l . 

T h e N e t h e r l a n d s has r e c e n t l y d i f f e r e n t i a t e d d i s a b i l i t y p r e m i u m s b y sector. 
Sectors w i t h a l o t o f d i s a b i l i t y casua l t ies pay h i g h e r p r e m i u m s i n a n a t t e m p t 
t o e n c o u r a g e t h e m t o p a y m o r e a t t e n t i o n t o w o r k i n g c o n d i t i o n s . A con­
sequence i s t h a t t h e s o l i d a r i t y b e t w e e n b l u e a n d w h i t e c o l l a r w o r k e r s w i l l 
d i m i n i s h . F o r e x a m p l e , t h e b u i l d i n g sector w i l l p r o b a b l y h a v e t o p a y h i g h e r 
p r e m i u m s t h a n t h e b a n k i n g i n d u s t r y . Because t h e d i f f e r e n t i a t i o n o f d i s a b i l i t y 



p r e m i u m s does n o t occur a t t h e l e v e l o f t h e f i r m , b u t a t t h e l e v e l o f t h e 
i n d u s t r y , free r i d e r p r o b l e m s are b o u n d t o s tay. I t i s s t i l l possible t o s h i f t t h e 
b u r d e n o f d u m p i n g w o r k e r s i n t o d i s a b i l i t y schemes o n t o t h e o t h e r f i r m s i n 
t h e sector. 

T h e g o v e r n m e n t also cons ide red d i f f e r e n t i a t i n g u n e m p l o y m e n t i n s u r a n c e 
c o n t r i b u t i o n s b y f i r m s . H o w e v e r , exper ience r a t i n g is l i k e a p e n a l t y o n sack­
i n g l a b o u r . I t i s i r r i t a t i n g fo r p o l i t i c i a n s to see b i g f i r m s m a k i n g h u g e p r o f i t s 
w h i l e a t t h e same t i m e s h e d d i n g l a b o u r a n d r e o r g a n i s i n g a t t h e cost o f t h e 
c o m m u n i t y . I n fac t , expe r i ence r a t i n g h u r t s people w h o n e e d a j o b m o s t . I t 
r educes t h e chances o f b e i n g f i r e d , b u t also reduces t h e chance o f b e i n g g i v e n 
a j o b . T h e p r o b l e m o f t h e D u t c h l a b o u r m a r k e t i s n o t so m u c h a h i g h l e v e l o f 
i n f l o w i n t o u n e m p l o y m e n t , b u t a l o w l e v e l o f o u t f l o w f r o m t h e poo l o f 
u n e m p l o y e d . E x p e r i e n c e r a t i n g does n o t a t t a c k t h e r o o t o f t h e p r o b l e m o f 
D u t c h u n e m p l o y m e n t . I t p a r t i c u l a r l y h u r t s sectors t h a t v a r y w i t h t h e cycle 
a n d damages t h e p rospec ts o f people w i t h l i t t l e o r no schoo l ing . I t does n o t 
seem f a i r t o p u n i s h f i r m s t h a t h a v e to f i r e w o r k e r s due to a d r o p i n d e m a n d 
o r a b a d w i n t e r . 

A m o r e e f fec t ive s t r a t e g y i s t o t r y t o boost t h e o u t f l o w f r o m t h e poo l o f 
u n e m p l o y e d b y s u p p l e m e n t i n g t h e c u r r e n t s y s t e m o f u n e m p l o y m e n t benef i t s 
a n d i n s u r a n c e c o n t r i b u t i o n s w i t h a sy s t em o f i n d i v i d u a l i s e d u n e m p l o y m e n t 
accoun t s ; see O r s z a g a n d S n o w e r (1997) . W i t h a n i n d i v i d u a l i s e d s y s t e m o f 
s o c i a l m i l e s t h e g o v e r n m e n t o n l y g u a r a n t e e s a m i n i m u m l e v e l o f soc i a l 
s e c u r i t y ( w e l f a r e ass i s tance) . A l t h o u g h a s y s t e m o f soc ia l m i l e s m a y l o w e r 
u n e m p l o y m e n t b y b o o s t i n g e f for t s o f t h e e m p l o y e d a n d i n c r e a s i n g sea rch 
a c t i v i t i e s o f t h e u n e m p l o y e d , t h e r e i s a d a n g e r t h a t i t w i l l d e s t r o y t h e 
s o l i d a r i t y b u i l t i n t o t h e sys t em. 

A s a r e s u l t o f r e f o r m i n g soc ia l s e c u r i t y , T h e N e t h e r l a n d s has en joyed a 
r e d u c t i o n i n t h e r a t i o o f i n a c t i v e t o ac t ive people. T h e p u b l i c sector de f i c i t has 
d r o p p e d f r o m 10 pe r cen t o f n a t i o n a l i n c o m e i n t h e e a r l y 1980s t o 1.75 per 
cen t n e x t yea r , w h i l e a t t h e same t i m e j o b g r o w t h has been f o r m i d a b l e . T h e 
D u t c h e x p e r i e n c e s h o w s t h a t d e f i c i t r e d u c t i o n a n d j o b g r o w t h c a n be 
c o m p a t i b l e . H o w e v e r , i f t axes are r a i s e d a n d p u b l i c i n v e s t m e n t pro jec ts a re 
d e l a y e d i n o r d e r t o reduce t h e p u b l i c sector def ic i t , l a b o u r costs are p u s h e d u p 
a n d e m p l o y m e n t prospects damaged . 

A f t e r m a n y y e a r s soc ia l s e c u r i t y benef i t s have f i n a l l y been i n d e x e d a g a i n 
t o m a r k e t wages . T h e r e do n o t seem t o be a n y f i n a n c i a l reasons for f u r t h e r 
r e f o r m o f D u t c h socia l s ecu r i t y , b u t t h e r e a re a t l eas t f ive good social reasons: 

(1) T h e r e i s s t i l l p o v e r t y , p a r t i c u l a r l y a m o n g s ing le m o t h e r s w i t h o u t w o r k . 
T h e y s h o u l d be g i v e n t h e o p p o r t u n i t y t o w o r k b y p r o v i d i n g , for e x a m p l e , 
b e t t e r c h i l d ca re f a c i l i t i e s . E m p o w e r m e n t i s t h e k e y w o r d he re . (2) D u t c h 



l a b o u r m a r k e t p a r t i c i p a t i o n is e m b a r r a s s i n g l y l o w due to t h e h i g h i n c i d e n c e 
o f p a r t - t i m e w o r k , e a r l y r e t i r e m e n t a n d d i s a b i l i t y . A l s o , t h e p a r t i c i p a t i o n r a t e 
o f w o m e n i s (desp i t e a c a t c h u p ) too l o w . (3) T h e soc ia l s e c u r i t y s y s t e m i s 
based o n t h e i n c r e a s i n g l y o u t d a t e d n o t i o n o f a b r e a d w i n n e r w i t h one j o b fo r a 
l i f e t i m e . D u t c h society n o w a d a y s fea tures m a n y househo lds w i t h t w o ea rne r s 
a n d m a n y s i n g l e - p e r s o n househo lds . A m o d e r n soc ia l s e c u r i t y s y s t e m a i m s 
fo r i n d i v i d u a l i s i n g e n t i t l e m e n t s a n d a b o l i s h i n g b r e a d w i n n e r a d v a n t a g e s . 
(4) A n i n c r e a s i n g a r m y o f f l e x i - w o r k e r s i s b e a r i n g t h e b r u n t o f g l o b a l i s a t i o n , 
t e c h n i c a l c h a n g e a n d economic a d j u s t m e n t . T h e c u r r e n t s y s t e m o f soc i a l 
s e c u r i t y pena l i ses f l e x i - w o r k e r s : t h e y do n o t b u i l d u p e n t i t l e m e n t s t o soc ia l 
s e c u r i t y a n d pens ions as eas i ly as r e g u l a r w o r k e r s . A s y s t e m o f soc ia l m i l e s 
( i n d i v i d u a l i s e d w e l f a r e accounts ) a l l o w s f l e x i - w o r k e r s t o b u i l d u p t h e same 
r i g h t s as r e g u l a r w o r k e r s . (5) T h e s a v i n g o f soc ia l m i l e s c a n be u s e d fo r t h e 
f i n a n c e o f r e t r a i n i n g or s t u d y or c h i l d care leave . T o h e l p m a t t e r s , a b i l l i s 
p r e p a r e d to g ive people t h e r i g h t to career b r eaks for care or s t u d y . 

N o n e o f t h e b i g p o l i t i c a l p a r t i e s i n T h e N e t h e r l a n d s a r g u e s fo r ba s i c 
i n c o m e s , u n l e s s i t i s p a r t i a l a n d t i e d to t h e o b l i g a t i o n t o l o o k fo r a j o b . 
Bas i c i n c o m e s a re e i t h e r soc ia l b u t u n a f f o r d a b l e , o r a f fo rdab l e b u t soc i a l l y 
u n a c c e p t a b l e ; see v a n d e r P loeg a n d B o v e n b e r g ( 1 9 9 6 ) . A l t h o u g h u n c o n ­
d i t i o n a l bas ic i n c o m e s a v o i d a l l k i n d s o f K a f k a - e s q u e b u r e a u c r a c y a n d 
i n v a s i o n s o f p r i v a c y , t h e y are a v e r y u n f o c u s e d a n d t h u s expens ive w a y t o 
p r o v i d e soc ia l s e c u r i t y fo r peop le w h o r e a l l y n e e d i t . I n a d d i t i o n , bas ic 
i ncomes a re f r e q u e n t l y cons ide red a n excuse for pol ic ies such as g e t t i n g r i d o f 
t h e l e g a l m i n i m u m wage a n d d e r e g u l a t i n g l a b o u r m a r k e t s . 

V I I P E N S I O N S : S O L I D A S A R O C K 

T h e D u t c h p e n s i o n s y s t e m i s t h e e n v y o f m a n y c o u n t r i e s . T h e s y s t e m 
cons i s t s o f t h r e e t i e r s a n d i s t h e r e f o r e o f t e n r e f e r r e d t o as a c a p p u c c i n o 
m o d e l . T h e f i r s t t i e r ( t he coffee) i s t h e o l d age p e n s i o n to w h i c h e v e r y c i t i z e n 
over 65 i s e n t i t l e d . T h i s s t a t e p e n s i o n is i n d e p e n d e n t o f i n c o m e or w e a l t h . 
T r a d i t i o n a l l y , t h e f i r s t t i e r o f t h e D u t c h pens ion s y s t e m has been f i n a n c e d o n 
a pay as y o u go basis . H o w e v e r , t h e p o p u l a t i o n o f T h e N e t h e r l a n d s i s r a p i d l y 
g r e y i n g , t h e b u l k o f r e t i r e d people a p p e a r i n g r o u n d 2020-30 . Consensus has 
e m e r g e d t o p u t as ide p a r t o f t h e e x t r a m o n e y p o u r i n g i n f r o m r a p i d g r o w t h 
i n t o a specia l f u n d t o h e l p f inance f u t u r e s ta te p e n s i o n o b l i g a t i o n s . O f course, 
l o w e r i n g t h e p u b l i c sector d e f i c i t a n d t h e g o v e r n m e n t deb t w o u l d m a k e r o o m 
as w e l l b y l o w e r i n g f u t u r e i n t e r e s t o b l i g a t i o n s . H o w e v e r , b y p u t t i n g m o n e y 
as ide i n a spec i a l f u n d , people c a n be su re t h e m o n e y goes t o w a r d s safe­
g u a r d i n g t h e s ta te p e n s i o n r a t h e r t h a n to t a x c u t s or o t h e r g o v e r n m e n t expen­
d i t u r e s . I n fac t , t h e f u n d fo r s ta te pens ions has p r o v e d a r e l i a b l e m e t h o d t o 



c o m m i t t h e l e f t - w i n g p a r t o f t h e c o a l i t i o n to l o w e r i n g g o v e r n m e n t deb t (ne t o f 
t h e f u n d ) as w e l l as s a f e -gua rd ing t h e s ta te pens ion . 

T h e s e c o n d t i e r o f D u t c h p e n s i o n s cons i s t s o f o b l i g a t o r y a d d i t i o n a l 
pens ions u p t o 70 p e r cen t o f t h e w a g e e a r n e d d u r i n g t h e f i n a l yea r s before 
r e t i r e m e n t ( t h e c r e a m ) . E v e n t h o u g h t h e p e n s i o n t h a t c a n be b u i l t u p i s 
s u b s t a n t i a l , t h e second t i e r i s , i n c o n t r a s t to m a n y o t h e r c o u n t r i e s , f u n d e d . 
T h e p u r p l e c o a l i t i o n i s c u r r e n t l y a t t e m p t i n g to convince t h e social p a r t n e r s to 
m o v e a w a y f r o m a f i n a l w a g e t o w a r d s a m i d d l e wage sys t em. T h e i d e a i s t o 
s t i m u l a t e f l e x i b l e i n s t e a d o f e a r l y r e t i r e m e n t , w h i c h i s i m p o r t a n t g i v e n t h a t 
t h e ave rage age a p e r s o n stops w o r k i n g i s 58. B y r e l a t i n g t h e p e n s i o n t o t h e 
s a l a r y i n m i d l i f e , pe r sons c a n g r a d u a l l y ( r a t h e r t h a n a b r u p t l y ) w i t h d r a w 
f r o m t h e l a b o u r m a r k e t . A m i d d l e w a g e p e n s i o n s y s t e m i s t y p i c a l l y cheaper . 
H e n c e , l a b o u r costs f a l l a n d l a b o u r m a r k e t p a r t i c i p a t i o n i s boos ted . U n t i l 
t hese m e a s u r e s h a v e t a k e n effect, t h e r e is no p o i n t i n t a l k i n g abou t r a i s i n g 
t h e s t a t u t o r y r e t i r e m e n t age. I n o rde r to a v o i d c h e r r y p i c k i n g a n d sa fegua rd 
t h e s o l i d a r i t y b e t w e e n y o u n g a n d o l d , r i c h a n d poor, h e a l t h y a n d s ick , i t has 
b e e n dec ided n o t t o m o v e ahead w i t h p r i v a t i s i n g t h e second t i e r o f pens ions . 
T h e exper iences i n B r i t a i n w i t h a b o l i s h i n g t h e second t i e r do n o t a p p e a l t o 
t h e D u t c h : p r i v a t i s a t i o n has n o t l o w e r e d costs a n d s o l i d a r i t y i s eas ier t o 
d e m o l i s h t h a n t o b u i l d u p . 

T h e t h i r d t i e r o f D u t c h pens ions cons is t s o f p e r s o n a l e q u i t y p l a n s a n d 
o t h e r v o l u n t a r y p r i v a t e p e n s i o n s ( t h e cacao). T h e g o v e r n m e n t a d o p t s a 
h a n d s - o f f a p p r o a c h w i t h r espec t t o t h e t h i r d t i e r . M a n y o f t h e schemes are 
t a x d e d u c t i b l e . D u e t o p r o b l e m s w i t h n a r r o w i n g o f t h e t a x base, t h e r e a re 
moves t o r e s t r i c t t h e t a x d e d u c t i b i l i t y o f p r i v a t e pens ion schemes. T h i s w o u l d 
a l l o w a c u t i n t h e t o p m a r g i n a l i n c o m e t a x ra tes . 

V I I I E X T E N D I N G C O V E R A G E O F C O L L E C T I V E A G R E E M E N T S 

T h e t e x t b o o k s t o r y o f m o n o p o l y u n i o n s is t h a t t h e y are h a r m f u l . T h e y p u s h 
u p wages a n d d e s t r o y jobs . C a l m f o r s a n d D r i f f i l l (1988) have p r o v i d e d a m o r e 
s o p h i s t i c a t e d a n a l y s i s . T h e y a r g u e t h a t t h e r e i s a n i n v e r s e U - s h a p e d 
r e l a t i o n s h i p b e t w e e n t h e degree o f c e n t r a l i s a t i o n o f l a b o u r m a r k e t s a n d t h e 
u n e m p l o y m e n t r a t e . D e c e n t r a l i s e d l a b o u r m a r k e t s , such as i n B r i t a i n a n d i n 
t h e U n i t e d S t a t e s , b e n e f i t f r o m c o m p e t i t i o n a m o n g w o r k e r s , f o r c i n g d o w n 
wages a n d l o w e r i n g u n e m p l o y m e n t . C e n t r a l i s e d l a b o u r m a r k e t s , s u c h as i n 
A u s t r i a , m a n a g e t o i n t e r n a l i s e a l l k i n d s o f e x t e r n a l i t i e s a n d a v o i d f r ee - r ide r 
b e h a v i o u r . U n i o n s k n o w t h a t g o i n g for a w a g e boost i s po in t l e s s ; i t e i t h e r 
d e s t r o y s j o b s o r m e r e l y l eads t o h i g h e r p r i ces a n d no g a i n i n p u r c h a s i n g 
power . A l s o , a w a g e boost des t roys social cohes ion as t h e g o v e r n m e n t f i n d s i t 
m o r e d i f f i c u l t t o i n d e x socia l s e c u r i t y bene f i t s a n d c i v i l s e r v a n t sa la r i e s t o 



m a r k e t wages . I n a d d i t i o n , c e n t r a l i s e d t r a d e u n i o n s a n d e x t e n d i n g coverage 
o f co l l ec t i ve a g r e e m e n t s a re m o r e l i k e l y t o m o d e r a t e wages a n d g i v e m o r e 
f l e x i b l e w o r k i n g h o u r s i n exchange fo r s c h o o l i n g , t r a i n i n g a n d c h i l d ca re 
f a c i l i t i e s . F u r t h e r m o r e , t h i s w a y u n i o n s c a n p l a y a c r u c i a l r o l e i n p r o v i d i n g 
soc ia l s e c u r i t y a n d pens ions a n d o v e r c o m i n g p r o b l e m s o f adve r se s e l e c t i o n 
w h e r e t h e g o v e r n m e n t is r e t r e a t i n g . 

C a l m f o r s a n d D r i f f i l l a rgue t h a t c o u n t r i e s w i t h a degree o f c e n t r a l i s a t i o n 
s o m e w h e r e i n t h e m i d d l e , s u c h as T h e N e t h e r l a n d s , fa re wor se . A c c o r d i n g t o 
t h e i r t h e o r y , these c o u n t r i e s s h o u l d have h i g h wages a n d do n o t i n t e r n a l i s e 
e x t e r n a l i t i e s . T h e D u t c h exper ience suggests t h a t t h e t h e o r y d e v e l o p e d b y 
C a l m f o r s a n d D r i f f i l l does n o t c a p t u r e a l l f ea tures o f c o r p o r a t i s m . I n fac t , t h e 
D u t c h exper ience o f l o c a l t r a d e u n i o n s f a v o u r i n g s h o r t e r w o r k i n g h o u r s over 
wage increases does n o t f i t t h e t h e o r y . One c o u l d a rgue t h a t c o u n t r i e s s u c h as 
T h e N e t h e r l a n d s , w i t h n e i t h e r f u l l y c e n t r a l i s e d n o r d e c e n t r a l i s e d l a b o u r 
m a r k e t s , m a n a g e to c a p t u r e t h e best o f b o t h types o f m a r k e t s . 

T e u l i n g s (1997) a n d T e u l i n g s a n d H a r t o g (1997) a rgue t h a t a c h a r a c t e r i s t i c 
f e a t u r e o f D u t c h l a b o u r m a r k e t s i s t h a t e m p l o y e r s a n d employees engage i n 
l o n g - t e r m r e l a t i o n s h i p s b y i n v e s t i n g i n each o the r . I n c o n v e n t i o n a l l a b o u r 
m a r k e t s f i r m s h e s i t a t e t o i n v e s t i n f i r m - s p e c i f i c t r a i n i n g o f e m p l o y e e s , 
because e m p l o y e e s t h e n become m o r e p o w e r f u l as t h e y b e c o m e m o r e 
a t t r a c t i v e t o o t h e r f i r m s . E m p l o y e e s c a n " s t ea l " p a r t o f t h e r e t u r n o n a 
specific i n v e s t m e n t i n f u t u r e w a g e n e g o t i a t i o n s . E m p l o y e r s r e a c t b y d e l a y i n g 
i n v e s t m e n t i n f i rm-spec i f i c t r a i n i n g . T h i s i s k n o w n as t h e h o l d - u p p r o b l e m ; 
see M a c L e o d a n d M a l c o l m s o n (1993) . A l s o , a w o r k e r i s less l i k e l y t o b u y a 
h o u s e n e a r t h e c o m p a n y as t h i s w e a k e n s h i s p o s i t i o n i n f u t u r e w a g e 
n e g o t i a t i o n s w i t h h i s e m p l o y e r . B o t h p a r t i e s h a v e a n i n c e n t i v e t o f i n d a 
s o l u t i o n to t h e h o l d - u p p r o b l e m . T h i s can be done b y s e t t i n g t h e f u t u r e w a g e 
i n t h e c u r r e n t con t r ac t , so t h a t t h e r e is no need for f u t u r e wage n e g o t i a t i o n s . 

F r o m t i m e t o t i m e t h e c o n t r a c t needs to be r e n e g o t i a t e d (due t o u n p r e ­
d i c t a b l e even ts ) . S t i l l , t h e h o l d - u p p r o b l e m is m u c h r e d u c e d as t h e r e i s less 
n e e d fo r f u t u r e n e g o t i a t i o n s . F i g u r e 1 b e l o w i l l u s t r a t e s w h a t m i g h t h a p p e n . 
T h e n e g o t i a t e d w a g e m u s t be a t l eas t as h i g h as t h e w a g e w o r k e r s c a n o b t a i n 
e l s e w h e r e , o t h e r w i s e e m p l o y e e s w o u l d l e a v e t h e f i r m . C o n v e r s e l y , t h e 
n e g o t i a t e d wage m u s t be less t h a n t h e cost o f r e p l a c i n g a c u r r e n t employee b y 
a n ou t s ide r , o t h e r w i s e t h e f i r m has a n i n c e n t i v e to sack employees . A t t i m e 2 
t h e c o n t r a c t needs t o be r e n e g o t i a t e d u p w a r d s (as m a y be t h e case fo r 
c o m p u t e r s taf f ) , because o t h e r w i s e t h e r e is a d a n g e r t h a t w o r k e r s l eave t h e 
f i r m . A t t i m e 3 t h e wage needs to be r e n e g o t i a t e d d o w n w a r d s (as m a y h a p p e n 
w h e n t h e f i r m i s i n d i r e s t r a i t s ) to a v o i d t h e f i r m h a v i n g t o f i r e w o r k e r s a n d 
e m p l o y n e w ones. 
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F i g u r e 1: The Hold-up Problem 

C o r p o r a t i s t o r g a n i s a t i o n s a re e s sen t i a l t o m i n i m i s e t h e h o l d - u p p r o b l e m : 
t h e y n e g o t i a t e a t a h i g h e r l e v e l ( a t t h e i n d u s t r y or n a t i o n a l l eve l ) t h a n t h e 
i n d i v i d u a l f i r m a n d w o r k e r . T h e y decouple ( r e ) n e g o t i a t i o n s f r o m d a i l y w o r k 
s i t u a t i o n s , so t h a t t h e r e is no need t o pos tpone i n v e s t m e n t b y t h e e m p l o y e r or 
employee . T h e y also l i m i t t h e p o w e r o f i n s i d e r s t o p r o f i t f r o m h i g h e r d e m a n d 
fo r t h e o u t p u t o f t h e f i r m , b y d e m a n d i n g h i g h e r wages . Wages o f i n d i v i d u a l 
employees a re n o t set b y t h e u n i o n s , b u t b y t h e l e v e l a t w h i c h employees are 
scaled i n a t t h e m o m e n t o f j o i n i n g t h e f i r m . A t t h e m i c r o l e v e l decis ions a b o u t 
m o v i n g m o r e r a p i d l y u p t h e scales are m a d e , w h i l e a t t h e m a c r o l e v e l t h e 
y e a r l y pe rcen tage w a g e a d j u s t m e n t is decided. W a g e increases are t h u s m a d e 
u p o f t h r e e p a r t s : ( i ) i n i t i a l w a g e increases as d i c t a t e d b y co l l ec t ive w a g e 
ag reemen t s ; ( i i ) pe r iod ic wage increases as employees move u p t h e scales; a n d 
( i i i ) i n c i d e n t a l w a g e increases i n specia l s i t u a t i o n s . 

T h e a d d e d v a l u e o f c o r p o r a t i s m for T h e N e t h e r l a n d s can , a c c o r d i n g t o 
T e u l i n g s a n d H a r t o g , be s u m m a r i s e d as fo l lows : 

— p a r t i e s h a v e a n i n t e r e s t i n d e c o u p l i n g w a g e n e g o t i a t i o n s f r o m d a i l y 
w o r k i n g cond i t i ons ; 

— c o l l e c t i v e n e g o t i a t i o n s s e t t l e t h e y e a r l y i n i t i a l w a g e i n c r e a s e s , 
i n c l u d i n g schoo l ing , t r a i n i n g a n d c h i l d care f ac i l i t i e s ; 

— c o l l e c t i v e a g r e e m e n t s l eave e m p l o y e r s free to scale i n employees as 
t h e y w i s h ; 

— f i r m s c a n d e p a r t f r o m t h e co l lec t ive ag reements on a n i n d i v i d u a l basis , 
i f a w o r k e r w i s h e s to leave t h e f i r m ; 

— converse ly , t h e co l lec t ive ag reemen t s a l l o w i f necessary, for e x a m p l e i n 
t h e case o f p o t e n t i a l b a n k r u p t c y , wage freezes or wage cuts . 



A t e l l i n g r e m a r k o f t h e m e t a l e m p l o y e r s i n t h i s con t ex t i s "our s p e c i a l i t y i s 
f i t t i n g p ipes , n o t b a r g a i n i n g a b o u t wages". T h e D u t c h c o r p o r a t i s t m o d e l i s 
one o f f l e x i b i l i t y i n a f r a m e w o r k o f i n d u s t r y - w i d e , " r i g i d " w a g e c o n t r a c t s . 
W h e n i t r e a l l y m a t t e r s for t h e success o f t h e c o m p a n y , m a r k e t forces b e a t 
r i g i d con t r ac t s b y r e n e g o t i a t i o n a t t h e i n d i v i d u a l l e v e l . T h e N e t h e r l a n d s has 
no i n c e n t i v e t o m o v e t o w a r d s A n g l o - S a x o n l a b o u r m a r k e t s . I n f ac t , t h e 
Economist a r g u e d t h a t " the D u t c h h a v e t r i e d t o c o m b i n e t h e f l e x i b i l i t y o f 
A m e r i c a w i t h t h e s e c u r i t y o f G e r m a n y " . T h i s i s also a p p a r e n t f r o m t h e s tress 
t h e D u t c h p u t o n internal f l e x i b i l i t y r a t h e r t h a n external f l e x i l i t y , a l l a g a i n s t 
a b a c k g r o u n d o f consensus i n f a v o u r o f w a g e r e s t r a i n t . T h e h i g h degree o f 
i n t e r n a l f l e x i b i l i t y shows u p i n t h e g r a d u a l r i s e o f w o r k t h r o u g h t e m p o r a r y 
e m p l o y m e n t agencies to a b o u t 3.5 pe r cen t o f w o r k i n g h o u r s a n d t h e h i g h 
i n c i d e n c e o f p a r t - t i m e l a b o u r , a t 35 p e r c e n t a b o u t t w i c e as h i g h as t h e 
E u r o p e a n average. T h e D u t c h m o d e l is one i n w h i c h f i r m s a n d w o r k e r s i n v e s t 
i n e ach o t h e r w i t h i n a s t ab l e m a c r o - e c o n o m i c c l i m a t e . T h e A n g l o - S a x o n 
m o d e l o f q u i c k h i r e a n d f i r e p rac t ices i s n o t cons ide red v e r y a t t r a c t i v e b y t h e 
D u t c h . 

A n e s s e n t i a l p a r t o f D u t c h c o r p o r a t i s m i s e x t e n d i n g coverage o f co l l ec t ive 
w a g e agreements . H o w e v e r , t h e g o v e r n m e n t has t h r e a t e n e d t o s top e x t e n d i n g 
coverage un le s s t h e u n i o n s a n d f i r m s crea te e m p l o y m e n t i n t h e s a l a r y scales 
j u s t above t h e l e g a l m i n i m u m wage . T h i s i s cons ide r ed i m p o r t a n t , because 
m a n y o f t h e u n e m p l o y e d i n T h e N e t h e r l a n d s h a v e l i t t l e o r no s k i l l s a n d c a n 
o n l y get l o w - p a i d jobs . 

T h e D u t c h m o d e l o f wage m o d e r a t i o n has w o r k e d . Since 1980 r e a l e a r n i n g s 
i n m a n u f a c t u r i n g h a v e r i s e n b y a m e r e 3 pe r cent , w h e r e a s i n F r a n c e a n d 
G e r m a n y t h e c o r r e s p o n d i n g f igures a re 28 a n d 40 pe r cent , r e spec t ive ly . C a n 
or s h o u l d t h e D u t c h m o d e l be e x p o r t e d to o t h e r count r ies? T h e D u t c h s o l u t i o n 
o n l y w o r k s because o f a l o n g h i s t o r y o f consensus a n d l a b o u r m a r k e t 
i n s t i t u t i o n s . I n a n y case, t h e r e is a dange r t h a t , i f a l l t h e c o u n t r i e s o f E u r o p e 
f o l l o w t h e D u t c h e x a m p l e , aggrega te d e m a n d gets c h o k e d o f f a n d E u r o p e i s 
t h r o w n i n t o a K e y n e s i a n recession. 

T h e s t r e n g t h o f t h e g u i l d e r is as m u c h due to t h e w a g e m o d e r a t i o n p u r s u e d 
b y t h e t r a d e u n i o n s , a n d s u p p o r t e d b y t h e socia l po l ic ies o f g o v e r n m e n t a n d 
f i r m s , as b y t h e d i s c i p l i n e o f t h e D u t c h c e n t r a l b a n k . M o n e t a r y e x p a n s i o n , 
a n d t h e d e p r e c i a t i o n o f t h e c u r r e n c y t h a t goes w i t h i t , i s cons ide red a n u n d e r ­
h a n d w a y t o fool t h e u n i o n s . P o l i t i c i a n s f r o m t h e l e f t t o t h e r i g h t a r g u e t h a t 
t h i s i n d u c e s a w a g e - p r i c e s p i r a l w i t h o u t a s u s t a i n e d i nc rease i n j o b s . T h e 
s t r e n g t h o f t h e g u i l d e r a n d l o w i n f l a t i o n r e q u i r e t h e g o v e r n m e n t t o s t r i k e a 
b a r g a i n w i t h u n i o n s t o m o d e r a t e wages . 



I X M I N I M U M W A G E L E G I S L A T I O N 

T h e s t a n d a r d n e o - c l a s s i c a l t e x t b o o k s t o r y i s t h a t c u t t i n g t h e l e g a l 
m i n i m u m w a g e g ives people w i t h l i t t l e e a r n i n g p o t e n t i a l a b e t t e r chance t o 
f i n d a j o b . A h i g h l e g a l m i n i m u m w a g e p r i ces people o u t o f a j o b . These 
a r g u m e n t s a re n o t v e r y p o p u l a r i n T h e N e t h e r l a n d s . 

T h e w o r k o f C a r d a n d K r u e g e r (1995) ca r r i es , i n con t r a s t , m o r e w e i g h t i n 
t h e D u t c h p o l i c y deba tes . B y p a y i n g a h i g h e r w a g e a n e m p l o y e r c a n boost 
h o u r s w o r k e d , m o r a l e a n d p r o d u c t i v i t y o f i t s w o r k f o r c e . C o n s e q u e n t l y , t h e 
a s s u m p t i o n o f a g i v e n w a g e i n t h e neo -c l a s s i ca l a n a l y s i s o f t h e l e g a l 
m i n i m u m w a g e i s i n v a l i d . E m p l o y e r s can i n f l u e n c e b o t h t h e q u a n t i t y a n d 
q u a l i t y o f l a b o u r s u p p l y , w h i c h gives f i r m s some m o n o p o l y p o w e r o n t h e l o c a l 
l a b o u r m a r k e t . A t t h e same t i m e , f i r m s c a n n o t h i r e e n o u g h q u a l i f i e d 
p e r s o n n e l . E a c h w o r k e r is p a i d less t h a n h i s c o n t r i b u t i o n to t h e a d d e d v a l u e 
o f t h e c o m p a n y , since f i r m s p a y m o r e to r e c r u i t , m o t i v a t e a n d r e t a i n w o r k e r s . 
T h e d i f fe rence i s t h e degree o f e x p l o i t a t i o n . T h i s c a n e x p l a i n w h y a h i g h e r 
l e g a l m i n i m u m w a g e a l l o w s a h i g h e r wage as w e l l as m o r e jobs , w h i l e a l l o w ­
i n g f i r m s t o s t i l l m a k e a p r o f i t . A l s o , w i t h a h i g h e r l e g a l m i n i m u m wage t h e r e 
i s less i n f l o w a n d o u t f l o w o f w o r k e r s , so t h e costs o f r e c r u i t i n g , t r a i n i n g , etc. 
a r e less fo r t h e e m p l o y e r . Hence , a h i g h e r l e g a l m i n i m u m wage c a n l e a d t o 
l o w e r l a b o u r costs a n d boost jobs . A l t h o u g h t h e e m p i r i c a l evidence o b t a i n e d 
b y c o m p a r i n g exper iences o f d i f f e r e n t s ta tes o f t h e U S i s m i x e d , t h e D u t c h 
i n s t i n c t i v e l y g i v e C a r d a n d K r u e g e r t h e benef i t o f t h e doub t . 

A n i m p o r t a n t r e a s o n i s t h a t c u t t i n g t h e l e g a l m i n i m u m wage necessi ta tes 
c u t t i n g t h e l e v e l o f soc ia l s ecu r i ty , w h i c h is cons idered unacceptab le . I n s t e a d , 
i t i s cons ide red m o r e acceptable to c u t l a b o u r costs a t ' a n d j u s t above t h e l e g a l 
m i n i m u m w a g e b y c u t t i n g taxes . E v e n t h e r i g h t - w i n g conse rva t ive p a r t y has 
a b a n d o n e d i t s a i m t o c u t t h e l e g a l m i n i m u m wage . 

I n s t e a d , t h e d i s cus s ion focuses o n w h e t h e r employees or employe r s s h o u l d 
be t o p p e d u p f r o m soc ia l s e c u r i t y f u n d s t o t h e l e v e l o f t h e l e g a l m i n i m u m 
wage . T h e l e f t a rgues , i n c o n t r a s t t o t h e r i g h t , t h a t people w h o w o r k s h o u l d 
n o t h a v e t o d e g r a d e t h e m s e l v e s b y h a v i n g to go t o t h e offices o f t h e soc ia l 
services i n o r d e r t o o b t a i n a t o p - u p . A s l o n g as each w o r k e r receives a t l eas t 
t h e l e g a l m i n i m u m w a g e , t h e y cons ide r i t acceptab le fo r f i r m s t o be sub­
s i d i s e d f r o m soc ia l s e c u r i t y funds . S u c h ac t ive l a b o u r m a r k e t pol ic ies s h o u l d 
be t e m p o r a r y a n d focus o n t h e l o n g - t e r m u n e m p l o y e d i n o rde r to avo id , o n t h e 
one h a n d , c r o w d i n g o u t o f r e g u l a r l a b o u r and , o n t h e o the r h a n d , d e a d w e i g h t 
subs id ies t o w o r k e r s w h o w o u l d have f o u n d a j o b a n y w a y . C u r r e n t l y , t h e r e i s 
a n e x p e r i m e n t w i t h 20 ,000 j obs i n t h e p r i v a t e sector o f a t l e a s t 32 h o u r s a 
w e e k a n d p a y i n g n o t m o r e t h a n 120 pe r cent o f t h e l e g a l m i n i m u m wage . T h e 
s u b s i d y t o e m p l o y e r s i s 18.000 g u i l d e r s per y e a r a n d can l a s t for a m a x i m u m 
o f t w o yea r s . 



I n T h e N e t h e r l a n d s t h e s logan " l o w p a y i s a l o w w a y t o r u n a n economy" 
s t r i k e s a c h o r d . R a t h e r t h a n c o m p e t i n g b y b i d d i n g d o w n l a b o u r fo r t h e 
w e a k e s t m e m b e r s o f t h e l a b o u r force, i t i s cons ide red m o r e f r u i t f u l t o p r o v i d e 
s c h o o l i n g i n o r d e r t o boos t t h e e a r n i n g p o t e n t i a l o f t h e s e p e o p l e . A n 
i n t e r e s t i n g d i scuss ion arose i n t h i s c o n t e x t a r o u n d a b i l l t o a l l o w t e m p o r a r y 
d i s p e n s a t i o n o f t h e l e g a l m i n i m u m wage . T h i s w a s c o n s i d e r e d accep tab le 
p r o v i d e d f o u r c o n d i t i o n s are sa t i s f i ed : ( i ) t h e d i s p e n s a t i o n i s t e m p o r a r y (no 
m o r e t h a n t w o yea r s ) ; ( i i ) t h e r e i s a r easonab le p rospec t o f a p e r m a n e n t j o b 
( c o n t r a c t a t l e a s t f o u r yea r s ) ; ( i i i ) t h e p a y m u s t be no less t h a n t h e soc ia l 
m i n i m u m (70 per cen t o f t h e l e g a l m i n i m u m wage for s ing le people , 100 p e r 
cen t for b r e a d w i n n e r s ) ; ( i v ) f i r m s m u s t p r o v i d e schoo l ing . T h e l a b o u r m a r k e t 
c a n be l i k e n e d to a house w i t h a l l t h e good j obs s t a r t i n g o n t h e g r o u n d f loo r 
a n d b e c o m i n g m o r e a t t r a c t i v e as one moves u p t o t h e h i g h e r f loors . People 
a re n o t a l l o w e d t o w o r k p e r m a n e n t l y i n t h e ce l l a r , b u t i f t h e r e i s a s ta i rcase 
f r o m t h e ce l l a r to t h e o t h e r f loors i t i s a l l o w e d . U n f o r t u n a t e l y , t h i s b i l l n e v e r 
g o t p a s s e d because t h e r e w a s p o l i t i c a l d i s a g r e e m e n t o n w h e t h e r t h e 
d i f f e r e n t i a l t r e a t m e n t o f s ing le people a n d b r e a d w i n n e r s w a s f a i r . 

X W A G E S U B S I D I E S F O R T H E L O W E R E N D O F T H E 
L A B O U R M A R K E T 

T h e D u t c h h a v e also m a n a g e d to reduce l a b o u r costs fo r l o w s k i l l e d people 
b y g i v i n g d i r e c t e d t a x c r ed i t s t o f i r m s . E m p l o y e r s w h o h i r e l o n g - t e r m u n e m ­
p l o y e d , h i r e people o n wages less t h a n 115 per cen t o f t h e l e g a l m i n i m u m 
w a g e and /or p r o v i d e t r a i n i n g schemes can ge t a c u t i n t h e i r t a x b i l l o f u p t o 
6 .000 g u i l d e r s p e r yea r . A g a i n , these t a x subs id ies sa t i s fy t h r e e i m p o r t a n t 
c r i t e r i a i n o r d e r t o a v o i d s u b s t i t u t i o n a n d d e a d w e i g h t losses: t h e y a re t e m ­
p o r a r y , a i m e d a t t h e l o n g - t e r m u n e m p l o y e d a n d m o r e s u b s t a n t i a l i f t r a i n i n g 
i s p r o v i d e d . A f t e r m a n y years t h e n u m b e r o f l o n g - t e r m u n e m p l o y e d i s f a l l i n g . 
These d i r e c t e d t a x c red i t s seem t o be w o r k i n g . I t i s pe rhaps u s e f u l t o ana lyse 
w h y t a x cu t s d i r e c t e d t o w a r d s t h e b o t t o m e n d o f t h e l a b o u r m a r k e t a r e a 
b e t t e r w a y to c o m b a t u n e m p l o y m e n t t h a n g e n e r a l u n d i r e c t e d t a x cuts . 

I n a c o m p e t i t i v e l a b o u r m a r k e t h o u r s w o r k e d a n d p r o d u c t i o n a re h i g h i f 
t a x r a t e s a n d t a x p r o g r e s s i v i t y are s m a l l . I n l a b o u r m a r k e t s w i t h s t r u c t u r a l 
u n e m p l o y m e n t a r i s i n g f r o m h i r i n g costs a n d sea rch f r i c t i o n s t h e r e s u l t s do 
n o t h o l d ; P i ssa r ides (1990) , a n d Phe lps (1994) , B o v e n b e r g a n d v a n de r P loeg 
( 1 9 9 4 ) . I n t h e A p p e n d i x a m o d e l o f s u c h a l a b o u r m a r k e t i s set u p . I n 
p a r t i c u l a r , t h e B e v e r i d g e cu rve , t h e h i r i n g schedule a n d t h e w a g e schedule 
a re d e r i v e d . 

T h e h i r i n g schedule a n d t h e w a g e schedule j o i n t l y d e t e r m i n e t h e effects o f 
t a x a t i o n a n d benef i t s o n l a b o u r m a r k e t t i g h t n e s s a n d wages . T h e B e v e r i d g e 



c u r v e g ives t h e effects o n e m p l o y m e n t a n d t h e u n e m p l o y m e n t r a t e . F o r 
e x a m p l e , a h i g h e r e n e r g y t a x i nduces a l o w e r p r o d u c t i v i t y o f l a b o u r , a l o w e r 
wage , a looser l a b o u r m a r k e t a n d a h i g h e r u n e m p l o y m e n t r a t e . I n c o n t r a s t t o 
w h a t h a p p e n s i n a c o m p e t i t i v e l a b o u r m a r k e t , a less p rogress ive t a x s y s t e m 
pushes u p w a g e s a n d boosts t h e u n e m p l o y m e n t r a t e . C o n v e r s e l y , a R o b i n 
H o o d s t r a t e g y a m o n g t h e e m p l o y e d is good for g e t t i n g t h e u n e m p l o y e d i n t o a 
j o b . F i g u r e 2 b e l o w i l l u s t r a t e s t h a t a m o r e p rogres s ive t a x s y s t e m i n d u c e s 
w a g e m o d e r a t i o n , a t i g h t e r l a b o u r m a r k e t a n d a l o w e r u n e m p l o y m e n t r a t e . 

wage rate w 

F i g u r e 2: Labour Market with Structural Unemployment 

T h e precise effects o f t a x a t i o n depend o n h o w benef i t s are set. I f u n e m p l o y ­
m e n t bene f i t s are i n d e x e d to a f t e r - t ax consumer wages , t h e r e p l a c e m e n t r a t e 
i s a c o n s t a n t . A r i s e i n t h e average l a b o u r t a x r a t e is e n t i r e l y bo rne b y b o t h 
e m p l o y e d a n d u n e m p l o y e d consumer s , so t h a t t h e p r o d u c e r w a g e a n d t h e 
u n e m p l o y m e n t r a t e a re una f fec ted . Converse ly , l o w e r i n g t h e average l a b o u r 



i n c o m e t a x r a t e does n o t affect t h e u n e m p l o y m e n t r a t e e i t h e r . A f a l l i n l a b o u r 
p r o d u c t i v i t y (e.g., caused b y a r i s e i n t h e ene rgy t a x ) induces a one-for-one c u t 
i n t h e c o n s u m e r w a g e a n d n o c h a n g e i n t h e u n e m p l o y m e n t r a t e . T h e 
s u b s t a n t i a l p r o d u c t i v i t y i m p r o v e m e n t s ove r t h e c e n t u r i e s h a v e i n d e e d n o t 
a f fec ted t h e u n e m p l o y m e n t r a t e . Hence , changes i n t h e ave rage l a b o u r t a x 
r a t e s h o u l d n o t affect t h e u n e m p l o y m e n t r a t e i n t h e l o n g r u n e i t he r . 

I n d e x i n g to pr ices r a t h e r t h a n a f te r - t ax wages i m p l i e s t h a t less p rogress ive 
t a x e s i n d u c e a s m a l l e r r i s e i n wages a n d t h u s a s m a l l e r i n c r e a s e i n 
u n e m p l o y m e n t . A s wages r i se , t h e u n e m p l o y m e n t b e n e f i t does n o t r i s e w h i c h 
w e a k e n s t h e b a r g a i n i n g p o s i t i o n o f w o r k e r s a n d m o d e r a t e s w a g e p r e s su re . 
S i m i l a r l y , a h i g h e r l a b o u r t a x r a t e or adverse shocks t o p r o d u c t i v i t y ( such as 
a h i g h e r e n e r g y t a x r a t e ) i n d u c e a s m a l l e r d r o p i n wages a n d t h u s a r i s e i n 
u n e m p l o y m e n t . Since t h e u n e m p l o y e d escape t h e t a x b u r d e n , u n e m p l o y m e n t 
becomes less u n a t t r a c t i v e fo r t h e e m p l o y e d . T h e r e s u l t i n g w a g e p r e s s u r e 
boosts a f t e r - t ax wages a t t h e expense o f m o r e u n e m p l o y m e n t . T a x p o l i c y t h u s 
has r e a l effects. P a y r o l l a n d c o n s u m e r t axes a re n o t f u l l y s h i f t e d t o con­
s u m e r s . L a b o u r i n c o m e t axes a re t o some e x t e n t s h i f t e d t o f i r m s , t h e r e b y 
h a r m i n g e m p l o y m e n t . 

T h i s a n a l y s i s i l l u s t r a t e s t w o lessons o n h o w t o f i g h t u n e m p l o y m e n t i n 
s t r u c t u r a l s l u m p s . F i r s t , i n c o n t r a s t to w h a t t h e c o m p e t i t i v e l a b o u r m a r k e t 
s t o r y t e l l s us , a p rogres s ive t a x sys t em induces wage m o d e r a t i o n a n d boosts 
e m p l o y m e n t . I n a second-bes t w o r l d t h e d i s t o r t i o n s a r i s i n g f r o m n o n ­
c o m p e t i t i v e l a b o u r m a r k e t s a re p a r t i a l l y offset b y t h e d i s t o r t i o n s a r i s i n g f r o m 
p rogres s ive taxes . A m o r e p rogress ive t a x s y s t e m also reduces h o u r s w o r k e d 
p e r p e r s o n , w h i c h y i e l d s a f u r t h e r boost t o t h e n u m b e r o f people a t w o r k . 
P r o g r e s s i v e t axes i n d u c e w o r k s h a r i n g a n d t h u s boos t e m p l o y m e n t . M o r e 
f l e x i b l e a r r a n g e m e n t s fo r d a i l y , w e e k l y , a n n u a l a n d l i f e - t i m e w o r k i n g h o u r s 
a re good for a m o r e d y n a m i c economy (e.g., m o r e i n t e n s i v e use o f m a c h i n e r y 
o r a b e t t e r m a t c h o f d e m a n d a n d p r o d u c t i o n ) a n d for e m a n c i p a t i o n o f t h e 
w o r k force. 

A l t h o u g h h i g h e r t a x p rog res s ion boosts e m p l o y m e n t t h r o u g h w a g e m o d e r ­
a t i o n a n d s h o r t e r w o r k i n g h o u r s , a few c r i t i c a l r e m a r k s c a n be m a d e . T a x 
p r o g r e s s i o n m a k e s i t less a t t r a c t i v e t o a c c u m u l a t e w e a l t h a n d become a n 
e n t r e p r e n e u r . T h i s h a r m s t h e f u t u r e c r e a t i o n o f n e w f i r m s . T a x p r o g r e s s i o n 
also reduces t h e i n c e n t i v e s a n d p o s s i b i l i t i e s for i n v e s t i n g i n h u m a n c a p i t a l , 
w h i c h h a r m s l o n g - t e r m g r o w t h a n d e m p l o y m e n t . 

Second, c u t t i n g (average) t a x r a t e s o n l a b o u r or o n e n e r g y use o n l y cu t s 
u n e m p l o y m e n t i f benef i t s a re n o t f u l l y i n d e x e d t o a f t e r - t ax c o n s u m e r wages . 
T h i s h i g h l i g h t s t h e c r u e l t r a d e - o f f p o l i t i c i a n s o n t h e l e f t h a v e t o face: c u t t i n g 
t a x e s either l eads to h i g h e r d i sposab le i n c o m e s fo r t h e e m p l o y e d a n d t h e 
u n e m p l o y e d a n d no boost to e m p l o y m e n t or t o m o r e e m p l o y m e n t i f one i s 



w i l l i n g t o accept m o r e i n e q u a l i t y b e t w e e n t h e e m p l o y e d a n d t h e u n e m p l o y e d . 
These t w o lessons also h o l d i n l a b o u r m a r k e t s w i t h t r a d e u n i o n s or eff ic iency 
wages ; B o v e n b e r g a n d v a n der P loeg (1994) . 

X I E A R N E D I N C O M E T A X C R E D I T , V O U C H E R S A N D T R A I N I N G 4 

O n e poss ib le w a y o u t o f t h e d i l e m m a b e t w e e n m o r e jobs or less p o v e r t y i s 
t o i n t r o d u c e a spec ia l t a x c r e d i t fo r l o w - p a i d w o r k e r s — t h e E a r n e d I n c o m e 
T a x C r e d i t ( E I T C ) . T h e bes t w a y t o s t i m u l a t e j o b g r o w t h i s , o n t h e one h a n d , 
t o m a k e t h e t a x s y s t e m for those i n w o r k m o r e progress ive (viz . R o b i n H o o d ) , 
a n d , o n t h e o t h e r h a n d , t o w i d e n t h e gap b e t w e e n e m p l o y m e n t i n c o m e a n d 
u n e m p l o y m e n t i n c o m e . I n s t e a d o f p u r s u i n g t h e u n p o p u l a r p o l i c y o f c u t t i n g 
u n e m p l o y m e n t bene f i t s , i t i s eas ier t o g a i n p o l i t i c a l s u p p o r t for a p o l i c y o f 
g i v i n g a t a x c r e d i t for those w o r k i n g a t or j u s t above t h e m i n i m u m wage . O n e 
s h o u l d be c a r e f u l , o f course, t o a v o i d h i g h m a r g i n a l t a x r a t e s for t h e l o w p a i d 
a n d t h e assoc ia ted p o v e r t y t r a p s b y gradually r e d u c i n g t h e E I T C as people 
e a r n m o r e . M e a n s - t e s t e d subs id ies (e.g., for h o u s i n g a n d l ega l assistance) also 
c o n t r i b u t e t o p o v e r t y t r a p s . I n prac t ice , t h e p o v e r t y t r a p s are a m a j o r obstacle 
b u t o n l y f e w people a re affected b y t h e m . A p o t e n t i a l p r o b l e m w i t h a n E I T C 
w i t h o u t a s l i d i n g scale i s t h a t i n c e n t i v e s for t r a i n i n g , e d u c a t i o n a n d m o v i n g 
u p t h e e a r n i n g s scales are des t royed . T h e E I T C car r ies t h e danger o f c r e a t i n g 
s e g m e n t e d l a b o u r m a r k e t s . N e v e r t h e l e s s , i t i s b e t t e r fo r people w i t h f ew 
s k i l l s t o ge t w o r k exper i ence r a t h e r t h a n s tay o n t h e dole . O f course , e v e n 
t h o u g h t h e E I T C c l e a r l y reduces u n e m p l o y m e n t , t h e E I T C s h o u l d n o t be so 
l a r g e as t o h a r m schoo l ing , c a p i t a l a c c u m u l a t i o n a n d i n n o v a t i o n too m u c h . 
Hence , t h e r e i s a n o p t i m u m l e v e l o f t h e E I T C . 

I n n o n - c o m p e t i t i v e l a b o u r m a r k e t s m o r e p rogres s ive t axes p u n i s h w a g e 
i n c r e a s e s a n d b o o s t e m p l o y m e n t . I n f ac t , m o r e p r o g r e s s i v e t a x e s a lso 
s t i m u l a t e s h o r t e r w o r k i n g h o u r s . B o t h boost e m p l o y m e n t . A d i s a d v a n t a g e o f 
p r o g r e s s i v e t axes , h o w e v e r , i s t h a t b y d i m i n i s h i n g t h e i n c e n t i v e t o a c q u i r e 
s k i l l s t h e y h a r m p r o d u c t i v i t y a n d economic g r o w t h . T h e y also r educe t h e 
i n t e n s i t y o f j o b search . T h e same i s t r u e fo r a n E I T C . T a r g e t i n g t a x a n d 
p r e m i u m e x e m p t i o n s o n t h e l o w e s t p a i d m a k e s i t d i f f i c u l t for these people to 
m o v e u p . H o w e v e r , i n m a n y E u r o p e a n c o u n t r i e s t h e r e i s a s i g n i f i c a n t gap 
b e t w e e n t h e m i n i m u m w a g e a n d t h e f i r s t wage scales. T a r g e t i n g t h e E I T C a t 
t h a t s egmen t g ives people o u t o f w o r k a chance o f a n e w t y p e o f l o w - s k i l l j o b , 
e spec i a l l y i n l a b o u r - i n t e n s i v e services, w i t h o u t j e o p a r d i s i n g t h e j o b o f those 
i n w o r k too m u c h . I t seems sensible t o i n t e g r a t e t h e E I T C w i t h e x i s t i n g wage 
subs id ies fo r t h e l o n g - t e r m u n e m p l o y e d . 

T h e c h a l l e n g e i s t o a v o i d d i s p l a c e m e n t a n d d e a d w e i g h t losses b y o p e n i n g 

4. Also, see van der Ploeg (1997). 



u p n e w m a r k e t s a n d n e w jobs fo r t h e l o n g - t e r m u n e m p l o y e d . D e r e g u l a t i o n o f 
m a r k e t s for goods a n d services a n d i n n o v a t i v e w a y s o f p u r s u i n g ac t ive l a b o u r 
m a r k e t pol ic ies are e s sen t i a l fo r g i v i n g u n e m p l o y e d people w i t h f ew s k i l l s a 
chance. W a g e a n d l a b o u r costs i n E u r o p e s h o u l d be m a d e m o r e f l e x i b l e a n d 
m o r e i n l i n e w i t h l oca l c o n d i t i o n s a n d i n d i v i d u a l s k i l l l eve l s , p a r t i c u l a r l y fo r 
y o u n g employees . T h e r e i s a p o t e n t i a l for n e w s i m p l e j obs i n p e r s o n a l services 
( g a r d e n i n g ; s h o p p i n g ; c h i l d care; p a i n t i n g ; c l e a n i n g ; etc.) . S ince t r a d e u n i o n s 
m a y n o t be too e n t h u s i a s t i c a b o u t e x p l o r i n g t h e p o t e n t i a l fo r c r e a t i n g n e w 
j o b s i n p e r s o n a l services , a m a r k e t - o r i e n t e d r a t h e r t h a n j u s t a c o r p o r a t i s t 
a p p r o a c h s h o u l d be fo l lowed . 

Schemes fo r j o b vouche r s t h a t opera te i n B e l g i u m ( P W A ) , t h e U K ( W o r k -
s t a r t ) a n d A u s t r a l i a ( J o b s t a r t ) seem v e r y p r o m i s i n g . O n e s h o u l d a v o i d 
d i s p l a c e m e n t ( s u b s i d i s e d w o r k e r s c r o w d i n g o u t e x i s t i n g e m p l o y e e s ) a n d 
d e a d w e i g h t (vouchers spen t o n those w h o w o u l d h a v e f o u n d a j o b a n y w a y ) , 
e s p e c i a l l y as e v e n t h e bes t p r o g r a m m e s w a s t e a b o u t h a l f t h e subs id i e s o n 
these u n d e s i r a b l e side-effects. Hence , w a g e subs id ies ( i . e . , v o u c h e r s ) s h o u l d 
be t e m p o r a r y a n d t a r g e t e d a t t h e l o n g - t e r m u n e m p l o y e d ; S n o w e r (1994) . B y 
g i v i n g t h e l o n g - t e r m u n e m p l o y e d a b e t t e r chance t o compete w i t h i n s i d e r s fo r 
j obs , wages a re b i d d o w n w a r d s a n d t h e d e m a n d for l a b o u r r i ses . T h e v a l u e o f 
v o u c h e r s s h o u l d be h i g h e r i f t h e r e i s a n on - the - job t r a i n i n g c o m p o n e n t . 
T r a i n i n g a n d e d u c a t i o n subs id i e s c o m p e n s a t e fo r t h e a d v e r s e effects o f 
p rog re s s ive t axes a n d t h e E I T C o n i n v e s t m e n t i n h u m a n c a p i t a l . V o u c h e r s 
m a y h e l p t o b r i n g w o r k f r o m t h e i n f o r m a l t o t h e f o r m a l e conomy . B e i n g 
t a r g e t e d a t t h e l o n g - t e r m u n e m p l o y e d , v o u c h e r s do n o t a d d i n f l a t i o n a r y 
p ressu re . O E C D c o u n t r i e s t y p i c a l l y spend t w o or t h r e e p e r cen t , i n E u r o p e 
m o r e , o n pass ive ( u n e m p l o y m e n t benef i t s ) a n d ac t ive l a b o u r m a r k e t po l i c i e s , 
b u t less t h a n one pe r cen t o n ac t ive p r o g r a m m e s . E u r o p e m a y b e n e f i t f r o m 
m o r e ac t ive l a b o u r m a r k e t p r o g r a m m e s . 

N e w cohor t s e n t e r i n g t h e l a b o u r m a r k e t c a n no l o n g e r expec t t o serve one 
e m p l o y e r t h r o u g h t h e i r e n t i r e w o r k i n g l i f e . People m u s t be ab le t o a d j u s t t o 
m u l t i p l e careers . H e n c e , e d u c a t i o n a n d ( r e ) s c h o o l i n g i s o f i m m e n s e i m p o r ­
t a n c e . L e g i s l a t i o n a n d f i s c a l i n c e n t i v e s t o m a k e s c h o o l i n g a n d t r a i n i n g 
sabba t i ca l s m o r e a t t r a c t i v e a re t h u s des i r ab le . T r a d e u n i o n s a n d e m p l o y e r s 
face t h e c h a l l e n g e o f i n t e g r a t i n g r e d u c t i o n s i n h o u r s w o r k e d w i t h n e w 
p a t t e r n s o f l i f e - l o n g l e a r n i n g . S u c h a h i g h - s k i l l , h i g h - w a g e s t r a t e g y i s 
e s s e n t i a l f o r E u r o p e . E v i d e n c e f r o m F r a n c e , T h e N e t h e r l a n d s a n d t h e U S 
sugges t t h a t c h i l d r e n f r o m d i s a d v a n t a g e d b a c k g r o u n d s b e n e f i t f r o m p re -
p r i m a r y s c h o o l i n g ; once t h e y l eave school i t i s i m p o r t a n t t h a t y o u n g s t e r s 
r e t u r n t o school r e g u l a r l y u n t i l t h e y find a j o b . T h e G e r m a n , A u s t r i a n o r 
Swi s s a p p r e n t i c e s h i p schemes w o r k a n d are a n e x a m p l e fo r o t h e r E u r o p e a n 
c o u n t r i e s s u f f e r i n g f r o m excessive y o u t h u n e m p l o y m e n t ra tes . 



F o r t h o s e people i n t h e l a b o u r m a r k e t w h o h a v e so f e w s k i l l s t h a t t h e y 
c a n n o t f i n d a j o b i n t h e p r i v a t e sector, a l a r g e v a r i e t y o f p u b l i c sector jobs has 
b e e n c r ea t ed . F o r e x a m p l e , 40 ,000 l o w - p a i d j obs fo r l o n g - t e r m u n e m p l o y e d 
h a v e b e e n c r e a t e d i n t h e p u b l i c sector. These e n t a i l j obs such as w a t c h m e n , 
c a r e r s fo r t h e e l d e r l y , m u n i c i p a l c l eane r s a n d h o s p i t a l s taff . These p u b l i c 
sector j obs a re n o t m e a n t t o be t h e cure for u n e m p l o y m e n t . T h e y are m e a n t t o 
h e l p peop le w h o a re n o t r e a c h e d b y o t h e r m e a n s w h i l e a t t h e same t i m e 
i m p r o v i n g t h e q u a l i t y o f p u b l i c services. 
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T h e N e t h e r l a n d s has m a d e a l o t o f progress i n f r e e i n g u p goods m a r k e t s . 
Shops a re a l l o w e d t o s t a y open u n t i l t e n o'clock i n t h e e v e n i n g , r a t h e r t h a n 
s i x t h i r t y , a n d a re a l l o w e d t o o p e n m o r e o f t en o n Sundays . T h e r e a re b o t h 
s o c i a l a n d e c o n o m i c a r g u m e n t s fo r l o n g e r s h o p p i n g h o u r s . T w o - e a r n e r 
f a m i l i e s f i n d i t ea s i e r t o ca re fo r t h e h o m e . E f f e c t i v e l y , t h i s p o l i c y m a y 
encou rage f e m a l e l a b o u r m a r k e t p a r t i c i p a t i o n . I n a d d i t i o n , i t i s e s t i m a t e d 
t h a t t h e e x t r a c o m p e t i t i o n forces pr ices d o w n w a r d s a n d boosts d e m a n d . T h i s 
i s good for j o b g r o w t h a n d gives s p l e n d i d o p p o r t u n i t i e s for n e w e n t r e p r e n e u r s 
e spec ia l ly f r o m e t h n i c c o m m u n i t i e s . T h e N e t h e r l a n d s has also m a d e i t eas ier 
f o r peop le t o s t a r t a n e w f i r m b y r e q u i r i n g g e n e r a l - p u r p o s e r a t h e r t h a n 
s p e c i a l - p u r p o s e d i p l o m a s . T h i s , t o g e t h e r w i t h t h e e s t a b l i s h m e n t o f f ree 
e n t e r p r i s e or e m p o w e r m e n t zones, s h o u l d s t i m u l a t e n e w businesses. F i n a l l y , 
a n e w c o m p e t i t i o n b i l l w i l l be i n force f r o m 1998 w h e r e a l l f o r m s o f p r i c e 
c a r t e l s a n d d i v i d i n g u p t h e m a r k e t a re f o r b i d d e n , u n l e s s a n e x c e p t i o n i s 
g r a n t e d . T h i s i s a b i g i m p r o v e m e n t over t h e c u r r e n t s i t u a t i o n w h e r e ca r t e l s 
a r e a l l o w e d , t h o u g h t h e g o v e r n m e n t c a n f o r b i d p a r t i c u l a r ca r te l s t h a t h a r m 
t h e p u b l i c i n t e r e s t . 

S ince E u r o p e has , i n c o n t r a s t t o t h e U S , c r e a t e d o n ba l ance few p r i v a t e 
sector j o b s d u r i n g t h e l a s t decade, E u r o p e s h o u l d b e n e f i t f r o m p r o m o t i n g 
e n t r e p r e n e u r s h i p . T h i s c a n be done b y g i v i n g s t a r t e r s a b e t t e r chance. T h i s 
r e q u i r e s less b u r e a u c r a t i c headaches b y r e m o v i n g u n n e c e s s a r y r e d t a p e 
o r s t r e a m - l i n i n g necessa ry r e g u l a t i o n s a n d c o n t r o l s . A l s o , c r e a t i n g f ree -
e n t e r p r i s e zones n e a r areas w i t h a h i g h c o n c e n t r a t i o n o f u n e m p l o y e d a n d 
cheap h o u s i n g a n d e n f o r c i n g t o u g h a n t i - c a r t e l r e g u l a t i o n s t i m u l a t e s e n t r e ­
p r e n e u r s h i p . R e l i a b l e i n f r a s t r u c t u r e a n d easy access t o cen t res o f t e chno ­
l o g i c a l k n o w - h o w also h e l p . Since s m a l l a n d m e d i u m - s i z e d en te rp r i se s can be 
v i e w e d as t h e e n g i n e fo r d u r a b l e j o b g r o w t h , E u r o p e s h o u l d set a s ide 
a d d i t i o n a l funds fo r s t i m u l a t i n g s t a r t e r s r a t h e r t h a n u s i n g pe rhaps too m u c h 
p u b l i c f u n d s t o c rea te p u b l i c sector jobs for w h i c h t h e r e m a y be no r e a l need . 
G i v e n t h e s c a r c i t y o f seed c a p i t a l , v e n t u r e a n d e q u i t y c a p i t a l for s t a r t e r s a n d 



t h e i n h e r e n t r i s k t h a t s t a r t e r s t a k e , t a x i n c e n t i v e s fo r c i t i z e n s w h o p u t u p 
e q u i t y fo r s t a r t e r s a re a good idea . C a p i t a l m a r k e t i m p e r f e c t i o n s c a n be 
r e m e d i e d b y m a k i n g t h e r e t u r n o n e q u i t y a n d , i f t h e s t a r t e r goes b a n k r u p t , 
t h e e q u i t y s t a k e i t s e l f e x e m p t f r o m i n c o m e t a x e s . T o a v o i d f r a u d , t h e r e 
s h o u l d be a l i m i t o n t h e e q u i t y s t ake t h a t i s covered b y t h i s scheme. O t h e r 
p o s s i b i l i t i e s a r e e x e m p t i o n f r o m V A T for t h e f i r s t f e w y e a r s o f o p e r a t i o n , 
w a g e subs id i e s ( e spec i a l l y fo r p e r s o n n e l t h a t i s i n v o l v e d i n r e s e a r c h a n d 
d e v e l o p m e n t ) , f a c i l i t i e s for e x p o r t c r e d i t a n d acce le ra ted schemes for w r i t i n g 
i n v e s t m e n t o f f f o r t a x p u r p o s e s . T h e r e c e n t a g r e e m e n t a t t h e t o p i n 
A m s t e r d a m t o use t h e reserves o f t h e E u r o p e a n I n v e s t m e n t B a n k t o g i v e 
c r e d i t for s m a l l a n d m e d i u m - s i z e d h i g h - t e c h en t e rp r i s e s i n o rde r t o boost j obs 
i n E u r o p e i s a l o n g t h e l i n e s o f e x i s t i n g p r o g r a m m e s i n T h e N e t h e r l a n d s . 
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T h e D u t c h economy has p e r f o r m e d r e m a r k a b l y w e l l i n r e c e n t y e a r s . I n 
1983 t h e u n e m p l o y m e n t r a t e s tood 2 percentage p o i n t s above o t h e r E u r o p e a n 
c o u n t r i e s . N o w i t has been h a l v e d , a n d 5 percen tage p o i n t s b e l o w t h a t o f t h e 
r e s t o f E u r o p e . T h e u n e m p l o y m e n t r a t e a t a r o u n d 6 pe r cent i s close t o t h a t o f 
t h e U n i t e d S ta tes a n d B r i t a i n . T h e p u r p l e c o a l i t i o n o f Soc ia l D e m o c r a t i c a n d 
m a r k e t - o r i e n t e d p a r t i e s has r e d u c e d t h e n u m b e r s u n e m p l o y e d b y a q u a r t e r 
a n d c r ea t ed h a l f a m i l l i o n jobs i n f o u r years . T h e y have done t h i s w h i l e m a i n ­
t a i n i n g t h e soc ia l f ab r i c o f t h e c o u n t r y a n d a n e q u i t a b l e i n c o m e d i s t r i b u t i o n . 
T h e g r o w i n g g u l f b e t w e e n t h e poor a n d t h e r i c h a n d t h e s t e a d y d e c l i n e o f 
p u b l i c services , f a m i l i a r f r o m for e x a m p l e B r i t a i n , has n o t been a f e a t u r e o f 
t h e D u t c h r ecovery . H o w e v e r , t h e D u t c h sha re w i t h t h e B r i t i s h a t r a d e - a n d 
m a r k e t - o r i e n t e d o u t l o o k . 

D u r i n g t h i s p e r i o d t h e D u t c h h a v e also t r i m m e d d o w n t h e p u b l i c sector 
d e f i c i t f r o m m o r e t h a n 10 t o less t h a n 2 pe r cen t o f n a t i o n a l i n c o m e a n d 
a r r e s t e d t h e g r o w t h i n t h e deb t t o G D P r a t i o . A t t h e same t i m e , t h e y l o w e r e d 
t a x e s fo r bus ines s a n d c i t i z e n s a n d u n d e r t o o k m a s s i v e p u b l i c i n v e s t m e n t 
p r o g r a m m e s . T h e D u t c h h a v e p r o f i t e d fo r decades f r o m a s o u n d m o n e t a r y 
p o l i c y t h a t gua ran t ees a s t r o n g cu r r ency , l o w i n f l a t i o n a n d l o w i n t e r e s t r a tes . 

H o w has t h i s D u t c h m i r a c l e been achieved? T h e doub le s w o r d o f s u s t a i n e d 
w a g e m o d e r a t i o n a n d a n c h o r i n g t h e v a l u e o f t h e g u i l d e r t o t h e D e u t s c h e -
m a r k h a s d r a m a t i c a l l y i m p r o v e d t h e c o m p e t i t i v e n e s s o f D u t c h f i r m s . U n i t 
l a b o u r costs r e m a i n e d r o u g h l y cons t an t d u r i n g t h e l a s t 15 yea r s ; e l sewhere i n 
E u r o p e t h e y rose s t e a d i l y b y 3 pe r cen t each year ! T h e s h a r e o f p r o f i t s i n 
v a l u e a d d e d m o r e t h a n t r i p l e d . These t w o fac to r s f u e l l e d t h e e n g i n e fo r a 
b o o m i n n e t expor t s , p r i v a t e i n v e s t m e n t a n d e m p l o y m e n t . W a g e m o d e r a t i o n 
i n d u c e d e n t e r p r i s e s t o use less c a p i t a l a n d m o r e l a b o u r , so l a b o u r p r o d u c -



t i v i t y g r o w t h h a s b e e n less s t r o n g . C o n s e q u e n t l y , e m p l o y m e n t has g r o w n 
r a p i d l y desp i t e m o d e s t g r o w t h o f t h e gross domes t ic p r o d u c t . 

W a g e m o d e r a t i o n does n o t come l i k e m a n n a f r o m heaven . T h e D u t c h t r a d e 
u n i o n s h a v e r e s t r a i n e d wages i n exchange for social pol ic ies f r o m g o v e r n m e n t 
a n d e n t e r p r i s e s . T h e g o v e r n m e n t has a c t i v e l y s u p p o r t e d w a g e m o d e r a t i o n 
t h r o u g h c u t t i n g t a x e s o n l a b o u r . B y g i v i n g t a x cu t s t o f i r m s w h o h i r e l o n g -
t e r m u n e m p l o y e d , e m p l o y l o w - p a i d w o r k e r s o r p r o v i d e a p p r e n t i c e s h i p 
schemes a n d c h i l d ca re f a c i l i t i e s , t h e g o v e r n m e n t encourages f i r m s t o ac t i n 
t h e p u b l i c i n t e r e s t . W o r k e r s h a v e ag reed t o w o r k o n t h e w e e k e n d ; i n t h e 
e v e n i n g a n d a t n i g h t i n exchange fo r s h o r t e r w o r k i n g h o u r s . T h e b o o m i n 
p a r t - t i m e w o r k h a s c o n t r i b u t e d t o t h e f l e x i b i l i t y o f t h e D u t c h economy a n d 
boos ted female p a r t i c i p a t i o n . 

T h e l a t e L o r d K a l d o r m a y have been r i g h t i n a r g u i n g t h a t m o n e t a r y po l i cy 
i s o n l y o f secondary i m p o r t a n c e i n c o n t r o l l i n g i n f l a t i o n . T h e r e a l c r e d i t for t h e 
s t r e n g t h o f t h e g u i l d e r a n d t h e l o w i n f l a t i o n r a t e m u s t go t o t h e consc ien t ious 
t r a d e u n i o n s o f T h e N e t h e r l a n d s . C o n v e r s e l y , c r i t i c s o f E u r o p e a n M o n e t a r y 
U n i o n w h o a r g u e t h a t E u r o p e ' s u n e m p l o y e d a re i n d i r e n e e d o f a dose o f 
m o n e t a r y e x p a n s i o n l i v e i n c loud-cuckoo l a n d . Once wages c a t c h u p w i t h 
i n f l a t i o n , m o n e t a r y e x p a n s i o n o n l y l eads t o m o r e i n f l a t i o n a n d a w e a k e r 
c u r r e n c y , n o t t o m o r e jobs . I n fac t , t h e D u t c h a rgue t h a t m o n e t a r y e x p a n s i o n 
i s a m i s c h i e v o u s a t t e m p t t o m o d e r a t e wages a n d foo l t h e u n i o n s . T r u s t i s 
b u i l t u p b y n e g o t i a t i n g w i t h t h e u n i o n s face to face a n d b y o f f e r i n g t a x cu t s , 
t r a i n i n g , c h i l d care a n d s h o r t e r w o r k i n g h o u r s i n exchange for wage moder ­
a t i o n a n d m o r e f l e x i b l e w o r k i n g hou r s . 

A n o t h e r f ac to r b e h i n d t h e j o b g r o w t h i s t h a t t h e g o v e r n m e n t has c u t b a c k 
soc i a l s e c u r i t y . N o t so m u c h b y c u t t i n g t h e generous l e v e l o r d u r a t i o n o f 
b e n e f i t s , b u t b y t o u g h e n i n g u p e l i g i b i l i t y r e q u i r e m e n t s , i m p r o v i n g t h e 
e f f i c i e n c y o f t h e s o c i a l s e c u r i t y s y s t e m a n d i n t r o d u c i n g m a r k e t - o r i e n t e d 
r e f o r m s i n d i s a b i l i t y a n d s ickness i n s u r a n c e . A s a r e s u l t , soc ia l i n s u r a n c e 
p r e m i u m s a n d l a b o u r costs have f a l l e n , f u r t h e r s p u r r i n g j o b g r o w t h . R a i s i n g 
t axes a n d p o s t p o n i n g p u b l i c i n v e s t m e n t projects cu t s t h e p u b l i c sector de f i c i t , 
b u t pushes u p l a b o u r costs a n d des t roys jobs . 

W h a t o t h e r lessons a re t h e r e t o be l e a r n e d f r o m t h e D u t c h exper ience? 
F i r s t : t h e g o v e r n m e n t s h o u l d engage i n a f r u i t f u l d i a logue w i t h t r a d e u n i o n s 
a n d en t e rp r i s e s . T h e socia l p a r t n e r s s h o u l d be encouraged t o t a k e a l o n g - t e r m 
v i e w a n d i n v e s t i n each o the r . R a t h e r t h a n t h e p rac t i ce o f q u i c k h i r e a n d f i r e , 
f i r m s a n d u n i o n s s h o u l d agree t o r e t r a i n w o r k e r s w h o face t h e sack. I t i s 
e s sen t i a l t h a t n e g o t i a t i o n s do n o t t a k e place a t t h e l e v e l o f t h e i n d i v i d u a l f i r m 
or w o r k e r , b u t a t a h i g h e r l e v e l . Pe rhaps , ag reements b e t w e e n social p a r t n e r s 
o n w a g e m o d e r a t i o n , s h o r t e r w o r k i n g h o u r s , h i r i n g t h e l o n g - t e r m u n e m ­
p l o y e d , t r a i n i n g , c h i l d care a n d t o p p i n g u p socia l s e c u r i t y s h o u l d be e x t e n d e d 



b y t h e g o v e r n m e n t t o cover t h e w h o l e i n d u s t r y i n o r d e r t o a v o i d free r i d e r 
b e h a v i o u r . 

S e c o n d : f l e x i b l e a n d p a r t - t i m e w o r k b e n e f i t s b o t h e m p l o y e r s a n d 
employees , e spec ia l ly i n a socie ty w h e r e m o r e w o m e n w a n t t o w o r k , y o u n g 
p e o p l e n e e d t o l i n k u p w i t h t h e l a b o u r m a r k e t , peop le h a v e d i f f e r e n t 
i n d i v i d u a l needs, a n d f i r m s face i n c r e a s i n g c o m p e t i t i o n f r o m ab road . F l e x i b l e 
a n d p a r t - t i m e w o r k s h o u l d n o t be forced f r o m above, b u t t a i l o r - m a d e t o f i t t h e 
needs o f e m p l o y e r s a n d employees . A l s o , u n e m p l o y m e n t s h o u l d be fo r ced 
d o w n b y s t i m u l a t i n g e m p l o y m e n t r a t h e r t h a n b y c u t t i n g e f fec t ive l a b o u r 
s u p p l y . T h e N e t h e r l a n d s s t i l l ha s a l o n g w a y t o go i n g e t t i n g m o r e people 
f r o m t h e age o f 45 o n w a r d s , as w e l l as t h e p a r t i a l l y d i s a b l e d a n d w o m e n t o 
p a r t i c i p a t e i n t h e l a b o u r m a r k e t . T h i s is t h e r o y a l r o u t e t o p r o t e c t people 
a g a i n s t i n c o m e loss . I t a lso boos ts t h e t a x base a n d p r o v i d e s a f i r m e r 
f o u n d a t i o n for t h e w e l f a r e s tate. 

T h i r d : c u t t i n g t axes s h o u l d also f e a t u r e a t t h e t o p o f a l e f t - w i n g agenda . 
T h e i d e a i s t o use t h e t a x s y s t e m t o p r o v i d e i n c e n t i v e s fo r w a g e m o d e r a t i o n , 
s h o r t e r w o r k i n g h o u r s , u n e m p l o y m e n t r e d u c t i o n , t r a i n i n g a n d c h i l d care . 
R a t h e r t h a n c u t t i n g t h e l e v e l o r d u r a t i o n o f soc i a l s e c u r i t y b e n e f i t s , one 
s h o u l d r e l y o n t h e e a r n e d i n c o m e t a x c r e d i t t o m a k e i t a t t r a c t i v e fo r u n e m ­
p l o y e d people to accept a j o b . R e f o r m o f t h e soc ia l s e c u r i t y s y s t e m s h o u l d 
e n s u r e t h a t t h e a r m y o f f l e x i - w o r k e r s gets s i m i l a r e n t i t l e m e n t s t o soc ia l 
s e c u r i t y as w o r k e r s w i t h t e n u r e . I n a d y n a m i c economy t h e f l e x i - w o r k e r s t a k e 
a l l t h e r i s k s . T h e y s h o u l d n o t be pena l i s ed for d o i n g so. 

T h e B r i t i s h e c o n o m y s t o r m s p a s t C o n t i n e n t a l E u r o p e i n t h e w o r l d 
c o m p e t i t i v e n e s s s takes t h a n k s to decades o f m a r k e t - o r i e n t e d r e f o r m s . S t i l l , 
t h e O E C D p o i n t s to H o l l a n d as t h e e x a m p l e o f h o w c a p i t a l i s m c a n w o r k w i t h 
a f r i e n d l y face as w e l l . I r e l a n d also d e m o n s t r a t e s t h a t consensus , t r u s t , 
p r a g m a t i s m , c o r p o r a t i s t l a b o u r m a r k e t s a n d a good e d u c a t i o n s y s t e m c a n 
y i e l d r a p i d g r o w t h w i t h o u t s a c r i f i c i n g soc ia l j u s t i c e . These c o u n t r i e s s h o w 
t h a t i t i s w o r t h w h i l e t o s t r i k e a ba lance b e t w e e n v i t a l i s i n g t h e economy a n d 
n e w w a y s o f o r g a n i s i n g s o l i d a r i t y b e t w e e n t h e y o u n g a n d t h e o l d , t h e h e a l t h y 
a n d t h e s ick a n d t h e r i c h a n d t h e poor. T h e D u t c h a n d t h e I r i s h h a v e s h o w n 
t h a t one c a n h a v e a f l e x i b l e economy w i t h a f a i r d i s t r i b u t i o n o f i n c o m e a n d 
access t o h e a l t h care a n d s c h o o l i n g r e g a r d l e s s o f i n c o m e or soc ia l s t a t u s . 
Consensus , s e c u r i t y a n d soc ia l j u s t i c e c a n go h a n d i n h a n d w i t h f l e x i b i l i t y 
a n d r a p i d j o b g r o w t h . T h a t is t h e cha l lenge . 
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A P P E N D I X 

S t r u c t u r a l U n e m p l o y m e n t a n d T a x a t i o n 

Matching Jobs and Vacancies 
C o n s i d e r t r a d e b e t w e e n e m p l o y e r s w i t h v a c a n t j o b s a n d u n e m p l o y e d 

w o r k e r s a n d i g n o r e o n - t h e - j o b sea rch . T i g h t n e s s o f t h e l a b o u r m a r k e t i s 
p r o x i e d b y t h e r a t i o o f t h e vacancy r a t e V t o t h e u n e m p l o y m e n t r a t e U , t h a t 
i s X = V / U . T h e Po i s son m a t c h i n g p r o b a b i l i t y Q ( X ) o f a v a c a n t j o b i s s m a l l i f 
t h e l a b o u r m a r k e t i s t i g h t ( i .e . , Q ' ( X ) < 0 ) . T h e f low i n t o t h e pool o f u n e m p l o y e d 



( i . e . , S ( l - U ) w h e r e S s t ands fo r t h e exogenous s e p a r a t i o n r a t e ) m u s t e q u a l 
t h e o u t f l o w ( i .e . , Q U X w h e r e Q U is t h e p r o b a b i l i t y o f a n u n e m p l o y e d p e r s o n 
f i n d i n g a j o b ) . H e n c e , t h e e q u i l i b r i u m u n e m p l o y m e n t r a t e r i s e s as t h e 
s e p a r a t i o n r a t e r i ses , l a b o u r m a r k e t t i g h t n e s s f a l l s a n d m a t c h i n g t e chno logy 
worsens : U = S [ S + X Q ( X ) ] _ 1 . I n percen tage changes w e o b t a i n t h e Beveridge 
curve: 

1 = U ( l - ( j . ) x o r u = - L ( l - u ) x , w h e r e 0 < |0. = - d l o g Q / d l o g X < 1 

w h e r e L s t a n d s fo r t h e l e v e l o f e m p l o y m e n t a n d s m a l l l e t t e r s i n d i c a t e 
percentage changes f r o m t h e reference va lues . 

Hiring 
E a c h o p e r a t i n g f i r m e m p l o y s one u n i t o f l a b o u r a n d p r o d u c e s o u t p u t 

Y = F ( K , E ) , w h e r e c a p i t a l i s r e n t e d a t t h e w o r l d r a t e o f i n t e r e s t R a n d e n e r g y 
E i s i m p o r t e d a t t h e w o r l d p r i c e P E a n d faces a n ad-valorem t a x r a t e T E . 
M a t c h i n g w o r k e r s a n d j obs i s a t i m e - c o n s u m i n g , cos t l y a n d u n c o o r d i n a t e d 
a c t i v i t y ; so h i r i n g costs a re a f r a c t i o n y o f t h e e c o n o m y - w i d e p r o d u c e r wage . 
I n e q u i l i b r i u m each f i r m sets t h e d i s c o u n t e d n e t p r o d u c t i v i t y o f l a b o u r ( i .e . , 
a f te r s e p a r a t i o n is t a k e n i n t o account ) e q u a l to t h e expec ted c a p i t a l i s e d w a g e 
costs p l u s h i r i n g costs. T h i s o p t i m u m c o n d i t i o n can be r e w r i t t e n as: 

A ( R , P E , T E ) = F ( K , E ) - R K - P E ( 1 + T E ) E - ( 1 + T L ) W [ 1 + Y ( R + S ) / Q ( X ) ] . 

w h e r e W is t h e wage r a t e . R e w r i t i n g t h i s ( s u p p r e s s i n g t h e effects o f R a n d 
P E ) i n percentage t e r m s , w e get t h e hiring schedule: 

x = - e D ( w + t L + c o t E ) w i t h e D H [ ( R + S ) Y + Q ] / ( R + S ) Y U > 1 

andco = P E ( l + T E ) E / A . 

A t i g h t l a b o u r m a r k e t m e a n s t h a t vacanc i e s t a k e l o n g t o f i l l a n d t h e 
c a p i t a l i s e d v a l u e o f expec t ed h i r i n g costs a re h i g h , hence f i r m s a re less 
w i l l i n g t o p a y a h i g h w a g e . A l o w e r p r o d u c t i v i t y o f l a b o u r (e .g. , d u e t o a 
h i g h e r w o r l d i n t e r e s t r a t e or cost o f energy) depresses h i r i n g . 

Sharing the Surplus 
A j o b m a t c h i n v o l v e s a r e n t , w h i c h is t h e s u m o f expec ted sea rch costs for 

t h e f i r m a n d t h e w o r k e r ( i n c l u d i n g forgone p r o f i t s a n d wages ) . S p l i t t i n g u p 
m e a n s t h a t b o t h t h e firm a n d t h e w o r k e r h a v e to engage i n cos t l y s ea rch 
a c t i v i t i e s . A m o r e p rogress ive t a x s y s t e m ( lower Z) induces wage m o d e r a t i o n 
as t h e w o r k e r a n d t h e f i r m rea l i se t h a t t h e g o v e r n m e n t gets a l a r g e r s l ice o f 
w a g e increases . Consequen t ly , t h e f i r m gets a l a r g e r share o f t h e r e n t a n d t h e 
w a g e m a r k - u p M fa l l s . A b i g g e r s e p a r a t i o n r a t e S or i n t e r e s t r a t e R a n d a 



t i g h t e r l a b o u r m a r k e t ( h i g h e r X ) r a i s e t h e c a p i t a l i s e d v a l u e o f h i r i n g costs 
a n d t h u s boos t t h e w a g e m a r k - u p . I n a d d i t i o n , a t i g h t e r l a b o u r m a r k e t 
i m p r o v e s t h e chances o f a n u n e m p l o y e d pe r son f i n d i n g a j o b a n d boosts t h e 
b a r g a i n i n g p o w e r o f t h e w o r k e r t h e r e b y f u r t h e r p u s h i n g u p t h e wage m a r k ­
u p . T h i s d i s c u s s i o n o f t h e f ac to r s d e t e r m i n i n g t h e w a g e m a r k - u p c a n be 
f o r m a l i s e d b y d e r i v i n g a N a s h b a r g a i n for s h a r i n g t h e r e n t t h a t ar ises f r o m 
f r i c t i o n s i n t h e l a b o u r m a r k e t . T h i s leads t o t h e f o l l o w i n g exp res s ion fo r t h e 
w a g e m a r k - u p : 

M S ( C E - C u - 5) / C E = y 0 Z [ X + (R + S) / Q ( X ) ] 

w h e r e C T J deno tes c o n s u m p t i o n w h e n u n e m p l o y e d , C E = ( 1 - T A ) W / ( 1 + T C ) 
i s t h e c o n s u m e r w a g e , 8 s t a n d s fo r t h e d i s u t i l i t y o f w o r k a n d f$ i s t h e 
b a r g a i n i n g p o w e r o f t h e w o r k e r r e l a t i v e to t h a t o f t h e f i r m . I f h i r i n g costs are 
zero (y=0) , w o r k e r s a re i n d i f f e r e n t b e t w e e n b e i n g e m p l o y e d a n d u n e m p l o y e d 
( i .e . , M = 0 ) . H i r i n g costs d r i v e a wedge b e t w e e n t h e u t i l i t y o f e m p l o y m e n t a n d 
t h a t o f u n e m p l o y m e n t ( i .e . , M > 0 ) . 

Pe rcen tage changes i n t h e consumer w a g e can , fo r cons t an t E d , be w r i t t e n 
as: 

C E = W - t A - t c = CJJ + M ( z + K X ) 

w h e r e 0 < K = l - ( R + S) (R + S + X Q ) _ 1 ( l - | i , ) < 1. T h i s wage schedule c l e a r l y 
shows a b i g g e r gap b e t w e e n i n c o m e u n d e r e m p l o y m e n t a n d u n e m p l o y m e n t i f 
t h e t a x s y s t e m becomes less progress ive or t h e l a b o u r m a r k e t t i g h t e r . 




