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Introduction

Wage inequality, and particularly in-work poverty and inadequate incomes for
those in work, are a pressing issue. The European Union’s new Directive on
adequate minimum wages addresses this issue in two ways, representing a
substantial change in EU thinking about this. On one hand, it defines a set of
criteria aimed at ensuring adequate statutory minimum wage floors; and on
the other, it promotes broader collective bargaining coverage through various
provisions aimed at strengthening the role of trade unions and obliging Member
States with collective bargaining coverage below 80 per cent to implement
measures to increase it (Miller and Schulten 2024). Both higher minimum
wages and greater collective bargaining coverage are associated with lower
wage inequality and less low-wage work (Haapanala et al. 2023; Zwysen 2024).
Their relationship is debated, however. On one hand, collective bargaining
on wages and statutory minimum wages could be seen as being in conflict,
as higher statutory minimum wages may undermine free bargaining on wages
between trade unions and employers (Haapanala et al. 2023). On the other
hand, a statutory minimum wage may bolster wage bargaining and the trade
union position”). To understand this duality better, it is useful to consider in
detail what is being negotiated and how this affects wage inequality. This brief
makes use of newly available data from a Eurofound project on collectively
negotiated minimum wages in low-paid sectors (Eurofound 2024b) to analyse
directly how negotiated pay rates affect wages and the incidence of low-pay in
the affected sectors, and how this compares with statutory minimum wages.

1. For a more detailed discussion on the interplay between statutory minimum wages and
collective bargaining see Grimshaw, Bosch and Rubery 2014; Bosch, Schulten and Weinkopf 2021.
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Minimum pay in sectoral collective agreements

In a recent project, Eurofound (2024b) mapped the lowest minimum pay rates
specified in 692 collective agreements, at company or sectoral level [regional
or national], between 2015 and 2022 across the EU. This exercise focused on
11 specific low-pay sectors? covering a high proportion of the low-paid workforce
in Europe, and coded agreements that were active in 2020.

Figure 1 Description of sectoral minimum pay rates in 2021
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Note:the figure shows (left) the average adjusted monthly value in euros of the collectively bargained
sectoral minimum wages and statutory minimum wage, and (right) expressed relative to the median
for a full-time worker aged 25-64 [Kaitz index], in 2021. * low degree of representativeness; ** small
sample (Eurofound 2024b).

Source: Eurofound (2024a), EU-SILC.

Figure 1 provides a graphic depiction of this dataset. Generally, negotiated
minimum wages tend to be substantially higher than statutory minimum wages,
especially where the latter are rather high. Furthermore, countries without a
statutory minimum wage (Denmark, Sweden, Austria, Finland, Italy) generally also
have relatively higher collectively negotiated minimum wages. Expressing this
relative to the median wage® (right) shows that while most statutory minimum
wages do not meet the adequacy threshold of 60 per cent, the collectively
negotiated minima do somewhat better. Indeed, a sizeable group actually
ensure a minimum wage at least 60 per cent of the median.* Collectively agreed

minimum wages may fall below statutory minimum wages generally because the

2. These sectors were selected based mainly on the share of low-paid workers at the
NACE 2-digit level, and were: Agriculture; Manufacture of food, leather, textiles and clothes;
Construction, excluding civil engineering; Retail; Postal services and couriers, land transport
and warehouses; Hospitality; Business support services; Residential and social care; Arts,
gambling and sports; Personal services; Domestic personnel.

3. Inthis analysis | estimate the median wage from reported annual earnings for full-time
workers aged 25+ in the EU-SILC for the reference year 2021 rather than using official analyses.
There may then be some deviations with other sources, but is closer to the remainder of the
analysis in this paper.

4, For a more in-depth discussion of minimum wages across the EU, please see Miiller (2024),
or Eurofound (2023b).
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relevant agreements are outdated and not renewed, as indicated by Eurofound
(2024b). Crucially, collectively agreed rates add information on actual minimum
pay within a sector, which could not hitherto be considered fully.

Wage distributions affected by negotiated wages

The question then is to what extent do these minimum pay rates in the
agreements push wages upwards over the distribution? This is analysed first by
connecting the wage agreements at sectoral level to the distribution of wages in
the European Structure of Earnings Survey, in 2018.° Figure 2 shows how wages
change acrossthe distribution for similar workers in similar workplaces when the
relative collectively agreed minimum wage increases by 10 percentage points.
It differentiates between those covered by a sectoral or national agreement
(central), a firm-level agreement, or with no collective pay agreement. Wages
generally increase more at the bottom of the wage distribution when they fall
under higher collectively agreed minimum wages, but the exact pattern and
size of the relationship differ depending on coverage.

What we see is that, first, a higher negotiated minimum wage is associated
with generally higher wages for everyone, regardless of collective bargaining
coverage. There could then be some spillover or ripple effect of negotiated
minimum pay rates on minimum wages overall. Higher wages may also
necessitate higher collectively agreed wages. Second, as the association
is generally higher at the lower end of the distribution, higher negotiated
minimum wages are also associated with lower wage inequality overall. This is
in line with findings for the statutory minimum wage overall, and for coverage
by collective agreements (Zwysen 2024). Third, the pay premia associated with a
higher negotiated minimum pay rate are larger for workers covered by collective
agreements, and over the distribution, consistently positive and relatively high
for those covered by sectoral rather than firm-level agreements.

Figure 2 shows that wages tend to be higher at the lower end of the
distribution for those covered by a collective agreement with higher specified
minimum pay. It is also important to consider how these wage floors directly
affect low-paid work, and consider variation over time. To this end, Figure 3
shows the relationship between a change in either statutory or collectively
agreed minimum wages over time and the incidence of low-paid work within
a specific country and sector. The figure highlights differences between
statutory and collectively agreed minima. First, in the period from 2017 to
2022 statutory minimum wages were not really associated with a reduction
in low-paid work. Collectively agreed minima, however, are associated with a
lower risk of being a low-paid worker. Second, the association differs by the
share of workers covered by a collective agreement. Where more workers are
covered by collective agreements, the negotiated minimum wages in collective
agreements exert more influence over the incidence of low pay, as expected.

5. Thisis a large-scale European dataset on workers’ wages and earnings as well as
characteristics of the workplace such as whether most workers are covered by a specific type
of collective agreement regulating pay. The dataset does not cover smaller workplaces with
fewer than 10 employees in all datasets, and does not cover public sector services in every
country.
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The relationship with the statutory minimum wage is somewhat reversed in
that the association is stronger in the absence of high coverage. Importantly, as
there is little variation in minimum wages over this short period the estimate
is imprecise and not statistically significant, in the sense of different from zero.

Figure 2 Relationship between the relative bite of the collectively negotiated
minimum wage and wages over the distribution

collectively negotiated minimum wage

Effect of 10pp change in Kaitz index

Percentiles of wage
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Note: association of a 10 percentage point increase in the bite of collectively agreed minimum
wages relative to the median by type of collective agreement at the 10th, 25th, 50th, 75th, and 90th
percentiles of the wage distribution, with 95% C.I. Estimated from simultaneous quantile regression
at the individual level controlling for sex, age (in categories), highest qualification, hours worked,
years of tenure at the firm, size of the firm, and week worked in the previous year, as well as country
fixed effect. The negotiated Kaitz index is interacted with collective agreement type. The analysis is
restricted to full-time employees who worked at least 46 weeks of the previous year, and weighted.
Source: author’s calculations based on EU Structure of Earnings Survey 2018; Eurofound (2024a).
This descriptive analysis seems to indicate that, indeed, wage floors set by
collective agreements may key to reducing low-paid work if coverage is high. It
alsoindicates somewhat of a trade-off between statutory and collectively agreed
minimum wages. The former are particularly important when coverage is low,
but they don’t matter as much where there are strong collective agreements.
This is analysed through the EU Statistics on Income and Living Conditions
for the years 2017 to 2022 (Figure 3) by showing the association between
minimum wages — separately using the statutory minimum wage where it
exists and the collectively bargained sectoral one - and an individual’s risk
of working in a low-paid job. The latter is defined as having an approximated
hourly wage below 60 per cent of the median. The relevant sector is identified
by the 1-digit NACE code in EU-SILC and this is linked to the appropriate average
of collectively agreed and statutory minimum wages. To link with collective
agreement coverage the coverage levels are obtained from the SES 2014 and

2018 and inter- and extrapolated over time.

ETUI Technical Brief 2024.03 | April °



Figure 3 Predicted share of low-wage workers with 95% confidence interval
by type and level of minimum wage and by collective agreement
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Note: estimated relation and 95% C.I. between a 10pp increase in the Kaitz index on risk of low-paid
work, estimated from binary logistic regression of being in low-pay work (under 60% of median
hourly wage) on the Kaitz index of minimum wages, either collectively negotiated or statutory, as a
share of the median wage in the country/year, controlling further for sex, age (squared), country of
birth, highest level of qualification, cohabiting and presence of a child, work experience throughout
the year, hours worked on average, and including controls for work experience, industry, country and
year fixed effects. In a second model the Kaitz index is interacted with the share of workers covered
by collective agreements, obtained from EU SES at the country/industry/year level. Analyses are
weighted and standard errors clustered at country/sector/year level.

Source: author’s calculations based on EU-SILC 2017-2022; Eurofound (2024a).

Limitations

While the Eurofound dataset is comprehensive, not all agreements could be
included and there is country-variation in how representative the agreements
are (Eurofound 2024b: 27). These agreements are linked at the sectoral level to
data on workers’ wages and working conditions. While there is no guarantee
that all workers in these sectors are covered by the agreement, even in cases
in which workers in a related sector in the same country are themselves not
covered, itis plausible that agreed rates will have some spillover effect to other,
comparable workers, as found in Zwysen and Drahokoupil (2023). Furthermore,
wage floors may have a limited effect to the extent that employers may not
comply. Indeed, non-compliance with statutory minimum wages is relatively
common (Garnero 2018; Eurofound 2023a). The associations in this technical
brief should thus be seen as a likely lower bound estimate, meaning that the
actual association may be stronger.

These limitations notwithstanding, this is the first comprehensive dataset
that provides an overview of the wage floors negotiated in different agreements,
which allows for a much more detailed analysis of how wage floors are set
through the interplay of social partners and the state, going beyond an analysis
of statutory minimum wages.
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Conclusion

This technical brief makes use of a novel dataset provided by Eurofound,
covering the minimum wages negotiated collectively between 2015 and 2022.
First, descriptively, such collectively negotiated minimum wages tend to
provide somewhat better protection against low pay than statutory minima.
Second, the statistical analysis shows that pay overall, and particularly at the
lower end of the distribution, is higher where negotiated minimum pay rates
are higher. This affects the workers specifically covered, but also those who
are not, and results in lower wage inequality overall. Third, the combination of
high collective bargaining coverage - which is achieved only through sectoral
bargaining — with higher negotiated minimum pay rates results in the lowest
incidence of low-wage workers.

The upshot is thus that minimum pay rates negotiated collectively are an
effective way of limiting inequality and improving wages overall, and account
for some differences between countries and also, within countries, between
sectors. This policy brief also highlights the importance of both channels in
setting adequate wage floors: strong collective bargaining with minimum pay
rates, and a statutory minimum wage as an absolute wage floor.
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