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Abstract

A diversity of opinion exists about the definition, intellectual boundaries, and major premises of the

fields of human resources management (HRM) and industrial relations (IR). To help provide a

common frame of reference for discussion and debate on the symposium topic, I endeavor in this paper

to flesh out a consensus position on these matters. The method used is largely historical. Based on a

review of the origins and evolution of the two fields from the early 20th century to the present day, I

show that human resources (HR) up to the early 1960s was typically considered to be a subfield of IR.

In more recent years, however, HR has largely severed its links with IR and now is widely regarded as

a separate, sometimes competing and sometimes complementary field of study. In the last part of the

paper I use this historical analysis, together with a review of the literatures in the two fields and the

findings and conclusions of the other papers in this symposium, to identity both the commonalities and

differences that distinguish the two fields in terms of their approach to science building (research) and

problem solving (policy/practice). D 2001 Elsevier Science Inc. All rights reserved.
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1. Introduction

Before fruitful discussion and debate can take place on the symposium topic ‘‘What can HR

Learn from IR?’’ an agreement needs to exist on what the terms human resources (HR) or,

equivalently, human resources management (HRM) and industrial relations (IR) represent in
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terms of subject matter and intellectual content. As I will describe in more detail below, a

considerable diversity of opinion currently exists on this matter. Some researchers, for

example, claim IR subsumes HR, while others maintain the opposite. Yet, others believe the

two fields are largely separate entities with little overlap in subject matter and research agendas.

In this introductory essay I try to sort out these conflicting viewpoints and work toward a

consensus. Section 2 examines the historical evolution in the meanings and definitions of the

two fields from the time of their birth in the late 1910s to the present day. I document that up

to the early 1960s HR was widely perceived to be a subfield of IR, but that afterwards the two

fields have largely been regarded as separate entities. The next section then examines the

factors behind this evolution in IR and HR — when and why they emerged as distinct fields

of study and practice, the common and divergent points that separated them in terms of

science building (research) and problem solving (practice/policy), the factors that precipitated

the break-up of IR and HR and HR’s emergence as a separate field, and the contemporary

status of the two fields. Finally, in the last section I use the preceding evidence to deduce what

I believe are the essential positive and normative premises that form the respective paradigms

underlying the two fields.

The focus, it should be noted, is on the American experience, although other English

language literature is referenced. The reader is alerted to the fact that the definition and

interpretation of the HR and IR terms in other countries, such as in the United Kingdom,

sometimes diverge from American usage (see Guest, 1987; Legge, 1995; Storey, 1992), and

the evolution of events and ideas discussed here are likewise in important respects specific to

this country.

2. Defining HR and IR

As described more fully in a moment, the fields of HRM and IR as both subject areas in

university curriculums and vocational areas of practice in the business world were born in

North America in the late 1910s to early 1920s. In the beginning a plethora of names were

used to describe this broad subject area. Names commonly encountered include employment

management, labor management, personnel management, personnel administration, labor

relations, industrial relations, industrial relations management, and employment relations.

The term ‘‘human resource management’’ was not used, as far as I can tell, but the more

general term ‘‘human resources’’ was already employed to connote the idea that the nation’s

labor input is embodied in human beings and represents a form of capital good that can be

augmented through various forms of private and public investment, such as education,

training, and public health programs (Commons, 1919, p. 129).

During the 1920s certain of these terms gained ascendancy and others largely disappeared

and, at the same time, a consensus slowly emerged about their meaning and content. All of

these terms somehow dealt with work, employment, and relations between employers and

employees. The umbrella term used to describe the entire area of study and practice was

industrial relations. It subsumed all aspects of work, included problems and issues affecting

both employers and employees, dealt with the practices of both employer and worker
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organizations, and covered all employment relationships regardless of union status (Hicks,

1941; Social Science Research Council, 1928).

IR, in turn, was widely regarded as having two major subdivisions within it. The first dealt

with the management of labor, the second with collective bargaining and methods of

workforce governance (Russell Sage Foundation, 1919). Terminology converged relatively

quickly with respect to the former and by the mid-1920s most writers used the labels

personnel management or personnel administration (e.g., Scott & Clothier, 1923; Tead &

Metcalf, 1920). As the name implies, personnel management approaches the study of work

and employment from the employer’s perspective. It focuses on the goals of employers, the

practices employers use to attract, retain, motivate, and develop the labor input of workers,

tends to see workers as a means to an end (e.g., to achieve greater profit, organizational

effectiveness), and emphasizes individual relations and modes of dealing between employers

and employees.

A consensus term for the latter area of IR took longer to develop, but by the mid-1930s

labor relations had become common (e.g., Watkins & Dodd, 1938). As envisioned at the

time, labor relations approaches the subject of work and employment from the employee’s

perspective. The emphasis is on the goals and needs of workers, examines the problems and

issues they face in the work world, explains why individual workers may be at a power

disadvantage vis a vis the employer, and tends to emphasize and advocate collective forms of

dealing between workers and employers through trade unions.

The term ‘‘industrial relations’’ was thus broadly construed and was generally seen as

subsuming ‘‘personnel management’’ within it. At the famous nonunion Hawthorne plant of

the Western Electric (the site of the Hawthorne experiments by Elton Mayo and colleagues),

for example, the title of the person in charge of the corporate employment function was ‘‘Vice

President of Industrial Relations’’ (Roethlisberger & Dickson, 1939) and, likewise, scattered

across several dozen cities were local organizations of personnel managers called ‘‘Industrial

Relations Associations,’’ e.g., the Industrial Relations Association of Chicago (Personnel,

August 1940).

The meanings and boundaries of these terms remained largely unchanged up to the

early 1960s. Indicative is the following passage, quoted verbatim from the 1958 edition

of the Handbook of Personnel Management and Labor Relations, written by three

prominent scholars and one practitioner (Yoder, Heneman, Turnbull, & Stone, 1958).

They state (p. I-22):

In current practice, careful usage employs the terms personnel management or personnel

administration to refer to the management of manpower within a plant or agency, and the

terms emphasize employer relations with individual employees, in such activities as

selection, rating, promotion, transfer, etc. In contrast, the term labor relations is generally

used to describe employer relations with groups of employees, especially collective

bargaining — contract negotiation and administration. Industrial relations, or employment

relations, in recent years, has come to be used as the broadest of these terms, including the

areas of both personnel management and labor relations. ‘‘Industrial relations’’ or

‘‘employment relations’’ thus describes all types of activities designed to secure the efficient

cooperation of manpower resources.
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That IR at this time had the broad usage ascribed to it by Yoder et al. (1958) is

illustrated by several examples. In 1945, for example, Cornell University established the

New York State School of Industrial and Labor Relations — the program title still in use

today. Although (for reasons to be discussed shortly) most people today would assume that

this title means the program focuses mainly on organized (unionized) employment

relationships, the original meaning is that the program pertains to all aspects of work

and covers both organized and unorganized employment relationships (the meaning of IR)

but with an emphasis on unions and collective bargaining (the meaning of ‘‘labor

relations’’). Another example is the title of the Industrial Relations Research Association

(IRRA), an organization founded in 1947. The intended broad and inclusive meaning of IR

is indicated by the statement of Purpose in the organization’s original constitution (IRRA,

1994, p. ix): ‘‘The purposes of this Association are: 1. the encouragement of research in all

aspects of the field of labor — social, political, economic, legal, and psychological —

including employer and employee organization, labor relations, personnel administration,

social security, and labor legislation. . ..’’ As a third example, through most of the 1950s it

was widely accepted that the new fields of human relations and industrial sociology, and

Elton Mayo, Chris Argyris, William Foote Whyte and other researchers in them, were also

part of the larger field of industrial relations (Kaufman, 1993; Miller & Form, 1951;

Wilensky, 1954).

What was standard terminology in 1960 is no longer so today. Over the ensuing four

decades the labels attached to these various fields and subfields have taken on new meanings

and new labels have appeared and old ones threaten to disappear. One notable trend is the

replacement of the old term ‘‘personnel management’’ with the new one ‘‘human resource

management.’’ The terms ‘‘human resources’’ and ‘‘management of human resources’’ can be

found scattered in various writings prior to the 1960s but they never achieved widespread

currency nor were used as a substitute term to describe the field of personnel management

(Marciano, 1995). According to Strauss (2001), the human resource term was first used in this

substitute sense in the mainstream literature in 1964 when Myers, Pigors, and Malm (1964)

renamed their personnel readings text to Management of Human Resources: Readings in

Personnel Administration and, the same year, Wendell French (1964) published the first

edition of his text The Personnel Management Process: Human Resources Administration.

Their inspiration for using the HR term came from two identifiable sources. The first is a

published lecture (cited by French, 1964, p. 5) given in 1958 by economist E. Wight Bakke

titled ‘‘The Human Resources Function.’’ In it Bakke clearly defines the HRM function in

terms of the management of people in organizations and articulates many of the main themes

of contemporary HRM (Bakke, 1958). The second, as noted by Strauss, is that Myers,

Frederick Harbison, and other economists/IR scholars were doing research in the late 1950s

on the role of labor as a factor in economic growth and in that context used the ‘‘human

resource’’ term in various publications (e.g., Human Resources for Egyptian Enterprises, by

Harbison & Ibrahim, 1958).

For the next 10 years or so the ‘‘personnel’’ and ‘‘human resources’’ terms were largely

used interchangeably. Then, beginning in the early 1980s, sentiment started to shift rapidly

in favor of the HR term. In 1989, for example, the major professional association for
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personnel managers changed its name from the American Society for Personnel Admin-

istration to Society for Human Resource Management. This shift was mirrored in industry

where titles such as Vice President of Personnel and Vice President of Industrial Relations,

the most common titles through most of the 1960s, were replaced by Vice President of

Human Resources. Likewise, in the world of academe nearly all business schools by the

mid-1990s had renamed their majors and courses from ‘‘personnel’’ to ‘‘human resources

management’’ and almost all textbooks had dropped the ‘‘personnel’’ term in favor of HRM

(Strauss, 2000).

Accompanying the name change was also a gradual shift in outlook about both the

philosophy and conceptualization of the field. The new outlook is well captured by

Dulebohn, Ferris, and Stodd (1995, p. 30). They state, ‘‘The connotation of the term

HRM is distinct from PM [personnel management] in the following ways. First,

whereas PM implies human resources are expenses, HRM indicates an organizational

emphasis on human resources as organizational assets. . .. Second, PM signifies a group

of discrete human resource administrative subfunctions and maintenance activities that

are reactive, passive, and secondary to the other significant business functions. HRM

on the other hand indicates a proactive approach, an integration of human resource

subfunctions, and an enhancement and expansion of the function, position, and

strategic importance of HRM within the organization.’’

This view is widely repeated in textbooks and professional publications, has spawned

a new and rapidly growing subfield called strategic HRM, and in the eyes of most

participants has contributed to a major strengthening of the field. But, less often

remarked upon, this conceptualization of HRM also creates problems. Is HRM, for

example, a generic activity done by all business organizations with employees, or does

it connote one specific approach or philosophy to people management (e.g., a ‘‘human

capital,’’ strategic approach)? If the former, the term would seem to include a plethora

of alternative approaches (or ‘‘strategies’’) to people management, rather than just one

(e.g., some firms will practice HRM in a nonstrategic, administrative manner; others will

take a strategic ‘‘cost-minimization’’ approach; and yet others will take a strategic

‘‘high-performance’’ approach); if the latter then presumably some other label (personnel

management?) must be used to describe the people management function at ‘‘non-

HRM’’ organizations (e.g., the many organizations that find it profitable to manage

people in a nonstrategic, cost-minimizing approach). Likewise, if HRM is conceptualized

as a strategic, human capital approach to people management, the very concept of

‘‘HRM strategy’’ becomes either contradictory or considerably narrow in application —

contradictory in that ‘‘strategy’’ implies choice over alternative people management

approaches but if HRM is defined as a human capital approach there is only one

approach to choose from; narrow in that if choice is to indeed be exercised as part of

‘‘strategic HRM’’ then this choice process is (by definition) confined to alternative

employment practices within the human capital model. Also troublesome, the new HRM

term leads to a conflation of positive and normative analysis in that HRM scholars are

at once asked to objectively examine ‘‘what is’’ in the world of work while maintaining

a commitment to ‘‘what should be.’’
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A second major shift in terminology that occurred post-1960 was in the popular

interpretation of the meaning and intellectual boundaries of IR. As noted previously,

through the 1950s IR was typically defined very broadly to subsume ‘‘all aspects of work’’

and both union and nonunion employment relationships. For reasons explained in the next

section, over the next four decades the term increasingly took on a much narrower meaning

that equated it (largely) with labor relations — which is to say the study of unions and

collective bargaining and the activities/functions that go with these in the world of industry.

This viewpoint was already well developed by the late 1970s, for example, per the

observation of Strauss (1978, p. 535) that, ‘‘collective bargaining represents industrial

relations’ central core’’ and was reaffirmed two decades later when Strauss and Whitfield

(1998, p. 5) observed that, ‘‘Until recently academic industrial relations in most countries

focused primarily (but not exclusively) on union–management relations.’’ This metamor-

phosis in meaning of the IR term is well captured in Thomas Kochan and Harry Katz’s

(1988) popular textbook Collective Bargaining and Industrial Relations. Although the title

clearly links IR with unionized employment relationships, in the first sentence of the book

they define the field broadly per historical convention as ‘‘a broad, interdisciplinary field of

study and practice that encompasses all aspects of the employment relationship.’’ But, then,

in the third sentence they introduce this qualifier, ‘‘Within this broad field industrial

relations professionals have historically given special attention to relations between labor

and management,’’ and after this statement the remainder of the book is devoted to

collective bargaining topics.

To be sure IR, at least in the academic world, never completely lost its broader focus

(Wood, 2000) and, indeed, in recent years (per the Strauss & Whitfield, 1998 quote; see also

Fiorito, 1997) efforts have been made to give more attention to personnel/HRM issues and

nonunion employment relationships. This trend is evident, for example, in the annual

programs of the IRRA, which, 20 years ago, were heavily oriented toward union topics

but which now feature a more eclectic, balanced range of work-related subjects. A number of

IR academics have in recent years also called for a broader, more expansive conception of the

field (Kochan, 1998). These broadening efforts notwithstanding, outside a small fraternity of

IR academics the popular interpretation of ‘‘industrial relations’’ is now firmly associated

with labor–management relations and, perhaps secondarily, issues associated with national

labor policy and various workforce/employment problems. Recognizing this reality, a number

of people in IR now favor renaming the field ‘‘employment relations’’ (ER) in an effort to

give it a more contemporary image and broader intellectual domain (Lubanski, Due, &

Madsen, 2000). [The ER term appeared contemporaneously with the IR term in the late 1910s

but never achieved widespread usage.] A number of academic programs and textbooks have

made this switch (e.g., Bamber & Lansbury, 1998).

The ultimate implication for the term ‘‘industrial relations,’’ and for the academic field it

represents, is still unclear, however. Three alternative scenarios are discernible.

� In the first scenario the term ‘‘industrial relations’’ is used equivalently to ‘‘labor

relations’’ and HR and IR become, in effect, alternative subfields in the broader study of work

and employment. In this scenario, HR and IR are seen for the most part as complement

subjects but with some overlap of focus (e.g., HRM courses include a modest amount of
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coverage on union-related topics and IR courses include a modest amount on the goals,

structure, and operation on business firms). This approach is suggested in the growing

proliferation of titles of various organizations and books that now include both the HR and IR

labels, such as the University Council of Industrial Relations and Human Resources Programs

and the text Human Resource Management and Industrial Relations (Kochan & Barocci,

1985) The clear implication of this terminology is that HR and IR represent distinct but

related areas of teaching and research.

� A second scenario is that the term ‘‘industrial relations’’ is reestablished in its

broader meaning as ‘‘all aspects of work,’’ or that the substitute term ‘‘employment

relations’’ succeeds at this task. In this vein, it is worth noting that outside the US the

IR and ER terms have more successfully maintained their original broad meaning, as

evident in the large HRM component found in programs and membership of the

International Industrial Relations Association (IIRA). Possibly American IR can rebuild

using this international foundation.

� A third scenario, and one much the opposite of number two, is that that term ‘‘industrial

relations’’ (and ‘‘employment relations’’) gradually fades from sight and that HR (or HRM)

becomes the name of the broad field of study. In this scenario — now evident in many HRM

textbooks, the term ‘‘industrial relations’’ is dropped altogether and ‘‘labor relations’’ is used

whenever unionized employment relationships are discussed. But, since the unionized sector

of the economy in the US is now a small and shrinking share of total employment, even the

‘‘labor relations’’ term will be used less and less. Hence, in this scenario the HR or HRM

label comes to dominate as the descriptor of the field of study and, going further, is

increasingly seen as representing the study of the entire employment relationship. This

reversal of roles is clearly evident in the definition of HRM recently offered by Ferris,

Barnum, Rosen, Holleran, and Dulebohn (1995 p. 1): ‘‘Human resource management is the

science and practice that deals with the nature of the employment relationship and all of the

decisions, actions, and issues that relate to that relationship.’’

3. The historical evolution of HR and IR

Since there is a diversity of viewpoints and some confusion about the meaning of the HR

and IR labels and the subject areas they represent, it is useful to take a closer look at the

historical evolution of the HR and IR fields in order to better understand their juxtaposition

today. The reader should note that the account provided here of the origins and development

of the IR and HR fields is in certain important respects quite different relative to oft-cited

research works on the subject (e.g., Dulebohn et al., 1995; Lawrence, 1985; Ling, 1965;

Marciano, 1995; Wren, 1994) and most textbook accounts.

The fields of HR and IR had their genesis in the concept of labor problems (Kaufman,

1993). Beginning in the last quarter of the 19th century, public concern began to grow

about the conditions of labor in this country and the adversarial, sometimes violent relations

between employers and their workers. This period was marked by large-scale immigration,

the development and spread of the factory system, long periods of recession and
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depression, and the emergence of a wage-earning labor force. Out of this confluence of

factors developed numerous problems and maladjustments that came to increasingly occupy

and worry public opinion. Collectively known as ‘‘labor problems,’’ these maladjustments

included an apparent growing hostility between employers and workers (evidenced by

growing numbers of strikes and acts of violence), widespread inefficiency and waste in

industry brought on by stupendously high rates of labor turnover, haphazard management

methods, and worker ‘‘soldiering’’ on the job (standing around or working as little

as possible), and often deplorable conditions for workers, including poverty-level wages,

12-hour workdays, primitive health and safety conditions, and autocratic and often

discriminatory treatment by managers. These concerns came to a head in the World War

I (WWI) years when the production demands of a wartime economy, the political drive ‘‘to

make the world safe for democracy,’’ and the ‘‘Red Scare’’ associated with the Bolshevist

revolution in Russia most clearly exposed the contradictions and shortcomings of the

existing industrial order.

It was in the years immediately preceding WWI that the previously mentioned terms,

such as ‘‘employment management,’’ ‘‘personnel management,’’ ‘‘industrial relations,’’ and

‘‘employment relations,’’ first appeared and only during the 1918–1920 period that they

came to connote a new movement in industry and field of study in academe. The common

denominator of these terms was that they represented an attempt to reform the employment

system used in American industry and put it on a more scientific and humane footing. By

the early 1920s, as earlier indicated, the term ‘‘industrial relations’’ was widely used as the

descriptor for the entire field of study. As seen at the time, IR covered all aspects of work

and, in particular, focused on the causes and solutions to labor problems. A consensus also

emerged among academic writers that improved IR (i.e., reduced labor problems) could

best be accomplished along three broad avenues of reform. These were collectively known

as the employers’ solution, the workers’ solution, and the community’s solution to labor

problems (Watkins & Dodd, 1940). The employers’ solution involved the science and

practice of personnel management, the workers’ solution was trade unionism and collective

bargaining, and the community’s solution was protective labor legislation and social

insurance. None of these methods sought to replace capitalism, private property, or a

market economy; they sought only to make capitalism and markets operate more efficiently

and equitably.

Through the 1950s the concept of IR succeeded in serving as the umbrella concept that

brought together people with otherwise disparate interests and perspectives on the work

world. The common denominator that brought people together under the IR banner was

rejection of two principles of the traditional employment model: (1) the ‘‘commodity’’

conception of labor and (2) the ‘‘autocratic authority/unrestricted rights’’ model of manage-

ment. Thus, the personnel manager in industry, the social worker in a settlement house, the

trade unionist, and the university professor teaching a labor/personnel course could all agree

on the importance of treating workers as human beings and in providing channels for due

process and employee voice and they all found common ground within IR through their

commitment to the cause of employment reform and the use of man-made institutions (e.g.,

firms, unions, government) to improve the efficiency and equity of the labor process. But,
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there were also within IR numerous tensions and rivalries that made this coalition of

reformers a fragile one and that ultimately led to its splitting apart.

At its founding the academic and practitioner wings of IR were dominated by two quite

different groups. The IR practitioners were largely from the ranks of industry, composed

principally of personnel managers and, secondarily, of management consultants and writers.

The academic wing, on the other hand, was composed primarily of institutional-oriented

economists specializing in labor economics, along with a smaller cadre of scholars and

adjunct faculty drawn from psychology, sociology, political science and business admin-

istration. This diverse grouping contained at the very birth of the field the seeds of its

eventual dissolution.

As I have argued elsewhere (Kaufman, 1993), these diverse individuals and groups tended

to form two distinct schools of thought in IR. In one school, which I have called the

‘‘personnel management’’ (PM) school, were contained those people who for intellectual or

vocational reasons were primarily interested in the ‘‘employers’ solution’’ to labor problems

of personnel/HRM. They tended to take an ‘‘internal,’’ inside-the-firm perspective on the

cause of labor problems, to emphasize building a community of interest between labor and

management, and to see the principal route to accomplish this task as improved management

education and practice. Although some members of the PM school took a relatively liberal

perspective on the role of trade unions and government regulation, in practice the large

majority sought to minimize the influence of both (Hicks, 1941; Tead & Metcalf, 1920).

The second school of thought, which I have labeled the ‘‘institutional labor economics’’

(ILE) school, contained a diverse group of academics and reformers that for various reasons

emphasized the workers’ solution of trade unionism and the community’s solution of

protective labor legislation and social insurance to labor problems. They tended to take an

‘‘external,’’ outside-the-firm perspective on the cause of labor problems, to emphasize the

inherent conflict of interest and power imbalance between the employer and individual

worker, and the need for institutional forms of power balancing and joint governance in the

employment relationship through collective bargaining and labor legislation. Although

members of the ILE school also advocated the employers’ solution of improved personnel/

HRM practices and published major research on the topic (Commons, 1919, 1921; Slichter,

1919a, 1919b, 1920), they nonetheless strongly believed that improved personnel/HRM was

by itself insufficient and unbalanced and would fail in the long run if collective bargaining

and labor legislation were not used to put a floor under market competition and police the

unscrupulous and grasping among the employer class.

In the early years these diverse perspectives coexisted under the IR label. Several reasons

account for this. First, through most of the 1920s the reform impulse emanating from the

WWI years continued to provide a common bond and community of interest for both PM and

ILE proponents. A second factor was that people in both groups were impressed with, and

contributed to, the progressive management philosophy and new HRM programs pioneered

by the companies in the Welfare Capitalist wing of employers (see my accompanying article).

Also important was that trade unionism during the 1920s entered a period of decline and

quiescence, thus largely removing from active consideration a highly divisive issue. And

finally, community of interest in the academic wing was promoted by the low disciplinary
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walls that then existed among work-related scholars and the inclusive, broad-ranging research

interests of the institutional labor economists who dominated the field. Because this latter

point is important to the story that follows, additional elaboration is merited.

To a degree largely unappreciated today, up to the 1950s the discipline of economics

dominated both teaching and research in IR and, more particularly, the subfield of personnel/

HRM. At the time, economics was regarded as the foundational discipline for the study of

business, courses in business administration (e.g., marketing, finance) were often considered

to be ‘‘applied economics,’’ and the greatest number of full-time faculty teaching in business

schools had an economics degree (Bossard & Dewhurst, 1931; Kaufman, 2000).

Thus, with respect to the teaching of IR and personnel/HRM, courses were typically

offered in two different venues. One was in a ‘‘labor problems’’ course offered by an

Economics department, often located in a College of Arts and Sciences; the second was in a

course in personnel management offered through a college of commerce or business

administration. The former had the largest enrollments, was nearly always taught by a full-

time faculty member with an economics degree, provided a broad-ranging treatment of labor

problems and the three solutions thereto, generally approached the subject from a social

science perspective, and not infrequently was presented in a way that was favorable to the

workers’ interests and critical of business and profit-making. Typical texts by labor

economists were Introduction to the Study of Labor Problems (Watkins, 1922) and The

Labor Problem (Estey, 1928).

The personnel/HRM course, on the other hand, provided a more in-depth treatment of

the full range of functional activities associated with the employment staff activity in

companies (e.g., recruitment, compensation, training, etc.), approached the subject from a

management perspective, and was more vocational and less ‘‘social’’ in orientation. A

modest amount of attention was given to collective bargaining and labor law The personnel

course was commonly considered to be ‘‘applied labor economics’’ and, hence, was often

taught by a labor economist (Brissenden, 1926). However, business schools also recruited

faculty with an industrial psychology background to teach the course and part-time

instructors and adjunct faculty from the ranks of industry. (Management itself was not a

well-developed academic field of study at the time and thus ‘‘management’’ faculty were

unavailable.) Typical texts were Personnel Administration by Tead and Metcalf (1920) and

Personnel Management by Scott and Clothier (1923). Tead was a management consultant

and adjunct faculty member at Columbia University, Metcalf was a former political science

professor who became a management consultant and director of the Personnel Research

Federation, Scott was a professor and consultant in industrial psychology, and Clothier was

a personnel practitioner.

A similar pattern was repeated in research on IR and personnel/HRM. From the beginning

of academic writing on labor problems and solutions thereto, economists were at the

forefront. The first step to be explored was the workers’ solution to labor problems of trade

unionism and collective bargaining, commencing in 1886 with the publication of Richard

Ely’s The Labor Movement in America (Ely, 1886) and culminating in a series of acclaimed

works by colleagues John R. Commons and associates at the University of Wisconsin. The

second solution to be explored in the academic world was the community’s, again led by Ely
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and, particularly, Commons through the founding of the American Association for Labor

Legislation in 1906 and various works on labor law and social insurance (e.g., Principles of

Labor Legislation by Commons & Andrews, 1916).

Last to be explored was the employer’s solution. This topic was first addressed in

broad outline by nonacademics, such as Frederick Taylor in his various writings on

scientific management (e.g., ‘‘A Piece Rate System: A Partial Solution to the Labor

Problem’’), and consultants to management, such as Meyer and Daniel Bloomfield,

Robert Valentine, and Ordway Tead. It was only in 1919, however, that the first

substantive scholarly writing appeared on the new philosophy and practice of person-

nel/HRM. The former was described and motivated by Commons in his book Industrial

Goodwill, the latter in two major articles in the Journal of Political Economy (one of the

discipline’s premier scholarly journals) by, respectively, economists Sumner Slichter and

Paul Douglas (Douglas, 1919; Slichter, 1919a). Then, 10 years later, influential assess-

ments of the state of personnel/HRM in American industry were authored by economists

William Leiserson (1929) and Slichter (1929). Although extant histories of the field of

personnel/HRM (e.g., Wren, 1994) cite writers such as Hugo Munsterberg, Vilfredo

Pareto, and Elton Mayo as the primogenitors of academic research on personnel/HRM,

during the first decade of the field’s life the contribution of noneconomist academics was

modest (see Rossi & Rossi, 1925, showing that Commons had more personnel-related

studies cited in the literature than any other academic writer, and far more than Mayo et

al.). This fact reflected, on one hand, the dominant position of economics as a discipline

in the study of business and the broad domain of topics considered as falling within the

field of labor economics in this period (not only market allocation of labor but also

allocation and utilization in firms) and, on the other, the relatively underdeveloped nature

of rival disciplines in the organizational and behavioral sciences and the narrow,

technique-oriented research agenda pursued by industrial psychologists during this period

(described in more detail shortly).1

Although the PM and ILE schools were both self-consciously part of IR in the pre-WWII

years, even at this early date there were tensions and fault lines that would later widen and

deepen until the two schools split apart in the 1960s. Illustrative of this tension is the

observation of Frank Stockton (Stockton, 1932, p. 224), dean of the business school at the

University of Kansas, that: ‘‘Labor economics men, who have the social point of view,

coupled perhaps with an anti-management complex, look with suspicion upon personnel

management as a means of driving labor and eliminating trade unionism. They disdain

personnel further because of its apparent lack of theory. The personnel instructor, on the other

hand, thinks that he at least is working in terms of reality, and may be inclined to dislike the

fault-finding tone of labor economists and to belittle the socioeconomic approach to industrial

questions.’’ Stockton’s comments are echoed by other writers. On the ILE side, for example,

economist Paul Ellsworth described personnel management and other such commerce courses

1 As I have argued elsewhere (Kaufman, 1998, 1999a), Commons should be considered the ‘‘father’’ of the

broad field of IR and Commons and the duo Tead and Metcalf the ‘‘fathers’’ of the subfield of personnel/HRM.
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as ‘‘an intellectual desert’’ (Lampman, 1993, p. 84), while on the PM side one commerce

professor (Dowrie, 1928, p. 82) implored economists to ‘‘come down out of the air of abstract

speculation’’ and deal with concrete, practical subjects.

These cleavages in the 1920s were then exacerbated by subsequent developments and

events. First to be mentioned are the Great Depression and the surge in trade unionism

unleashed by the New Deal labor policies of the Roosevelt Administration. During the

1920s there was a relative consensus among both PM and ILE proponents that the

Welfare Capitalist experiment in progressive management was a positive development and

one that promised improved IR (Leiserson, 1929; Slichter, 1929). This consensus

shattered in the 1930s, however, when the economic depression forced all but the most

progressive companies to repeatedly cut wages, lay off employees, speed up the pace of

work, and take a more authoritarian approach to management. The proponents of the ILE

school interpreted these events as clear evidence that the PM approach could not be

counted on to deliver improved IR, that ‘‘external’’ economic forces are far more

important than ‘‘internal’’ management practices in determining IR outcomes, and that

the individual worker needs protection against the superior power of employers. Then,

starting in 1933, the new Roosevelt administration sought to promote economic recovery

by stabilizing and raising wages through greater collective bargaining, restrictive wage

and hour laws, and social insurance programs (unemployment and old age insurance). The

net result was a surge of union organizing and strikes, the spread of collective bargaining

across American industry, and greater government intrusion in corporate labor policy.

While the ILE camp looked on these developments as a needed step to stabilize the

economy and protect the workers’ interests (Kaufman, 1997b; Kaufman & Lewin, 1998),

the PM camp saw them as destructive to good management and efficient plant operation

and, in the long run, a ‘‘lose–lose’’ for all sides (Hicks, 1941). These quite divergent

perspectives thus contributed to a significant weakening of the bonds that united the PM

and ILE schools in IR.

These bonds were further strained by intellectual and ideological differences arising out of

the Hawthorne experiments and the development of the ‘‘human relations’’ movement. The

most prominent interpreter of the Hawthorne experiments — Harvard Business school

professor Elton Mayo — and the subject of ‘‘human relations’’ were both considered in

the 1930s–1940s to be within the field of IR (Kaufman, 1993). But several aspects of Mayo’s

writings, the interpretation of the Hawthorne experiments contained in the influential book

Management and the Worker by Roethlisberger and Dickson (1939), and the positions staked

out by later human relations writers, considerably antagonized the ILE camp. For example,

Mayo (1945, p. 59) disparaged economic theory as holding an ‘‘absurd’’ view of human

behavior (e.g., an ‘‘economic man’’ that is only motivated by pecuniary considerations) and

caricatured economists as believing that society is best organized as a ‘‘rabble’’ of

unconnected individuals. Second, Mayo and Roethlisberger and Dickson treated certain

(alleged) findings of the Hawthorne experiments as new discoveries (e.g., restriction of

output, the importance of informal work groups) when, in fact, labor economists had earlier

written extensively on the subject (Commons, 1913, 1919; Mathewson, 1931) Third, Mayo

and other human relations writers seemed to suggest that unions hindered workplace
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cooperation and integration and were unnecessary if companies properly took care of

workers’ psychosocial needs. And, fourth, from an ILE point of view the human relations

school placed far too much stress on psychosocial determinants of behavior and neglected the

influence of markets and other forces from the external environment (Arensberg et al., 1957,

pp. vii–x; Dunlop, 1950).

These positions sat badly with many ILE proponents, particularly the new group of labor

economists who had come to dominate labor economics and IR by the late 1940s.

Important names include John Dunlop, Clark Kerr, Richard Lester, and Lloyd Reynolds.

While these labor economists were more analytic and conversant with neoclassical

economic theory, they nonetheless practiced an interdisciplinary, ‘‘social science’’ approach

to labor issues that gave equal emphasis to the operation of labor markets and institutions,

including firms (Kaufman, 1993). Indeed, it was this group of labor economists who

founded the IRRA and organized most of the IR institutes and centers founded in the

decade after WWII. But their interdisciplinary sympathies notwithstanding, these econo-

mists felt a strong antipathy to human relations on both intellectual and ideological grounds

and evinced a disinterest toward behavioral science research in general. As a result, they

mirrored in reverse form many of the shortcomings that Mayo and colleagues had been

charged with, e.g., excessively simplistic characterizations of the human relations position,

overemphasis of the external environment and neglect of internal psychosocial forces, and

bias in favor of collective bargaining (Dunlop, 1950; Kerr & Fisher, 1957). In addition,

these economists largely controlled the IRRA and through programs and publications

communicated to the PM side that they were second class citizens in the IR field and not

entirely welcome.

A final set of factors contributing to weakened bonds between the ILE and PM schools was

the trend toward disciplinary specialization and science building in academe and the

concomitant professionalization of the personnel function in industry.

With respect to the latter, although personnel practitioners continued to have a strong

identification with IR into the 1950s, signs of disaffection began to appear a decade earlier

and gradually spread. In part, they came to develop a growing sense of professional identity

(or ‘‘trade consciousness’’) with the vocation of personnel administration and their functional

role as managers, and at the same time began to feel increasingly uncomfortable with the IR

label and its tacit recognition that the relations between employers and employees are often

adversarial and conflictual (Spates, 1944). One clear sign was that over time an increasing

number of local personnel associations replaced the ‘‘industrial relations’’ term in their titles

with ‘‘personnel’’ or some equivalent label.

A growing specialization and division of labor was also underway in the academic

world that over time substantially weakened the community of interest holding together

the disparate disciplines under the IR label. Economics, for example, was gradually

becoming more analytical, dominated by neoclassical microeconomic theory, and focused

on markets. But up to the 1950s a person could obtain a PhD in economics and

nonetheless specialize in ‘‘institutional’’ aspects of the subject related to business

administration. It was partly for this reason that economists were able to dominate

business schools and teaching and research in personnel management. Illustrative is the

B.E. Kaufman / Human Resource Management Review 11 (2001) 339–374 351



fact that three of the most prominent names in personnel management in the 1950s had

Economics PhDs — Charles Myers, Dale Yoder, and Herbert Heneman, while several

other economists (Bakke, Slichter, Neil Chamberlain) were noted authorities on the

practice of management. [George Strauss, a personnel textbook author and prominent

writer on human relations/organizational behavior in the 1960s, also had a doctorate in

economics, as did his coauthor Leonard Sayles.]

But economics in the 1950s began to shed the interdisciplinary and institutional parts

of its domain, particularly under the influence of the ‘‘Chicago School’’ of George Stigler,

Milton Friedman, and Gary Becker (Kaufman, 1993). Labor economics was in the process

transformed into applied neoclassical microeconomics with an emphasis on rational

behavior, competitive markets, and econometric investigation of large-scale data sets.

This new focus largely cut off the link between labor economics and management and,

indeed, the subject of management and personnel/HRM became terra incognita to most

labor economists trained after the 1950s. Of equal significance for the long run future of

IR, the new generation of labor economists also had much less commitment to and

interest in trade unions and collective bargaining, causing many to disassociate from the

field of IR altogether.

Even greater changes were happening on the management side of academic IR. As noted,

industrial psychologists were involved in the field of personnel management from the earliest

days and, indeed, they considered it ‘‘applied psychology’’ much as the economists

considered it ‘‘applied economics’’ (Kingsbury, 1923). But the psychologists primarily

focused on measurement issues and a narrow range of ‘‘technical personnel procedures’’

(quoting Kornhauser, 1948, p. 172), such as selection tests and job analysis, causing them to

have only a ‘‘narrow technician’s role’’ (quoting Leavitt, 1961, p. 25). Illustrative are the

titles of articles in the first issue of the journal Personnel Psychology, established in 1948:

‘‘Vision Tests for Precision Workers at RCA,’’ ‘‘Interest Tests Reduce Factory Turnover,’’

‘‘Testing Programs Draw Better Applicants,’’ and ‘‘An Attitude Survey in a Typical

Manufacturing Plant.’’

The seeds of change were sown, however, by the Hawthorne experiments and, more

generally, the application of theories in the behavioral sciences to the study of business

organizations and the performance of work. The Hawthorne experiments were important not

only for the knowledge they produced but also for stirring the interest of other behavioral

scientists in workplace issues. Suddenly in the 1940s ‘‘human relations’’ became a very hot

subject and a number of academics, such as George Homans, Conrad Arensberg, William

Foote Whyte, and Eliot Chapple, with a background in social psychology, sociology, and

anthropology became interested in studying people and small groups in factories and other

work organizations. In their research, the environment external to the organization (e.g.,

competitive market forces, labor law, the class structure of society) was typically treated as a

‘‘given’’ so attention could be centered on the internal social system in the plant and the

nature of the psychosocial interactions among workers and between superiors and subordi-

nates (Arensberg et al., 1957; Whyte, 1950). Indeed, the attention was placed so closely on

individual and small group behavior that many features of the organization and its structure

were also overlooked.
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By the late 1950s the human relations movement had fallen into some disrepute for certain

of its overly simplistic or too enthusiastic claims. But as human relations waned, a new field

was born that was to have a major impact on both IR and personnel management. This new

field was organizational behavior (OB). OB began to coalesce as a separate field of study in

the late 1950s and gained recognized, independent status by the mid-1960s (Strauss, 1974;

Whyte, 1965). Today it is a large and thriving study area taught in every university business

school. OB (and its applied offshoot organizational development, OD) is essentially a fusion

of two earlier streams of research. The first is human relations; the second is the branch of

management thought dealing with organizational structure and administration. The central

point made by early researchers in OB, such as Chris Argyris, Whyte, Rensis Likert, and

Douglas McGregor, was that effective organizational performance requires that organizations

be designed and operated in a way that best fits and makes use of the psychosocial needs and

properties of the human beings who manage and work in them. McGregor (1960) thus

developed the ‘‘Theory X and Theory Y’’ typology of human work motivation in order to

make the case for a managerial style that was less command and control oriented, while

Likert (1961) used earlier research of Kurt Lewin on effective leadership styles to make the

case for more participative organizations. All of these new people and ideas, while

strengthening management thought and practice, also caused the PM side to evolve a

separate, increasingly independent set of research and teaching interests that had a dwindling

link to IR.

The developments just outlined had both positive and negative implications for the field of

IR. The positive is that the 1945–1960 period was a ‘‘Golden Age’’ for the field (Kaufman,

1993; Strauss & Feuille, 1981). IR was widely regarded as one of the fastest growing and

most exciting fields of study in universities. As a consequence of the mass unionization of

American industry in the two decades following the New Deal and the wave of labor–

management conflict that erupted after the end of WWII, state legislatures rushed to set up

over two dozen IR schools and institutes. Examples include the IR programs at Cornell,

Rutgers, Wisconsin, Illinois, Minnesota, and UC-Berkeley. Consistent with the broad

interpretation of IR, these programs included faculty and courses from a diverse range of

disciplines, including law, history, economics, sociology, psychology, and management, and

from both the ILE and PM sides of the field. Usually they were located outside of business

schools in order to maintain neutrality between the interests of labor and management. A

survey of IR programs in the 1950s found that the four ‘‘core’’ courses in the curriculum were

labor economics, personnel management, labor law, and collective bargaining (Estey, 1960).

The full representation of the PM side in IR is further illustrated by the IR program at Cornell

University. Students in the early 1950s could take courses in eight ‘‘concentrations’’:

collective bargaining; mediation and arbitration; human relations in industry; industrial and

labor legislation and social security; labor market economics; labor history, organization and

management; personnel management; and industrial education.

But the Golden Age also was weighted down by a number of negatives — the ideological

disputes over trade unionism and human relations, divergent theoretical and disciplinary

approaches to studying employment issues, and the centrifugal forces coming from intellec-

tual specialization and division of labor. The tensions and cleavages these forces created
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finally proved too great, and the community of interest too weak and tenuous, and the IR field

began to split apart in the late 1950s (Kaufman, 1993).2 Part of the dissolution process was a

general pulling back of faculty into their home disciplines, evidenced by much reduced

participation in IR in the 1960s by scholars from sociology, law and history. Another part of

the dissolution process, however, was the secession of the PM school from IR and its gradual

emergence in the 1980s as a rival field of study under the HR (or HRM) label. I now turn to

this process.

In hindsight, the establishment and consolidation of HR as a separate field of study was a

major blow to the fortunes of IR. But at the time when this process first began in earnest (the

early 1960s), most observers were only dimly aware it was taking place and few among the

ILE side expressed much concern. One important reason is that business schools in this

period continued to be regarded by many academics as something of an academic backwater

and personnel management was held in particularly low regard.

The low status of business education in American universities has already been remarked

upon in the context of the 1920s. But this situation persisted through the 1950s. Arnold

Weber (1987), an IR center director and later president of Northwestern University, states in

this regard, ‘‘When I received my PhD in economics from MIT in 1958 and went to teach at a

business school, it was something like running away with a bareback rider at the circus. . ..
Business schools had courses in window display design and turret lathe set ups, and all those

pragmatic things.’’ (p. 19). Moreover, within business schools, few courses had lower status

than personnel management. In their influential report on business education in the late

1950s, Gordon and Howell (1959) remark that ‘‘next to the course in production, perhaps

more educational sins have been committed in the name of personnel management than in

any other required course in the business curriculum’’ (p. 189). Also illustrative are these

2 The pulling away of the PM school from IR, and its gradual shift toward a more self-contained emphasis

on HRM, is evident at the University of Michigan. Beginning in 1961, the university sponsored publication of a

new journal entitled The Management of Personnel Quarterly and the editor for a number of years was George

Odiorne, a well-known writer on management subjects (e.g., management by objectives). That personnel

management as a subject area, and faculty such as Odiorne, were considered part of IR into the 1960s is

indicated by the fact that the new journal was published under the auspices of the Bureau of Industrial Relations

in the Graduate School of Business and Odiorne’s title was Professor of Personnel and Industrial Relations. A

decade later, the journal’s name was changed to Human Resource Management. The editorial director explains

the name change thus (Spring, 1972: inside page), ‘‘the scope of the Bureau of Industrial Relations [created in

the mid-1930s as a PM-oriented research unit] has changed. In its early days, the focal point of the Bureau dealt

with the personnel side of the industrial relations field. From this focal point, our activities, along with those of

the field as a whole, moved into the development of practices that aid in the effective utilization of human

resources. The scope of activities now covered by the Bureau include the entire field of human resources,

management development, and organizational improvement.’’ Then, in the Spring/Summer 1983 issue, this shift

in emphasis toward HRM took another dramatic step. In Noel Tichy’s Editor’s Note (pp. 1–2) explaining the

journal’s new focus, three things stand out: all connection with industrial relations has been severed (no mention

of the term ‘‘industrial relations’’ is made and the Bureau of Industrial Relations is phased out as a separate

entity in the business school), the focus is dramatically shifted toward strategic HRM (the entire first issue is

devoted to a symposium on the subject), and HRM is conceptualized as an integral part of management and

business administration.
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comments by Weber (p. 15), ‘‘When I studied labor relations at Illinois in 1950–1951, there

were a few students at the institute who were taking personnel; they were déclassé by

definition. I would approach these fellows and quizzically ask why they were going into

personnel. . .. They always gave one of two answers that were descriptive of the field: (1) ‘I

did it in the Army,’ or (2) ‘I like people.’’’

Personnel’s low reputation was a product of longstanding problems — its dearth of

intellectual substance, the fragmentation of the subject area into a congeries of functional

specializations (e.g., selection, compensation, training) with little theoretical or conceptual

connection one to the other, and the nonstrategic, primarily administrative role it played in

most (but not all) business organizations. In this vein, management expert Peter Drucker

(1954) commented, ‘‘Yet everything we know today about personnel administration was

known by the early twenties, everything we practice now was practiced then. . .. Personnel
administration is largely a collection of incidental techniques without much internal

cohesion. . .. it is partly a file clerk’s job, partly a housekeeping job, partly a social worker’s

job and partly ‘firefighting’ to head off union trouble or to settle it’’ (pp. 274, 275). These

shortcomings were much in evidence two decades later. Examining the state of the personnel

function, for example, Fred Foulkes (1975, p. 71) concludes, ‘‘In many companies, the

responsibilities of personnel departments have been confined to insignificant kinds of

activities. The staffs of these departments have rarely been consulted on matters of corporate

policy. They have only implemented rather than participated in the development of strategy.

They have developed and implemented too many personnel programs not closely enough

related to the objectives of the company.’’ Foulkes goes on to note that as of the mid-1970s

only 150 of the Harvard Business School’s 39,000 graduates were employed in either a

personnel or IR position, explaining (p. 74), ‘‘Many of them [the graduates] feel that the

personnel field is ‘low status’ and ‘bad news.’’’

But, gradually, personnel’s fortunes began to pick up (and IR’s head down hill). A variety

of factors account for this trend. One is the change in the name of the field from ‘‘personnel’’

to ‘‘human resource’’ management. Although the change in names was partly cosmetic and

driven by a quest for greater legitimacy and status, it nonetheless connoted a more expansive

and substantive mission to the field. A second is the dramatic increase in workplace

regulation/legislation (e.g., antidiscrimination, affirmative action, pension administration,

etc.) that most companies delegated to personnel/HR to handle. A third is the decline in

power and membership of the organized labor movement that allowed personnel/HRM to

shift from a focus on labor relations to subjects such as organizational change and

development. Job opportunities also shifted to the nonunion sector, leading to growing

enrollments in university HR courses and programs. And, finally, personnel/HRM’s potential

was demonstrated by a small group of companies that bucked conventional practice in the

1950s–1960s and implemented personnel/HRM in a strategic, proactive manner (Foulkes,

1980; Jacoby, 1997; Meyer, 1976).

Of most importance to the improved fortunes of personnel/HRM, however, were two other

developments — the successful application of behavioral science research to issues of

management and organizational design, and the development and implementation of the

strategic management concept. Regarding the former, Dunnette and Bass (1963) state, ‘‘many

B.E. Kaufman / Human Resource Management Review 11 (2001) 339–374 355



of the leading schools of business and industrial administration have shifted from the

descriptive study of current personnel practices to the application of principles of the social

sciences to the analysis of organizational problems. . .. The behavioral sciences are making

rapid strides and are moving to a central position in the study of industrial behavior.’’ A

decade later James Martin (1975) echoed this observation. He states (p. 150), ‘‘Personnel

administration and management as taught in collegiate schools of business changed

drastically during the 1960s. This change stemmed in large part from two 1959 founda-

tion-sponsored studies of business schools, which argued persuasively that business school

curricula should incorporate more of the behavioral sciences.’’ Martin goes on to examine the

publications in both academic and practitioner personnel publications and finds evidence that

behavioral science research was increasingly being integrated into personnel theory and

practice. The five most cited academic authors in the practitioner literature, for example, were

all behavioral scientists: Herzberg, McGregor, Porter, Maslow, and Argyris.

Out of the behavioral science research on organizations done in the 1950s–1970s grew a

new model of organizational design and management. Variants include the sociotechnical

model developed by Eric Trist and colleagues in the United Kingdom (Trist, 1981) and the

‘‘high-commitment’’ or ‘‘high-performance’’ model developed by Louis Davis, Richard

Walton, and others in the US (Davis, 1966; Kaufman, 1997a; Walton, 1974). This model

features a flattened organizational hierarchy, employee participation, gain sharing, extensive

communication, formal dispute resolution, and an egalitarian culture and promised higher

organizational performance through a strategy emphasizing mutual gain and effective

utilization of human capital for competitive advantage. This new model was a boon to the

personnel/HRM field on three counts (Beer & Spector, 1984) — its emphasis on competitive

advantage through people was a natural fit with the new ‘‘human resource’’ perspective

sweeping the field; successful implementation of the new model rested on effective HRM

policies and practices and thus heightened the perceived importance of personnel/HRM as an

academic and practitioner subject; and the model’s apparent success in generating both

improved financial performance and worker job satisfaction gave it and personnel/HRM an

aura of progressivism and ‘‘wave of the future.’’

Personnel/HRM was also dramatically impacted by the development and popularization of

the strategic management concept. As I document in my accompanying article in this

symposium, the strategy concept and the gains to be had from adopting an integrated package

of personnel/HRM activities were clearly recognized as early as the 1920s and had become

widely articulated among practitioners by the 1950s.3 But outside a small range of companies

these ideas were not aggressively pursued, nor did academics do much with the subject. The

situation changed dramatically, however, in the early 1980s. Strategic management — earlier

3 For example, in the practitioner-oriented Personnel Handbook (Mee, 1951) one reads this statement on the

very first page (p. 3, emphasis in original), ‘‘the detailed work of employee testing, of job evaluation, or other day-

to-day personnel operations is of little value unless these activities are welded together in a carefully planned,

well-integrated, efficient, and effective program to help achieve the objectives of the business. Therefore, an

essential prerequisite to the development of a personnel program, or any other program, is a clear-cut

understanding of business objectives.’’
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called strategic planning and earlier still ‘‘policy,’’ originated out of work by Michael Porter,

H. Igor Ansoff, and others. It was soon thereafter imported into personnel/HRM. In one of the

earliest contributions, for example, Devanna, Fombrun, Tichy, and Warren (1982, p. 11) say

of the traditional personnel function, ‘‘The recent popularity of human resources management

is causing major problems for traditional personnel departments. For years they have been

explaining their mediocre status by bewailing their lack of support and attention from the

CEO.’’ They then go on to outline a new approach, saying: ‘‘Whether the human resources

component survives as a valuable and essential contribution to effective management will

largely depend on the degree to which it is integrated as a vital part of the planning system in

organizations. In large part, the management of HR must become an indispensable

consideration in both strategy formulation and strategy implementation.’’

The next two decades witness a veritable explosion of writing and research on strategic

HRM in the academic world and a major reorganization and reorientation of the HRM

function in many companies (McMahan, Bell, & Virick, 1998). The outcome appears

mixed. Without question, the strategy concept has helped provide a conceptual base for the

field that it previously lacked, ties HRM practices more closely to overall business

objectives, and achieves a better integration of the various functional personnel activities

of compensation, selection, etc. It has also led to creative empirical research, such as the

impact of alternative HRM practices on firm performance (Becker & Huselid, 1998). On

the downside, despite all the modeling there are few concrete hypotheses obtainable from

this literature, the discussion has been inordinately focused on the high performance HRM

system even though these practices are probably not a good strategic fit for many

companies, and the functional personnel subjects still exist as largely unconnected,

autonomous subjects. One must also note that most HRM textbooks remain heavily

descriptive and lacking of theoretical content, and despite a decade of change the HRM

function at many companies still appears to have a marginal status. In an article in the

Harvard Business Review, David Ulrich (1998, p. 124) asks, ‘‘Should we do away with

HR?’’ He then answers, ‘‘I must agree that there is good reason for HR’s beleaguered

reputation, It is often ineffective, incompetent, and costly; in a phrase, it is value sapping.

Indeed, if HR were to remain configured as it is today in many companies, I would have to

answer the question above with a resounding ‘Yes — abolish the thing.’’’ This is exactly

the conclusion many companies made in the early 1920s after several years experimentation

with personnel departments (Douglas, 1922) and, apparently, the underlying fundamentals

have not appreciably changed.

Despite its longstanding intellectual and practical shortcomings, the HR (PM) side of

the field enters the 21st century with an air of forward momentum and intellectual energy. The

same is much less true for what remains of IR (the ILE side). Since the Golden Age in the

1945–1960 period, IR as a field of study and practice experienced a slow but cumulatively

significant decline to the point some have questioned its long run survival. Indicative is the

query of Weber (1987, p. 257) ‘‘Will IR institutes and the study of industrial relations go the

way of home economics?’’ and the statement of Strauss (1989, p. 9), ‘‘Short of an unexpected

resurgence of union victories academic IR will have to make major readjustments. Otherwise

it may follow the example of the Cigarmakers and Sleeping Car Porters, both leaders in their
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times.’’ [I note, however, that IR outside the US is in better shape, albeit possibly following

the same trajectory.]

IR in the 1960–1980 period experienced a period of slowing intellectual momentum and a

‘‘hollowing out’’ in its base of active participants. Then, in the 1980s and 1990s the fortunes

of the field nosedived, leading to a sense of crisis and widespread angst over its long run

prospects. The hollowing out of IR stemmed from the dwindling base of active academic

participants. Groups from sociology, law, history, and human relations/industrial psychology

that were active in the field in the 1950s largely withdrew to their home disciplines by the

early 1970s (Kaufman, 1993). The same was true even among the labor economists who had

been the largest and most active group of participants. Part of the hollowing-out process

reflected disappointment over the relatively meager payoff to interdisciplinary collaboration,

while another part reflected the allure of more exciting research opportunities and theoretical

developments in the home disciplines (e.g., human capital theory in economics, the

development of OB and OD in management). But another part also reflected the field’s

preoccupation with and ideological commitment to collective bargaining.

From the very beginning of the field, the academics on the ILE side had advocated more

extensive collective bargaining and protective labor legislation. But Commons and colleagues

of the ‘‘first generation’’ also believed that progressive nonunion employers had an important

and constructive role to play (Commons, 1919, 1921; Kaufman, 2001). The most effective

approach to improved IR, they thought, was to have the leading edge of progressive

employers — mostly nonunion — establish and move forward the upper limit of ‘‘best

practice’’ in employment practices and conditions and then use collective bargaining and

labor legislation to establish and gradually advance a floor of minimum standards that all

others had to follow. Thus, while Commons and colleagues were ‘‘pro-collective bargaining’’

they could also be at the same time ‘‘pro-employer.’’ But this was markedly less true for later

generations of IR scholars.

The events and intellectual ideas unleashed by the Depression and New Deal of the

1930s caused a shift of attitude in the ILE camp that was at once more favorable of

collective bargaining and less favorable toward nonunion employers. This shift in

philosophy was mirrored in the decade’s most far-reaching and transformative piece of

labor legislation, the National Labor Relations Act, which not only made it public policy to

protect the worker’s right to join a union and collective bargain but also made it public

policy to encourage exercise of this right. Trade unions were now favored on two counts

(Kaufman & Lewin, 1998) — they introduced ‘‘industrial democracy’’ (also called

‘‘industrial jurisprudence’’) into the workplace, thus replacing autocracy with joint

governance and due process, and they helped promote macroeconomic recovery and long

run growth by taking wages out of competition (stemming the ruinous process of deflation

in the early 1930s) and boosting household purchasing power and aggregate demand

(through bargaining for higher wages). Not only were nonunion employers suddenly

suspect because they appeared to stand in the way of accomplishment of both goals, their

efforts at union avoidance struck many as retrograde and antisocial. Personnel management

acquired the same stigma, since many employers only seemed to give it emphasis when the

threat of unionization loomed (Harris, 1982).
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As already described, due to the spread of collective bargaining across major swaths of

American industry and the host of new issues and problems it raised, research in both the ILE

and PM schools of IR in the 1950s was heavily oriented toward the study of unions and

labor–management relations. But while the PM school explored management and organiza-

tional aspects of labor–management relations, the ILE school went in the opposite direction

and downgraded the management side (and the behavioral sciences) and instead focused

primarily on the practice of collective bargaining and the operation of unions. The exemplar

of the ILE viewpoint is Dunlop’s Industrial Relations Systems book. Published in 1958 and

intended to provide a conceptual framework for the field, it focused on establishment of the

rules of the workplace through the tripartite interaction of employers, unions, and govern-

ment. The framework emphasized ‘‘external’’ forces of markets, technology, and law and

embedded the model in the context of labor–management relations, in the process omitting

nearly any reference to nonunion employers, to the philosophy and practice of management,

or concepts and findings from the behavioral/organizational sciences.

When the PM school left IR in the 1960s, what remained was largely the truncated version

of the ILE school that emerged out of the 1940s–1950s. This model is ‘‘truncated’’ in the

sense that the ‘‘employers’ solution’’ to labor problems in general, and the contribution of the

progressive nonunion employer in particular, largely disappeared as an active research subject

and topic of discussion in the field. This research and policy stance, while a ‘‘winner’’ in the

context of the 1950s, looked increasingly less so as the field moved into the 1970s and 1980s.

Although union membership increased modestly in the private sector and substantially in

the public sector from 1960 to 1979, the overall share of union employment in the economy

dropped steadily. Then, during the Reagan years of the 1980s the bottom seemed to drop out.

Total union membership and density (percent unionized) declined sharply, reflecting a

combination of lackluster organizing of new members and tremendous loss of existing

members from plant closings and downsizings brought on by global competition, dereg-

ulation, and a pro-management shift by government policymakers. Adding to the sense of

crisis in labor–management relations, public and political opinion turned more critical of

collective bargaining and in the public eye trade unions were far less often viewed as a

protector of the underdog and more often seen as a stodgy special interest group that too often

harms competitiveness through inflated labor cost and burdensome work rules (Troy, 1999).

Indicative of the state of affairs in IR versus HR at this time, ‘‘big books’’ of the 1980s in HR

included best-selling titles with upbeat messages such as In Search of Excellence (Peters &

Waterman, 1982) and High Involvement Management (Lawler, 1986), while the fare in IR

was far more gloomy and limited in mass appeal, such as the account of the demise of the

American steel industry in And the Wolf Finally Came (Hoerr, 1988).

The long-term decline of the labor movement, culminating in the crisis years of the 1980s,

took down the field of IR with it (Kaufman, 1993; Strauss, 1989). As job opportunities in

labor–management relations disappeared, student enrollments shifted toward HR courses and

programs. A number of universities reacted by eliminating or downsizing their freestanding

IR centers and institutes, while others were folded into existing management departments.

Faced with few good academic job prospects, the number of doctoral students majoring in IR

dropped sharply. These adverse trends also impacted the other major organizational home for
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IR in the US — the IRRA. Its membership began a long-term decline in the 1980s and

continued to do so through nearly all of the 1990s (in marked contrast to both the HR

Division of the Academy of Management and the Society of Human Resource Management,

both of which enjoyed sizable membership growth).

For the field of IR, the 1990s offered evidence for both optimists and pessimists. With

respect to the latter, the share of the workforce organized continued to shrink, until at the turn

of the century less than 1 in 10 private-sector workers were union members. Although the

influence of the union movement on national employment relations is larger than this number

suggests, a field with labor–management relations as its core subject area is nonetheless

threatened with marginalization. Likewise, IR enrollments continued to slide, additional IR

programs were phased out or consolidated into management/HRM programs, and IRRA

membership further declined. Finally, the pool of intellectual talent in IR grew smaller as few

new PhDs majored in IR, a number of top-flight labor economists and researchers from allied

fields (e.g., law, sociology) gradually severed their connection, and major intellectual

contributors from years past continued to leave the field through retirement and death.

But there were also promising signs for the future. Despite the close association IR has

developed with labor–management relations, the field has always taken in a much wider

domain of work-related subjects and, indeed, can still lay modest claim to its original

jurisdiction of ‘‘all aspects of work.’’ Thus, as collective bargaining declines as a research and

teaching subject, attention in the field shifts to other areas. Recent IRRA research volumes,

for example, have been devoted to subjects such as disabilities in the workplace, HR practices

and firm performance, the older worker, government regulation of the employment relation-

ship, and dispute resolution. Other topics have also commanded considerable attention in the

IR field, such as strategic IR, comparative analysis of national systems of employment

relations, new forms of work organization and the high-performance workplace, reform of

American labor policy, work and family balance, and training and workforce skills

development. Also of note, IR academics continue to be key players in charting national

labor policy, as exemplified by their extensive representation on the Clinton-appointed

Commission on the Future of Worker–Management Relations (Dunlop Commission).

Finally, the decline in the field has forced IR scholars to fundamentally reexamine and

rethink the positive and normative premises that form the foundation of the field. With regard

to the former, a positive development has been a proliferation of new theoretical frameworks

that in various ways frame the field more broadly than labor–management relations. These

models, and a considerable body of new empirical research in the field, also place far more

emphasis on management as a dynamic force in IR (e.g., Ichniowski, Kochan, Levine, Olson,

& Strauss, 1996). The common denominator that makes these studies part of IR is that they

focus on the employment relationship, the joint and sometimes conflicting interests of

employers and employees, and the role of institutions in structuring and mediating this

relationship. Within this common frame of reference, different models emphasize what the

authors consider to be the key feature of the employment relationship, such as strategic choice

(Kochan, Katz, & McKersie, 1986), firms and markets as social control mechanisms (Godard,

1998; Hills, 1995), IR systems as alternative modes of workforce governance (Weiler, 1990),

firms as alternative configurations of HRM practices (Begin, 1991; Gospel, 1999), the labor
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process (Knights & Wilmott, 1990), and the juxtaposition of efficiency and equity (Barbash,

1984; Meltz, 1989). Although not as yet tapped by IR scholars in a significant way, two large

and growing bodies of literature in economics also provide the potential for strengthened IR

theory. The first is work in the economics of personnel (Lazear, 1999; the Gunderson paper in

this symposium), the second is in the economics of organization and new institutional

economics (Barney & Ouchi, 1986; Marsden, 1999; Williamson, 1985).

Rethinking the normative premises of the field has also proceeded, but more slowly and

with greater hesitancy. Many participants maintain a philosophical commitment to joint

governance and, more particularly, the principle and utility of collective bargaining (Kochan,

2000). Others take a more qualified or even critical perspective on collective bargaining but,

typically, tread lightly in research and dialogue in order not to jeopardize their good standing

in the field. This ideological commitment (or constraint) is both a strength and weakness for

the field. On one hand, it helps establish IR’s independent identity as a field, establishes a

community of interest, and guides research on practice and policy; on the other it limits the

ability of the field to reverse its long-term decline, to attract new participants, and to consider

new employment practices and policies that may serve the social interest but in some way

conflict with the organizational interests of the union movement. The nonunion employer

thus remains a highly charged and ticklish subject in IR (Godard & Delaney, 2000; Kaufman,

2001). On one hand, IR risks irrelevance if it does not include the nonunion system of

employment relations in its domain, particularly since many of the nation’s most innovative

and progressive employers are largely or completely unorganized. But, on the other, the value

premises that have infused the field since the days of the New Deal hold that collective

bargaining and trade unionism are the preferred system of determining the terms and

conditions of employment. Out of this contradiction are born many of the field’s current

day problems and controversies.

4. Commonalities and differences

This survey of the historical origins and evolution of the HR and IR fields provides the

‘‘data points’’ for discriminating both their commonalities and differences as academic subject

areas. Additional data points are provided by the companion articles in this symposium,

published articles by other scholars (e.g., Beer & Spector, 1984; Guest, 1987; Kochan, 1998)

that describe the salient features of the two fields, and two recent Handbooks of HRM that

provide contrasting HR and IR approaches to the subject (Ferris, Rosen, & Barnum, 1995;

Lewin, Mitchell, & Zaidi, 1997). In keeping with the statistical analogy, I claim only that the

propositions described below (and as summarized in Table 1) are useful generalizations and

an accurate statement of central tendency or ‘‘mean value.’’ Clearly ‘‘outliers’’ and exceptions

in the literature can be found to each statement, particularly so to the extent employment-

related research done by scholars outside of HR/IR per se is included within the domain of

analysis (e.g., organizational behavior and theory, labor economics). Also, for reasons of

space and expositional coherence subdivisions and schools of thought within the two fields

are at best lightly touched upon (see Legge, 1995; Marciano, 1995; Storey, 1992; Strauss,
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2001). Finally, note that the IR paradigm discussed here is the more narrow, post-1960 version

rather than the expansive ‘‘all aspects of work’’ version that preceded it.

First the common points. HR and IR share a common focus on the world of work. Each is

concerned with the process of work, how it is organized and structured, the relationship

between employers and employees, and the impact the processes and institutions of work

have on the human beings engaged in it and on the broader economy and society.

A second common point is that both HR and IR give attention to all three solutions to labor

problems: the employer’s, the workers’ and the community’s. Although HR emphasizes the

role and contribution of management, unions and government legislation are also considered.

Likewise, although IR emphasizes the role and contribution of unions and government labor

policy, management is also viewed as an important actor.

A third common point is that both HR and IR recognize that labor is embodied in human

beings. This fact has both positive and normative implications. In terms of science building,

both HR and IR researchers necessarily consider basic psychological processes, such as

motivation, cognition, and emotion, in constructing theories and testing hypotheses. The two

fields differ in the extent of attention given to human psychology, with HR researchers from

an OB/OD background on one end and IR researchers trained in neoclassical labor economics

on the other, but all sides have a ‘‘model of man’’ explicit or implicit in their research. HR and

IR are thus both a social science (Kaufman, 1989, 1999b). From a normative point of view,

Table 1

HR and IR: commonalities and differences

Commonalities

1. Focus on employment and workplace issues.

2. Gives attention to management, unions, and government policy.

3. Recognizes the humanness of labor.

4. Seeks positive-sum solutions to labor problems.

5. Are largely applied, multidisciplinary fields.

6. Have normative blind spots.

Differences

1. HR emphasizes employer’s solution to labor problems; IR emphasizes workers’ and community’s solutions.

2. HR largely takes an ‘‘internal’’ perspective on employment problems/research; IR largely takes an

‘‘external’’ perspective.

3. HR’s primary goal is organizational effectiveness/efficiency; IR’s goal is a combination of organizational

effectiveness/efficiency and employee well-being.

4. HR takes a ‘‘instrumental’’ approach to promoting employee interests; IR treats employee interests as an largely

important independent end goal.

5. HR focuses on creating a unity of interest between employer and employees; IR focuses on mediating a conflict

of interest.

6. HR views management power as necessary for organizational effectiveness/efficiency; IR assumes management

power needs checks and balances.

7. HR assumes conflict not inevitable and can be minimized by management; IR sees conflict as inevitable and

requiring third-party intervention.

8. HR sees management as primary contributor to positive employment outcomes and unions and government as

occasionally necessary but often burdensome constraints; IR also sees management as key contributor but only

if supplemented by strong unions and government legislation.
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recognition of the human quality of labor leads HR and IR researchers to subscribe to certain

fundamental ethical principles and human rights. They may differ on the specifics, and not

always honor the principles in the breach, but core elements are likely to include freedom of

mind and body, freedom of association, respect for the individual, fair treatment, and

opportunities for development of the human potential.

A fourth common point is that both fields recognize a tension exists in satisfying,

respectively, the human goals of fairness, self-actualization, and other such normative

values and the economic/organizational goals of maximum effectiveness and efficiency.

This tension is built into the term ‘‘human resource,’’ connoting as it does the human

essence of the labor input but also its fundamental role as a resource in production. (British

writers characterize these conflicting imperatives as the ‘‘soft’’ and ‘‘hard’’ sides of HR/IR.

See Truss, Gratton, Hope-Hailey, McGovern, & Stiles, 1997.) A major goal of each field is

to discover ‘‘positive-sum’’ solutions to labor problems that achieve greater economic

efficiency and organizational effectiveness in ways that also promote greater satisfaction of

employees’ human needs and aspirations.

A fifth common point is that both HR and IR are largely applied, multidisciplinary fields

of practice — just as they were when the fields first emerged in the late 1910s (see the

Mitchell paper in this symposium). To date researchers in neither field have successfully

developed a general, integrative theory or conceptual framework that guides and structures

research on the central workplace issues of interest. Theories and models exist, to be sure,

but they are largely drawn from other allied disciplines, are lower to middle range in

breadth and depth of generalizability, and are often applied in a piecemeal fashion to

specific topics. The strength of both HR and IR is insight and investigation on practice and

policy, the correlative weakness of each is intellectual/conceptual shallowness and

atheoretic descriptiveness.

And, finally, a sixth common point is that both HR and IR have normative ‘‘blind spots’’ in

their research agendas and problem-solving recommendations. By seeking to promote the

employer’s solution to labor problems, HR inevitably takes on the interests and perspectives

of management. In doing so, HR researchers lose a certain degree of objectivity and

neutrality, leading to a number of problems such as neglect of research issues that reflect

badly on management, adoption of a managerialist ideology and approach to theorizing, and

advocacy of practices and policies that favor management interests over those of employees

(see the Delaney and Godard paper in this symposium). IR is guilty of the same sins, but in

the opposite direction. IR researchers, by emphasizing the workers’ and community’s

solutions to labor problems, become unduly critical or neglectful of management, often have

a predisposition to favor ‘‘collectivist’’ solutions to labor problems, and too frequently turn a

blind eye to the abuses and shortcomings of unions and government.

Because of these normative blind spots, both fields lack a sufficient sense of contingency

with respect to their preferred means to resolve labor problems. For example, many HR

researchers become so advocatory of strategic, ‘‘high involvement’’ HRM that they lose sight

it is neither appropriate for nor practiced by the majority of companies, while IR researchers

similarly seem to advocate collective bargaining and union representation as a broad-brush

policy without adequate consideration of the benefits and costs across different employment
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situations. The mixing of normative and positive also leads to a confusing mélange of

descriptive, prescriptive, and conceptual analysis.

Now for the differences. Although the subject of both HR and IR is the world of work,

they take different approaches to the subject reflecting their respective roots in the PM and

ILE schools of the 1920s. For example, HR and IR differ in the subject areas that are the

focus of research (see the Mitchell paper in this symposium). Not surprisingly for a field that

emphasizes the employers’ solution of personnel management, the bulk of HR research is on

management-oriented topics, such as the role of the human resource function in the company,

the theory and practice of functional activities associated with HRM (e.g., compensation,

employee selection), and the impact of employee behaviors and attitudes on the organization

and attainment of organizational goals. Conversely, the bulk of research in IR is focused on

the employee side of the employment relationship and deals with topics broadly related to the

workers’ and community’s solutions to labor problems. Included are topics such as workers’

wages and other terms and conditions of employment, the operation and impact of labor

organizations, and public policy toward labor. A modest amount of research in each field

‘‘crosses over’’ into the other, but even here the theoretical and methodological approach

typically differs (often related to the next point).

Another dimension that separates HR and IR is with respect to the ‘‘internal’’ versus

‘‘external’’ approach to studying the world of work (the Mitchell, Gunderson, and Voos

papers in this symposium). HR researchers, as a rule, look for the source of labor problems

inside the employing organization. This approach calls attention to factors such as organiza-

tional structure and culture, management practices, small group interactions, and individual

psychological differences. Consistent with this perspective, HR researchers tend to come

from internal-oriented disciplines and fields, such as psychology, organizational behavior, and

management.4 IR scholars, on the other hand, typically look for the cause of labor problems

in conditions outside the employing organization. Their ‘‘external’’ orientation calls attention

to factors such as business cycles, competitive market forces in product and labor markets, the

class structure of society, and the structure of the nation’s business and labor law. In keeping

with this perspective, IR scholars as a rule come from disciplines and fields, such as

economics, law, history, political science and the macro side of sociology, that deal with

conditions and events that transcend individual enterprises and people.

While the external versus internal characterization remains valid as a useful generalization,

developments in both HR and IR fields are making it an increasingly fuzzy line. HR research,

for example, has become more ‘‘external’’ oriented in the last decade as greater attention is

paid to the determinants of business/HRM strategy and ‘‘open systems’’ theories of

organizational design, while IR has become more sensitive to the ‘‘internal’’ dimension as

attention shifts to high performance employment systems and the impact of HR/IR practices

on firm performance. Theoretical developments in economics, such as transaction cost

4 Strauss (2001) notes, for example, that in 1999 18 of the 21 members of the Executive Committee of the HR

Division of the Academy of Management also belonged to the Society for Industrial and Organizational

Psychology (SIOP). Only four belonged to the IRRA. By way of contrast, 201 of the academic members of the

IRRA report that their disciplinary affiliation is economics while only 26 report organizational behavior.
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economics and principal–agent and asymmetric information models, are also helping to

foster a more internal perspective in IR.

HR and IR also differ with respect to particular assumptions made about the employment

relationship in the course of conducting research and building models. One such assumption,

for example, concerns end goals. In HR, the end goal presumed in science-building research

and toward which practice and policy are aimed is, typically, achievement of maximum

organizational effectiveness/efficiency. The fact that HR is focused on the employer’s solution

to labor problems necessarily imparts to the field a managerial perspective. And the end goal

of management is to operate the business organization in as an efficient and effective manner

as possible. HR recognizes, of course, that other ‘‘stakeholder’’ interests also have to be

considered, and certainly HRM scholars are committed to promoting the welfare of employ-

ees, but as noted below the common presumption is that through enlightened management

and alignment of objectives the end goal of maximum organizational effectiveness/efficiency

will serve the interests of all parties to the employment relationship, thus making separate and

independent consideration of employee goals largely redundant. In IR, on the other hand, the

end goal presumed in research and practice/policy recommendations takes a more overtly

plural form. IR researchers take as an end goal that business organizations should be run

effectively and efficiently, but they also take as an end goal that the interests of employees

should be protected and advanced independently of what is good for business organizations.

(This statement is true of IR researchers in the ILE tradition; it is much less true of IR scholars

steeped in neoclassical labor economics.) IR thus seeks to optimize a weighted average of

effective organizational performance and employee well-being. IR differs from HR in this

respect because IR historically has placed great emphasis on the workers’ and community’s

solutions to labor problems, as well as the inevitability of a conflict of interest between

workers and management, and these assumptions naturally lead IR researchers to place

greater independent weight on employee interests.

The difference in end goals between HR and IR gives rise to another distinctive feature that

separates the two fields. As previously described, both HR and IR recognize the humanness of

labor and the importance of distinctly human values and aspirations in the work world, such as

fair treatment and opportunities for self-actualization. But they differ in the assumptions made

about how these human values, and employee interests in general, are to be attained and

protected. Typically, modern-day HR researchers assume that the bulk of employers will be

led over the long run to promote the interests of employees and work toward accomplishment

of fundamental human values for two reasons: managers recognize (or come to recognize) that

doing so leads to greater organizational effectiveness, and because managers are ethical

people and subscribe to the basic ethical principles outlined earlier. In this schema, meeting

employee interests and human values is accomplished indirectly (or instrumentally) through

good management. HR researches recognize, of course, that not all employers practice

positive-sum employee relations, so some role exists for government legislation and unions,

but implicitly this role is often regarded as a costly, second-best (‘‘necessary evil’’) solution

that on net harms the long run interests of firms and, often, employees.

IR researchers, on the other hand, believe that managers, no matter how ethical or

professional, will in many situations be led by the goal of organizational effectiveness and

B.E. Kaufman / Human Resource Management Review 11 (2001) 339–374 365



survival to implement HRM practices that are inimical to employees, human values, and the

social interest. The reason, they believe, is that competitive market forces and various kinds of

market failures (e.g., externalities, public goods, principal–agent problems, employer

domination of labor markets) provide firms both the pressure and the ability to treat workers

in ways that are variously exploitative, callous, or unfair — in the process harming

organizational effectiveness and economic efficiency (see the Voos paper in this symposium).

Given that employee interests and human values are independent end goals in IR, and the

view that employers cannot always be counted on to promote and protect these goals, IR

researchers are inevitably led to the conclusion that collective bargaining and government

legislation are not only necessary supplements to and constraints on the practice of HRM but,

on net and if not overdone, have a positive impact on the overall economy and business sector.

This last point leads to another fundamental dividing line between HR and IR. This line

concerns the extent to which a unity of interest versus a conflict of interest characterizes the

employment relationship (see the Lewin, Voos and Delaney and Godard papers in this

symposium). To IR researchers, a conflict of interest between the goals of employers and

workers is fundamental to the employment relationship. From their perspective, the employ-

ment relationship is inherently ‘‘mixed motive.’’ In this view, incentives for cooperation and

mutual gain exist and can be further strengthened through good management practices, but

even in the best managed workplace the interests of employers and workers diverge at key

points. Contemporary HR researchers, on the other hand, take a more optimistic view. Several

decades ago, most writers on personnel management openly acknowledged the existence of a

significant conflict of interest and counseled that HR needs to mediate this conflict by being

an ‘‘honest broker’’ and, when necessary, the ‘‘employee advocate’’ to management (Myers &

Pigors, 1965). In recent years, however, this perspective has been increasingly replaced by

one portraying HR’s mission to be that of a ‘‘business partner’’ seeking to strategically align

employee behaviors with the organization’s business goals (Wright, Dyer, & Takla, 1999). In

this formulation, conflict of interest among stakeholders is downplayed and pictured as neither

inherent nor unalterable. Rather, the job of HR is to help top management maximize

organizational performance by strategically choosing selection, compensation, training, and

employee relations policies that promote ‘‘alignment’’ and a unity of interest. The result, it is

thought, will be a ‘‘win–win’’ for employers and workers.

This point then raises the issue of power in the employment relationship. From an IR

perspective, not only are the interests of employers and employees at least partially in

conflict, employers are most often the more powerful of the two parties due to their

superior financial resources, the existence in normal times of more job seekers than jobs,

and the legal authority employers have (absent collective bargaining and legislative/judicial

restrictions) to unilaterally discipline and discharge workers. For these reasons, the

employer is frequently able to dominate the employment relationship, particularly with

regard to employees in the lower ranks of the organization, with less education or skills, or

from disadvantaged ethnic or social groups. The result is often substandard or inequitable

wages and terms and conditions of employment for these workers and/or insensitive

treatment and lack of equity and due process in the resolution of disputes. IR recognizes

that these conditions do not characterize all firms and, indeed, many pay above-market
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wages and treat employees with dignity and respect. But IR also believes that these

conditions are fragile and can easily deteriorate when the economy goes into recession or

new management takes over. When this happens, the close community of interest often

disappears and the stronger party (management) unilaterally institutes changes in terms and

conditions of employment that are at the expense of the weaker party (employees).

HR researchers also recognize the role of power in the employment relationship, but tend

to look at it differently. They also note that the exercise of power can have harmful

consequences in the employment relationship. The focus, however, is typically on uses of

power that interfere with organizational effectiveness, such as unduly autocratic or non-

participative leadership styles, intra-organizational political battles, and lack of empowerment

of front-line employees. The solution to these problems, however, is not to eliminate the

exercise of power or have unions or government regulate the employment relationship, for

these only trade one source of organizational ineffectiveness for another. Rather, the best

approach is to recognize that power can be a positive force that energizes the organization and

gives it strategic direction. Accordingly, from an HR perspective, the key challenge is to have

management use and structure power in a way that promotes maximum organizational

effectiveness; when this is accomplished power will be used responsibly and for the good of

both managers and workers. When organizational effectiveness is the goal, for example,

managers are led to empower front-line workers so they have greater participation in decision

making and day-to-day operations. Likewise, to maintain an egalitarian, ‘‘unity of interest’’

culture managers will insure that wages and working conditions match or exceed what other

employers provide and that discipline and discharge are done in an equitable manner.

Another characteristic that distinguishes HR and IR regards the causes and appropriate

resolution of conflict between the employer and employee (see the Lewin paper in this

symposium). From an HR perspective, a certain level of conflict and disagreement in

organizations is inevitable since people have different goals, perceptions, and emotional

make-ups. But organizations, like machines, run better with a minimum of internal friction.

Where there is friction (conflict), HR looks to management as both the cause and the

solution. Serious, dysfunctional conflict typically arises, in the HR view, from poorly

thought out or executed management decisions. When management is professional, uses

HRM practices to align company and employee goals, treats employees as partners and

valuable assets rather than expendable commodities, and administers employee relations in

a fair and open way, conflict will be kept at a minimum level and the organization and its

members will prosper. Further, management can actually use conflict resolution to promote

closer integration and unity of purpose by involving employees in the process and

structuring it as an exercise in consensus building and problem solving, as opposed to

an adversarial ‘‘we against them’’ struggle.

IR takes a less sanguine view of conflict in the workplace. IR perceives that workplace

conflict is an inevitable and frequently occurring feature of the employment relationship

that reflects not only the clash of divergent goals and interests between the company and

worker but also the inevitable tension existing between ‘‘order givers’’ (management) and

‘‘order takers’’ (employees). IR also believes that the costs and inequities of workplace

conflict fall disproportionately on employees, given that management has the stronger
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power position and controls the organization. As HR maintains, good management

practices can significantly reduce the amount and severity of workplace conflict, but IR

believes this option will fall short of solving the problem. One reason is that management

often reacts to conflict by trying to deny or suppress it; another is that many employees are

afraid to voice their concerns and problems for fear of management retaliation. In order to

ensure both procedural and distributive justice, IR researchers believe that government and

unions have an important role to play in dispute resolution, either by regulating company-

created dispute resolution systems, providing employees with an opportunity for redress

through courts and regulatory bodies, or by replacing employer-created plans with ones

determined through collective bargaining. From an IR perspective, consensus building and

voluntary resolution of disputes are to be encouraged through management initiative, but

these should not be allowed to serve as a fac̨ade hiding the exercise of autocratic power and

arbitrary and capricious decision making.

I come, finally, to the last difference separating HR and IR — one that has been woven

throughout this essay and represents the cusp of the divide between the two fields. This

difference has to do with the role and relative importance of management, trade unions, and

government in achieving a prosperous and humane employment relationship.5 As a

generalization, HR gives greatest weight to the role and importance of management and

explicitly or implicitly believes that unions and government should be distinctly secondary

players. HR’s position reflects its relatively optimistic assessment of what good management

can accomplish and negative assessment of the contribution of unions and government. In

America’s full employment, fast-growing economy of recent years this perspective resonates

relatively well. IR, on the other hand, recognizes the crucial role played by management but

nonetheless gives greater weight to the role and importance of unions and government — not

as the ‘‘dominant partners’’ in the employment relationship but rather as a balancing force in

the economy and essential supplement to and constraint on management. IR’s position

reflects its view that competitive market forces and structural sources of inequality will cause

companies to adopt economically inefficient and/or ethically unjust employment practices

unless a floor is placed under management practice by collective bargaining and government

5 The typology of HR and IR developed here differs in at least one important respect from that advanced by a

number of other writers (e.g., Beer & Spector, 1984; Storey, 1992). They combine IR and personnel management

together and then contrast these ‘‘traditional’’ approaches with a new approach called HRM (or strategic HRM).

The presumed difference between the two schools of thought is that IR/personnel are reactive, defensive, and cost

centered while HRM is proactive, strategic, and human capital oriented. This characterization is problematic at

both the conceptual and factual level. With regard to the latter, numerous examples from the early IR/personnel

literature can be found that indicate scholars in these fields also emphasized these purported HRM premises and,

further, that a number of companies put these precepts into practice (see, for example, the case studies reported in

Balderston, 1935). At a conceptual level, defining HRM in this manner narrows the theory and practice of HRM to

only one system of employment management (some variant of the high performance paradigm) rather than a

portfolio of alternative systems and strategies. But many firms continue to operate their employment staff function

in fairly traditional ways (e.g., a cost-centered, nonstrategic administrator of personnel programs and activities),

while others make a strategic decision to pursue a ‘‘low road’’ employment policy emphasizing (say) low wages,

few benefits, contingent workers, minimal due process protections, and union avoidance (Marshall, 1991).
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regulation. The contemporary challenge for IR, and the source of its present-day difficulties,

is how to implement this strategy in a way that meets the needs and interests of the 21st-

century workforce and preserves the competitiveness of individual firms and the nation.

To a degree the difference in perspectives between HR and IR arises naturally out of the

scientific division of labor that separates the two fields, but to a degree it also reflects

underlying normative positions. What is largely unrecognized in today’s literature is that

these cleavages are not recent phenomena but go back to the common birth the two fields in

the late 1910s.

5. Conclusion

In the introduction to this essay I noted that a good deal of controversy and uncertainty exists

as to the definitions and intellectual domains of HR and IR as fields of study and how the two

fields relate to each other. Largely through an historical analysis of the two fields’ respective

origins and developments, I have tried to shed further light on these matters. My claim is that

HR and IR in North America both have common roots in the late 1910s and arose in

universities and the business world as a progressive reform movement aimed at increasing the

efficiency, justice, and humanity of the workplace. This progressive heritage still provides a

common ethos for people in the two fields, as exemplified by the continuing effort of

researchers and practitioners to craft better solutions to a host of employment-related problems.

The HR and IR fields are also distinguished, however, by numerous differences in their

approach to research and practice. When the fields were born in the late 1910s, three

alternative ‘‘solutions’’ (or strategies) to employment problems were advanced: the ‘‘employ-

er’s,’’ the ‘‘workers’,’’ and the ‘‘community’s.’’ HR and IR envision a role for all three, but

the emphasis differs. The HR field focuses on the ‘‘employer’s’’ solution of personnel/HRM,

makes increased organizational effectiveness the primary goal, and examines the role

management and HRM practices can play in this process. IR also considers organizational

effectiveness an important goal but emphasizes, in addition, the independent importance of

protecting and promoting the interests of employees. Hence, while IR views employers as an

important actor in the employment relationship, considerable attention is also given to the

workers’ solution of trade unions and collective bargaining and the community’s solution of

labor legislation and social insurance. Numerous other differences also separate the two

fields, such as HR’s ‘‘internal’’ versus IR’s ‘‘external’’ approach to workplace research and

problem solving, the dominance of the behavioral/organizational sciences in HR research and

economics and law in IR research, the emphasis given to unity of interest versus conflict of

interest in the employment relationship, and the role of power and conflict in the workplace.

Out of these differences come numerous opportunities for fruitful exchange and dialogue

between people in the two fields — a process the papers in this symposium hopefully

stimulate and move forward. For this dialogue and exchange to be truly fruitful, however,

scholars on both sides have to give greater recognition to the fact that the different

assumptions separating HR and IR are only specialized tools for investigation and do not

represent a full or universalistic explanatory model for studying the employment relationship.
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The reality of the work world is that most employment relationships represent a mix or blend

of HR and IR assumptions, with some corresponding more closely to the IR view, some more

closely to the HR view, while many others are in the middle. Thus, while I believe that the

division of labor between HR and IR can be a useful intellectual source of productivity in

research, one has to use both models with a clear recognition that their applicability is

situationally contingent and therefore a matter to be determined through empirical investiga-

tion and not as an invariant, a priori theoretical or normative commitment (Kaufman, 2001).

An implication of this viewpoint is that HR and IR are really parts of a larger field, one that

prior to the 1960s was called ‘‘industrial relations’’ and subsumed both of the PM and ILE

schools. Today this intellectual confederation has largely dissolved, leaving HR and IR as

separate and competing fields. In the final analysis, however, HR and IR are at least as much

complements as substitutes in analyzing and solving workplace problems and therefore need

to be seen as partners in a larger intellectual enterprise. If the name ‘‘industrial relations’’ no

longer works, scholars need to find another term and then rebuild cross-disciplinary dialogue

and supporting institutions so the field once again can claim jurisdiction to be the study of

‘‘all aspects of work.’’
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 1 

Understanding European Trade Unionism 
Between market, class and society 
Richard Hyman  
(reader) 
 
In the Nordic countries, trade unions and employers’ organizations are usually 
described as the ‘labour market parties’. In Britain, it has been traditional to speak 
of the ‘two sides’ in industrial relations. In many other European countries, the 
normal term is the ‘social partners’. In different national contexts and historical 
periods, trade unions may be seen – by their own members and officials and by 
outsiders – primarily as economic agencies engaged in collective bargaining over 
routine terms and conditions of employment; as fjghting organizations confronting 
employers in a struggle between hostile classes;  or as components of the 
fabric of social order. In some times and places, they may be perceived in all 
these guises simultaneously. 
 
To simplify the analysis of this complex diversity I identify three ideal types 
of European trade unionism, each associated with a distinctive ideological 
orientation. In the first, unions are interest organizations with predominantly 
labour market functions; in the second, vehicles for raising workers’ status in society more 
generally and hence advancing social justice; in the third, ‘schools 
of war’ in a struggle between labour and capital 
 
Trade unions as substantial organizations were products of the industrial revolution, 
even though in some countries they evolved with no signiW cant disjuncture 
from pre-capitalist artisanal associations. 
 
Initially their character and orientations 
reflected the circumstances of their formation: in most of Europe, brutal 
resistance by employers to assertions of independence and opposition on the 
part of the workforce, often accompanied by state repression. Such hostility in 
turn encouraged in trade unions militant, oppositional, sometimes explicitly anticapitalist 
dispositions towards employers; and radical political attitudes which – 
in circumstances of restricted franchise and autocratic government – were not 
clearly distinguishable from revolutionary socialism. This, not surprisingly, reinforced 
the antagonism of unions’ opponents. 
Yet trade unions survived repression; over decades, indeed generations, survival 
encouraged and was in turn supported by some form of accommodation. Its 
features varied between (and often within) countries; but typically the latter half 
of the nineteenth century saw the more successful unions marginalizing or ritualizing 
their radicalism, and seeking understandings with employers on the basis of 
the maxim of ‘a fair day’s wage for a fair day’s work’ – a principle whose concrete 
meaning, Marx complained, was determined by the operation of the (bourgeois) 
laws of supply and demand. 
 
The debates of a century ago became associated with the triple polarization of 
trade union identities. One model sought to develop unionism as a form of anticapitalist 
opposition. This was the goal of a succession of movements of the left: 
radical social democracy, syndicalism, communism. Despite substantial differences 
of emphasis – and often bitter internecine conflicts – the common theme of 



 2 

all variants of this model was a priority for militancy and socio-political mobilization. 
The mission of trade unionism, in this configuration, was to advance 
class interests. 
 
A second model evolved in part as a rival to the W rst, in part as a mutation 
from it: trade unionism as a vehicle for social integration. Its W rst systematic 
articulation was at the end of the nineteenth century as an expression of social 
catholicism, which counterposed a functionalist and organicist vision of society 
to the socialist conception of class antagonism. On this ideological basis emerged in many 
countries a division between socialist-oriented unions and anti-socialist 
confessional rivals. Ironically, however, social-democratic unionism typically 
assumed many of the orientations of the latter, as social democracy itself shifted – 
explicitly or implicitly – from the goal of revolutionary transformation to that of 
evolutionary reform. Already in 1897 the Webbs (who were Fabian socialists) had 
called for unions to become agencies for the gradual democratization of industry; 
and across Europe, such a programme was increasingly attractive to union leaders 
who still proclaimed their socialist credentials but were anxious to legitimate their 
differences from critics on the left. Concurrently, many christian unionists adopted 
perspectives which were critical of capitalism, arguing that ‘industry ... should have 
as its aim not private proW t, but social needs’ (Lorwin, 1929: 587). Despite their 
organizational confrontation, then, social-democratic and christian-democratic 
unionisms came to share signiW cant common ideological attributes: a priority for 
gradual improvement in social welfare and social cohesion, and hence a self-image 
as representatives of social interests. 
 
A third model, not always clearly demarcated in practice from the second – 
partly because its ideological foundations have more often been implicit than 
explicit – is business unionism. Most forcefully articulated in the USA, but with 
variants in most English-speaking countries, this may be viewed as the selfconscious 
pursuit of economism. Its central theme is the priority of collective 
bargaining. Trade unions are primarily organizations for the representation of 
occupational interests, a function which is subverted if their operation is subordinated 
to broader socio-political projects: hence they must eschew political entanglements. 
The clearest articulation of a business union ideology is in Perlman’s 
Theory of the Labor Movement  (1928), where he condemned the interventions of 
both revolutionary and reformist socialists as obstacles to the ‘maturity of a trade 
union “mentality”’ founded upon workers’ need for collective control of employment 
opportunities. Analogous arguments can be found, however, in the efforts 
of many continental European trade unions to assert their autonomy from the 
socialist parties which had engendered them; or in the sometimes tense relationship 
between British unions and the Labour Party, in which a strict demarcation 
between ‘politics’ and ‘industrial relations’ was often jealously asserted on both 
sides of the divide. The British notion of ‘free collective bargaining’ and the 
German concept of Tarifautonomie  both imply that there should be at most an 
arm’s-length relationship between the sphere of party politics and that of trade 
 
 
 
 
 



 3 

Trade Unions as Economic Actors 
Regulating the Labour Market 
 
In most English-speaking countries, trade unions have traditionally been viewed 
as organizations the primary purpose of which is to secure economic beneW ts for 
their members; in particular, by advancing their ‘terms and conditions of employment’ 
through collective bargaining. From such a perspective, broader social and 
political objectives are of dubious legitimacy, or at best ancillary to unions’ economic 
functions. 
 
Hence their insistence on the superiority of the ‘device of the common rule’ 
which deW ned standard rates of pay, normal working hours and basic health and 
safety requirements without otherwise interfering with the individual contract 
between workers and employers. The common rule could itself be determined by 
any of three routes which they termed the methods of mutual insurance, collective 
bargaining and legal enactment. 
 
This philosophy – that unions existed primarily to enable their members to secure 
the best attainable wage-work bargain – underlay the formation of the American 
Federation of Labor (AFL) in the 1880s 
 
Lenin, who had read the Webbs’ work and was also familiar 
with developments in American trade unionism, denounced as ‘economism’ 
an approach to collective action which operated within a market logic and divided 
workers according to their various trades and occupations. For much of the 
European left in the twentieth century, the task of socialists (and social reformers 
more generally) was to transcend purely economic objectives and imbue trade 
unionism with social and political aims. 
 
Is there a Labour Market? 
 
‘The theory of the determination of wages in a free market is simply a special 
case of the general theory of value. Wages are the price of labour; and thus, in the 
absence of control, they are determined, like all prices, by supply and demand’ 
(Hicks, 1933: 1). Yet is labour really a commodity like any other? And indeed, 
can there be such a thing as a free market? 
 
Is the labour market a market like any other? And if so, what is the commodity 
that is exchanged in return for the wage or salary? Economists, and also 
lawyers, have long struggled with these questions. The employment contract is of 
necessity open-ended. Buy a kilo of potatoes and they become physically your 
property, while the seller parts company with them for good. But the employer does not 
buy a worker: that is what distinguishes wage-labour from slavery. Nor, 
typically, does an employment contract specify an amount of work to be 
performed: the flow of assignments in any job is to a greater or lesser extent 
unpredictable. 
 
For this reason, as Marx insisted (drawing on the arguments of Thomas 
Hodgskin several decades before him), labour as such is not a commodity; what 
the worker sells is his or her ability to work, or ‘labour power’. But here too there 
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is imprecision: no contract can deW ne the amount of energy to be expended, care 
to be taken, initiative to be displayed. The employer’s requirements are rarely 
predictable in W ne detail; managements therefore beneW t from retaining a (usually 
wide) margin of discretion; conversely ‘detailed job descriptions are not economic’ 
(Marsden, 1999: 15). In most cases a worker agrees, as part of the employment 
contract, to be physically present on the employer’s premises for a period of time 
which may or may not be precisely specified; and to comply with the ‘reasonable’ 
requirements of management in accordance with ‘reasonable’ standards of diligence 
and efficiency labour is a ‘fictitious commodity’ (Polanyi, 1957). Yet in 
a different sense, the employment relationship also demonstrates a more general 
problem underlying purely economic conceptions of market relations. As Durkheim 
famously insisted (1933: 211–15), not everything in a contract is contractual: ‘a 
contract is not sufficient unto itself, but is possible only thanks to a regulation of 
the contract which is originally social.’ Every market system is necessarily ‘embedded’ 
in a structure of social relations: ‘the anonymous market of neoclassical 
models is virtually nonexistent in economic life and .. . transactions of all kinds 
are rife with . . . social connections’ (Granovetter, 1985: 495 
 
Thus despite neo-liberal ideology, the state is unavoidably an actor in market 
economies. ‘Far from being an unnecessary interference, the state is a normal feature 
of real markets, as a precondition of their existence. Markets depend on the 
state for regulation, protection of property rights, and the currency’ (Sayer, 1995: 
87). At a different level, as Polanyi expounded in detail, state regulation – in 
particular of employment relations – has been pursued in most market economies 
as a means of restricting the scope for a ‘free market’ in labour. ‘The labor 
market was allowed to retain its main function only on condition that wages and 
conditions of work, standards and regulations should be such as would safeguard 
the human character of the alleged commodity, labor’ (1957: 177). Unrestricted freedom of 
contract between employers and workers was generally regarded as 
unacceptable, whether on humanitarian grounds or from concern at the potential 
social disruption and disorder which might ensue if competition were to drive 
standards below a certain threshold. In most actually existing capitalisms, the 
state has performed an active role in both encouraging the operation of the market 
and in limiting its capacity to shape the conditions of employment. 
 
Trade Unions and Class Struggle 
Contesting the System 
 
Read accounts of trade union history in almost any country and the notion of class 
struggle is likely to figure prominently. The formation of collective organization 
commonly involved a fight against repression by the state and brutal resistance by 
employers. Every labour movement can record its martyrs; and the twin themes of 
building class unity among workers, and mobilizing against the class antagonist, 
persist within the iconography of many unions whose present-day situation is far 
removed from such origins. 
 
Karl Marx, in The Poverty of Philosophy , declared that labour 
market competition obliged workers to unite in the face of their employers; and 
as the scope of their combinations expanded, so ‘association takes on a political 
character’ and the interests defended by their unions ‘become class interests’ 
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(MECW, 6: 211). In the process, trade unionism established an alternative set of 
principles to the competitive logic of capitalism. 
 
German experience was a model for other European countries, for German social 
democracy was outstanding in its popular appeal, in terms of membership, votes 
gained at elections and (less dramatically, because of the undemocratic German 
constitution) parliamentary seats. Under the anti-socialist law of 1878, which 
remained in force in Germany until 1890, the activities of the party were severely 
hampered (even though its electoral achievements continued); but despite the 
government’s intentions, the socialist-led trade unions grew rapidly and strike 
action X ourished. The end of illegality was quickly followed by the centralization 
of the socialist unions under a ‘general commission’ (Generalkommission ) headed 
by Carl Legien, the dominant W gure in German trade unionism for the next thirty 
years. 
 
While controversy over party-union relations arose most starkly in Germany, 
with local variations the story was repeated elsewhere 
 
the German pattern was to differing degrees and time-scale replicated in other 
European countries. The typical scenario was that socialist parties emerged 
before effective union organization existed (except perhaps in the case of skilled 
crafts), and socialists took the lead in developing large-scale trade unionism. But 
once solid unions became established, these soon developed their own dynamic 
and asserted their own autonomy. 
 
In general, socialists were suspicious 
of craft-based organization as sectional and divisive (though this was not 
universally the case: in France, for example, the principles of local and occupational 
autonomy shaped the approaches of many socialists to trade unionism). 
The preferred alternative was the industrial union, which brought together all 
workers in each sector of the economy and enabled a common front against the 
employers. In addition, establishing a strong central confederation was seen as a 
way of bringing the whole working class under one umbrella. (For some socialists, 
indeed, creating ‘one big union’ was seen as the ideal.) With varying degrees 
of success, socialist conceptions of class interest thereby shaped the emergence 
and consolidation of modern trade unionism in much of Europe. 
 
Conclusion: The Necessity and Impossibility 
of Class Unionism 
 
Why have trade unionists in so many European countries repeatedly deWned their 
activities in class terms? And why is class struggle so often a point of reference 
for newly emerging labour movements in other continents? Part of the answer 
must be that class relations are a reality; that exploitation and insecurity are persistent 
features of the employment relationship. In this sense, whether explicitly 
or implicitly, trade unions are agencies of class. 
 
Yet conversely, as we have seen, class-based trade unionism is elusive. The 
‘one big union’ rallying workers of every kind within its ranks was never more 
than a dream; actually existing unions divide at the same time as they unite. And 
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while unions may engage in struggle, they also regulate and normalize the 
employment relationship. 
 
Class unionism thus constitutes a paradox. As we shall see, unions which 
deWne themselves as class actors nevertheless Wnd themselves performing very 
different roles. Conversely, unions founded on a rejection of the principle of class 
opposition may nevertheless find themselves echoing the appeals of class 
radicalism 
 
Trade Unions in Civil Society 
Pursuing Social Dialogue 
 
in much of Europe trade unions 
and employers’ organizations are routinely described as the ‘social partners’. To 
the native English speaker, until very recently at least, the phrase appeared bizarre. 
A decade ago, when a colleague and I compiled a text on European industrial 
relations (Ferner and Hyman, 1992), we carefully edited our contributors’ 
chapters so that the term was replaced by the more mundane ‘employers and 
unions’. For many British militants, the phrase was enough to conW rm their prejudices 
that their continental counterparts were not ‘real’ trade unionists but were 
bent on class collaboration. Similar perplexity is caused by the notion of ‘social 
dialogue’ which is central to the industrial relations project of the European 
Union. 
 
The Anti-socialist Challenge 
 
In much of continental Europe, trade union development was shaped by profound 
cleavages produced in the eighteenth and nineteenth centuries by the transformation 
of traditional feudal rural societies into ‘modern’ industrial and liberaldemocratic 
states. In many countries, this transformation was a traumatic challenge 
to the economic power and political privileges of the catholic church. Resistance 
by the church to institutional reform and to the intellectual rationalism which 
accompanied it provoked a strong anti-clerical orientation within the liberal bourgeoisie 
as well as in the infant socialist movements: a polarization which to this 
day remains signiWcant in such countries as France and Italy (Crouch, 1993: 301). 
 
From the late 1880s, however, there were initiatives by catholics in several European 
countries to 
establish their own non-socialist trade unions in response to the unquestionable 
success of the socialist unions, most notably in Germany, in recruiting mass 
working-class support (including many catholic workers) 
 
Classes, the argument continued, were not antagonistic but 
complementary: capital and labour ‘should exist in harmony and agreement’. However, this 
implied a reciprocity of obligations: workers should labour 
loyally for their employers, but employers should respect the dignity of their 
workers. Pay should be ‘enough to support the wage-earner in reasonable and frugal 
comfort’, workloads and hours of work should not be so excessive ‘as to stupefy 
their minds and wear out their bodies’ (265–6). Where these standards were 
not respected, it was the duty of the state to intervene. Collective organization 



 7 

among workers had a role, but mainly to provide mutual support in case of individual 
need rather than to put pressure on employers. Where unions were controlled 
by class-conscious socialists, catholics should play no part in them; if necessary 
they should establish their own separate associations. 
 
‘christian trade unions’ were established in a 
number of countries, particularly in the southern part of Europe. Often they functioned 
as friendly societies rather than trade unions in a broader sense. 
 
For the most part the religious-based unions had few members, lacked either the will or the 
resources to undertake effective collective action, and were often viewed by the larger 
socialist unions as ‘yellow’ organizations unwilling to challenge the employers 
 
‘these Unions were originally intended to be peaceful, and 
were founded by agreement with the employers; but with time they are being driven 
by the force of circumstances to take action in the same manner as the “free” 
[i.e. socialist] Unions. In fact, the catholics and reactionaries who founded them 
have often got more than they bargained for.’ 
 
The Paradox of Social Partnership 
 
The notion of social partnership in many ways encapsulates the tradition which 
evolved, Wrst as an expression of christian trade unionism but then as a non- (and 
anti-) communist version of socialist class organization. However, the term itself 
does not appear to have come into use until after 1945 (and in most European 
countries, far more recently than that). 
 
The meaning of social partnership is far from obvious: it is an ‘elusive and slippery 
concept’ (Metcalf, 1999: 176). The term originated in German, Wrst characterizing 
the collective actors in industrial relations as Sozialpartner and then 
specifying a broader normative order of Sozialpartnerschaft. 
 
Almost certainly, the notion emerged first in Austria 
 
In its strongest sense, ‘social partnership’ reafi rmed the traditional catholic 
doctrine of the functional reciprocity of capital and labour, and the need for an 
orderly and harmonious regulation of their interdependence. Yet this doctrine 
involved an explicit hierarchical view of this functional interdependence: employers 
possessed the right to command, workers the duty to obey. ‘Social partnership’ 
could, however, be interpreted as entailing a parity of status between the 
‘partners’: ‘the notion of ‘social partnership’ nevertheless implies a notion of 
“equality” which is different from the traditional catholic social doctrine’ (Patrick 
Pasture, personal communication). 
 
Traditional catholicism can perhaps be identiW ed with Therborn’s deW nition 
(1992: 36) of one variant of corporatism involving ‘an institutionalization of 
partnership and consensus’; here, an ideological bias against confl ict generates 
strong normative pressures for industrial relations harmony. This may be contrasted 
with Therborn’s second variant, ‘an institutionalization, one might perhaps even 
say ritualization, of conflict’. Here, it is the experience of conflict between strongly 
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organized parties which generates a pragmatic accommodation between the two 
sides in the interests of mutual survival (though pragmatism may with time 
acquire ideological reinforcement). This is Marin’s interpretation of the Austrian 
example (1985: 92): ‘corporatist co-operation does not imply a common ideology 
of class harmony. . . . Rather, it transforms class confl icts into a permanent war of 
manoeuvre between interest associations’. Another way of understanding this 
distinction would be the contrast between ‘social partnership’ as an ideology of 
consensus or ‘culture of compromise’ (Katzenstein, 1984: 10 and 1985: 32) and as a set of 
institutionalized relationships between opponents whose legal status 
and/or organizational strength make mutual destruction or mutual accommodation 
the only options (Thelen 
 
A different, but often complementary argument was that the new circumstances 
offered unions a far wider portfolio of options than in the past. Rather than merely 
negotiating with employers (individually or collectively) over the terms of the 
immediate employment relationship, they could help shape the broader ‘social 
wage’. Restraint in the traditional arena of collective wage bargaining could be a 
trade-off for inX uence over W scal policy (important at a time when an increasing 
proportion of union members had become signiW cantly affected by income taxes 
for the W rst time), enhanced welfare provision and favourable labour market policies, 
for example. Enhanced rights for trade union organization, in some countries 
associated with a formal consultative role in the formulation and 
implementation of public social and economic policy, could itself be linked (as 
both cause and effect) to the moderation of goals and methods 
 
This provided the basis for developments which in the 1960s and 1970s were 
often termed ‘corporatist’ (or ‘neo-corporatist’): the close involvement of trade 
union confederations in bargaining with their employer counterparts (and often, 
directly or indirectly, with governments) in which restraint in wage negotiations 
was traded against compensating concessions, more or less substantial, to their 
advantage.15  For critics on the left, the beneW ts were deW nitely less  substantial 
than the sacriW ces. Other assessments were less negative: for example, Regini 
(1984: 129) suggested that the attraction to unions was that peak-level concertation 
(a term which soon became preferred by many authors to ‘corporatism’) 
could create ‘the possibility of modifying market outcomes to labour’s advantage’. 
In yet another rendering, such peak-level concertation constituted a form of 
‘political exchange’ (Baglioni, 1987; Pizzorno, 1978) in which the arena of collective 
bargaining shifted from the industrial to the political level. Also involved was 
a shift in the methods and resources of unions themselves: from the mobilization 
of economic pressure to the organization of political inX uence. 
 
By the late 1980s it was becoming unfashionable to write of concertation, for 
a variety of reasons. Yet by the end of the century, analysts were diagnosing a return of 
concertation 
(Regini, 1997 
 
The Rediscovery of Civil Society 
 
The previous discussion referred rather loosely to the hegemony of socialdemocratic 
trade unionism; necessarily so, for in the past half century when this 
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has become the dominant organizational form of west European unionism its 
meaning and orientation have become increasingly diffuse. 
 
The matrix for the formative period of ‘social partnership’, and for the various 
Keynesian-inX uenced systems of post-war macroeconomic management, was the 
regulatory capacity of the nation-state. As Rogers has argued (1995: 370), the 
scope for pressure on the state to deliver material benefits of general application 
itself encouraged ‘the political project of uniting across differences’. It is indeed 
true that in most European economies the pivotal importance of the export sector 
ensured that industrial relations policies were consistent with international competitiveness. 
Nevertheless the national state, and the parties to collective bargaining, 
could address the labour market as a more or less closed system. 
This context altered radically in the last quarter of the twentieth century. 
Economic expansion in most developed economies slowed, turning into stagnation 
and recession. International product market competition intensiW ed, partly 
because of the emergence of new industrial economies, partly through the rise as 
key economic actors of multinational corporations (MNCs) which could not easily 
be cast as ‘social partners’ in any specifi c national system. ‘Globalization’ became 
the new buzzword, and helped legitimize the accompanying slogan of ‘deregulation’. 
25  The new economic orthodoxy rejected Keynesian demand management, 
in its extreme form insisting that governments could and should have little or no 
inX uence over employment, in more moderate versions laying primary or exclusive 
stress on supply-side measures which typically involved weakening or eliminating 
standardized patterns of regulation in favour of labour market 
‘flexibility’. 
 
 By the end of the century, most European social-democratic parties had come 
to endorse such analyses, dismissing much of their traditional politics of state 
regulation as akin to the bureaucratic centralism of ‘state socialism’ which had 
collapsed with the Berlin wall.27  Unions remained welcome as interlocutors largely 
insofar as they endorsed policies of retrenchment and restraint. At the same time, 
at company level the requirements of competitiveness (often against overseas 
establishments of the same enterprise) frequently left no evident alternative to 
one form or another of concession bargaining. Social-democratic trade unionism, 
predicated on direct institutionalized bargaining (or partnership) with governments 
and employers, seemed no longer capable of delivering positive results. 
It is in this context that the concept of civil society has become of evident 
relevance for European trade unions. With a diminished capacity to mobilize 
traditional forms of economic and political pressure – partly because of the 
condition of the labour market, partly because of the shift in employment away 
from sectors and occupations where strike action could exert a rapid persuasive 
impact, partly because the whole practice of ‘social partnership’ had implied the 
obsolescence of old methods of militant action – unions were ill placed to 
respond to a far less sympathetic environment. There was a need to develop 
alternative means to exert inX uence and to mobilize, if not collective action, at 
least collective opinion. Civil society was increasingly seen as an arena of trade 
union engagement. 
 
Social Institution or Social Movement? 
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In the past decade or more, most European trade union movements have grappled 
with this contradiction. To differing degrees, and in different ways, most 
have made efforts to recapture the role of a social movement and to engage as 
actors in civil society 
 
 
Challenges and Changes 
The Variable Geometry of Trade Unionism 
 
The End of Ideology? Beyond National Identities 
 
The discussion in this book has used three national cases to address the interface 
between ‘moral economy’ and ‘political economy’. All three trade union movements 
have suffered intense ideological disorientation. The axes of identiWcation 
established in the post-war decades have become unstable; unions seem increasingly 
adrift within a sea of variable geometry. One reason is that the conceptions 
of market, class and society which have traditionally informed trade union action 
have been bounded by parochial (and often idiosyncratic) national parameters. 
The geometry of trade union ideology and identity – the underlying project which 
gives movements their life and mission – has hitherto been cast within national 
political and intellectual traditions and has followed the dynamics of national industrial 
relations systems. Such conWnes intensify the current ideological impasse. 
Free collective bargaining, historic compromise, social market: none of these traditional 
axes of union policy retains much credibility within individual national 
boundaries. So demarcated, trade unions seem condemned to act as mediators of 
transnational economic forces, negotiating the erosion of previous achievements 
in the Welds of social welfare and employment regulation (Mahnkopf and Altvater, 
1995). Is there an alternative? 
 
There are no easy solutions, and academic observers possess no privileged 
insights. Yet there are two possible elements of an answer. The ideal of social 
Europe – rescued from current evasive obfuscations and given concrete, intelligible 
meaning – could be one starting point. If national regulatory capacity, though 
by no means eclipsed, is increasingly constrained, the search for supranational 
regulation must be a major part of the trade union agenda. Though the European 
Union is far from constituting a supranational state, or indeed a supranational 
industrial relations arena, there are emergent elements of a possible industrial relations 
regime, if unions cross-nationally can fashion a common project and pursue 
it against powerful resistance from those who beneWt from labour’s disarray. 
Second, it seems clear that part of the problem is an erosion of credible mobilizing 
rhetorics, of visions of a better future, of utopias. Building collective solidarity 
is in part a question of organizational capacity, but just as fundamentally it 
is part of a battle of ideas. The crisis of traditional trade unionism is reXected not 
only in the more obvious indicators of loss of strength and eYcacy, but also in 
the exhaustion of a traditional discourse and a failure to respond to new ideological 
challenges. It is those whose projects are hostile to what unions stand for who 
have set the agenda of the past decades. Unions have to recapture the ideological 
initiative. To remain signiWcant agents of social and economic mobilization, 
unions need new utopias, and these are unlikely to have much purchase if their 
focus is solely at national level 
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In a world – and a Europe – marked both by differentiation and by interdependence, 
there is a need for a trade unionism which reX ects Durkheim’s alternative 
concept of ‘organic solidarity’, what has been called ‘a kind of unionism that 
replaces organizational conformity with coordinated diversity’ (Heckscher, 1988: 
177). Any project aiming to create such a model must recognize and respect differentiations 
of circumstances and interests: within the constituencies of individual 
trade unions, between unions within national labour movements, between workers 
in different countries. The alignment and integration of diverse interests is a complex 
and diY cult task which requires continuous processes of negotiation; real 
solidarity cannot be imposed by administrative W at, or even by majority vote. 
This links to the issues of strategic leadership and democratic activism. It is 
easy to recognize that an urgent current need is for new models of transnational 
solidarity and for enhanced capacity for transnational intervention. But neither 
can be manufactured from above. The dual challenge is to formulate more effective 
processes of strategic direction while sustaining and enhancing the scope for 
initiative and mobilization at the base, to develop both  stronger centralized structures 
and  the mechanisms for more vigorous grassroots participation: which 
entails new kinds of articulation  between the various levels of union organization, 
representation and action. 
 
Within the European Union, one of the more fatuous of recent rhetorical 
devices is the idea of ‘social dialogue’. Much time and energy are spent by 
representatives of European labour in discussion with their counterparts on the 
employer side. Very exceptionally indeed this results in an agreement, couched 
in such general terms and with such limited content as to contain little of practical 
signiW cance. Rather more frequently, discussions result in a ‘joint opinion’. It 
may indeed be comforting (or perhaps not!) to know that union representatives 
can at times align their opinions with those of employers; but the effect in the real 
world is imperceptible. But within  and between  trade unions themselves, the pursuit 
of dialogue and the search for common opinion are vital requirements. Hence 
the task of European trade unions today may be encapsulated in the slogan: 
develop the internal social dialogue ! Enhanced organizational capacity and solidarity 
demand a high level of multi-directional discussion, communication and 
understanding. To be effective at international level, above all else, trade unionism 
must draw on the experience at national level of efforts to reconstitute unions 
as bodies which foster interactive internal relationships and serve more as networks 
than as hierarchies.1 
 
 One problem for those seeking to create a European industrial relations system 
(a possible translation of that elusive term, espace social ) is an implausible 
speciW cation of the objective. Typically, a European industrial relations system is 
seen essentially as a transnational version of national systems. But there is little 
prospect of creating direct analogues of national collective bargaining and ‘political 
exchange’ cross-nationally since – as already argued – the EU is in key respects 
not  a supranational state, and nor are the European ‘social partners’ authoritative 
national trade unions and employers’ organizations writ large. The risk is that 
much energy and many resources are invested in the pursuit of elaborate form 
with minimal substance. 
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The underlying X aw in the pursuit of European-level regulation by supranational 
equivalents of collective bargaining or legal enactment is that such processes and 
the resulting instruments lack the support of the more diffuse shared perspectives 
and normative commitments which give them much of their effectiveness at 
national level. The search for a European industrial relations system has in the 
main been an élite project, bureaucratically conducted. Without engaging with 
popular concerns and aspirations, the whole elaborate repertoire of Commission 
communications, joint opinions, drafts and redrafts of directives and the rest is little 
more than a side-show with minimal relevance for the real world of work and 
employment. What is lacking is a moral economy at European level – beyond the 
traditional abstract commitment to a ‘social market’ on the part of both social and 
christian democrats, a commitment which (as seen earlier) was always ambiguous 
and has been increasingly undermined by the marketizing pressures of the 
last decades. 
 
The goal of effective European regulation must remain a chimera unless popular 
commitment can be mobilized in its support. Yet to the extent that there is a 
dominant ‘public opinion’ in most European countries it is suspicious of, if not 
downright antagonistic to, the idea of European integration. ‘Widespread citizen 
hostility to the process of uniW cation is reinforced by the discourse of most political 
leaders presenting the European Union as the necessary adaptation to globalization, 
with the corollary of economic adjustment, X exibility of labor markets, 
and shrinkage of the welfare state’ (Castells, 1998: 326). All too often, the representatives 
of European labour have embraced too uncritically the process of 
uniW cation as marketization, unwittingly fuelling disenchantment with their own 
representative status. 
 
This might be reversed if it were possible to formulate, and propagate, unambiguous 
standards of moral economy with an appeal across countries and languages 
which could inspire enthusiasm in place of alienation. How could a meaningful 
European moral economy be constructed? Ideas, ideals and identities typically 
emerge through contestation and struggle; sometimes they represent accommodations 
between conX icting interests, but often also the points of reference 
whereby oppressed majorities can challenge imperious minorities. They are both 
the product and the foundation of civil society, in the sense deW ned earlier as a 
sphere of social relations distinct from both state power and market dominance. 
At national level, unions in many countries have long derived their inX uence in 
large measure from their status as key actors within civil society; or more recently 
have recognized that they can sustain or recapture a signiW cant role only by forging 
effective links with the other components of civil society. By contrast, the 
weakness of a European civil society is a major obstacle to the creation of a 
genuine European system of industrial relations. 
 
Notionally, a European civil society already exists. The European Commission 
has declared its desire to foster a European ‘civil dialogue’, and provides material 
support for a wide variety of NGOs which can function as interlocutors ( just 
as it subsidizes employee representation within the longer-established routines of 
social dialogue). But this is window-dressing. Organizations licensed from above 
cannot realistically be regarded as thereby representatives of popular will. Without 
widespread consciousness of European citizenship it is fatuous to speak of 
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European civil society. 
 
Yet real intimations of a European civil society are not altogether absent. To 
take one obvious example, the struggle from the 1960s for women’s rights created 
a climate of opinion which formed the basis for the innovative decisions of 
the European Court of Justice and the interventionist policies of the Commission 
in the W eld of equal opportunities. Another instance is the outrage caused by 
Renault’s closure of its Vilvoorde plant, reinforcing demands for an effective 
European employment policy. The consolidation of this emergent European civil 
society should be seen as an important task for trade unions and for other supporters 
of effective social regulation in employment. One problem is that the concept 
of civil society has itself been appropriated and devalued by enthusiasts of a 
deeply ambiguous ‘third way’, often to give a human face to neoliberal policy; to 
recapture a progressive meaning it is necessary to embrace Standing’s argument 
(1999: 387) that ‘a network  of citizenship associations is needed to give voice to 
all  those faced by insecurity’. 
 
If trade unions are to reassert their relevance as representatives of labour and 
as actors at European level, there has to be a radical shift of emphasis which 
embraces such a concept. While engaged with the process of European integration, 
they must become far more vocal and forceful as opponents of the dehumanizing 
advance of market forces. It will be a diY cult struggle, but the goal must be 
to construct a new embeddedness of market processes at European level and 
hence a new defence for the status of employees – and particularly of those most 
vulnerably placed within the emerging peripheral labour market. Concerned 
scholars have a duty to assist such a struggle, which should be at the heart of a 
conX ict of perspectives on the meaning and future of Europe. 
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“The 2008 Declaration on Social Justice for a Fair Globalization 
expresses the universality of the Decent Work Agenda: all Members of 
the Organization must pursue policies based on the strategic objectives –
employment, social protection, social dialogue and rights at work. 
At the same time, it stresses that these objectives are inseparable, 
interrelated and mutually supportive, ensuring the role of international
labour standards as a useful means of achieving all of them.”42

– Juan Somavia, ILO Director-General, 2008

International labour standards are backed by a supervisory system that

is unique at the international level and that helps to ensure that coun-

tries implement the conventions they ratify. The ILO regularly examines

the application of standards in member states and points out areas where

they could be better applied. If there are any problems in the application

of standards, the ILO seeks to assist countries through social dialogue

and technical assistance. 
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Once a country has ratified an ILO convention, it is obliged to report

regularly on measures it has taken to implement it. Every two years gov-

ernments must submit reports detailing the steps they have taken in law

and practice to apply any of the eight fundamental and four priority 

conventions they may have ratified; for all other conventions, reports

must be submitted every five years, except for conventions that have been

“shelved” (no longer supervised on a regular basis). Reports on the appli-

cation of conventions may be requested at shorter intervals. Governments

are required to submit copies of their reports to employers’ and worker-

s’ organizations. These organizations may comment on the governments’

reports; they may also send comments on the application of conventions

directly to the ILO.

The Committee of Experts on the Application of Conventions and
Recommendations

The Committee of Experts was set up in 1926 to examine the growing

number of government reports on ratified conventions. Today it is com-

posed of 20 eminent jurists appointed by the Governing Body for three-

year terms. The Experts come from different geographic regions, legal

systems and cultures. The Committee’s role is to provide an impartial

and technical evaluation of the state of application of international labour

standards.

When examining the application of international labour standards, the

Committee of Experts makes two kinds of comments: observations and

direct requests. Observations contain comments on fundamental ques-

tions raised by the application of a particular convention by a state. These

observations are published in the Committee’s annual report. Direct

requests relate to more technical questions or requests for further infor-

mation. They are not published in the report but are communicated direct-

ly to the governments concerned.43

The Committee’s annual report consists of three parts. Part I contains a

General Report, which includes comments about member states’ respect

for their Constitutional obligations; Part II contains the observations on

the application of international labour standards, while Part III is a

General Survey (see below). 
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The regular supervisory process

The Conference Committee on the Application of Standards

The annual report of the Committee of Experts, usually adopted in

December, is submitted to the International Labour Conference the fol-

lowing June, where it is examined by the Conference Committee on the

Application of Standards. A standing committee of the Conference, the

Conference Committee is made up of government, employer, and work-

er delegates. It examines the report in a tripartite setting and selects from

it a number of observations for discussion. The governments referred to

in these comments are invited to respond before the Conference

Committee and to provide information on the situation in question. 

In many cases the Conference Committee draws up conclusions recom-

mending that governments take specific steps to remedy a problem or 

to invite ILO missions or technical assistance. The discussions and 

conclusions of the situations examined by the Conference Committee are

published in its report. Situations of special concern are highlighted in

special paragraphs of its General Report. 
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The impact of the regular supervisory system 

Since 1964, the Committee of Experts has kept track of the number of

cases of progress in which it noted changes in law and practice which

improved the application of a ratified convention. To date, over 2,600

cases of progress have been noted. 

In recent years, in response to comments it has made, the Committee

noted such changes as the following:

• Cameroon repealed an Act of 1973 instituting the national service for

participation in development, which allowed the imposition of work in

the general interest on citizens aged between 16 and 55 years for 24

months, with penalties of imprisonment for refusal. This Act was repealed

by Act No. 2007/003 of 13 July 2007 which establishes the national civic

service for participation in development; that participation in work in

the general interest in now on a voluntary basis. 

• Honduras adopted Decree No. 234-2005 of 28 September 2005 reform-

ing the Penal Code. Sections 148 and 149 prohibit procuring, namely the

recruitment and submission of a person to commercial sexual exploita-

tion, and the international and internal trafficking of persons for com-

mercial exploitation. These two provisions also establish heavier penalties

when the victim is under 18 years of age. Furthermore, sections 149-B and

149-D prohibit the use of young persons under 18 years of age in public

or private exhibitions or performances of a sexual nature and in the pro-

duction of pornography. Section 149-E also penalizes the international and

national promotion of the country as a tourist destination accessible for

sexual activity.

• Ukraine has adopted a Law on Ensuring Equal Rights and Equal

Opportunities of Women and Men which entered into force on 1 January

2006. The Law is aimed at ensuring equality of women and men in all

spheres of society, including employment, through enforcement of equal

rights, the elimination of gender discrimination, and positive action to

address the existing inequalities between men and women. Under section

17, equal rights and opportunities shall be granted to women and men in

the field of employment, job promotion, skills development and retrain-

ing.

• Mauritius amended in December 2005 the Child Protection Act in order

to include provisions prohibiting all cases of child trafficking. Section

13A(1) states that any person who wilfully and unlawfully recruits, trans-

ports, transfers, harbours or receives a child for the purpose of exploita-
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tion commits an offence and shall be liable, on conviction, to penal servi-

tude for a term not exceeding 15 years.

• The United Republic of Tanzania has repealed the Industrial Court of

Tanzania Act (No. 41 of 1967), which contained provisions prohibiting

strikes contrary to the procedure under the Act, enforceable with penal-

ties of imprisonment (involving an obligation to perform labour).

The impact of the regular supervisory system is not just limited to cases

of progress. The Committee of Experts each year examines whether mem-

ber states have fulfilled their obligation to submit adopted instruments to

their legislative bodies for consideration. Even if a country decides not to

ratify a convention, it may choose to bring its legislation into conformi-

ty with it. Member states regularly review the Committee’s comments 

on the application of a convention in other countries and may amend

their own legislation and practice so as to avoid similar problems in the

application of a standard, or in order to emulate good practices. Where

a convention has been ratified, the Committee often makes unpublished

direct requests to governments, pointing to apparent problems in the

application of a standard and giving the countries concerned time to

respond and tackle these issues before any comments are published. The

Committee’s interventions facilitate social dialogue, requiring govern-

ments to review the application of a standard and to share this informa-

tion with the social partners, who may also provide information. The

ensuing social dialogue can lead to further problem-solving and preven-

tion.

The reports of both the Committee of Experts and the Conference

Committee are available on the Internet to millions of users. Governments

and the social partners thus have an even greater incentive to solve prob-

lems in the application of standards in order to avoid critical comments

by these bodies. Upon request by member states, the International Labour

Office provides substantial technical assistance in drafting and revising

national legislation to ensure that it is in conformity with international

labour standards. In these ways, the supervisory bodies play an important

role in preventing problems in the application of standards from arising

in the first place. 

83



The representation procedure is governed by articles 24 and 25 of the

ILO Constitution. It grants an industrial association of employers or of

workers the right to present to the ILO Governing Body a representation

against any member state which, in its view, “has failed to secure in 

any respect the effective observance within its jurisdiction of any Con-

ven tion to which it is a party”. A three-member tripartite committee of

the Governing Body may be set up to examine the representation and the

government’s response. The report that the committee submits to the

Governing Body states the legal and practical aspects of the case, exam-

ines the information submitted, and concludes with recommendations.

Where the government’s response is not considered satisfactory, the

Governing Body is entitled to publish the representation and the response.

Representations concerning the application of Conventions Nos. 87 and

98 are usually referred for examination to the Committee on Freedom of

Association. 

Who can make a representation?

Representations under article 24 of the ILO Constitution may be made by 

national and international employers’ and workers’ associations. Individuals 

cannot make representations directly to the ILO but can pass on relevant 

information to their workers’ or employers’ organization, as applicable. 
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The Representations procedure

Article 24 representations in practice
Greece ratified the Labour Inspection Convention, 1947 (No. 81) in 1955.

In 1994 it passed a law which decentralized the labour inspectorate and

placed it under the responsibility of the autonomous prefectural admin-

istrations. The Federation of the Associations of the Public Servants of the

Ministry of Labour of Greece (FAMIT) subsequently made a representa-

tion to the ILO claiming that the law contravened the principle of

Convention No. 81 that labour inspection should be placed under the

supervision and control of a central authority. The tripartite committee

set up to examine this representation agreed and urged the Greek gov-

ernment to amend its legislation to comply with the convention. In 1998,

the Greek government adopted new laws, bringing the labour inspec-

torate under a central authority once again. The same year, the Committee

of Experts commended the Greek government for its “diligence and close

attention” to the recommendations made by the tripartite committee.
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The complaint procedure is governed by articles 26 to 34 of the ILO

Constitution. Under these provisions a complaint may be filed against a

member state for not complying with a ratified convention by another

member state which ratified the same convention, a delegate to the

International Labour Conference, or the Governing Body in its own 

capacity. Upon receipt of a complaint, the Governing Body may form a

Commission of Inquiry, consisting of three independent members, which

is responsible for carrying out a full investigation of the complaint, 

ascertaining all the facts of the case and making recommendations on

measures to be taken to address the problems raised by the complaint. 

A Commission of Inquiry is the ILO’s highest-level investigative procedure;

it is generally set up when a member state is accused of committing 

persistent and serious violations and has repeatedly refused to address

them. To date, 12 Commissions of Inquiry have been established, the 

latest one following an article 26 complaint filed against the Government

of Zimbabwe in November 2008.

When a country refuses to fulfil the recommendations of a Commission

of Inquiry, the Governing Body can take action under article 33 of the ILO

Constitution. This provision states that “[i]n the event of any Member fail-

ing to carry out within the time specified the recommendations, if any,

contained in the report of the Commission of Inquiry, or in the decision

of the International Court of Justice, as the case may be, the Governing

Body may recommend to the Conference such action as it may deem wise

and expedient to secure compliance therewith.” Article 33 was invoked

for the first time in ILO history in 2000, when the Governing Body asked

the International Labour Conference to take measures to lead Myanmar

to end the use of forced labour. An article 26 complaint had been filed

against Myanmar in 1996 for violations of the Forced Labour Convention

(No. 29), 1930, and the resulting Commission of Inquiry had found

“widespread and systematic use” of forced labour in the country. 
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The Complaints procedure

Article 26 complaints in practice
Poland ratified both the Freedom of Association and Protection of the

Right to Organise Convention, 1948 (No. 87) and the Right to Organise

and Collective Bargaining Convention, 1949 (No. 98) in 1957. When

martial law was declared in the country in 1981, the government 

suspended the activities of the Solidarność trade union and detained or

dismissed many of its leaders and members. After the case had been exam-

ined by the Committee on Freedom of Association, delegates at the 1982

International Labour Conference filed a complaint under article 26 against

Poland. The resulting Commission of Inquiry found grave violations of

both conventions. Based on the Commission’s conclusions, the ILO and

numerous countries and organizations put pressure on Poland to redress

the situation, and in 1989 the Polish government gave Solidarność legal

status. Lech Walesa, Solidarność leader and later President of Poland,

noted that “the Commission of Inquiry created by the ILO after the impo-

sition of martial law in my country made significant contributions to 

the changes which brought democracy to Poland.”44
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The Committee on Freedom of Association

Freedom of association and collective bargaining are among the found-

ing principles of the ILO. Soon after the adoption of Conventions Nos.

87 and 98 on freedom of association and collective bargaining, the ILO

came to the conclusion that the principle of freedom of association need-

ed a further supervisory procedure to ensure compliance with it in coun-

tries that had not ratified the relevant conventions. As a result, in 1951

the ILO set up the Committee on Freedom of Association (CFA) for the

purpose of examining complaints about violations of freedom of associ-

ation, whether or not the country concerned had ratified the relevant

conventions. Complaints may be brought against a member state by

employers’ and workers’ organizations. The CFA is a Governing Body

committee, and is composed of an independent chairperson and three

representatives each of governments, employers, and workers. If it decides

to receive the case, it establishes the facts in dialogue with the government

concerned. If it finds that there has been a violation of freedom of asso-

ciation standards or principles, it issues a report through the Governing

Body and makes recommendations on how the situation could be reme-

died. Governments are subsequently requested to report on the imple-

mentation of its recommendations. In cases where the country has ratified

the relevant instruments, legislative aspects of the case may be referred to

the Committee of Experts. The CFA may also choose to propose a “direct

contacts” mission to the government concerned to address the problem

directly with government officials and the social partners through a

process of dialogue. In nearly 60 years of work, the CFA has examined

over 2,700 cases. More than 60 countries on five continents have acted

on its recommendations and have informed it of positive developments

with regard to freedom of association during the past 25 years.45
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The Freedom of Association procedure

The Committee on Freedom of Association in action

In 1996, the International Confederation of Free Trade Unions (ICFTU)

filed a complaint against the Government of Indonesia for violations of

trade union rights, including the denial of the workers’ right to establish

organizations of their own choosing, the persistent interference by gov-

ernment authorities, the military and employers in trade union activities,

ongoing restrictions in collective bargaining and strike action, as 

well as very serious allegations concerning the arrest and harassment of

trade union leaders, together with the disappearance and assassination of

workers and unionists. Among the numerous trade union leaders detained

during this period were Dita Indah Sari, labour activist of the Democratic

Peoples Party and chairwoman of the Centre for Indonesian Workers

Struggle, and Muchtar Pakpahan, chairman of the Indonesian Prosperity

Trade Union (SBSI). Through the CFA, the international community kept

up the pressure on Indonesia for the release of trade union leaders detained

because of their trade union activity. Muchtar Pakpahan was released in

1998, followed by Dita Sari one year later, whereupon she was unani-

mously elected Chairperson of the National Front for Indonesian Workers

struggle, the FNPBI. Indonesia’s engagement with the ILO marked a 

turning point for labour rights in the country. In the years since then

Indonesia has taken significant steps to improve protection of trade union

rights, and has ratified all eight fundamental conventions, making it one

of the few nations in the Asia-Pacific region to have done so.46 The case

of Dita Sari is not unique. In the last decade alone, more than 2,000 trade

unionists worldwide were released from prison after this ILO committee

examined their cases.
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General Survey (article 19)

International labour standards are universal instruments adopted by the

international community and reflecting common values and principles

on work-related issues. While member states can choose whether or not

to ratify any conventions, the ILO considers it important to keep track

of developments in all countries, whether or not they have ratified them.

Under article 19 of the ILO Constitution, member states are required to

report at regular intervals, at the request of the Governing Body, on meas-

ures they have taken to give effect to any provision of certain conven-

tions or recommendations, and to indicate any obstacles which have

prevented or delayed the ratification of a particular convention.

On the basis of article 19, the Committee of Experts publishes an in-

depth annual General Survey on member states’ national law and prac-

tice, on a subject chosen by the Governing Body. These surveys are

established mainly on the basis of reports received from member states and

information transmitted by employers’ and workers’ organizations. They

allow the Committee of Experts to examine the impact of conventions and

recommendations, to analyse the difficulties indicated by governments

in their application, and to identify means of overcoming these obstacles. 

Recent General Surveys include:

• Equal Remuneration (1986); Equality in Employment and Occupation

(1988, 1996)

• Freedom of Association and Collective Bargaining (1994) 

• Migrant Workers (1999)

• Tripartite Consultation (2000)

• Night Work of Women in Industry (2001)

• Dock Work (2002)

• Protection of Wages (2003)

• Employment Policy (2004)

• Hours of Work (2005)

• Labour Inspection (2006)

• Forced Labour (2007)

• Labour Clauses (Public Contracts) (2008)

• Occupational Safety and Health (2009)

• Employment instruments in light of the 2008 Declaration on Social Justice

for a Fair Globalization (forthcoming in 2010)

• Social security instruments in light of the 2008 Declaration on Social

Justice for a Fair Globalization (forthcoming in 2011).
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The ILO does not just supervise the application of ratified conventions.

It also provides different forms of technical assistance whereby ILO offi-

cials or other experts help countries address problems in legislation and

practice in order to bring them into line with the obligations under rati-

fied instruments. Forms of technical assistance include advisory and direct

contacts missions, during which ILO officials meet government officials

to discuss problems in the application of standards with the aim of find-

ing solutions; and promotional activities, including seminars and nation-

al workshops, with the purpose of raising awareness of standards,

developing national actors’ capacity to use them, and providing techni-

cal advice on how to apply them to the benefit of all. The ILO also pro-

vides assistance in drafting national legislation in line with its standards.
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A worldwide network of international labour standards specialists

Many of these technical assistance activities are carried out by the ILO’s

international labour standards specialists who are assigned to ILO offices

located around the world. Standards specialists meet government offi-

cials, employers’ and workers’ organizations to provide assistance with

new ratifications of conventions and reporting obligations, to discuss

solutions to problems raised by the supervisory bodies, and to review

draft legislation to ensure that it conforms with international labour stan-

dards. International labour standards specialists are stationed in:

Africa: Addis Ababa, Cairo, Dakar, Harare, Yaoundé

Americas: Lima, San José, Santiago, Brasilia

Caribbean: Port of Spain

Arab States: Beirut

East Asia: Bangkok, Manila

South Asia: New Delhi

Eastern Europe and Central Asia: Moscow

ILO International Training Centre 

The International Labour Organization and the Italian Government estab-

lished the International Training Centre in 1964 in Turin, Italy, as an

advanced vocational training institute.

The International Training Centre offers training on international labour

standards for government officials, employers, workers, lawyers, judges

and legal educators, as well as specialized courses on labour standards,

productivity improvement and enterprise development, international

labour standards and globalization, and the rights of women workers.

The Centre contributes to achieving the ILO's goal of decent work for

women and men.
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In 1998 the ILO created a special promotional measure to strengthen the

application of the four principles and associated rights that are considered

fundamental for social justice. By adopting the Declaration on

Fundamental Principles and Rights at Work and its Follow-up, ILO mem-

ber states recognize that they have an obligation to work towards real-

izing certain basic values that are inherent in ILO membership, namely

freedom of association and the effective recognition of the right to col-

lective bargaining; the elimination of all forms of forced or compulsory

labour; the effective abolition of child labour; and the elimination of dis-

crimination in respect of employment and occupation. This obligation

exists even if they have not yet been able to ratify the eight fundamental

conventions which embody these principles. At the same time the ILO

itself has an obligation to provide assistance needed to achieve these objec-

tives. 

A follow-up to the Declaration was adopted at the same time to help

determine the needs of states to improve their application of the above

principles and rights. Member states are required to submit annual reports

on all the fundamental rights for which they have not ratified the corre-

sponding ILO conventions. The reports are examined by the Governing

Body with the help of a panel of independent experts, whose comments

are published in the Introduction to the Annual Review of reports. In

addition, the Director-General prepares a Global Report on one of the

four sets of principles and rights each year to analyze the situation around

the world, both for ratifying and non-ratifying countries, and to suggest

new avenues for ILO technical assistance. The International Labour

Conference examines this report, and the Governing Body consequently

sets out a plan of action for technical cooperation for the following four-

year period. The Declaration and its follow-up are designed to promote

the principles and rights it embodies and to facilitate the ratification of

the fundamental conventions through dialogue and technical assistance.

The purpose of the Declaration and its follow-up is not to create a par-

allel set of standards; rather, it is to assist member states to achieve full

respect for the fundamental principles and rights at work, including ulti-

mate ratification of all the fundamental conventions. Once this is achieved,

all member states will have been brought under the regular ILO supervi-

sory system with respect to these instruments. 
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Amid widespread uncertainty in the world of work, ranging from finan-

cial turmoil and economic downturn to growing unemployment, infor-

mality and insufficient social protection, the governments, workers and

employers of the International Labour Organization (ILO) have adopt-

ed in June 2008 a landmark Declaration designed to strengthen the ILO’s

capacity to promote its Decent Work Agenda and forge an effective

response to the growing challenges of globalization. This is the third

major statement of principles and policies adopted by the International

Labour Conference since the ILO’s Constitution of 1919. It builds on the

Philadelphia Declaration of 1944 and the Declaration on Fundamental

Principles and Rights at Work of 1998. The 2008 Declaration expresses

the contemporary vision of the ILO’s mandate in the era of globaliza-

tion. 

The Declaration expresses the universality of the Decent Work Agenda:

all Members of the Organization must pursue policies based on the strate-

gic objectives – employment, social protection, social dialogue, and rights

at work. At the same time, it stresses a holistic and integrated approach

by recognizing that these objectives are “inseparable, interrelated and

mutually supportive”, ensuring the role of international labour standards

as a useful means of achieving all of them. 
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The Declaration also stresses the need to promote the ILO’s standard-

setting policy as a cornerstone of ILO activities by enhancing its rele-

vance to the world of work, as well as ensuring the role of standards as

a useful means of achieving the constitutional objectives of the

Organization. The Declaration specifies that how Member States achieve

the ILO’s strategic objectives is a question that must be determined by each

Member subject to its existing international obligations and the funda-

mental principles and rights at work with due regard, among others, to

the principles and provisions of international labour standards.

The Declaration includes a follow-up mechanism to ensure the means by

which the Organization will assist the Members in their efforts to promote

the Decent Work Agenda, including a review of the ILO’s institutional

practices and governance; regular discussion by the International Labour

Conference responding to realities and needs in member States and assess-

ing the results of ILO activities; voluntary country reviews, technical assis-

tance and advisory services; and strengthening research capacities,

information collection and sharing.
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Chapter 1

An introduction to social dialogue

What is social dialogue?
In the Member States of the 
EU, organisations representing 
employers and workers together 
play an important role, influenc-
ing developments at the work-
place, and in the wider economy 
and society. The nature and 
extent of this role varies consider-
ably from country to country (see 
p. 16). It includes setting pay and 
employment conditions through 
collective bargaining at various 
levels, expressing opinions to 
governments and other public 
authorities through consulta-
tions (thereby helping to shape 
law and policy in areas such as 
employment), jointly managing 
or overseeing areas such as social 
security, training or health and 
safety, or simply discussing issues 
of mutual interest. These pro-
cesses can be formal or informal, 
and can be limited to workers’ 
and employers’ organisations or 
can also include the government 
and other public authorities.

Organisations representing em plo-
yers and workers — employers’ 
associations and trade unions 
— are known in many Member 
States as the ‘social partners’. The 

 interactions between them, and 
with the public authorities, are 
often referred to as ‘social dia-
logue’. This term is sometimes used 
more widely to include dialogue 
at individual workplaces, whereby 
employers inform, consult and 
negotiate with their employ-
ees and their representatives on 
employment and business-related 
issues.

The International Labour Organi-
sation (ILO) defines social dia-
logue as ‘all types of negotiation, 
consultation or simply exchange 
of information between, or 
among, representatives of gov-
ernments, employers and work-
ers, on issues of common interest 
relating to economic and social 
policy’. The dialogue can ‘exist as 
a tripartite process, with the gov-
ernment as an official party to 
the dialogue or it may consist of 
bipartite relations only between 
labour and management (or trade 
unions and employers’ organisa-
tions), with or without indirect 
government involvement’.

Social dialogue has developed 
at the level of the European 
Union, reflecting (and linked 
to) its widespread practice in 
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Box 1. The cross-industry social partners
The main cross-industry trade union organisation involved 
in EU-level social dialogue is the European Trade Union Con-
federation (ETUC). The ETUC’s membership is made up of 
83 national union confederations from 36 countries, plus 
12 European trade union federations, which bring together 
national unions operating in particular sectors. In total, the 
ETUC represents 60 million union members across Europe.

Also operating under the ETUC’s auspices is the Council of 
European Professional and Managerial Staff (Eurocadres), 
which represents over five million managerial and professional 

the Member States. Forms of 
social dialogue were present at 
the inception of the European 
Communities, and today social 
dialogue is enshrined in the 
Treaty on the Functioning of the 
European Union (Articles 151-
155, see Chapter 2 below) and 
features across many areas of 
EU policy and action. This pub-
lication describes this dialogue, 
its background, development, 
operation and achievements, 
and the challenges it faces today.

The basics of EU-level social 
dialogue
In the EU context, social dialogue 
involves a set of processes and 
arrangements whereby Euro-
pean-level organisations, repre-
senting employers and workers, 
conduct discussions and nego-
tiations, undertake other joint 
work, and are jointly involved in 

EU decision- and policy-making. 
The dialogue takes two basic 
forms and occurs at two main 
levels. Its form can be either:
•	 bipartite, involving only the 

social partners (organisations 
representing employers and 
workers); or

•	 tripartite, involving both the 
social partners and the EU 
institutions.

The two main levels of dialogue are:
•	 cross-industry, which means a 

dialogue whose scope covers 
the whole EU economy and 
labour market, and all sectors; 
and

•	 sectoral, covering one specific 
industry across the EU.

The organisations that participate 
in the dialogue vary depending 
on the level. At cross-industry 
level (see Box 1), trade unions are 
principally represented by the 
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employees belonging to ETUC-affiliated unions. Outside the 
ETUC, the European Confederation of Executives and Mana-
gerial Staff (CEC) brings together 17 national organisations 
representing managers and professionals from 15 countries, 
plus nine federations grouping national managerial/profes-
sional unions in particular sectors. CEC represents 1.5 million 
members. The European Commission consults both Eurocad-
res and CEC as cross-industry social partners representing 
specific categories of workers, and the two organisations have 
established a liaison committee through which they partici-
pate in EU-level cross-industry negotiations, within the ETUC 
delegation.

There are two general cross-industry social partners on the 
employer side:
•	 BusinessEurope has as members 41 national employers’ 

and industrial confederations from 35 European countries. 
It represents 20 million companies of all sizes, mainly in the 
private sector.

•	 The European Centre of Employers and Enterprises Provid-
ing Public Services (CEEP) represents individual enterprises 
and employers’ associations in public services — both 
organisations with full or partial public ownership and 
those carrying out activities of general economic interest, 
whatever their legal ownership/status. It has 19 national 
sections, made up of both individual employers and asso-
ciations, and four affiliated European-level sectoral organi-
sations. CEEP’s members employ 30 % of the EU workforce.

The European Association of Craft, Small and Medium-sized 
Enterprises (UEAPME) is consulted by the Commission as a 
cross-industry organisation representing certain categories 
of undertakings. UEAPME brings together 40 national cross-
industry federations for SMEs and craft businesses from 26 EU 
Member States, plus associate members including national 
SME organisations from outside the EU and 29 European-
level sectoral SME organisations. UEAPME represents over 12 
million enterprises with 55 million employees. It participates 
with BusinessEurope and CEEP in the employers’ group for 
dialogue and negotiations with the ETUC.
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European Trade Union Confed-
eration (ETUC), and employers by 
BusinessEurope (broadly, private 
sector employers), CEEP (public 
services employers) and UEAPME 
(small and medium-sized enter-
prises). At sector level (see Box 2), 
the social partners are organisa-
tions bringing together national 
unions and employers’ asso-
ciations operating in a particular 
industry across Europe.

Bipartite social dialogue — the 
main focus of this publication — 
occurs at both cross-industry and 

sector levels. Social dialogue 
committees, supported by the 
European Commission, have 
been set up at cross-industry level 
and in 40 sectors. In these com-
mittees, the social partners can, 
on their own initiative, discuss 
matters of mutual concern, carry 
out joint work, and negotiate 
agreements and other joint texts. 
Further, the Commission consults 
the cross-industry and sectoral 
social partners on a wide range 
of issues, and the partners can 
develop joint responses through 
the social dialogue committees. 

Box 2. The sectoral social partners
A total of 62 European-level employers’ bodies, represent-
ing national employers’ associations in a particular industry, 
are involved in EU sectoral social dialogue committees, and 
are consulted by the European Commission on social and 
employment policy issues. These organisations range con-
siderably in size and scope, with some representing all or 
most of the large sectors (such as metalworking/engineering 
or local/regional government) and others representing rela-
tively small subsectors (such as aviation handling or potash 
production). Sectoral dialogue committees often include two 
or more employers’ organisations.

By contrast, only 17 trade union organisations participate in the 
EU-level sectoral dialogue and are formally consulted by the 
Commission. Most of these are European trade union federa-
tions affiliated to the ETUC (see Box 1), such as the European 
Metalworkers’ Federation or the European Federation of Public 
Service Unions. While the sectoral union organisations vary in 
size, they tend to be broader in scope than the EU-level sectoral 
employers’ bodies, and often cover more than one sector, with 
several of them sitting on more than one sectoral committee. 
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When it comes to matters of 
employment and social policy, the 
Commission has a duty to consult 
the social partners on possible EU 
action (such as legislation), giving 
them the opportunity to respond 
individually or jointly and, if they 
wish, to negotiate agreements on 
the issues in question, which may 
in certain circumstances be given 
legal force by an EU directive.

Tripartite dialogue occurs mainly 
at cross-industry level. It involves 
various institutions and pro-
cesses that enable the social 
partners to discuss matters with 
the EU institutions, and con-
tribute to debate and policy in 
areas such as the economy and 
employment (see Box 4).

The EU also has a role in promot-
ing European bipartite social 
dialogue in individual compa-
nies. Legislation enables Euro-
pean Works Councils (EWCs) to 
be established in multinational 
companies operating in the 
EU, providing a forum for man-
agement and employee repre-
sentatives to hold a dialogue on 
transnational topics (see Box 3).

Why do we need social 
dialogue at EU level?
The countries of Europe have 
developed a distinctive way of 
organising their societies and 
economies, which has become 

known as the ‘European social 
model’. There is general accept-
ance that this model at least 
includes sustained economic 
growth, a high and rising stand-
ard of living, high levels of 
employment, high-quality educa-
tion, comprehensive welfare and 
social protection, low levels of 
inequality and high levels of soli-
darity, and — crucially in the cur-
rent context — an important role 
for representatives of workers 
and employers, and the dialogue 
between them. Social dialogue is 
considered to be integral to the 
European social model.

A shared belief in this model was 
reflected in the European Com-
munities, formed by six Member 
States in the 1950s, and the trea-
ties establishing the Communi-
ties. As the Communities grew 
and became more integrated 
over the next 50 years, and even-
tually became the European 
Union, the European social mod-
el’s values became ever more 
firmly enshrined in successive 
treaties. Social dialogue is one of 
these values. Because social dia-
logue plays an important role in 
the Member States (especially in 
the founding Member States and 
those that joined up until the 
end of the 20th century), it was 
included in the institutional and 
policy-making machinery and 
processes that these countries 
constructed at European level.
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Box 3. European Works Councils
The main forums for European-level social dialogue within 
companies are European Works Councils (EWCs). Based on 
an EU Directive adopted in 1994 (and revised in 2009), EWCs 
can be set up — following negotiations initiated by employ-
ees or by management — in multinational companies with at 
least 1 000 employees within the 30 European Economic Area 
member states and at least 150 employees in each of at least 
two member states.

By April 2011, according to figures from the European Trade 
Union Institute (ETUI), 917 multinationals had EWCs. Some 
18 000 employee representatives sit on EWCs, representing 
the interests of around 18 million workers.

The central purpose of EWCs is to provide employees with 
information and consultation on transnational matters. 
Details of the operation and role of EWCs are agreed individu-
ally in each multinational concerned, but generally they bring 
together central management and employee representatives 
from across Europe at least once a year for a dialogue on the 
company’s performance and prospects, and matters such as 
employment, restructuring and human resources policies. 
Where important events occur between regular meetings, 
such as site closures or major redundancies, management 

Social dialogue forms part of the 
European social model, because 
it reflects the democratic princi-
ple (included in Article 11 of the 
Treaty on European Union — 
TEU) that representative associa-
tions should be able to express 
their views to be consulted by, 
and hold dialogue with, the pub-
lic authorities, as well as the view 
that it is fair that workers and 
employers should be involved in 
decision-making on issues that 

affect them closely. The Charter 
of Fundamental Rights of the 
EU also enshrines the right of 
workers to information and con-
sultation within the undertak-
ing (Article 27) and the right of 
collective bargaining and action 
(Article 28). However, the Euro-
pean social model also includes 
social dialogue because this dia-
logue brings concrete benefits, 
and not just for the organisa-
tions involved. The social part-
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must usually inform and consult the EWC. In some EWCs, 
information and consultation is more ongoing, often via a 
smaller select committee.

While the EWCs’ main role under the Directive is as a forum 
for information and consultation, dialogue has developed 
further in some cases, and management and employee rep-
resentatives have negotiated on European-level matters. In 
more than 60 EWCs, agreements have been signed on topics 
such as restructuring, corporate social responsibility, equality, 
and health and safety.

Research indicates that, besides enhancing communication 
among employee representatives from different countries, 
and between these representatives and central management, 
EWCs can have a positive impact on improving decision-mak-
ing and employee understanding of management decisions, 
increasing trust, building a Europe-wide corporate culture, 
and anticipating and managing change.

Since 2004, enterprises operating in more than one Member 
State have had the option of setting up as, or transforming 
themselves into, a European Company (Societas Europaea, or 
SE) based on EU rather than national law. A Directive stipu-
lates the particular arrangements for employee involvement 
in SEs. The details are negotiated in each SE, but involvement 
basically entails transnational information and consultation 
through an EWC-type body, as well as board-level employee 
participation where this form of participation was applied in 
the company or companies that founded the SE. (Statutory 
board-level employee representation exists at national level 
in many Member States).

According to the ETUI, over 800 SEs had been registered by 
June 2011. Many had no operations or employees, and existed 
mainly on paper, but in the more substantial SEs, over 70 
employee involvement agreements had been signed. All pro-
vide for information and consultation through an EWC-type 
body, while 34 also stipulate board-level participation. This EU-
level representation of employees on multinational company 
boards is the SEs’ main contribution to social dialogue.
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Box 4. Tripartite cross-industry dialogue
This publication focuses mainly on bipartite dialogue 
between the social partners. However, tripartite dialogue — 
also referred to as concertation — among the social partners 
and the EU institutions also plays an important role. It goes 

ners have unrivalled knowledge 
and experience of the realities of 
the employment and social situ-
ation ‘on the ground’, and con-
sulting and listening to them can 
therefore improve governance in 
this area. Furthermore, the social 
partners are uniquely well placed 
to address work-related issues — 
such as employment and work-
ing conditions, working time, 
equality, health and safety, and 
training — through the dialogue 
and negotiation processes that 
characterise their relationship. 
By reaching agreements, they 
can achieve compromises and 
balance their interests in a way 
that legislation often cannot.

The benefits of social dialogue 
have long been widely recog-
nised — if to varying degrees 
— in the Member States. As the 
European economy and labour 
market have become more inte-
grated, and the EU has devel-
oped an enhanced employment 
and social policy role, the EU 
institutions and Member States 
have increasingly taken the 
view that similar benefits can 

be achieved through social dia-
logue at European level.

Social dialogue and the 
‘acquis communautaire’
The accumulated body of EU 
law and obligations is known 
as the ‘acquis communautaire’. 
It comprises all the EU’s treaties, 
legislation, declarations, resolutions, 
international agreements, European 
Court of Justice rulings and so on. 
When new countries want to join 
the EU, they must accept and 
apply the acquis.

Social dialogue forms part of 
the acquis communautaire, 
because it is promoted by the 
Treaty and given a specific role 
in the EU’s decision-making 
process (see Box 9). New Mem-
ber States must therefore have 
in place social dialogue struc-
tures and activities, and social 
partners able to play an effec-
tive role in the EU-level dia-
logue. They must also take into 
account social dialogue when 
incorporating the acquis into 
their national provisions.
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back to a series of ‘tripartite conferences’ on employment 
issues held in the 1970s, which brought together European-
level social partners, the Commission and national govern-
ments. In 1970, following a request from the social partners, 
the Council set up a Standing Committee on Employment 
(SCE) to ensure continuous dialogue, joint action and con-
sultation on employment policy between the EU institutions, 
national governments and the social partners. The SCE served 
as a forum for tripartite dialogue until the early 2000s.

The social partners and the Council began debating outside 
the SCE during the 1990s. EU-level cross-industry partners 
started to meet ministers ahead of meetings of the Employ-
ment and Social Affairs Council, and from 1996 the partners 
met the ‘troika’ of current and future Council presidencies on 
the eve of European Councils.

Meanwhile, the SCEs’ usefulness as a forum for consultation and 
dialogue was increasingly questioned by those involved. It was 
reformed and streamlined in 1999 and integrated into the Euro-
pean employment strategy. However, the social partners did 
not find that the reform led to significant improvements, and in 
2001 called for the SCE to be replaced by a tripartite committee 
for concertation on the Lisbon growth and jobs strategy (as was 
already happening in practice). A Tripartite Social Summit was 
formally established by a Council Decision in 2003 (replacing 
the SCE), with the role of ensuring continuous dialogue among 
the Council, Commission and social partners on the Union’s 
economic and social strategy (see Box 10).

Tripartite dialogue on specific EU policy areas also began 
in the mid-1990s, and today the cross-industry partners are 
involved in structured debate and consultations with the EU 
institutions and national governments, on both political and 
technical levels, over a range of issues. These include macro-
economic affairs, employment policy, social protection and 
education/training. In 2011, the Commission organised the 
first ‘tripartite social forum’ to discuss matters relevant to its 
flagship ‘Agenda for new skills and jobs’ and, more generally, 
to the overall Europe 2020 strategy.
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Social dialogue in the 
Member States
Social dialogue takes place in 
all the 27 EU Member States, 
though its importance varies 
considerably from country to 
country. It takes many forms, 
both bipartite and tripartite 
(or a combination of the two), 
and happens at cross-industry 
and sectoral level. The varying 
national patterns of dialogue 
reflect the countries’ different 
histories and economic and 
political situations. A notable 
distinction is that in most west-
ern European countries, current 
forms of dialogue are largely 
based on those that developed 
after the Second World War, 
while in most central and east-
ern European Member States, 
they began to emerge after 
the political change of the late 
1980s and early 1990s.

Here we provide a brief snapshot 
of the current situation across 
the EU. It should be noted, how-
ever, that dialogue arrangements 
and processes are rarely static, 
and have undergone continu-
ous change in many countries 
over the years. For example, the 
current economic and financial 
crisis has stimulated social dia-
logue in some Member States, 
while causing existing arrange-
ments to break down in others 
(see p. 79).

Bipartite cross-industry 
dialogue

Bipartite social dialogue between 
national cross-industry trade 
union and employers’ confed-
erations exists in many Member 
States, though it generally plays 
a more important role in indus-
trial relations in the countries that 
joined the EU prior to 2004 than in 
the more recent Member States.

In the pre-2004 ‘EU-15’ coun-
tries, dialogue in the form of 
regular cross-industry collective 
bargaining over pay rises and 
other general employment con-
ditions — providing a framework 
for bargaining at sector and/or 
company levels — currently takes 
place only in Belgium, Greece and 
Spain, though it was normal prac-
tice until recently in Ireland and 
Finland, and featured in the past 
in other countries. In the new 
Member States, national bipar-
tite agreements of this type have 
been signed mainly in Romania 
(though the practice ended in 
2011) and, to some extent, Slove-
nia. In both Bulgaria and Hungary, 
the cross-industry social partners 
have (in some years) agreed non-
binding general recommenda-
tions on pay rises.

Aside from regular national bar-
gaining, cross-industry agree-
ments on specific issues — such 
as training, employment, health 
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and safety, and bargaining rules 
— are a feature of industrial 
relations in a number of ‘EU-
15’ countries, namely Belgium, 
Finland, France, Italy, Luxem-
bourg, the Netherlands, Portu-
gal, Spain and Sweden. In some 
cases, dialogue on these issues 
is initiated by the government, 
and the agreements reached 
can be given legal force (thus 
blurring the line between bipar-
tite and tripartite dialogue). In 
particular circumstances, the 
cross-industry partners in other 
countries may take ad hoc joint 
action. For example, during the 
recent economic downturn, the 
partners in countries such as 
Austria, Denmark and Germany 
made joint recommendations 
on changes to short-time work-
ing schemes.

In Belgium and the Nether-
lands especially, bipartite cross- 

industry dialogue is deeply 
embedded. Here, national struc-
tures bring unions and employ-
ers’ organisations together for 
ongoing debate and to negoti-
ate of agreements. They also act 
as advisory/consultative bodies 
to the government. France has a 
distinctive system whereby the 
social partners, jointly and largely 
autonomously, manage impor-
tant areas such as social security, 
unemployment  insurance and 
vocational  training.

A particular form of highly auton-
omous bipartite cross-industry 
dialogue exists in Denmark and 
Sweden, and to some extent 
Finland. Here, national social 
partner organisations, rather 
than legislation, set many of the 
procedural ‘rules of the game’ 
for collective bargaining and 
other industrial relations issues 
through ‘basic agreements’.



18

Box 5. Recent examples of national bipartite 
cross-industry agreements

•	 The social partners represented on Belgium’s bipartite 
National Labour Council reached an agreement in April 
2009, obliging employers to introduce preventive drugs 
and alcohol policies. It sets out the principles for such poli-
cies and contains rules on matters such as testing employ-
ees, information, consultation and training.

•	 Between April and July 2011, French social partner organi-
sations signed a series of four agreements on the employ-
ment of young people. The accords set out joint actions and 
commitments in areas such as promoting access to jobs, 
combined work and training schemes, work placements 
and housing.

•	 In 2010, the social partners in Spain (as has been their 
practice for most of the period since 2002) signed a cross-
industry framework agreement providing guidelines for 
sector- and company-level bargaining. The main purpose 
of this three-year agreement is to protect and create jobs. 
It recommends moderate pay increases and a range of 
measures to avoid and mitigate job losses, promote open-
ended employment, develop workforce flexibility, deal with 
restructuring and improve training.

Bipartite agreements on specific 
themes are not widespread in the 
new Member States. The prac-
tice has developed in Bulgaria 
and, with regard to the national 
minimum wage, in Estonia, while 
there are a few examples in coun-
tries such as Cyprus and Latvia. 
Moreover, the current economic 
crisis prompted the first bipar-
tite cross-industry agreement in 
Poland (see Box 14).

Since the 1990s, the growth of 
EU-level bipartite cross-industry 

social dialogue has contributed 
to the development of national 
bipartite dialogue in some coun-
tries where it was previously 
largely unknown or limited. 
The need for the national social 
partners to implement EU-level 
‘autonomous’ agreements (see 
Box 13) has led them, in a manner 
that is largely unprecedented, to 
engage in bipartite dialogue and 
reach novel forms of agreement 
or other joint approaches in 
countries such as Cyprus, Latvia 
and the UK.
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Tripartite cross-industry 
dialogue

A majority of Member States 
(and almost all those that joined 
the EU in 2004 and 2007) have 
in place a formal national insti-
tution in which representatives 
of employers, trade unions and 
the government (and some-
times other interest groups) 
can discuss general economic 
and social matters. The role and 
powers of these bodies varies 
widely, but they usually have 
an advisory and consultative 
role on draft legislation and 
policies, especially in employ-
ment-related areas, and can 
sometimes provide a forum for 
the negotiation of agreements. 
In addition, many countries 
also have tripartite bodies that 
deal with specific issues, such 
as social security, employment, 
training, and health and safety. 
These can be standalone bod-
ies or sub-units of the main 
national tripartite institution.

In the ‘EU-15’ countries, some 
form of national economic and 
social forum with social partner 
representation exists in Austria, 
France, Greece, Ireland, Italy, 
Luxembourg, the Netherlands, 
Portugal and Spain, while Fin-
land has a forum that deals only 
with economic issues. In the 
case of France, Greece, Ireland, 
Italy, Portugal and Spain, the 

social partners are represented 
in these bodies alongside civil 
society in general. Luxembourg 
and Portugal also have more 
specific national tripartite con-
certation bodies. In Belgium, the 
national bipartite institutions 
play a consultative role vis-à-vis 
the  government.

The borders between tripar-
tite and bipartite dialogue can 
be hard to define exactly. For 
example, in France, the social 
partners have to be consulted 
by the government on any leg-
islative or policy proposals relat-
ing to individual and collective 
employment relations, employ-
ment and vocational training. 
They are given a chance to nego-
tiate cross-industry agreements 
on the issues at stake, and these 
provide a framework for any pro-
posed legislation on the topic in 
question. The government draws 
up the agenda for this form of 
social dialogue.

Important national tripartite 
agreements have been signed 
during the past decade on 
issues such as overall economic 
and social development, social 
welfare, pensions, labour mar-
ket/law reform, training, health 
and safety, pensions, minimum 
wages and responses to the eco-
nomic crisis in the ‘EU-15’ coun-
tries such as Ireland, Italy, the 
Netherlands, Portugal and Spain.



20

Tripartism is arguably weakest or 
least visible in northern Europe. 
In Denmark, Finland and Swe-
den, there has traditionally been 
a clear divide between the areas 
of competence of the social part-
ners, and of the public authori-
ties. This has meant little scope 
for tripartite institutions and a 
key role for bipartite dialogue. 
However, there has been some 
blurring of the dividing line in 
recent years and an increas-
ing tendency towards tripartite 
cooperation on particular issues 
in Denmark and Finland. Ger-
many too has no formal national 

tripartite (or bipartite) institu-
tions, but mainly informal and/or 
ad hoc cooperation between the 
government and social partners. 
The UK has little in the way of 
national social dialogue.

Among the post-2004 Mem-
ber States, tripartite dialogue is 
generally the main or only form 
of cross-industry dialogue. Gen-
eral economic and social forums 
with social partner representa-
tion exist in all these countries 
except Cyprus. In most cases, 
these are purely tripartite bod-
ies without wider civil society 

Box 6. Main national tripartite dialogue forums 
in the new Member States

•	 Bulgaria — Economic and Social Council (ESC) and National 
Council for Tripartite Cooperation (NCTC)

•	 Czech Republic — Council of Economic and Social Agree-
ment (RHSD)

•	 Estonia — Economic and Social Council (SM)
•	 Hungary — Economic and Social Council (GSZT) and 

National Interest Reconciliation Council (OÉT) (soon to be 
merged as the National Economic and Social Council, NGTT)

•	 Latvia — National Tripartite Cooperation Council (NTSP)
•	 Lithuania — Tripartite Council (LRTT)
•	 Malta — Council for Economic and Social Development 

(MCESD)
•	 Poland — Tripartite Commission for Social and Economic 

Affairs (TK)
•	 Romania — Economic and Social Council (CES) and National 

Tripartite Council for Social Dialogue (CNTDS)
•	 Slovakia — Economic and Social Council (HSR)
•	 Slovenia — Economic and Social Council (ESSS)
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 representation, and they have 
a clear consultative and some-
times negotiating role, gener-
ally covering a wide range of 
issues. Bulgaria and Romania, 
which have economic and social 
forums that include civil soci-
ety, have additional national tri-
partite social dialogue bodies. 
Hungary is currently merging 
a specific tripartite body with 
a wider forum also involving 
other interests, creating a struc-
ture without any government 
representation and with fewer 
powers than previously. Despite 
the prevalence of tripartite insti-
tutions, it seems that the social 
partners commonly complain 
that their views expressed during 
consultations are not sufficiently 
taken account of by government 
(though this is not restricted to 
the new  Member States).

With regard to the outcomes of 
tripartite dialogue in the new 
Member States, agreements 
have been reached, since 2000, in 
countries such as Bulgaria, Esto-
nia, Hungary, Latvia, Lithuania, 
Romania, Slovakia and Slovenia. 
These have covered matters such 
as: overall economic and social 
development in Bulgaria and 
Slovenia; dealing with the cur-
rent economic crisis in Bulgaria, 
the Czech Republic, Estonia, 
Latvia and Lithuania; minimum 
wage increases in Romania; and 
general pay policy in Slovenia.

Sectoral dialogue

Bipartite sectoral social dialogue, 
in the form of regular collec-
tive bargaining between trade 
unions and employers’ organisa-
tions over pay and conditions, is 
a key feature of industrial rela-
tions in many Member States, 
especially those in continental 
western Europe.

In the ‘EU-15’ countries, sectoral 
bargaining covers a high pro-
portion of economic sectors in 
Austria, Belgium, Denmark, Fin-
land, France, Germany, Greece, 
Italy, the Netherlands, Portugal, 
Spain and Sweden, while it exists 
in a more limited form in Ire-
land, Luxembourg and the UK. 
The regular sectoral agreements 
reached sometimes set actual 
pay and conditions for employ-
ees in the sector concerned, but 
more typically (and increasingly) 
provide a minimum floor and a 
framework for subsequent bar-
gaining at company level.

In Ireland, Luxembourg and 
the UK, collective bargaining 
is largely decentralised to the 
company level. Decentralisation 
is also now taking place in many 
of the ‘EU-15’ countries with 
high sectoral bargaining cover-
age, driven largely by employ-
ers’ wishes for greater flexibility 
at company level in setting pay 
and conditions. While there are 
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instances of employers simply 
withdrawing from or ceasing 
to negotiate sectoral collective 
agreements, a more common 
approach has been to retain 
sectoral bargaining but allow 
greater scope for company-level 
flexibility. This has happened 
in countries such as Denmark, 
Germany, Italy, the Netherlands, 
Spain and Sweden.

In many of the new Member 
States (where overall bargain-
ing coverage is generally lower 
than in the ‘EU-15’), sectoral col-
lective bargaining is limited to 
few industries or non-existent. 
It is relatively widespread only 
in Bulgaria, Romania, Slovakia 
and Slovenia, and also present 
to a lesser extent in Cyprus, the 
Czech Republic, Hungary and 
Poland. A common feature of 
industrial relations in the new 

Member States is the frequent 
absence of sectoral bargaining, 
and of the broader sectoral dia-
logue linked to such bargain-
ing, unlike the situation in many 
of the ‘EU-15’ countries.

Where sectoral bargaining 
exists in the new Member 
States, it can be subject to 
the same decentralising pres-
sures that apply in the ‘EU-15’. 
For example, some employ-
ers in the Czech Republic and 
Slovakia have in recent years 
withdrawn from or ceased 
negotiating sectoral agree-
ments. On the other hand, 
sectoral bargaining has spread 
or started to emerge more 
recently in countries such as 
Bulgaria and  Estonia.

Collective bargaining aside, 
bipartite dialogue occurs in at 
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least some sectors in countries 
such as Bulgaria, Hungary, Roma-
nia and Slovakia. In a number of 
cases, this reflects recent efforts 
that have been put into build-
ing bipartite sectoral dialogue 
in new Member States, and 
the capacity of the (frequently 
under-resourced and sometimes 
absent) sectoral social partners. 
For example, an EU-funded pro-
ject has helped to set up sectoral 
social dialogue committees in 
many industries in Hungary.

International comparison

On average, nearly two out of 
three workers in the EU are cov-
ered by a collective agreement, 
compared to nearly one in five 
in Japan and one in eight in the 
US. While union membership 
has been declining in all these 
regions, the difference in Europe 
is that unions and employers 
often negotiate above the level 
of the firm, usually on a sectoral 
level, and sometimes even on a 
national (cross-sectoral) basis. 
This allows for the inclusion of 
a far greater number of employ-
ees, such as those working in 
small and medium-sized firms 
who would otherwise be unrep-
resented. It also helps to explain 

the important role of social dia-
logue within the EU.

In combining its market-building 
agenda with a social agenda that 
includes emerging transnational 
industrial relations arrange-
ments, the EU is ahead of other 
economic powers and regional 
integration organisations, and is 
sometimes seen as an example 
or model for the development 
of a regional social dialogue. 
Although collective bargaining 
and pay determination — core 
issues of industrial relations — 
remain nationally specific, the 
EU promotes social partnership 
and cooperation by setting mini-
mum standards for employee 
representation in national and 
cross-border firms, by consulting 
EU-level social partners on policy 
initiatives and by enabling their 
EU-level agreements to be trans-
posed into legislation. In respect 
of other regional organisations, 
Mercosur, South America’s lead-
ing trading bloc, is probably near-
est to the EU in its industrial set 
up and social policy ambitions, 
while the role of social dialogue in 
the NAFTA (North American Free 
Trade Agreement) and ASEAN 
(Association of  Southeast Asian 
Nations) is weaker.
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1952-1984: The early years
The first European Community 
was the European Coal and Steel 
Community (ECSC), established 
in 1952 by six countries. Social 
dialogue was built into the ECSC 
through a Consultative Com-
mittee, made up of representa-
tives of coal and steel producers, 
workers, consumers and dealers.

When, in 1958, the six found-
ing Member States proceeded 
to set up a more wide-ranging 
European Economic Commu-
nity (EEC), they again enshrined 
social dialogue through an 
advisory Economic and Social 
Committee, consisting of rep-
resentatives of the various cat-
egories of economic and social 
activity. The Committee, today 
known as the European Eco-
nomic and Social Committee, 
continues to act as an important 
social dialogue forum. Its mem-
bers are divided into groups rep-
resenting employers, employees 
and ‘various interests’. Members 
are representatives of national 
trade unions, employers’ associa-
tions and other interest organi-
sations, nominated by national 
governments.

Soon after the ECSC was estab-
lished, it set about developing 
a common mining policy, lead-
ing to the formation of a specific 
joint advisory committee, rep-
resenting the mining industry’s 
employers and workers. After 
the EEC was formed, common 
policies were drawn up during 
the 1960s and 1970s for agricul-
ture, fisheries and various modes 
of transport. The European Com-
mission created joint commit-
tees in these sectors to advise on 
social and employment aspects 
of these policies.

Forms of EU-level cross-industry 
dialogue started to emerge in 
1970, and were essentially of a 
tripartite nature (see Box 4).

1985-1992: The birth of 
bipartite cross-industry 
dialogue
While cross-industry dialogue 
during the 1970s was largely 
tripartite, in the early 1980s the 
idea of promoting more bipar-
tite dialogue between the social 
partners started to develop in 
the Community institutions. Its 
aim was to respond to the eco-
nomic recession of the time, and 

Chapter 2

A brief institutional history  
of EU-level social dialogue
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to reach European-level agree-
ments addressing the social and 
economic issues arising in the 
context of the European internal 
market. (The internal market pro-
gramme was launched in 1985.)

The Commission met repre-
sentatives of the cross-industry 
social partners (ETUC, CEEP and 
UNICE, which later became Busi-
nessEurope) in January 1985 at 
Val Duchesse, a castle outside 
Brussels, to discuss the economic 
and social situation. At a second 
meeting in November 1985, the 
parties set up two working par-
ties, composed of social part-
ner representatives and chaired 
by the Commission, to discuss 
growth, employment and invest-
ment, and the role of social 
dialogue in introducing new 
technologies.

Discussions in the macroeco-
nomics working party led to the 
cross-industry partners agreeing 
a joint opinion on the Commis-
sion’s ‘cooperative growth strat-
egy’ in November 1986. This was 
the first formal joint text to mate-
rialise from the Val Duchesse 
dialogue, and was followed by 
further joint opinions on macro-
economic and new technology 
issues in 1987.

In 1987, the Single European Act 
came into force, amending the 
EEC Treaty and giving EU-level 

social dialogue its first Treaty 
recognition. Article 118(b) of 
the amended Treaty obliged the 
Commission to ‘endeavour to 
develop the dialogue between 
management and labour at Euro-
pean level which could, if the two 
sides consider it desirable, lead to 
relations based on agreement’.

With the new Treaty in place, 
and the single market moving 
towards completion (accompa-
nied by increasing pressure to 
create a genuine social dimen-
sion), the Val Duchesse dialogue 
was strengthened in 1989. It was 
given a more formal structure 
with the establishment of a steer-
ing committee, while working 
groups were set up to discuss 
education/training and the emer-
gence of a European labour mar-
ket. These groups agreed various 
joint opinions over 1990-1993.

At sector level, the 1985-1992 
period saw new joint committees 
established in sectors affected by 
Community policies such as civil 
aviation and telecommunications. 
The Commission also began to 
promote a new type of sectoral dia-
logue, and set up informal work-
ing parties in areas such as sugar, 
commerce and insurance, which in 
some cases agreed joint texts.

In October 1991, the cross-
industry social partners reached 
their first agreement — a joint 
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contribution on the role of social 
dialogue, addressed to the Inter-
governmental Conference that 
was preparing the Treaty on 
European Union (TEU),  signed 
in Maastricht in 1992. The agree-
ment called for a much stronger 
role for the social partners in 
formulating and implementing 
Community social and employ-
ment policy, and proposed 
a specific consultation and 

 negotiation procedure for them. 
The partners’ agreement was 
incorporated almost unchanged 
into the Protocol and Agree-
ment on Social Policy appended 
to the TEU (see Box 7), which 
enabled 11 of the 12 Member 
States at the time to adopt new 
employment and social leg-
islation that excluded the UK, 
which had ‘opted out’ of this new 
 mechanism.

Box 7. Social dialogue in the 1992 Agreement 
on Social Policy (ASP)

Article 3 of the ASP gave the Commission the task of promot-
ing the consultation of management and labour at Commu-
nity level and taking ‘any relevant measure to facilitate their 
dialogue by ensuring balanced support for the parties’. Before 
submitting proposals in the social policy field, the Commis-
sion was to consult management and labour on the possible 
direction of Community action.  If, after this consultation, the 
Commission considered Community action advisable, it was to 
consult management and labour on the content of the envis-
aged proposal. Management and labour were to forward to the 
Commission an opinion or, where appropriate, a recommenda-
tion, and could inform the Commission of their wish to initiate 
a negotiating process. The negotiations could not exceed nine 
months, unless the ‘management and labour concerned’ and 
the Commission decided jointly to extend this period.

Article 4 of the ASP stated that, should management and 
labour so desire, their Community-level dialogue could lead 
to ‘contractual relations, including agreements’. Community-
level agreements would be implemented either ‘in accordance 
with the procedures and practices specific to management 
and labour and the Member States’ or, in matters covered by 
the ASP and at the joint request of the signatory parties, by a 
‘Council decision’ on a proposal from the Commission. 
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1993-2000: Twin-track 
social dialogue begins
The Maastricht Treaty and ASP 
came into force in November 
1993, giving the European-level 
social partners a stronger role 
in framing and applying Com-
munity social policy, and greater 
legitimacy through their new 
right to be consulted on pro-
posed Community action.

To adapt their dialogue to the 
new institutional framework, the 
cross-industry partners created a 
Social Dialogue Committee to act 
as the main central body for dis-
cussions, adoption of joint texts 
and planning. In 1993, the Euro-
pean Commission also adopted 
additional formal procedures, 
deciding on which social part-
ner organisations to involve, and 
establishing the practical aspects 
of Treaty-based consultations and 
negotiations (see p. 47).

Once the Maastricht Treaty and 
ASP were in force, cross-indus-
try dialogue took two distinct 
courses. On the one hand, the 
social partners followed their 
own autonomous agenda; on 
the other, consultations based 
on the Commission’s legislative 
agenda shaped much of the 
partners’ dialogue.

With regard to autonomous dia-
logue, the cross-industry part-

ners continued to agree joint 
opinions on aspects of Commu-
nity employment and economic 
policy. They also signed addi-
tional ‘free-standing’ joint texts 
such as a declaration on the 
employment of people with dis-
abilities in 1999.

As for the second form of dia-
logue, the Commission consulted 
the cross-industry partners on 
numerous issues where it was 
considering Community action 
over the 1993-2000 period. Two 
of these consultations led to the 
partners negotiating and signing 
European framework agreements. 
Consultations on the reconcili-
ation of professional and family 
life resulted in an agreement on 
parental leave in December 1995 
— the first substantive accord 
signed by the cross-industry part-
ners. Consultations on flexibility 
in working time and workers’ 
security led to two agreements: 
in June 1997 on part-time work 
and in March 1999 on fixed-term 
work. In all three cases, the social 
partners requested the Commis-
sion to submit the agreements to 
the Council for a decision to make 
their requirements binding in the 
Member States, and the Com-
mission proposed directives that 
were adopted by the Council.

Turning to sectoral social dia-
logue, the entry into force of the 
ASP meant that the Commission 
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began to formally consult social 
partners, which it had identified 
as representative in particular 
industries, on planned action 
in the employment and social 
field. Consultations led in some 
cases to negotiations among the 
social partners on sector-specific 
issues. For example, agreements 
on working time were reached in 
the sea transport and civil avia-
tion joint committees which, at 
the partners’ request, were imple-
mented by Council directives.

The 1990s saw the creation of 
several new sectoral joint com-
mittees and informal working 
parties. However, the Commis-
sion was dissatisfied with the 
effectiveness of the patchwork 
of joint committees and work-
ing parties that had grown up 
since the 1950s. It concluded in 
1998 that a more harmonised 

approach was needed, to ensure 
a more equitable treatment of 
the various sectors and to enable 
all sectors to contribute effec-
tively to the development of the 
relevant Community policies. It 
therefore decided to replace all 
existing sectoral structures with 
new sectoral social dialogue 
committees (see Box 8).

An important institutional 
change occurred in 1999, when 
the Treaty of Amsterdam came 
into force, amending the exist-
ing treaties. The UK had decided 
to reverse its earlier social policy 
‘opt-out’, thereby restoring uni-
fied Community decision-mak-
ing on social and employment 
policy. The Amsterdam Treaty 
incorporated the ASP into the 
Treaty establishing the European 
Community (TEC), as Articles 138 
and 139.
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Box 8. The 1998 reform of sectoral social 
dialogue

In a Decision issued in May 1998, the European Commission 
replaced existing sectoral dialogue structures with sectoral 
social dialogue committees (SSDCs), with effect from 1999. 
SSDCs can be set up in sectors where the social partners 
jointly request dialogue at European level, and where employ-
ers’ and workers’ organisations:
•	 relate to specific sectors or categories and are organised at 

European level;
•	 consist of organisations that are themselves an ‘integral and 

recognised part of Member States’ social partner structures’, 
have the capacity to negotiate agreements and are repre-
sentative of several Member States; and

•	 have adequate structures to ensure their ‘effective partici-
pation’ in the committees’ work.

SSDCs are consulted in a timely and substantial way on devel-
opments at Community level with social implications for their 
sectors, and also have the task of developing and promoting 
social dialogue. They are composed of equal numbers of rep-
resentatives of employers and workers, invited by the Com-
mission on the basis of a proposal from the social partners 
that requested the SSDC’s creation. SSDCs must meet at least 
once a year, and the Commission provides secretarial services 
and technical back-up for meetings.

Initially 21 SSDCs were created in 1999, in industries formerly 
covered by joint committees and working parties. Since 1999, 
the number of SSDCs has grown by an average of around two 
a year, and in 2011 there were 40 committees (see Annex 1). 
They cover industries that employ some 145 million workers, 
three-quarters of the EU workforce. 
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Since 2001: Greater social 
partner autonomy 
The cross-industry social part-
ners (which now include UEAPME 
and CEC/Eurocadres) announced 
in 2001 (in a joint contribution 
to a European Council held in 
Laeken) that they wanted to 
reposition their dialogue to 
take account of challenges such 
as EU enlargement, debate on 
Europe’s future governance and 
the introduction of the single 
currency. The partners decided 
to make their bipartite dialogue 
(whether or not triggered by offi-
cial consultations) better organ-
ised and more autonomous, and 
base it on a work programme 
that, while drawn up and imple-
mented independently, would 
contribute to the EU growth and 
employment strategy and to 
enlargement.

The partners’ more autonomous 
approach was expressed in 
2002 in a new type of joint text, 
a ‘framework of actions’ for the 
lifelong development of compe-
tencies and qualifications. This 
established priorities, guide-
lines and proposed actions, to 
be promoted at national level 
by the member organisations 
of the signatories (see p. 68). 
Furthermore, following consul-
tations by the Commission, the 
social partners signed a frame-
work agreement on teleworking 

in July 2002. In contrast to ear-
lier cross-industry agreements, 
the partners did not ask for the 
teleworking agreement to be 
implemented by a directive. 
Instead, the agreement was to 
be implemented by the signa-
tories’ national member organi-
sations, ‘in accordance with the 
procedures and practices spe-
cific to management and labour 
in the Member States’.

The first cross-industry multi-
annual work programme 
agreed by the social partners 
covered the 2003-2005 period. 
It had three priorities — employ-
ment, mobility and enlargement 
— and contained a mixture 
of proposed instruments and 
activities, mostly initiated auton-
omously, but in some cases 
instigated at least partly by Com-
mission consultations. The work 
programme led to a 2004 frame-
work agreement on work-related 
stress, which was implemented 
by the signatories’ national mem-
bers, and to a second framework 
of actions on gender equality, 
in 2005.

The cross-industry partners 
subsequently agreed work pro-
grammes for 2006-2008 and 
2009-2010. The 2006-2008 pro-
gramme led to an agreement 
on harassment and violence at 
work in 2007, which was imple-
mented ‘in accordance with the 
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 procedures and practices spe-
cific to management and labour’, 
as well as a 2007 joint analysis of 
European labour market chal-
lenges. The most significant 
output of the 2009-2010 pro-
gramme was an agreement on 
inclusive labour markets, again 
implemented by the signatories’ 
national member organisations.

Alongside the autonomous work 
of the cross-industry social part-
ners, their dialogue continued to 
be strongly influenced by Com-
mission consultations. While 
many consultations did not pro-
duce negotiations, several did so. 
As well as the 2010 agreement on 
inclusive labour markets (based 
in part on earlier consultations), 
the main outcome was a frame-
work agreement reached in 
2009 to amend the 1995 accord 

on parental leave. The revised 
agreement was implemented by 
a directive.

The social partners also devel-
oped a new way of jointly 
influencing EU legislation. 
In 2004-2005, the Commis-
sion consulted on measures to 
enhance the effectiveness of 
EWCs, including possible revi-
sion of the 1994 Directive. The 
cross-industry partners did not 
seek to negotiate an agree-
ment. In 2008, the Commission 
proposed a ‘recast’ version of 
the Directive. At this stage, the 
social partners agreed a ‘joint 
advice’, suggesting amend-
ments to the Commission’s text. 
The Council and Parliament 
accepted most of these sug-
gestions in the recast Directive 
adopted in 2009.

Box 9. The social dialogue and EU enlargement
The EU grew from six Member States to nine in 1973, 10 
in 1981, 12 in 1986 and 15 in 1995. These enlargements 
involved western European countries that were fairly 
homogeneous in some important aspects of their social 
dialogue arrangements. For example, most had: independ-
ent and relatively representative social partner organisa-
tions; a collective bargaining system with a high degree of 
coverage, usually based on sector-level agreements; and a 
range of bipartite and/or tripartite consultative arrange-
ments at various levels. When these countries joined the 
EU, their social partners were able to take their place in 
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European-level dialogue with little difficulty, and play their 
role in implementing the employment and social ‘acquis 
communautaire’ (see p. 14) at national level.

The enlargement of the EU in 2004 and 2007 to include  
12 new Member States to the south and east — Bulgaria, the 
Czech Republic, Estonia, Cyprus, Latvia, Lithuania, Hungary, 
Malta, Poland, Romania, Slovakia and Slovenia — involved 
challenges. Given their histories, many of these countries 
had relatively weak social partner organisations, little tradi-
tion of independent bipartite dialogue and bargaining, and 
low bargaining coverage, especially with regard to sectoral 
agreements. This presented problems for implementing the 
acquis communautaire and participating in EU-level social 
dialogue. In the run-up to accession, the European Com-
mission therefore ran a number of projects providing finan-
cial and technical assistance aimed at strengthening social 
dialogue at cross-industry and sectoral levels, encouraging 
the development of independent and representative social 
partner organisations, and building their capacity to act.

For their part, the EU-level cross-industry social partners also 
provided support, advice and encouragement for social part-
ner capacity-building and the development of social dialogue 
in the new Member States. In many sectors, the EU-level part-
ners took similar initiatives and made efforts to engage the 
relevant national organisations from the new Member States 
in their dialogue.

Today, the new Member States generally have stronger social 
dialogue arrangements than before enlargement, though 
not uniformly so. The EU-level social partner organisations 
at cross-industry and sectoral levels have all integrated affili-
ates from the new Member States. Almost all sectoral social 
dialogue committees include representatives from new Mem-
ber States, though the extent varies considerably. While part 
of this variation reflects the relative importance of particular 
sectors in the new Member States, it may in some sectors also 
arise from difficulties in identifying social partner organisa-
tions in these countries.
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Besides responding to legisla-
tive consultations by the Com-
mission, the cross-industry 
partners also made a number 
of joint contributions to wider 
EU debates over the  2001-2011 
period, such as on treaty 
changes, and employment and 
economic  policy.

This period saw no basic insti-
tutional change in the structure 
of the sectoral social dialogue, 
apart from the consolidation 
and spread of the SSDCs (see 
Box 8). Several agreements were 
reached in response to formal 
Commission consultations and 
implemented, at the signatories’ 
request, by Council directives 
(see p. 53). A number of other 
sectoral agreements, usually 
negotiated following Commis-
sion consultations on related 
themes, were implemented by 
the signatories’ national member 
organisations (see Box 12).

The consultative role of the 
SSDCs was strengthened in 
2009, when the Commission 
introduced new guidelines for 

the impact assessments that it 
conducts for all its initiatives. 
The relevant SSDC must now be 
consulted on these assessments 
when the initiative in question 
has social implications for its 
industry.

The Lisbon Treaty came into 
force in December 2009, 
amending the TEU and replac-
ing the TEC with the Treaty on 
the Functioning of the Euro-
pean Union (TFEU). In terms of 
social dialogue, the provisions 
on social partner consultations 
and negotiations (formerly con-
tained in Articles 138 and 139 
of the TEC) have been retained 
virtually unchanged in the TFEU, 
in Articles 154 and 155 (which 
are examined in detail on  
pp. 45-54). The main change is 
that the TFEU contains a new 
Article 152, stating that the 
Union ‘recognises and promotes 
the role of the social partners 
at its level, taking into account 
the diversity of national systems’ 
and ‘shall facilitate dialogue 
between the social partners, 
respecting their autonomy’.
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The structure and functions of soviet trade unions 
 
Soviet trade unions, as the ‘transmission belts’ between the Party and the masses, 
were deeply embedded in the structures of the Party-state. The organisational 
structure of the trade unions mirrored that of the Party-state, the majority of their 
functions were Party-state functions and their authority derived from the Party-state. 
The trade unions were organised on the branch principle, corresponding to the 
ministerial structure of the administrative-command system, representing all 
employees from top ministerial officials through directors of enterprises and 
organisations to cleaners. A branch of the economy is generally broader than a single 
industry, so some branch unions might cover several industries. The Mining- 
Metallurgical Union, for example, covered workers in 22 industrial sub-branches. 
Reorganisation of the ministerial system was generally followed by a corresponding 
reorganisation of the branch trade unions,1 and the transfer of an enterprise from one 
ministry to another would be accompanied by the transfer of its union organisation to 
the appropriate branch union. Membership of the unions was automatic, so that union 
density was around 99 per cent. The trade unions were formed into a strictly 
hierarchical monolithic structure governed by the principle of ‘democratic 
centralism’, according to which decisions taken through the procedures of soviet 
democracy were binding on the organisation and were rigidly imposed on all levels of 
the organisation from the centre. Trade union officers at all levels were elected 
according to the nomenklatura principle, with candidates for office selected by higher 
trade union and Party bodies before their names were submitted for approval by those 
whom they were to represent. The trade union organisation was subject to close Party 
supervision at all levels. Trade union office was considered to be the ‘graveyard of 
Party cadres’ rather than a step on the ladder to a glittering career, but trade union 
leaders were well paid and enjoyed many of the privileges of the nomenklatura. 
In 1931 the trade unions adopted the organisational principle of the Party, that a 
member was anybody who participated actively in the life of a primary organisation 
and personally paid his or her membership dues. Every month the workplace trade 
union organiser collected the membership dues, one per cent of the salary, from each 
member, reminding the member that he or she was indeed a member of the trade 
union and formally confirming that membership with a mark on the membership 
card. In 1984 the trade unions moved to a check-off system, with union dues being 
paid automatically by the enterprise, and the ritual confirmation of membership (and 
trade union membership cards) fell into disuse (Ilyin, 2001). Every subdivision of an 
enterprise had its trade union organiser and trade union committee, a group of people 
who performed their trade union functions on a voluntary basis, though they 
 
1 Khrushchev made an abortive attempt to re-organise the unions along territorial 
lines as part of his plan to reform the economy on the basis of regional economic 
councils (sovnarkhozy). After the attempt to unseat him in June 1957, however, 
Khrushchev was disinclined to force this measure on the resistant trade unions and the 
branch union structure remained. 
 



 2 

obviously enjoyed privileged access to the goods and benefits that were distributed by 
the trade union. The trade union organisation of the enterprise was directed by the 
trade union committee, the president of which was a full-time officer in all but the 
smallest enterprises or organisations. 
 
Trade union primary groups were subordinated to the regional committee of the 
relevant branch trade union, which were in turn subordinated both to the regional 
trade union committee and to the central committee of the branch union. Finally, the 
regional and central committees were subordinated to the All-Union Central Council 
of Trade Unions (VTsSPS). In all the Republics, apart from Russia, there was an 
intervening Republican-level of trade union organisation. 
 
After the death of Stalin, the trade unions played an increasing role in the soviet 
planning apparatus, with responsibility for planning the ‘human element’ in the 
struggle for production. The trade unions participated in the elaboration and 
implementation of Party social and labour policy, through the close collaboration 
between VTsSPS and Goskomtrud and on the basis of the trade unions’ ‘right of 
legislative initiative’, which gave them responsibility for formulating the social and 
labour legislation that they were expected to monitor and enforce. VTsSPS and the 
branch trade unions participated in the elaboration of manpower plans in 
collaboration with their ministerial counterparts, identifying problems of recruitment 
and retention, the needs for training and retraining in the branch, systems of 
certification and accreditation, health and safety regulations, the elaboration of 
scientific norms and corresponding wage scales, all of which were incorporated into 
the central Plan and embodied in administrative regulations. In the late soviet period, 
the trade unions lobbied for increases in wages and social spending, and for 
correspondingly greater priority to be given to the production of consumer goods and 
the social infrastructure, in order to provide more meaningful incentives to encourage 
the labour force to greater productive efforts. The branch and regional trade union 
organisations collaborated with their corresponding ministries and regional bodies in 
lobbying for the allocation of more human and material resources to enable them to 
achieve their plan targets. 
 
Although the trade union was an integral part of the Party-state apparatus, it was 
nominally the representative of the interests of the workers and it was in their name 
that it signed collective agreements and lobbied in higher state and party bodies. The 
traditional western arguments about soviet trade unions focused on the issue of 
whether the trade unions in reality had the ‘dual function’ defined by Lenin of 
imposing the policies of the Party from above at the same time as defending workers’ 
interests (Ruble, 1981) or whether they were simply part of the repressive apparatus 
(Conquest, 1967, Schapiro and Godson, 1981), their defensive claims being purely 
rhetorical. There is no doubt that the trade unions were under the close supervision of 
the Party at all levels, and were not able to play an independent role in the defence of 
workers’ interests without the endorsement of the relevant Party bodies, so in this 
sense the trade unions were an integral part of the Party-state. Moreover, as will be 
seen, there was also a strong tendency for the trade unions to collaborate with 
enterprise management, since they were heavily dependent on management for the 
goods and services they controlled, while in terms of the career structure, union 
officers were part of enterprise management, so they were in no position to oppose 
enterprise management on behalf of the workers, unless authorised or encouraged to 
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do so by the relevant Party bodies. 
 
So did the trade unions play any role in defending workers’ interests? There was 
obviously no question of the trade union encouraging or facilitating the collective 
representation of the workers’ interests, which would pose a threat to the Party’s 
political monopoly and was thus not allowed. As has been seen, the ‘collective 
agreement’ was a document of purely formal significance since wages were set from 
above. The ‘labour collective’ was a rhetorical figure which expressed the common 
interests of the enterprise as a whole, managers as well as workers, not the 
selfconscious 
representation of the collective labourer (Ashwin, 1999, pp. 9–17). The 
important point to understand about the unions’ defensive role was that they were not 
mandated to act by or on behalf of workers, but by the Party. The rights and interests 
of workers were not to be defined by the workers themselves, but were minutely 
prescribed in laws and regulations. The trade union was supposed to ensure that these 
were enforced, but the law was not an abstract codification of rights but an expression 
of the social and labour policies of the Party, so the implementation of the law was a 
matter of political judgement. The law could not stand in the way of achieving the 
priority aims of the Party, in particular, of achieving the legally binding plan targets 
assigned to the enterprise. 
 
The trade unions were supposed to act as the ‘eyes and ears’ of the Party, 
monitoring the performance of enterprise management to ensure that the director did 
not attempt to achieve plan targets through the over-exploitation of the labour force, 
with the risk of undermining the health of the workers, provoking social tension and, 
in the worst of cases, overt conflict. In this capacity, the trade union might make 
representations on behalf of the workers, for example regarding working conditions 
or the quality of food in the canteen, and the unions could defend individual workers 
in order to keep discontent within the labour collective in bounds.1 The union was, for 
example, obliged to give its agreement to any dismissals of workers proposed by 
management. McAulay estimates that in Leningrad in the period of her study (1957– 
65), the unions agreed to half of all management requests for dismissal. The reason 
 
1 There were several channels of individual complaint available to workers, however. 
In 
addition to the enterprise trade union, an individual worker had the option of 
approaching 
management, the enterprise Party committee or the enterprise yuriskonsul't (legal 
advisor). 
Yuriskonsul'ty were often able to provide meaningful assistance to enterprise 
employees, 
both over personal matters such as divorce and alimony, and work-related issues such 
as 
overtime pay and vacation entitlements (Shelley, 1981), while the Party could also 
provide 
highly effective help when it saw fit (Ashwin, 1999, pp. 59–60). Indeed, in many 
enterprises 
such channels were no doubt more effective than that provided by the trade union. 
 
generally given for refusing assent was that the worker should be given another 
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chance, rather than because there was no legal basis for dismissal (McAulay, 1969, 
p. 123). Such defence, however, took place within the parameters set by the Party. 
Thus the unions did, to a limited extent, defend workers’ interests, but only as these 
were defined from above by the Party and codified in law and not as expressed by 
workers from below.1 Moreover, the trade union was a rather toothless watchdog over 
the legal rights of workers and could normally only assert itself when it had the 
backing of the Party within the enterprise. This would usually occur in the context of 
conflict within the enterprise administration, or of a Party campaign organised from 
above (Clarke et al., 1993, p. 112). Thus, the trade union, rather than representing the 
collective interests of the workers, was the junior partner in the troika of enterprise 
director, Party secretary and trade union president which ran the enterprise. 
 
The primary role that the trade unions were charged with performing was, as has 
been mentioned, that of stimulating production. Here, again, the unions were 
supposed to control the behaviour of management on behalf of the Party. Specifically, 
they were required to break up the collusive relations which developed between 
workers and managers over plan fulfilment that were a barrier to the development of 
productivity and the improvement of the living and working conditions of the 
working class as a whole. The ‘production pact’ between soviet workers and 
managers (Clarke et al., 1993, p. 99) was an expression of the fact that, while 
individual workers and line managers had opposing interests in the everyday struggle 
to meet the plan, they had a common interest in maximising supplies, minimising 
plan targets and keeping plan overfulfilment within limits, which would permit the 
earning of bonuses without risking an excessive ratcheting of the plan. Unlike a 
capitalist enterprise, where such collusion between workers and line managers is kept 
in check by financial constraints imposed from above, within a soviet enterprise this 
commonality of interest in thwarting the system ran all the way from the bottom to 
the top. The soviet enthusiasm for the crudest version of Taylorism is a reflection of 
this contradiction at the heart of the system: one way of trying to check such collusion 
was the systematic application of the ‘scientific organisation of labour’, the ideal 
being for scientifically determined technical norms to be applied to every task in 
every workplace in the country. Such a mechanistic approach to the organisation of 
labour could not possibly work, for obvious and well-known reasons, so the scientific 
 
1 In the case of dismissals, for example, the trade unions’ attitude was governed not by 
a 
commitment to defend workers, but by the interests of the labour collective as a whole, 
as 
represented by the Party. From the Party perspective, reasons for keeping a worker 
included 
the labour shortage, and the potential social disruption that could come from removing 
undisciplined workers from the care and control of the labour collective and throwing 
them 
‘on to the street’. On the other hand, McAulay claims that if the worker was having a 
bad 
influence on others (mainly by persuading them to drink), or worked in a young 
collective, 
the trade union was very unlikely to defend him (or her): production was the Party’s 
number 
one priority. 
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organisation of labour had to be supplemented by more direct intervention, that 
intervention being primarily the responsibility of the trade union. Stakhanovism, 
counter-plans, socialist competition, production conferences, unpaid working 
Saturdays, campaigns to encourage invention and innovation, the award of honours 
and awards were all the responsibility of the trade union, which was supposed 
constantly to exhort the workers to greater efforts, but such activities had little 
impact. On the one hand, they were regarded with scepticism or derision by the 
majority of workers – production conferences, which had been reintroduced in the 
1950s, were dominated by engineers and specialists rather than ordinary workers 
(Ruble, 1981, Chapter Five). On the other hand, management resisted any attempts by 
the trade union to interfere in the management of production, which were likely to 
prove disruptive and to undermine the authority of production managers. 
 
The trade unions were very unsuccessful in their attempts to carry out their 
thankless task of encouraging the growth of production, which acquired an 
increasingly ritualistic quality as the trade unions concentrated instead on the more 
fulfilling work of administering the social and welfare facilities of the enterprise, such 
as sanatoria, kindergartens, sporting and holiday facilities, and distributing housing, 
material assistance, holiday vouchers and other insurance and social welfare benefits 
to their members. The scale and extent of this provision reflects the fact that the 
enterprise was the basic unit of soviet society which provided not only employment, 
but also housing, medical care, and sporting, cultural and leisure facilities for its 
workers, and the trade union committee was supposed to be responsible for all these 
questions. These benefits were financed by the enterprise, directly or through its 
social insurance contributions, further sealing the dependence of the trade union on 
management, but their provision was much the most important role of the unions for 
their members, absorbed the bulk of union resources and took up the overwhelming 
part of the time of union officers. 
 
The benefits provided by the union to its members varied considerably between 
enterprises, regions and branches of production, with the most generous benefits 
being provided by large enterprises in the priority branches of production and in the 
large cities. The inequality of provision is a clear indicator of the subordination of 
such provision to the priorities of production rather than to the needs of the workers. 
 
The distribution of benefits within the enterprise was similarly closely bound up with 
the role of the union in stimulating higher productivity and improving labour 
discipline: the trade unions’ involvement in issues of service and leisure provision 
was a source of patronage and control, with allocation being tied to length of service 
and disciplinary record, rather than an extended frontier in collective representation. 
Social and welfare provision was as much to do with the moral and spiritual as the 
physical health of workers and their families and as much to do with surveillance and 
control as liberation from the burdens of work. Trade union volunteers would visit the 
sick not only to provide comfort and encourage a rapid recovery, but also to ensure a 
rapid return to work and to weed-out malingerers. Kindergartens not only enabled 
both parents to work full-time, but also ensured the proper moulding of a socialist 
personality in the most impressionable years. Children would be sent to trade-unionrun 
camps during the school holidays not just to give them a good time and some 
healthy fresh air and exercise, but also to educate them in the socialist spirit, rather 
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than letting them hang around the streets. Similarly for their parents, a vacation at an 
enterprise resort gave them a well-earned rest, but it was also another celebration of 
the collective: the priority of the collective is exemplified by the fact that it was often 
very difficult for husband and wife to go on vacation together. The organisation of 
sporting and cultural events, the distribution of new year presents and the celebration 
of state and professional holidays were similarly means of ‘raising the cultural level’ 
of the labour force and affirming the identity of the collective. Many trade union 
workers still view their social and welfare activity in such traditional moral terms, not 
just as handing out a few miserly benefits but as elevating the moral and spiritual tone 
of society as a whole. 
 
While trade union members valued the benefits they received from the trade union, 
such provision did not increase the prestige of the trade union in the eyes of its 
members since it was always marked by its qualitative and quantitative inadequacy. 
The role of the trade union was to ration the distribution of scarce resources, and it 
was always suspected, not unjustly, of favouring not only exemplary workers and 
those in most need, but also senior managers, trade union officers and their friends 
and relatives. 
 
Overall, what is striking is the trade unions’ ineffectiveness in performing their 
allotted role in the soviet system. The trade unions had little weight in leading Party 
bodies so had only a very limited ability to affect the policies of the Party-state, 
providing specialist advice rather than influencing policy on behalf of their members. 
They were not very effective champions of the Party’s social and labour policy in the 
workplace since they lacked strength to challenge management on a consistent basis, 
while they had a similar limited efficacy in their role as promoters of production. 
Again, the unions did not have the requisite power to challenge the established 
industrial culture of enterprises: they were too weak in relation to management and 
the Party and lacked the active support of the bulk of their membership. Rather, they 
collaborated with the Party and enterprise administration to ensure that the prevailing 
form of relations within the enterprise was not challenged. The enterprise unions were 
therefore at the same time constrained by their formally prescribed role and unable 
properly to fulfil it. 
 
The regulation of the employment relationship 
 
The employment relationship in the soviet system was nominally regulated by the 
dense network of law, administrative regulations and collective agreements, the latter 
of which both had the force of law, which the trade unions were charged with 
monitoring and enforcing. But, as we have seen, the enforcement of the law was a 
matter of Party policy priorities so that the trade unions could not act as its 
independent executors but only on behalf of, or with the approval of, the relevant 
Party body. 
 
The principal law governing labour and employment relations was not the Labour 
Code but the Plan. The Plan determined the wage and employment levels, the funds 
available for social and welfare benefits and to pay bonuses, to pay for re-equipment 
and investment in health and safety, training and retraining. The Plan not only had the 
force of law, but was reinforced by the penalties imposed for failure and the bonuses 
that were paid for overfulfilment. As against the sanctions and incentives associated 
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with fulfilment of the Plan, the Labour Code could usually be flouted with impunity 
so that it at best provided a normative framework for the regulation of the 
employment relation. 
 
Labour relations in the workplace were primarily regulated through informal 
bargaining at all levels, in which legal regulation was subordinate to the over-riding 
priority of achieving plan targets. The trade unions were almost entirely excluded 
from participation in the informal bargaining over the allocation of work, wages, 
bonuses and the imposition of disciplinary sanctions which went on at shop level, 
although in more general terms they colluded with management, overlooking 
violations of labour legislation and using their distribution of social and welfare 
benefits as a means of encouraging loyalty, diligence and discipline in the ‘labour 
collective’ and improving the ‘culture of labour’. 
 
The actual conduct of production in the soviet system was left largely to the 
responsibility and initiative of the direct production workers. This was not, however, 
an indication of a control of production wrested from management but of an 
abdication of responsibility on the part of management for the rational organisation of 
production as a result of the constraints and limitations of the soviet system. Soviet 
workers did not question management’s right to manage: rather they questioned 
management’s competence and complained at management’s failure to manage. 
Management retained formal control of production through the payment system, 
which was based until the end of the 1970s on individual piece-rates, supposedly 
established scientifically, which tied pay to results. The piece-rate system suffered 
from the familiar weaknesses, exacerbated in the soviet context by shortages of 
supply and inadequate maintenance which meant that workers suffered from a very 
uneven rhythm of production and faced frequent down-time through no fault of their 
own, leading to endemic conflict between workers and line managers over pay. 
While workers had a high degree of control over the immediate process of 
production and conflict between workers and their managers was endemic, the limits 
of worker solidarity did not normally extend beyond the immediate work group, since 
the principal levers of production management were based on fomenting and 
exploiting divisions within and between work groups. Workers depended for their 
earnings on the allocation of work by their line managers and on the fulfilment of 
plan targets by those on whom they depended for supplies. Workers assigned to the 
most reliable machines and assured a steady supply of parts and materials could 
overfulfil their norms and earn healthy bonuses, while the less fortunate had to 
struggle to make their targets. Those who worked shifts depended on those who 
worked the previous shift to leave their machines in good order with an adequate 
reserve of parts and raw materials. Managers were able to exploit the dependence of 
the workers by encouraging competition between work groups, rewarded with the 
allocation of work which provided earning opportunities, supplemented by the 
discretionary payment of bonuses diverted from various funds, the imposition of fines 
and the distribution of non-monetary benefits, which were the principal levers of 
production management. A good manager was one who was ‘firm but fair’, who 
would manage the shop or department in such a way that it fulfilled or overfulfilled 
its production targets and the rewards were allocated among the workers on the basis 
of their initiative and hard work, personal loyalty and commitment, which had made 
it possible to achieve the plan. 
 



 8 

The success or failure of a production manager did not only depend on his or her 
ability to manipulate social relations on the shop floor, but also on his or her ability to 
ensure that the external conditions of production were maintained. While the workers 
were responsible for direct production, the shop and section chiefs and even the 
foremen would scurry around the enterprise and go on business trips to suppliers, 
doing deals to maintain the supply of essential parts and raw materials and to ensure 
that the plant and equipment was adequately maintained, repaired and replaced. Just 
as the line manager exploited competition between individual workers and primary 
work groups to secure the manageability of the shop, so senior managers exploited 
competition between their shop and division chiefs to ensure that each section 
contributed to the achievement of the plan of the enterprise as a whole. 
 
While the deficiencies of soviet production were systemic, their immediate 
manifestations appeared to depend on the personal qualities of individual managers. 
Conflict was therefore highly personalised. If a shop or department was not able to 
make its production targets, levels of overt conflict would increase as workers failed 
to earn their bonuses, the manageability of the department would decline and the 
situation would deteriorate further, blame for the situation being attached to the 
responsible manager. In such circumstances senior management and the workers had 
a common interest in removing the apparent source of failure, and this common 
interest might be expressed through the trade union: the workers might appeal to 
senior management directly or through the trade union representative and the trade 
union might intervene, usually with the support of senior management and the Party, 
and demand the removal of the guilty manager.1 In the rare event of the conflict 
reaching the stage of a work stoppage, the legitimacy of the workers’ grievances 
 
1 According to Krest'yaninov, 1995, p. 59, on the eve of perestroika there were more 
than 
10 000 cases of managers being disciplined or dismissed on the initiative of the trade 
union 
each year. 
 
 
would usually be recognised, but they would be admonished for the methods chosen 
to express their grievances and the instigators severely punished, but the responsible 
manager and trade union leader would also be removed from their posts. Thus 
conflict did not throw the system into question, but was addressed by an appeal to 
higher authorities, the ‘good Tsar’, and was resolved by assigning personal 
responsibility for failure. 
 
The result of the soviet system of production management was that industrial 
relations were centred on informal personal relations at every level of the enterprise. 
Access to earnings opportunities and other monetary and non-monetary benefits 
depended on line managers having good personal relations within the management 
hierarchy and on the workers cultivating good relations with their line managers, in 
competition with other managers and workers who would be excluded from such 
opportunities. It was similarly the line managers who controlled the hiring, retraining, 
promotion and regrading of the workers as further instruments through which to 
manage and upgrade the labour collective, while the personnel department of the 
enterprise did little more than keep the employment records and prepare the regular 
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reports on the comings and goings and on the socio-demographic characteristics of 
the workforce. Labour relations in the soviet enterprise, far from being regulated by 
the formally established system of grading, qualifications, scientific norms and rates 
of pay, were in practice regulated by the informal relations through which managers 
divided and ruled the labour collective (Alasheev, 1995). 
 
The wage system was only one of the means by which control of the labour force 
was maintained, and the limited monetisation of the system and low levels of income 
differentials meant that it was one of the least effective. Despite repeated attempts 
from above to increase pay differentials as a means of increasing incentives, such 
differentials remained relatively modest and had much more of a symbolic than a real 
significance. This was because the labour force was divided and hierarchically 
structured not so much through the use of economic levers as through the 
establishment of a status hierarchy, in which pay levels were a sign of status rather 
than a means of acquiring it, just as it was status rather than money that was the prime 
means of acquiring a wide range of goods and services (Kozina and Borisov, 1996). 
 
While management’s monetary levers were weak, the fact that the economy was 
largely non-monetary meant that management had direct control over the distribution 
of a wide range of resources, from housing, garden plots and vacations through 
social, medical and welfare facilities and, from the 1970s, the distribution of 
consumer goods, all of which were allocated through the trade union in close 
association, at shop level, with line management. Workers secured access to such 
privileges on the basis of long and loyal service, and the threat of withdrawal of such 
privileges was a very effective means of maintaining such loyalty. The so-called 
kadrovyi workers were those who had demonstrated their commitment over ten years 
or more of loyal service and who enjoyed access to the full range of benefits. These 
were the people often referred to as the ‘backbone’ of the labour collective on whom 
the manageability of production and the fulfilment of the plan depended. 
While the loyalty of the core workers could be secured with the sticks and carrots 
provided by the system of distribution, and the promise of access to this system could 
maintain the loyalty of less-experienced skilled workers, these methods were not so 
effective at controlling those outside the system or on the lowest ranks of the 
hierarchy, particularly the young and the unskilled who were required in large 
numbers by the soviet enterprise. It was these people in particular who had to be 
motivated and controlled primarily through monetary incentives, and this, in 
combination with the growing shortages of unskilled labour, is the principal reason 
for the relatively low pay differentials between different grades of worker, indeed for 
the fact that unskilled workers could sometimes earn more than skilled. Nevertheless, 
although they may have earned more, such unskilled workers did not have access to 
the things that money could not buy. 
 
This system of work organisation and production management developed out of the 
conditions of rapid industrialisation in the 1930s, but soon acquired its own logic as it 
became deeply embedded within the framework of the administrative-command 
system of production and distribution, subverting the ‘scientific organisation of 
production’. Stalin, Khrushchev and Gorbachev all sought to rationalise the payment 
system through wage reforms, all of which failed when confronted with the realities 
of the soviet system of production management. Attempts in post-soviet Russia to 
develop more rational payment systems at an enterprise level have foundered on the 
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same barriers, being thwarted as they are subverted by line management which has to 
retain its informal levers of control in conditions of irregular production rhythms 
(Vedeneeva, 1995). As the most recent past has shown, the soviet system of work 
organisation and production management has a resilience which has enabled it to 
persist despite the disintegration of the system of which it was a part. And the trade 
unions, as institutions which had adapted fully to this form of work organisation, 
have played an important role in securing its reproduction. 
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Abstract

Are newly established institutions capable of shaping actors’ strategies and coordinating 
behavior on a single path? Contrary to punctuated equilibrium analyses, this paper sug-
gests that the constraining capacity of a range of newly established institutions in new 
European capitalisms is weak and that their very interpretation is subject to contention. 
Focusing on peak-level tripartism – a formally similar institution whose functioning 
has varied across national contexts – this paper proposes an actor-centered framework 
to elucidate the logic and consequences of actors’ ongoing strategic maneuvering for the 
interpretation, enactment, and development of these young institutions. Combining 
insights of rational choice and historical institutionalism, the paper develops a heuristic 
model which, by focusing on strategic choices of government offi cials and union lea-
ders, links the varied enactment of tripartism to different power balances that become 
mutually accepted in the course of their repeated interactions. In offering a set of falsi-
fi able propositions, the paper provides a guideline for building analytical narratives to 
evaluate empirically this model.

Zusammenfassung

Sind neu geschaffene Institutionen in der Lage, Akteurstrategien zu determinieren? Der 
Ansatz dieses Discussion Papers steht im Gegensatz zu „Punctuated-Equilibrium“-An-
sätzen. Es wird argumentiert, dass in den neuen osteuropäischen Marktwirtschaften 
der Einfl uss einiger neu geschaffener Institutionen schwach und ihre Interpretation 
strittig ist. Im Fokus der Betrachtung steht dabei der Tripartismus auf zentraler Ebene 
– eine Institution, die in verschiedenen nationalen Kontexten unterschiedliche Funk-
tionen entwickelt hat. Von einem akteurzentrierten Ansatz aus werden Logik und 
Konsequenzen des permanenten strategischen Manövrierens der Akteure für die In-
terpretation, Inkraftsetzung und Entwicklung dieser jungen Institutionen untersucht. 
Das Paper kombiniert Erkenntnisse des „Rational-Choice“-Institutionalismus und des 
historischen Institutionalismus und entwickelt daraus ein heuristisches Modell, das 
– durch Fokussierung auf die strategischen Entscheidungen von Regierungsbeamten 
und Gewerkschaftsführern – die unterschiedlichen Inkraftsetzungen des Tripartismus 
mit unterschiedlichen Kräfteverhältnissen in Verbindung setzt. Diese wiederum werden 
im Zuge ihrer wiederholten Interaktionen gegenseitig anerkannt. Das Paper stellt eine 
Reihe falsifi zierbarer Hypothesen auf, die Anhaltspunkte für „Analytical Narratives“ 
bieten, anhand derer das Modell empirisch bewertet werden kann.
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Introduction

One of the largest institution-building projects in history took place in a surprisingly 
short period of time. The early 1990s witnessed the wholesale replacement, or at the 
very least a thorough adaptation, of economic and political institutions across post-
communist Europe. As a result, scholarly attention has focused on explaining particular 
institutional choices that individual countries made following the collapse of commu-
nism. Given the magnitude of institutional transformation and the short time in which 
the main pillars of the new system were constructed, it is not surprising that much of 
this research has been dominated by analyses inspired by the punctuated equilibrium 
model of institutional change (Gould 1982). Featuring the idea of temporal path de-
pendence (see Collier/Collier 1991; Krasner 1988; Mahoney 2000), such analyses com-
monly distinguish between two periods with an alternating infl uence of agency and 
structure. Actors’ choices are thought to be particularly important during the period 
of critical junctures, such as those of extraordinary politics that characterize the onset 
of regime transitions. But once the choices about formal institutions are made, the im-
portance of agency seems to diminish as behavior is expected to become increasingly 
governed by constraints and incentives provided by new institutions.

In focusing on choices made during the critical juncture, this type of analysis has there-
fore largely neglected a number of important questions related to the subsequent devel-
opment of these newly established institutions: What happens to new institutions once 
the initial period of extraordinary politics and “mega-change” is over? Are they capable 
of shaping actors’ strategies and policy choices or, alternatively, is their constraining 
capacity weak and their very interpretation subject to further contention? If the latter 
is the case, what determines the size of the gap between formal institutional rules and 
their interpretation and enactment in practice? In short, what mechanisms drive the 
development of young institutions in systems undergoing uncertain change?

These questions are particularly pertinent to a range of regulative political-economic 
institutions whose degree of self-reinforcement is unlikely to be as strong as that of 
constitutive rules and, in particular, of formal political institutions.1 Given the novelty 
of many regulative institutional arrangements, and often the simultaneous absence of 
signifi cant penalties for non-compliance with their rules, the outcomes of such insti-
tutions cannot be simply read off their formal parameters. Indeed, as ample examples 
from these new capitalisms demonstrate, the functioning of various regulatory institu-
tions has often differed considerably from their formal requirements. This has been 
particularly clear in the sphere of industrial relations, where the functioning of largely 

This paper draws on Chapter 2 of my book manuscript entitled “Power Perceptions and Institu-
tional Development: Government–Union Interactions in Post-Communism.” I am grateful to Colin 
Crouch, Wolfgang Streeck, Patrik Aspers and Cornelia Woll for constructive criticism and valuable 
suggestions. 
1 On the distinction between regulative and constitutive institutions, see Searle (1995) and Alex-

ander (2004). 
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similar peak-level tripartite arrangements for centralized bargaining and policy consul-
tation has varied considerably across countries. In some cases, these corporatist-type 
structures have assumed an important role in policymaking and generated comprehen-
sive agreements facilitating economic adjustment and spanning multiple policy areas. 
In other cases, however, these formal structures have remained at the margins of policy-
making, failing to infl uence signifi cantly both the shape of broader economic reforms 
and more specifi c industrial relations issues.

This evident gap between, on the one hand, formally similar institutional arrangements 
and, on the other, their enactment across countries has two broader implications. First, 
it cautions against a superfi cial categorization of these political economies according to 
their formal institutional architecture and calls instead for discerning the dynamics of 
the post-design development of newly established institutions. For it is the way in which 
these institutions are practiced, rather than their formal parameters, that reveals more 
about the types of these new capitalisms. Second – and central to this paper – this gap 
also indicates that the capacity of newly established institutions to constrain behavior 
and generate credible commitments to particular outcomes might not be suffi ciently 
strong. This, in turn, suggests that our analysis of institutional development in these  
new capitalisms needs to rest on conceptual pillars that allow for a more extensive role 
of agency in the post-design period than traditional punctuated equilibrium analysis 
does.

This paper goes one step in this direction. It suggests the basic pillars of an interactionist 
approach to institutional development in post-communism and then uses its logic to 
illuminate the process of development of peak-level tripartism, an institution tradition-
ally associated with a corporatist style of policymaking. I argue, however, that the formal 
establishment of the new institutions across postcommunist Europe did not determine 
a defi nite path of political processes, as rigid punctuated equilibrium arguments would 
have it. Rather, it opened a set of possible paths or patterns of interaction, the choice of 
which ultimately depended on actors’ ongoing perceptions of their relative power. This 
allowed similar formal requirements of these institutions to be interpreted and enacted 
differently, thus generating rather different outcomes across countries and over time.

Instead of demonstrating this argument empirically, this paper engages in a theory-
building exercise by suggesting a way of how to study and meaningfully compare the 
interactive processes that shape these new institutions of economic governance. To this 
end, I propose a heuristic model that specifi es the sources of perceptions of the relative 
power of the main actors, their impact on the choice of strategies, and the conditions 
under which the perceptions and thus the strategies will be altered. In distinguishing 
between union-favorable and union-adverse strategies of the government, and unions’ 
support or opposition to government reforms, I identify a range of institutional paths 
that can be shaped through a different sequencing of their strategic interplay. Refl ecting 
different degrees of power asymmetries that become mutually accepted in the course



Avdagic: One Path or Several? 7

of a repeated play, the resulting paths determine whether these corporatist-type struc-
tures become an essential part of policymaking or largely empty shells whose practical 
purpose is the mere dissemination of information, rather than genuine bargaining and 
policy deliberation.

The strategic model proposed in this paper emphasizes a common objective of govern-
ment offi cials and union leaders to maintain their power while pursuing their specifi c 
institutional and policy preferences. This emphasis serves two purposes. First, it allows 
us to derive a set of falsifi able propositions about actors’ strategies. In this way, the 
model lends itself to an explicit test that can be conducted by building analytical narra-
tives. Second, by differentiating between actors’ shared core objectives and their specifi c, 
contextually and historically defi ned institutional and policy preferences, this model il-
lustrates how insights of rational choice and historical institutionalism can be fruitfully 
combined to explain actors’ strategies and thus the varied development and functioning 
of formally similar corporatist-type institutions.

The paper is organized as follows. Section two offers a brief description of the for-
mal functions and rules of postcommunist tripartism. Section three provides a criti-
cal review of accounts that examine the development of this institution by relying on 
the logic of punctuated equilibrium analysis. Section four sketches the main pillars of 
the interactionist approach to institutional development, thus providing a basis for the 
model of government–union interactions presented in the subsequent section. Section 
six provides a guideline for empirical evaluation of the model. Section seven concludes 
by recapitulating the argument and contrasting it with standard analyses that explain 
institutional outcomes in terms of the distribution of power.

Postcommunist tripartism: Extensive functions, ambiguous rules

Peak-level tripartite institutions were established in most countries of Central and East-
ern Europe (CEE) at the very onset of democratic and market transitions. Driven not 
only by the concern to preserve social peace during market transformations, but also by 
direct and indirect incentives provided by international organizations such as the In-
ternational Labor Organization and the European Commission, by the mid-1990s such 
forums had mushroomed across all postcommunist countries. Given the general weak-
ness of organized interests, the absence of collective bargaining arrangements at the 
sectoral level and of strong works councils at the enterprise level, these national-level 
corporatist-type forums were soon to become the central industrial relations institu-
tions in these new capitalisms. This form of social partnership was intended to promote 
coordination between, primarily, representatives of government and organized labor, 
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but also the slowly emerging employers’ organizations.2 In so doing, these institutions 
were to prevent confl ict and smoothen the process of comprehensive market transfor-
mation.

In formal terms, tripartism displays rather similar features across these new capital-
isms. In all of them this form of coordination has been formally institutionalized and 
peak-level tripartite bodies have a legal foundation. Judging by the statutes and laws 
governing these institutions, they have extensive formal functions. Their task is to facili-
tate peak-level negotiation and/or deliberation over wages, labor legislation, the terms 
of industrial restructuring, reforms to the social protection system, and more general 
economic and social policy. The latter includes issues ranging from the state budget to 
reform of the tax, pensions and health system. In general, the government is required to 
present all relevant legislative and policy proposals to discussion in the tripartite coun-
cil prior to submitting them to parliament.3

In theory, such institutions have the potential to generate mutually benefi cial policy 
solutions, ensure effi cient and equitable reforms, make incumbents more accountable, 
and turn labor unions into key stakeholders in the transformation process. In this sense, 
these formal institutions resemble what students of cooperation have labeled “con-
structed focal points,” denoting formal institutions that specify the rules of the game 
tailored to capture the gains of cooperation (Garrett/Weingast 1993). Commonly, such 
“constructed focal points” are thought to be particularly useful in cases where actors 
have divergent preferences regarding outcomes, such as the content and pace of market 
transformation.

Below, however, I contend that the potential of postcommunist tripartism to ensure 
such outcomes is problematic because its rules are neither internalized by actors nor 
suffi ciently precise to stipulate how the latter should behave in specifi c circumstances. 
This ambiguity, in turn, creates the possibility that non-adherence to even the most 
general rules of deliberation may go unpunished. The upshot of this, I argue, is that this 
regulative institution by itself is unlikely to generate the kind of behavior that would 
ensure coordination on a stable and mutually benefi cial path of cooperation. Lacking 
such capacity, this institution becomes open to interpretation and thus to different uses 
by actors trying to advance their particular objectives. The next section elaborates this 

2 In reality, postcommunist tripartism has been more of a bipartite affair between government 
and trade unions, at least up to the end of the 1990s. Notwithstanding dramatic decreases in 
union membership in all CEE countries, it is employers’ organizations that appeared to be the 
weakest and least organized partners in these institutions. Whereas initially this state of affairs 
refl ected the communist legacy of predominant state ownership, later on the situation mirrored 
the general lack of interest of a large portion of private employers in joining business organiza-
tions or entering into bargaining above the enterprise level.

3 There is by now an extensive literature on postcommunist tripartism. For general overviews of 
the functions of this institution, see for instance Casale (1999a), EIRO (2004a), Iankova (1998; 
2002), Kohl/Platzer (2004).
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argument in more detail by juxtaposing it with accounts of postcommunist tripartism 
which assume the potential of its rules to generate the expected behavior.

Causes or effects? Reconsidering the institutions–behavior link

Some of the most prominent accounts of institutional choices in post-communism (see 
Easter 1997; Karl/Schmitter 1991; Lijphart 1992; McFaul 2002; Munck/Leff 1997; Prze-
worski 1991) build on a punctuated equilibrium analysis. Typically, such analyses dis-
tinguish between critical junctures – as agency-dominated periods that give rise to new 
institutions – and the subsequent periods of institutional stasis or consolidation. The 
logic of the latter, while having received considerably less attention, is explained in two 
main ways. Those who draw on a voluntarist perspective expect the newly established 
institutions to stabilize because of either sunk costs or the coordination and learning 
effects that they generate. Analyses closer to a structural perspective, on the other hand, 
explain the stability and reproduction of the new institutions in terms of formal rules, 
norms or conventions that often refl ect particular historical legacies.4 These differences 
notwithstanding, a common belief is that institutions, once established, set lasting path-
ways of future political processes (see Elster 1993: 175; Lijphart 1992: 208). By changing 
actors’ incentive structures, institutions are expected to minimize the contingency of 
interactions and provide credible commitments to future policy outcomes. Institutions, 
in other words, are supposed to generate the sort of behavior and strategies that rein-
force their own stability.5 Guided by the premise that institutions produce stable pat-
terns of exchange, such analyses, therefore, generally consider neither the possibility of 
a substantial deviation from institutional rules nor their potential modifi cation in the 
absence of major exogenous shocks.

Much of the literature examining the development of the institution of postcommunist 
tripartism, while predominantly descriptive, implicitly follows this general logic. For in-
stance, several accounts seem to employ a broad voluntarist reasoning when attributing 
the institutionalization of tripartism to the particular benefi ts of coordination, whether 
that be social peace, sustainable economic reforms or political stability (Héthy 1995: 40; 
Iankova 1998; Ládo 1996: 167; Mansfeldová 1995: 61). Others seem to draw on struc-
tural reasoning when emphasizing the importance of procedures or the “institutional-
ization of compromise” underpinned by norms of cooperation and legacies of union 

4 The literature on critical junctures and path dependency is too extensive to be reviewed here. 
For some of the most comprehensive reviews of the concept and its application to the study of 
political-economic institutions, see Collier/Collier (1991); Mahoney (2000); Thelen (1999) and, 
in particular, Pierson (2000, 2004).

5 As elaborated by Greif and Laitin, such self-reinforcement denotes a process in which “more 
individuals in more situations would fi nd it best to adhere to the behavior associated with [a 
particular institution]” (2002: 33–34).
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participation (Iankova 2002: 9; Casale 1999a: 4, 14). Crucially, a good part of these stud-
ies relies on formal parameters of tripartism to derive conclusions about the resulting 
patterns of interaction or styles or policymaking. This line of reasoning has led some 
scholars to interpret the establishment of tripartite forums in CEE countries as a sign of 
the institutionalization of corporatist practices (Héthy 1994; Iankova 1998; Orenstein/
Hale 2001; Pedersen/Ronit/Hausner 1993). Similarly, others have used the structure or 
formal functions of tripartism as a platform from which to either gauge general effects 
of the new institutions (Casale 1999a) or categorize the type of these new capitalisms 
according to some well-established typologies (Ágh 1996: 243; Reutter 1996).

But while the assumption that formal rules stabilize interaction patterns by generating 
particular behavior might correspond well to the so-called “parchment institutions”, 
such as constitutions and electoral laws, the same is questionable for peak-level tri-
partism. The former are generally capable of constraining actors’ choices and creating 
“powerful inducements that reinforce their own stability” (Pierson 2004: 150). In con-
trast, the self-reinforcement of tripartism is neither automatic nor facilitated by factors 
that are thought to ensure institutional reproduction, such as large set-up costs or veto 
points. Moreover, the ambiguity of rules governing postcommunist tripartite exchange 
presents potential impediments to the reinforcement of this institution. While formal 
institutional rules require policy deliberation, they stipulate no legal penalties for non-
compliance with this principle.6 Given these characteristics, this regulative institutional 
arrangement is likely to be malleable and open to interpretation in the post-design pe-
riod.

Indeed, several accounts corroborate this argument empirically by revealing substantial 
variation in the enactment of these formally similar institutions across countries and 
over time (Avdagic 2005, 2006; Kohl/Platzer 2004; Seleny 1999; Stark/Bruszt 1998: chap. 
6). This variation is evident with respect to the policy content and regularity of tripar-
tite deliberations, their actual infl uence on the legislative and executive branch of the 
government, and the number and scope of agreements generated via these institutions. 

6 This non-binding character of postcommunist tripartism has led some scholars to portray 
this arrangement as a toothless institution, window dressing, and “illusory corporatism” (see 
Crowley 2004; Ost 2000; Tatur 1995). These studies argue that, given the historically weak labor 
unions and the imperatives of economic adjustment, the lack of binding contracts engenders 
unilateralism by the government rather than corporatism. These arguments rightly point at 
drawbacks of analyses that assume particular institutional effects on the basis of formal rules 
and procedures of tripartism. Yet, paradoxically, they make the same mistake, for they also as-
sume specifi c institutional effects (i.e. across-the-board government unilateralism), albeit on 
the basis of loopholes in the formal rules. Specifi cally, in emphasizing the universal weakness of 
organized labor, these studies fail to consider the capacity or power of the government. In doing 
so, they make a highly problematic (and empirically inaccurate) assumption that hedging and 
avoiding tripartite exchange is always without cost to the government. By unpacking the politi-
cal dynamics of government–union interactions and paying more attention to their perceptions 
of relative power over time, this paper will show that government unilateralism is but one pos-
sible outcome of this exchange.
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Agreements reached in these forums ranged from narrow issues such as minimum wag-
es to comprehensive social pacts facilitating adjustment and spanning multiple policy 
areas. Consequently, the practical role of these institutions and the degree to which they 
have facilitated the inclusion of organized labor in the overall reform process has varied 
signifi cantly across Central and Eastern Europe. Thus, evidently, the capacity of these 
institutions to shape strategies and ensure stable exchange has been rather weak. Instead 
of offering stable platforms for governing these young capitalisms, tripartite institu-
tions themselves have often been subject to practical modifi cation, while sometimes 
their very formal existence has been challenged.

Accounts relying on the punctuated equilibrium logic are incapable of explaining these 
developments. Because they treat institutions as a dependent variable at moments of 
critical juncture when new institutions are designed, and as an independent variable in 
the post-design period (see Krasner 1984: 240), such analyses commonly assume that 
new formal rules are capable of constraining behavior and generating predictable pat-
terns of interaction (see also Carey 2000). In making this assumption, they overlook 
the possibility that young institutions might in fact be effects rather than causes of par-
ticular behavior (see also Alexander 2001). As the evident variation in the functioning 
of the formally similar tripartite institutions in postcommunist countries suggests, we 
might be well advised to shift the focus from the dominant analytical question of how 
formal institutions determine strategies and produce stable interaction patterns to the 
question of how actors’ ongoing strategic maneuvering shapes the very meaning and 
functioning of newly established institutions.

This latter question has been central to a number of recent analyses concerned with 
gradual institutional change in advanced capitalisms (Crouch 2005; Crouch/Farrell 
2004; Deeg 2005; Streeck/Thelen 2005a). Critical of the determinism inherent in the 
literature drawing on the punctuated equilibrium model, this new line of work calls for 
interactionist models aimed at a better conceptualization of the role of actors not only 
in the creation but also in the reproduction and practical modifi cation of institutional 
arrangements. Institutions, in this view, are being continuously adjusted and modifi ed 
by (boundedly) rational actors with different interests and power. Central to this litera-
ture is a concern with how actors interpret and use institutions so that they can generate 
different logics of action.

Even though relevant, this concern has received little attention in the scholarship on 
postcommunist political economies. This is all the more surprising given that young 
institutions in particular cannot be taken for granted since their meaning in practice, 
as Streeck and Thelen put it, requires elaboration through a sequence of strategic deci-
sions (Streeck/Thelen 2005b: 30). It is precisely for this reason that theory-building on 
institutional development in these new capitalisms needs to rest on conceptual pillars 
that explicitly incorporate a more extensive role of strategic action in the post-design 
period. In the remainder of this paper, I contribute to this agenda by suggesting an 
actor-centered framework tailored to offer an analytical explanation of cross-country 
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variation in the development and functioning of formally similar peak-level corporat-
ist-type institutions in Central and Eastern Europe.

The four pillars of an interactionist approach

An interactionist approach attempts to capture the logic of ongoing strategic interac-
tions and their consequences for institutional development. In particular, the approach 
outlined here is concerned with examining how the interactions that occur during mar-
ket-building processes shape the development of newly created institutions that are to 
govern young market economies and structure regularized patterns of exchange.7 The 
explication of the mechanism that drives the course of action in such situations requires 
four fundamental conceptual pillars.

The fi rst pillar of the approach concerns the interplay between the structural context 
and strategic action in the process of institutional development. The structural con-
text consists of two temporally defi ned parts. The fi rst part refers to historical lega-
cies, understood as a set of institutional, social, economic, and cultural characteristics 
that a given society inherits through the course of its development. With the transition 
to capitalism, this inheritance does not simply vanish. Instead, the historical context 
remains important in that it infl uences the initial constellation of actors, their goals 
and identities, and often the way in which they go about constructing the new social 
order. The second part of the structural context refers to the present structures, such as 
the organizational confi guration of collective actors and the newly created institutional 
framework within which they operate. These arrangements defi ne actors’ resources or 
capabilities and provide rules intended to structure social action. However, neither the 
legacies nor the present structures alone fully determine actors’ strategies. The impact 
of legacies weakens with time as actors react to the changing environment and adapt 
their strategies to new circumstances. At the same time, the constraining property of 
newly created institutions is not strong enough to produce predictable patterns of be-
havior and modes of interaction. In contrast to more established institutional settings 
(see, for instance, Scharpf 1997), the transitional context is characterized by less stable 
actor constellations and more malleable institutional structures. Such a situation allows 
a greater degree of freedom for actors to shape and modify the newly created institu-
tions within which they act.

The second pillar of the interactionist approach relates to actors’ preferences. To explicate 
the mechanism of interaction, it is necessary to distinguish between actors’ preferences 

7 In this sense, the proposed approach is problem-driven rather than method-driven. For the 
discussion of advantages of problem-driven approaches, see Green (1994), Levi (2002) and 
Scharpf (1997). 
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over institutional and policy outcomes and their core objectives. The former refl ect ac-
tors’ considerations about the relative desirability of corporatist-type deliberations and 
specifi c transformation policies. Such preferences are contextually and temporally de-
fi ned and are infl uenced by factors such as economic considerations, specifi c historical 
legacies, and actors’ values and ideological predispositions. As such, these preferences 
can vary not only across national contexts and over time but also among the same type 
of actors within the same context. For instance, union leaders might prefer different 
institutional and policy outcomes depending on whether they represent successor com-
munist unions or unions that arose in opposition to communism. This is so because 
the way in which actors experience the historical context has bearings on their identities 
and cognitive frames, and thus on their subsequent preferences regarding appropriate 
institutional solutions and the role of the state in the economy.8

Different institutional preferences notwithstanding, it is reasonable to assume that both 
government offi cials and union leaders have the same underlying interests or core ob-
jectives: they are both interested in maintaining (or augmenting) their power because 
otherwise they might not be able to attain their preferred institutional and policy out-
comes.9 This assumption is crucial for it identifi es the main mechanism of action and 
allows clear propositions about actors’ strategies to be derived and then verifi ed through 
empirical analysis. As a general rule, therefore, we should fi nd that when, in the course 
of interactions, actors perceive a change in the relative power, they will adjust their in-
stitutional and policy preferences in a way that is likely to have the most advantageous 
or least disadvantageous consequences for their core objectives.

The third pillar of this approach is focused on the relationship between actors’ ratio-
nality and the uncertainty of transitions. The complexity of simultaneous, large-scale 
economic and political transformations presents a formidable challenge to actors’ abil-
ity to make optimal decisions and follow gain-maximizing strategies. If rational action 

8 On the impact of norms and ideology on preference formation and change, see Levi (1998, 
2005) and Vanberg (2002). For labor politics studies that call for a synthesis of institutionalist 
and constructivist arguments in explaining actors’ strategies, see Hattam (1993), and Locke/
Thelen (1995). 

9 I am aware that, as any assumption about actors’ core objectives, this one is also disputable. 
Indeed, there is no general agreement on whether politicians’ core objectives are to secure of-
fi ce, policy, or votes (see, for instance, Müller/Strøm 1999), and whether they have short-term 
or long-term objectives. Similarly, the core objectives of union leaders might not be so clear-cut. 
For instance, they might be driven by ideological causes, have long-term objectives, or – espe-
cially when unions are encompassing – be interested in contributing to the overall economic 
effi ciency and “making the pie the society produces larger” (Olson 1982: 42). However, making 
a specifi c assumption about actors’ core objectives is necessary if one wants to derive empiri-
cally tractable propositions about their strategies and thus satisfy methodological concerns for 
parsimony. The assumption made in this paper, therefore, should be evaluated empirically. If 
empirical research reveals instances when government offi cials and union leaders refused to 
adjust their institutional and policy preferences despite the fact that pursuing such preferences 
presented a clear threat to their ability to maintain power, the proposed model would fi nd itself 
on shaky ground. 
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in general is impeded by the “murkiness” of social life (see, for instance, Fligstein 1999), 
then it would be even more problematic to assume the existence of perfectly rational 
decision-makers in the exceptionally murky environment of postcommunist transi-
tions. This is not to say that actors lack strategic acumen or that they act irrationally. On 
the contrary, actors seek to maximize their utility, but their ability to determine the op-
timal course of action is constrained by the uncertainty and fl uidity of the transitional 
context.10 Whereas under these constraints projecting the success of alternative courses 
of action is a daunting task, actors can and do make use of their refl exive properties 
(see also Emirbayer/Mische 1998; Hay/Wincott 1998; Simon 1998). Put simply, as the 
interactions proceed, actors rely on prior experience and accumulated knowledge when 
evaluating and adjusting their strategies to the exigencies of changing situations.

This discussion is directly related to the fourth and fi nal pillar of the interactionist ap-
proach, namely the link between power perceptions and decisionmaking under uncer-
tainty. When situational uncertainty is high, the actors’ ability to anticipate the response 
of others and to assign objective probabilities to alternative outcomes of interaction 
is limited. In more stable environments, the tendency is for institutions, trust, norms, 
and habits to serve as mechanisms that structure social interaction. In the transitional 
context, however, the potential of these mechanisms is signifi cantly lower for two prin-
cipal reasons. First, the newly established institutions typically do not constitute deep or 
stable equilibria (see Pierson 2004: chap. 5). This not only implies that such institutions 
might be more susceptible to modifi cation but also that their capacity to reinforce par-
ticular behavior is weaker at the early stages of their development.11 Second, the novelty 
of certain types of interaction, such as the corporatist-type exchange in post-commu-
nism, excludes the option of relying on either trust or established norms and practices 
to guide this process. Given the weakness of these mechanisms, actors’ choices in the 
uncertain context of transition are most likely to refl ect their perceptions of relative 
power (see also Luong 2002). Such perceptions offer clues about the likely responses of 
others and thus help actors estimate the probable utility of alternative strategies.

These four pillars constitute all the elements necessary to derive an exposition of the 
development and enactment of new regulative institutions in post-communism. In a 
nutshell, they suggest that context-specifi c historical and structural conditions shape 

10 This assertion evokes the concept of bounded rationality (Simon 1957). Even though this con-
cept does not explicitly deal with situational uncertainty, it points to the limited cognitive ca-
pacity and computing ability of human agency. For a comprehensive review of the application 
of bounded rationality to several fi elds in political science, see Goodin (1999). The notion of 
bounded rationality fi gures most prominently in a number of organizational studies (see March 
1978, 1994; March/Olsen 1976), studies of political and governmental institutions (see Jones 
1999, 2001) and, in particular, economic sociology (see Beckert 1996, 2002). 

11 As Claus Offe has pointed out, institutions “must not only be known to exist, but ‘make sense’ 
to actors and even oblige them.” As long as actors lack a strong sense of loyalty to particular 
institutions, as is arguably the case with many newly created institutions in post-communism, 
they are unlikely to “submit to the obligations stipulated” (1996: 223). 
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actors’ institutional and policy preferences, while actors’ perceptions of their ability to 
attain such preferences without sacrifi cing their core objectives determine whether and 
how these preferences translate into strategic choices.

Interactions thus begin in a context where old formal rules and institutions have been 
scrapped overnight, while new ones are still not suffi ciently embedded to secure cred-
ible commitments or to oblige actors to conform to them. In such a context, the interac-
tion becomes a “game” in which interacting agents seek to push through their preferred 
view of economic transformation. Since the uncertainty erodes actors’ ability to assess 
relative power accurately, they need to choose their strategies based on subjective beliefs 
about what others can do. Specifi cally, intentionally rational actors are likely to make 
their choices by relying on two sets of available indicators of power. First, they are like-
ly to consider structural-organizational attributes, which in the case of government–
union interactions include indicators such as the electoral strength of the government 
or the concentration, encompassingness, and partisan ties of unions. Such attributes 
present resources that indicate actors’ potential capabilities and power. However, these 
attributes alone do not often provide a reliable or suffi cient basis for the assessment of 
power. This is particularly the case in the erratic context of the early transition, where 
actors, such as unions and political parties, undergo signifi cant internal reorganization 
and where their very confi guration is less stable. To arrive at a more complete estimate 
of each other’s capacity under such conditions, actors need to rely on additional behav-
ioral indicators of power, such as the observed internal dynamics.12 By combining these 
indicators, actors form their initial perceptions of relative power and decide on their 
strategies. As the interactions proceed, however, they regularly update their perceptions 
by evaluating the outcomes of previous actions, thus adjusting their strategies to new 
circumstances. In such an ongoing process, strategies chosen in individual rounds will, 
over time, shape an identifi able interaction pattern which is likely to govern future be-
havior and defi ne the very institutions within which these interactions proceed.13 What 
this pattern will eventually look like will depend on the specifi c balance of power that 
emerges through recurrent interactions between actors who are each trying to advance 
their specifi c institutional and policy preferences while securing their common core 
objectives.

12 By incorporating the internal dynamics as a key component for the assessment of power, my 
analysis departs from those that build on the power-resource approach, as elaborated by Korpi 
(1985, 2001). The latter generally neglects such indicators, relying heavily on structural attri-
butes of power (see Korpi 1985: 33, 2001: 244). The lack of attention to the internal dynamics, 
however, risks conceptualizing interacting collective agents, such as organized labor or indi-
vidual unions, as unitary in terms of institutional and policy preferences – an assumption that 
is problematic in the light of empirical evidence. Thus, while the framework proposed here con-
curs with the power-resource approach in that actors are intentionally rational and that their 
choices refl ect calculations about relative power, it suggests that such calculations are much 
more complex. The model presented later in this paper clarifi es in detail what such calculations 
entail for different actors. 

13 As Jack Knight has argued, if the past pattern of interaction is recognizable and distinctive, it is 
likely that actors will identify it as an institutionalized rule (1992: 79). 
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More generally, the approach outlined here exemplifi es how actors’ perceptions of rela-
tive power gradually reduce the contingency of action by structuring particular patterns 
of interaction which shape the very meaning and relevance of new regulative institu-
tions. The advantage of this approach is that it facilitates an analysis of the relationship 
between interactive processes and the development of institutions that is attentive to 
both general theory and the specifi cities of contexts. As such, the main pillars of this 
approach provide a useful guideline for a systematic analysis of the impact of recurring 
interactions between government offi cials and union leaders on the development of 
corporatist-type institutions in Central and Eastern Europe.

Below, I build on these pillars to propose a heuristic model of government–union in-
teractions. This model advances concrete propositions about how particular combina-
tions of institutional and behavioral factors infl uence actors’ perceptions of their rela-
tive power, their subsequent strategies, and the direction of development of formally 
similar tripartite institutions. I capture the dynamics of government–union interac-
tions as a continuum of strategic choices in consecutive time sequences. In this way, the 
model facilitates a systematic analysis of these interactions both across countries and 
over time.

Since my analysis concerns recurrent strategic interactions between actors who each 
seek to advance institutional and policy outcomes that serve their particular interests, 
the use of repeated non-cooperative games – especially in the extensive form – might 
seem intuitively useful. However, I choose to present government–union interactions 
in a non-formalized way because the specifi cs of the problem at hand suggest a limited 
value added of formal models. Two reasons in particular cast doubt on the potential of 
formal models for an analysis of the interactive processes that drive the development 
of postcommunist corporatist-type institutions. The fi rst reason concerns the widely 
accepted assertion that formal tools of game theory are useful for addressing a range of 
problems in highly structured settings (Bates 1987: 704; Scharpf 1997: 105) and as such 
might not be well suited to analyzing government–union interactions in post-commu-
nism. In this context actor constellations are often unstable, and the interacting entities 
are far from being cohesive actors who share more or less similar and fi xed preference 
ordering (see also Munck 2001; Pierson 2004: 60–63). Admittedly, some of these caveats 
can be integrated into a formal model, for instance by specifying different background 
conditions, and by changing payoff structures in each round of the game. Such a move, 
however, would add complexity, which would make the model less manageable and 
thus less useful for depicting the processes of government–union interactions and their 
impact on the development of tripartite institutions. Second, as elaborated above, be-
cause of the high uncertainty that characterizes the postcommunist context, actors need 
to update their perceptions of power and adjust their strategies as the interactions pro-
ceed. To build a formal model of decisionmaking in such circumstances would require 
an explicit use of Bayesian analysis – a technique that has been widely criticized as too 
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complex and artifi cial, and thus ill-equipped to accurately portray empirical reality (see 
Bates et al. 2000; Elster 2000; Morrow 1994: chap. 8).14

Given these considerations, building a heuristic model that identifi es key factors in-
fl uencing power perceptions and outlines a mechanism of how such perceptions af-
fect actors’ strategies and shape particular institutional paths would appear to be more 
appropriate. Such a strategy also allows us to incorporate a more solid empirical basis 
of actors’ institutional and policy preferences, which better illuminates their particular 
choices. It is important to recognize, however, that greater attentiveness to the empiri-
cal basis of actors’ choices does not imply that mere descriptions of government–union 
interactions are on offer. Rather, by following a broad rationalist reasoning, the heu-
ristic model proposed below advances a set of falsifi able hypotheses with regard to the 
choice of actors’ strategies. In doing so, the model elucidates how different sequences 
of choices generate distinct institutional paths of tripartism, which explain the varied 
functioning of these formally similar institutions.

Shaping postcommunist tripartism: Modeling interactions

Initial choices

The starting point for understanding the varied results of postcommunist tripartism 
is to identify factors that can account for cross-national variation of strategies at the 
very beginning of transition. In general, the fi rst democratically elected governments 
have an interest in stabilizing the economy as soon as possible and introducing market 
reforms.15 Given the necessity of reforms in such structurally distorted economies, as 

14 Initial action in Bayesian models is dependent on beliefs about a particular situation, while the 
result of this action serves as a basis for calculating posterior probabilities of outcomes (for 
an overview, see Gelman et al. 1995). The explicit use of such models, however, is problematic 
when actors have different information or beliefs, and when they interact in highly unstable 
environments, such as early transition (see also Beckert 1996; Gilboa/Postlewaite/Schmeidler 
2004). In addition, these models require actors to perform often highly complex calculations, 
which renders them less useful for explaining real-world decisionmaking. These drawbacks not-
withstanding, the general reasoning of Bayesian analysis is useful for it provides a guideline for 
understanding how actors update their beliefs about relative power, and how such beliefs gradu-
ally stabilize and as such produce clear patterns of interaction or institutional paths. 

15 Note that this discussion of government preferences at the onset of transition refers in particular 
to the so-called leading reformers in Central and Eastern Europe, all of which became members 
of the European Union in May 2004. International fi nancial institutions, as well as Association 
Agreements which signaled the possibility of accession to the EU, presented a powerful set of 
constraints and incentives that worked against experimenting with alternative policy solutions. 
International organizations, however, were not the only reason why governments preferred not 
to dilute neoliberal policies through negotiations with unions. In most of these countries, the 
fi rst democratically elected governments were composed predominantly of individuals who 
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well as the proclaimed goals of “catching up” and “joining Europe,” the governments 
in general would prefer to abstain from making substantial policy concessions to or-
ganized labor that could endanger the progress of reform. By the same token, they also 
generally prefer either weak corporatist-type arrangements or the opportunity to avoid 
their establishment altogether. At the same time, however, incumbent politicians prefer 
most of all to stay in power and are therefore interested in maintaining political stabil-
ity. It follows that if they are to fulfi ll both goals simultaneously, they need to fi nd an 
optimal strategy that would both appease unions and produce positive policy outcomes 
that would disarm potential challengers from the political opposition.

To be able to defi ne the optimal strategy toward the unions, the government needs to 
know the power of unions to challenge the reforms. At the outset of transition, however, 
objective indicators of union strength, such as active union membership, tend to be 
unreliable and highly infl ated. At the same time, as the government–union interactions 
start immediately following the regime change, the government cannot rely on previ-
ous experiences to gauge union power since the nature of these interactions during 
communism was entirely different. Under these constraints, the government is likely 
to form a judgment about the potential capacity of unions by relying on some observ-
able indicators. Three indicators in particular are likely to infl uence the government’s 
perception of union power: 

the degree of union concentration (unifi ed/fragmented);
the existence of formal union–party ties (strong/partial/non-existent); and
the mode of inter-union dynamics (cooperation/confl ict).

The degree of union concentration is an important indicator of the unions’ ability to 
coordinate various demands and to follow a clear bargaining strategy. A single, encom-
passing union is not only more likely to uphold agreements, but it also has a potentially 
higher capacity to disrupt the normal functioning of the economy should the govern-
ment fail to take union interests into account. Thus, all things being equal, the existence 
of such an encompassing union structure is expected to increase the government’s in-
centive to follow a pragmatic, responsive strategy to the unions and to facilitate their 
meaningful inclusion in policymaking. Conversely, in cases of bipolar or multipolar 
models of unionism, the government is less likely to be responsive to union demands.

The second indicator that infl uences the choice of strategies is the existence of for-
mal ties between unions and political parties. Ties to unions increase the incentives 
for incumbent politicians to try to convince union leaders of the necessity of reforms 
that might have harmful effects on union constituencies.16 To secure their support, in-

belonged to the anti-communist opposition and who had long advocated the introduction of 
market principles. Indeed, the control of key ministries was usually given to economic teams 
who had promoted neoliberal economic policies anyway.

16 For excellent discussions of how and why union leaders have subordinated material interests of 

1.
2.
3.
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cumbents are likely to offer direct side payments to union leaders (say, in the form of 
parliamentary and government positions) and sporadic concessions to particular union 
sections. Such strategy is rational because – given the imperatives of economic reforms 
and the incumbents’ interest in achieving substantial economic recovery by the next 
elections – the estimated costs of these concessions appear lower than those associated 
with a fully-fl edged corporatist exchange. Moreover, the inclusion of union leaders in 
the political structures of the state empowers the government with the argument that 
interests of labor are suffi ciently represented. Because support from union leaders re-
duces the likelihood of a possible backlash against reforms, the government is likely to 
avoid corporatist institutional arrangements. In contrast, the absence of partisan ties 
precludes such a strategy, increasing the government’s incentive to utilize more actively 
tripartite institutions.17

In addition to these structural attributes, a behavioral variable, namely the mode of in-
ter-union dynamics is likely to enter the government’s calculus when making strategic 
choices. Inter-union confl ict and rivalry increases coordination problems and strength-
ens the government’s position vis-à-vis organized labor, thus weakening its incentives 
to promote corporatist exchange and to cede to union demands. Depending on the par-
ticular context, the government in such cases may try to further undermine the power 
of unions either directly, by neglecting the corporatist exchange, or indirectly, by using 
specifi c organizational and political issues to further propel union divisions. Union co-
operation, on the other hand, indicates a higher degree of union power, and diminishes 
the prospects of such union-adverse strategies.

Different combinations of these three indicators should therefore lead governments to 
make different choices in the initial period of transition (t0). If government strategies 
responded to two broad types – union-adverse (–) and union-favorable (+) – the three 
indicators should allow us to derive predictions about the type of the resulting strategy 
and its approximate intensity (strong, moderate, weak).18 Table 1 portrays these alter-
native scenarios.

their rank and fi le to market reforms undertaken by their partisan allies in several Latin Ameri-
can countries, see Burgess (1999), Murillo (2001), Valenzuela (1991). For related discussions 
of how the catch-all character of labor-linked parties in post-communism affects their policy 
choices and reduces their commitment to labor interests, see Avdagic (2004), Innes (2002), and 
Orenstein (1998). 

17 Similarly, whereas claims by unions associated with opposition parties are more likely to be 
dismissed by incumbent politicians as political attacks orchestrated by the opposition, demands 
from non-aligned unions are more likely to be properly addressed within the institutional 
framework of tripartism.

18 An estimate of the intensity of a particular strategy does not represent some absolute value. 
Rather, the intensity is judged in relative terms, i.e. by comparing strategies across countries at 
the onset of transition, as well as over time in the subsequent steps of the analysis. 
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In short, two polar scenarios, in the upper-left and the bottom-right cells, can be distin-
guished. The government is expected to opt for the most union-favorable strategy (sub-
stantial inclusion in policymaking and policy concessions) when faced with a single, 
encompassing, and politically non-aligned union. Conversely, in cases where competing 
unions have strong formal links to different political parties, the government is in an 
advantageous position and is likely to choose a strong union-adverse strategy (exclu-
sion from policymaking, propelling inter-union rivalry and direct cooptation, low con-
cessions).

Most of the remaining cells represent the in-between cases, where the two broad strate-
gies are likely to have lower intensity than in the two polar cases. For instance, a mod-
erate union-favorable strategy (moderate inclusion and policy concessions) is likely to 
be chosen when fragmented, politically independent unions cooperate with each other 
(+ +). A moderate union-adverse strategy (propelling rivalry and partial cooptation, 
weak inclusion and policy concessions) is expected when fragmented and confl icting 
unions have partial links to political parties, i.e. when only some unions are politically 
allied and when these links are not particularly strong (– –). A mild union-favorable 
strategy (weak inclusion and policy concessions) is likely in cases with partly politically 
aligned and generally cooperative unions (+). Finally, a weak union-adverse strategy 
(propelling rivalry, weak inclusion and policy concessions) will be chosen when politi-
cally non-aligned unions have a confl icting or highly competitive relationship (–).

In situations where a single and cohesive union has strong formal ties to a political 
party, the strategy is more diffi cult to determine as it may be infl uenced by union size, 
leadership, the type of benefi ts offered to the party, and the government–opposition 
dynamics.19 The two fi elds marked with “n.a.” denote unlikely cases. While the fi rst one 
– corresponding to a single/cohesive and partially aligned union – is self-evident, it 
might be necessary to elaborate why the case of cooperative unions with strong ties to 
different political parties was improbable in East Central Europe. At the onset of tran-
sition, unions in countries with fragmented labor movements were usually at logger-
heads over issues such as ideology and the role they played during communism. As the 
“old/new” or the “successor/anti-communist” axis represented the strongest division 

19 Empirically, however, no such case was present in East Central Europe at the onset of transi-
tion. 

Table 1 Expected government strategy at t0

    Organizational structure of unions
Single/Unifi ed Fragmented

Mode of union interaction
Union-party links Cooperation Confl ict

Absent +++ ++ –

Partial n.a. + – –

Strong Indeterminate n.a. – – –
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between the unions, a cooperative relationship at the beginning of transition would 
have been highly unlikely if such unions entered into separate political alliances.

Following the choice of government strategy the unions can either support or oppose 
government policies. The strategy that the unions settle on is likely to refl ect their re-
spective views about transformation. In contrast to incumbent politicians who due to 
the imperatives of economic transformation come to share largely similar institutional 
and policy preferences, union preferences are likely to be infl uenced by their specifi c 
origin. More precisely, unions that initially arose in opposition to the communist re-
gime are likely to be more tolerant or even supportive of market reforms that may ad-
versely affect the material interests of their constituencies. Their initial support for such 
policies stems from cognitive frames and ideological views that they formed during 
their struggle against the communist regime. In this way, the past translates into present 
choices. Successor communist unions, on the other hand, face not only the direct costs 
of reforms and a generally negative image, but also a decreasing infl uence in enterprise 
decisionmaking and the prospect of losing signifi cant material assets acquired during 
communism. Given these considerations and the related concern to minimize the de-
cline of their membership, they are likely to prefer reforms that entail tangible and im-
mediate compensation measures to general promises of long-term economic progress. 
Whether these preferences lead to actual opposition to government policies depends on 
how they perceive their capacity to obtain these preferences.

Subsequent choices

The initial strategies do not necessarily remain unchanged. As the interactions proceed, 
actors will re-evaluate their previous choices and decide between “staying on course” or 
“strategy alteration.” According to the guidelines of the proposed approach, the choice 
of strategy at tx is likely to be affected by two considerations: (a) the experience drawn 
from interactions at tx–1, and (b) the current state of the world, refl ecting in particular 
fl uctuations in the economic conjuncture, the government–opposition dynamics, and 
the inter-union dynamics. Given the complexity of these considerations, predicting the 
exact type of strategy after the period t0 becomes increasingly diffi cult. However, basic 
assumptions of the model allow us to establish conditions that are likely to trigger a 
shift of strategies.

Table 2 provides a basic picture of the conditions that are likely to result in a shift of 
government strategy. Because the core objective of incumbent politicians is to maintain 
or augment their power, we should expect a change in their strategy when they encoun-
ter a credible threat to their ability to attain this objective. Accordingly, they are likely to 
shift from a union-adverse to a union-favorable strategy at tx when they perceive their 
relative power as decreasing. Specifi cally, such an assessment is likely to be made when 
the union response at tx–1 presents a strong challenge to government policies, and when 
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the government faces a political crisis and its policies are challenged by an increasingly 
strong opposition. Conversely, if incumbents perceive a considerable increase in their 
relative power, they are more likely to shift from a union-favorable to a union-adverse 
strategy. This is likely to be the case when the interactions at tx–1 indicate union impo-
tence, and when economic conditions deteriorate dramatically, thus generating a broad 
political consensus for non-negotiated reforms.

Establishing the conditions that underpin a shift in union strategy is more complex, not 
least because the institutional and policy preferences of these actors are more diversi-
fi ed. As elaborated above, early choices of unions between supporting and opposing 
government policies have often been colored by their respective origin and the associat-
ed identities. Crucially, the preferences of union leaders are often not the same as those 
of their constituencies (see Crouch 1982; Levi 2005). Union leaders, for instance, might 
prefer institutional and policy choices that offer ideological satisfaction and promise 
long-term gains for labor, while their rank and fi le might be interested primarily in 
maximizing their short-term material gains. Divergence between leaders’ and members’ 
preferences is likely to become particularly pronounced when unions have strong parti-
san ties to a governing party undertaking comprehensive market reforms (see also Bur-
gess 1999; Murillo 2001). Because such alliances bring considerable personal rewards 
and often ideological satisfaction to union leaders, they will be inclined to support gov-
ernment policies even if these impose sacrifi ces on their constituencies.

However, like incumbent politicians who want to stay in power, union leaders primarily 
want to avoid being replaced by potential competitors (see also Murillo 2001). Accord-
ingly, their strategies need to incorporate preferences of their rank and fi le, if not at all 
times, then certainly when facing the risk of replacement. Thus, the union’s position 
and its relative power vis-à-vis the government is only one concern that union leaders 
have to take into account when evaluating their strategy at tx. In addition, their choices 
will be affected by the response from their members, who may endorse the leadership 
choices or, alternatively, lend support to their internal competitors (vertical competi-
tion) or to other unions (horizontal competition).

Having these qualifi cations in mind, Table 3 identifi es the basic conditions that are likely 
to generate a shift in union strategy. We should expect allied union leaders to withdraw 

Table 2 Conditions triggering change in government strategy

General conditions Specifi c considerations

tx–1 → tx Perceptions of own
relative power

Previous 
experience

Current state 
of the world

UA → UF Decreasing Strong union 
response at tx–1

Policy challenge 
(strong opposition)

UF → UA Increasing Weak union 
response at tx–1

Policy consensus 
(weak opposition)

UA = union-adverse strategy; UF = union-favorable strategy.
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their support for government policies when their position is threatened by an increas-
ingly strong vertical and horizontal competition, and when they witness a decline in 
the power of their government. Relevant indicators would include, for instance, protest 
actions organized by internal contenders, losing members to other unions, and an in-
creasingly strong popular support for opposition parties. These conditions will induce a 
change in the strategy of allied leaders, because they signal a decline in their power to at-
tain their institutional and policy preferences and their core objectives simultaneously. 
Since this situation also signals a decline in the government’s power, non-allied union 
leaders are likely to strengthen their opposition to government policies because their 
capacity to attain their institutional and policy preferences increases under such condi-
tions. Conversely, the union leadership is likely to abandon opposition to government 
policies when the absence of a credible vertical and horizontal competition coincides 
with a situation of a broad-based policy consensus and a relatively strong government. 
Such conditions indicate a low threat to allied union leaders who derive personal ben-
efi ts – in the form of either political rewards or ideological satisfaction – from support-
ing government policies. At the same time, this situation signals a decline in the capacity 
of non-allied union leaders to extract concessions from the government.

Interaction outcomes: Distinct institutional paths

This model of choices emphasizes the relevance of perceptions of power. The condi-
tions that signal a change in actors’ power serve as clues about the level of costs and 
benefi ts that they are likely to incur in the event of staying on course or, alternatively, 
of altering their strategy. Actors refl ect upon these conditions because they help them 
estimate their ability to attain their preferred institutional and policy outcomes while 
securing their core objectives. In line with the assumptions outlined above, we should 
expect incumbent politicians and union leaders to choose a strategy that promises the 
most advantageous or the least disadvantageous consequences for their core objectives. 
Because previous responses to actors’ strategies affect their subsequent choices, over 
time such strategic maneuvering will produce particular institutional paths character-
ized by different patterns of government–union interactions. These paths, in turn, de-

Table 3 Conditions triggering change in the strategy of union leaders

General conditions Specifi c considerations

tx–1 → tx Perceptions 
of own relative power

Horizontal and 
vertical competition

Current 
state of the world

Allied Non-allied

S → O Decreasing Increasing High Policy challenge 
(strong opposition)

O → S Increasing Decreasing Low Policy consensus 
(weak opposition)

S = support for government reforms; O = opposition to reforms.
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termine the prospects of the corporatist-type exchange and the functioning of tripartite 
institutions as the main arenas that facilitate such exchange.

Figure 1 and the associated Table 4 identify possible paths that can be shaped through 
different combinations of actors’ choices. To depict alternative paths, this schema sim-
plifi es signifi cantly the interaction process by presenting it as an infi nitely repeated 
encounter between two actors: government (G ) and organized labor (L). In the do-
main of their interactions, each actor can choose from their action set (Ά) consisting of 
two basic types of strategies. Government can undertake reforms by following either a 
union-favorable or a union-adverse strategy, Ά (G ) = {UF, UA}, and organized labor can 
in turn either support or oppose government policies, Ά (L) = {S, O}. In accordance with 
the model proposed above, each agent selects a strategy that appears the best option 
given their perceptions of their capacity to fulfi ll simultaneously their institutional and 
policy preferences and their core objectives. It follows that each round (tx) is character-
ized by a particular strategy combination (ω) belonging to a set of four possible strategy 
combinations Ω = {ω1, ω2, ω3, ω4}, where ω1 = (UF, S); ω2 = (UF, O); ω3 = (UA, S); and 
ω4 = (UA, O). Let us suppose that an institutional path is defi ned by the prevalence of a 
particular strategy combination played by the two actors over a certain period of time. 
Since the interactions in each round refl ect a choice between the four possible strat-
egy combinations, a repeated occurrence of the respective combinations over a num-
ber of rounds would shape four ideal institutional paths, represented by bold lines in 
Figure 1.

Figure 1 Path formation: possible plays over time
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G = government; L = labor; UF = union-favorable; UA = union-adverse; S = support; O = opposition; 

P1, P2, P3, P4 = institutional paths corresponding to the four ideal types of interaction patterns (see Table 4).
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For example, when strategy combination ω1 = (UF, S) turns out to be dominant, we can 
assume that a path of pragmatic bargaining (P1) has been established. In this scenario, 
G predominantly follows some form of a union-favorable strategy by including L in the 
corporatist-type formulation of policies and reforms and offering some concessions, 
and L most of the time supports G ’s course of action and policy choices. In contrast, the 
predominance of ω2 = (UA, O) would refl ect a path of confl ict (P2) in which G repeat-
edly attempts to exclude L from policymaking and thus to avoid potential concessions, 
while L most of the time responds with some form of opposition. The dominant play 
of ω3 = (UA, S) would lead to the establishment of a path of union cooptation (P3), re-
fl ecting the cases in which L usually supports G ’s actions and non-negotiated policies 
despite generally adverse effects they might have for L. The prevalence of ω4 = (UF, O) 
denotes a path of state capture (P4). In this case, L – aiming to achieve a higher level of 
concessions – frequently opposes G ’s actions and policies despite their relatively favor-
able character for L.20 Finally, when no dominant strategy combination emerges prior 
to the period tn, this pattern can be characterized as a path of unstable bargaining (Px). 
In Figure 1 this pattern would correspond to any of the branches that, after the second 
decision node for G, depart from the four ideal patterns, i.e. all the branches marked by 
thin lines.

It is unlikely, however, that a particular path will be shaped through the process where a 
single strategy combination is played in each round prior to tn. As the interactions pro-
ceed under uncertainty, strategies in each round are formulated on the basis of actors’ 
perceptions of power, which can change as they subsequently refl ect upon responses to 
their previous strategy and shifts in relevant environmental conditions. As such percep-
tions change, so do the strategies. Put differently, “boundedly rational” and “refl exive” 
agents will try to use what they perceive as favorable moments or openings to modify or 
change their strategy so as to improve their position. Sometimes such actions are suc-
cessful, and sometimes they are not, because uncertainty can produce misperceptions 
that result in ineffective strategies. Such misperceptions, though, are most likely in the 

20 Note, however, that this scenario would be more relevant in the cases of very limited or stalled 
reforms, such as some of the former Soviet Union countries where state subsidies continued to 
be a prominent source of fi nancing for many sectors of the economy. 

Table 4 Strategy combinations and the resulting institutional paths

Ω = {ω1, ω2 , ω3 , ω4 } ωi  /  ∑ω, t ( 0,1,…n–1) P, tn

ω1 = (UF, S) ω1 = dominant ⇒ P1 = pragmatic bargaining

ω2 = (UA, O) ω2 = dominant ⇒ P2 = confl ictual relationship

ω3 = (UA, S) ω3 = dominant ⇒ P3 = union cooptation

ω4 = (UF, O) ω4 = dominant ⇒ P4 = state capture

No dominant ω ⇒ Px = unstable bargaining

Column 1 = a set of possible strategy combinations; column 2 = prevalence of a 
particular strategy combination in all strategy combinations observable from 
period t0 to tn–1; column 3 = resulting institutional paths at tn.
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early transformation when the world is in its most turbulent state and when actors are 
least capable of judging the power of others to challenge their preferred actions.

Over a number of rounds, however, actors learn about the likely capacity of their op-
ponents from their responses in the previous rounds of interaction.21 Initial percep-
tions or subjective beliefs about the opponent’s power, if regularly confi rmed by the 
observed reality, are likely to become accepted as their objective power, thus infl uencing 
the pattern of future interactions.22 Perceptions, nonetheless, continue to be important, 
but mainly for estimating how environmental shifts might affect the already accepted 
power balances. In other words, subjective beliefs become in effect objectifi ed when, in 
the course of a repeated play, perceptions of relative power converge or become shared 
by the interacting agents.23 As the perceptions of each other’s power gradually stabilize, 
actors start behaving in a more obvious Bayesian way, thus revising their perceptions 
less frequently unless some major event challenges these beliefs.24 Taken-for-granted 
beliefs about the balance of power, in turn, have a salient impact on the development of 
the institution of tripartism since they infl uence the way in which the actors are likely 
to continue playing the game. For instance, the greater the power asymmetries that be-
come accepted in this process, the less the likelihood that the weaker actor will be able 
to change the pattern of interaction or redirect the established institutional path by al-
tering their strategy.25 Under conditions of large power disparities, the stronger actor is 
unlikely to perceive such a strategy shift as a credible threat to its own goals because the 
record of past interactions indicates the other actor’s limited capacity to signifi cantly 
alter the terms of exchange unfavorable to their interests.26 In sum, it is particular power 
balances that become accepted through repeated interaction that determine the terms 
of exchange in the corporatist-type forums and thus the very functioning and role of 
these institutions.

21 In this respect, G is in a better position than L. Since L is usually composed more or less of the 
same actors over tn, G can draw lessons from its predecessor’s experience with L. The situation 
is more diffi cult for L because these actors need to interact with an often-changing G. 

22 I am indebted to Wolfgang Streeck for discussions on this point. 
23 This corresponds to Aoki’s (2001: 10) understanding of institutions as systems of shared beliefs 

about a way in which the game is repeatedly played according to the endogenous rules, i.e. the 
rules not determined formally, but rather “endogenously created through the strategic interac-
tions of agents, held in the minds of agents, and thus self-sustaining.” 

24 I thank Colin Crouch for suggesting this formulation. 
25 Strategy alteration refl ects either a response to a change in environmental conditions or an 

endogenously driven change, such as the conscious effort to improve one’s position through 
actions facilitated by some form of learning.

26 By the same line of reasoning, redirecting a path should prove less diffi cult when the percep-
tions of relative power have not yet stabilized. When the power balance is more even and widely 
accepted – which is the case with the path of pragmatic bargaining – actors will have strong 
incentives to remain on the path. Provided that actors seek to improve their position, the path of 
confl ict is not likely to be sustainable in the long run. In this case, the actors would be expected 
to try shifting to a path that promises relatively higher gains. The resulting outcome, however, 
is not clear cut. The path of pragmatic bargaining is not the only possible outcome because 
the relative costs of a prolonged confl ict might not be equal for both actors. Consequently, the 
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Some might object that differences in the pattern of interaction are not important as 
long as formal institutional rules are the same. Such arguments would interpret dif-
ferences in the pattern of interaction as minor variation along the same broad path 
which is more or less determined by the formal properties of tripartite institutions. For 
instance, those emphasizing the comprehensive formal responsibilities of these institu-
tions always see some form of corporatism (e.g. Iankova 1998), while those who stress 
the non-binding character of the agreements reached in these forums see primarily 
government unilateralism (e.g. Ost 2000). I argue, however, that this reliance on formal 
properties leads to false conclusions because it is precisely the way in which tripartite 
institutions are practiced that infl uences how actors subsequently interpret and further 
enact these institutions. Correspondingly, the proposed model suggests that, depend-
ing on the perceptions of relative power between government and unions, subsequent 
strategies adopted by these actors, and the resulting pattern of interaction that emerges 
through their repeated play, the institution of tripartism can be interpreted and enacted 
by actors in different ways. As a result, the role and impact of these formally similar in-
stitutions in policymaking may vary considerably across different contexts.

A guideline for applying the model

This heuristic model captures the dynamism of government–union interactions and 
facilitates a comparative analysis of the process of development of postcommunist tri-
partism. By contextualizing actors’ institutional and policy preferences and allowing for 
their change, it is sensitive to both contextual and sequential elements of the analysis. 
At the same time, because it anchors actors’ choices in their aspiration to maintain or 
augment their power, the model advances a set of falsifi able propositions with regard 
to strategic choices that incumbent politicians and union leaders make in the course of 
postcommunist transformation. In this way, the proposed framework corresponds to 
some recent calls for a synthesis of general theory and process-oriented narrative analy-
sis (see Abbot 1992; Abell 1993; Kiser 1996; Levi 2002; Pedriana 2005).

In accordance with the specifi c propositions of the model, we should expect actors’ 
choices to refl ect their respective perceptions of how the dynamics of interaction affects 
their ability to fulfi ll their institutional and policy preferences while maintaining their 
power. For each actor, the model specifi es the relevant factors that can be expected to 
shape these perceptions. As such, the model lends itself to an empirical test that can 

actor who is more willing to bear these costs might continue with the same strategy hoping to 
be able eventually to dictate the subsequent terms of exchange – which, in other words, would 
mean shifting to a path with more asymmetric power balances. This reasoning is broadly in line 
with the logic of the Rubinstein’s bargaining model (1982), which suggests that a more “patient” 
player has an advantage. 
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be undertaken by constructing analytical narratives that give explicit consideration to 
these factors. Such narratives would need to:

test whether the initial choice of strategies corresponds to the expectations of the 
model, as outlined in Table 1;
explore whether the shifts in actors’ strategies in later rounds concur with the model’s 
predictions, as specifi ed in Tables 2 and 3; and
identify the type of institutional path that has been generated through repeated in-
teractions, as illustrated by Table 4.

Because the proposed model emphasizes the infl uence of specifi c historical-structural 
contexts on actors’ institutional and policy preferences, such narratives necessitate en-
gaging in a detailed analysis of the specifi cs of a place and time. A solid reliance on 
interviews, documents, the press, and secondary literature is essential if one wants to 
discern the origins of actors’ institutional and policy preferences, their perceptions of 
relative power, their beliefs about available options, and their strategies.

This type of analysis, therefore, combines general and particular causal factors to ex-
plain the development of distinct institutional paths. While such analysis allows induc-
tive inference of the impact of historical legacies and the structural contexts on actors’ 
identities and their institutional and policy preferences to be included, it requires that 
narratives of interaction be constructed in line with predominantly deductive reason-
ing incorporated in the model of government–union interactions. In predicting par-
ticular strategies and specifying the conditions for strategy shifts, this model employs 
deductive reasoning to illuminate how and why a particular pattern of action unfolds 
in a causal sequence.

In a separate work I have evaluated this model by constructing analytical narratives of 
government–union interactions in the Czech Republic, Hungary, and Poland (Avdagic 
2006). In demonstrating the formation of a path of pragmatic bargaining, unstable bar-
gaining, and cooptation respectively, these narratives offer important insights into the 
varied development and role of formally similar corporatist-type structures in the three 
countries. An evaluation of the model through further empirical cases would require 
equally detailed analytical narratives. The guidance provided here could serve to disci-
pline such narratives and thus render them theoretically coherent and comparable.

Conclusions: Power, perceptions and institutional development

How strong is the constraining capacity of young institutions, and how can they coor-
dinate behavior on a single path when their formal rules are ambiguous or the costs of 
non-compliance with these rules are low? In addressing this question, this paper has 

–

–

–
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criticized analyses that draw a sharp line between extraordinary times of change when 
new formal institutions are established and subsequent periods of institutional stasis in 
which behavior is purportedly driven by these new formal rules. Instead, this paper ad-
vances the argument that young institutions in particular cannot be taken for granted, 
as actors are more likely to perceive them as malleable. Consequently, as Streeck and 
Thelen have argued, actors might try to interpret and use such institutions in a way 
that advances their particular goals and purposes or bypass them when they appear to 
confl ict with their interests (2005b: 19). Thus, rather than reading behavior off formal 
rules, our attention needs to be redirected to exploring the consequences of actors’ on-
going strategic maneuvering for the functioning – and thus the eventual fate – of young 
institutions.

In this paper, I have attempted to do this by focusing on postcommunist peak-level 
tripartism – a formally similar institution whose functioning has varied signifi cantly 
across national contexts. Understanding this variation in institutional development, I 
argue, requires unpacking the political dynamics of government–union interactions. I 
have shown how such interactions can be heuristically modeled as a sequence of stra-
tegic choices that government offi cials and union leaders make. In this model, different 
historical experiences and structural contexts infl uence actors’ preferences with regard 
to the desirability of corporatist-type arrangements and specifi c policies, while the as-
piration to maintain power defi nes their common underlying interests. Accordingly, the 
model posits that the choices that these actors make in the course of interaction refl ect 
their perceptions of their ability to attain preferred institutional and policy outcomes 
without compromising their core objectives. Over time, this kind of strategic maneu-
vering is likely to reveal a mutually accepted balance of power, which then provides con-
straints and incentives for particular types of strategies. This balance of power, rather 
than formal rules, determines the actual terms of exchange and thus the enactment of 
this newly established institution. Hence, depending on the particular power balances 
that emerge through such interactions, the functioning of the formally similar corpo-
ratist-type institutions can differ considerably across national contexts.

The framework presented in this paper depicts the development and enactment of peak-
level tripartism as a contentious process in which the participating actors try to push 
through their preferred outcomes of transformation, entailing different roles for this 
institution. As such, my framework resembles the power-distributional view of institu-
tions, which conceptualizes institutional development as a contest over rules in which 
actors try to achieve institutional equilibria most favorable to their interests (Bates 
1987; Knight 1992; Moe 1990). Two aspects, however, differentiate my framework from 
standard power-distributional accounts.

First, while such analyses predominantly focus on bargaining processes that character-
ize the design of major political institutions in particular (see, for instance, Colomer 
1995; Frye 1997; Przeworski 1991), the focus here is less on struggles over formal rules, 
and more over the uses to which newly established corporatist-type institutions are 
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put. Given the ambiguity of formal rules of tripartism, the actual role assigned to this 
regulative institution can lay anywhere along the continuum from ensuring a compre-
hensive inclusion of unions in the formulation and implementation of reform policies 
to presenting a largely empty shell that facilitates the discussion without much impact 
on the shape of substantive policies. The contention here, therefore, is about the actual 
role and infl uence that such institutions have in shaping and governing these young 
capitalisms.

Second, accounts that explain institutional outcomes in terms of the distribution of 
power usually rely on quantifi able or objective measures of power. This is not only the 
case with rational choice analyses of the design of political institutions, which usually 
assess power on the basis of election results and pre-election opinion polls (see Frye 
1997; Geddes 1996; Schedler 2002); structural analyses that link welfare state policies 
to the power of unions also employ quantifi able measures, such as union density, cen-
tralization, and participation of social-democratic parties in offi ce (e.g. Hicks 1999; 
Huber/Stephens 2001). In contrast, my framework downplays such objective measures 
of power and emphasizes instead perceptions of relative power. Objective measures are 
of little help if one wants to understand the logic of government–union interactions 
in post-communism, where initial power balances are neither known nor easily ascer-
tained. In the context of such uncertainty, I argue, actors rely on their beliefs about 
relative power to gauge the likely response of others to various strategies, and to cor-
respondingly choose a strategy that they believe would yield the highest utility. Because 
the development and enactment of corporatist-type institutions involves repeated 
interactions, actors regularly update such perceptions to estimate the potential costs 
and benefi ts of continuing or altering their previous strategies. When chosen strate-
gies repeatedly yield expected results, a particular balance of power becomes mutually 
accepted or taken for granted. This power balance in turn determines how the institu-
tion of tripartism is subsequently practiced. My explication therefore concurs with the 
standard power-distributional accounts that institutional outcomes refl ect particular 
power balances, while making an important clarifi cation that those balances are not 
determined by some “objective” measure at the time of institutional establishment, but 
rather are “worked out” in the course of interactions.
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1. Introduction 

1.1 Unemployment statistics in Georgia 

In Georgia, the National Statistics Office of Georgia (Geostat) is responsible for production of labor 
statistics. The main source of information comes from the Integrated Household Survey (IHS) of Geor-
gia. 

In 1996-2001 the economic status of the population was assessed by just a small questionnaire which 
never allowed for deep analyses of the issue. In 2000-2001 the Integrated Household Survey was quali-
tatively improved; following which, within the frame of the survey, a detailed study of employment and 
unemployment was introduced. For this purpose, an integrated research tool – “Shinda 05_1”1 is used; 
with the help of which each member of 15 years and older of the sampled household are interviewed. 

The unemployment rate has been the subject of high interest and regular discussion in Georgian 
society throughout the last 20 years. Concerns are often voiced that the indicator is reduced artificially. 
However, going deeper into this issue, one can realise that even a reduced unemployment rate determined 
in accordance with ILO criteria, is not low at all, as is revealed below. 

Despite this, the unemployment rate indicator defined by ILO criteria does not allow for complex 
assessment of this acute social and economic problem: it does not cover under-employment and hidden 
unemployment – vents widely distributed in the countries with transitional economies such as Georgia. 
The database of the IHS does offer the possibility for analyses of under-employment and hidden unem-
ployment. 

The database of integrated household survey also contains information regarding structure by quali-
fication of unemployment, its differentiation by duration, sources for job creation and structural unem-
ployment (Skills Gap), the regular processing of which is not normally carried out. Analyses of the data 
of different structural aspects of unemployment and structural unemployment provide the opportunity for 
significant conclusions to be made in order to improve the effectiveness of the employment policy and 
economic policy in general. 

Chart N1
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1 http://www.geostat.ge/cms/site_images/_files/georgian/kitxvarebi/shinda/Shinda05-1_2015_Geo.pdf
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Detection of the tendencies of the unemployment structure and structural unemployment much de-
pends on the correct operation of the system for current registration of unemployed persons. Although a 
service for registration of unemployment existed in Georgia until 2004, it never operated properly- citi-
zens could register there as unemployed but the number of job seekers covered by the system was insuf-
ficient (see Chart N1). 

The inefficiency of the system for current registration of unemployed persons was logical, since 
in fact registration as unemployed did not contain any prospective for employment, and unemployment 
benefits were too low. This clearly reflected a complex and unfortunate situation existing in the economy 
of Georgia at the turn of the century. No system for registration of vacancies was available, which made 
registration of unemployment irrational. Vacancies are still not registered and it is still impossible to obtain 
such information. 

Deep analysis of the structure of unemployment is possible only in conditions of proper functioning 
of the system for current registration of unemployed people. Since such a system is unavailable in Geor-
gia, we are limited with the assessments of sampling surveys, and must still depend on the databases of 
the Integrated Household Survey. Although, these are data of another registry and cannot function as the 
current registration system, on their basis are created particular time series of homogenous information, 
providing the opportunity for research of developed tendencies. 

1.2 Goal and objectives of the study 

The main goal of the present study is the research of structural aspects of unemployment and struc-
tural unemployment in Georgia, which goes beyond the framework for assessment of the unemployment 
rate by ILO criteria and aims at the following:

Assessment of aggregated unemployment level and its structure. 1. 
Analyses of the structure of unemployment, including: 2. 

By qualification,• 
By duration,• 
By achieved level of education.• 

Identification of the structure of the sources for job generation. 3. 
Analyses of structural unemployment (Skills Gap), including:4. 

Study of long-term unemployment and de-qualification;• 
Study of “unsatisfied” employees and hidden structural unemployment;• 
Study of structural consistence of the demand and supply of the labor market;• 
Analyses of the effectiveness of the education system, in the aspect of structural unemployment. • 

Identification of institutional weaknesses of the labor market. 5. 
Scenarios for development of the labor market.  6. 

1.3 Sources of information  

In order to achieve the above-stated objectives, several sources were used in the study, of which the 
most important is the Integrated Household Survey. 

IHS has been carried out continuously since 1996. Consequently, a pretty long-term time series was 
developed, providing broad opportunities for in-depth analyses of unemployment and employment. Pri-
mary databases of the survey are accessible on the website of Geostat.2 The questions of the survey are 
also presented.3 Although the database provides a lot of information regarding the structural and systemic 
peculiarities of unemployment, this is still insufficient. Consequently, additional information is required 
in order to develop a full scale picture of the demand - supply of the labor market. 

The report of the research of employers’ attitudes towards vocational education, ordered by the Min-
istry of Education and Science of Georgia4 and carried out by the company ACT in 2015, was used for 
2 http://www.geostat.ge/?action=meurneoba_archive&lang=geo
3 http://www.geostat.ge/?action=page&p_id=697&lang=geo
4 http://www.mes.gov.ge/content.php?id=5962&lang=geo
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analyses of the labor market. The Survey Report of Labour Market Demand Component conducted by the 
company BCG in 2015 under the order of the Ministry of Labor, Health and Social Affairs of Georgia was 
used as well.5

For the purpose of a more complete assessment of the current demand – supply condition on the labor 
market, systematization of the offers, provided in more or less institutionalized information sources of 
employment, and formation and analyses of the database were planned within the frame of the project. 

The following were considered as such information sources: 
Newspaper “Sitkva da Saqme”, a weekly newspaper with the highest print run in Georgia. It is a. 

the only source in print media in which job advertisements are published. Similar information is 
published in other newspapers, but their print run and coverage are limited, and the number of ad-
vertisements low; 

 Web-resource - jobs.ge, a key electronic information source of employment. Web resource HR.ge, b. 
providing information on vacancies in public sector, can be considered as an information source of 
similar co-measurable scale; but due to the specific character of the study, the main focus was on the 
data of the relatively universal source - jobs.ge. 

Within the frame of the project, 10 in depth interviews were carried out with large employers in dif-
ferent sectors, based on the objectives of the study. 

1.4 Research methodology  

The level of institutionalization of the labor market is very low in Georgia. According to the latest 
data of Geostat, the share of hired employment in the economically active population stands at just 37.3 
percent, almost half of which are employed in the public sector. As mentioned above, the quality of the 
current statistical recording of unemployment is also very low. The only information array complying with 
international standards is the database of the Integrated Household Survey. For the purposes of the present 
survey, additional processing of the mentioned database became essential, based on which versatile analy-
ses of time series of 2009 – 2015 was carried out. 

Analyses were conducted for the quantitative assessment of social layers such as under-employment 
and hidden employment which made the possible calculation of aggregated indicator of unemployment 
and identification of its dynamics and structure. 

Based on additional analyses of the IHS database, the question: what could unemployed people offer 
potential employers? - was answered. With this, the professional and qualification structure of unemployed 
people, identified by ILO criteria, was studied. The survey questionnaire envisages indication of the basic 
profession of the respondent according to diplomas or other certificates. Consequently, the assumption 
was made that unemployed people seek jobs in accordance with their profession. 

The Integrated Household Survey questionnaire allows the analysis of job seeking in different forms. 
Thus, the question regarding how an unemployed individual looks for work was answered. Whether job-
seekers prefer hired employment or self-employment could also be determined with the help of the ques-
tionnaire. 

 The extent to which the job seeking process is within an institutional framework, or distribution of 
institutional resources and social capital (relatives, friends) in this process, or the duration of job seeking 
and so on, could also be assessed based on the same source. 

In the process of implementation of the given research project, the biggest challenge was quantitative 
assessment of the inconsistence of the demand for a labor force and structure by qualification of supply 
(Skills Gap), standard methodology for which is unavailable. According to information obtained on the 
ILO website, the concept of structural unemployment is limited by a detailed explanation of unemploy-
ment of this type.6 Study of the examples of calculation of structural unemployment demonstrated that 
quantitative assessment of this event means a high level of institutionalization of the labor market when 
detailed information regarding appointment and dismissal of employees from companies is accumulated 
in one agency. 
5 http://moh.gov.ge/files/2015/Failebi/29.12.15.pdf
6 http://www.ilo.org/wcmsp5/groups/public/---dgreports/---stat/documents/publication/wcms_166604.pdf
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Quantitative assessment of single aspects of structural unemployment is possible according to the 
IHS data, which of course does not show the full picture. For example: the analyses of duration of un-
employment give an impression about the extent of structural employment. In this regard, comparative 
analyses of actual professions and those by diploma are interesting, based on which the employment rate 
indicator according to qualification can be calculated, which, in context, is close to the structural unem-
ployment indicator. Despite this, the indicators obtained as a result of additional analyses of the Integrated 
Household Survey cannot substitute the importance of the level of institutionalization of the labor market 
in the comprehensive assessment of structural unemployment. 

The job seeking process is just partially institutionalized in Georgia, providing minimal opportunities 
for qualitative and quantitative analyses. In particular, vacancies offered are not classified. Thus, at the 
first stage, the systematization of information given in the advertisements published in “Sitkva da Saqme” 
and jobs.ge became essential. The question was answered based on the information provided in each ad-
vertisement. Completed questionnaires were entered into the database with the help of which it is possible 
to determine the structure of the vacancies available on the labor market. 

At the beginning, the intention was to generate a time series from both sources of information to cover 
the period 2009-2015. In the case of newspaper “Sitkva da Saqme”, this was possible: figures from 2009 
to 2015 were collected, from which numbers published in May and late December of each year were se-
lected. The database was formed based on these data and the above mentioned questionnaire. Regrettably, 
the administration of internet resource Jobs.ge was not similarly ready for cooperation, and did not give 
the researchers access to the archive of the site. Consequently, the analyses of the structure of vacancies 
were possible only for late May, 2016. Due to this, making quantitative assessments based on historical 
data was not possible. 

Within the frame of the project, in depth interviews were also conducted with 10 large employers 
of different sectors. For this purpose, a special questionnaire was created. The scope of the institutional 
problem for finding potential employees and their professional consistence was assessed based on content 
analyses of said interviews. 
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2. Structure of Unemployment 

2.1 Assessment of aggregated level of unemployment 

As mentioned above, the official unemployment rate indicator is based on ILO criteria according to 
which the unemployment rate in Georgia was decreasing in 2009 – 2015, particularly in 2014 – 2015.

 A 12 percent unemployment rate means that 12 percent of the economically active population did not 
work for cash or in-kind income for even one hour during the seven days prior to the interview. It must be 
taken into consideration that the economically active population does not include those individuals who 
do not work (students, housewives and so on) or are not actively seeking work. The economic activeness 
indicator was 68 percent in 2015, i.e. 32 percent of the population was not economically active for various 
reasons. 

 Chart N2
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As demonstrated by the above chart the difference between the unemployment rates in urban and ru-
ral areas is great: in 2015, the unemployment rate in urban areas was almost 5 times more than that in rural 
areas. The low unemployment rate in rural areas is obviously a result of self-employment, which brings 
the rural unemployment rate to minimal values. In 2009 – 2015, unemployment decreased in both urban 
and rural areas; however, the tendency was relatively high in urban areas, especially in 2014 – 2015. 

Although the unemployment rate calculated by ILO criteria is pretty informative, the picture of un-
employment would never be complete without taking into consideration under-employment and hidden 
employment. IHS allows for analyses of both. 

To assess under-employment and hidden employment in the present study, we decided to use the fol-
lowing criteria, which are actively used in similar international studies:7

The worker shall be considered as under-employed if: 1. 
They performed more than one job during the seven days prior to the interview. This is mainly due • 

to the fact that the income from one job is not enough and one is forced to take multiple jobs; 
They were forced to work part time during the seven days prior to the interview and were willing • 

to work full time, being ready to start immediately if there was an opportunity.
7 Presented criteria envisage the methodology recommended by ILO 
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The worker shall be considered as hidden unemployed, if: 2. 
They worked full time during the seven days prior to the interview, but were not satisfied with the • 

job; 
They were seeking other job;• 
In the event of finding a job, they were ready to change the job immediately. • 

Using the mentioned criteria, it is possible to calculate the aggregated unemployment rate, which 
includes unemployed people identified by ILO criteria, under-employed and hidden unemployed workers. 
The dynamics of this indicator on a countrywide level and by urban rural areas are given below. 

 Chart N3
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It is clear that the aggregated unemployment indicators calculated by urban rural area are not that 
significantly different from those of the indicators calculated by ILO criteria. The main reason for this is 
self-employment in agriculture: quite a significant part of self-employed people are under-employed or 
hidden unemployed. 

Aggregated indicators of unemployment, as well as unemployment rate indicators according to ILO 
criteria, show a decreasing tendency, but the reduction trend in this case is relatively linear compared to 
the unemployment rate trend according to ILO criteria. 

43 percent of the aggregated level of unemployment consists of unemployment by ILO criteria, al-
most one third – 32 percent under-employment, and 25 percent hidden unemployment. (See Chart N4)
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 Chart N4

44% 44% 42% 42% 43% 41% 43%

29% 28% 29% 27% 27% 30%
32%

28% 28% 30% 31% 30% 29% 25%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

2009 2010 2011 2012 2013 2014 2015

Structure of aggregated unemployment

Unemployment by ILO criteria Under-employment Hidden unemployment

Source: IHS database processed by the group of authors 

It is interesting that in 2009-2015 the structure of aggregated unemployment level did not change 
substantially. The weight of under-employment rose slightly, while hidden unemployment reduces. The 
change in weight in the components of the aggregated unemployment rate falls within the frame of statisti-
cal errors and is not substantial. 

2.2 Consistence of structure of employment and unemployment by qualifi cation 

In 2015, 38 percent of unemployed people identified by ILO criteria, according to certified profes-
sion, were high qualification specialists; 17 percent of unemployed people were medium level specialists, 
and 4 percent of lower than medium qualification (the latter includes groups 4-9).8

The biggest group of unemployed people includes those who do not have a certified profession i.e. 
people without a profession. 

In the groups aggregated according to the level of qualification (see the table below), distribution of 
unemployed people does not change significantly between 2009 and 2015. A relatively clear tendency is 
an insignificant increase in the number of individuals not having a profession, which is quite low. General 
changes are statistically insufficient. 

In the groups aggregated by level of qualification, 31 percent are highly qualified specialists by di-
ploma, 17 percent are mid level specialists, 8 percent are lower-than-mid level specialists, and 45 percent 
of employed individuals do not have a speciality. Among identified trends slight increase in the weight 
of the highly qualified specialists is remarkable. On the other hand, no other trend is characteristic to the 
distribution of the employed people in aggregated groups of professions. It is important to view the em-
8 Distribution of employed and unemployed people in groups aggregated by profession was implemented on the basis of ISCO classificatory, which on the 
level of one digit codes includes 9 main groups: 
Group 1. Leadership of all levels of government and governance bodies, including the heads of agencies, organizations and 
 enterprises; 
Group 2. Highly qualified specialists; 
Group 3. Mid-level specialists; 
Group 4. Office workers;
Group 5. Services and sales workers;
Group 6. Qualified agricultural, forestry, hunting and fishery workers; 
Group 7. Qualified workers in industrial enterprises, artistic handicrafts, construction, transport, communications, geology and mineral exploration sectors; 
Group 8. Plant and machine operators, machinists, assemblers and metal craftsmen; 
Group 9. Non-qualified workers
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ployment structure without rural self-employment, since this is such a large and amorphous group that it 
covers the tendencies ongoing in other sectors. 

Without rural self-employment, 50 percent of total employment included highly qualified specialists 
in 2015, 16 percent – mid level specialists, and 9 percent lower-than-mid level specialists. Discluding rural 
self-employment, 25 percent of employed people do not have a profession. 

Table N1: Distribution of employed and unemployed people in aggregated groups of professions 
(Percent)

2009 2010 2011 2012 2013 2014 2015

Distribution of unemployed in aggregated groups of certified professions  

High level specialists 37 39 41 39 40 39 38

Mid - level specialists 18 18 17 18 15 15 17

Rest of specialists 8 7 5 5 7 5 4

Without profession 37 36 37 38 39 41 41

Total 100 100 100 100 100 100 100

Distribution of employed in aggregated groups of certified professions

High level specialists 28 29 28 29 30 29 31

Mid - level specialists 17 19 19 19 18 18 17

Rest of specialists 9 9 8 8 8 8 8

Without profession 46 43 45 45 44 44 45

Total 100 100 100 100 100 100 100

Distribution of employed in aggregated groups of certified professions
(without agro self-employment)

High level specialists 48 49 49 49 50 49 50

Mid - level specialists 17 20 20 19 18 17 16

Rest of specialists 11 10 9 9 9 9 9

Without profession 24 21 22 23 23 24 25

Total 100 100 100 100 100 100 100
Source: IHS database processed by the group of authors 

The employment structure without rural employment varies significantly from the total employment 
structure (see Table N1), which is reflected in a substantial decrease in the number of people not having 
a profession and an increase in the number of high level specialists. The decrease of specialists with mid 
and low level are also distinguished among the identified trends. 

For purpose of comparison of the structures of employed and unemployed people by the level of 
qualification, a method of correlation analyses is used in the survey. The correlation coefficient quite pre-
cisely indicates the degree and direction of similarity of the structures. Factor analyses are recommended 
for deeper analyses. 

As demonstrated by comparative analyses of the aggregated groups, distribution of unemployed peo-
ple in said groups of certified professions is similar to the structure of total distribution of employed peo-
ple in the same groups. Correlation coefficient equals almost -1, which means that both structures are in 
fact identical.

Without rural self-employment, the structure of employed people is less identical with a correlation 
coefficient of - 0.9091.
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The correlation coefficient of structures of total employment and unemployment was characterized 
by a clear increasing trend in 2009 – 2015, while the non-agricultural employment and unemployment 
structure correlation coefficient saw a decreasing trend. The unemployment structure is the same in both 
cases. Thus, the change is preconditioned by the difference between the employment structures, which 
is increasing, as shown by the trend of correlation coefficients. The main reason for the difference is the 
indicator of the number of individuals not having a profession, which is a significant component of rural 
self-employment. 

Thus, rural self-employment is an amorphous large field with low effectiveness which impacts on the 
absorption of the labor force without profession and improves the statistical picture of employment. This 
became clear while comparing the same differences between the urban and rural unemployment indicators 
developed by ILO criteria and the same differences in aggregated unemployment indicators. 

Consequently, an essential precondition for systemic improvement of the employment structure is the 
introduction of a special education program for groups of individuals not having a profession. 

The correlation of the distribution of employment and unemployment by qualification level in groups 
aggregated on the level of one digit ISCO codes, leading to less homogeneity of identified groups, was 
discussed above.



14

Employment and unemployment structure viewed on the level of two digit ISCO codes9 identifies 
relatively more homogeneous groups. Thus, the correlation degree in this area is more telling than in the 
case of aggregated groups. 

Chart N6
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According to two digit ISCO codes, structure by qualification of employment and unemployment is 
also identical: the correlation coefficient equals almost 1, i.e. employment and unemployment structures 
are similar in this case also. In 2009-2015, the correlation coefficient displayed an increasing trend, i.e. the 
employment and unemployment structures became more and more alike. 
9 The list of two digit ISCO codes: 
11 – Leadership (representatives) of the government and governance bodies;
12 – Managerial staff of agencies, organizations, enterprises and their structural subdivision; 
13 – Managerial staff of small agencies, organizations and enterprises;
21 – Specialists in natural and engineering science sectors;
22 – Biology and agricultural science and health care sector specialists; 
23 – Education sector specialists;
24 – Other highly qualified specialists; 
31 – Mid level specialists in physical and technical sciences; 
32 – Mid level specialists in natural science and health care sector and support stuff; 
33 – Mid level specialists in education sector;
34 – Mid level specialists in financial, administrative and social fields;
41 – Workers preparing and processing information;
42 – Service workers;
51 – Individual service and property protective services workers;
52 – Salespersons, demonstrators and models;
53 – Utility workers;
54 – Film and TV workers;
55 – Advertising - decoration and restoration workers;
61 – Market-oriented qualified agricultural, forestry, hunting, fishing and fishery workers;
62 – Qualified agricultural, forestry, hunting, fishing and fishery workers;
71 – Extraction and construction sectors workers;
72 – Metal processing industry, machinery and associate trades workers;
73 – Precision instruments and devices manufacturing, printing and related trades workers; 
74 – Other qualified workers of manufacturing and related professions;
75 – Transport and communication workers; 
76 – Geology and mining professions; 
81 – Stationary plant operators and machinists; 
82 – Metalworking and mineral raw material processing machine operators and machinists; 
83 – Moving apparatus drivers, operators and machinists; 
91 – Unqualified workers in trade and services sectors;
92– Unqualified workers in agriculture, forestry, hunting, fishing and fishery;
93– Unqualified workers in manufacturing, construction, transport, communication, geology and mineral exploration;
94 – Unqualified workers in all other fields.
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Without agriculture self-employment, the correlation coefficient, despite a decrease, is still quite high 
- 0.9366. The trend of this indicator in fact was immovable during the research period.

Chart N7
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If we view the structure excluding people not having a profession (see Chart N7), the structures of 
employment by certified professions and of unemployment are still identical, but there is one not ever so 
large but important difference: excluding people not having a profession, the structures of employment 
and unemployment according to ISCO two digit codes correlate less than when not taking into considera-
tion rural self-employment. Otherwise, the factor of rural self-employment in this case reduces correla-
tion, which is due to the fact that the main shelter for those not having a profession is self-employment in 
agriculture.

2.5 Dynamics of unemployment by qualifi cation 

According to ILO criteria, in 2009-2015 the unemployment rate in the 2nd group of ISCO profes-
sions, i.e. among highly qualified specialists, was higher than the average unemployment rate, despite 
pretty solid decreasing trends. 

The unemployment rate in this group at 20.8 percent exceeded the average unemployment rate in 
2015. As demonstrated by the Integrated Household Survey, this category of the professionals conveys a 
high risk of unemployment. The unemployment rate is lower than average in all other groups.

The unemployment rate is slightly lower than average among the professionals of mid-level qualifica-
tion, and even demonstrates a decreasing trend. 

The two times lower-than-average unemployment rate among low qualified professionals deserves 
special attention. This indicator was consistently lower than average in 2009 – 2015, and went even lower 
during the last three years. 
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Chart N8
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The unemployment rate, according to ILO criteria, in the group of not having a profession is 6.2 
percent lower than the average unemployment rate. The main pre-requisite for this is mass employment 
in agriculture. It is also noteworthy that the unemployment rate in the given group was lower than aver-
age throughout the study period, however, this difference was not as large as in the case of low qualified 
professionals. 

 Chart N9
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The above-mentioned demonstrates that the majority of jobs generated on the labor market do not 
require high qualification. 

As for rural self-employment, it may require quite high qualification, but in Georgia’s case it is still 
based on traditions. A person of working age living in Georgia might not have a winemaker’s certificate, 
but planting a vineyard and winemaking is part of his/her life, transferred from generation to generation. 
The same could be said, for example, about a Tushetian shepherd lacking a cheese maker’s certificate 
(which means quite high qualification), however, he is still a high-skilled professional, with experience 
accumulated by generations, but uncertified. 

2.4 Unemployment structure by duration 

One of the key aspects of the assessment of unemployment is analyses of duration of unemployment. 
The grounds for this are provided by certain important aspects, of which two are most important: 

Long-term unemployment results in de-qualification; 1. 
Highly qualified unemployed professionals might be more vulnerable to long-term unemployment, 2. 
since finding a job respective to their qualification is relatively difficult. 

As demonstrated by the data of the IHS, the weight of unemployment up to 1 month, and 1-3 months 
unemployed by ILO criteria, is stable – around 6-8 percent during the research period and not showing 
any clear trend. 

Unemployment from 3 to 12 months made up 18 percent of total unemployment in 2015. The weight 
of unemployment of this term had a growing tendency in 2009 – 2015. 

From the unemployment structure by duration, most distinguished are an increase of the number of 
unemployed over three years and more, and the decrease of those unemployed lacking work experience. 

The number of unemployed, who have never worked despite a decreasing tendency, was still on the 
25 percent mark in 2015, i.e. 25 percent of those unemployed by ILO criteria have never worked. This is 
a pretty high indicator. 

Chart N10
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Age can be considered as one of possible reasons for the high number of individuals lacking working 
experience. The working age starts at 15 and even if the ILO criteria excludes students from unemployed 
people (59.6 percent of the population under 25 years old do not belong to an economically active popula-
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tion, while the unemployment rate is 30.8 percent in the economically active population of this age, i.e. 2.5 
times higher than the average unemployment rate), there is still a high chance that an individual employed 
by ILO criteria has no working experience due to age. 

Taking into consideration the age factors, the unemployment duration structure among the popula-
tion older than 25 is informative. Not having working experience is the factor of different grades- for the 
unemployed over-25s, than those 25 or younger. 

The structure of unemployed over-25s is similar to the distribution of total unemployed population, 
however the differences between the proportions still exist and they are substantial. The number of indi-
viduals not having working experience is 13 percent, which is almost half the indicator of total unemploy-
ment distribution. 

The weight of unemployed for more than three years is 33 percent among the unemployed over-25s 
years old, which is substantially more than the similar indicator of total unemployment distribution. 

Thus, it can be categorically stated that the probability of long-term unemployment is being increased 
in parallel with getting older. 
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With the regard to the duration, unemployment up to 1 year can be viewed as short term unemploy-
ment, while unemployment which continues for more than 1 year can be considered long-term unemploy-
ment, which goes beyond the frictional unemployment, contains substantial threat of de-qualification and 
in fact goes to the dimension of structural unemployment. 

Aggregation in big groups is preconditioned by substantially low reliability of assessment in small 
groups compared with aggregated groups. Further, homogeneous groups are developed by such aggrega-
tion. 

Individuals unemployed up to 1 year make up 32 percent of the total unemployed, while those un-
employed for more than 1 year make up 43 percent. As we already mentioned, 25 percent of those unem-
ployed have never worked. 
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Chart N12
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Due to the above-mentioned distributions, we considered as long-term unemployed those individuals 
who met the following criteria:

Stated that they have been unemployed for more than 1 year; 1. 
Unemployed over 25 years old who have never worked. 2. 

The latter assumption is preconditioned by the fact that not having any work experience due to lack 
of education is more or less explainable at a young age, but this argument loses strength with age. 

Chart N13
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According to the calculations made on the basis of such assumptions, 48 percent of unemployed in-
dividuals are short term unemployed, while 52 percent are long-term. The distribution of unemployment 
by duration saw no substantial change in 2009 – 2015. A slight decrease in long-term unemployment is 
identified which does not indicate substantial changes. 

2.5 Unemployment structure by achieved education level 

The Integrated Household Survey (IHS) allows for the calculation of various indicators according to 
achieved education level. For this purpose, an 11- step system for coding the achieved level of education 
is used. Due to the fact that data array broken down in 11 groups cannot ensure the generation of reliable 
assessments, it is reasonable to view each group in aggregated groups. The groups were aggregated ac-
cording to the content and not mechanically, merged into four basic blocks: 

The subjects with lower than secondary education included those whose achieved level of education 1. 
complied with the following code: 

Illiterate;• 
Does not have primary education but can read and write; • 
Primary level of education;• 
General education, basic level.• 

The subjects with secondary education included those whose achieved level of education complied 2. 
with the following code: 

Full secondary education (secondary school). • 
The subjects with vocational education included those whose achieved level of education complied 3. 
with the following code: 

Handicraft education certificate (diploma of primary vocational education); • 
Vocational education (secondary vocational) diploma. • 

The subjects with high education included those whose achieved level of education complied with 4. 
the following code: 

Diploma of high vocational education or equivalent education program; • 
Diploma of bachelor or professional health worker/veterinary or equivalent education program; • 
Diploma of master /graduate residency or equivalent high education program; • 
PhD or equivalent degree. • 

The analyses demonstrated (see Chart N14), that 6 percent of the economically active population had 
lower than medium education; 41 percent – secondary education; 22 percent – secondary vocational, and 
31 percent – higher education. In fact, the distribution saw no change in 2009- 2015, though an exception 
was seen in 2010 due to technical rather than content reasons10.

Unemployment rate by ILO criteria normally is higher among economically active people with high 
education, than average unemployment rate. It is to be mentioned that these two indicators manifested 
decreasing trend in the research period; special attention requires the fact that the trend of decreasing 
unemployment rate among the individuals with high education is stronger, in 2009 – 2015 it gradually 
reached average unemployment rate. Positive decreasing trend became especially stronger in 2014 – 2015. 
In all other groups of education level, the unemployment rate is low than average indicator. The group of 
individuals with lower than secondary education shall be distinguished especially, since the unemploy-
ment rate is the lowest here. 

10 The 7-step system for coding the achieved level of education was used in 2009, which is aggregated in the above-mentioned 4 groups. The coding system 
was changed in 2010. The problems associated with the transfer to a new coding system had an impact on the distribution of 2010. Further, the change was 
made between the 2nd and 3rd quarterly surveys and aggregation of the base of transition period appeared to be quite complex. Thus, the distribution of 2010 is 
somehow out of context. 
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 Chart N14
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In general, the trend of approximation of unemployment indicators in groups of different educational  
level are especially distinguished of the trends of 2009-2015: according to the 2015 data, the difference 
between the unemployment rates is not as substantial as in 2009 or 2011. 
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3. The Employment Structure 

3.1 Sectoral structure of employment 

The structure of employment by sectors outlines the balance between demand and supply on thee 
labor market. This is a result which covers all episodic, structural and systemic problems. 

The employment structure in Georgia is quite specific (see Chart N15). Almost half of total employ-
ment, 48.4 percent, falls on agriculture. The indicator of the weight of agriculture demonstrated a decreas-
ing trend in 2009-2015 and for first time during the last 25 years went below 50 percent. This is undoubt-
edly a positive sign, especially taking into consideration that the share of agriculture in the GDP was 
steadily decreasing and just in the last two years increasing. This trend gains especially positive meaning 
against the background of slight but still increase of the employment rate, which means that the number 
of employed in other sectors got increased. The weight of agriculture in total employment is so big that 
small percent decrease of self-employment does change substantially general level of effectiveness of the 
employment, but the decrease of agricultural self – employment is clearly positive event. 

The next weighty component in the structure of employment is trade and consumer services, with 
major part of trade. The indicator of the weight of this sector was stably around 10 percent during whole 
research period and no clear trend was identified here. The same could be said about one more significant 
component of the employment structure – education sector. 

Due to Georgian specifics of the employment structure, its review is reasonable without self -employ-
ment, since its weight is so high that levels the processes and trends ongoing in all other sectors (see Chart 
N 16). 

Exclusion of rural self -employment makes more visible the weights of other sectors. Despite of this 
the weight of the employed in mining and manufacturing, i.e. in real sector of economy, is very low. In 
2009 – 2015 this indicator was near 11 percent. 

In general, the structure of employment without agricultural self- employment was not substantially 
changed in the research period. This is not surprising, since such changes need decades in conditions of 
gravity flow, however in the event of development and implementation of effective industrial policy sig-
nificant change of labor market structure is possible even during 3-4 years. 

As the data provided on the charts N 15 and N 16 confirm, detailed sectoral distribution is less in-
formative. The distribution in bigger groups – real sector and service sector, could be more important. Be-
sides, it would be useful to take into consideration the sectoral specifics of the employment in Georgia and 
out of 16 viewed sectors identify 3 basic groups, significantly different form one another from economic 
point of view (see Chart N 17): 

Agrarian sector, which includes the individuals employed in agriculture, forestry and fishery sectors. 1. 
In case of Georgia their absolute majority – more than 95 percent – are self-employed. Obviously, 
this is also real sector of economy, but in its content the mentioned form of employment has rather 
social meaning than economic. Due to that, we considered unreasonable the inclusion of agriculture 
in real sector of economy for purposes of our study; 
Real sector, which includes the individuals employed in mining industry, manufacturing, construc-2. 
tion and electricity, gas and water supply sectors; 
Service sector, which includes the representatives of other sectors, not producing natural – material 3. 
products. 
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Chart N15 
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Chart N16
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We have already mentioned about amorphous high weight of employment in agrarian sector. This is 
key problem of Georgian economy; in this case the proportions of employment in real sector of economy 
and service field are more important. 
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Chart N17
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According to the data of Integrated Household Survey, the weight of employment in real sector of 
economy is 10.6 percent of total employment and this indicator remained unchangeable during 2009 – 
2015. 

The weight of employment in service sector was 41.0 percent in 2015 and had increasing tendency 
in 2009 – 2015. 

It could be said to summarize, that positive movements developed in employment structure during 
last 6 years, reflected in the decrease of the weight of agrarian sector, basically was preconditioned by the 
increase of the weight of employment in the service sector. The mentioned positive in fact did not touch 
real sector of economy, the weight of which is unchangeable. The study of employment by professions in 
accordance with ISCO classificatory is important for the study of structural aspects of unemployment. 

The biggest group of the structure of employment by professions is N 6, which includes skilled 
workers engaged in agriculture, forestry, hunting and fishery. This is the army of people self-employed in 
agriculture, who compiled 46, 7 percent of employed in 2015. It is to be mentioned that the weight of this 
group in 2009-2015 is distinguished by obviously positive, decreasing trend. 
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 Chart N18
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Distribution of the employed in basic sectors of employment to the groups by the level of qualifica-
tion is crucial. 

Chart N19
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The individuals not having profession have advantage in distribution of employed in agriculture on 
these grounds: in 2015 their weight compiled 66 percent of employed in agriculture. This indicator was 
almost unchangeable in the research period. 
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The share of High level professionals employed in agriculture is stable – 10 percent, while of me-
dium qualification specialists – 18 percent. Thus, pretty complex conditions for systemic change of the 
structure of employment are outlined, since ready for decrease of asymmetrically high weight of agrarian 
employment is ready just 34 percent of the individuals engaged in this field, and 66 percent is not ready 
for transition from this sector to another and the change of employment structure might require long-term, 
even decades without large scale vocational education. 

31 percent of employed in industry and construction sectors are highly qualified professionals, while 
36 percent do not have a profession. The weight of specialists with medium and high qualification shows 
a decreasing trend, while the weight of those not having a profession is increasing. The latter is very hard 
to explain, though in general weak but clearly negative trends of de-qualification of employment in this 
field can be observed. 

Chart N20
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37 percent of those employed in trade and household services are highly qualified professionals by 
diploma. Almost the same number, 36 percent, do not have professions. 19 percent are mid-level special-
ists by diploma. The weight indicators for the highly qualified specialists and those not having a profession 
show a weakly expressed increasing trend, while the number of mid-level specialists is decreasing. 
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Most interesting is the distribution by qualification of those employed in the education and healthcare 
sectors. The majority of people employed in these sectors are highly qualified professionals and the weight 
manifests a positive trend of increase. Further, the weight of mid-level specialists, which showed a de-
creasing trend, is low. In the education sector, such trend can be assessed as positive, but in the healthcare 
sector it indicates an unfavorable condition. 

Chart N22
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Chart N23
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The majority of those employed in a diverse group such as public governance agencies, transport, 
hotels and other services, is highly qualified professional (see Chart N23). An individual review of these 
groups does not give reliable assessments; however, the weight of highly qualified professionals in this 
amorphous group was the highest in 2015 compared with previous years, which could be considered as a 
sign of the beginning of a positive trend. 

3.2 Sources for job generation

The distribution of jobs by the source of their generation is crucial for the study of the demand of the 
labor market. In this regard, we identified from the database of the Integrated Household Survey of four 
types of jobs: 

Jobs created by the state – which include those employed in public institutions and governmental 1. 
organizations; 
Jobs created by the private sector, which include those employed in private enterprises and organiza-2. 
tions and entrepreneurs with hired employees; 
Jobs created based on own skills, which include non-agricultural self-employed who were employed 3. 
due to their own skills. Those are individual entrepreneurs, self-employed thanks to their profes-
sional knowledge; 
Spontaneously created jobs, which include self-employed in agriculture, small traders, taxi drivers 4. 
and so on which does not require high qualification. 

According to the data of 2015, 53 percent of workplaces were created spontaneously, 27 percent were 
generated by the private sector, and 4 percent – based on own skills. 
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Chart N24
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The identified trends are important and demonstrate a broadening picture. In 2009 – 2015, the de-
crease of the weight of spontaneously created workplaces and the increase of the weight of workplaces 
generated by the private sector were clearly identified. At the same time, a slight decrease in the weight of 
workplaces created by the state and the stability of the weight of workplaces created based on own skills 
are also clear. 
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In general, the above-mentioned trends convey quite high positives, which are reflected in the in-
crease of the influence of the private sector in job generation, basically to the extent that we see a decrease 
in the number of jobs created spontaneously. However, these positive trends are slow against the back-
ground of the scale of the problem. 

The present analyses once more demonstrate that in Georgia the most significant problem in the 
employment field is the hypertrophic high number of rural self-employment. Abstracting form rural self-
employment, the above-mentioned trends look clearer and more positive (see Chart N25). 
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4. Structural Unemployment 

4.1 Structural unemployment: methodological aspect

It is difficult to assess structural unemployment in more or less exact percentages, particularly in 
Georgia. To do this, it is necessary to study the existing vacancies in the labor market. Job-seekers in 
Georgia are not registered for a long time and the only source for professional assessment of the structure 
is the Integrated Household Survey. 

The structural unemployment paradigm in Georgia can be illustrated as follows:
The education system does not or cannot prepare staff with relevant (in demand on the labor mar-• 

ket) specialties (qualifications). In other words, the education system and the labor market are not 
congruent. For example, there is a demand for zoo-technologists on the labor market yet the educa-
tion system is preparing an inadequately excessive number of business administration specialists;

On the other hand, the education system - high as well as vocational - does not give the in-demand • 
knowledge (qualifications), which means that the educational qualification and actual knowledge 
and acquired skills do not match. For example, an engineering degree does not mean the graduated 
student has the real knowledge of a modern engineer. This can be called a professional inconsistency 
problem.

As a result, the country’s economy is unable to generate jobs respective to the labor force existing on 
the labor market. In this respect, it must be stressed that Georgia’s economy creates predominantly low-
skilled jobs, the majority of which do not require special education.

As a result of long-term unemployment, the labor force prepared by the education system loses quali-
fications or is forced to work in jobs with lower qualifications (and salary). De-qualification of the labor 
force is one of the main negative results of structural unemployment. However, it is noteworthy that this 
problem is diverse in its turn. With existing information arrays, it is possible to assess:

The weight of long-term unemployed individuals with high or mid-level qualifications among the • 
unemployed according to ILO criteria;

The weight of individuals employed inconsistent to their qualifications among the employed.• 
In many countries, there is no possibility for such assessments. In Georgia, information support is at 

a reasonably high level; however, there is a very important condition for the assessment; in which equally 
successful can be people whose: 

Actual qualification does not match the qualification received through education. They cannot find 1. 
a job appropriate to their education qualifications and/or are forced to agree to low-skilled jobs or 
wait for jobs that match their education qualifications.
Education qualification matches their real skills, but because of the institutional weakness of the 2. 
labor market, they are unable to find a job with the relevant qualification and/or are forced to agree 
to low-skills jobs or wait for jobs which match their education qualification for a long time. They 
often do not have the informal links necessary to find a job.
They got their diploma a long time ago and after that they were unable to follow technological devel-3. 
opments, because of which their knowledge is outdated in terms of practical use. They are forced to 
agree to low-qualification jobs or wait for jobs according to their relevant educational qualification 
for a long time.

It is very difficult to say which category, with which weight, determines the level of structural unem-
ployment. For such assessments, in order to study the liquidity of education, it is necessary to conduct a 
large-scale research. 

Studying the liquidity of education is an important issue which has central importance not only in 
terms of studying structural unemployment, but also because it is one of the decisive informational pillars 
for elaborating a strategy for further developing the education system. We will see below how impressive 
the part of the problem related to structural unemployment is, the evaluation of which is possible with the 
available information range.
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4.2 Long-term unemployment and de-qualifi cation as a manifestation of structural 
unemployment

In terms of structural unemployment, it is particularly important to discuss long-term unemployment 
in professional dimension.

The majority of long-term unemployed surveyed during the study period consisted of highly qualified 
professionals and those with no profession. The weight of medium and low-skilled specialists among the 
long-term unemployed is relatively low. Among them, low-skilled specialists, whose number throughout 
the study period is in the range of 4-5 percent, should be especially underlined.
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It should be noted that in terms of structural unemployment, the distribution of long-term unemployed 
only according to professional characteristic, is not enough. Obviously, this distribution contains some 
information, but comparison of the distribution provided in the same context of this structure and the eco-
nomically active population is more informative.

According to the comparison of structures, the weight of highly qualified professionals in long-term 
unemployment is 32 percent higher than the weight of professionals in a total economically active popula-
tion. This difference manifests a decreasing trend in 2009-2015, but the 32 percent means that the highly 
qualified professional has a 1/3-higher than average chance of long-term unemployment and in case the 
subject is a low-skilled professional, this chance is 1.42 percent lower. The chance of long-term unem-
ployment is also 16 percent lower in case the subject has no profession. 

Therefore, we can say that the problem of de-qualification determined by long-term unemployment 
is very important. The following gives us a basis to conclude: almost 60 percent of the long-term unem-
ployed are highly qualified professionals and medium-qualification specialists, from which the majority 
(43 percent) is highly qualified professional and long unemployment is almost half the total unemploy-
ment. Thus, nearly 30 percent of the overall unemployed are de-qualified professionals. Such scale of de-
qualification clearly proves the severity of structural unemployment in Georgia.
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The long-term unemployment indicator in the years of 2009-2015 is characterized by a well-estab-
lished trend of reduction. It should be noted that the long-term unemployment rate among medium-skilled 
specialists and highly qualified professionals, as a rule, is higher than among the low-skilled specialists 
or persons with no professions. The long-term unemployment rate, according to the data of 2015 was 9 
percent, or not substantially lower than 12 percent, of the total unemployment level. This means that the 
friction unemployment rate is only 3 percent in Georgia, which is generally regarded as being in the nor-
mal range.
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The unification of mid-level specialist and professionals into one group, and the comparison of these 
group’s indicators to the group of low-skilled specialists or persons with no profession is determined by 
the fact that the trends developed in both groups are more or less homogenic.

Chart N29
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As for a relatively detailed review (See Chart N29), the trends are the same as in the case of aggregat-
ed indicators in two groups, although the group of highly qualified professionals is clearly distinguished, 
where the long-term unemployment rate, in comparison with all other groups, is distinctly higher. While in 
2009-2015 a clear trend of decrease is observed in this group, in 2015, too, the long-term unemployment 
rate is at quite a high benchmark - 12 percent.

4.3 “Unsatisfi ed” workers or hidden structural unemployment
In the context of structural unemployment, the problem of “satisfied” employees is no less important 

than the problem of long-term unemployment. These are the people who could not obtain a workplace 
according to their qualification and agreed to a job with other qualifications or lower-skills. Although 
they are formally employed, in fact they are not satisfied with the job. Therefore, this phenomenon can be 
called hidden structural unemployment. Here we can consider two cases:

When the labor force is employed, but is looking for another job, the reason of which, as a rule, is 1. 
professional mismatch;
When the labor force is unable to find a job matching their qualifications and is forced to agree to a 2. 
job of lower qualifications.

For the second case, we took the main profession for each employment according to a diploma and 
compared it to its actual employment according to the diploma. We excluded those employees who, ac-
cording to the actual employment, belong to the 1st ISCO group, i.e. leading positions, or professions 
which are not certified by diploma.

The calculations demonstrated that the number of job seekers due to professional inadequacy is within 
the margin of statistical error and is characterized with a trend of reduction. According to the data of 2015, 
such employees compile just 0.5 percent of the economically active population.

As for employees having diplomas working in lower-qualification jobs, for instance taxi drivers, sell-
ers in kiosks or engineers working on their own land, their weight is 25 percent of the economically active 
population and the trend shows very mild, but some, growth.
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As the above analysis demonstrated, the problem of “unsatisfied” employees, as a manifestation of 
hidden structural unemployment, is mostly a result of low congruence of the education system and the 
labor market. The distribution of employees and unemployed in professional groups according to ISCO 
classification was discussed above according to both certified professions and actual employment by oc-
cupation. The study showed that the structures, on the one hand according to certified professions and, on 
the other hand, actual employment, do not practically correlate with each other. Thus, it can be said that 
one of the important components of the problem of “unsatisfied” employees is exactly this circumstance. 
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If the indicators of hidden structural unemployment are calculated according to our approach, the dif-
ference between the groups is substantial and, one might say, even dramatic.

The hidden structural unemployment rate is the highest, as a rule, among the population with second-
ary-special education. This indicator is also high among the population with high education, but it is still 
substantially lower than the rate of unemployment among the population with secondary-special educa-
tion.   
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It is a noteworthy trend and underlines the fact that the secondary-special education gives a very low 
chance of employment according to qualification.

Quite natural is the fact that the structural unemployment rate is actually zero among the population 
with secondary and lower than secondary education: This is a group of persons who does not have profes-
sions and whose absorption takes place in mostly agricultural employment. 

The aggregated level of unemployment in groups with different education levels is significant. If we 
consider the aggregate unemployment rate without the hidden structural unemployment, we will see that 
this indicator is characterized with a tendency of reduction in all groups. It is also significant that for al-
most all groups it is in a rather narrow range, especially in the years 2014-2015.

A completely separate case can be found in the group of the population with an education level lower 
than medium, in which the aggregate unemployment rate is the lowest. A downward tendency is also re-
vealed in this group, though at the expense of employment with the lowest qualification.
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The difference becomes significant if we consider the aggregate unemployment rate including ob-
servable structural unemployment. In this case, the unemployment rate in the population with secondary-
special education already hits quite a high number. The aggregate unemployment rate in the population 
with high education is substantially lower, but generally still high.
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The significantly lower level of the aggregate unemployment rate indicator for the population with 
secondary and lower than secondary education is determined by structural unemployment characteristic 
for this group.



38

Most important is that the aggregate unemployment rate indicator, including the hidden structural 
unemployment, stands out for the tendency of invariability in 2009 -2015.

4.4 Structural compatibility of labor market demand and supply 

The distribution according to certified professions, or the component of workforce supply, is reviewed 
in the sectoral analysis part of the labor market. Here, we must question whether the supply structure is 
adequate in relation to the structure of demand.

For the review, the distribution according to ISCO double-digit codes was compared. As the com-
parison demonstrates, the distribution of the employed, according to the certified and actual professions, 
practically does not correlate with each other: the correlation coefficient is -0.0792.

When discussing the employed without those self-employed in the agricultural field, the correlation 
coefficient increases significantly, but its absolute significance is still low at the 0.2085 benchmark. This 
means that these two structures are quite different when we review them without self-employment.

Including the self-employed in the agricultural sector, the correlation of distribution according to 
certified and actual professions was more or less similar during the research period. Even discussing the 
case without self-employment in the agricultural sector, the correlation of the structure is characterized by 
a certain tendency of reduction. The reduction rate is not high, but the tendency in itself is well-defined 
and confirms the low congruency of the education system towards the labor market.
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While comparing the distribution of the employed according to certified and actual professions, the 
important factor that reduces the correlation is quite a large group of people who do not have a profes-
sion- individuals who do not have any kind of certified profession, but actually do something, even a very 
low-skilled job, and so are still employed.

If we exclude the group without professions from the structure and compare the distribution accord-
ing to actual and certified professions, the correlation of the structures including self-employment in agri-
culture is still zero. The correlation coefficient of -0.0228, instead of -0.0972, does not reveal any essential 
difference and the correlation, as in the previous case, is actually zero here, too.
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If we exclude self-employment in the agriculture sector from the structure, the correlation coefficient 
increases by almost 14 times - from 0.0288 to 0.4061. The latest in itself is not a high figure, but it is clear 
that by excluding those who are employed in the agricultural sector and do not have professions, the struc-
ture of certified and actual professions is much more correlated.
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The correlative analysis of the professional structures of employed and job-less persons demonstrated 
that the quality of the education system and its relevance to the labor market is very low in Georgia: the 
distribution of employed persons according to actual and certified professions is characterized with almost 
zero correlation.

The degree of correlation increases several times if we exclude such large components from the struc-
ture as the group not having a profession. However, the correlation between the structures is less than 0.5 
or lower. This means that a certified profession determines less the actual place of employment, or special-
ists trained by the education system do not meet labor market needs.

The correlation of the employed and unemployed according to certified profession equals to almost 
1, which means that the influence of certified professions on employment is very low. This also means 
that the weight of certified education received from the education system does not play a significant role 
in the job seeking process. In addition, the education system ensures the generation of a whole ‘army’ of 
those who do not have professions, and their competitiveness on the labor market is very low. The absolute 
majority will be self-employed in the agricultural area or in jobs with very low qualifications.

Thus, as noted above, one of the main problems for those who do not have certain professions is to 
develop and implement a vocational education program. This, of course, cannot be expected to solve the 
problem automatically.

It is interesting to illustrate the correlation among the structures according to actual profession of 
employed and certified profession for unemployed workers. Here, too, in the case of the distribution of the 
employed according to actual and certified professions, the correlation is zero, while the correlation with-
out agricultural self-employment results in an increase. Yet the correlation is still zero. Moreover, even in 
these zero correlations show a declining tendency.
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The correlation substantially increases when excluding those who do not have professions from the 
structure, although it is still unable to be considered a high correlation.
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The level of structural relevance of the education system and the labor market is very low. The degree 
of correlation somewhat increases if we exclude a large opponent from the structure, such as the group that 
does not have a profession, but despite this, the correlation between the structures is less than 0.5, or in 
low correlation with each other. This means that a certified profession determines less the actual place of 
employment and the output of the education system matches less with the demands of the labor market.
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Among the employed, explaining the existence of the high number of those who do not have profes-
sions is possible by age factor (See Chart N39). The potential labor force includes a population of 15 years 
plus, including school pupils and students, or the population in the early stages of education who have 
yet to receive any certification. The number of those who do not have professions until 25 years of age, 
situated among the economically active population, is 67 percent. This indicator revealed a less positive 
tendency of growth in the research period.

Futher, the number of those who do not have certified professions among the economically active 
over 25s is also very high. According to the data of 2015, it stood at 42 percent and remained virtually 
unchanged during the monitoring period - although with some growth likelihood, as the weight among the 
economically active population under 25 shows a tendency of increase.
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The large part of the population above 25, who do not have professions, with high probability will not 
begin education to receive an independent profession without a special offer- or the labor market will be 
saturated with low-skilled workers, which may become a prerequisite for the degradation of labor relations 
and the labor market in general.

To study the labor market supply structure, two sources were chosen - the website www.jobs.ge and 
the newspaper “Sitkva da Saqme” (Words and Deeds). Of course, these sources cannot completely cover 
vacancies existing on the labor market, but can serve to create a certain impression on the professional 
structure of the job supply. In order to generate a time series, we tried to obtain material for the identical 
period from both sources. However, because of the difficulties which we discussed above (P.1.4 - “Re-
search Methodology”), making quantitative assessments based on combined historical data from both 
sources was not possible. As such, below, the analysis of only structures and not quantitative assessments 
are discussed.

The structure of vacancies according to the professions that were posted through both sources is 
substantially different in the same period. On vacancies uploaded on jobs.ge, the demand for senior-level 
workers and professionals with the highest level of qualification is predominant, while in announcements 
made through the newspaper “Sitkva da Saqme”, the proportion of workers in the service area and trade 
organizations is very high. The demand for the same group of specialists is also high on jobs.ge, but their 
share in the structure substantially lags behind the demand for the same group of specialists in “Sitkva da 
Saqme” while, on jobs.ge, the demand for such professions is insignificant. Thus, it can be said that these 
two sources focus on totally different segments.
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While it is true that the two sources focus on different segments, they complement each other, and this 
is also confirmed by the results of the correlation analysis.

Table N2: The structure of vacancies published in the second half of May 2016 in the newspaper 
“Sitkva da Saqme” and the web-site jobs.ge in main ISCO groups (Percent)

“Sitkva da Saqme”/Words and Deeds Jobs.ge Total

Leaders of all levels 1 21 16
Highly qualified specialists 2 25 20
Specialists with med-level qualification 3 13 11
Office workers 8 16 14
Workers in the service and trade organizations 45 18 24
Skilled workers in agriculture 1 0 0
Qualified workers of industrial enterprises 16 3 6
Plant and machine operators 2 1 2
Unskilled workers 21 4 8
Total 100 100 100

It is true that the mentioned two sources work on different segments, they complement each other, and 
this is also confirmed by results of the correlation analysis.

Including the self-employed in the agricultural sector, the correlation between the employment struc-
ture and vacancy structure is negative, which can be explained by the fact that the scale of agricultural self-
employment is in itself very big and amorphous. The demand for employment in the agricultural sector 
does not appear in the vacancies, while in the employment structure this sector has the greatest weight.

It is notable that the correlation coefficient of the vacancy structures announced separately for “Sitkva 
da Saqme” and separately for jobs.ge is essentially lower than the correlation of the united structure of 
vacancies announced on the basis of both sources with the actual employment structure. 
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The correlation between the demanded structure and employment structure when reviewed without 
agricultural self-employment is also noteworthy.
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The change in the correlation is noteworthy - if the correlation between the demand and actual em-
ployment including the agricultural self-employment was negative, the correlation without the agricultural 
self-employment is positive.

The vacancy structure of the newspaper “Sitkva da Saqme” correlates relatively less with the actual 
structure without agricultural self-employment - the correlation coefficient stands at 0.389, but, here, the 
correlation vectors are noteworthy and the correlation is positive. The structure of jobs.ge is in relatively 
high correlation - and the correlation coefficient here stands at 0.562.

It is noteworthy that the correlation coefficient following the unification of the data from “Sitkva da 
Saqme” and jobs.ge significantly increases to 0.661.

This confirms the necessity to solve the problem of structural unemployment and, in general, the 
implementation of the proper employment policy through the formation of a cumulative database of va-
cancies.

As mentioned above, the generation of a time series became possible only for the data from “Sitkva 
da Saqme”. Of course, the data is incomplete and, as seen above, only works on certain segments. Yet it is 
still interesting to observe the dynamics of the announced vacancies through this source.

As seen from the data brought below (Chart N42), the reduction in the share of highly qualified 
professionals and medium-qualified workers is clear, as is the substantial increase in demand for workers 
from the service field and trade organizations. This tendency matches precisely the weight reduction of 
agricultural self-employment in the employment structure and the trend of growth of that number in the 
service field. Certain conformity can be seen but quantitative transformation does not reach such scale that 
could determine qualitative changes. Employment possibilities in real sector of the economy, and vacan-
cies, have not changed.
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Chart N42

20
10

6 4 6 4 1

8

6 11
9

9
6

2

8

17
11

7

10

8

4

4

26

22

9

9
16

5

38

23

30

42
38

33

52

0

0
0

0
0

0 0

15 7 8

17 11

15 13

2
1 2 4

5
4

3

6 9 10 10 12 16
20

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

2010 2011 2012 2013 2014 2015 2016

The structure of vacancies published in the newspaper “Sitkva da Saqme” in May and December
of  2010 -2016 in main groups of ISCO professions 

Managers of all levels

Highly qualified specialists
Mid-level specialists

Office workers

Service and sales workers
Sklled workers in agriculture

Skilled workers in industry

Plant and machine operators
Unskilled workers

Chart N43

6
0

8
30

9

9

13

1

37

16

0

0

12

35

3

412
6

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

Employer (demand) Unemployed (supply)

Overall strucutre of vacancies and job offers published in the newspaper “Sitkva da Saqme”
in May and December of 2010 -2016 in main groups of ISCO profession 
Managers of all levels

Highly qualified specialists
Mid-level specialists

Office workers

Service and sales workers
Sklled workers in agriculture

Skilled workers in industry

Plant and machine operators
Unskilled workers

Newspaper “Sitkva da Saqme” published announcements not only about vacancies, but also job of-
fers. Thus, this source enables us to simultaneously conduct correlative analyses for the demand and sup-
ply. As can be seen from the cumulative structures of 2009-2015, the supply and demand have substan-
tially different structures.

In response to 30 percent of offers in professions that require high qualifications, only 8 percent fall 
in the demand part (Chart N43).

A similar asymmetry is observed in the case of skilled workers in industrial enterprises, where only 
12 percent is in response to 35 percent of offers. However, of 16 percent of the offers to workers in the 
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service field and trade organizations, the response in the demand part is 37 percent of vacancies.
Overall, these two structures are in very weak correlation with each other, and the correlation coef-

ficient stands at only 0.2921.
The above-mentioned structural analysis only reflects the percentage distribution. This in itself is 

very important for the qualitative analysis of supply and demand. We should note that job offers from the 
unemployed in the database are 1.8 times higher than the demand by employers for work.

In-depth interviews with employers revealed that jobs.ge is the most important portal for them, ena-
bling job seekers and employers too meet. During the in-depth interviews, 10 leading companies from 
10 different sectors of the economy were interviewed. None of them mentioned the newspaper “Sitkva 
da Saqme” as a source of searching for a work force. This once again confirms the assumption that this 
resource focuses on a totally different segment.

All in-depth interview respondents named online resources as a means for searching for employees, 
which means that the universal internetisation project currently being implemented is also very important 
in the context of employment.

It should be noted that even large companies tend to look for desirable personnel through relatives 
and friends. The larger the company, the lower the likelihood of seeking employees through a non-insti-
tutional search. 

The main reason of staff turnover was named by almost all respondents as disciplinary. Only the wine 
producing respondent did not name this as a reason. In all other interviews, except for this respondent, 
tensions between the employee and the employer were clearly felt.

From the list of professions that are difficult and easy to find, an important circumstance emerges. As 
a rule, specialists from technical branches and fundamental science (physics, mathematics, chemistry) are 
difficult to find while it is easy to find competent staff in the social and humanitarian professions.

4.5 Effectiveness of the educational system in the context of structural 
unemployment

The relevance of employment and a profession received through education is the most important 
component of the employment and unemployment analysis. The Integrated Household Survey provides 
an opportunity for such analysis. In particular, the study toolkit envisages the classification of the profes-
sion of respondent’s actual employment, as well as the profession confirmed by a diploma or other type 
of certification.

According to the survey data (see Chart N44), only 13.7 percent of the total number of employees 
is employed according to their certified professions at the level of the ISCO double-digit codes, which is 
exceptionally low. 

As everywhere, here, too, the main determinant of the average rate is agricultural self-employment 
- almost half of the total employment. Among those who are employed this way, only a minority is em-
ployed according to certified professions. 

The highest level of unemployment according to profession is observed among the hired employees 
- 27.6 percent, which is generally very low. In 2009-2013, the rate was characterized with a decreasing 
trend. After the growth in 2014, it again declined in 2015. As for the same data among those who are self-
employed in the agricultural sector, the share is insignificant- higher by only 3.5 percentage points than 
the average indicator (17.2 percent and 13.7 percent respectively).
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The not enviable tendency of the number of those who are employed according to their professions 
may indicate two facts:

The education system fails to provide knowledge which ensures employment in accordance with 1. 
profession;
Education received during the Soviet period cannot meet the demands of the modern labor market. 2. 

From these two conditions the first is more significant, as on the labor market, the weight of those 
who received their education during the Soviet period decreases in proportion as time passes. 
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12 percent of those who are contracted are employed with a qualification higher than the qualifica-
tion by diploma, while 35 percent have a lower level of qualification. 24 percent of employees do not 
have any certified profession. The number of this category of employees has somewhat increased in 2015 
comparison to 2014.

The structure of relevance of the actual employment with the qualification according to the diploma 
shows that, according to the received qualification, it is difficult to find a job in Georgia. This can be de-
termined by two main circumstances:

Educational qualification and real knowledge are not relevant to each other, and obtaining a di-• 
ploma does not equate to knowledge gain;

Either the structure of professions offered by educational facilities does not match the labor mar-• 
ket demand structure or the educational institutions are preparing educated personnel according to 
qualification, but with fewer employment prospects.

Most likely, these two reasons are proportional to force and demonstrate that the educational system 
is less oriented at the labor market. The distribution structure of the employees by contract according to 
the actual profession and the professions indicated in the diploma, which has not changed during the last 
eight years (2009-2015) also indicate the same.

Chart N46
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35 percent of those who are self-employed in non-agricultural sectors are employed with qualifica-
tions that are lower than the profession according to their diploma, while 33 percent do not have a profes-
sion. In the study period, the increase of the weight of those who do not have a profession shows a clear 
negative trend of growth. Only 13 percent of non-agricultural self-employed are employed with higher 
qualifications than the qualifications provided by their diplomas.
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In terms of matching employment according to profession by diploma with the actual profession, the 
most severe situation, as expected, is regarding self-employment in rural areas. 66 percent of the agro self-
employed do not have a profession and 29 percent are employed with a lower qualification. This group 
received a certain profession but was unable to find employment according to their professions, forced 
instead to become employed on their own farm (See Chart N48)
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The employment weight in accordance with qualification is in fact zero in the agricultural sector. 
The number of rural employed who are certified agronomists, veterinarians, machine-operators, meliora-
tion specialists and persons with other agricultural professions is almost close to zero. Therefore, we can 
conclude that persons with certified agricultural professions almost never turn to agricultural self-employ-
ment, but it does not mean that they have a real possibility to be employed by their profession.

From trends that were revealed in 2009-2015, the slight increase in the number of agro self-employed 
who do not have professions is noteworthy. As for the weight indicator of those who have lower certified 
qualification, it is stably in the range of 30 percent. 

The share of those who are employed with higher qualifications is only 4-5 percent among the agro 
self-employed. This seems strange at first glance, but there are some professions that are considered to be 
lower-skilled than activities in the agricultural sector (for example, the 9th group - “Non-qualified work-
ers”, 8th group - “Plant and machine operators, machinists, assemblers and metal craftsmen”).Overall, 
in NACE aggregated groups, the weight of those employed according to their professions at the level of 
ISCO two digit codes, is the highest in the education and health sectors. Yet it is also in these sectors that 
the employment indicator in accordance with qualification is also characterized by a tendency of reduc-
tion.

The same indicator is also relatively high in the most diverse group, which include transport, hotels 
and restaurants, financial intermediation and public administration bodies. It should be noted that this fig-
ure has a tendency to decrease.

In the industry and construction sectors, the indicator of employment according to qualification is in 
the range of average, although it is also characterized with a tendency to decrease.

The only sector where the indicator of employment in accordance with qualification shows a growth 
tendency is trade and households service, although this figure itself is too low, with quite weak growth.

In the agricultural sector, the employment indicator according to qualification is so low that it is not 
worth discussing.

Overall, in leading sectors, the clear reduction tendency of the employment indicator according to 
qualification once again underlines the fact that this problem is more connected with the education sys-
tem, rather than with the Soviet legacy. While the Soviet legacy will decrease and transient, the downward 
trend is a sign of future problems. 
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The problem of matching the educational system with the labor market, revealed during the Integrat-
ed Household Survey data analyses, was also confirmed by the in-depth interviews. Almost all respond-
ents named the low level of actual knowledge as one of the main difficulties in searching for personnel. 
Against this background, it is only natural that the majority of surveyed companies applied headhunting 
as a recruitment practice.

From other in-depth interviews another issue was identified: entrepreneurs are not satisfied with the 
product of the education system or the qualifications of the labor force trained by it. However, none of the 
respondents think about taking any steps to improve the existing situation, not even through direct contact 
with higher educational institutions.

Thus, the problem of mismatch of the educational system and the economy has to be resolved by the 
state as the market, as world practice shows, cannot resolve it on its own.
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5. Institutional Weaknesses of the Labor Market 
An important aspect of the in-depth labor market analysis is ways to search for jobs. The Integrated 

Household Survey contains important information about the job search. 
According to the IHS, about 1/5 of the unemployed (18.8%) are actively looking for a job, while over 

4/5 (81.2%) are not. Unemployed citizens who are job seekers were mostly looking for employment with 
contracts. Solving the employment problem through starting one’s own business is minimal.

 Table N3: Distribution of the unemployed by job search methods (Percent)
2009 2010 2011 2012 2013 2014 2015

Yes, I was looking for a paid work: 20.5 21.1 20.6 21.6 20.7 18.4 18.8
I was screening announcements in the press, through TV, Internet and other 
means 2.7 2.4 2.5 3.0 3.4 3.0 3.0

I was searching for information through acquaintances 16.9 17.8 17.4 18.1 17.0 15.0 15.3
I was directly contacting the administration 0.7 0.6 0.5 0.4 0.3 0.3 0.4
I was publishing announcements in the press, through TV, Internet and other 
means 0.0 0.0 0.1 0.0 0.1 0.1 0.1

I applied to the employment service 0.1 0.1 0.1 0.0 0.0 0.0 0.0
Other 0.1 0.1 0.0 0.0 0.0 0.0 0.0
Yes, I tried to start my own business: 0.1 0.2 0.1 0.2 0.2 0.2 0.0
For starting my own business, I applied to the relevant authorities for a per-
mit 0.0 0.1 0.0 0.1 0.1 0.1 0.0

I established contacts with potential partners 0.0 0.1 0.1 0.0 0.0 0.0 0.0
I tried to take a loan/credit to start a business 0.0 0.0 0.0 0.0 0.0 0.0 0.0
I was looking for a building, raw materials, equipment, land plot 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Other 0.0 0.1 0.0 0.0 0.0 0.0 0.0
No, I did not try: 79.4 78.6 79.3 78.2 79.1 81.4 81.2
In total 100 100 100 100 100 100 100

Source: IHS database processed by the group of authors 

It is important to group job search means according to the degree of institutionalization on the labor 
market. In other words, how the system works, by which citizens are looking for work. The means listed in 
the table subject above, we grouped depending on whether they include a formalized approach to search-
ing for work or to starting one’s own business. Accordingly, we have defined two conditional job search 
groups:

Institutionalized job seeking, which includes respondents who answered the following questions 1. 
regarding their job search:

I was screening announcements in the press, through TV, Internet and other means;• 
I was directly contacting the administration;• 
I was publishing announcements in the press, through TV, Internet and other means;• 
I applied to the employment services• 
To start my own business I applied to the relevant authorities for a permit;• 
I established contacts with potential partners;• 
I tried to take a loan to start a business.• 

Non-institutionalized job seeking, which included the respondents who answered the following 2. 
questions regarding the job search:

I was searching for information through acquaintances;• 
I was looking for a building, raw materials, equipment, land plot;• 
Other• 

The distribution of aggregate estimates shows that in Georgia, the labor market is institutionalized 
only by 20 percent (see Chart N50). Thus, social capital remains the main source for seeking a job. .

The mainly non-institutional character of the job search, which has not changed over the years, high-
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lights the imperfection of labor market. The institutionalisation of the demand and supply on the labor 
market is one of the first activities to address the problem of unemployment. This is quite a complex goal 
that requires thorough understanding and consideration of the specificity existing in Georgia. 

 Chart N50

17% 15% 16% 17% 19% 19% 19%

83% 85% 84% 83% 81% 81% 81%

0%

10%

20%

30%

40%

50%

60%

70%

80%

90%

100%

2009 2010 2011 2012 2013 2014 2015

Distribution of unemployed by institutionalized job seeking

Institutionalized job seeking Non-institutionalized job seeking

Source: IHS database processed by the group of authors 

The distribution of jobs according to their generation sources is important. From the database of the 
Integrated Household Survey, we have identified four job types according to the sources of their genera-
tion:

Jobs created by the state, which included employees of state institutions and public sector organiza-1. 
tions;
Jobs created by the private sector, which included employees of private enterprises and organiza-2. 
tions and entrepreneurs themselves with hired workers;
Jobs created through own skills, which included those who were non-agricultural self-employed, 3. 
whose employment was determined by using their skills. Individual entrepreneurs self-employed 
using their professional knowledge, belong to this category.
Spontaneously created jobs, which included those who are self-employed in agriculture and petty 4. 
trade, taxi drivers and others- in short, self-employed in the fields that require low capital capacity 
and in the fields those are not characterized by demand for high qualifications.

According to the situation in 2015, 53 percent of jobs were created spontaneously, 27 percent of jobs 
were created by the private sector, 15 percent were created by the state and 4 percent - based on their own 
skills.

The problem related to the spontaneous nature of employees and employers was revealed during the 
in-debt interviews. Despite all respondents using an Internet resource (jobs.ge, LinkedIn, Facebook, an-
droid application and so on), these resources, due to the lack of a unified system, were not connected to 
each other. The institutionalization of the platform of “meeting” of employers and job seekers, defining 
relevant rules and framing them in one system, is a higher objective than disseminating vacancies via the 
Internet.

The general background highlighted as a result of conducting interviews reveals that the employee 
has just responsibilities and the employer has just rights. The state placing these processes within an insti-
tutional and legal framework is an important and topical task. 
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6. Key Findings

6.1 Empirical fi ndings

The indicator of aggregated unemployment in Georgia (including under-employment and hidden 1. 
employment) was 25 percent in 2015. This indicator was characterized by a decreasing trend in 
2009-2015, which became especially strong in 2014-2015.
43 percent of the aggregated unemployment level consists of the unemployed according to ILO cri-2. 
terion, approximately one third - 32 percent is the share of under-employment and one fourth - 25 
percent - the share of hidden unemployment. 
Aggregated unemployment indicators calculated by urban and rural areas are not that significantly 3. 
different from those of the indicators calculated by ILO criteria.
In 2015, 38 percent of unemployed people identified by ILO criteria according to certified profes-4. 
sion were highly qualified specialists; 17 percent of unemployed people were mid-level specialists, 
and 4 percent lower than medium specialists.
The distribution of the unemployed in aggregated groups by certified professions is analogous to 5. 
the structure of the employed in the same groups - the correlation coefficient equalling almost 1, 
which means that a certified profession according to a diploma does not have a decisive influence 
on employment.
The structures of employed and unemployed by qualification are even identical according to ISCO 6. 
two digit codes: the correlation coefficient equals almost 1 here. In 2009-2015, the correlation coef-
ficient showed an upward trend, i.e. the structure of employed and unemployed became more and 
more similar.
The unemployment level among the highly qualified specialists according to ILO criteria in 2015 7. 
was higher than the overall unemployment level by 20.8 percent. The different vector was also 
analogous in 2009-2015. The unemployment level is almost twice lower than overall level among 
specialists with lower qualifications. It is also low among those who do not have a profession.
48 percent of unemployed identified according to the ILO criteria in 2015 were short-term unem-8. 
ployed, while 52 percent were long-term unemployed. The distribution of unemployment by dura-
tion did not change in 2009-2015. 
In 2015, nearly half of total employment - 48.4 percent - was a share of self-employment in the 9. 
agricultural sector. This indicator was characterized by a reducing trend in 2009-2015, as a result of 
which it dropped below 50 percent for the first time in the last 25 years.
The next weighty component in the employment structure is trade and household services, the weight 10. 
of which was in the neighbourhood of 10 percent throughout the research period.
According to the data of the Integrated Household Survey, the weight of employment in the real sec-11. 
tor of the economy (without the agricultural sector) is 10.6 percent of the total employment. This fig-
ure remained unchanged throughout 2009-2015. The employment weight in the household service 
sector was 41.0 percent in 2015. In 2009-2015, it was characterized by an overall upward trend.
In 2015, 53 percent of jobs were created spontaneously, 27 percent were generated by the private 12. 
sector, 15 percent by the state, and 4 percent based on a person’s own skills.
In 2009-2015, the reduction in the weight of spontaneously created jobs and the increase of the 13. 
weight of jobs created by the private sector was clearly noticeable. At the same time, the slightly 
noticeable reduction in the weight of jobs created by the state and the stable weight of jobs created 
based on a person’s owns skills were apparent.
The weight of the highly qualified professionals among the long-term employed was 32 percent 14. 
higher than their weight in the economically active population, which means that a highly qualified 
professional has a 32 percent higher than average chance to have “the status” of unemployed. In case 
of low qualified professionals, this chance is 42 percent lower than average. The chance of long-
term unemployment is 16 percent lower than the average in the absence of a profession.
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In the context of structural unemployment, the problem of “unsatisfied” employed is no less im-15. 
portant than the problem of long-term unemployment. These are people who could not obtain jobs 
according to their qualification and agreed to other jobs or jobs with lower qualifications. Formally 
they are employed, but in reality they are not satisfied by their jobs. The level of structural unem-
ployment detected this way was 25.8 percent in 2015. In 2009-2015 this indicator showed a weak 
tendency of reduction. 
The level of hidden structural unemployment is the highest, as a rule, among the population with 16. 
vocational education - 58.2 percent. This indicator is also high among the population with higher 
education - 48.2 percent, but is substantially lower than the unemployment level among the popu-
lation with vocational education. This means that vocational education gives a very low chance of 
finding employment according to qualification.
The aggregate unemployment level, including hidden structural unemployment, is at a very high 17. 
level among the population with vocational education - almost 75 percent. The aggregate unemploy-
ment level among the population with higher education is essentially low, but in general is still very 
high - almost 63 percent.
The aggregate unemployment level, including hidden structural unemployment, was characterized 18. 
by a tendency of invariability in 2009-2015.
The comparison of the distributions of employed according to the ISCO two digit codes demon-19. 
strates that the distribution of employed by certified and actual profession does not correlate and has 
a correlation coefficient of -0.0792. This means that the professional structure of certificates issued 
by educational institutions does not coincide with the needs of the labor market.
If we consider the distribution of employed by certified and actual professions, without those who 20. 
are self-employed in the agricultural sector, the correlation coefficient increases significantly, but its 
absolute value still remains at a very low level (0.2085).
At the level of ISCO two digit codes only 13.7 percent of the total number of employed are em-21. 
ployed according to their certified professions, which is a very low indicator.
The number of those employed according to their professions is relatively high in the case of the 22. 
self-employment in the non-agricultural sector, where this rate is at the level of 17.2 percent or even 
higher than the average indicator, although the number in itself is very low.
The employment level according to profession is highest among those who are employed by con-23. 
tract - 27.6 percent, which is also very low. In 2009-2013 this indicator reduced. After the increase 
in 2014, it again decreased in 2015. To name the Soviet legacy as the reason for this has already 
become illogical.
Approximately 19 percent of the unemployed were actively searching for a job, while approximately 24. 
81 percent were not. The unemployed citizens were mainly seeking jobs with contracts. Employ-
ment by starting one’s own business is minimal.
The assessments show that the labor market of Georgia is institutionalized by 20 percent. Thus, the 25. 
main source for job seekers is still social capital (acquaintances, friends, relatives). 

6.2 Qualitative fi ndings

From the empirical analyses described above, the following qualitative findings were revealed:
The majority of the jobs generated on the Georgian labor market do not require high qualification. 26. 
The country’s economy mainly creates jobs with low qualifications which do not require special 
education.
Among the unemployed, the largest group are those who do not have a certified profession, i.e. those 27. 
who do not have a profession.
The majority of the long-term unemployed (42 percent) are highly qualified specialists. This trend 28. 
was retained during the whole research period (2009-2015). The weight of specialists with mid-level 
and low qualifications is relatively low among the long-term employed.
During the last 6 years, positive developments taking place in the employment structure, demon-29. 
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strated in the reduction of the agricultural employment weight, were determined by the weight in-
crease in the service field. This positive trend has left practically untouched the real sector of the 
economy (without the agricultural sector). 
The weight of the private sector in generating jobs is increasing, which mainly takes place at the 30. 
expense of reducing the weight of spontaneously created jobs.
The correlative analyses of the employed and unemployed according to certified profession demon-31. 
strated that certifying education received from the education system does not play an important role 
in searching for jobs. 
The analyses of the relevance of actual employment with a qualification according to a diploma 32. 
demonstrates that searching for jobs according to the qualification is very difficult in Georgia, which 
in reality can be a result of two aspects:

The education qualification and real knowledge do not coincide and the received diploma does a. 
not signify gained knowledge;

The structure of professions offered by educational institutions does not coincide with the struc-b. 
ture of the demand on the labor market and educational institutions are preparing personnel who 
have a diploma of educational qualification, but have lower chances of employment.
The paradigm of structural unemployment in Georgia can be described in the following way: On the 33. 
one hand, the education system does not or cannot prepare personnel with relevant qualifications 
(in demand on the market). On the other hand, higher and vocational education does not provide 
students with relevant knowledge (qualifications), i.e. the education qualification and actual knowl-
edge do not coincide. The personnel prepared by the education system lose their qualifications as a 
result of long-term unemployment, or are forced to work in jobs that require lower qualifications. 
De-qualification of the labor force is one of the negative results of the structural unemployment in 
Georgia.
The problem of “unsatisfied” employed as the manifestation of structural unemployment is the re-34. 
sult of the low congruence of the education system and the labor market.
The Georgian economy is unable to generate highly qualified jobs. As a result, hidden and “unsat-35. 
isfied” structural unemployment, as well as unemployment calculated by the ILO criterion, is the 
highest among those who have high qualifications according to education qualification.
The agricultural sector remains the absorbent of the low-qualification work force. This sector “ab-36. 
sorbs” the part of the work force which is unable to find any kind of employment.
The weight of the private sector in generating jobs is essentially increasing, which undoubtedly is a 37. 
positive trend, although its tendency is unsatisfactory and does not have great growth potential.
The weight of agricultural self-employed in total employment is decreasing, which is also a positive 38. 
tendency. But the rate of decrease is not so high as to determine important changes in the employ-
ment structure of Georgia.
The hidden structural unemployment level is essentially high in the group with vocational education. 39. 
The certified specialists of this class, as a rule, are successfully replaced by those who do not have 
professional qualifications, but are more actively seeking jobs.
The level of institutionalization of job searching is extremely low in Georgia, which means that in 40. 
the search for jobs, acquaintances, friends and relatives play the leading role.
The non-institutionalized character of searching for jobs, which has not changed for years, denotes 41. 
the imperfection of the demand-supply mechanism on the labor market.
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7. Recommendations
The following recommendations were developed on the basis of the qualitative findings revealed as 

a result of the research:
In order to identify in-depth trends of the unemployment structure, it is necessary to conduct regular 1. 
complex analyses of the databases within the Integrated Household Survey. 
For more comprehensive study of unemployment and to develop a more effective employment pol-2. 
icy, the unemployment level should be calculated not only by the ILO criteria, but also using the 
aggregated indicator which also includes under-employment and hidden unemployment. 
In order to develop an effective employment policy, it is necessary to create a system of regular reg-3. 
istration of both the unemployed and job vacancies.
It is expedient to start calculating the indicators of structural unemployment used in world practice; 4. 
including the construction of the Beveridge Curve.
Taking into account that Georgia’s economy mainly creates jobs that require low qualifications, we 5. 
consider it necessary to speed up work on the Industrial Policy of Georgia which should determine 
the ways of transition to a knowledge-based competitive economy. 
As the largest group of unemployed are those who do not have professions, we consider it worth-6. 
while to develop a system that ensures the receipt of labor market-demanded certified professions 
by those who do not have professions.
By taking into account that the majority of long-term unemployed are highly qualified profession-7. 
als, It would be expedient to conduct periodic research of the in-demand labor market professions 
that require a high level of qualification, as well as to regularly inform educational institutions about 
the results of those research and take the findings into account during the accreditation of education 
programs.
As the weight of the real sector of the economy (without the agricultural sector) in total employment 8. 
does not increase, it is necessary to implement a more effective SME support policy in this sector, 
especially in terms of ensuring real access to finances.
With the purpose of making a significant increase in the weight of the private sector in job genera-9. 
tion, we suggest a set of moral and financial (fiscal) incentives is developed for job creation by 
private enterprises.
In order to ensure concurrence between the education background and real knowledge, it is essen-10. 
tial to make farther steps for improving the effectiveness of the quality management of higher and 
vocational education. 
The structure of professions offered by educational institutions should be in compliance with the 11. 
structure of the demand of the labor market, which requires the development of direct relations be-
tween the educational institutions and the employers, their associations and leading HR companies.
In order to address the problem of de-qualification of the labor force due to long-term unemploy-12. 
ment, it is necessary to establish an efficient system for identification and diagnosing of the long-
term unemployed, and their professional rehabilitation or retraining.
To increase the concurrence of the education system and labor market, we suggest including large 13. 
employers or their associations, and respective representatives of large HR companies in the process 
of the accreditation of appropriate educational programs. 
For further substantial reduction of the weight of rural self-employment in total employment, it is 14. 
necessary to speed up the concentration of agrarian farms through cooperation, development of 
agrarian clusters and the use of modern technologies. 
Taking into consideration that the hidden structural unemployment rate is substantially high in the 15. 
group of people with vocational education, we suggest revising the curricula of such educational 
institutions with regard to concurrence with the demands of the labor market and elaboration of 
targeted programs for the employment of graduates.
Development of internet portals and organizing job fairs and weeks are not enough for improving 16. 
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the institutionalization level of job seeking - it is necessary to speed up the creation of the network 
of employment centers which is envisaged by the state strategy for formation of a labor market.
In order to ensure the effectiveness of the programs elaborated within the frame of the employment 17. 
policy, we consider it essential to elaborate a complex system for monitoring and evaluation based 
on a net of measurable indicators. 
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8. Scenarios for Development of the Labor Market
Unemployment is a systemic problem and its reduction requires the implementation of complex meas-

ures. The present model cannot pretend for high preciseness, since elaboration of a precise model requires 
a wide circle of indicators. It is necessary to cooperate with the actors envisaged by the model and analyse 
the structure and possibilities. It is also important to study information arrays of institutional statistics and 
analyse informational flows. 

The present model is based on the following three conditions, identified by the results of the study: 
High share of employed with qualifications lower than a certified profession in total employ-• 

ment; 
High share of the labor force not having a certified profession in an economically active popula-• 

tion; 
Amorphous high weight of self-employment in agriculture in total employment.• 

Of the identified problems, the groups not having a certified profession and those self-employed in 
agriculture are substantially crosscutting.

Three scenarios for further development of the labor market are given below, a mean reduction of the 
scales of the above three problems: 

Retraining of those not having a profession and encouraging them to obtain the skills in demand on • 
the labor market, which is outlined by recommendations Nos 6, 10, 11, 13 and 15; 

 Implementation of an efficient policy by the government in other equal conditions, with the pur-• 
pose of increasing the demand of the labor market for the professions necessary in the real sector, 
which is outlined in recommendations Nos 5, 8 and 9; 

Reduction of the amorphous high number of self-employed in agriculture, to which the recom-• 
mendation No 14 is associated.

Due to the above mentioned, the following three scenarios are viewed:
Scenario 1: The Ministry of Education and Science reviews the results of the survey, but the strate-

gies for vocational and higher education improves basically independently, without active participation of 
the ministries of Economy and Sustainable Development, Agriculture and Labor, Health and Social Af-
fairs, due to which, the expected requirements of the labor market are not fully envisaged. 

Chart N51
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In such a case:
The labor force retrained within the frame of vocational education will have just 24 percent chance • 

for employment (taking into consideration in average 76 percent unemployment rate among those 
with vocational education); 

The graduates of higher education institutions have a 34 percent chance for employment;• 
If the strategy for vocational education states merely the task of retraining and does not cover • 

professional orientation of the students of upper grades of secondary school, almost 80 thousand11 
individuals can be added to the potential labor force, of which about 60 thousand will be additional 
jobseekers, according to the existing proportions.  

For the purpose of better illustration of the expected results of implementation of the first scenario, 
two options can be viewed (see Chart N 51): the first envisages professional retraining of 30 thousand in-
dividuals during the year in conditions of an unchanged strategy for higher education, and second – voca-
tional retraining of about 30 thousand individuals during the year and elaboration of the strategy of higher 
education with the focus on the labor market, independently from other public agencies. 

Scenario 2: The Ministry of Economy and Sustainable Development takes into consideration the re-
sults of the study and strengthens the policy focused on the increase of small and medium businesses in the 
real sector; at the same time the Ministry of Agriculture continues active promotion of the concentration 
of agrarian farms through cooperation and increase of their productivity. Taking into consideration these 
strategies, the Ministry of Education and Science ensures concurrence of the strategies12 of vocational 
and higher education with the demands of the labor market. Meanwhile, the level of institutionalization 
of the labor market is still low, i.e. the matching point of a trained labor force and announced vacancies is 
not institutionalized. 

Chart N52
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In such a case: 
20 percent of the labor force retrained or having higher education and seeking jobs institutionally, • 

have a very high chance to find employment, while for the remaining 80 percent, the chance remains 
the same as in the first scenario; 

In order to better illustrate the implementation of this scenario, two options are viewed (see Chart N 
52): the first envisages the retraining of about 30 thousand people during the year, in conditions of immu-
11 According to data provided on the Geostat website
12  In this scenario, vocational education should cover adults as well as students of the upper grades of secondary school.
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tability of high education strategy, and second - vocational retraining of another about 30 thousand people 
during the year and elaboration of a strategy of higher education with the focus on the labor market. 

Scenario 3: The Ministry of Economy and Sustainable Development takes into consideration the 
results of the survey and strengthens the policy focused on the increase of small and medium business in 
real economy sector. Further, the Ministry of Agriculture promotes the concentration of agrarian farms 
through cooperation and the increase of their productivity. The Ministry of Education and Science, also 
taking into consideration these strategies, ensures the concurrence of the strategies13 for vocational and 
higher education with the demands of the labor market; and the Ministry of Labor, Health and Social Af-
fairs ensure the sharp increase of the level of institutionalization of the labor market. 

Chart N53

The vector of possible change of aggregated unemployment level in case of implementation
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In such case: 
The weight of retrained individuals or those with higher education, seeking jobs institutionally, • 

will be substantially increased; they will have higher chances for employment. However, part of 
the labor force will continue non-institutional job seeking. Precise forecasting of this proportion is 
very difficult. Following the Pareto principle, it can compile 80:20. In other words, the weight of 
individuals seeking jobs institutionally will be increased up to 80 percent, while the weight of those 
seeking job not institutionally will be decreased to 20 percent. 

Like in the previous scenarios, for better illustration of the expected results of implementation of this 
scenario, two options are viewed (see Chart N 53): the first envisages vocational training of about 30 thou-
sand individuals during the year, in conditions of immutability of the higher education strategy, and the 
second - the vocational training of another 30 thousand people during the year and elaboration of a higher 
education strategy with the focus on the labor market. 

The above mentioned analyses demonstrate that merely a focus on vocational education is not enough 
to solve the systemic problem of structural unemployment as this requires qualitative change at each stage 
of education. 

It is clear that the problems accumulated over 30 years cannot be resolved promptly and the results of 
any, even the most effective measure, will need years to become substantial. 

The simultaneous operation of one or several structures is not enough to achieve significant results, 
since that requires a synergy of all relevant structures. 
13  In this scenario, vocational education should cover adults as well the students of the upper grades 
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Implementation of this task with complex content will be impossible without proper monitoring and 
assessment systems. 

The present calculations demonstrate a basic direction, and they are far from the real model since its 
elaboration requires much more detailed institutional statistics and inside information. However, this is 
the first attempt to study the structure of unemployment and structural unemployment in Georgia and its 
further extension is not just desirable, but essential. 
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1. Foreword
Poverty alleviation still remains one of the key challenges for Georgia, as for any sovereign coun-

try. According to our calculations, in 2016, every seventh family consumed less than the subsistence 
minimum. Further, following a significant decrease in 2012-2014, the poverty level did not substantially 
change in 2015-2016; which means that the mentioned decrease might be of episodic nature and in reality 
there is serious risk of an increase in the scale of poverty. In 2014-2016, the situation became even more 
complicated, since the trend of reduction in the difference between the income levels of the richest and 
the poorest people, observed before, almost came to a stop. This points to the need for further economic-
statistical research into poverty and inequality, and the implementation of a more effective policy for 
poverty reduction. 

The present report does not and cannot have the ambition of being a comprehensive review of this 
multi-dimensional problem. Instead, the main goals of our study are as follows: 

Analyses of annual and quarterly time series of the poverty level against the official subsistence 1. 
minimum; 
Study of the dynamics of panel data of the poverty level against the official subsistence minimum; 2. 
Analyses of the dynamics of the chronic poverty level against the official subsistence minimum;3. 
Calculation of the poverty index and the study of its changes; 4. 
Study of annual and quarterly time series of household incomes, in particular the total nominal 5. 
inflowing resources, total incomes and cash incomes with and without public social payments and 
pension; 
Analyses of the dynamics of panel data of household incomes with and without public social pay-6. 
ments and pension; 
Study of inequality of household incomes using decile coefficients; 7. 
Analyses of annual, quarterly and panel dynamics of the GINI index with and without public social 8. 
payments and pension;
Detection of trends of interaction between the poverty level and inequality of incomes by means of 9. 
annual and quarterly series and panel estimations; 
Detection of trends of interaction between chronic poverty and inequality of incomes; 10. 
Analyses of several important factors of poverty, including chronic; 11. 
Elaboration of recommendations. 12. 
Before moving to the analyses of the above listed aspects of poverty and inequality, we shall seek to 

understand the essence of poverty by answering the question - what is poverty? 
The answer to this question could be summarized in just one sentence - poverty is the lack of welfare. 

At first glance, the definition is very simple, but it is very difficult to explain what welfare and the lack 
thereof truly means. While looking at the welfare of an individual, it is clear that it reflects his/her needs, 
and possibilities for their satisfaction. Viewing welfare in the context of society is much more difficult. 
This requires us to answer the following questions: 

On which levels can welfare be analyzed?  ●
What elements make up welfare?  ●
Can these elements be measured? ●
In which units should they be measured?  ●
What is the minimum welfare standard?  ●
Structuring welfare is possible by geographic, ethnic and other characteristics. We can identify five 

different levels of welfare: 
Elementary level - individual welfare;  ●
Micro level - family welfare;  ●
Mezzo level - neighborhood welfare (on settlement level); ●
Macro level - country level welfare;  ●
Mega level - international level welfare.  ●
The assessment of welfare is difficult and the elements in its composition become more diverse pro-

portionally with the increase of scale. The macro level is relatively more homogeneous in comparison; 
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however, it can also be non-homogeneous due to the size of the country. For example, Armenia, a mono-
ethnic country with a small territory basically populated by people with more or less similar traditions, and 
the Russian Federation with a territory of 17.5 million square kilometers, populated by almost 200 differ-
ent ethnic groups and with all climate belts - from arctic to subtropic, cannot be considered as similarly 
homogenous. Despite this, the macro level is considered as the most homogenous, which is preconditioned 
by two mutually complementary components: the first is the ethnic psychological component - the domi-
nating group in any country, forming the living standard no matter how diverse the country is; the second 
is the political component, preconditioned by the desire of unity within the country, and all standards for 
the assessment of welfare serve to this goal respectively. 

Thus, it could be said that welfare is the phenomenon of country scale, no matter that its elements 
differ on individual, family and settlement levels; however, the standardization of these differences can be 
ensured inside the country and allocated more or less on the same vector. 

The elements comprising welfare by three main groups might be separated so: 
Material - living conditions, nutrition, different types of real-movable property and so on; ●
Intellectual - knowledge, education, health, skills, connections and so on, i.e. human capital;  ●
Moral - circumstances associated with morality and law, attitudes and environment.  ●
The components of these groups are changeable in accordance with countries, regions and individu-

als, thus, a general characterization of welfare is challenging, though not impossible. Additionally, it is 
hard to determine what is more important - justice or clothing, car or engineering education, food or access 
to healthcare.

True, different social groups have different priorities at different levels of development. It was men-
tioned above that the highest level of homogenous environment is the country, but inside each country 
society is never homogenous, with its social or economic status or intellectual capacities. Thus, while 
speaking about welfare, it is important to identify large groups of interests which are more homogenous in 
terms of perception of welfare, than of society in total. 

This demonstrates clearly that poverty is a relative concept and contains certain measurable and non-
measurable factors, together with fully precise social, economic and political threats: 

Poverty and inequality substantially impede social development - part of society cannot participate 1. 
in social life, is not able to implement its own capacities, and cannot invest in social capital, so sub-
stantially impeding the harmonious development of the social environment. The impact of chronic 
poverty is especially negative since social regress is an inevitable result of living in poverty for a 
long time; 
Poverty and inequality substantially impede economic development - the purchasing power of the 2. 
population is inversely proportional to the poverty level. The higher poverty and inequality is, the 
lower the purchasing power of the population, which means a low demand level - a significant factor 
impeding economic growth; 
Poverty and inequality substantially impede political development - the higher the poverty and in-3. 
equality, the more fragmented, polarized and alienated society is; the groups of interests are more 
chaotic and contradictory, which substantially complicates the possibilities for achieving political 
consensus; 
Poverty and inequality increase contradiction inside society and convey the risk of social exposure-4. 
of course this does not mean that in conditions of an indicator of poverty, social exposure will by all 
means take place, but this develops productive grounds for conflict within society, which makes life 
easier for groups striving for internal social contradiction. 
Even this incomplete list demonstrates how significant the impact and risks of poverty and inequality 

are, and consequently how important detailed analyses, review and prevention of this issue is. 
The present report is dedicated to just one dimension - poverty against the official subsistence mini-

mum, and we’ll view single aspects of chronic and transient poverty against this line. 
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2. Theoretical and Methodological Background

2.1. The Evolution of Poverty
As we mentioned in the foreword, poverty is a relative concept and in general signifies a lack of wel-

fare. Welfare means the quality of understanding and realization of the essence of life. How can poverty be 
revealed and what forms can it take? The answer to this fundamental question necessitates the identifica-
tion of the following main groups of human interests and needs:

A human is a living organism and to exist, it at least requires food; 1. 
After existence it is important for a human to have food of a sufficient amount, desirably diverse. 2. 
Further, a human needs clothing, shoes, essential household items and so on;
After minimal material provision, a human needs health, education, social and other immaterial but 3. 
absolutely specific services, as well as access to them;
Upon being provided with items and services, a human needs a safe social, economic, ecologic and 4. 
political environment, accessible infrastructure and so on; 
Finally, a human by all means needs future prospects-landmarks to which s/he aspires. These land-5. 
marks can be material or immaterial, but their existence is a precondition for human welfare.
We were able to identify five key evolutionary steps in poverty: 
Physiological poverty - when food is the number one priority, so strong that other problems take a  ●
back seat; 
Income poverty - when the problem of receiving food energy is more or less solved and life quality  ●
improvement becomes an issue: receiving the required daily 2200 kcal of food energy is essential, but 
not enough. The composition of this 2200 kcal of energy becomes important; and it is crucial to know 
whether, besides food, an individual has access to essential non-food goods and services; otherwise, 
whether an individual has income sufficient for the desired nutrition and non-food expenditures; 
Deprivational (non-monetary) poverty - when the problem of food and minimal non-food goods  ●
and services is more or less solved, but new landmarks are identified, meaning access to education, 
healthcare and other services and commodities. Thus, deprivational poverty is poverty of a higher 
registry than the two previous steps; 
Structural poverty - poverty caused by lack of access to infrastructure and associated with insuffi- ●
cient legislation. Further, a significant component of structural poverty can be the issue of following 
and lagging behind technological progress. Thus, structural poverty can be viewed as an instrument 
for measuring the focus on development, and is poverty of a higher registry than the previous three 
steps: 
Mental poverty - represents a social behaviors model produced from the human consciousness which  ●
is based on his/her subjective feeling of being poor (however, according to consumption level and 
quality, she/he might not be poor at all) and in need of support (of state, relatives or friends). 
The represented conceptual division is conditional. Obviously, no strict demarcation line exists be-

tween the mentioned steps of poverty evolution. Their interdependence is diffusional, since movement 
from one step to another is invisible, but the stratification of society in this way is an essential precondition 
for the elaboration of an effective policy for poverty reduction. The study of the simplest form of poverty 
and elaboration of assistance programs are not enough to solve the problem, which is clearly demonstrated 
in practice in Georgia. 

The abovementioned vividly demonstrates the importance of adequate assessment, diagnostics and 
analyses of poverty for the development of any country. The format of the present report does not allow 
for detailed analyses of this issue. Instead, the study reviews poverty indicators against the subsistence 
minimum in force, which is more or less close to the income poverty step mentioned above.

2.2. How to Measure Poverty
Measuring poverty is a difficult and complex task. It should be mentioned, from the very beginning, 

that it contains many conditions and is the result of large scale consensus. 
Based on the experience existing to date, there are two approaches to poverty assessment: 
The  ● welfarist approach, when the poverty level is assessed by monetary and non-monetary indica-
tors; the latter being as follows: accessibility (for example to education, healthcare and so on); pro-
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vision of long-term supplies of durable goods; employment; achieved education level and so on. In 
short, the welfarist approach enables a comprehensive study of poverty; 
The  ● non-welfarist approach, when non-monetary indicators are not used for the assessment of the 
poverty level, and the minimal welfare standard is too low and determined by a particular level of 
income and expenditure. 
The welfarist approach to the assessment of poverty level is basically used in economically highly 

developed countries, while the non-welfarist approach is basically used by those countries having econo-
mies not distinguished by a high level of development. In international best practice, a purely welfarist or 
non-welfarist approach can almost never be met-in fact, in all cases the welfarist approach contains non-
welfarist components, and vice versa. 

The conceptual grounds presented above mean the use of both approaches for poverty assessment is 
necessary, but this is a task of a much broader format than the goal of our study and so the practice in force 
today in Georgia is used for the present report. 

In Georgia, poverty is still assessed using the non-welfarist approach.1  For the assessment of poverty 
using the non-welfarist approach, the following two criteria are used: 

Defining poverty by income- in this case, poverty is studied by comparing the income of the popula- ●
tion with the level of welfare defined in advance;
Defining poverty by consumption- in this case, poverty is studied by comparing consumer expendi- ●
ture with the level of welfare defined in advance.
Each approach has advantages and disadvantages.
Poverty definition by income is preferable for those countries where the shadow economy level is low 

and incomes are registered precisely, as well as where the number of income sources is much lower than 
expenditure directions. As such, information regarding incomes is relatively complete. In previous years, 
this problem was substantial in Georgia-respondents with low enthusiasm provided imprecise information 
about their incomes. Of late, this is not so much an issue. 

The advantage of assessing poverty by consumption is that the welfare of the population is studied. 
The welfare, in its essence, is the number of goods and services needed to ensure the decent life of an indi-
vidual. Due to that, the concept of consumption in content is closer to welfare than the concept of income. 
Income does not yet mean consumption. Further, incomes are far less stable, especially in countries like 
Georgia, where almost half of total employment is self-employment on one’s own farm. Such incomes 
are strongly affected by seasonality and are less stable as a result. However, there are also disadvantages 
to this approach, for example: consumer expenditures include expenses made for healthcare services, for 
which part of the population uses all possible inflowing resources and where acute disease often means 
extended poverty for the long-term. 

In our opinion, of the two approaches, more acceptable is an assessment of poverty by consumption, 
the practice of which exists in Georgia. That said, there is one important specific: how to determine the 
poverty of a household and compare families of a different demographic composition; for example, taking 
four-member households of three different compositions: 

Parents of working age and two underage children; 1. 
Parents of pension age and two children of working age; 2. 
Parents of working age and two children of working age. 3. 
All three households consist of four members, but by composition they are substantially different and 

the direct assessment and definition of poverty simply by per capita calculation will not be correct. 
To compare households, we used the scale of equivalence respective to physiological demand for 

food energy developed by Geostat, which is used for the recalculation of the demographic composition of 
households on an equivalent male adult of working age. For this purpose, the following coefficients are 
used: 

Coefficient
1 Child of preschool age 0.64
2 Adolescent 1.00
3 Man of working age 1.00
4 Woman of working age 0.84
5 Man of pension age 0.88
6 Woman of pension age 0.76

1 It is to be mentioned that in addressing social assistance, poverty diagnostics are made using the welfarist approach.
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After recalculation by equivalent adult, it is important to estimate the scale effect. The need for an ef-
fective economy of scale is based on the circumstance that a consumer’s household needs do not increase 
proportionally with their growth. Otherwise, the need of one household with two members is less than 
that of two households with one member. This is caused by the fact that there are items and supplies of 
common use in the household, the number of which does not increase with a greater number of family 
members. For example, one bulb gives light just as much to one as seven members of a household, five 
members can watch one TV and so on. 

The coefficient of the effect economy of scale is empirical and defined based on the results of study. 
The data of the household survey demonstrate that consumption grows together with a change in the size 
of a household calculated per equivalent adult, but the interaction of the size of the household and total 
consumption is most precisely described by qualitative function and not by linear or exponential function. 
The grounds for this conclusion are provided by the R2 indicator of the quality of compliance of different 
regressive models with actual data, which, for the linear regressive model, is 0.5022, and for exponential- 
0.5113, while for the power model this indicator is 0.6728, which points to much higher compliance, in 
other words the interaction of the size of a household and total consumption is qualitative. 

The results of regressive analyses of the size and total consumption of the household calculated per 
equivalent adult for all observations of 2009-2016 are provided on Chart #1, where the years are not de-
marcated. In that period, the coefficient of the economy of scale was 0.44, which reflects a very strong 
effect. However, the use of this indicator is not reasonable since it does not envisage the effect of inflation, 
which undoubtedly has an impact on the consumer expenditures of a household.

Chart #1: Interdependence between household size and consumer spending in 2009-2016
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Source: The database of the Integrated Household Survey, processed by the group of authors.

Conducting the same analyses annually would be more reasonable. As the results of such analyses 
demonstrate, the qualitative attitude by year is even more compliant than in the total reporting period. The 
value of R2 is around 0.80, which indicates quite high accuracy, while the scale effect coefficient is close 
to 0.6.
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Chart #2: Interdependence between household size and consumer spending by year, 2009-2016
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Source: The database of the Integrated Household Survey, processed by the group of authors.

At present, Geostat uses 0.8 value of the effect of economy of scale coefficient, which is an indicator 
of quite a weak impact. Such an impact could be conditioned by a low share of payments for utility bills in 
the expenditures of households 10-15 years ago, which now is much higher. Namely, payment for utility 
bills is the type of expenditure which is highly impacted by the effect of the economy of scale. 

In the present report: 
The total consumption indicator is used for calculating poverty; 1. 
For comparison of households, the same scale of equivalency is used as that used by Geostat; 2. 
After calculation of total consumption per one equivalent adult, the coefficient effect economy of 3. 
scale is 0.6 - a value, based on empirical observation. 

2.3. Information Source
The databases of the Integrated Household Survey (IHS), placed on the website of Geostat, are the 

only information source for the research of poverty and inequality. 
Geostat has been continuously conducting the IHS since 1996. The database of the addresses of the 

general population census is used as a sample base. The objects of observation are those households which 
live at the sampled addresses. For the study, about 3350 households are selected, from which about 2800 
interviews are conducted. 

The sampling is done through a two-stage stratified procedure. At the first stage, PPS (Probability 
Proportional to Size) is used, meaning that primary units (census precincts) are selected. The main data-
base is developed based on the results of the last General Population Census of Georgia, providing data 
identification, number of people and their addresses. Based on the census data, the observation area is 
divided into 11000 census units. 

For most spread incidences, the sample is also representative on a regional level. Consequently, the 
number of addresses to be sampled is distributed throughout the regions, proportionally to square root of 
the population size of that area. This method relatively increases the representation of small regions (for 
example, the Guria and Mtskheta-Mtianeti regions). In the regions, homogenous strata, almost of the same 
size, are identified separately for urban and rural settlements. 

At the first stage of the sampling procedure, 336 observation areas are selected out of 11000 - located 
all over the country, while at the second stage, 3350 households are picked out of the selected precincts.
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The selected precincts are equally divided into 12 rotation groups on the level of strata for all regions, 
in order to substitute every month the addresses of a respective rotation group with new ones. Thus, 8.3 
percent of the sample is renewed on a monthly basis and the whole sample is renewed annually. Each 
household remains in the sample for one year, and provides quarterly information four times during this 
period. 

At first glance, such a complex structure of sampling is preconditioned by the fact that the Integrated 
Household Survey is multi-functional: the sample design makes it possible to do the following simultane-
ously: 

Formation of quarterly databases - the whole sample is interviewed during one quarter and this sur-1. 
vey is equally spread over time (quarter months) and space (all over the country); 
Formation of annual database - by integrating four quarterly databases; 2. 
Formation of panel databases - formation of the database of households, which has four quarterly 3. 
interviews. The latter circumstance is crucial for the estimation of chronic and transient poverty. The 
development of the panel database requires at least 7 quarterly surveys, of which the most important 
is the “basic” quarter. This is the 4th of 7 composing the panel, the so-called “middle” quarter, in 
which all households participating in the panel are interviewed. 
Panel databases are of three types: 

3.1 Scatted panel - in which particular households are repeated and their key quarters simply follow one 
another in sequence; 

3.2 Independent panel - in which households are not repeated, but the survey period is repeated and 
basic quarters of these panels are separated from each other by four quarters; 

3.3 In time non-overlapping panel - where neither households nor survey period are repeated and the 
basic quarters of these panels are separated by 7 quarters. 

The survey scheme is given below.

Standard scheme of the Integrated Household Survey 

Year  Quarter  Month 
Rotation Group  

01 02 03 04 05 06 07 08 09 10 11 12 

2009 

I 
01 4;In   3   2   1   
02  4;In   3   2   1  
03   4;In   3   2   1 

II 
04 1   4;In   3   2   
05  1   4;In   3   2  
06   1   4;In   3   2 

III 
07 2   1   4;In   3   
08  2   1   4;In   3  
09   2   1   4;In   3 

IV 
10 3   2   1   4;In   
11  3   2   1   4;In  
12   3   2   1   4;In

2010 

I 
01 4;In   3   2   1   
02  4;In   3   2   1  
03   4;In   3   2   1 

II 
04 1   4;In   3   2   
05  1   4;In   3   2  
06   1   4;In   3   2 

III 
07 2   1   4;In   3   
08  2   1   4;In   3  
09   2   1   4;In   3 

IV 
10 3   2   1   4;In   
11  3   2   1   4;In  
12   3   2   1   4;In

1,2,3,4 -  

  

In - 

Panel Interview   Annual Assessment Quarterly Assessment

Inception interview Number of Visits

Source: Geostat
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According to the unique scheme of the survey, in 2009-2016, the period databases of which are placed 
on the website of Geostat, it is possible to: 

Generate 32 quarterly estimations which is quite a long time series and provides for high estimation 1. 
reliability; 
Generate 8 annual estimations, which is quite a long time series and provides good material for 2. 
trends analyses. 
As for panel data analyses, based on the databases of 2009-2016, it is possible to: 
Generate 26 scatted panel databases and estimations respectively; 3. 
Generate 7 independent panel databases and estimations respectively; 4. 
Generate 4 panel databases not intersecting in time.5. 
The period covered by the panel data and distribution of panel types is given in Table #1.

Table #1:Distribution of panel databases in 2009-2016 
Scatted panel Period Independent panel Panels not intersecting in time 

1 Q1-09/Q3-10 1 1
2 Q2-09/Q4-10

3 Q3-09/Q1-11

4 Q4-09/Q2-11

5 Q1-10/Q3-11 2
6 Q2-10/Q4-11

7 Q3-10/Q1-12

8 Q4-10/Q2-12 2
9 Q1-11/Q3-12 3
10 Q2-11/Q4-12

11 Q3-11/Q1-13

12 Q4-11/Q2-13

13 Q1-12/Q3-13 4
14 Q2-12/Q4-13

15 Q3-12/Q1-14 3
16 Q4-12/Q2-14

17 Q1-13/Q3-14 5
18 Q2-13/Q4-14

19 Q3-13/Q1-15

20 Q4-13/Q2-15

21 Q1-14/Q3-15 6
22 Q2-14/Q4-15 4
23 Q3-14/Q1-16

24 Q4-14/Q2-16

25 Q1-15/Q3-16 7
26 Q2-15/Q4-16

Source: The database of the Integrated Household Survey, processed by the group of authors.

2.4. Poverty Line
The first stage of the study of poverty is identification of the poverty line, a minimal standard of wel-

fare. In the present report, the officially established subsistence minimum is used as the poverty line, as 
published by Geostat on a monthly basis. 

Subsistence minimum is calculated for one equivalent adult, based on the value of the minimal food 
basket. The composition of the latter was determined in 2005 and includes 41 food products which were 
and probably still are the most widely used in the diet composition of middle decile groups (10 percent 
groups increasing by consumption, among which in the 1st group are households of the lowest consump-
tion and in 10th-of the highest).

Assessment of the subsistence minimum is not the goal of the present report. Thus, we view the of-
ficial level of subsistence minimum as a given condition. 
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Chart #3: Subsistence minimum (value of minimal consumer basket) per equivalent adult, GEL per month
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The officially defined poverty line is not at all enough for complete diagnostics and analyses of pov-
erty. This phenomenon requires comprehensive study; consequently, there is a need to use different lines 
of poverty, which could be given in monetary or non-monetary dimensions. 

Each form of poverty evolution requires an elaboration of the independent level: 
Physiological poverty line: the calculation is made using the food energy method, based on a mini- ●
mum food basket containing 2200 kcal. The composition of the basket is based on the existing struc-
ture of food product consumption. The calculations are made in weighted market prices; 
Income poverty line: this line represents the level of protection from physiological poverty. In con- ●
trast to physiological poverty, it is calculated using a more diverse composition of food basket, com-
posed of more expensive calories. The income poverty line also envisages a non-food component, 
but, unlike the current practice, non-food goods and services are represented with particular names, 
for example, two bars of soap, 100 kilowatt energy bulbs, and so on. According to the current prac-
tice, the non-food part of the subsistence minimum is calculated according to social standards-30% 
is added to the value of the food basket as the share of non-food goods;
Non-monetary poverty line: this line needs a broader approach: together with food and non-food  ●
components, a non-monetary element is also included, which means access to separate goods and 
services; for example, access to basic education, access to higher education, liquidity of received 
education, access to healthcare and other services and so on; 
Structural poverty line: the calculation of this line requires an even more complex approach. Besides  ●
food, non-food and non-monetary components, here is added mezzo (settlements) level character-
istics: accessibility of infrastructure, independence and impartiality of court, human rights, basic 
freedoms and so on. The estimation of structural poverty has not been conducted in Georgia and 
such analyses are not done in any other country. However, practice demonstrates that the problem of 
structural poverty is substantial; 
Mental poverty line: probably, the one most difficult to identify. Besides a monetary component, the  ●
mental poverty line in significant doses includes a non-monetary component and a whole cascade of 
attitudes. Its identification requires fundamental research of consumer behavior, demands, attitudes 
and expectations. 
The official subsistence minimum used as the poverty line in the present report is conceptually closer 

but not identical to the income poverty level. 
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According to the data provided on the Geostat website, the Relative Poverty Line - 60% of median 
consumption is used to calculate the poverty level indicators. In our opinion, the indicators calculated 
against this line would be less useful for estimating poverty and inequality dynamics. The reason for this is 
the content of the mentioned line. The median of distribution means that this is a middle point of distribu-
tion, i.e. 50% more and 50% less. In any country, in any case and in any distribution, 20-25% of the total 
number will be below 60% of consumption. Thus, the poverty level is not substantially changed against 
this line, notwithstanding the standard of living changes within the country, or total consumption changes 
of the poverty level, against 60% of the median in the abovementioned frames. 

The poverty level indicators calculated using relative poverty lines could be informative in a given 
(fixed) moment, but would be useless for time - series analyses. Thus, an estimation of a changing condi-
tion is in fact impossible using this indicator. Official indicators2 of poverty level against 60% of median 
confirm the opinion that they are less relevant for estimating change. 

As for official indicators of Absolute Poverty, the value of 1kcal food energy in 2004, corrected by 
inflation rate, is used for the calculation of the poverty line. Such a line is useful for estimating the changes 
in poverty level. The respective indicators of Geostat in fact repeat the same trends, which we’ll show 
below; however, in our case, the applied value of this level is low for the simple reason that the poverty 
line indicators are not provided on the Geostat website, while the published data are calculated on annual 
and country level alone. 

There is one more important argument which makes questionable the applied value of this poverty 
level: the inflation indicator covers a wide spectrum of goods and services, among which are numerous 
goods and services which are not included in the consumer baskets of families and individuals in poverty 
or close to it, and respectively the change of prices on such goods and services has less impact on the life 
of the poor. 

The same can also apply to the 1 kcal food energy price. The composition of 1 kcal food energy is also 
significant. For example, 1kcal food energy received from walnuts is 30-40 times more expensive than 
the same energy got from bread. Thus, in the price of 1kcal food energy, the structure of this kilocalorie is 
important. Here are two options: 

If the price of 1kcal energy is calculated according to the total expenditure made on food, meaning 1. 
on food energy used in total, the approach is clear and explainable. But using this indicator as the 
poverty line could represent a challenge. The total consumed energy includes expensive calories of 
the last decile group as well as cheap calories consumed by the poorest group. Thus, marginal groups 
always cause changes to assessments; 
If the price of 1kcal food energy is calculated according to the total consumption of middle decile 2. 
groups, then the problem described in the previous paragraph does not apply to this indicator and the 
challenge is related only to the inflation indicator. 
In our case, we will not be able to use this poverty line, since the poverty line is not published on the 

website of Geostat, unlike the official subsistence minimum, the data of which are updated on a monthly 
basis and which are available on the Geostat website.3

2.5. Chronic and Transient Poverty
The concepts of chronic and transient poverty are related to the panel data analyses.
As mentioned above, the panel database includes those households which were under observation 

throughout a whole year and with which were conducted four quarterly interviews. Consequently, during 
the panel data analyses, we learn how many times the household was below the poverty line out of four 
observations. Consequently, the households which were under the poverty line during all four observa-
tions are viewed as chronically poor households, and the weight of such households in total number of 
households is considered as the chronic poverty level. 

As for transient poverty, this applies to households which, in the observation period, were at least 
once below the poverty line and at least once above the poverty line. In the present report, we will observe 
that the weight of households migrating above the poverty line is quite high. 

Thus, the information array used for our report (the databases of the Integrated Household Survey), 
includes all preconditions necessary for the estimation of chronic and transient poverty. These are as fol-
lows: 

Uninterrupted time series developed by the same methodology and methods; 1. 
2 See: http://geostat.ge/?action=page&p_id=187&lang=geo
3 See: ttp://geostat.ge/?action=page&p_id=178&lang=geo
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Observation conducted in an identical periodicity and reporting period;2. 
Specifically identified observation objects (households), interviewed at the same frequency; 3. 
Subsistence minimum calculated by the same method, which precisely repeats the period of house-4. 
hold interviews, and;
A long time series.5. 
Besides estimation of the levels of chronic and transient poverty, in the present report we analyze 

another important indicator which quite clearly describes the condition of poverty and inequality. This is 
the Poverty Index. It indicates on average how many times the households appeared below the poverty 
line, or this is weighed as an average indicator of being below the poverty level. In our case, the value of 
the index of the indicator is changed from 0 to 4, where: 

0 means that no household was at any time below the poverty level;  ●
4 means that all households were permanently below the poverty level.  ●
In general, with the purpose of universalization of the indicator, it is better if we calculate the relative 

value of the index, or what the percentage of the value of the poverty index is out of 100% total poverty. 

2.6. Indicators of Income Inequality
In order to estimate income inequality, in the present report we used the widespread GINI index and 

the "Decile coefficient", or the ratio between the incomes of decile groups with the highest and lowest 
incomes.

The Decile coefficient is calculated for 5 percent groups, or each decile group is divided into two, 
which means that the distribution is divided into 20 groups. The decile coefficient is calculated by the 
proportion of average incomes of the first and last groups. 

The GINI index is calculated with IHS data, based on which the income of a household is calculated 
using the following structure: 

Cash income and transfers in total, including: 1. 
1.1. Income from hired employment; 
1.2. Income from non-agricultural self-employment; 
1.3. Income from sales of agricultural products; 
1.4. Income from renting property; 
1.5. State transfers-pension, scholarship, addressed social assistance, IDP allowance and other public 

social payments; 
1.6. Remittances from abroad - including money or gifts sent by family members or friends living 

abroad; 
1.7. Private transfers - including money or gifts received from relatives or friends living in Georgia. 
Non-cash income - consumption of agricultural products of own production, estimated in current 2. 
prices, calculated from the survey data; 
Total income - total of cash and non-cash incomes. 3. 
Other resources in total, including: 4. 

4.1. Income from selling property, which in fact is not income, but change of the form of property, 
though this represents a source of cash flow; 

4.2. Borrowing or using savings, which is also not income, since this is an increase of liability or de-
crease of savings, however, this is also a source of cash flow. 

Cash resources in total - total of cash income and other cash resources, which is the total disposable 5. 
cash resources of the household. 
Total cash and non-cash resources - total inflows, which is the sum of cash and non-cash income and 6. 
represents the total disposable resources of the household. 
In the present report, we use inequality indicators for three types of incomes: 
Cash income and transfers in total - since this inequality is relatively high; according to the cash 1. 
incomes of households, non-cash consumption hasa substantial equalization function, i.e. self-em-
ployment in agriculture (having a very low effect but providing at least some food and non-cash 
income); 
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Total income - the total income of households without borrowing money or using savings. Namely, 2. 
this is real income, since selling property, borrowing money and using savings, which might have an 
important episodic role in improving the social and economic condition of the household, is still a 
decrease of assets and increase of liabilities, which is not income by nature; 
Total cash and non-cash resources - total inflows of the household. In this respect, inequality also can 3. 
be an important indicator.
In addition, we consider it necessary to estimate the impact of public social payments on poverty and 

inequality. Of these, the most important are pension and addressed social assistance. 
The present report presents the indicators of poverty and income, as well as those of the GINI index, 

with and without public social payments.
The linear regressive analysis method is used for the study of the interaction between the poverty 

level and GINI index. In other words, the extent to which interaction between the GINI index and poverty 
level is linear is studied. 

Linear regressive analysis is one of the most widespread standard methods of statistical modeling, 
showing which y=ax+b equation corresponds to the interaction between the indicators. The linear regres-
sive analyses method is selected because it is easier to perceive a statistical model calculated using this 
method than other more complicated regressive models. Since the present report is the first attempt at 
comparative analyses of poverty and income inequality, we will be limited by an easily understandable 
model. In the course of analyses, the following two key coefficients will be observed: 

B (β) coefficient of linear regression, which indicates how strong the linear impact of one indicator is  ●
on another; in our case - how strong the impact of a change in the GINI index is on the poverty level, 
or how the poverty level is changed in case of change of GINI index by one unit; 
Model compliance R ● 2, or determination coefficient, which shows how precisely the elaborated linear 
statistical model describes the interaction of real indicators. This is a very important coefficient for 
analyses, since the linear (like the non-linear) model could be built for any indicator; but the main 
thing is how valid this model is: to what extent the model complies with actual indicators. Namely, 
this compliance is shown by the R2 coefficient, which is changed from 0 to 1. 0 value, meaning the 
model does not describe the empirical data at all, while 1 value means that the model very precisely 
describes the empirical data.
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3. Poverty in Georgia

3.1. Time Series
In 2009-2016, the poverty level indicator showed a clear tendency of decrease, although its dynamics 

in the observation period were not homogenous. In 2009-2011, the poverty level increased, while from 
2012 it started to decrease sharply, and remained irreversible until 2016, inclusively. The developed trend 
in general is quite linear, R2=0.8383, which means that the linear trend quite accurately describes the de-
veloped dynamics. 

In the reporting period, the maximum level of poverty was registered in 2010, when its value in the 
country stood at 29%, and the minimum in 2016, at 13.8%. This means that the poverty level decreased 
two times and more. This trend of decrease was especially strong in 2012-2014.

Chart #4: Annual dynamics of the poverty level
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As a rule, rural poverty is greater than urban. The data processing demonstrated that in the observa-
tion period, poverty was significantly reduced in both areas, however, despite the similarity of trends, the 
difference is still substantial: in urban areas, the poverty reduction trend was 1.3 times stronger than in 
rural areas. 

At the end of the reporting period, in 2016, the poverty level in rural areas was 17.3%, which is two 
times lower than the maximum of this period (2010). In urban areas, the poverty indicator in 2016 was 2.5 
times less than the maximum value of the observation period (2011).

The dynamics of the poverty level varies by aggregated regions: both the directions and indicators of 
trends are different: 

 Tbilisi is the leader in terms of poverty reduction: the poverty level in the capital reduced three times  ●
and more in 2011-2016, further, the trend of decrease is irreversible; 
 In Adjara and Guria, the poverty level reduced from 26.2% to 18.5%, though this trend was contin- ●
ued until 2015, and in 2016 substantially increased compared to the previous year; 
 In Samegrelo, Imereti, Racha and Svaneti, the trend of reducing the poverty level has been irrevers- ●
ible and solid. In general, the poverty level here reduced almost 2.5 times in 2010-2016; 
 In Qvemo Qartli and Samtskhe-Javakheti, the trend of reduction is obvious: in 2011-2016, the pov- ●
erty level decreased 2.2 times and is irreversible here too; 



18

 In Shida Qartli, Mtskheta-Mtianeti and Kakheti, the trend of poverty reduction is quite weak. In  ●
2010-2016, this indicator decreased from 40.4% to 24.1%, although this decrease almost fully fell 
during the period of 2012-2013, after which the trend was maintained but weak. 

Chart #5: Annual dynamics of the poverty level by aggregated regions

0.0%

20.0%

40.0%

60.0%

80.0%

100.0%

120.0%

140.0%

160.0%

19.1%

28.1%

20.8%

33.2%

39.7%

2009

21.7%

28.1%

27.9%

30.2%

40.4%

2010

21.9%

26.2%

27.3%

35.4%

37.7%

2011

14.6%

22.8%

21.9%

28.1%

29.6%

2012

9.0%

17.9%

16.0%

16.5%

24.9%

2013

8.1%

16.6%

13.6%

15.3%

24.5%

2014

7.9%

13.5%

13.2%

16.4%

24.3%

2015

7.0%

18.5%

11.2%

13.9%

24.1%

2016

Tbilisi Adjara, Guria Samegrelo, Imereti, Racha, Svaneti Kvemo Kartli, Samtskhe-Javakheti Shida Kartli, Mtskheta-Mtianeti, Kakheti
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The quarterly dynamics of the poverty level indicator, in general, fully repeat the trends of the an-
nual dynamics, something to be considered natural. However, the quarterly dynamics time series clearly 
demonstrates that the impact of seasonal fluctuations is quite high. The curve of quarterly time indicators, 
cleared of seasonal fluctuations, is much easier to understand, explain and forecast from. 

According to the quarterly dynamics, the poverty level is normally higher in rural areas than in urban. 
In separate quarters, the difference between poverty level indicators reduces as a result of seasonal fluctua-
tion (not due to any systemic factor). The time series corrected by seasonal factor is almost parallel (see 
Chart #6). 

The direction of impact of the seasonal effect is identical for urban and rural areas. In the 2nd and 3rd 
quarters, the seasonal effect is of a positive value, meaning that it raises in relation to season, while in the 
1st and 4th quarters, the impact of the seasonal effect is negative, i.e. the poverty level goes down with the 
impact of the season. 

There is high probability that such impact is connected to the agrarian season, with the 2nd and 3rd 
quarters covering the harvest period when consumer prices are higher. The 1st and 4th quarters are distin-
guished by relatively lower consumer food prices (see Chart #7).
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Chart #6: Quarterly dynamics of the poverty level
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Chart #7: Estimation of quarterly seasonal effect on the poverty level by urban /rural area
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Based on estimations resulting from the analyses of the 2009-2016 time series, we can conclude the 
following: 

In 2009-2016, the poverty level indicator has a clear trend of reduction. The decrease rate was strong- ●
est in 2013-2014; 
The poverty level reduction rate was 1.3 times stronger in urban areas than in rural;  ●
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The poverty level reduction rate is strongest in Tbilisi. After that comes Samegrelo, Imereti, Racha  ●
and Svaneti regions. The reduction rate is weakest in Shida Qartli, Mtskheta-Mtianeti and Kakheti, 
while in Adjara and Guria regions even an increase in poverty level was registered in 2016. 
Among the regions, the poverty level is lowest in Tbilisi - 7%, and the highest in Shida Qartli,  ●
Mtskheta-Mtianeti and Kakheti - 24%.

3.2. Panel Estimations
The estimations made on the basis of panel database analyses are somewhat different from the quar-

terly and annual estimation, since the panel database consists of households participating in the survey 
throughout the year and being the respondents of four quarterly interviews.

The analyses of panel databases also demonstrate that the poverty level has a clear trend of reduction. 
This trend is as strong for scatted panels as for independent ones not intersecting in time. As we mentioned 
in the foreword, panel households are distributed in seven quarters. Further, panel households are less 
mobile, remaining at the same address during all four interviews.

Independent panels are marked on the chart below. The chart clearly demonstrates that the trend is 
identical also according to independent panels and demonstrates a solid reduction in poverty level. 

The panel poverty level for urban and rural areas shows the same trend as in the time series. The only 
difference is that in the case of panel estimations, the seasonal effect is level, since each household was 
under observation throughout one year and so during a full spectrum of seasons. The poverty level in rural 
areas is usually lower compared with urban areas, while the reduction trend is nearly parallel. 

Chart #8: Panel dynamics of the poverty level by urban/rural area
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According to aggregated regions, the dynamics of the panel poverty level differs from the trends 
developed in the annual time series. For last two panels, an insufficient but still particular increase is 
observed in Tbilisi, as well as in Adjara and Guria. In this area, a particular increase in poverty level was 
observed in the quarterly and annual time series. At this stage it is difficult to say to what extent this in-
crease is of a systemic nature, since it does not go beyond the frames of statistical error. In total, the panel 
estimations of 2009-2016 demonstrate a sharp and irreversible reduction in the poverty level. 
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Chart #9: Panel dynamics of the poverty level by aggregated regions
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As a general conclusion, it could be said that: 
The panel poverty level, as an annual and quarterly time series of poverty level, demonstrates a  ●
sharply expressed tendency of reduction, 14% according to the last panel; 
The mentioned indicator precisely matches the poverty level according to the data of 2016; thus, 14%  ●
against the subsistence minimum is a solidly developed indicator. 

3.3. Chronic Poverty
Estimation of chronic poverty is possible only based on the results of analyses of panel databases.
As we mentioned in the foreword, chronic poverty means those cases where households were below 

poverty level at all four quarterly observations.
According to the results of the analyses of panel data, the last panel showed that the level of chronic 

poverty in 2015-2016 was 4%, i.e. the total consumption per equivalent adult of 4% of the households, 
taking into consideration the effect economy of scale was less than the official subsistence minimum of 
the respective quarter. The mentioned level of chronic poverty is not high, but still deserves attention and 
requires a detailed review of the poverty profile. 

The chronic poverty level is stable at 4% in the panels of the recent period, and in general the trend 
demonstrates a decrease. The reduction rate is especially strong in the panels of 2012-2014. In the obser-
vation period, the level of chronic poverty was highest in 2009-2011, when 10-11% of households were 
permanently below the poverty line. It could be said that this scale of chronic poverty is alarming. 

It is noteworthy that the number of households which, in the observation period, were not once below 
the poverty line increased substantially from 52% to 72%. This is a very important trend, since coming out 
of chronic poverty might mean a transition to transient poverty. That said, the sign of irreversible improve-
ment is the increase in the number of such households. 
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Chart #10: Distribution of panel households against the offi cial subsistence minimum by frequency of 
falling into poverty
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According to the data of the last panel, the level of chronic poverty in urban and rural areas differs by 
1 percentage point: in urban areas chronic poverty is at 3.6% and in rural 4.6%. 

In the observation period, the values of the chronic poverty level in urban and rural areas were in-
creasing, according to the panel data of 2009-2011, while in the 2011 panels it reached an alarmingly high 
level - 10-12%. In this period, the difference between the chronic poverty levels of urban and rural areas 
was 2-2.5 percentage points, which is relatively high. In the panels of 2012-2014, the chronic poverty level 
sharply reduced in both urban and rural areas. In this period, the chronic poverty level was in fact identical 
in urban and rural areas. 

After 2014, the chronic poverty level continued reducing in urban areas, however, the rate of reduc-
tion was not as sharp as in 2012-2013. In the same period, the chronic poverty level in rural areas remained 
at the same level. 

In the last two panels, in which the households interviewed in 2016 also participated, the chronic 
poverty level started to increase in urban areas and to decrease in rural. 

To summarize, according to the panel data of 2009-2016, the chronic poverty level for urban and rural 
areas is in fact parallel. Rural areas still maintain as a relatively high chronic poverty risk zone and this 
trend is maintained throughout the period. 

In contrast to ordinary poverty, the dynamics of chronic poverty from the point of view of urban and 
rural areas is relatively more changeable (see Chart #11). 

According to aggregated region, the chronic poverty level shows almost the same trend as the indica-
tors of ordinary poverty.

In Tbilisi, chronic poverty has been at the lowest, almost insignificant level - 1%, in recent years. In  ●
other equal conditions, a 1% incidence could be appropriated to statistical error, but when the inci-
dence refers to the event, repeated four times, then that 1% event should be taken into consideration. 
According to the data of two last panels, in Tbilisi, the chronic poverty level increased by 1 percent-
age point;
According to the last panels, in Adjara and Guria, the chronic poverty level is 3-4%, which is not low  ●
for chronic poverty indicators, but is also not so high. The highest level of chronic poverty in Adjara 
and Guria (11%) was registered in 2009-2011;
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Chart #11: Chronic poverty level by urban/rural area
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In Samgrelo, Imereti, Racha and Svaneti, the chronic poverty level is 2-3%, which points to quite a  ●
low level of chronic poverty; however, previously in this area, the chronic poverty reached even 9%, 
which, according to the definition of chronic poverty, is quite a high indicator;
In Qvemo Qartli and Samtskhe-Javakheti, the chronic poverty level is 4%, which is not so high.  ●
However, in this area, chronic poverty was once 14-15%, which is quite a high indicator; 
In Kakheti, Shida Qartli and Mtskheta-Mtianeti, the chronic poverty indicator is the highest at 9-10%,  ●
which, according to the definition of chronic poverty, could be considered as alarmingly high. Note 
that since the sharp decrease of 2013-2014, this indicator has not been decreasing. Despite a dra-
matically high level of chronic poverty in 2009-2011 (16-17%), reduction resources are not fully 
exhausted and there is a need for effective measures (see Chart #12). 
According to the last panel data, the poverty index calculated by the frequency of being below the 

poverty line stands at 0.576 by recalculation on a 4-point scale. In 2009-2016, the poverty index manifests 
substantial improvement. However, according to the last panel data, the condition is stable, or the reduc-
tion trend is terminated. Naturally, there is low probability that this indicator will ever have zero value, but 
the linear trend developed according to the last panels still deserves attention (see Chart #13).
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Chart #12: Chronic poverty level by aggregated regions

6%
8%

8% 9% 9% 9% 8% 9%
7% 6% 5% 4% 5% 4% 3% 2% 1% 1% 1% 1% 1% 1% 1% 1% 2% 2%

11%10% 8% 7% 9% 10% 11% 11%

9% 7%
5%

5%
5% 5%

5% 5%
3% 3% 3% 3% 3% 3% 4% 4%

4% 3%

6%
7% 8% 9%

9% 9% 9% 8%

8%
8%

7%
6% 4%

4%
3% 4%

3% 3% 3% 3% 3% 3% 3% 2%
3%

2%

6%

9%
10%

11%

12% 13%
14% 14%

15%

11%

10%

9%
6%

6%
5% 7%

7% 6% 6% 6% 5% 5% 4% 4%
4%

4%

18%

17% 17%
16%

17%
17%

17%
16%

14%

11%

10%

9%

9%
8%

6%
5%

7% 8% 8% 9%
7% 9% 9% 10%

9%10%

0.0%

10.0%

20.0%

30.0%

40.0%

50.0%

60.0%

70.0%

Tbilisi Adjara, Guria Samegrelo, Imereti, Racha, Svaneti Kvemo Kartli, Samtskhe-Javakheti Shida Kartli, Mtskheta-Mtianeti, Kakheti

Source: The database of the Integrated Household Survey, processed by the group of authors.

 Chart #13: The Poverty Index
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Based on the analyses of the panel data series, the following general conclusions can be made in re-
gard to estimating chronic poverty: 

According to the data of the last panels, the chronic poverty level is stable at 4%;  ●
The chronic poverty level is substantially reduced compared with 2009-2011, when this indicator  ●
was 10-11%, which, according to the definition of chronic poverty, is too high. It is important to note 
that, according to the panel data of 2014-2016, the chronic poverty level is unchanged; 
The chronic poverty level is higher in rural areas compared to urban, however, this difference is not  ●
as substantial as the indicators of ordinary poverty. The trends of chronic poverty of 2009-2016 are 
parallel for both urban and rural areas; 
The chronic poverty level is especially high in Kakheti, Shida Qartli and Mtskheta-Mtianeti. Although  ●
this indicator is not as high as it was in 2009-2016, the existing 9-10% level is still alarming. 
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4. Incomes in Georgia

4.1. Time Series
As mentioned in the foreword, for analyses of the structure of the income of households, we view 

three types of incomes: 
Total resources (total cash and non-cash resources): in 2016 this indicator was per capita on average 

329 GEL, total income-297 GEL per capita, and cash income - 267 GEL. In 2009-2016, the three data 
demonstrated a clear trend of increase. 

The trend of the mentioned change is, in fact, linear: for all three data, R2≈0.98.The trends of change 
of cash income and total income are almost parallel, which means that non-cash income is almost un-
changed and is constant in the incomes of households. 

The dynamic of total resources shows a rate of increase which exceeds the rate of increase of total 
income and cash income, which means that borrowing money, use of savings and income gained by sell-
ing property, which is the only marker of total income and total inflowing resources, is distinguished by 
increasing value in the structure of household income. Note, the main constituent of this component is 
borrowing money. Selling property and use of savings are relatively modestly represented. 

This trend points to interesting circumstances whereby the rate of increase of loans and financial li-
abilities is obviously ahead of the increase of real, disposable household income. It is difficult to say to 
what extent is this trend is “promising” in the context of social - economic development; but the fact is 
that households are trying to solve their problems in this way. This issue requires more detailed study. The 
social result of such trends is a 300 thousand - strong credit “black list,” which obviously highlights the 
hard social consequences of this situation -  statistically expressed very simply in the mismatch of trends. 
Unfortunately, in-depth analyses of this problem are not possible in the present report.

The real income indicator is much weaker than the nominal, but still demonstrates a clear increasing 
trend. Total inflowing resources, calculated in the prices of 1996, were about 112 GEL per capita, total 
income - 99 GEL per capita, and cash income - 90. The rate of real income increase is about 3-3.5 times 
lower compared to the nominal, which is natural. The fact that real income shows a linear increase is 
doubtfully positive. Total real resources and total income increased 1.5 times compared with 2009, and 
cash income by 1.7. 

Chart #14: Dynamics of average income per capita, GEL per month
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Likewise, the trends for quarterly incomes, with just the time series being more detailed, sees the 
number of observations higher and a visible impact from seasonality.

Chart #15: Quarterly dynamics of income per capita, GEL per month
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As the data of 2009-2016 demonstrate, the share of addressed social assistance in the nominal dimen-
sion is quite modest in total income. Of the average income, 293 GEL per capita, just 5 GEL is addressed 
to social assistance (1.7%). However, it ensures almost a 4% reduction in the panel poverty level, which 
has a big impact. 

Total income and income without addressed social assistance show a parallel trend. This means that, 
nominally, the income from this source is unchangeable, but if we take into consideration its increasing 
effect on the poverty level, the only justified conclusion is that there has been more precise addressing of 
social assistance in recent years.

In pensions, the trend of increase of total income is stronger than the increasing trend of total income 
without pension, which means that total income is increasing more slowly relatively for the population 
than pension, and that the role of pension is ever-increasing. Besides the nominal increase in pension, we 
might deal with one more important circumstance related to the significant fact of an aging population and 
increase in the weight of the population of pension age (see Chart #16).

The per capita nominal income in urban areas is normally higher than in rural areas. In urban areas, 
the total nominal income per capita was 331 GEL, while in rural areas 237 GEL. Thus, in urban areas 
per capita, total income exceeds by 30% the similar indicator in rural areas. Obviously, the difference is 
substantial. 

The trends developed in 2009-2016 are significant, indicating that in urban areas, the rate of increase 
of nominal income 1.4 times exceeded the rate of increase of income in rural areas. This means that social 
differences are to worsen unless effective measures are implemented. The most important reason for this 
conclusion is the linear nature of these trends. As in urban so in rural areas, we observe the linear trend: 
R2≈0.98, which in other equal conditions means irreversibility of the mentioned process. The increase of 
income in both urban and rural areas is undoubtedly a positive trend, but it is also noteworthy that the rate 
of increase of income in rural areas is much lower than in urban (see Chart #17). 
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Chart #16: Annual dynamics of average total income per capita without public social payments,
GEL per month
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Chart #17: Annual dynamics of nominal total income per capita by urban/rural area, GEL per month
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The dynamics of per capita income are different by aggregated region. Both incomes and trends of 
change are different: 

The level of income, by region, is highest in Tbilisi: according to the data of 2016, 379 GEL per  ●
capita per month. Compared with 2009, this indicator is almost double and the rate of increase is 
linear and irreversible; 
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In Adjara and Guria, the total income per capita was about 271 GEL. The dynamics of the indicators  ●
show an increase; however, the rate of increase is low compared to Tbilisi; 
In Samegrelo, Imereti, Racha and Svaneti, according to the conditions of 2016, the per capita income  ●
was 298 GEL. In 2009-2016, this indicator was distinguished by a sharp increase; 
In 2016, the total per capita income in Qvemo Qartli and Samtskhe-Javakheti was 225 GEL. The rate  ●
of increase of income here is substantially low compared with Tbilisi, while in 2016 it was slightly 
but still decreased compared with 2015; 
In Shida Qartli, Kakheti and Mtskheta-Mtianeti, in 2016 the nominal total per capita income was 251  ●
GEL. In 2009-2016, this saw an increasing trend, although the increase rate is substantially lower 
than in Tbilisi, Samegrelo, Imereti, Racha and Svaneti. 

Chart #18: Annual dynamics of nominal total income per capita by aggregated regions, GEL per month
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Based on the analyses of the time series, the following could be concluded regarding estimation of 
income: 

All three indicators - total income of households, calculated per capita, cash income per capita and  ●
total inflows per capita, including loans, are characterized by a clear increasing trend. The rate of 
increase of total inflowing resources somehow exceeds the rate of the increase of total income, which 
points to the increasing value of loans in disposable resources; 
Total income, recalculated without inflation or in comparable prices (1996), is 99 GEL per month;  ●
total inflowing resources are 112 GEL, and cash income is 90 GEL; 
Income, recalculated in comparable prices, demonstrates a weak but still obviously increasing  ●
trend; 
The rate of increasing income in rural areas is 1.4 times higher than in rural areas;  ●
The level of income is substantially different by region, and the trends also differ.  ●

4.2. Panel Estimations
Based on the panel data, the total income of one household calculated per month per capita according 

to the last panel, is 283 GEL. This data is not comparable with the data of 2016, since the panel database 
is split into 7 quarterly interviews. The last panel data covers 2016 and 2015 quarterly interview data. 
Thus, we shall view the panel data independently; it is not reasonable to compare them with the standard 
quarterly and annual time series. 
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Without addressed social assistance, total income calculated per capita is 278 GEL per month. As we 
see, the difference between having social assistance and not it, in the case of panel data, is also 5 GEL. 
As we mentioned during time series analyses, the impact of this small nominal amount on poverty level 
is quite high. 

Based on the panel data, nominal income according to quarterly as well as annual data demonstrates 
a clearly increasing trend. 

The rate of increase of total income, including pension, at 23% exceeds the rate of increase of total 
income. Panel data demonstrate the same as the ordinary time series, which means that this dependence 
exists objectively and the role of pension in the structure of income has increasing value. 

The trend of increase in total income is in fact linear: R2≈0.97, which is irreversible and is a sign of 
maximum approximation with the line. 

Chart #19: Panel dynamics of average nominal total income per capita, GEL
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According to the panel data, household income is increasing in both urban and rural areas. It is 
noteworthy that the difference between the increased rates is somehow different for time series and panel 
data. The increase rate of incomes by panel data is 1.5 times higher in urban areas that in rural, more than 
1.4 times the characteristic for the annual dynamics. This is not easy to explain. We can assume that the 
income of households stably residing in rural areas increased 1.5 times less than of those residing stably 
in urban areas, since the panel data covered households participating in all four quarterly interviews, or 
residing in one place and being less mobile (see Chart #20).

In general, the trend of increase of income per capita was registered in all aggregated regions. How-
ever, the volume and trends of income are different: 

In Tbilisi, the amount of income, calculated per capita and increase rate is the highest. According to  ●
the data of the last panel, in Tbilisi the income per month per capita was 368 GEL;
According to the same data, in Adjara and Guria the income was 264 GEL, and the rate of increase  ●
lower than of Tbilisi; 
According to the last panel data, in Samegrelo, Imereti, Racha and Svaneti, the level of income is  ●
lower than in Tbilisi at 281 GEL per month, and the rate of increase is behind that of Tbilisi; 
In Georgia, the lowest level of per capita income (211 GEL), is seen in Qvemo Qartli and Samtskhe- ●
Javakheti. This, in combination with other factors, is preconditioned by the larger households in 
these regions compared with other parts of Georgia. The rate of increase of income is too low in this 
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area and even a decrease is demonstrated by the data of the last panel; 
According to the data of the last panel, income calculated per capita is 238 GEL in Shida Qartli, 

Mtskheta-Mtianeti and Kakheti, higher than the indicators of Qvemo Qartli and Samtskhe-Javakheti, and 
one of the lowest by rate of increase (see Chart #21). 

Chart #20: Panel dynamics of nominal total income per capita by urban/rural area, GEL
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Chart #21: Panel dynamics of average nominal income per capita by aggregated regions, GEL
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In general, based on the data of panel dynamics of incomes, the following can be concluded: 
Nominal income shows an increasing trend according to the panel data;  ●
The rate of increase of total income, including pension, at 23% exceeds the rate of increase of total  ●
income excluding pension; 
The rate of increase of income is 1.5 times higher in urban areas than in rural, which is higher than  ●
1.4 times the difference, characteristic for annual dynamics; 
According to the panel data, income per capita is highest in Tbilisi and lowest in Qvemo Qartli and  ●
Samtskhe-Javakheti; 
The rate of increase of income is still highest in Tbilisi and lowest in Shida Qartli, Mtskheta-Mtianeti  ●
and Kakheti. 

4.3. Income Inequality
The decile coefficient for total income on average per household, was 27 in 2016; and for distribution 

on average per capita: 25. 
In other words, the total income per household in the 20th subgroup of 5% groups with the highest 

income, 27 times exceeded the same indicator of the 1st group with lowest income.
In groups with the highest income, the average per capita income 25 times exceeds the same indicator 

of the group with the lowest income. This means that the size of household is not a significant equalizing 
factor for distribution of incomes of this type.

The decile coefficient of income per household in 2009-2016 demonstrated a clearly decreasing trend. 
The decreasing trend is of a rather exponential nature; however, it could also be said that a linear trend also 
describes the dynamics. 

The decile coefficient of per capita income, in general, also demonstrates a reduction trend. The re-
duction rate is almost equal.

The mentioned trends are undoubtedly positive, since the decile coefficient, which is quite a good 
indicator of social polarization, is characterized by reduction. 

Chart #22: Decile coeffi cient per household and per capita for 5-percent groups of total income
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The absolute level of polarization of cash income distribution is much higher than the polarization 
of distribution of total income. On average, for distribution per household, the decile coefficient for 2016 
was 37, which substantially exceeds the value of coefficient of the distribution by the same feature-27. 
According to per capita distribution, the decile coefficient is equal to the decile coefficient of total income 
per capita (25).

The decile coefficients of distribution of income per household and per capita are not substantially 
different, as it was in the case of total income distribution. In other words, the size of household is not a 
key factor for the quality of polarization by cash income and total income.

The trend of distribution of cash income developed in 2009-2016 clearly demonstrates a reduction, 
that is rather exponential than linear, since the R² for exponential trend is 0.9055 and for linear 0.7793. 

Further, in 2009, the value of the decile coefficient for cash income per capita distribution was 190 
and 183 respectively, which exceeds the respective coefficients of total income distribution 51 and 25. 
This means that the quality of polarization by cash income was too high and has reduced significantly in 
recent years. 

Additionally, the comparison of the decile coefficients of income distribution demonstrates that non-
cash income, characteristic for self-employment, holds an important equalizing function. 

Chart #23: Decile coeffi cient per household and per capita for 5-percent groups of cash income
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The decile coefficient of distribution of total inflowing resources per household as well as per capita 
are nearly in the same area, which means that the size of a household is not a decisive factor for distribu-
tion. The decile coefficient of distribution of total inflowing resources per capita, as a rule, is lower than 
the decile coefficient of distribution per household, but the trends are obviously parallel. Polarization for 
total inflow is nearly the same as for total income. 

The change of decile coefficient for distribution of total inflowing resources shows an obvious reduc-
tion; however, like cash income, it is of a rather exponential nature than linear. 
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Chart #24: Decile coeffi cient per household and per capita for 5-percent groups of total infl owing resources
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In total, based on the data of decile coefficients, the following can be concluded: 
The size of a household is not a significant equalizing factor with regard to polarization of all ana- ●
lysed types of income; 
Polarization of cash income was much higher than that of total inflowing resources and total income;  ●
however, at present, the cash income polarization quality has the same rank as the distribution of total 
inflowing resources and total income; 
Decile coefficients demonstrate a clear trend of reduction in all three types of income, which of  ●
course is positive and means that the polarization quality has been reducing through recent years; 
Reduction is exponential rather than linear, or the rate of reduction became substantially slower in  ●
the last 2-3 years. 
According to 2016 data, the GINI index of total income per capita distribution was 0.3996, while the 

GINI index of cash income distribution was 0.4279. This difference means that non-cash income is a sig-
nificant equalizing factor. The GINI index of the distribution of total inflowing resources equals 0.4080, 
which is less than the inequality of cash income distribution, but exceeds the inequality of total income 
distribution. This means that loaning is a very important factor in the increase of inequality. 

As for the trends, the inequality of cash income of 2009-2016, as a rule, exceeds the inequality of total 
inflowing income and total income. The inequality of all three distributions demonstrates a trend of reduc-
tion. The reduction is mostly of an exponential nature with a relatively high rate for cash income data. 

According to the 2009-2016 data, public social payments, in particular pension and addressed social 
assistance, had a significant equalizing function. 

The GINI index without addressed social assistance for 2016 instead of 0.3996 would be 0.4131. The 
difference is quite serious. In the course of the research period, the impact of the addressed social assist-
ance on the GINI index is unchangeable and reduces inequality of income distribution by around 0.010-
0.015.

As for pension, its impact on inequality is stronger than that of addressed social assistance. The in-
creasing nature of this impact is even more significant. For example, where in 2009-2011 the GINI index 
without pension increased by 0.06-0.08, in 2015-2016 this difference is almost 0.09, which is substantial 
(see Chart #26).
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Chart #25: Annual dynamics of GINI index for average total income per capita
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It also noteworthy that the joint impact of both payments is even bigger, which means that pension 
and addressed social impact do not crosscut in terms of impact on inequality, but complete each other and 
have a kind of resonance effect. 

Chart #26: Panel dynamics of impact of public social payments on GINI index of distribution
of total income
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The indicator of inequality of income distribution per capita is normally lower in rural areas than in 
urban. Yet, as we saw from the dynamics of nominal income, as a rule, income in rural areas is substan-
tially lower than in urban. Thus, lower inequality in rural areas is caused not by poor people becoming 
wealthier, which would be nice, but by wealthy people becoming poorer, which is a significant obstacle 
for development. 

In 2009-2016, the dynamics of the GINI index in urban areas was clearly characterized by a trend of 
reduction, although in 2016 this trend changed, increasing in urban areas, a significant circumstance. 

As for inequality of income in rural areas, in the period of 2009-2016, three more or less homogenous 
sections were identified: 

2009-2011 - the GINI index increased;  ●
2012-2014 - the GINI index plummeted;  ●
2015-2016 - the GINI index renewed its increase. ●
Another important circumstance was seen in 2009-2016 when the GINI index was higher all over 

the country than in urban and rural areas. This could signify a decrease in homogeneity. The GINI index 
is an index and so it is not necessary for an inequality of distribution in the country to be in the middle of 
inequality of urban and rural areas, taken separately. 

Chart #27: Annual dynamics of GINI index of average per capita total income by urban/rural area
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Inequality of income distribution also varies according to region:
According to the data of 2016, in Tbilisi the GINI index of total income per capita distribution was  ●
0.3964. Inequality had slightly increased compared to 2015, but was substantially decreased com-
pared with 2009-2011. The indicator of income inequality was at its maximum in 2009 - 0.4576, 
which indicates quite a deep inequality; 
In 2016, the GINI index for per capita income was 0.4093 in Adjara and Guria. This indicator had- ●
significantly increased compared with 2015, but inequality had noticeably decreased compared with 
2009-2011. The income inequality indicator was at a maximum in 2011, 0.4832, which is quite 
high;
In Samegrelo, Imereti, Racha and Svaneti, the GINI index for total income per capita was 0.3674, the  ●
lowest indicator among the regions. Inequality was slightly increased compared with 2015, but was 
markedly reduced compared with 2009-2011. The indicator of income inequality was at a maximum 
in 2011 - 0.3950, which does not indicate too big an inequality, but is nonetheless higher than the 
indicator of 2016; 
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In 2016, the GINI index was 0.2754 in Qvemo Qartli and Samtskhe-Javakheti. Inequality signifi- ●
cantly reduced in this area compared with 2015. In the study period, the highest indicator of inequal-
ity was identified in 2010 - 0.4243, which is quite high; 
In Shida Qartli, Mtskheta-Mtianeti and Kakheti, the GINI index was 0.4013 in 2016, relatively re- ●
duced compared with 2015. The maximum of the study period was seen in 2010 - 0.4208, which is 
not much different from the level of 2016. 

Chart #28: Annual dynamics of GINI index of average per capita total income by aggregated regions
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For panel income, the dynamics of the GINI index are nearly the same as for the annual data, but 
within these are a number of circumstances worth highlighting: 

Of the reviewed three types of income, cash income is distinguished with the highest inequality, 1. 
characterized by a trend of reduction in the panels generated throughout the study period. Yet, during 
the last four panels, a sharp increase is noticeable; 
The GINI index, according to total inflowing resources per capita, as a rule is more unequally dis-2. 
tributed than total income per capita and more equally than cash income per capita. An exception 
was found in just three panels of 2012-2014, when inequality in the distribution of total income was 
nearly the same as inequality in the distribution of total income. A sharp increase in the GINI index 
in 2015-2016 also merits attention. 
Of the reviewed three types, the most equal is the distribution of total income per capita. The GINI 

index of this distribution demonstrated a decreasing trend throughout the study period, but, according to 
the data of the last three panels, the trend then rocketed. 
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Chart #29: Panel dynamics of GINI index of average per capita income
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In general, we can conclude the following:
The decile coefficients for total income per capita, total inflowing resources and cash income, were  ●
quite high in 2015-2016, but compared with previous years had reduced significantly. The decrease 
is especially substantial in the case of decile coefficients for cash income per capita, when the reduc-
tion is on rank level; 
Of the distribution of per capita income, most unequal is distribution of cash income. The distribu- ●
tion of total income is more equal, which means that non-cash income received from agricultural 
self-employment plays a significant equalizing role, despite the low productivity of agricultural self-
employment; 
Inequality of total inflowing resources per capita was relatively higher than total income distribution,  ●
due to low income families having less access to loans;
In 2016, the value of the GINI index increased compared with 2015, which deserves attention;  ●
In general, income inequality in Georgia is not low but it is also not so high. Any value in the GINI  ●
index higher than 0.5 is alarming, while the value - 0.6-0.7, like that of Latin America and Africa, 
would be disastrous. Georgia is far from such value, though not ever so far: at the end of the 1990s, 
the GINI index of the distribution of cash incomes was quite close to 0.6 in value.



39

5. Poverty and Inequality of Incomes

5.1. Time Series
Poverty level and income inequality are connected; however, this relationship is indirect for two main 

reasons:
Poverty is calculated according to consumption, while income does not yet mean consumption, 1. 
and;
The GINI index shows inequality of income distribution in total population and this income includes 2. 
the revenues of all households above and below the poverty line. 
In order to compare poverty and inequality, the series of indicators were compared to one another by 

linear regressive analyses, since this is easier to understand. 
Annual data of 2009-2016 demonstrate that poverty level and the GINI index are quite closely re-

lated. The B coefficient of linear regression is 3.7639 for the whole country, which means that a change 
in the GINI index of one unit is reflected 3.7639 times in the poverty level. In urban areas, this indicator 
stands at 2.7477, and in rural areas 4.2504, meaning that the impact of inequality is 1.5 times stronger in 
rural areas.

Linear regression quite precisely describes this relationship. The value of R² is 0.9487 throughout 
the country, while in urban areas it is 0.9283. In other words, linear regression describes the interrelations 
between these indicators by 95% and 93% respectively. The value of R² is different in rural areas: R² = 
0.8170, which is high, but substantially behind estimations of the country in total and in urban areas. In 
other words, income inequality in rural areas less precisely describes the poverty level. 

Chart #30: Interaction of GINI index of distribution of total income per capita and annual indicators of 
poverty level by urban/rural area
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According to extended regions, the interaction of the GINI index and poverty level indicators is dif-
ferent: 

In Tbilisi, the B coefficient of linear regression is 2.1038, which indicates a doubly weaker impact  ●
than a similar indicator for the country: the R² value of regression is 0.8624, which is quite high and 
means that linear regression quite precisely (86%) describes the interaction of these two indicators; 
In Adjara and Guria, the B coefficient of linear regression is 1.3658, which shows a three times  ●
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weaker impact than a similar indicator for the country. The value of regression R² is 0.7928, which is 
quite high and means that linear regression quite precisely (almost 80%) describes this relationship; 
In Samegrelo, Imereti, Racha and Svaneti, the B coefficient of linear regression is3.8697, which is  ●
similar to the impact on the country. The value of regression R² is 0.8018, which is quite high and 
means that linear regression quite accurately (almost 80%) describes this interaction; 
In Qvemo Qartli and Samtskhe-Javakheti B coefficient of linear regression stands at 2.7385, which is  ●
almost 30% weaker than the impact of the GINI index on a similar indicator at the country level. The 
value of regression R² is 0.5398, which is quite low and means that linear regression cannot describe 
this interaction with high precision;
In Shida Qartli, Kakheti and the Mtskheta-Mtianeti region, the B coefficient of linear regression is  ●
6.4704, which demonstrates a 1.7 times stronger impact than the similar indicator for the country. 
The value of regression R² is 0.4650, which is quite low and means that linear regression does not 
describe this interaction with high precision. 

Chart #31: Interaction of GINI index of distribution of total income per capita and annual indicators of 
poverty level by aggregated regions

y = 2.1038x - 0.7478
R² = 0.8624

y = 1.3658x - 0.3671
R² = 0.7928

y = 3.8697x - 1.2576
R² = 0.8018

y = 2.7385x - 0.8501
R² = 0.5398

y = 6.4704x - 2.3434
R² = 0.465

0.0%

5.0%

10.0%

15.0%

20.0%

25.0%

30.0%

35.0%

40.0%

45.0%

0.3000 0.3200 0.3400 0.3600 0.3800 0.4000 0.4200 0.4400 0.4600 0.4800 0.5000
Tbilisi Adjara, Guria Samegrelo, Imereti, Racha, Svaneti Kvemo Kartli, Samtskhe-Javakheti Shida Kartli, Mtskheta-Mtianeti, Kakheti

Source: The database of the Integrated Household Survey, processed by the group of authors.

For comparison of annual indicators, the time series covers just 8 observations, which is not enough 
to make conclusions from, due to scarcity of statistics. More reliable conclusions can be made by means 
of regressive analyses of the quarterly data, since the number of quarterly observations in the study period 
is 32, which enables much more precise conclusions to be made. 

The B coefficient of linear regression of the quarterly data of 2009-2016 is 3.3566 for the whole coun-
try, which means that a change in the GINI index by one unit is reflected 3.3566 times in the poverty level. 
In urban areas, this figure equals 2.4918, and in rural areas 2.5119. The impact of inequality on poverty in 
rural areas is nearly the same as in urban. Note that in the annual picture, the B coefficient of linear regres-
sion in rural areas substantially differed from those in the quarterly, where the indicator is lower. 

Linear regression more or less precisely describes this interaction. The value of R² is 0.7485 through-
out the country, while in urban areas it is 0.7623. In other words, linear regression describes the interaction 
between these indicators by 75% and 76% respectively. The value of R² is totaly different in rural areas, 
where R² = 0.3778, which is a very low value. In other words, inequality of income in fact does not de-
scribe the poverty level. 
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Chart #32: Interaction of GINI index of distribution of total income per capita and quarterly indicators of 
poverty level by urban/rural area
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According to aggregated regions, the interaction of the GINI index and quarterly indicators of poverty 
level are different: 

In Tbilisi, the B coefficient of linear regression is 1.7085, which describes a doubly weaker impact  ●
than a similar indicator for the country. The value of regression R² is 0.6012. This is not high and 
means that linear regression describes with low preciseness (60%) the interaction of these two indi-
cators;
In Adjara and Guria, the B coefficient of linear regression is 1.2388, which expresses a 3 times  ●
weaker impact than the total country indicator. The value of regression R² is 0.6014, meaning that 
linear regression describes this interaction with very low precision (60%). 
In Samegrelo, Imereti, Racha and Svaneti, the B coefficient of linear regression is 2.1563, which is  ●
almost 40% lower than the indicator for the whole country. The value of regression R² equals 0.30, 
and so linear regression most likely cannot describe this interaction; 
In Qvemo Qartli and Samtskhe-Javakheti, the B coefficient of linear regression is 2.1599, which  ●
describes an almost 40% weaker impact than the indicator for the whole country. The value of regres-
sion R² is 0.4046, meaning that linear regression describes this interaction with low precision; 
In Shida Qartli, Mtskheta-Mtianeti and Kakheti, the B coefficient of linear regression is 0.8330,  ●
which demonstrates a 5 times stronger impact than the indicator for the whole country. The value of 
regression R² is 0.0761, which in fact means that linear regression does not describe this interaction 
at all.
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Chart #33: Interaction of GINI index of distribution of total income per capita and quarterly indicators of 
poverty level by aggregated regions
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In general, the following can be concluded:
The GINI index and poverty level are closely connected;  ●
Estimations are relevant on a country level and in urban and rural areas. The connection of the GINI  ●
index and poverty level is not measurable for more disaggregated data; 
The impact of the inequality indicator on poverty is almost the same in urban and rural areas.  ●

5.2. Panel Estimations
Reliable conclusions can also be made by means of regressive analyses, since the number of panel 

observations was 26 in the study period. 
The B coefficient of the panel data of 2009-2016 is 4.9215 for the indicators of the whole country, 

which means that the change in the GINI index of one point is reflected 4.9215 times in the poverty level. 
Further, in urban areas, this indicator is 2.5315, and in rural 3.2367, which means that according to the 
panel data, the impact of inequality on poverty is stronger in rural areas than in urban (see Chart #34). 

Linear regression, with more or less precision, describes this interaction. The value of R² equals 
0.6904 in the whole country, and 0.7265 in urban areas. This means that linear regression describes the 
interaction between these indicators by 69% and 72%, respectively. The value of R² is totally different in 
rural areas at R²=0.4593, which is too low and means that the inequality of income in rural areas in fact 
does not describe the poverty level (see Chart #35). 
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Chart #34: Interaction of GINI index of distribution of total income per capita and panel indicators of 
poverty level by urban/rural area
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Chart #35: Interaction of GINI index of distribution of total income per capita and panel indicators of 
poverty level by aggregated regions
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According to aggregated regions, the interaction between the GINI index and the panel data of pov-
erty level is different (see the chart above): 

In Tbilisi, the B coefficient of linear regression is 2.0317, which reflects a doubly weaker impact than  ●
the same indicator for the whole country. The value of regression R²is 0.7458. This means that linear 
regression quite precisely (75%) describes the interaction of these two indicators; 
In Adjara and Guria, the B coefficient of linear regression is 1.1421, which shows a 3 times weaker  ●
impact than the same indicator for the whole country. The value of regression R² is 0.4875, which is 
very low and means that linear regression describes this interaction with very low (49%) precision; 
In Samegrelo, Imereti, Racha and Svaneti, the B coefficient of linear regression is 2.7247, which is  ●
almost 30% lower than the indicator for the whole country. The value of regression R² is 0.3798, 
which is very low and means that linear regression weakly describes this interaction; 
In Qvemo Qartli and Samtskhe-Javakheti, the B coefficient of linear regression is 3.2332, which  ●
indicates a 20% weaker impact than the indicator for the whole country. The value of regression R² 
is 0.7838; it is quite high and means that linear regression describes this interaction with quite high 
precision (78%); 
In Shida Qartli, Mtskheta-Mtianeti and Kakheti, the B coefficient of linear regression is 0.9084,  ●
which reflects a 5 times stronger impact than the indicator for the whole country. The value of re-
gression R² is 0.0483, which equals almost zero and means that linear regression does not reflect this 
interaction at all. 
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6. Interaction between Chronic Poverty and Income Inequality
One of the main subjects of the present report is the review of the interaction between income in-

equality and chronic poverty. This can be done only by comparing panel data. 
The B coefficient of linear regression of comparison of the GINI index and chronic poverty level, for 

the whole country, is 2.5730, which means that a change in the GINI index by one unit is reflected 2.5730 
times in the poverty level. This impact is almost doubly weaker than the impact of the GINI index on the 
panel data of the poverty level in general. The comparison is correct for panel estimations, since these are 
absolutely identical series. In urban areas, this indicator is 1.1631 and in rural areas 1.2022; meaning that 
in rural areas, the impact of inequality on chronic poverty is stronger than in urban areas. 

Linear regression more or less precisely describes this interaction. The value of R² throughout the 
country is 0.7456, and in urban areas 0.6838. This means that linear regression describes the interaction of 
income inequality and chronic poverty by 75% and 68%, respectively. The value of R² is totally different 
in rural areas at R²=0.2899, which is an extremely low value. In other words, income inequality in rural 
areas in fact does not describe the level of chronic poverty. 

Chart #36: Interaction of GINI index of distribution of total income per capita and chronic poverty level by 
urban/rural area
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The interaction of the GINI index and panel data of poverty level are different by aggregated region:
In Tbilisi, the B coefficient of linear regression is 0.9157, which reflects almost a 3 times weaker re- ●
gression than the indicator for the whole country. The value of regression R² is 0.6768. This is quite a 
high indicator and means that linear regression describes the interaction of these two indicators with 
high precision (68%); 
In Adjara and Guria, the B coefficient of linear regression is 0.4714, which is the indicator of a 5  ●
times weaker impact than that for the whole country. The value of regression R² is 0.3128, which is 
too low and means that linear regression cannot describe this interaction;
In Samegrelo, Imereti, Racha and Svaneti, the B coefficient of linear regression is 0.7875, which is  ●
almost 3 times lower than the indicator for the whole country. The value of regression R² is 0.1624. 
This is a very low indicator and means that linear regression can not describe this interaction; 
In Qvemo Qartli and Samtskhe-Javakheti, the B coefficient of linear regression is 1.1174, which  ●
reflects a doubly weaker impact than the indicator for the whole country. The value of regression R² 



46

is 0.5233, which is quite low and means that linear regression describes this interaction with quite 
low precision (52%); 
In Shida Qartli, Mtskheta-Mtianeti and Kakheti, the B coefficient of linear regression is 0.6704,  ●
which indicates a 5 times stronger impact than the same indicator for the whole country. The value of 
regression R² is 0.0676, which means that linear regression does not describe this interaction at all. 

Chart #37: Interaction of GINI index of distribution of total income per capita and chronic poverty level by 
aggregated regions
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In general, regarding the interaction of panel data, the GINI index and chronic poverty level indica-
tors could be understood in the following way: 

The GINI index and indicators of chronic poverty level have close interaction on a countrywide level  ●
as well as urban and rural areas; while this connection is weaker on a more detailed level;
In rural areas, the connection between the panel poverty level and chronic poverty level with the  ●
GINI index is weak and the latter in fact does not determine panel poverty and chronic poverty level 
in rural areas. 
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7. Factors
As mentioned above, factorial analysis of poverty first of all necessitates a comprehensive study of 

poverty. In the present report, we review the four strongest and most important factors, from an economic 
and social point of view, which have an impact on poverty; divided into two groups: 

Quantitative factors:
Addressed social assistance - its impact on poverty level is crucial, since the direct goal of social  ●
assistance of this type is poverty reduction. Thus, it is interesting how the project, “Addressed 
Social Assistance” deals with this difficult task; 
Pension - in context, it does not represent public social payment, but in fact in Georgia has more  ●
of a social meaning than economic. A civilized, accumulative pension system does not operate in 
the country. Thus, the pension also can be viewed as public social payment. 

For the purpose of estimating the poverty level, we reduced the total consumer expenditure of house-
holds to an amount equivalent to the pension and addressed social assistance received by the same house-
hold and, based on these estimations, calculated the poverty level. Thus, the assumption is that if, hy-
pothetically, the household does not have addressed social assistance or income from pension, its total 
consumption would be less in the same volume. 

This assumption could be supported by the circumstance that neither pension nor addressed social as-
sistance belong to the income source used for saving. The income received from this source is immediately 
converted into consumer expenditures of different types. Thus, such assumption is not unfounded. 

Qualitative factors:
Unemployment - in the present report, we are limited to empirical analyses of the impact of un- ●
employment on poverty, or to comparing the poverty level in households with and without at least 
one unemployed member, according to ILO criteria; 
Employment - here, we are limited only to simplified analyses of the impact of employment on  ●
poverty, or to comparing poverty level in households with or without at least one employed mem-
ber, according to ILO criteria. 

If there is no addressed social assistance, in 2016, the poverty level would be 17% instead of 14%. In 
other words, addressed social assistance reduces poverty by three percentage points, which means a pov-
erty reduction of almost 21%. Thus, it could be noted that addressed social assistance is quite an effective 
instrument against poverty.

Note that the dynamics of the relative impact of this source of income increased during the study 
period. Where, in 2009-2010, the poverty level without addressed social assistance was 6-10% higher 
compared with the existing one, in 2014-2015 the impact of this source reduced poverty level by 20-25%. 
In total, the relative impact of this source of income demonstrates an increase in the importance of this 
source in the reduction of the real level of poverty. Addressed social assistance reduces poverty stably 
by 2-3 percentage points and the weight of these 2-3 percentage points is irreversibly increased with the 
reduction of the real level of poverty. 

The pension is a more important source than addressed social assistance. In 2016, poverty would have 
been 34%, instead of 14% without pension. In 2016, the poverty level is 20 percentage points lower due 
to pension; this is a reduction of 2.5 times, which indicates to the crucial social importance of the pension 
(see Chart #38). 

In contrast to addressed social assistance, the impact of pension on the poverty level obviously in-
creases in both the absolute and the relative dimension. The increase in the relative dimension occurs for 
the same reason as in case of addressed social assistance, or the decrease of denominator increases relative 
impact. The absolute impact of the pension on the poverty level in 2009-2011 was 12-14%, while in 2014-
2016, 18-20%. Such a change in absolute impact can be explained by two reasons: 

Households become more and more dependent on pension, which is not a favorable trend, and; ●
The number of people depending on pension as an income source is relatively the same, but an in- ●
crease in the volume of pension increases its impact.
Proving any of these reasons requires separate detailed analyses and goes beyond the format of the 

present report. 
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Chart #38: Annual dynamics of the level of impact of public social payments on poverty
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Chart #39: Panel dynamics of the level of impact of public social payments on poverty
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According to the panel data, the impact of addressed social assistance is higher compared with the 
ordinary time series. Where, according to annual and quarterly data, without addressed social assistance 
the poverty level is higher by 2-3 percentage points than the existing poverty level, according to panel 
estimations, this difference is a stable 4 percentage points. This difference at first glance is not dramatic, 
but in the relative dimension it is substantial. 
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The impact of addressed social assistance on the poverty level increased by 4 percentage points in 
the last panels. In the panel data of 2009-2012, this difference was 2-3 percentage points as it was in the 
quarterly and annual estimation. This allows us to assume that the precision of targeting addressed social 
assistance increased during the last 4-5 years. 

As for the impact of pension on poverty, according to the data of the last panel of 2015-2016, in the 
absolute dimension, poverty without pension would be 35% instead of 14%. The difference is dramatic as 
much in absolute as in the relative dimension. It is also noteworthy that this difference has obviously been 
increasing for the panels since 2013 (see Chart #39).

In households where there is no unemployment according to ILO criterion, the poverty level is nor-
mally 1-2 percentage points lower than the average poverty level. In households where at least one mem-
ber is unemployed, according to ILO criteria, the poverty level is 4-5 percentage points higher than the 
average poverty level. The “negative” impact of unemployment is increasing. According to 2016 data, 
the poverty level in such families is 7 percentage points higher than average. In general, this trend can be 
viewed in a positive light as much as negative: 

We can view the increase of “negative” impacts on poverty in a positive context, as an additional  ●
factor stimulating employment. In other words, unemployment significantly increases the risk of a 
household falling into poverty, which motivates active job seeking and the prospective for depending 
only on social assistance is uncertain; 
The negative context is that the systemic changes necessary for the generation of jobs requires time,  ●
during which people unemployed according to ILO criterion will have to be in poverty. 
Study of the impact of unemployment on poverty necessitates taking into consideration underem-

ployment, hidden unemployment and structural unemployment, but for first observation we will be limited 
only to a dichotomic assessment of the unemployment factor. 

Chart #40: Impact of at least one unemployed household member, according to ILO criterion, on the 
poverty level
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In households where at least one member is employed according to ILO criterion, the poverty level 
is 2-3 percentage points lower than average. In the absolute dimension, this difference might not seem 
decisive, but, relatively, it is highly significant and its relative value increases with the reduction of total 
poverty level. Being employed, according to ILO criterion, covers all types of employment, including 
rural self-employment, the productivity of which is very low. In households where there is no employed 
member, the poverty level is higher than average by 10-11 percentage points. 
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The simplified impact of employment on the poverty level in the absolute dimension reduced to just 
6 percentage units in 2016, although in relative expression this is quite a large difference. According to 
comparison of the series, we can say that this has a systemic nature: the data of recent years indicate that in 
households where no member is employed according to ILO criterion, the poverty level is 6-7 percentage 
units higher than the average indicator for the country. The indicator of 2015, different by 11 percentage 
points, looks to have been extracted from this context. 

Of course, this does not mean that, based on this one detail, a final conclusion can be made regard-
ing the impact of employment on poverty; however, for illustration, even this fragment is enough for the 
format of the present study. 

Chart #41: Impact of at least one employed household member, according to ILO criterion,
on the poverty level
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It is important to study the impact of unemployment, even in simplified form, on chronic poverty. 
In households where no member is unemployed according to ILO criterion, the chronic poverty level 

is normally lower than the medium level of chronic poverty. According to the data of the last panels, this 
difference is 1 percentage point, but, relatively, this 1 percentage point is very important, due to the defini-
tion of chronic poverty. 

Despite the very low “positive” influence of unemployment in the absolute dimension, we should 
take into consideration that the ILO criterion are strict and the lack of an unemployed member, according 
to ILO criterion, in the household does not mean the presence of a member employed in a highly produc-
tive or high income field. 

As for the “negative” impact of unemployment on poverty, it is substantial: in the panels of 2009-
2011 the “negative” impact is 6-7 percentage points, which, compared with the basic 10-11 percent of 
chronic poverty, indicates to a very important “negative” impact. A sharp increase in the “negative” impact 
on unemployment in the last two panels is important, since it is 3 percentage points higher than the 4 per-
cent estimated level of chronic poverty. 
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Chart #42: Impact of at least one unemployed household member, according to ILO criterion, on the 
chronic poverty level
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Chart #43: Impact of at least one employed household member, according to ILO criterion, on the chronic 
poverty level
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The impact of employment, according to ILO criterion, has a much greater impact on chronic poverty. 
Among households with at least one employed member, the chronic poverty level is at least 1 percentage 
point lower according to the data of the last panels.
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According to the data of the 2009-2011 panels, the absolute difference was around 2 percentage 
points, but, relatively, this positive difference is low against the 10-11 percent of chronic poverty, than the 
absolute difference of 1 percentage point compared with the basic level of 4 percent of chronic poverty. 

As for the negative impact of employment, according to the data of the last panels, the chronic pov-
erty level of households without a member employed, according to ILO criterion, is 4-5 percentage points, 
or 2 times, higher than the average indicator of chronic poverty level.

Employment, according to ILO criterion, covers all kinds of activities, but it must be noted that the 
poverty line is not of a very high standard. Thus, low standard criterion employment has a substantial im-
pact on low standard chronic poverty level (see Chart #43).

Regarding estimation of the impact of the reviewed factors on the chronic poverty, the following can 
be concluded:

The presence of a member employed, according to ILO criterion, in the household, increases the  ●
household’s risk of being below poverty level by about 50%;
The availability of a member unemployed, according to ILO criterion, also substantially increases  ●
the household’s risk of being in chronic poverty. According to the data of the last panel, this risk is 
75% more than normal; 
The lack of members employed, according to ILO criterion, about doubly increases the household’s  ●
risk of being below the poverty line; 
The lack of members employed, according to ILO criterion, doubly or more increases the house- ●
hold’s risk of being in chronic poverty; 
Addressed social assistance reduces poverty level on average by 2-3 percentage points and with the  ●
poverty reduction the weight of this 2-3% increases gradually; 
Development of the poverty level indicator is greatly influenced by the pension: without it, the pov- ●
erty level would be 2.5 times higher; 
According to the panel data, the absolute impact of addressed social assistance on the poverty level  ●
substantially exceeds the absolute impact estimated by the time series. This means that the efficiency 
of this anti-poverty instrument is quite high; 
According to the panel data of the last 4 years, the absolute impact of addressed social assistance on  ●
the poverty level has increased substantially, which could be due to improved targeting. 
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8. Conclusions
In 2009-2016, the poverty level indicator demonstrated a sharp decreasing trend against the official 1. 
subsistence minimum. The rate of decrease was especially high in 2013-2014. The poverty level 
decrease rate was 1.3 times stronger in urban areas than in rural; 
The poverty level decrease rate is highest in Tbilisi, followed by Samegrelo, Imereti, Racha and 2. 
Svaneti regions. The decrease rate is lowest in Shida Qartli, Mtskheta-Mtianeti and Kakheti; 
According to recent panel data, the chronic poverty level in Georgia is stable at 4%, which is 6-7  3. 
percentage points less compared with the level of 2009-2011; 
The chronic poverty level is higher in rural areas than in urban; however, this difference is not as sub-4. 
stantial as in the case of aggregated poverty indicators. In 2009-2016, the trends of chronic poverty 
are parallel in urban and rural areas;
The chronic poverty level is especially high in Shida Qartli, Mtskheta-Mtianeti and Kakheti. Al-5. 
though this indicator is not as high as in 2009-2016, the existing 9-10% level is still alarming; 
The total per capita income of households, cash income and total cash flows, including loans, are 6. 
characterized by a sharp increasing trend; 
The increase rate of total inflowing resources relatively exceeds the rate of the increase of total in-7. 
come, which highlights the increasing importance of loans in disposable resources; 
Incomes calculated without inflation, or in comparative prices (in 1996 prices), are characterized by 8. 
a relatively weak, but still clear, trend of increase; 
The income increase rate is 1.4 times higher in urban areas than in rural. The income level is substan-9. 
tially different by region; the trends also vary; 
According to the panel data, the rate of increase of income is 1.5 times higher in urban than in rural 10. 
areas; 
Decile coefficients per capita for total income, total inflowing resources and cash incomes are quite 11. 
high in 2015-2016, but significantly decreased compared with previous years. The decrease is espe-
cially vivid in the case of decile coefficients of per capita for cash incomes, when the decrease is on 
a range level; 
The distribution of cash incomes is most unequal among per capita distribution of incomes. Total 12. 
income distribution is equal, which means that non-cash income from self-employment in agriculture 
has a significant equalizing role, despite the average low productivity of self-employment; 
The inequality of per capita distribution of total inflowing resources is relatively higher than per 13. 
capita distribution of total income, which is basically preconditioned by lack of access of low income 
families to loans; 
In total, the inequality of income distribution in Georgia is not low, but nor is it dramatically high: 14. 
the GINI index is no higher than 0.5;
According to the annual data of 2009-2016, the change in the GINI index by unit is 3.7639 fold re-15. 
flected in the poverty level. In urban areas, this indicator is2.7477, while in rural areas 4.2504; which 
means that the impact of inequality on poverty is 1.5 times stronger in rural areas; 
The GINI index of distribution of total income per capita and poverty level are quite closely inter-16. 
connected. The assessments are relevant on an urban-rural level throughout the country. A relation-
ship between the GINI index and the poverty level for more disaggregated data could not be meas-
ured. 
Based on the panel data of 2009-2016, the change in the GINI index by unit according to linear 17. 
regression is 4.9215 fold reflected in the poverty level. Further, in rural areas, this figure is 2.5315, 
while in rural areas 3.2367. However, inequality of income in rural areas in fact does not describe 
the poverty level; 
While comparing the GINI index and chronic poverty by linear regression, the change in the GINI 18. 
index by unit is 2.5730 fold reflected in the poverty level. In urban areas, this figure is 1.1631, and in 
rural areas 1.2022. In rural areas, inequality of income in fact does not describe the chronic poverty 
level; 
The number of household members unemployed, according to ILO criterion, increases the risk of 19. 
that household being below the poverty line by about 50%. According to the data of the last two pan-
els, in this case the risk of being in chronic poverty is 75% higher;
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The lack of household members employed, according to ILO criterion, almost doubles the risk of 20. 
that household being below the poverty line and increases doubly or more the risk of their being in 
chronic poverty;
Addressed social assistance decreases the poverty level by about 2-3 percentage points and the weight 21. 
of this 2-3 percent is ever-increasing; 
Pension has a great impact on the poverty level indicator, since without it the poverty level would be 22. 
2.5 times higher; 
According to the panel data, the absolute impact of addressed social assistance on the poverty level 23. 
is substantially higher that the absolute impact assessed by the ordinary time series, which highlights 
the high effectivity of this anti-poverty instrument; 
According to the panel data of the last 4 years, the absolute impact of addressed social assistance on 24. 
the poverty level has significantly increased, which could be the result of the accuracy of targeting. 
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9. Recommendations
Based on the present analyses, the recommendations can be grouped as follows: 
Methodological direction1. 

1.1. We recommend the methodology for calculating poverty indicators be published on the website of 
Geostat, otherwise the poverty indicators themselves raise many questions; 

1.2. It is essential to present the official indicators of the poverty level and inequality in more detail, 
say by geographic, demographic, social and economic character; 

1.3. It is expedient to maintain the Integrated Household Survey in an unchangeable format; in particu-
lar, to maintain the rotation scheme of sampling to ensure the development of annual, quarterly 
and panel databases. 

Research direction2. 
2.1. It is essential to develop a maximally detailed poverty profile, involving as many information ar-

rays as possible, in order to make an in-depth study of the poverty evolution on the micro, mezzo 
and macro levels; 

2.2. We recommend there be a study and diagnosis of the full spectrum of direct and indirect factors 
causing poverty and having an impact on it; based on which effective instruments to influence 
these factors can be determined; 

2.3. Multi-scenario modelling of the impact of elaborated instruments, and forecasting the potential 
impact of tactic measures is essential.

Institutional direction3. 
3.1. The major challenge of poverty allevation puts in the agenda the need for development of a re-

spective institutional framework, the main unit of which should be a coordination commission 
established under the auspices of the government, led by the Prime Minister; 

3.2. Within the composition of the coordination commission, members of the government and heads 
of governmental organizations (the ministers of labor, health and social affairs; economy and 
sustainable development; finances; regional and infrastructure development and executive direc-
tor of Geostat), should be included, as well as representatives of the academic sector and non-
governmental and international organizations working on social issues;

3.3. Taking into consideration the fact that improvement of public well-being should take place at resi-
dential addresses (in households themselves), we recommend the promotion of active participa-
tion from representatives of local authorities and analysts working in the regions in the operation 
of the commission; 

3.4. In parallel with the coordination commission, the establishment of a special parliamentary group 
for poverty reduction is recommended, which will ensure the monitoring of operation of the ex-
ecutive government in this respect and promotion of the legislative initiatives related to its opera-
tion;

3.5. Provision of the active participation of local initiative groups of citizens is essential, since there 
exist peculiarities characteristic to particular settlements, neighborhoods or cities which are un-
measurable though very effective. 

Practical direction4. 
4.1. The practical implementation of an elaborated strategy for poverty reduction is possible: we should 

not be limited by scenarios prepared on the macro level. The strategy should be disaggregated into 
short term tactical stages and each stage should then be divided into episodic measures; 

4.2. Such detailing should then ensure the implementation of a comprehensive monitoring and evalu-
ation system and the uninterrupted movement of information upwards and downwards, as an ef-
fective and transparent communication tool; 

4.3. The most important phase of the practical direction should be the collection and support of initia-
tives: the first step of improving any component of welfare may come from the top, but the qual-
ity of execution if carried out through unclear steps will most likely be low, or, in the worst-case 
scenario, will not happen at all for the sake of ineffective communication.
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Introduction
In 2014, eighteen years after signing the Partnership and Cooperation Agreement (PCA), Georgia and 
the European Union signed a second agreement: the EU-Georgia Association Agreement 
(AA, which replaced the PCA and established an association between the parties. As a 
result of this twenty-year-long integration process, Georgia was recognized as a state with 
European aspirations. With the Deep and Comprehensive Free Trade Area (DCFTA), the 
groundwork has been laid for a new and closer political and economic integration which 
offers a European prospect for the Georgian people, namely a dignified future as a member 
of the European family. In 2013, prior to the ratification of the AA, the EU offered Georgia 
a Visa Liberalization Action Plan. Both documents obliged Georgia to integrate and 
implement European standards in the fields of labour law and employment relationships. 
It should also be noted that labour law is not only an area subject to regulation by the 
Association Agreement and the other obligations currently on the agenda, but has also been 
a matter for discussion in numerous international documents and official talks on the road 
to European integration. Despite the fact that the labour field in Georgia for many years has 
been a subject for theoretical and practical research, the following aspects have not been 
studied even until today:  
•	 Description of the labour law requirements within the framework of the EU 

Integration Policy (PCA, ENP AP) and an assessment of their implementation; 
•	 Within the framework of the EU Integration Policy, an analysis of the history and 

the dynamic of the content of legislative amendments and an assessment of the 
approximation of legal activities;  

•	 Description and assessment of the administration and institutionalization process 
within the framework of the EU Integration Policy;  

•	 Analysis of how the Labour Code of Georgia complies with the European Social 
Charter;   

•	 Interpretation of goals and objectives of the provisions of the Association Agreement 
and based on them, a complex rethinking of a policy of activities and changes that are 
necessary to implement in the labour field;

•	 Description of activities to be carried out by the Government of Georgia within the 
VLAP;

•	 Comparative review how well Georgia’s labour legislation complies with directives 
envisaged by the Association Agreement, as well as a review of the current situation, 
where we are and what should be done in the future.    
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These are the most important issues to study in order to assess the current situation in the 
field of labour law in Georgia. By analysing them will provide a picture of how Georgian 
labour legislation approximates European standards in terms of the political, legal or 
practical contexts. It will make clearer the following: 

•	 If a publicly declared will regarding the European integration was/is in compliance with 
the process of legal approximation, if these two aspects were/are in compliance with 
each other; 

•	 The stage of the regulation policy of labour relations in regard to European standards;
•	 Obstacles that Georgia currently faces in the labour field.

This study highlights not only circumstances revealed as a result of the comparative method, 
but also the process of legal approximation and its dynamic in order to better understand 
policy, mechanisms, speed and quality of the approximation of the Georgian labour 
legislation with EU legislation.

To achieve the abovementioned goals and objectives, two independent surveys were 
conducted. The results are presented in this book in two parts:  
1. Legal regulatory policy of labour relations within the framework of the EU 

Integration.
2. Administration and institutionalization models of labour rights protection in Georgia 

and new practical approaches within the framework of the Visa Liberalization Action 
Plan (VLAP).

It must be noted that in 2012-2013, reform of the labour legislation had been one of priorities 
of the Government of Georgia. As a consequence, in 2013, amendments were proposed to 
the Labour Code, which promoted the implementation of European standards in Georgia’s 
normative space. In December 2015, the EU positively evaluated the activities implemented 
in the labour field within the VLAP. 

In the following, a summary and the main findings of both surveys are briefly presented. 
The study was conducted in Georgian language and published in the form of a book (168 
pages), which was handed over to representatives of the executive branch of the Government 
of Georgia (Ministers, Deputy Ministers), members of the Parliament, public servants, 
representatives of international and non-governmental organizations, Georgian Employers’ 
Association and representatives of Georgian Trade Union Cooperation and experts. 
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The following issues and sub-issues are discussed in the first study: 
1. Summary of regulatory policy concerning labour relations within the framework of 
the Association Agreement and the Association Agenda  
§	 Association Agreement 
§	 Association Agenda
§	 Annual National Action Plans for the Implementation of the Association Agreement 

and the Association Agenda 
2. EU Labour Law 
§	 Historical context and the dynamic of the engagement and the development of the 

social policy in the EU legislation
§	 Treaty on European Union (TEU) and Treaty on the Functioning of the European 

Union (TFEU) 
3. Dynamic of the development of the regulatory policy concerning labour relations – 
the road from the PCA to the AA
§	 General overview of the normative environment ensuring EU integration processes 

and the implementation of the legislative approximation  
§	 Dynamic of the assessment of undertakings that the labour legislation is facing and 

implementation of these undertakings 
4. Comparative review of some aspects of the Georgian Labour Code and the EU 
legislative acts (Directives) 
§	 Council Directive 91/533/EEC of 14 October 1991 on an employer’s obligation 

to inform employees on the conditions applicable to the contract or employment 
relationships

§	 Directive 2003/88/EC of the European Parliament and of the Council of 4 November 
2003 concerning certain aspects of the organisation of working time

§	 Council Directive 92/85/EEC of 19 October 1992 on the introduction of measures to 
encourage improvements in the safety and health at work of pregnant workers and 
workers who have recently given birth or are breastfeeding

§	 Council Directive 98/59/EC of 20 July 1998 on the approximation of the laws of the 
Member States related to collective redundancies

§	 Council Directive 2001/23/EC of 12 March 2001 on the approximation of the laws 
of the Member States relating to the safeguarding of employees’ rights in the event of 
transfers of undertakings, businesses or parts of undertakings or businesses

5. Reviewing the compliance of some aspects regulated by the Labour Code of Georgia 
with the European Social Charter 

Ø		 The Association Agreement1, the Association Agenda2 and the Annual National 
Plans:

Before the AA began to be implemented in the field of labour legislation, a) the 
goals and objectives of the AA must be studied and b) AA provisions must be interpreted. 
Provisions regulating the labour field are structurally placed under two different titles of the 
Association Agreement, namely the Trade and Social Policy:  

Legal Regulatory Policy of Labour  Relations 
within the Framework of the EU Integration  

I.

Ekaterine KARDAVA

1 Association Agreement between the European Union and the European Atomic Energy Community and their 
Member States, on the one part, and Georgia, of the other part, http://eur-lex.europa.eu/legal-content/EN/TXT/
PDF/?uri=OJ:L:2014:261:FULL&from=EN
2 Association Agenda between the European Union and Georgia, http://eeas.europa.eu/archives/delegations/georgia/
documents/eap_aa/associationagenda_2014_en.pdf
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1.         Chapter 13 of Title IV (DCFTA) – Trade and Sustainable Development In the 
part related to the DCFTA, the importance of interconnection between three segments: 
trade, decent work and environmental protection are highlighted. Pursuant to article 235, 
the Parties recognise that it is inappropriate to encourage trade or investment by lowering 
the levels of protection afforded in domestic environmental or labour law. By unifying this 
especially important trio, the Association Agreement is focused on the policy of sustainable 
development as a part of a global approach.  
2.         Chapter 14 of Title VI – Employment, Social Policy and Equal Opportunities. 
According to Chapter 14, the Parties must strengthen their dialogue and cooperation to 
promote the Decent Work Agenda, employment policy, health and safety at work, social dialogue, 
social protection, social inclusion, gender equality and anti-discrimination, and corporate social 
responsibility and thereby contribute to the promotion of more and better jobs, poverty reduction, 
enhanced social cohesion, sustainable development and improved quality of life.

Specific mechanisms contributing to the goals mentioned above are presented in the 
form of EU legislative acts in the Annex XXX to the Association Agreement, which itself is 
divided into three parts:   
a) Labour law (8 directives. Implementation period - 4-6 years) 
b) Anti-discrimination and gender equality (6 directives. Implementation period - 3-4 years) 
c) Health and Safety at Work. (26 directives. Implementation period - 5-9 years) 
Provisions of the directives of the first and the second parts represent universal norms and are 
related to all forms of labour relations. The directives of the third part regulate relationships 
characteristic of a specific field and technical standards to be applied for these relationships. 

To gradually implement the Association Agreement, the Association Agenda for 
2014-2016 was approved. In this document, the labour field is discussed in three main 
policy areas: 
1.          In the part of the trade union rights and core labour standards (2.1) in the Political 
Dialogue and Reform block it is mentioned that amendments to the Labour Code adopted by 
the Parliament of Georgia in June 2013 shall be implemented in line with ILO standards. The 
new law should be strengthened with new institutions and procedures for resolving disputes 
and developing a negotiation culture, which involves creating a mediation centre. Focus 
should be on improving safety in the working environment. An effective social dialogue 
must be established, including through systematically convening the Tripartite Commission.
2.       In the part related to the trade and trade-related matters (2.4) in the Trade and 
Sustainable Development block, it is mentioned that the Parties will engage in a dialogue 
on the issues covered by the Chapter on Trade and Sustainable Development of the envisaged 
Association Agreement, in particular by exchanging information on the implementation 
of the Labour Code, as well as implementation of commitments related to sustainable 
development;
3.        In the part related to employment, social policy and equal opportunities (which is 
included in the block related to other fields of cooperation – 2.6) it is mentioned that the 
Parties will cooperate in order to prepare for the implementation of the EU laws in the areas, 
such as health and safety at work place, labour law and working conditions, gender equality 
and antidiscrimination; the establishment of an effective labour inspection system; building 
capacity of social partners; and the development of a strategic approach to the employment.  
In order to effectively fulfil undertakings defined by the Association Agreement and 
the Association Agenda, the Government of Georgia adopts the National Action Plan 
on an annual basis. 
The 2014 National Action Plan3 For the purpose of the implementation of the objectives 
set forth in Article 348, Chapter 14, Title VI of the AA, the following obligations were set: 

3 Approved by the Decree №1516 of the Government of Georgia of 3 September 2014, the National Action Plan for the 
Implementation of the Association Agreement between the European Union and the European Atomic Energy Community and 
their Member States, of the one part, and Georgia, of the other part and Association Agenda Between the European Union and 
Georgia,  http://www.eu-nato.gov.ge/sites/default/files/AA%20Action%20Plan-2014-Final-ENG_0.pdf
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Drafting the bills on Employment, bill on Labour Protection and Hygiene and bill on Labour 
Migration on the basis of the EU legislative acts (directives) stated in Annex XXX.
The 2015 National Action Plan4 defined the adoption/implementation of the Labour Market 
Information System (LMIS) concept, drafting of the bill on Occupational Health and Safety, 
and the adoption of the action plan on the National Strategy of the Labour Market.
The 2016 National Action Plan5envisaged the following: Revision/discussion of the 
format of the Tripartite Social Partnership Commission together with social partners and the 
implementation of relevant legislative amendments; discussion of the issue of compulsory 
endorsement of the number of ILO Conventions; drafting the bill on occupational health 
and safety together with interested parties and submitting it to parliament for adoption; 
gradual revision of the national legislation in accordance with the directives listed in 
Annex XXX of the Association Agreement on Health and Safety at a Workplace within 
the defined timeframe (preparing draft laws by reflecting requirements of six directives); 
monitoring the implementation of the ILO conventions ratified by Georgia, including the 
assessment of the provisions of the Organic Law of Georgia the Labour Code of Georgia; 
drafting recommendations and, if necessary, preparing a package of relevant amendments. 
The development and approval of the concept of an active labour market policy on the 
basis of EU policy; adoption of state programmes for, inter alia, Labour Market Analysis, 
Introduction and the Development of the Information System. 

The term of activities set for 2016 has not expired yet, however, the following can be said 
regarding undertakings defined by the 2014-2015 National Action Plans: 

- In 2014, the bill on Labour Migration was drafted. In April 2015, it was adopted by 
the Parliament of Georgia. 

- In 2014, the law on the Employment was not adopted. This undertaking was not 
reflected in the National Action Plan of the following year. 

- From the 2014 undertakings, the draft law on Occupation safety and Hygiene had not 
been submitted for the consideration.

- Within the framework of the 2015 undertakings, the state programmes on (1) Labour 
Market Analysis and the Introduction and the Development of the Information 
System and (2) the Assistance to the Employment were introduced. 

- The 2015 undertaking on drafting a bill on Occupation Safety and Health was not 
fulfilled. This undertaking was included in the 2016 National Action Plan. 

- In 2016, the Labour Market Active Policy Strategy and its Implementation Action 
Plan for 2016-2018, the State Program for the development of the Labour Market 
Analysis and Information System, the State Programme for Labour Conditions 
Inspection 2016 and other documents were adopted.

Based on few examples provided above, it is clear that in some cases, the undertakings 
are met, while in some cases they are not. In addition, in some cases, the plans are not 
implemented within the set term. The assessment of the abovementioned components 
in a dynamic allows us to make a logical and reasonable conclusion: There is a 
fragmented approach with regard to the labour regulation policy. Complex and systemic 
comprehension is necessary. Goals, objectives and specific obligation of the Association 
Agreement, the notion and the methods of the gradual and dynamic approximation, an 

4 Approved by the Decree №59 of the Government of Georgia pf 26 January 2015, the 2015 National Action Plan for the 
Implementation of the Association Agreement between Georgia, on the one part, and the European Union and the European 
Atomic Energy Community and their Member States, on the other part and the Association Agenda between Georgia and the 
European Union, http://www.eu-nato.gov.ge/en/eu/association-agreement
5 Approved by the Decree №382 of the Government of Georgia of 7 March 2016, the 2016 National Action Plan for the 
Implementation of the Association Agreement between Georgia, on the one part, and the European Union and the European 
Atomic Energy Community and their Member States, on the other part, and the Association Agenda between Georgia and the 
European Union,  http://www.eu-nato.gov.ge/sites/default/files/AA%20NAP%202016%20ENG.pdf
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interaction between the activities/events set in the Annual Action Plans, the Association 
Agreement and the Association Agenda shall be thoroughly and properly analysed. It is 
necessary to apply a strategic-conceptual approach and tactics of the scheduled, gradual 
and dynamic approximation, also to conduct an overview of the tools and the mechanisms 
of the administration and the institutionalism within the framework of financial resources 
of the State and a preliminary analysis of the outcomes as a result of the influence on the 
market. As a result, the approximation policy will be effective, continuous, uninterrupted 
and fruitful.

Ø		The dynamic of the development of the labour relation regulation policy – the 
road from the PCA6 to the AA:

The Association Agreement is a legally binding act. In the framework of the 
abovementioned agreement, Georgia is positively “forced” to regulate labour relations. It 
must be noted that the approximation of Georgian legislation with EU legislation and the 
integration of the provisions of the ILO conventions into Georgian legislation is not only 
today’s agenda. The first foundation of the legal cooperation between Georgia and the 
EU was established by the Partnership and Cooperation Agreement (PCA), which, similar 
to the Association Agreement, considered both trade-economic and social aspects in the 
framework of the parallel and dynamic development. It is underlined that reforms that need 
to be implemented in regard to the social cooperation should be aimed at the development 
of safety standards, which is characteristic of a market economy and includes all areas of 
social protection. 

The implementation of PCA required the introduction of domestic legal instruments 
and the formation of an adequate normative environment. For this purpose, the country 
started to adopt normative acts that would ensure the development of EU integration 
processes and the legal approximation policy: The adoption of the Resolution by the 
Parliament of Georgia on Harmonisation of the Georgian legislation with the EU Laws 
was essential and first in this respect. Pursuant to this resolution, “all laws and normative 
acts adopted by the Parliament since 01 September 1998 shall be in compliance with the 
standards and the rules established by the European Union.” In 2000, the President of 
Georgia issued the Decree on the Promotion of the Implementation of the Partnership and 
Cooperation Agreement between Georgia and the EU and the Decree on the Strategy of 
the Harmonisation of the Georgian Legislation with the EU Laws. Pursuant to this decree, 
“Until 01 February 2001, relevant ministries and agencies shall prepare notes on the 
document prepared by the Georgian-European Policy and Legal Advice Centre (GEPLAC)7: 
Recommendations for the Strategy of the Harmonisation of the Georgian Legislation with 
the EU Laws and proposals regarding this strategy”. In 2001, the decree on the Strategy 
of the Harmonisation of the Georgian Legislation with the EU Laws was adopted. 
It approved the National Harmonization Strategy and instructed the Commission 
for the Promotion of the EU Partnership and Cooperation to draft the National Program 
for the Harmonization of the Georgian Legislation with the EU legislation. In 2004, the 
Decree on the Unified Action Plan for the Implementation of the National Program for the 
Harmonization of the Georgian Legislation with the EU Laws and the Elaboration of the 
New Agenda on the EU Cooperation was adopted. The document approved the National 
Harmonization Program – Guideline Principles for the action plan and it was decided to 
prepare the Unified Action Plan for the Implementation of the National Plan in cooperation 
with the GEPLAC. A separate chapter was dedicated to the field of the labour law, where 

6 Partnership and Cooperation Agreement between the European Communities and their member states, on the one part, and 
Georgia, on the other part of 22 April 1996, entered into force in 1999,
http://eeas.europa.eu/archives/delegations/georgia/documents/eu_georgia/eu_georgia_pca_en.pdf
7 The consultation centre established in Georgia within the framework of the GEPLAC is an assisting instrument of legislative 
and economic reforms. Since 1997, it has been consulting the Ministries of Georgia and other state bodies. It became one of the 
coordinating bodies that leads a harmonization process of the legislation. It also consults the State Commission. 
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the comparative review of the compliance of the Georgian labour legislation with the 
EU laws, as well as recommendations regarding necessary legislative amendments were 
presented. As a result, the National Harmonization Program included provisions of the 
directives, which had to be integrated in the Georgian legislation. It shall be highlighted 
that some of those directives currently are included in the Annex XXX of the Association 
Agreement. In 2004, Georgia became a beneficiary of the European Neighbourhood Policy, 
and in 2005, negotiations started on drafting the individual action plan necessary for actively 
including Georgia in the European Neighbourhood Policy. To this end, numerous normative 
acts were adopted. In 2006, the European Neighbourhood Policy Action Plan was 
prepared and from the same year, Georgia started its implementation. Since 2007, the EU 
Commission has been annually evaluating the ENP AP implementation by the country.  

The history of the formation and the establishment of the abovementioned normative 
environment demonstrates the will, which had to gradually resulted in the legal 
approximation process in the field of the labour law. The systematization of the normative 
acts adopted/approved with the purpose of the promotion of the EU integration processes 
is important for understanding the compliance and the correspondence of the development 
of the publicly declared foreign policy and the policy for pro-European regulation of the 
labour legislation.

For the time, when GEPLAC experts, in cooperation with the State Commission 
analyzed the existing legislation (Labour Code adopted in 1973), they in parallel studied the 
draft Labour Code, which had to replace the old law. The new Code had to take into account 
new realities of the labour market and labour relations, the current socio-economic situation 
and, at the same time, requirements of the EU laws and European standards. Of course, as 
a result of the analysis, recommendations were prepared that had to be reflected in the new 
Code. Despite the fact that the new law included many universally recognized principles in 
the labour field and implemented new institutions relevant to the modern labour market, it 
was still far from the standards set by the EU laws. It did not take into consideration results 
of the experts’ analysis, ignored the recommendations and somehow created a problem 
related to the pro-European regulation of labour relations.
The adoption of the new Labour Code coincides with the period when Georgia became 
the beneficiary of the European Neighbourhood Policy. On the basis of the PCA, 
recommendations regarding the labour field were included in the ENP AP too. The annual 
assessment report on the ENP AP implementation by Georgia and the current situation 
in the country drafted by the EU (EU Commission) described the existing situation and 
underlined the following problems according to the years:
2007: Georgia has opted for total liberalisation of employment and labour relationships 
in which the market is the single regulator. There is a predominance of the long-term 
unemployment. A lack of effective employment and labour market policies and disrupted 
social safety nets has exacerbated labour market distortions. The 2006 Labour Code, which 
was prepared without prior consultation with trade unions, is not in line with the International 
Labour Organisation (ILO) standards. Furthermore, the labour code contradicts both the EU 
standards and the European Social Charter ratified the country in July 2005. No progress can 
be reported with regard to the social dialogue.8

2008: As to labour legislation, labour rights and social dialogue, Georgia declared readiness 
for launching more intensive cooperation between social partners, but no concrete measure 
has been conducted. No amendment has been made to the Labour Code.9

8 Commission staff working document accompanying the communication from the Commission to the Council and the 
European Parliament ‘Implementation of the European Neighbourhood Policy in 2007 Progress Report Georgia, Brussels, 03 
April 2008, SEC (2008) 393, p.11,  <http://www.eeas.europa.eu/delegations/georgia/eu_georgia/political_relations/political_
framework/enp_georgia_news/index_en.htm>
9 Commission staff working document, ‘Implementation of the European Neighbourhood Policy in 2008, Communication from the 
Commission to the Council and the European Parliament interim Progress Report Georgia, Brussels, 23 April 2009,  p.15, 
<http://eeas.europa.eu/delegations/georgia/documents/eu_georgia/enp_progessreport2008_ka.pdf>
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2009: With regard to the employment, Georgia has no specific employment strategy in place 
and no employment agency. Following a joint statement issues by the International Labour 
Organisation (ILO) and Georgia in October 2008, a number of consultations were held 
during the reporting period between representatives of the Government, the trade unions and 
the Association of Employers. The aim of the consultations was to review the Labour Code 
provisions, which were not in line with the ILO Conventions on core labour standards. The 
social dialogue of October 2009 led to the issuing of a Decree institutionalising the tripartite 
National Social Dialogue Commission in November 2009.10

2010: Challenges remain with regard to Freedom of Association, labour rights, and 
employment. The ILO expresses its concern with regard to the implementation of the 
conventions. Georgia has no employment strategy. There is no employment agency as well. 
It is essential to amend the Labour Code and the Law on Trade Unions.11

2011: The issue of labour rights continues to be a serious concern, including the insufficient 
implementation of core ILO conventions. Whereas in 2011 the progress was made in the 
dialogue of Georgia with the ILO and certain recommendations, Georgia is still expected to 
address several of them, notably with regard to legislative amendments to the Law on Trade 
Unions and the Labour Code.12

2012: Labour rights have been identified as one of the principal challenges faced by the 
new Government. Previous reports noted an absence of the substantive social dialogue, and 
the perception that the authorities were obstructing activities of trade unions and putting 
pressure on trade union members. However, the new Government has made a commitment 
to bring labour legislation into line with international and European standards and to 
work closely with the ILO and other partners to this end. The ILO was closely involved 
in preparing revisions of the Labour Code, which is a significant positive development. 
The quality of social dialogue has also been enhanced; in December 2012, the Parliament 
adopted a law institutionalising the Tripartite Social Commission under the chairmanship of 
the Prime Minister.13

2013: A new Labour Code in line with the ILO standards was adopted. This had been 
a longstanding EU request, but its proper implementation remains problematic. All 
International Labour Organization (ILO) standards-related provisions were properly 
adopted, which means that the Labour Code is now complying with the ILO Conventions.14

2014: The institutional arrangements to protect labour rights remained unchanged. There 
is a broad consensus between the Government and the social partners about work safety 
inspections, but the creation of broader labour inspections (linked to the AA/DCFTA) 
remained a contentious issue.15

10 Commission staff working document accompanying the communication from the Commission to the European Parliament 
and the Council taking stock of the European Neighbourhood Policy (ENP) Implementation of the European Neighbourhood 
Policy in 2009, Progress Report Georgia Brussels, 12/05/2010 SEC(2010) 518, p. 10, 
http://www.eeas.europa.eu/delegations/georgia/documents/eu_georgia/progress%20report_en.pdf>
11 Commission staff working document on the implementation of the European Neighbourhood Policy in 2010, Progress Report Georgia, 
Commission, EU High Representative on Common Foreign and Security Policy, Brussels, 265. May, 2011, p.3, p. 12, 
<http://eeas.europa.eu/delegations/georgia/documents/eu_georgia/enp_progressreport_2010_ka.pdf>
12 Joint staff working document implementation of the European Neighbourhood policy in Georgia progress in 2011 
and recommendations for action accompanying the document joint communication to the European parliament, the 
Council, the European economic and social committee and the committee of the regions delivering on a new European 
Neighbourhood policy, Brussels, 15.5.2012 swd(2012) 114, p. 8-9, <http://eeas.europa.eu/delegations/georgia/documents/
news/enpprogressreport_2011_en.pdf>
13 Joint staff working document Implementation of the European Neighbourhood Policy in Georgia Progress in 2012 and 
recommendations for action Accompanying the document joint communication to the European Parliament, the Council, 
the European Economic and social committee and the committee of the regions, Brussels, 20.3.2013 SWD(2013) 90, p.7,
<http://eeas.europa.eu/enp/pdf/docs/2013_enp_pack/2013_progress_report_georgia_en.pdf>
14 Joint staff working document, implementation of the European Neighbourhood policy in Georgia progress in 2013 and 
recommendations for action accompanying the document joint communication to the European Parliament, the Council, the 
European economic and social committee and the committee of the regions, Brussels, 27.3.2014 SWD(2014) 72,  p.9, 13, 
http://eeas.europa.eu/enp/pdf/2014/country-reports/georgia_en.pdf
15 Joint staff working document Implementation of the European Neighbourhood Policy in Georgia Progress in 2014 and 
recommendations for actions Accompanying the document joint communication to the European Parliament, the Council, 
the European economic and social committee and the committee of the regions, Brussels, 25.3.2015 SWD(2015) 66, p. 8,  
<http://eeas.europa.eu/enp/pdf/2015/georgia-enp-report-2015_en.pdf>
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The assessments stated above suggest that within a certain time period, the labour 
legislation was in the stagnation condition. This suggests that in the field of the labour 
law, the dynamic and gradual legal approximation did not take place and the challenges 
faced by the country were not met from year to year in spite of the firm publicly declared 
will regarding the EU integration policy. 

With regard to the assessment of the labour legislation, a new stage started in 2012-
2013, when the amendments were proposed to the Labour Code of Georgia. The notes of the 
ENP AP assessment document that the Labour Code was approximated to the international 
standards coincide with exactly the same time period. However, the issue of the establishment 
of the institution, which will supervise the execution of the Law, is still a problem.  
Ø	Comparative review of some aspects of the Georgian Labour Code and the EU 

legislative acts (Directives) 
As the labour field represents one of the priorities of the Association Agreement and 

the EU integration processes, it is necessary to compare Georgia’s Labour Code with EU 
laws. The survey discusses several directives and their compliance with the provisions of the 
Labour Code. The comparative review covers the current situation regarding the regulation 
of labour relationships in Georgia and highlights some issues that require legislative 
amendments.     

§	COUNCIL DIRECTIVE 98/59/EC of 20 July 1998 on the approximation of the laws 
of the Member States relating to collective redundancies16

The deadline for the implementation and the integration of the Directive in the Georgian 
legislation is five years (2019). As labour relations are a part of not only social policy, but also 
criteria for the development of the economic policy, the Directive highlights the importance 
of the maximum effort for the protection of employees in case of collective redundancies 
while taking into account the need for a balanced economic and social development.17

For the purposes of this Directive, collective redundancies mean dismissals effected by an 
employer for one or more reasons not related to the individual workers concerned where, 
according to the choice of the Member States, the number of redundancies is:
(i) either, over a period of 30 days:
— at least 10 in establishments normally employing more than 20 and less than 100 workers,
— at least 10% of the number of workers in establishments normally employing at least 100 
but less than 300 workers,
— at least 30 in establishments normally employing 300 workers or more,
(ii) or, over a period of 90 days, at least 20, whatever the number of workers normally 
employed in the establishments in question.

Pursuant to the Directive, information and consultation play an important role. 
Therefore, when the employer decides to carry out collective redundancies, s/he shall start 
consultations with the representatives of the employees within a reasonable term with the 
purpose of achieving agreement. These consultations shall, at least, cover ways and means 
of avoiding collective redundancies or reducing the number of workers affected, and of 
mitigating the consequences by recourse to accompanying social measures aimed, inter alia, 
at aid for redeploying or retraining workers made redundant.18

In order to allow the representatives of the employees to work out constructive 
proposals, the employers shall in good time during the course of the consultations:
(a) supply them with all relevant information and
(b) in any event notify them in writing of:

16 http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1465201380616&uri=CELEX:01998L0059-20151009
17 ibid, Preamble 2.
18 Ibid, Article 2.2.
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(i)  the reasons for the projected redundancies;
(ii)  the number and categories of workers to be made redundant;
(iii) the number and categories of workers normally employed;
(iv) the period over which the projected redundancies are to be effected;
(v) the criteria proposed for the selection of the workers to be made redundant in so far 

as national legislation and/or practice confers the power therefor upon the employer;
(vi)  the method for calculating any redundancy payments other than those arising out of 

national legislation and/or practice.19

As for the Labour Code of Georgia and its regulating norms, it does not include the notion 
of collective redundancies, however, the Code regulates cases of massive layoffs:20

1. Massive layoffs should be considered cases when at least 100 employees’ labour 
agreements are terminated;

2. The ground for Massive layoffs could be economic circumstances, technological, or 
organisational changes requiring downsizing;

3. In case of Massive layoffs, labour agreements are terminated within 15 calendar days;
4. Employers shall be obliged to notify in writing the Ministry of Labour, Health, 

and Social Affairs of Georgia and the employees whose labour agreements are 
terminated, at least 45 calendar days before the massive layoffs.
Except the abovementioned note, the regulating framework for collective redundancies 

is not presented in the Georgian legislative space. Undoubtedly, it is not enough and is far 
from the standards set by the Directive. The abovementioned is problematic in regard to 
employees’ protection and does not meet the principles of a decent and safe employment. 
Moreover, such an approach does not envisage the concept of a balanced economic and 
social policy. 
§			Council Directive 91/533/EEC of 14 October 1991 on an employer’s obligation to 
inform employees of the conditions applicable to the contract or employment relationships21

The term of the implementation of the directive is 4 years upon entry into force of the 
Agreement (i.e. 2018)22. Its goal is to establish relevant legislative flexibility as a response to 
new job forms and new employment relations types and new realities on the labour market, 
for the purpose of protecting the employees. In particular, it concerns an obligation to notify 
an employee regarding terms and conditions of the agreement in writing not later than two 
months after the commencement of the employment. The Directive clearly defines which 
employment relationships it covers and which not. In addition, it also clarifies cases of the 
modification of employment relationships/agreements and a list of the essential aspects of 
the contracts and employment relationships23. 

19 Ibid Article 2.3.
20 Article 381, Labour Code of Georgia, consolidated version, https://www.matsne.gov.ge/en/document/view/1155567
21 http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1474526910812&uri=CELEX:31991L0533
22 the entrance into force of the temporary use of the Association Agreement was defined and the list of the chapters and annexes that 
came into force was made; it is to be mentioned that the Annex XXX was covered by this framework and the term identified for each 
Directive shall be counted from 1 September 2014, while the agreement shall full come into force on 01 July 2016.
23 Article 2.2.
An employer shall be obliged to notify an employee to whom this Directive applies, of the essential aspects of the contract or 
employment relations
(a) the identities of the parties;
(b) the place of work; where there is no fixed or main place of work, the principle that the employee is employed at various places 
and the registered place of business or, where appropriate, the domicile of the employer;
(c) (i) the title, grade, nature or category of the work for which the employee is employed; or
(ii) a brief specification or description of the work;
(d) the date of commencement of the contract or employment relations;
(e) in the case of a temporary contract or employment relations, the expected duration thereof;
(f) the amount of paid leave to which the employee is entitled or, where this cannot be indicated when the information is given, the 
procedures for allocating and determining such leave;
(g) the length of the periods of notice to be observed by the employer and the employee should their contract or employment 
relations be terminated or, where this cannot be indicated when the information is given, the method for determining such periods 
of notice;
(h) the initial basic amount, the other component elements and the frequency of payment of the remuneration to which the employee 
is entitled;
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Despite the fact that the amendments proposed to Labour Code in 2013 mostly regulated 
issues related to the form24 and essential conditions of the employment contract,25  approaches, 
standards and numerous aspects defined by the Directive are not reflected in the Labour Code. 
For instance, the employer is not obliged to notify the employee in writing regarding essential 
aspects of the agreement within two months of the commencement of work.
§	 	 DIRECTIVE 2003/88/EC OF THE EUROPEAN PARLIAMENT AND OF THE 
COUNCIL of 4 November 2003 concerning certain aspects of the organisation of working 
time26

The Directive is to be implemented within a term of six years (2020). Its goal is to regulate 
issues related to working time that set a minimum standard for health and safety. The Directive 
regulates the following issues: a minimum rest period during a day and a week, annual leave, 
breaks, the maximum weekly working time, the length of night work and shift work. 
Rest and Break:
Pursuant to the Directive, the member States shall take measures necessary to ensure that 
every worker is entitled to a minimum daily rest period of 11 consecutive hours per 24-hour 
period27. During the week or the seven-day period, every worker is entitled to a minimum 
uninterrupted rest period of 24 hours, plus the 11 hours’ daily rest28. The Labour Code of 
Georgia defined 12 hours as the minimum daily rest period. However, other details regarding 
working time are not included in the Code. For instance, the Code says nothing regarding the 
minimum uninterrupted rest period of 24 hours during the week.  
Working Hours:
The Directive defines the maximum working time per week as part of ensuring the 
protection of workers’ health and safety. The average working time for each seven-day 
period, including overtime, must not exceed 48 hours29. The notes of the Labour Code of 
Georgia regarding working hours are still subject to dispute and controversy. Pursuant to the 
Labour Code of Georgia, the duration of working time shall not exceed 40 hours, whereas, 
in companies with specific operating conditions, where the manufacture/work process 
requires more than eight hours of continuous work, the working time shall not exceed 48 
hours a week.30 Overtime work shall be deemed the work performed by an employee with 
the agreement of the parties in the period of time, the duration of which exceeds 40 hours 
a week for an adult.31 The Labour Code of Georgia did not define the upper limit of the 
working period, including the overtime work; i.e. any work time which exceeds 40 hours 
will be considered overtime. At the same time, legislators defined the standard working 

(i) the length of the employee’s normal working day or week;
(j) where appropriate;
(i) the collective agreements governing the employee’s conditions of work;
or
(ii) in the case of collective agreements concluded outside the business by special joint bodies or institutions, the name of the 
competent body or joint institution within which the agreements were concluded.
24 A labour agreement shall be concluded in writing if labour relations last for more than three months, Organic Law of Georgia 
- Labour Code of Georgia, consolidated version, Article 6.11,  https://www.matsne.gov.ge/en/document/view/1155567
25 Ibid, Article 6.9.
The essential terms of a labour agreement shall be:
a) the date of work commencement and the duration of labour relations
b) the work time and rest time
c) the workplace
d) the position and type of work to be performed
e) the amount of labour remuneration and the payment procedure
f) the procedure of compensating for overtime work
g) the duration of paid and unpaid leaves of absence and the procedure for granting leaves of absence.
26 http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32003L0088&rid=1
27 Article 3. 
28 Article 5.
29 Article 6.B. 
30 Article 14.1. of the  Labour Code of Georgia, consolidated version, https://www.matsne.gov.ge/en/document/view/1155567
31 Ibid, Article 17.3.
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time for certain enterprises as a 48-hour working period during which overtime work is not 
considered, and for these enterprises therefore, overtime will be calculated as the time that 
exceeds the 48-hours period.
Annual Leave: 
Regarding annual leave, the Directive sets a minimum of one four-week-long annual leave 
period.32 According to Georgia’s Labour Code, an employee has the right to enjoy paid leave 
for at least 24 working days per annum.33 The minimum 4 weeks paid period defined 
in the Directive means 28 paid days including non-working days during the leave 
period (pursuant to common practice, Saturday or Saturday and Sunday). Pursuant to the 
Labour Code, paid leave covers 24 working days, not including days off. This Labour 
Code norm does not comply with the minimum standard of the Directive. For reasons of 
comparison, paragraph one of Article 41 of Georgia’s Law on Public Service states that: 
paid leave amounts to 30 calendar days annually, which is in compliance with the minimum 
standard defined by the Directive (i.e. paid 4 weeks’ period).

§		COUNCIL DIRECTIVE 92/85/EEC of 19 October 1992 on the introduction of 
measures to encourage improvements in the safety and health at work of pregnant 
workers and workers who have recently given birth or are breastfeeding (tenth 
individual Directive within the meaning of Article 16 (1) of Directive 89/391/EEC)34

There is set a 4-year term for implementing the Directive in Georgian legislation (2018). 
The woman represents a specific subject of protection in the employment relationships. 
Therefore, the goal of the Directive is to establish special regulations for the protection of 
health and safety of employed women who are particularly at risk. Taking into account the 
specific condition of the woman in question, the Directive defines three stages: a pregnant 
worker, a worker who has recently given a birth, and a worker who is breastfeeding.35

Maternity Leave:
Pregnant workers, workers who have recently given birth or who are breastfeeding are 
granted the right to maternity leave for at least 14 continuous weeks, allocated before and/
or after the delivery.36 Pursuant to the Labour Code, an employee shall be given maternity 
and parental leave, at the employee’s own request, for a total of 730 calendar days due 
to pregnancy, giving birth and childcare. In general, for 183 calendar days out of the 
maternity and parental leave,37 an employee has a right to be paid, whereas in the event 
of pregnancy with complications or giving birth to twins, 200 calendar days shall be paid 
leave; i.e. pursuant to the Labour Code, maternity leave continues for approximately 104 
weeks (2 years and 2 months), from which only 26 weeks (or 28 weeks) are paid. The 
requirement in the Labour Code significantly exceeds the minimum standard, defined by the 
Directive, but the duration defined by the law must proportionally protect the defined benefit 
by providing financial guarantees and financial measures. If all the components are taken 
into consideration, it would make the implementation of the goal and the objectives of the 
Labour Code effective and efficacious.
Night Work: 
Pursuant to the Directive, Member States must ensure that pregnant workers, workers who 
have recently given birth and workers who are breastfeeding are not obliged to perform 
night work during their pregnancy and for a period following childbirth. The length of this 

32 Article 7, DIRECTIVE 2003/88/EC OF THE EUROPEAN PARLIAMENT AND OF THE COUNCIL of 04 November 
2003 concerning certain aspects of the organization of the working time,
http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:32003L0088&rid=1
33 Article 21.1. of the Labour Code of Georgia, consolidated version, https://www.matsne.gov.ge/en/document/view/1155567
34 http://eur-lex.europa.eu/legal-content/EN/TXT/PDF/?uri=CELEX:01992L0085-20140325&rid=1 , amendments proposed 
on the basis of the Directive 2007/30 of 20 June 2007 and 2014/27 Directive of 27 February 2014 
35 Ibid, Article 2.
36 Ibid, Article 8.1.
37 Article 27 (1,2), Labour Code of Georgia, consolidated version, https://www.matsne.gov.ge/en/document/view/1155567
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period is up to the national authority competent for safety and health to determine, and it 
must be implemented according to the procedures based on a medical certificate. According 
to the national legislation or national practice, the following shall be provided: (a) a transfer 
to daytime work; or (b) a leave from work or an extension of maternity, a leave where such 
transfer is not technically and/or objectively feasible or cannot reasonably be required on 
duly substantiated grounds.38 The Georgian Labour Code prohibits employment of pregnant 
women, women having recently given birth or nursing mothers, as well as babysitters of 
children under the age of 3 for a night job without their consent.39 Despite the fact that 
the Code includes a restrictive norm, there is no protective norm for cases when a 
woman’s job and job functions are connected to night work, which may be harmful 
for her. In addition, the Code does not include an obligation for the employer to take 
specific measures. 

Ante-natal examinations
Pursuant to the Directive, pregnant workers shall be entitled to, in accordance with national 
legislation and/or practice, time off, without loss of pay, in order to attend ante-natal 
examinations, if such examinations have to take place during working hours.40 There is no 
norm with a similar content in Georgia’s Labour Code, but pursuant to Paragraph 5 of Article 
411 of its Law on Public Servants, “Hours of absence from work of public employees due to 
medical examinations during pregnancy shall be considered as valid and they shall maintain 
their salary if they submit appropriate documents confirming the medical examination.” 

§	 COUNCIL DIRECTIVE 2001/23/EC of 12 March 2001 on the approximation 
of the laws of the Member States related to safeguarding employees’ rights in the event 
of transfers of undertakings, businesses or parts of undertakings or businesses41

The Directive must be implemented within five years, i.e. by 2019. The Directive underlines 
that the basis for its adoption is a tendency characteristic of a modern economy: structural 
changes of enterprises during full or partial transfers or merger of businesses or enterprises. 
This has impact on the employment and living conditions of employees. There may also 
take place collective redundancies or bankruptcy of enterprises. It is therefore necessary 
to safeguard the rights of employees, provide them with information and engage them in 
consultations about the expected negative outcomes. The implementation of a social dialogue 
policy will somehow neutralize, alleviate or terminate negative influence through searching 
for relevant ways, and, in addition, it will promote transparency and protection of process.42

Currently, the issue is not regulated by the Labour Code of Georgia. 

Ø	 Review of the approximation of some aspects regulated by the Labour Code 
of Georgia with the European Social Charter43

Georgia’s ratification of the European Social Charter and its Annex in 2005 preceded the 
adoption of the new Labour Code in 2006. Georgia recognized some of the provisions of the 
Charter as mandatory. In the present study, these provisions are checked against the Labour 
Code for compliance. 
§			Right to just conditions of work – Paragraphs 1, 2, 5 and 7 of Article 2 (four paragraphs 

38 Ibid Article 7.2.
39 Article 18, Labour Code of Georgia, consolidated version, https://www.matsne.gov.ge/en/document/view/1155567
40 Article 9, COUNCIL DIRECTIVE 92/85/EEC of 19 October 1992 on the introduction of measures to encourage 
improvements in safety and health at work of pregnant workers and workers who have recently given birth or are breastfeeding 
(tenth individual Directive within the meaning of Article 16 (1) of Directive 89/391/EEC),  http://eur-lex.europa.eu/legal-
content/EN/TXT/PDF/?uri=CELEX:01992L0085-20140325&rid=1
41 http://eur-lex.europa.eu/legal-content/EN/TXT/?qid=1474535240124&uri=CELEX:02001L0023-20151009
42 Ibid, Preamble.
43 EUROPEAN SOCIAL CHARTER (REVISED), 
https://rm.coe.int/CoERMPublicCommonSearchServices/DisplayDCTMContent?documentId=090000168007cf93
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out of seven) are recognized. The recognition relates to several issues:44 To provide for 
reasonable daily and weekly working hours, the working week to be progressively reduced 
to the extent that the increase of productivity and other relevant factors permit; to provide 
for public holidays with pay; to ensure a weekly rest period which shall, as far as possible, 
coincide with the day recognised as a day of rest according to tradition or custom in the 
country or region concerned; to ensure that workers performing night work benefit from 
measures which take into account the special nature of the work. 
 From the recognized obligations, the Labour Code of Georgia does not regulate the issue 
related to remuneration for public holidays. 

§			Right to a fair remuneration– Paragraphs 2, 3 and 4 of Article 4 (three paragraphs 
out of five) are recognized.45 The recognition relates to the following issues: to recognise 
the right of workers to an increased rate of remuneration for overtime work (subject to 
exceptions in particular cases); to recognise the right of male and female workers to equal 
pay for the work of equal value; to recognise the right of all workers to a reasonable period 
of notice for the termination of employment.

Amendments that Georgia made to the Labour Code in 2013 established more 
guarantees of remuneration for overtime work. A general rule for compensation for overtime 
work was developed, with an increased amount of hourly pay rate. However, the issue 
became a subject of negotiations between the parties. Therefore, the imperative scheme for 
the minimum amount is not specified, for instance: a double amount of the hourly pay rate 
or something else.

As for the right of women and men to equal salary: pursuant to the Labour Code and 
numerous other acts, unequal treatment on the basis of various forms of discrimination is 
prohibited. Therefore, the requirement of the Social Charter is met in the form of substantive 
norm. However, the real situation should be subject to a separate study to identify what 
actions and outcomes are most effective related to the prohibition on discrimination.

The amendment to the Labour Code proposed in 2013 regulated grounds and a rule 
of the termination of the agreement. It strengthened the legal status of employees and made 
them more protected. One of the requirements was to issue a written preliminary notification 
of termination. If the employee asks for it, the employer has to substantiate the reason for the 
dismissal. As for notifying the employer about the termination of the labour agreement in 
a reasonable time period: Pursuant to the Labour Code of Georgia, two forms of preliminary 
notification and compensation were established: 
1. When terminating a labour agreement, employers shall be obliged to notify employees 
about it in writing at least 30 calendar days in advance. Besides, employees shall be granted 
a severance pay in the amount of at least one month’s salary within 30 calendar days after 
terminating the labour agreement.
2. When terminating a labour agreement, employers may notify employees about it in writing 
at least three calendar days in advance. In this case, employees shall be granted a severance 
pay in the amount of at least two months’ salary within 30 calendar days after terminating 
the labour agreement.46

The Labour Code does not differentiate between the notification and the compensation 
on the basis of the employee’s status, functions, length of service, merit and other aspects. 

44 Pursuant to Article 2, the country has not met following: to provide for a minimum of four weeks annual holiday with pay; to 
eliminate risks in inherently dangerous or unhealthy occupations, and where it has not yet been possible to eliminate or reduce 
sufficiently these risks, to provide for either a reduction of working hours or additional paid holidays for workers engaged in such 
occupations; to ensure that workers are informed in written form, as soon as possible, and in any event not later than two months 
after the date of commencing their employment, of the essential aspects of the contract or employment relations
45 Article 4 is not recognized: to recognize the right of workers to a remuneration such as will give them and their families a 
decent standard of living.
46 Article 38(1,2), Labour Code of Georgia, consolidated version, https://www.matsne.gov.ge/en/document/view/1155567
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Therefore, it is very difficult to discuss whether it is reasonable to notify the employee 
regarding the termination of the labour agreement even one month prior to the termination 
without considering the circumstances of the specific case. The aspects of the relationships, 
the proportionality and the compliance between the notice period and the issuing of 
compensation should be discussed while dealing with the particular case.  

Notify in 30 calendar days in advance         Notify in 3 calendar days in advance
Grant 1 month’s salary         Grant 2 month’s salary

§		 	 Right to information and consultation in collective redundancy procedures – 
Article 29 is fully recognized: With a view to ensuring the effective exercise of the right of 
workers to be informed and consulted in situations of collective redundancies, the Parties 
undertake to ensure that employers shall inform and consult workers’ representatives, in 
good time prior to such collective redundancies, on ways and means of avoiding collective 
redundancies or limiting their occurrence and mitigating their consequences, for example, 
by the recourse to accompanying social measures aimed, in particular, at aid for the 
redeployment or retraining of the workers concerned.

   The requirement of the Charter regarding the part that concerns consultations for 
the purpose of avoiding collective redundancies, mitigating their consequences and applying 
social means is not regulated by the Labour Code of Georgia (see also reasoning regarding 
98/59/EC Directive).

The review of the compliance of the Labour Code of Georgia with the Social 
Charter makes it clear that in a number of cases, mandatory provisions are included 
in the Code in the relevant form and content, while, in some cases, the regulation of 
an area of concern is incomplete or non-existent. However, at the same time, the Code 
regulates issues that are not yet recognized as mandatory by Georgia. Taking this into 
account, it is advisable to start an official dialogue regarding the conformity of the 
Labour Code with the Social Charter and to revise the policy on the recognition of the 
provisions.

Conclusion 
To conclude, this study may be seen as a first attempt to look closer at the regulatory 

policy in regards to labour relations in a complex and comprehensive manner against the 
background of EU integration processes, covering all stages of the integration policy and 
important documents, and both negative or positive developments. By focusing on the pace, 
quality, periods and results of the legal approximation, we have reviewed and explained the 
issue from the perspective of EU legal sources, as well as against the background of interstate 
processes. We have also explained provisions and approaches of the Association Agreement, 
clarified a range of unfulfilled undertakings, and revealed activities and recommendations 
that are necessary to implement in the future. 

Despite problems with making the Labuor Code comply with European standards, at 
present, it is clear and there is no doubt that the correct process of the legal approximation 
has started, which requires continuity and a gradual development.   

It is advisable to continue to ground integration process in academic research, public 
debate, specialist experience and thorough knowledge of the EU integration. The approximation 
policy, on the one hand, should be oriented towards the protection of the rights of employees 
as the decent labour represents a mean for enjoying constitutional rights and freedoms and is 
one of the most important guarantees of justice. On the other hand, it should move at a pace 
that is compatible with the country’s development in terms of industry, trade and economy and 
trends in the labour market.  
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1. Introduction 

One of the main purposes of having a state is to ensure a decent living standard for its 
citizens, where decent and safe work conditions represent one of the essential components. 
This in turn ensures that there is a productive labour force and, correspondingly, provides 
the basis for a thriving economy.  

There is an ongoing debate in society about how to improve conditions in the 
workplace, create opportunities for productive employment, eliminate illegal migration, and 
make political decisions that bring about the best results in terms of employment policy. It 
must be noted that on the basis of the visa liberalization dialogue, the Government made 
progressive steps and implemented essential reforms in regard to labour and employment 
policy. The present study touches upon the issues that were highlighted in the course of 
the dialogue between Georgia and the EU regarding visa liberalization. In particular, it 
discusses issues such as mechanisms for labour inspection, regulation of labour migration, 
an active policy of the labour market aimed at the reintegration of migrant labour force, the 
implementation of effective and proactive measures to fight trafficking and social dialogue.  

The report will review reforms implemented by Georgia in the field of the labour 
policy. In addition, it will discuss essential challenges that followed the reform.  

2. Review of the VLAP and VLAP progress reports – commitments and 
recommendations from the EU  

Before Georgia and the EU began talks about visa liberalization, the country had been 
through a long and difficult journey. The foundation of Georgia’s relationships with the EU 
was laid with the Partnership and Cooperation Agreement (PCA)47, which entered into force 
on 1 July 1999. Later, on 14 November 2006, the Georgia-EU European Neighbourhood 
Policy Action Plan was adopted. In 2013, the European Commission submitted the 
Visa Liberalization Action Plan (VLAP) to the Government of Georgia, which defined 
undertakings to be fulfilled by Georgia for obtaining a short-term visa-free entrance permit 
in Schengen countries. The Georgia-EU visa dialogue appeared to be an important and 
especially effective instrument for the implementation of long-term and difficult reforms, 
especially in the field of protection of employment rights, labour migration and employment 
policy.
The Action Plan consisted of four blocks:   
•	 Document security (including biometrics); 
•	 Integrated border management, migration management, asylum; 
•	 Public order and security; 
•	 External relationships and fundamental human rights. 
Special emphasis was placed on the labour law, especially issues related to the regulation 
of labour migration and the need for a labour inspectorate.   

47 “Eastern Partnership and Socio-Economic Policy of Georgia, Tbilisi, 2011, CIESR, CEPR, OSGF/ https://www.osgf.ge/
files/publications/EaP_CIESR-Ge.pdf
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For the implementation of the sustainable and well-planned reforms, the Action 
Plan was divided in two tiers of benchmarks - the policy framework (legislation and 
planning), which was strengthened by more specific benchmarks (effective and sustainable 
implementation of relevant measures). 

On 15 November 2013,48 the Commission published its first report on the 
implementation of the Action Plan on Visa Liberalization by Georgia.49 The Second Report 
was published on 29 October 2014,50 and the third report on 8 May 2015,51 while the forth 
and last one was released on 18 December 2015.52 The Second Report clearly demonstrated 
the need for establishing a labour inspectorate.

The experts who wrote the report for the European Commission offered 
recommendations about how to safeguard the protection of the rights of employees. These 
recommendations concerned obligatory measures that had to be implemented by the State 
and covered the following issues: 

•	 Revision of the services available for victims of trafficking; 
•	 Review of the status, mandate and authority of the labour inspection department 

to enable it to identify labour exploitation and forced labour and respond to 
violations;

•	 Taking steps to enhance a proactive, more intensive investigations of all forms of 
exploitation.

•	 Developing a rigorous approach for tackling the trafficking of women for 
commercial, sexual, as well as labour exploitation. 
A comprehensive analysis of the implementation process and outcomes of the 

reforms implemented by Georgia made it clear that, in general, the legislative framework 
and policy, as well as the unity of institutional and organizational principles and procedures 
comply with European standards. The authors of the report also underlined the need for 
implementing a targeted information campaign about the rights and obligations that will 
apply under a visa free travel regime and rules regulating access to the EU labour market. 
The final report about the implementation process was published in late 2015, on the basis 
of monitoring work by the European Commission.53

In order to achieve these benchmarks, Georgia’s Health Ministry developed a 
legislative foundation for labour migration. 

Also the report published by the European Commission on 8 May 2015 regarding 
Georgia’s VLAP implementation noted the progressive steps made by the country and 
the successful implementation of reforms. The report states that Georgia’s progress under 
VLAP’s four blocks were significant and demonstrated the country’s huge efforts which is 
the result of coordinated work by the country’s government.

According to the report, Georgia implemented legislative and institutional reforms 
in the designated areas which complied with the best European and international standards. 
The Commission unambiguously noted Georgia’s progress in a remarkably short period 

48 REPORT FROM THE COMMISSION TO THE EUROPEAN PARLIAMENT AND THE COUNCIL First Progress 
Report on the implementation by Georgia of the Action Plan on Visa Liberalization, http://ec.europa.eu/dgs/home-affairs/
what-is-new/news/news/docs/20131115_1st_progress_report_on_the_implementation_by_georgia_of_the_apvl_en.pdf
49 European Commission, Migration and Home Affairs, http://ec.europa.eu/dgs/home-affairs/what-we-do/policies/
international-affairs/eastern-partnership/visa-liberalisation-moldova-ukraine-and-georgia/index_en.htm
50 REPORT FROM THE COMMISSION TO THE EUROPEAN PARLIAMENT AND THE COUNCIL Second Progress 
Report on the implementation by Georgia of the Action Plan on Visa Liberalizationhttp://ec.europa.eu/dgs/home-affairs/
what-we-do/policies/international-affairs/eastern-partnership/visa-liberalisation-moldova-ukraine-and-georgia/docs/2_
progress_report_georgia_vlap_en.pdf
51 REPORT FROM THE COMMISSION TO THE EUROPEAN PARLIAMENT AND THE COUNCIL Third progress 
report on Georgia’s implementation of the action plan on visa liberalization https://eeas.europa.eu/delegations/georgia/
documents/visa/20150508vlap_en.pdf
52 REPORT FROM THE COMMISSION TO THE EUROPEAN PARLIAMENT AND THE COUNCIL Fourth progress 
report on Georgia’s implementation of the action plan on visa liberalisationhttp://ec.europa.eu/transparency/regdoc/
rep/1/2015/EN/1-2015-684-EN-F1-1.PDF
53 Report from the Commission to the European Parliament and the Council, updated in 2015 http://procurement.gov.ge/
getattachment/CooperationInternationalPublic/saertashoriso-angarishebi/1-2015-684-EN-F1-1.PDF.aspx
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of time. The Commission report underlined Georgia’s efforts and its work was positively 
assessed in a joint declaration adopted at the Eastern Partnership Summit in Riga. On the 
basis of this recommendation, relevant legislative amendments were elaborated. Based 
on the amendments, the Labour Inspectorate was granted a corresponding mandate – an 
authority to carry out supervision for the purpose of the identification and the prevention 
of forced labour and labour exploitation (trafficking). In line with the EU report, legislative 
amendments were positively evaluated and the progress was seen in meeting legal and 
political requirements. 

The Commission report noted that Georgia’s progress under four VLAP blocks 
has been significant and demonstrated the country’s strong commitment to fulfilling the 
designated objectives. This was the result of extensive work and a dedicated, broad effort. 
A comprehensive analysis of the reforms also bore out that Georgia’s systems for creating 
a legislative and policy framework and its institutional and organizational principles and 
procedures are in compliance with the best European and international standards. 

On 18 December 2015, the Commission published its fourth and final progress 
report on Georgia’s VLAP implementation. According to the assessment carried out by the 
Commission, Georgia met all the requirements of all four blocks of phase two of VLAP, 
which meant the successful completion of the technical process of visa liberalization and the 
successful implementation of all remaining reforms. 

The implementation of the undertakings set forth in the VLAP were given the highest 
priority. Accordingly, significant funds and human resources were allocated in order to 
ensure the sustainability of the reforms. The EU has contributed to this process through its 
EU Technical Assistance Project54 on the Employment and Professional Education Reform. 
One of the priorities of the project is to develop and implement educational programmes 
concentrated on the requirements of the labour market.  

3. Labour Migration 

Following Georgia’s approximation with the EU, works on the legislation regulating 
the migration field started with the framework of VLAP. The process of establishing a 
legislative framework was facilitated by the visa dialogue with the EU and VLAP, which 
was part of this dialogue. 

To regulate labour migration, the Parliament of Georgia adopted the Law on Labour 
Migration in 2015. The main goal of the law is to facilitate the development of legal labour 
migration and to decrease illegal labour migration and trafficking. Later, on 7 August 
the same  year, the Government  issued Resolution #41755 on the Rule of the Employment 
Arrangement and the Implementation of Paid Labour Activity with a Local Employee of 
a Labour Immigrant (a foreigner without permanent residence permit in Georgia), which 
regulates the employment of foreign citizens in the country.   

In order to effectively manage migration processes, a Memorandum of Understanding 
was signed between the Labour and Employment Policy Department of the Ministry of 
Labour, Health and Social Affairs and the Migration Department of the Ministry of Internal 
Affairs. Relevant state programs were elaborated within the VLAP framework and the 

54 EUVEGE – EU Technical Assistance to VET and Employment Reforms in Georgia, http://www.eu- ve.ge/EUVEGE_
PROJECT_GEO.html Title 14 of the Association Agreement between EU and Georgia, Employment, Social Policy and Equal 
Opportunities, Article 349: Employment policy, aiming at more and better jobs with decent working conditions, including with 
a view to reduce the informal economy and informal employment; (c) promoting active labour market measures and efficient 
employment services, as appropriate, to modernise the labour markets and to adapt to labour market needs of the Parties; 
(d) fostering more inclusive labour markets and social safety systems that integrate disadvantaged people, including people 
with disabilities and people from minority groups; (e) equal opportunities and anti-discrimination, aiming at enhancing gender 
equality and ensuring equal opportunities between men and women, as well as combating discrimination based on sex, racial 
or ethnic origin, religion or belief, disability, age or sexual orientation; (f) social policy, aiming at enhancing the level of social 
protection
55 The decree of the Government of Georgia #417 of August 2015 (Tbilisi) on Regulations on Employment Arrangement 
and Paid Labour between a Labour Immigrant (foreigner without permanent residence permit in Georgia) and a Local 
Employee”.https://matsne.gov.ge/ka/document/view/2941958
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following important issue was highlighted: Employment promotion programs of the Ministry 
of Labour, Health and Social Affairs and short-term professional training courses (from 3 to 
4 months) should be made available for foreigners with a permanent residence permit (if s/
he speaks the national language).

The development of a temporary, or circular, labour migration scheme represents one 
of the instruments which enhances the functioning of the labour market and has a positive 
influence on the economy. Similar schemes are ones that promote legal migration and suit 
the market requirements of other countries, making it easy for migrants to return to their 
homelands. As a consequence of circular migration, economic opportunities, professional 
skills, as well as migration experience of Georgian citizens are improved.

In parallel with circular migration, it is important to periodically assess how these 
schemes influence migrants, as well as those who employ migrants, and also the impact 
on sending and receiving countries and the affected families. Such an assessment is also 
important after the implementation of test schemes. 

One of the preconditions for creating the investment environment in the country is the 
existence of a developed labour market and consequently, the existence of the opportunity 
to attract relevant human resources. Alongside increasing opportunities for legal migration, 
new legislative acts will allow for access to well-paid work places for Georgian citizens in 
economically developed countries.

4. Institutional Model of Labour Inspection Mechanisms 

Alongside the amendments to the Labour Code made in 2013, active discussions 
started on the implementation of the mechanisms for the enforcement of the Labour Code. 
As a result of the abolishment of the Labour Inspection in 2006, the registration of accident 
statistics was stopped. Thus, the incomplete statistics on industrial injuries and accidents 
in recent years revealed an alarming condition with regard to employment safety, and 
highlighted ways for solving the problems in this field.  

Since 2013, the Ministry has started working on developing an effective mechanism 
for ensuring decent conditions in the workplace, beginning with working conditions in 
enterprises. The establishment of a Labour Inspectorate, taking into consideration new 
practical approaches within VLAP, represents a case that is different from the experience 
of other countries. As already mentioned above, before 2006, the Labour Inspection was 
operating according to Soviet standards. It was abolished and unfortunately, no alternative 
structure for enforcing the Labour Code was established. The corrupt nature of this institution 
was named as the reason for the abolishment; however, no reform was carried out in this 
regard56 similar to the road inspection, on the basis of which the patrol police was formed.

Thus, it was decided to develop a state program for monitoring labour conditions for 
an initial, transitional stage, which would provide the grounds for the recruitment of human 
resources, for the revision of the legislative basis and the establishment of an institution 
with European standards. In the course of the development of the abovementioned state 
program, consultations and recommendations were received from the International Labour 
Organization and social partners (Georgian Trade Union Cooperation, Georgian Employers’ 
Association, Georgian Microfinance Association, Georgian Small and Medium Enterprises 
Association). For the transitional stage, in order to conduct inspections of working 
conditions in companies on a voluntary basis, which means without issuing fines or using 
other sanctions, it was decided to develop a relevant program.

On the basis of the same program, in order to ensure healthy labour conditions 
defined by the legislation, it was decided to monitor enterprises on the basis of prior 

56 Fighting Crruption in Public Services, Chronicling Georgia’s Reforms, International Bank for Reconstruction and 
Development/International Development Association or the World Bank 2012, http://siteresources.worldbank.org/
INTGEORGIA/Resources/Georgia_Book_Georgian.pdf
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notification. These visits would consist of consultations with employers and employees in 
order to raise awareness and reveal systemic violations. The material would be analysed 
in order to develop the relevant standards of occupational safety and health protection and 
make legislative proposals. Within the framework of the State Program on Monitoring of 
Labour Conditions, 25 primary and 25 backup inspectors were selected in July 2015 to carry 
out the monitoring. Their job is to increase employees’ and employers’ awareness regarding 
detected violations, inform and consult them on the existing labour law and labour norms on 
work health and safety. They shall inspect companies in regard to the work safety and health 
protection; promote execution of the labour law, prevent discrimination in employment 
relationships, assess the risk related to the violation of labour rights, labour safety and health 
protection in the organizations, and, on the basis of the evaluation, develop a monitoring 
plan for these organizations. 

The registration of the organizations interested in the program has been successfully 
started, despite the fact that the vast majority of employers were sceptical about its association 
to the Soviet legacy of using the inspection system as a means of repression. Involving state 
enterprises in this program was evaluated as an especially progressive step. As a result, labour 
conditions were examined in 25 enterprises, and these reports formed the basis for drafting 
conclusions and recommendations. The private companies also agreed to participate in a 
similar initiative and the Employers’ Association and its management contributed greatly 
to this. This led to a close cooperation with the EA, and the repeated examination of up to 
60 companies that were members, according to the most up-to-date data. As a result of the 
repeated inspections, significant changes were seen in terms of improving labour conditions.

A prompt response to anonymous notifications about violations of labour rights and 
labour safety made by employees can be considered a proactive measure implemented by 
the Ministry, which is followed by inspection and recommendations. Campaigns carried out 
by the inspectors to raise awareness in enterprises resulted in a positive outcome, which is 
demonstrated not only by notifications received from the employees during the inspections, 
but also by the fact that employers wanted to participate in the program. 

The approval of the program by the Ministry was followed by the establishment of 
the Labour Conditions Inspection Department as a structural unit of the Ministry in April 
2015.  Pursuant to the statute of the Department, a function of the unit was to carry out state 
supervision on issues related to the implementation of obligations related to work safety 
and health. In addition, amendments were made to the statute of the Department on the 
basis of recommendations provided by ILO experts. These amendments introduced a format 
within the framework of a tripartite council related to the implementation of the inspection. 
In cooperation with social partners, the work on the draft law on Occupational Safety and 
Health continues.   

For the efficient operation of the Labour Inspection Department, the Ministry of 
Labour, Health and Social Affairs of Georgia, in cooperation with ILO started preparing 
amendments to the current legislative and sub-legislative acts and began laying the 
groundwork for new legislative acts. 

Training and retraining of labour inspectors is actively promoted by ILO and the 
European Agency For Safety and Health at Work (EU-OSHA) within the framework of 
the EU project EU-VEG57. 

In 2013, the United States Department of Labour allocated USD 2 million in 
assistance to Georgia within the framework of the project Improvement of the Labour 
Legislation Enforcement Mechanism. The Georgian representation to ILO has had intensive 
cooperation with the Ministry as part of the same project. In addition, it should be noted that 

57 The Financial Agreement signed between the Government of Georgia and the European Union “Employment and Vocational 
Education and Training” established within the Framework of the Employment and Vocational Education and Training Sector 
Coordinating Council was approved on the basis of the decree #2181 of 26 December 2013 of the Government of Georgia. In 
the following years, sectoral reforms on employment and vocational education and training shall be implemented. The reform 
will be assisted by the EU sectoral assistance program. The budget of the program is 27 million Euro. 
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the US Department of State allocated an additional58 USD 1 million in assistance59, which 
will improve the GoG’s ability to enforce the labour legislation in terms of effectiveness. 
The establishment of an effective and efficient system is recognized in the ILO program on 
decent labour and is already included in the Declaration on Social Justice, where the role of 
all three parties – the  state, the employer and the trade unions – are are highlighted.60

4.1. Results of the State Program on Labour Conditions Monitoring/Inspection 

Monitoring of labour conditions that are carried out within the framework of the 
State Program on the Monitoring of Labour Conditions covered metallurgical, chemical and 
mining industries, and healthcare, catering, landscaping, transportation, energy, education 
and other service fields. As a result of the monitoring, various violations were detected in the 
fields of labour safety and occupational diseases.61

In December 2015, about 60 companies were subject to repeated monitoring within 
the framework of the program. The recommendations were fully met by about 25 companies, 
while they were partially met in about 30 organizations and 10 companies ignored them. 
On the basis of the recommendations issued as a result of the monitoring, the companies 
significantly improved fire-fighting and electrical safety systems; collective protective 
equipment was improved; employees were given individual protection equipment. This 
once again highlights the efficiency and progressiveness of the establishment of the Labour 
Inspection in the country in the initial stage in spite of its voluntary nature.

The State Program on the Labour Conditions Inspection for 2016 was adopted 
on the basis of a resolution by the Government of Georgia with minor amendments. The 
implementation of goals set within the program was continued, in particular, prevention of 
labour safety regulation violations and increasing awareness of employers and employees 
about detected violations and provision of information and consultations. In order to prevent 
forced labour, it is necessary to increase awareness among employers and employees regarding 
hazards related to human trafficking, develop standards relevant to labour safety and health 
and determine the need for institutional reform in the field of labour safety protection. 

As mentioned above, on the basis of legislative amendments proposed within the 
VLAP, the Labour Conditions Inspection Department was granted authority to carry out 
state supervision and identification of forced labour and labour exploitation. The Labour 
Conditions Inspection program has a preventive nature, the goal of which is to assist the 
employer and establish a safe and healthy work environment. 

The reports and recommendations prepared within the framework of the program 
represent confidential, non-public information. In the course of the inspection process, the 
inspectors fill in a questionnaire. The questionnaire is developed by the Department and is 
approved on the basis of the individual administrative-legislative act issued by the Minister. 
The report drafted by the inspectors may be followed by the employer’s written notes 
regarding the inspection process and the drafted report.   

4.2. Strengthening the mandate of the Labour Inspectorate – the first legislative 
amendments

In order to meet obligations defined by VLAP and fulfil functions of the Labour 
Conditions Inspection Department, significant amendments were made to the Law 

58 U.S.-Georgia Strategic Partnership Commission, Office of the Spokesperson, Washington, DC, July 6, 2016, http://www.
state.gov/r/pa/prs/ps/2016/07/259365.htm
59 U.S.-Georgia Strategic Partnership Commission, Office of the Spokesperson, Washington, DC, July 6, 2016, http://www.
state.gov/r/pa/prs/ps/2016/07/259365.htm
60 INTERNATIONAL LABOUR OFFICE, Governing Body 309th Session, Geneva, November 2010 .Labour administration 
and inspection: Challenges and perspectives,
http://www.ilo.org/wcmsp5/groups/public/---ed_norm/---relconf/documents/meetingdocument/wcms_145952.pdf
61 See the Annex: On Violations of Labour Safety and Professional Diseases 



23

on Entrepreneurs and the Law on Combating Human Trafficking. On the basis of the 
abovementioned amendments, a resolution by the Government of Georgia on Regulations 
of State Monitoring of Labour Exploitation and Response was approved, according to 
which, in order to prevent and respond to forced labour and labour exploitation, the state 
supervision is carried out by the Labour Conditions Inspection Department and if forced 
labour and labour exploitation - human trafficking is detected, the Department addresses 
an investigative body. The Decree of the Government defines proactive (scheduled) and 
reactive inspection, the latter being defined as an inspection on the basis of the notification 
received through a hotline, an application or a complaint. 

Currently, the International Labour Organization actively supports the Ministry in the 
process of developing the legislative framework and the role of the ILO is very important for 
the implementation of the complete and efficient labour inspection. In addition, the experts 
of the EU technical assistance project Employment and Professional Education Reform are 
actively engaged in the process of the transposition of the EU directives defined by Annex 
XXX of the EU-Georgia Association Agreement into Georgian legislation.  

Within the framework of the dialogue between the EU and Georgia on the visa 
liberalization regime, in August 2015, a Memorandum of Understanding was signed between 
Georgia’s Ministry of Labour, Health and Social Affairs and the Ministry of Internal Affairs. 
The goal of the Memorandum was to promote the detection of human trafficking. Within 
the framework of the Memorandum, a list of enterprises and organizations with difficult, 
dangerous or hazardous work (high risk occupations), where foreign citizens were also 
employed, was sent to the Ministry of Internal Affairs. Fortunately, as a result of inspections 
at these listed organizations and enterprises, instances of workplace hazards were revealed. 
The notification received through the Ministry hotline of signs of forced labour was followed 
by a prompt response carried out by a labour inspectors’ mobile group. However, as a result 
of unscheduled (reactive) inspection, no signs of trafficking were detected and, relevantly, 
the case did not become a basis for contacting the investigation body.  

 
5. Trafficking – Forced Labour and Labour Exploitation 

Human trafficking, sometimes called modern slavery or “white slavery”, is one 
of the most common serious crimes of the present century. Trafficking is a violation of 
fundamental rights recognized by the UN Universal Declaration of Human Rights (1948)62 
and unfortunately, represents one of the most rapidly growing and profitable criminal 
businesses, spreading more rapidly than drug and arms trafficking. It is also a global problem 
and a transnational crime worldwide. 

The Government of Georgia has ratified63 and implemented several international 
documents on combating trafficking in domestic legislation. Georgia is actively engaged 
in international events with regard to combating trafficking. Preventive measures has 
become one of the government’s priorities in combating trafficking. Correspondingly, the 
implementation of awareness raising activities in the general public on trafficking threats 
has become very important.  

A recommendation by the Commission which was prepared on the basis of the Third 
Progress Report of the Commission of 8 May 2015 on the implementation of the VLAP by 
Georgia concerned the revision of the mandate and the authority of the Labour Conditions 

62 Universal Declaration of Human Rights – An international act, adopted on 10 December 1948 by the United Nations 
General Assembly. Fundamental human rights - the right to life, liberty and security of person, the right to a nationality, 
shelter, the right to take part in the government of his country, directly or through freely chosen representatives, right to 
work, to free choice of employment, to just and favourable conditions of work and to protection against unemployment, to 
rest, education, the right freely to participate in the cultural life of the community, to enjoy the arts and to share in scientific 
advancement and its benefits, etc., http://ungeorgia.ge/uploads/UDHR-60Geo.pdf
63 So-called Palermo Protocol - Protocol to Prevent, Suppress and Punish Trafficking in Persons Especially Women and 
Children, Supplementing the United Nations Convention against Transnational Organized Crime, the Council of Europe 
Convention on Action against Trafficking in Human Beings, ILO 182 Convention on Worst Forms of Child Labour.



24

Inspection Department of the Ministry of Labour, Health and Social Affairs of Georgia, 
for the purpose of detecting labour exploitation and forced labour and providing a relevant 
response. On the basis of these recommendations, amendments were implemented in the 
Law of Georgia on Combating Human Trafficking and the Law of Georgia on the 
Control of Entrepreneurial Activity, which enabled a competent agency of the Ministry of 
Labour, Health and Social Affairs of Georgia to inspect working conditions only in order to 
prevent and respond to forced labour and labour exploitation and in case there were detected 
any signs of human trafficking, it was authorized to contact investigative bodies, i.e. law 
enforcement.

Measures against trafficking are actively discussed and regularly assessed by the 
Group of Experts on Action against Trafficking in Human Beings (GRETA). On 22-26 
June 2015, the Group of Experts on Action against Trafficking in Human Beings (GRETA) 
was on a working visit to Georgia. This group held meetings with representative of the 
government, as well as non-governmental organizations, in order to prepare the second 
GRETA evaluation report.
Alongside other issues, the GRETA experts positively evaluated issues related to the 
labour inspectorate and measures taken by the government in this regard. In particular, 
the establishment of a labour inspectorate for the purpose of combating trafficking was 
assessed as a step forward. However, the experts listed the following problem areas where 
improvements were necessary:

•	 Monitoring and research after the implementation of awareness raising campaigns 
in order to study the level by which public awareness was raised;

•	 Training courses on trafficking for all front-line officers; 
•	 Explanation and analysis of the role of referral mechanisms during the training 

courses; 
•	 Identification of labour exploitation and detection of possible cases of trafficking; 
•	 Lack of cooperation between the mobile groups of the Ministry of Internal Affairs, 

the Ministry of Labour, Health and Social Affairs and the State Fund; 
•	 Detection of trafficking cases mostly depend on self-reporting; 
•	 Low statistical rate of trafficking cases. 

One of the challenges faced in trafficking cases is the identification of the victims 
on the basis of proactive measures and the development of relevant standard procedures. 
Proactive detection means the identification of risks and commencement of procedures for 
the identification of a possible victim on the basis of an operative report.   

In order to achieve overall state and public goals, in particular, for the purpose of 
promoting identification of a trafficking crime, a memorandum was signed between the 
agencies, which envisaged planning and implementation of effective measures, as well 
creating an effective mechanism for combating human trafficking. The memorandum 
declared the following priority objectives: The implementation of relevant measures with 
the purpose of raising employers’ and employees’ awareness of the risk of trafficking, 
the provision of information to the Ministry of Internal Affairs revealed as a result of the 
inspection carried out by the relevant agency of the Ministry of Labour, Health and Social 
Affairs of Georgia on organizations belonging to risk-groups and the implementation of 
the operative activities on the basis of the submitted materials and the commencement of 
investigation in cases there have been identified signs of trafficking. The mutual cooperation 
among the parties also includes exchanging information, the organization of information 
exchange meetings/trainings on issues related to human trafficking for relevant employees.
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5.1 Recommendations of the CoE Group of Experts on Action Against 
Trafficking in Human Beings (GRETA) and the USA 

Pursuant to the recommendations of the CoE Group of Experts on Action Against 
Trafficking in Human Beings (GRETA), the Government of Georgia was instructed to: 

•	 Implement the method of proactive inspection in order to identify signs of 
trafficking, labour exploitation and forced labour;   

•	 Continue adequate social protection programs for ensuring safety of trafficking 
victims. 
The GRETA report mentioned proactive steps to combat labour exploitation in 

Georgia, recommending the establishment of a mechanism to effectively monitor private 
employment agencies and other intermediaries that offer employment to local job seekers.64  
Such a mechanism will help prevent trafficking for the purpose of labour exploitation. 

In its reports on the Trafficking in Persons Report (TIP), the US Department of State 
outlines what it considers minimum standards necessary for the elimination of trafficking 
in persons. Since 2011, the State Department’s reports about Georgia have underlined how 
important it is to establish a labour inspectorate to confront the problem in this country.65

In the State Department report, Georgia appears in Tier 2, which means that 
the country does not fully comply with minimum standards, which are presented in 
the Victims of Trafficking and Violence Protection Act of 2000. However, experts have 
not left unnoticed the achievements and the progress made in the field of combating 
human trafficking. Correspondingly, the country’s national standards were found to be in 
compliance with international standards.66 According to the 2015 TIP report by the State 
Department, Georgia has made progress in all four areas in accordance with preventive and 
safety measures that are required in order to identify cases of trafficking. Cooperation with 
local and international organizations was strengthened. The establishment of the Labour 
Inspection Department at the Ministry of Health was also positively assessed.67

In the State Department’s report for 2013-2014, the country also maintained its 
position in Tier 2. The report highlighted the weakness of the enforcement of the anti-
trafficking legislation and for the first time, the recommendation part included a proposal 
to establish a labour inspectorate that will be entitled to proactively identify signs of 
trafficking and increase the awareness of such signs. The report indicated a need to train 
labour inspectors in order to strengthen the identification of signs of trafficking, as well 
implementing a proactive campaign to raise awareness among the public.

On 30 June 2016, the US State Department issued its Trafficking in Persons Report, 
according to which Georgia moved to Tier 1. This means that the country satisfied the 
minimum standards for combating trafficking and the government carried out consistent and 
coordinated measures against trafficking. 

6. Social Partnership Commission and Social Dialogue 
In general, the social dialogue and the tripartite cooperation represents one of 

the strongest instruments for the management of the labour market. Its role is especially 

64 The Council of Europe’s Group of Experts on Action against Trafficking in Human Beings (GRETA). The Second Report 
on Georgia, 03 June 2016, http://www.coe.int/en/web/anti-human-trafficking/news/-/asset_publisher/fX6ZWufj34JY/
content/publication-of-greta-s-second-report-on-georgia
65 The Annual Trafficking in Persons Report of the U.S. Department of State. This is confirmed by reports of 2011-2012 (p. 
166), 2012-2013 (p. 5) and 2013-2014 (p. 142). http://www.state.gov/j/tip/rls/tiprpt/2012/index.htm
66 Trafficking in Persons Report 2014; Available at http://www.state.gov/documents/organization/226846.pdf, see also, 
Trafficking in Persons Report 2015; available at http://www.state.gov/D4086E97-D7A2-4962-BD40-08A2326107BF/
FinalDownload/DownloadId-06390CF999285A483E1052C4B754CBDA/D4086E97-D7A2-4962-BD40-08A2326107BF/
documents/organization/245365.pdf; According to the US Department of State Trafficking in Persons Report, countries are 
ranked against four tiers (1 being the highest ranking and tier 3 being lowest) and the placement is based on the extent of 
government response to fighting trafficking. It specifically involves an assessment of government’s efforts to comply with the 
minimum standards set by the Trafficking Victims Protection Act of 2000. http://www.coe.int/ka/web/tbilisi/reports-on-georgia1
67 Trafficking in Persons Report 2015; http://www.state.gov/documents/organization/245365.pdf
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important in the course of the long-lasting social and economic crisis in the country, when 
the environment requires prompt changes and reforms. 

The participation of social partners in anti-crisis measures and the planning and 
implementation of reforms are important in order to achieve micro economic stability. It 
can simplify necessary changes and the process of the reforms which are required during the 
crisis; however, it should be carried out while maintaining justice and principles of equality. 

Internationally, social dialogue has been the purview of ministries of labour, health 
and social affairs. In Georgia, the Ministry of Labour, Health and Social Affairs is responsible 
for issues related to labour and employment. The foundation for the social dialogue was 
laid in 2012 with the Statute of the Social Tripartite Partnership Commission. The 
Tripartite Commission was established as an advisory board, which is accountable to the 
Chairperson of the Tripartite Commission – the Prime Minister of Georgia. It consists of 
the following social partners: The Government of Georgia, employers’ and employees’ 
unions operating throughout the country in various sectors, in particular, the Association 
of the Trade Unions of Georgia and the Employers’ Association – six members from each 
party. The following representative bodies were designated from the government side: a) 
The Ministry of Labour, Health and Social Affairs of Georgia; b) The Ministry of Justice 
of Georgia; c) The Ministry of Economic and Sustainable Development of Georgia; d) The 
Ministry of Regional Development and Infrastructure of Georgia; e) Ministry of Education 
and Science of Georgia. 

To assist the social dialogue, the Commission decided to draft proposals and 
recommendations regarding labour and related issues on the basis of the resolution. It was 
decided to call a session of the Tripartite Commission once per quarter. In addition, it was 
decided to call an extraordinary session whenever there is a need. The Secretariat of the 
Tripartite Commission assists in the organization of the sessions and ensures an organizational 
and technical part of the activities of the Commission (organization of the meetings, drafting 
protocols, invitation of experts and specialists and collection of materials for the session).

During the social dialogue, the Tripartite Commission represents a forum for the 
exchange of information, consultations and negotiations. Social pacts, tripartite agreements, 
tripartite declarations, validation of political documents and policy instruments represent the 
outcomes of the Commission.68

Unfortunately, after this meeting, before 11 April 2016, the Tripartite Social 
Partnership Commission was not able to hold its session. An effective functioning of the 
Tripartite Commission and strengthening of the labour mediation, as one of the mechanisms 
of the labour dispute resolution, was included in the recommendation part of the US State 
Department. Correspondingly, convening the meeting with its renewed composition became 
a priority. In order to increase the efficiency of the Tripartite Commission, the following 
amendments were made in a government resolution in 2016: The first amendment determined 
the function of the government representative as deputy chair of the commission. The 
second amendment said the health minister would have the PM’s role in his absence. The 
third amendment said the Ministry of Labour, Health and Social Affairs is responsible for 
the operation of the Secretariat of the Tripartite Commission.  

Thus, the tripartism in Georgia is in a process of development. Each country 
approaches the case individually and, correspondingly, the dialogue takes different forms. 
Therefore, it is important for Georgia not to directly copy a framework for social dialogue, 
but to establish a dialogue framework that will fit the national context. Its main goal should 
be to create the means to develop policy and implement it effectively, with improved quality 
of outcome. 

In cooperation with ILO, there are plans to strengthen the capacity of the Tripartite 
Commission and its Secretariat, which will make the work of the Commission effective and 

68 National Tripartite Social Dialogue: An ILO Guide for Improved Governance. International Labour Organization (ILO) 
– 2013.
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positively influence the outcomes of the social dialogue. At the next session, planned for the 
third quarter of 2016, there will be discussed various issues in line with the strategic plan.

 
7. Active Labour Market Policy 

7.1. Promotion of Employment and Labour Integration 

A large proportion of the Georgian population requires various labour market services 
or assistance to become integrated in the labour market. The country’s Active Labour Market 
Policy (ALMP) should be directed towards increasing the labour integration and the productive 
employment rate, as well as boosting income generation opportunities. Special attention should 
be paid to vulnerable groups in the labour market. The abovementioned circumstance served as 
a basis for drafting the document within the framework of the EU project. 

Unemployment is the most urgent social and economic problem in Georgia. Youth are 
overrepresented among the unemployed population. This factor further increases social risks 
and endangers the future of the country. On 2 June 2016, the Government Resolution #238 
on The State Program for Vocational Training/Retraining of Jobseekers was issued. The goal 
of the program is to raise the competitiveness of job seekers in the labour market. Within the 
framework of this program, each beneficiary of the professional training/retraining program 
receives a voucher worth 1,000 GEL for each short-term professional program. The program 
also envisages internships for jobseekers.

These are active measures for promoting employment which serve the purpose of 
preventing migration, integration of labour migrants in the labour market, increasing the 
opportunity of productive employment by raising job seekers’ competitiveness, reduction 
of the informal economy and employment and the development of a more inclusive labour 
market which is directed towards the integration of vulnerable groups (persons with 
disabilities and minority groups).

7.2. Labour Market Studies

Alongside Georgia’s the economic growth, there is a growing demand for human 
resources with low as well as high level of qualification. In 2015, the Ministry of Labour, 
Health and Social Affairs of Georgia conducted a pilot survey titled Labour Market Demand 
Component. One of the issues in this survey was about identifying trends in the employment 
of foreign citizens and determining reasons for their employment in the country.

The survey was done in order to get information about the attitudes and requirements 
of employers through quantitative and qualitative methods. The survey revealed a lack of 
specific skills among job seekers and difficulties in terms of hiring. Correspondingly, a 
need to implement an active labour market policy was revealed that would be oriented at 
eliminating the imbalance between the workforce demand and supply. Such active measures 
are, for instance: training, retraining, assistance in finding a work place, career planning, 
consulting and promotion of mobility. 

The survey allows us to make the following conclusion: The labor productivity 
level is unfortunately low in Georgia, the reason being a lack of qualifications, skills and 
competence in the labour force which does not meet the requirements of employers. 

Thus, the labour market in Georgia is characterized by low labor productivity, high 
activity in the labour market, high unemployment rate among youth and little change in the 
main characteristics of the labour market. These characteristics indicate structural problems 
in terms of training and skills. 

In 2015, another important survey was conducted to identify employment trends 
among persons with disabilities. The survey, “the impact of micro and macro factors 
on working environment adaptation and the work efficiency of people with disabilities 
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(PWD)”, was conducted by using both qualitative and quantitative methodology. The main 
objective was to draw a general picture of employed PWDs according to economic sectors 
and regions and to study their attitudes to working conditions. A further objective was to 
study the opinions of employers and field experts with regard to the research topic. 

The survey did not only reveal problems and challenges in the labour market 
regarding PWD employment, but also that there is no unified PWD database, or in most 
cases, access to the database is complicated due to the confidentiality of the information. The 
survey paved the way for carrying out more surveys about the labour market. However, the 
issue is still problematic and urgently requires active intervention by the state. 

Reducing the unemployment rate through an active labour market policy was defined 
as a priority for the state. This depends to a significant degree on having information about the 
labour market and on the institutionalization of this information. The main goal of an active 
labour market policy is to increase the employment opportunity for job seekers and improve 
the connection between vacancies and the labour force. The effective implementation of 
the policy will influence the GDP; consequently, the rate of unemployment will decrease 
throughout the country and as a result, the dependence of socially vulnerable groups on 
social assistance will be reduced.  

8. Conclusion and recommendations 

Important measures implemented in the country within the framework of the Visa 
Liberalization Action Plan (VLAP), especially in the field of labour and employment, 
prepared a solid foundation for the implementation of large-scale institutional reforms. 
This means the harmonization of the labour law with European standards, including 
the development of effective execution mechanisms and the establishment of a labour 
inspectorate with a strong mandate.   

In order to create an efficient and effective labour inspectorate, a number of measures 
should be taken. These are international obligations taken on by the country on the basis 
of the ILO conventions it has ratified, the European Social Charter, the EU Association 
Agreement and other documents. These obligations will involve the drafting of legislation 
about a labour inspectorate, and connected to that, the gradual transposition of EU directives 
that concern the proposed technical regulations.   

An active engagement of the Social Partnership and the capacity of the social 
dialogue are essential for the effective fulfilment of fundamental principles and rights in 
the labour field. This is a key factor for the effective development of Georgia’s employment 
policy. Therefore, the tripartism represents the foundation for policy development in the 
labour and employment fields, as well as for effective implementation and improvement of 
results. 

The European Commission has underlined Georgia’s steady progress. However, in its 
recommendations it indicated a necessity of systematic and effective steps and maintaining 
a trend of the progress. Alongside with the EU, the U.S.A. continues strengthening of the 
strategic partnership with Georgia. 

Therefore, the dialogue between Georgia and the EU regarding visa liberalization 
has appeared to be especially successful in the labour field, where new practical approaches 
in various directions were identified and the foundation of the fundamental reforms was laid 
down. The present report demonstrates that the labour inspection mechanism represents the 
foundation for the good governance of the labour market, the development of fair economics 
and the implementation of the international labour standards. It is clear that the transitional 
stage will prepare the ground for the administration of the labour rights protection in order 
to establish the effective European modernized model in the country.  
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Varieties of Labor Politics in the
Developed Democracies

Kathleen Thelen

2.1 Introduction

Industrial-relations systems in the advanced industrial countries are
experiencing serious new strains as a result of intensified market com-
petition and adjustment pressures. More volatile international markets
since the 1980s have intensified conflict with employers who are seeking
greater flexibility through a retreat from uniform, national standards in
favor of local bargaining on issues such as wages, working times, and
work reorganization. Although expressed in different ways in different
countries, two important and pervasive changes have occurred in the
past two decades. The first involves widespread structural pressures by
employers for more flexibility to respond to changing market conditions,
sometimes though not always linked with a push for more decentralized
wage-bargaining. These structural pressures are in turn associated with
a second, substantive shift in the content of bargaining, away from
macroeconomic steering and full employment policies of previous
decades and toward greater emphasis on production issues. Both trends
are related to broader developments (often subsumed under the rubric
of 'globalization') and their combined effect has been to reorient labor
politics in the advanced capitalist countries away from labor's traditional
national distributional agendas toward employers' firm-level concerns
with productivity and efficiency.

This chapter explores the implications of these changes for labor and
for labor scholarship through an examination of recent trends in indus-
trial relations across several countries. I take issue with 'globalization'
theories that view contemporary changes as part of a universal move on
the part of employers to deregulate labor relations, and which attribute

I wish to thank Nils Elvander, Peter Hall, Chris Howell, Harry Katz, Richard Locke, Marino
Regini, Peter Swenson, Lowell Turner, Michael Wallerstein, and the participants in the
'Varieties of Capitalism' project for helpful comments on this chapter. Christa van
Wijnbergen provided invaluable research assistance.
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cross-national differences in outcomes primarily to the differing capaci-
ties of unions to resist these changes. Instead, I argue that recent trends
in industrial relations are better captured through what the editors of
this volume are calling a 'varieties of capitalism' approach that distin-
guishes different types of political-economic systems and explores the
different institutional arrangements and behavioral 'logics' that sustain
them. Contemporary changes are best understood not as movement
along a continuum (deregulation culminating in convergence) but rather
in terms of continuing and if anything increasing divergence between
the 'coordinated' and 'liberal' market economies (Thelen 1996; Kitschelt
et al. 1999b; Iversen and Pontusson 2000).

Furthermore, I argue that the divergence in outcomes between the two
types of economies at the macro level (in the structure of bargaining, in
the overall position of labor) goes back to fundamental differences in the
micro-level strategies pursued by employers as they respond to the new
terms of competition. In the liberal market economies, employers' 'search
for flexibility' (Boyer 1988) at the plant level has brought them sharply
into conflict with overarching union structures. Here, collective bargain-
ing institutions rested more on union strength than on employer organ-
ization and were always less encompassing than in the coordinated
market economies. In the absence of complementary institutions (long-
term financing and collective provision of skills, for example) employers
falling within the purview of union-enforced mechanisms for labor regu-
lation experienced these as constraining. As the deregulation literature
suggests, they have taken advantage of the prevailing political and
market climate since the 1980s to restore 'managerial freedom.' Even
those employers who have sought to meet the demands of high-quality
production with intensified cooperation with labor have done so in ways
that clash with traditional union structures, pursuing strategies that sever
the link between plant-based industrial relations and overarching insti-
tutions for the collective representation of labor. Thus, where organized
labor has not been left behind altogether, employers have frequently
demanded and won changes in union structures and rights that bring
these in line with internal labor markets.

Things look rather different in the coordinated market economies.
In these countries, employers have also sought (and largely achieved)
changes in traditional bargaining institutions that give them greater flex-
ibility in personnel and wage policy at the plant level. In these cases, how-
ever, overarching (sectoral) bargaining institutions have proved more
resilient. The reason for this lies again in the connection between national
collective bargaining structures and plant-level strategies. Here the joint
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regulation of labor markets is embedded in other institutional arrange-
ments that have taken employers further in orienting their competi-
tive strategies around high-quality, high value-added production that
depends on a high degree of stability and cooperation with labor (Streeck
1991; Hall and Soskice, this volume). In such countries, national-level
bargaining institutions have been shored up not just by strong unions,
but by employers who realize the extent to which the plant-level co-
operation that they seek with labor is underwritten and sustained by the
collective management of labor markets above the plant level.

While illustrating the analytic leverage afforded by the Varieties of cap-
italism' approach elaborated in this volume, I also advocate further devel-
opment of this approach, focusing especially on two issues that have not
received sufficient attention in this literature. The first is the alternative
logic of employer strategies in the liberal market economies. The dynam-
ics of LMEs have been explicitly outlined for some areas (e.g. especially
technology policy, see Soskice 1996«), but in the industrial relations litera-
ture, LMEs are more a residual category. Such systems are mostly char-
acterized in negative terms, that is, in terms of what they lack (above all,
employer coordination), rather than analyzed in terms of the alternative
logic that animates them (see also Crouch and Streeck 1997«: 8-9). This
tendency is reminiscent of the corporatism literature of the 1970s, which
heaped attention on a relatively small number of northern European
countries, while other economies were defined more in terms of what
these systems were not (namely corporatist) than what they were.

The second issue that merits more attention is the political dynamics
behind non-market coordination in the coordinated market economies.
Much of the literature in this area treats such coordination as a 'thing'
that some countries have and others lack, when in reality coordination
is a political process, and an outcome that has to be actively sustained
and nurtured. The varieties of capitalism literature has given us powerful
tools for understanding differences in the logic of employer strategies in
different countries. But the language of equilibrium sometimes obscures
the significant changes taking place even in the coordinated market
economies, all of which are in fact in the midst of a fundamental renego-
tiation of the terms of coordination and in some cases of the political
settlement on which it is based.

This chapter proceeds as follows. First, I address the continuing legacy
of the corporatism literature and discuss the way that this has framed con-
ventional understandings of the effects of globalization on labor unions
in the advanced industrial countries. The traditional framework was
essentially built around a continuum, in which cross-national differences
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were conceived as differences in degree ('more' versus 'less' corporatist
countries) and in which, in consequence, change within countries over
time was viewed in terms of movement along this continuum. Just as the
traditional corporatism literature saw any decentralization of bargaining
as a move away from corporatism and toward pluralist fragmentation, so
too do many contemporary globalization theories equate decentralization
with deregulation.

Second, against the traditional view, I set an alternative perspective
that distinguishes the different logics of employer strategies within the
liberal market economies and the coordinated market economies. I begin
with an overview of developments across a wide range of advanced
industrial societies, showing how employers in different contexts pursue
similar goals through very different strategies, with radically different
consequences for labor and for the collective regulation of labor markets
generally. This is followed by a more detailed treatment of five countries
—Germany, Sweden, and Italy as examples of coordinated market
economies, and Britain and the United States as examples of liberal
market economies. The goal here is to trace in more detail the distinc-
tive trajectories of change in the two types of systems.

The concluding section returns to the two issues flagged above, the
alternative logic of employer strategies in the liberal market economies
and the political dynamics that sustain non-market coordination in the
coordinated market economies. While building on the varieties of cap-
italism framework developed in the introduction to this volume, I
attempt to advance the debate a step further. For the liberal market econ-
omies, I argue that employers seeking to pursue high-quality production
(and lacking the strong non-market coordination mechanisms that sup-
port this in the CMEs) often turn to strategies that involve internalizing
skill formation and instituting various plant-based mechanisms for
securing labor cooperation and peace. However, the lack of complement-
ary institutions renders such strategies in industrial relations unstable,
and employers more often than not fall back on the lower-cost route of
pure deregulation. For the coordinated market economies, I elaborate the
political dimension of the institutional equilibrium described by the
editors. By exploring the power relations on which different equilibria
are founded, we can see that non-market coordination, far from being a
self-sustaining feature of particular systems, in fact involves a political
settlement and indeed one that has to be renegotiated periodically.
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2.2 Against Convergence

Traditional conceptions of what industrial relations consist of—and
especially of what distinguishes different industrial relations systems
from each other—continue to exert a strong pull. Much of the contem-
porary literature implicitly embraces the underlying logic of the corpo-
ratism literature of the 1970s.1 In particular, observed trends toward
decentralization and flexibility are often viewed in very zero-sum terms,
that is, decentralization is explicitly or implicitly equated with a general
weakening of labor because it impinges on the ability of unions to estab-
lish and enforce uniform national standards. The globalization literature
sees change in terms of a seemingly inexorable, inevitable slide toward
deregulation, as high unemployment and increased capital mobility
allow employers to dispense with strategies based on accommodating
labor and instead to shop for the best (i.e. least restrictive, least expen-
sive) labor regime. The result is a convergence theory that sees changes
in the 'strong labor' countries as moving them in the direction of the
weak labor countries in ways that are very reminiscent of the 'con-
tinuum' thinking of the corporatism literature.

These formulations, however, fail to make sense of observed trends,
both at the cross-national level and at the level of individual countries.
First, this literature's predictions of convergence and homogenization
through competitive deregulation have simply not been borne out (Ferner
and Hyman 1992«; Hyman 1994; Berger and Dore 1996; Boyer 1996;
Zysman 1996b; Iversen 1996, 1999a; Wallerstein et al. 1997; Regini 2000).
The deregulation literature appears to apply rather well to some econ-
omies, like the United States and Britain, where the decline of unions and
of collective bargaining has continued unabated. But developments else-
where are more complicated. Sweden and Denmark, for example, have
abandoned peak-level negotiations but retained systems of highly coor-
dinated multi-industrial bargaining. In Italy and Spain, the trend has been
toward centralization not decentralization and the renewal of tripartite
bargaining (Regini 1997b; Regini and Regalia 1997; Perez 2000).

Second, the causal connections at the heart of conventional theories
are not borne out by the evidence. Against the idea that unemployment
is what gives the employer offensive its momentum, we find that unions
are more embattled in countries (such as the United States and Britain)
where unemployment is among the lowest in the advanced industrial
world. By most conventional measures (union membership, for example),

1 I have explored the implications of this at length elsewhere; see Thelen (1994).
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unions in much of continental Europe have weathered the crisis rather
better than their Anglo Saxon colleagues, despite much higher levels
of unemployment. Finally, against the common characterization of the cri-
sis of industrial relations as a neo-liberal employer offensive against
embattled unions, we find that in countries like Germany, the tensions in
traditional bargaining institutions go back not so much to union weak-
ness but above all to a lack of employer solidarity (Thelen and Kume 19990;
Thelen 2000; Thelen and van Wijnbergen 2000).

These empirical anomalies underscore the need for a somewhat more
decisive break with traditional concepts and categories. The alternative
perspective developed in this chapter is built on several observations that
depart from the assumptions and the logic of the conventional model.
First, and following Soskice and others, I take issue with conceptualiza-
tions that see industrial relations as an entirely zero-sum game between
employers and unions. In fact in many settings employers need unions
and find them useful in regulating competition among themselves, and
—nowadays, especially—in ensuring peace and predictability on the
shop floor. Second, I maintain that a dichotomous understanding of
centralization and decentralization obscures important changes in the
relationship betiveen bargaining at the two levels. As I show below, in some
economies, employers' goals in decentralized bargaining are not incom-
patible with—indeed, in many ways they rest on—continued coord-
ination and negotiation at higher levels (Thelen 1991, 2000).

To set the context for the analysis that follows, I submit that a very
important source of pressure toward 'disorganization' in industrial-rela-
tions systems today goes back to the new terms of market competition
rather than simply efforts on the part of employers to 'get out from
under' union regulation. The received wisdom is that globalization—
understood mostly as capital mobility or the threat of exit—has shifted
the balance of power decisively toward capital. I do not wish to dispute
this general claim; indeed there is much evidence to support this view,
particularly in the liberal market economies. However, I want to suggest
that there is another face to globalization, and one that in fact has rather
different implications for labor relations. Increasingly integrated global
markets have heightened the competitive pressures that many firms face.
Where firms compete on the basis of quality and reliability in the context
of just-in-time production, the capacity to adjust depends rather heavily
on stable and cooperative relations with labor at the plant level.
Recognizing this aspect of contemporary market relations is necessary to
explain why in countries such as Germany and Sweden, employers are
in fact extremely reluctant to undertake full decentralization, why they
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are 'deathly afraid' (as one German employer put it) of industrial conflict,
and why some of their traditionally most potent weapons (above all the
lockout) are looking increasingly obsolete.

To understand how this alternative face of globalization plays out
cross-nationally, we need to focus on the link between employer strat-
egies at the plant level and macro structural changes. For both the CMEs
and the LMEs, changes in national-level institutions and processes have
been driven in part by the changing interests of labor and employers at
the firm level. To understand the nature of this link it is useful to begin
with a distinction between 'collectivist' and 'segmentalist' strategies.2

Very briefly, and in ideal-typical terms, collectivist strategies involve the
collective regulation of labor markets, and are generally sustained in
large part through negotiations by highly organized employer associa-
tions and unified and encompassing labor movements. Collectivist
governance of labor markets serves employers' interests in labor market
stability through measures that dampen competition among firms
for labor (especially skilled labor), coordinate wage formation, share
the costs of skill formation, and monitor and punish poaching.
'Segmentalism' is another strategy designed to stabilize labor markets,
but it is based on very different principles. Here individual employers
attempt to shield themselves from competition over labor by erecting
barriers to the outside labor market. This translates into measures such
as internal career ladders, seniority wages, and company-based training.3

For firms whose competitive strategies depend on a high degree of
social peace and cooperation with labor at the plant level, context is
everything. In the CMEs, where labor markets are regulated in a collec-
tivist fashion, plant-level cooperation relies in important ways on
continued coordination between unions and employers at higher levels.
Collective bargaining above the level of the firm supports plant-level
cooperation by 'bracketing' divisive distributional issues and 'deperson-
alizing' industrial conflict (see esp. Streeck 19960: 36). The mediating
effects of bargaining outside the firm are particularly important where
plant-level labor representatives enjoy extensive participatory rights.
Studies have shown that in such contexts, local bargaining over wages

2 This distinction was very much inspired by and draws on the one made by Peter
Swenson between 'solidaristic' versus 'segmentalist' strategies (Swenson 2001). I substitute
the term collectivism for solidarism only because Swenson's definition of the latter is more
specific and invokes some elements (e.g. the creation of labor market scarcity through insti-
tutions that set wages below the level at which the market will clear) that are not part of
the argument I develop here.

3 In addition to Swenson's characterization, see also the literature on dual labor markets
and labor market segmentation, e.g. Doeringer and Piore (1971) and Edwards et al. (1975).
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undermines the constructive, efficiency-enhancing effects of plant-based
co-determination (Freeman and Lazear 1995; Sadowski et al. 1995).

The situation is very different in LMEs such as Britain and the United
States. Here we find widespread attempts to impose unilateral manager-
ial control, and where there are attempts at fostering cooperation with
labor, these are more often undertaken in conflict with (and directed
against) unions. Here again, the context is decisive. In the LMEs, em-
ployers lack the coordinating capacities that characterize the CMEs
(supporting standardized wages and the collective provision of skills, for
example). They are thus more likely to try to stabilize their core work-
force and to enhance peace on the shop floor through strategies built on
strong internal controls — in-house training and company-based partici-
pation schemes for labor, for example. Whereas collectivist strategies rely
on encompassing unions and national bargaining structures, segmen-
talist strategies clash with both. This is why we find that where
employers in LMEs are pursuing such strategies, it is frequently without
unions (as in Japanese transplants, but also large companies such as
IBM). Where deals have been struck with unions, they have frequently
involved cutting the local union off from national-level bargaining struc-
tures and negotiating trade-offs—typically, job security for a core work-
force in exchange for internal labor market flexibility—that conform to
the dictates of segmentalism.

2.3 Contemporary Industrial-Relations Systems:
an Overview

Space does not permit a full survey of developments across the whole
range of advanced industrial democracies (but see Thelen and Turner
1997). However, a cursory review reveals that if anything, the gap
between the 'liberal market economies' and the 'coordinated market econ-
omies' is growing (see also Kitschelt et al. I999b; Iversen and Pontusson
2000). In the former, it is entirely appropriate to talk about a trend toward
deregulation, including attempts to escape union regulation at all
levels. The coordinated market economies, by contrast, appear to be seek-
ing flexibility through controlled decentralization (not deregulation but
reregulation of various issues at lower bargaining levels), but along with
a continued commitment to coordination (especially of wage-bargaining)
at the multi-industrial level (though less and less at the confederal level).

Moreover, one trend that appears to be common, cutting across both
types of economies (CMEs and LMEs alike), is the growing importance
of shop-floor bargaining, often combined with attempts on the part of
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employers to secure labor's cooperation in enhancing firm productivity
and efficiency. In both the CMEs and the LMEs, this has been expressed
in a strong preference on the part of employers for a reliable, respon-
sible, and unitary bargaining partner at the plant level. However, in the
LMEs this frequently translates into strategies that are specifically
designed to undercut union influence or hold unions at bay.

The following sections consider broad, cross-national trends in two
areas: the link between centralized and plant-level bargaining and shop-
floor institutions.

2.3.1 The Link between Centralized and Plant-level Bargaining

As noted above, analyses that posit a general trend toward deregulation
through bargaining decentralization fail to capture important aspects of
the interaction between centralized and decentralized bargaining. Where
— as in the CMEs—employers possess institutions that facilitate coordi-
nation among themselves and where they (employers) confront strong
unions, the attempt so far has not been to deregulate industrial relations,
though we can certainly speak of a widespread trend toward a renego-
tiation of the relationship between centralized collective bargaining and
local bargaining (Thelen 1996). Such a characterization would capture the
gist of important changes in Sweden (where the shift from confederal to
industry-level bargaining has been accompanied by changes allowing
more room for plant-level flexibility, especially with respect to plant
wage structures). But it would also capture the intent of reforms in
Italy in the 1990s which went in the opposite direction—recentralizing
bargaining but at the same time clarifying the link between central and
plant-level bargaining and establishing the primacy of central contracts
which lay down the parameters for local negotiations (Locke and Baccaro
1999). Rather than deregulation through decentralization, employers in
these countries appear to be groping toward changes that will continue
to capture the benefits of national coordination (which include damp-
ening competition for skilled labor but also facilitating cooperation with
labor on production issues at the plant level by explicitly bracketing
distributional issues). But these efforts are combined with reforms that
allow firms to adjust more flexibly to changes in market conditions
through decentralized negotiations.

All of this, however, contrasts sharply with the recent experiences of
the liberal market economies. In these cases, wage-bargaining (less
centralized and encompassing to begin with) has been further decen-
tralized—to the level of the plant if not the individual worker—a



80 Kathleen Thelen

process accompanied by a further weakening of unions, along often with
the collapse of important employers' associations (e.g. the Engineering
Employers' Federation in Britain). King and Wood (1999) have suggested
why labor market deregulation recommends itself especially in the
LMEs. Because employers' ability to coordinate among themselves is low
and non-market regulation of labor is primarily a matter of union organ-
ization, employers do better by deregulating their relations with labor as
well. Thus, we find in these countries not just a decline of union capac-
ities, but also (further) erosion of employers' own institutions and
capacity for collective action. This divergence is significant in light of the
large literature that emphasizes the economic benefits (e.g. in the area of
skill formation) that can flow from employer coordination, usually in the
context of strong unions (Soskice I990b, 1991; Streeck 1992&).

2.3.2 Shop-floor Institutions

A second theme that runs through recent developments in industrial rela-
tions across the advanced industrial countries is strong evidence of
employers' increased interest in a predictable and constructive relation-
ship with labor on the shop floor, linked to a distinct preference for a
unitary bargaining partner at that level (Thelen 1996). This commonality
cuts across very different political economies. For example, the strategy
of some British employers to replace multi-unionism with single-union
agreements shares many similarities with Danish employers' goal of 'one
company, one agreement' and with initiatives toward 'co-worker' agree-
ments in some large Swedish firms, despite the very different institu-
tional arrangements governing labor-management relations in these
three countries. In both Denmark and Sweden, the national-level restruc-
turing mentioned above has in fact been explicitly connected to plant-
level initiatives designed to neutralize divisions on the shop floor that
are rooted in national-level cleavages—between white- and blue-collar
representation (in Sweden) and between skilled and unskilled unions (in
Denmark). Likewise in Italy, in the context of a series of major industrial
relations reforms in 1993, employers insisted on rules for shop-floor
representation that were designed to prevent further fragmentation of
labor by strengthening the 'most representative' unions against growing
challenges by new and often more militant local organizations (Locke
and Baccaro 1999: 253-4).

Indeed, even in some cases in which firms have been on the attack
against unions, employers have at the same time pursued policies
designed to give them the stable and responsible interlocutor at the plant
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level that they think they need to adapt to changing market conditions.
In Britain, for example, companies that have 'derecognized' unions
nonetheless have sometimes allowed the old representatives to retain
'some form of representative and/or consultative rights.'4 The same type
of apparently contradictory policies toward local unions are on display
as well in the United States. Those American employers who are not
trying actively to avoid unions (and many that are) are often attempting
at the same time to enlist labor's cooperation and participation in new
forms of collective bargaining and 'cooperative' plant structures,
although almost invariably in exchange for concessions in traditional
union job controls (Turner 1991; Cutcher-Gershenfeld et al. 1996). Finally,
several observers have noted that France leads the rest of Europe in the
introduction of quality circles, a fact that is probably not unrelated to the
collapse of unionism and the crisis of shop-floor representation there.
Hyman (1994: 7) has even suggested that the extensive introduction of
quality circles in France may be best understood as an effort 'not to
bypass . . . [but] to compensate for the lack of "normal" mechanisms of
effective interest representation.'

This strong interest in promoting or preserving reliable, responsible,
and wherever possible unitary bargaining partners at the local level is
perhaps best understood in the context of the new strategic problems
that employers face. These involve the need to manage ongoing adjust-
ment to market conditions that are more volatile than ever before (Streeck
1987: 285). It appears that employers across a range of countries see co-
operative relations at the plant level as a precondition for such adjust-
ment, though differences in institutional starting points have led them
to pursue this goal in different ways cross-nationally.

Summing up, the cross-national evidence does not point toward
convergence across industrial-relations systems, but rather, if anything,
to a growing gap between LMEs and CMEs. Despite many differences
among the CMEs, employers in general have (1) settled for or actively
supported continued coordination (especially in wage-bargaining) while
at the same time in most cases they have (2) sought changes in the link
between plant-level negotiations and industry-level bargaining that allow
greater flexibility—in plant wage structures and in work organization,
for example—to adapt to rapidly changing markets. The experience in
these counties has thus been quite different from that in the LMEs, where
employers have been more likely (1) to eliminate higher-level bargaining

4 European Industrial Relations Review, June 1994: 24, based on a survey of companies that
had 'derecognized' unions.
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structures altogether (in the process, dismantling their own coordinating
capacities while attacking those of the unions), and (2) to drive unions off
the shop floor entirely, or to force a radical renegotiation of organized
labor's rights and role at that level.

2.4 Trajectories of Change in CMEs and LMEs

As we have seen, the broad distinction between 'coordinated' versus
'liberal' market economies represents a crucial (even if not perfectly
'clean') distinction that sheds considerable light on the very different
patterns of industrial relations across the developed democracies. By
identifying distinct types of systems that operate according to different
logics, this approach gives us greater analytic leverage in explaining
the lack of convergence in industrial relations, despite the putatively
common trend toward globalization. In order to understand the different
trajectories of change in the two types of economies, we need to delve
deeper into recent developments in individual countries. Thus, this
section reviews evidence from five cases—Germany, Sweden, and Italy
as examples of coordinated market economies, and the United States and
Britain as examples of liberal market economies. The idea is not so much
to provide a full account of recent developments in each country, but to
demonstrate in each case how micro-level strategies have affected the
macro-level dynamics of change in the CMEs and the LMEs.

2.4.1 Germany

Cross-national studies have coded Germany as a paragon of stability
(e.g. Wallerstein et al. 1997) but such characterizations mask substantial
tensions and also important changes within still stable formal institu-
tions. The German system consists of multi-industrial 'pattern' bargain-
ing, typically led by the metalworkers' union (IG Metall). This system
of coordinated wage-bargaining has survived pressures by employers
for more flexibility, though there has been an important shift toward the
increasing importance of plant-level negotiations on other (non-wage)
issues.

Struggles over flexibility in Germany date back to the 1980s, when a
major conflict between employers and unions over working-time reduc-
tion was resolved through a trade-off between lower overall working
hours and more plant-level variation in working times. This compromise
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brought an end to a costly dispute in 1984, and it helped to avoid further
strife in subsequent negotiations over working-time reduction. However,
the terms of the deal activated previously dormant cleavages within key
employer associations like Gesamtmetall (the association for metal-
working employers). The working-time contracts turned out to be par-
ticularly expensive for small and medium-sized firms (i.e. Germany's
large and important Mittelstand), which had to absorb the costs of overall
reductions in working hours, but were not generally capable of taking
advantage of the compensating 'flexibility' clauses (Silvia 1997: 194-8).
The result has been growing disgruntlement in the 1990s on the part of
the Mittelstand, chafing against the domination of the large firms within
Gesamtmetall.

These conflicts have intersected with new tensions within the em-
ployers' associations in the wake of unification. Given the substantial
gaps in productivity between firms in the East and West, many eastern
companies have stayed out of the employers' associations in order to
avoid being bound to the wage and working-time contracts they nego-
tiate with the unions (Schroeder and Ruppert 1996; Silvia 1997).
Defections are of two sorts and they are no longer limited to eastern
firms. In some cases, firms opt out of the employers' association, some-
times to join new organizations that offer many of the benefits of asso-
ciation membership (e.g. legal assistance) but that are not parties to
collective agreements with the unions. In other cases, member companies
simply ignore the terms of the central bargain, certainly with the know-
ledge of the works council and often with its blessing. The combined
effect has been seriously to weaken the coordinating capacities of asso-
ciations like Gesamtmetall.

These developments have opened up a major debate within Germany
on the appropriate balance between centrally bargained parameters and
plant-level flexibility. The direction of change so far has been to shore up
industry-level coordination by 'flexibilizing' central contracts, in the
process delegating more bargaining competencies to plant-level works
councils. This is in some ways a continuation of previous patterns
(Thelen 1991), but flexibility clauses increasingly are used to address the
concerns of firms that might otherwise exit national bargaining arrange-
ments altogether. In extreme cases, flexibility has been extended to cover
wages, where works councils (legally) have no independent jurisdiction.
Thus, for example, in 1996 the chemical workers' union agreed to an
opening clause in the central contract that allows works councils in strug-
gling firms to negotiate wage reductions of up to 10 per cent in exchange
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for employment guarantees. More often, however, central contracts dele-
gate new bargaining responsibilities to works councils over other issues,
leaving wages set at the industry level. For instance, a 1997 agreement
in metalworking allows works councils and managers to negotiate deals
that ease elderly workers out of the workforce on rather generous terms,
in exchange for new hires.

In short, recent collective bargaining rounds—in metalworking but
more generally—have moved in the direction of dealing with contem-
porary strains, both between unions and employers but especially within
the employers' associations themselves, through the flexibilization of
central contracts and the delegation of new bargaining competencies to
works councils. This has resulted in a partial renegotiation of the terms
of coordination, but not the abandonment of industry-wide bargaining.
Against conventional accounts, however, this outcome is not solely the
result of unions' successfully resisting employers' push for decentraliza-
tion. Instead, employers' own interests, as much as German unions'
continued strength, accounts for the resilience of traditional bargaining
institutions in Germany (Thelen and Kume 1999fl; Thelen 2000).

In fact, a number of collective bargaining rounds in the mid- to late
1990s dramatically revealed the extent to which the competitive strategies
that German employers are pursuing in the market have rendered them
deeply ambivalent about abandoning sectoral bargaining arrangements.
When (in 1995) IG Metall initiated a strike in Bavaria — a bastion of hard-
liners and disgruntled Mittelstandler—it appeared that the union was in
for an existential fight. However, while the union held together, the
employers' militant strategy quickly collapsed as individual employers
worried openly about the effects of a conflict on the cooperative relations
they had painstakingly built with their works councils over the past
years.5 In the face of mounting resistance from within their own ranks,
the employers' association (Gesamtmetall) abandoned its hard-line posi-
tion, and dropped its plans for a lockout. Even the unions were taken
aback at how quickly employers settled (at a very high level of wages);
the agreement was widely viewed as a 'catastrophic' defeat for Gesamt-
metall. Employers publicly bemoaned the fact that they could no longer
hold out against the union and argued that something needed to be done
to redress the 'lack of parity' (favoring labor) in collective bargaining.6

5 For a full account of the strike, see Thelen (2000).
6 Handelsblatt, 19 Dec. 1996; Tageszeitung, 19 Dec. 1996; Wirtsclwftsivoche, 13 Dec. 1996;

and Suddeutsche Ztitung, 10 Dec. 1996.
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Subsequent skirmishes—in 1996 over sick pay, in the East German steel
industry in 1998, and in the 1999 wage round—followed a similar script.
Gesamtmetall now avoids conflict like the plague and speaks of trying to
achieve its goals through a 'new partnership' with labor (Gesamtmetall
1999).

The rhetoric among German employers has been quite militant at
times. However, at the end of the day, most of them would much prefer
to reform the current system rather than dismantle it.7 What employers
clearly like about industry-level bargaining is the predictability and
peace it sustains at the plant level. These are features that have if
anything become more dear to them in the context of tightly coupled
production and the need to deliver high-quality products on a just-in-
time basis (Thelen and Kume 1999a). Industry-level bargaining removes
divisive distributional issues from the shop floor and it provides a
uniform and concentrated timetable for negotiations—thus protecting
firms from disruptive rolling wage disputes (Streeck 1996«).

For these reasons, German employers have been approaching the
issue of bargaining decentralization very gingerly. Previous calls for
a revision in the Works Constitution Act that would allow plant-level
works councils to negotiate wages (under the current law, a right
restricted to the industrial unions unless opening clauses in central
contracts specifically allow local bargaining) have been all but
abandoned. A recent report on workplace co-determination, adopted
unanimously by a committee composed of representatives of labor and
employers, argues instead that while works councils can be vehicles
for 'controlled flexibilization' no changes in the law should be contem-
plated. The report explicitly acknowledges the 'relief functions afforded
by the (industry-level) collective bargaining contract, and argues that
without it, 'cooperative relations between works councils and employers
would be difficult to achieve.'8 The tension within key employers' asso-
ciations such as Gesamtmetall remains a serious threat to the system
(Thelen and van Wijnbergen 2000). At this writing, however, the most
striking feature of recent developments in Germany—in contrast to
Britain and the United States — is the lengths to which most employers
have been willing to go to manage new pressures for flexibility within
traditional institutions.

7 'Arbeitgeber lehnen eine Anderung des Tarifrechts ab/ Frankfurter Allgemeine Zeitung,
27 Jan. 1998: 11.

8 Arbeitsausschufi 'Mitbestimmung und Tarifwesen' 1997: 2.
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2.4.2 Sweden

A great deal of attention has been devoted to the breakdown of the
Swedish model, and situating this case within the varieties of capitalism
framework can help resolve ongoing debates about whether Sweden is
exceptional or exemplary.9 The central feature of what was known as the
'Swedish model' was the highly centralized (confederal-level) system of
wage-bargaining and the labor movement's policy of solidaristic wages,
which had resulted in a substantial narrowing of wage differentials
across the national workforce. As the comparative literature of the 1970s
emphasized, these structures and policies helped to dampen inflation in
the 1950s and 1960s and to promote the movement of Swedish firms out
of low-productivity sectors and technologies and into more efficient and
productive technologies and industries.

Developments in the late 1960s and early 1970s, however, put new
strains on the system and contributed to the eventual breakdown of
the Swedish model (see esp. Pontusson and Swenson 1996). First, the
less-productive public sector, which had been excluded from solidaristic
wage policy as it was originally conceived, demanded and won agree-
ments that brought its workers' wages in line with those of the higher-
productivity private sector. Second, early solidaristic wage policy
focused only on intersectoral wage disparities and did not touch differ-
ences between skilled and unskilled workers. However, in the late 1960s,
unskilled workers were able to use their political power within the
central union confederation (LO) to win new clauses in central contracts
that would compensate them for skilled workers' previous year's wage
drift. These clauses resulted in an overall, institutionalized ratcheting up
of wages, as wage drift in manufacturing rose in the 1980s to 50 per cent
for both white- and blue-collar workers (Elvander 1997: 13). Apart from
their inflationary effects, these developments complicated national-level
wage-bargaining because negotiators had to adjust their positions and
adapt the bargain to take account of anticipated plant-level drift.

These changes in the meaning and scope of solidaristic wage-
bargaining contributed to a revolt on the part of employers in key indus-
tries against peak-level bargaining. In 1983, the employers' association
for the metalworking industry (Verkstadsforeningen, now Verkstads-
industrier, VI) withdrew from confederal negotiations and struck a
separate deal at the industry level (with the metalworkers' union, Metall)

9 Pontusson and Swenson (1996) treat it as exemplary of broader trends (e.g. post-
Fordism), while Wallerstein and Golden (2000) see it as exceptional.



Varieties of Labor Politics 87

that traded more generous wage increases for an elimination of the
clauses that linked skilled and unskilled workers' wages. Some of the or-
ganization's most influential members—firms like Ericsson, Volvo, and
ABB — saw this as a first step toward full decentralization of bargaining
to the company level.

However, events in the 1990s stabilized industry-level bargaining and
have even promoted a degree of recentralization on new terms.10 First of
all, it became clear that VI was quite isolated within the employers'
confederation, SAP. Whereas VI sought to push negotiations down to the
company level, most of the other sectoral associations were content to
stop at industry-level bargaining. Second, it turns out that full decen-
tralization was controversial even within VI, as the organization's smaller
firms expressed a strong preference to preserve collective negotiations at
the industry level. Third, the radicals within VI encountered stiff resis-
tance to their drive for full decentralization, even from unions that on
the surface might have appeared easiest to co-opt.11

Most consequentially, however, events of the mid-1990s revealed the
pitfalls of full decentralization in a context in which employers have
become increasingly vulnerable to industrial strife (and in which, as in
Germany, unions' capacity to organize strikes remains high). In 1995,
negotiations in the Swedish engineering industry were disrupted by an
abrupt and very high settlement by employers and unions in the (then
booming) paper and pulp industry. Confronted with demands by the
engineering workers' union (Metall) for a similar wage increase—backed
up with overtime bans and strike threats—VI could not resist the pres-
sure to settle. As Elvander (1997: 49-50) notes, lean production and just-
in-time scheduling had rendered engineering firms extremely sensitive
to disruptions in production, and so they were 'unable to use their
strongest weapon, the big lockout, without hurting themselves' (see also
Kjellberg 1998: 91, 95 ff.).

The events of 1995 underscored the disadvantages of uncoordinated
bargaining, and thus set the scene for a broader accommodation be-
tween unions and employers across the entire industrial sector. In 1996,
eight major employers' associations responded to an invitation by their

10 This account is based on interviews in 1998 and 1999 with representatives of Metall,
VI, Almega, and LO.

11 For instance, Ericsson attempted to strike a decentralized deal with the local chapter
of the Union of Graduate Engineers (CF), but the national union prohibited its local branch
from even engaging in negotiations, citing the commitment it had made to other unions
to support industry-wide coordination.
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counterpart unions to engage in joint negotiations over wage formation
and mediation procedures.12 The result, less than a year later, was a new
'Agreement on Industrial Development and Wage Formation' designed
to support 'constructive negotiations' and to avoid 'the need to resort to
industrial action' (18 Mar. 1997, appendix A, paragraph 1). The Agree-
ment provides for an impartial chairman to accompany industry-level
wage negotiations and to facilitate peaceful compromise. The new frame-
work also supports coordination in bargaining across the export sector
as a whole (also between blue- and white-collar unions), though impor-
tantly, not a return to confederal bargaining (something that both
employers and unions in manufacturing oppose).13 For the unions,
but especially for Metall, the Agreement marks the abandonment by
VI of its earlier efforts to push for full decentralization, thus ending years
of struggle in this key industry over the structure of negotiations.
Employers, for their part, praise the new conflict mediation procedures
that lie at the center of the Agreement and that they see as crucial to
managing their heightened vulnerability to strikes.

The Swedish case thus provides another good illustration of how the
strategies of employers at the plant level can affect relations with labor
and bargaining structures at higher levels and vice versa. The dramatic
events of the early 1980s did not turn out to be the first step in a full-
fledged decentralization of industrial relations. Indeed, employers' new-
found interest in mediation and recent agreements with labor make it
quite clear that Swedish employers do not think they can get what they
need through deregulation. The overall result in Sweden is not a break-
down of coordination though there has been a fundamental renegotia-
tion of the terms of coordination—from national-confederal bargaining
to a more flexible system of coordinated multi-industrial bargaining—
along with increased reliance on mediation to achieve compromise
without industrial strife.

2.4.3 Italy

Italy is often seen as an ambiguous case in the varieties of capitalism
literature. However, when it comes to industrial relations, the trajec-
tory of change parallels developments in the CMEs much more closely

12 See Dagens Nyheter, 1 June 1996: A4, where the unions extended the invitation for
employers to negotiate.

13 The LO is quietly opposed to the agreement for the very reason that it precludes a
recentralization on the old terms, i.e. coordination among blue-collar unions across all
sectors.
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than those in the LMEs. As in Germany and Sweden, we find in Italy
evidence of a renegotiation of the relationship between national-sectoral
and plant-level bargaining, although in this case these developments
have involved important elements of recentmlization, especially in wage-
bargaining.

The fragmentation of Italian unions along ideological lines is well
known, and this certainly distinguishes Italy from the other CMEs
considered here. However, while relations among the three competing
union confederations deteriorated at the national level in the 1980s, labor
organizations continued to work with one another and with employers
at the local level (Regalia and Regini 1995: 131). As Ferner and Hyman
(1992a: 591) put it: 'the importance of company-level accommodations
was increased following the splits between the main unions in 1984,
which disrupted not only interconfederal relations but also national
sectoral bargaining.' Local cooperation and accommodation might not
have persisted where, as in Britain, the cleavages that separate unions
are directly 'activated' by production reorganization (which precipitates
jurisdictional disputes among craft unions). The fact that Italian unions
divide along ideological rather than skill or job lines may thus help to
account for why 'workplace trade union unity has often proved resilient
even in the case of national disagreements' among the main union
confederations (Ferner and Hyman 1992«: 543-4).

The persistence of local cooperation during the 1980s is cited as an
important factor in preventing a major assault on unions in Italy (Regalia
and Regini 1995: 159). Regalia (1995: 224-5) has noted that since the mid-
1980s Italian managers assigned works councils more and more consul-
tative functions. She suggests that 'many councils were to a large extent
sustained by a growing managerial need to find effective and not too
expensive ways to obtain greater and more active worker consent.'
Among the positive functions with which managers credit Italian coun-
cils are that 'they facilitate internal communication at lower cost than
separate managerial channels and programs, they help settle individual
and collective grievances, and they operate as a feedback mechanism on
the operation of middle management' (Regalia 1995: 236). Moreover, as
Regalia (1995: 236) notes, 'Case studies of industrial readjustment in the
1980s have shown that the existence of active and well-rooted councils
made innovation and reorganization of production easier for firms
while making the management of redundancies and changes in work
practices less traumatic for employees.' It is important to note that this
is not merely a case of employer co-optation. In fact, 'personnel managers
of multi-plant companies pointed out their preference for strong and
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even militant councils that are the undisputed leaders of the workers, as
compared to representative bodies that are weak and poorly supported.
In the former case, joint decision-making, through consultation or collect-
ive bargaining, would lead to much more reliable and therefore in the
end more efficient outcomes, while in the latter case, apparently more
convenient results might easily turn into a bothersome waste of time'
(Regalia 1995: 236).

Continued cooperation at the plant level in Italy also appears to have
provided a foundation for renewed national tripartism in the 1990s
(Regalia and Regini 1995: 154; Locke and Baccaro 1999). In 1993 the
government, unions, and employers reached a historic agreement that
abolished the national cost of living index (scala mobile), instituted a loose
incomes policy, and overhauled collective bargaining institutions.14 Far
from fighting recentralization, Italian employers strongly favored this
move, among other reasons to secure wage restraint (Perez 2000; Regini
2000: esp. 272-3). But as Locke and Baccaro (1999) point out, the recon-
figuration of wage-bargaining institutions at the national level was
closely linked to the parallel renegotiation of the institutions for labor
representation at the plant level, and the fates of the two sets of reforms
are closely intertwined.

Italy's previous factory committees (Rappresentanze Sindacali Aziendali,
or RSAs) had been dominated by the three main union confederations,
but by the late 1980s these were increasingly facing challenges from
autonomous unions and militant rank and file committees (COBAS)
which among other things opposed the unions' egalitarian wage pol-
icies. The 1993 reforms replaced the RSAs with new unitary union struc-
tures (Rappresentanze Sindacali Unitarie, or RSUs) subject to new election
rules. Two-thirds of the members are elected by a vote of all workers,
but one third of the members are to be appointed by the unions that are
parties to the national industrial contract with employers. The one-third
provision shores up the position of the three main union confederations.
Importantly, this provision was included at the insistence of employers
who wanted to make sure that there was a strong institutional link
between bargaining agreements at the national and plant levels (Locke
and Baccaro 1999: 253).

The precise nature of that link was also defined in the 1993 Accords.
Previously, the relationship among the various bargaining levels in Italy
had been unclear and contested (Regalia and Regini 1995: 135). In the

14 The Accords are summarized in detail in European Industrial Relations Review, Sept.
1993: 15-19 and Locke and Baccaro (1999: esp. 247-8).
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reforms, Italian employers sought to limit local negotiations (an inter-
esting reversal of the dominant trend in Europe, where employers
have more often been pushing for less centralized negotiations and more
local bargaining). At unions' insistence, the Accord specifically allows
for continued local negotiations; however, it imposes restrictions on
bargaining at that level and subordinates it to industry-level bargaining
(Locke and Baccaro 1999: 247-8). In particular, pay increases are to be
set at the industry level and in line with national tripartite discussions
(taking account of the projected inflation rate) and company or local
increases must be linked to productivity and other factors related to a
firm's economic performance. In addition, the Accord established the
primacy of sectoral bargaining by specifying that company bargaining
should deal with matters 'different from, and not overlapping with' those
issues that are regulated in sectoral agreements (European Industrial
Relations Revieiv, Sept. 1993: 15-19).

2.4.4 The Cases Compared: Signs of Convergence?

The conventional literature tends to emphasize differences between
Sweden and Germany (with Sweden being coded as a case of institu-
tional breakdown and Germany one of institutional stability; e.g.
Wallerstein and Golden 1997), and to draw an even sharper distinction
between these two countries and Italy. But a closer look at the dynamics
of change reveals that all three cases involve a renegotiation of tradi-
tional institutional arrangements, the results of which have if anything
brought them closer together. Most obviously, the move in Sweden away
from confederal dominance and toward coordinated industry-level
bargaining represents a shift in the direction of the German model
(Thelen 1993; Pontusson 1997). Italy appears to be moving in that direc-
tion as well, albeit from a rather different starting point. Motivated by a
desire to control inflation and reduce labor conflict, Italian employers
pushed for changes that established the primacy of industry-level
bargaining over local bargaining on wages and strengthened the links
between plant-based labor representation and national institutions by
shoring up the main unions against their rivals at the local level.

There are also signs of at least partial convergence in plant-level rela-
tions as well. For example, in the past it was common to stress the
differences between Germany's legalistic versus Sweden's more negoti-
ated versions of co-determination (Thelen 1991). However, in Germany,
there are signs that the specific legal rights that works councils enjoy
under the law are receding in importance relative to the new delegated
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bargaining competencies they have acquired through industry-level
bargains (a consequence of the trends cited above as well as the emer-
gence of new problems that are not covered in the law). To the extent
that German works councils are thus put in the position of negotiating
over a wider range of issues (but not subject to conciliation because not
covered in the law), this arguably brings their functions closer to that of
Swedish shop stewards (and where the inability of Swedish local unions
to strike is the functional equivalent of German works councils' 'peace
obligation'). Italian unions, for their part, are still possessed of much
weaker plant-level rights. However, the new RSU structure, as we have
seen, was designed specifically to counteract union fragmentation and
as such represents an attempt to move a step closer to unitary shop-floor
representation of the sort found in Germany.

2.4.5 United States

The trend in US industrial relations over the last several decades has
been toward declining union influence at both the industry and plant
levels. Here, the language of 'deregulation' and a neo-liberal offensive
against organized labor is appropriate. Union membership has fallen
more or less steadily for forty years, and unions now represent less than
10 per cent of the private-sector labor force (e.g. Troy 1999).

At the same time, however, US industrial relations has also been the
site of innovations aimed at enlisting worker participation in various
'employee involvement' schemes, suggesting a somewhat more complex
development than just a 'return to the market.' There has actually been
a dual trend. Some companies are pursuing new 'human relations/
industrial relations' (HR/IR) strategies that involve an intensification of
cooperation with labor at the plant and company levels (either with or
without unions), while others have simply sought to reimpose manager-
ial unilateralism, often through intense conflicts with unions (Weinstein
and Kochan 1995; Katz and Darbishire 1999). Examples of the latter
include the highly publicized cases of Eastern Airlines, Caterpillar, Grey-
hound Bus Lines, and Pittston Coal (Wever 1995: 7).

To make sense of the overall trend, it is useful to distinguish two
aspects of employer strategies — first with respect to coordinated bar-
gaining (which was already more tenuous and incomplete than in the
CMEs), and second with respect to labor at the plant level. In terms of
coordination, the trend in the United States has been toward severing
company- and plant-level bargaining from previous forms of coordin-
ation. Wage-bargaining in the United States was never as centralized or
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encompassing as in many European countries, but it became even more
decentralized from the 1980s with the breakdown of pattern bargaining
in industries such as coal, steel, rubber, and transportation. Even in the
automobile industry, coordination has declined significantly, as more and
more firms are outside the pattern. Supplier firms have opted out in large
numbers, Japanese transplants have resisted unionization, and even
where union influence remains relatively strong, some of the more in-
novative contracts in the past two decades (e.g. Saturn) involve separate
deals with the United Auto Workers, UAW. In other industries (e.g.
trucking and coal mining), multi-employer bargaining has similarly
declined, as companies have withdrawn from master agreements nego-
tiated with the relevant union (Katz and Darbishire 1999: 28).

The changes at the shop-floor level have been equally dramatic. Since
the 1970s, under growing pressure from international competition,
American managers have worked aggressively to reduce job classifica-
tions, renegotiate traditional work rules and seniority provisions, and
reorganize production along more flexible lines. Such changes clashed
directly with traditional union rights and structures, which is one reason
why production reorganization was originally pioneered in the non-
union sector (Kochan et al. 1986). However, there are also a number of
cases in which work reorganization was negotiated with unions. The
most publicized examples were in the automobile industry, e.g. the GM-
Toyota joint venture (NUMMI) in California and the Saturn project in
Tennessee, where the UAW agreed to trade in traditional rights and
controls for increased participation through other channels designed to
encourage more consensual decision-making (Katz and Darbishire 1999:
41-2). Similarly successful examples of labor-management partnership
at unionized workplaces were forged in the aerospace, communications,
steel, electronics, and other industries as well. Companies that instituted
such practices include Boeing, Bethlehem Steel, AT&T, NYNEX,
BellSouth Telecommunications, Xerox, Corning, United Airlines, John
Deere, and Levi-Strauss (see e.g. Wever 1995: 5, 67, and 89 ff.).

In many other companies, however, the renegotiation of work rules
provoked major industrial strife, fomented internal union conflict, and
encouraged employers to pursue elaborate union avoidance strategies.15

Many employer-created and dominated programs for worker participa-

15 And in the United States, 'cooperative' deals are often extorted from unions, as
management pits different workforces against each other by promising to retain produc-
tion sites where unions agree to the new arrangements. See, for example, Katz and
Darbishire (1999: 28).
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tion have been specifically designed to sideline and replace unions by
establishing alternative channels of communication between the work-
force and management. This is the logic behind 'human resource
management strategies' in non-union companies such as Hewlett-
Packard, Proctor and Gamble, Eastman Kodak, and Motorola (Katz and
Darbishire 1999).

Clearly, the neo-liberal trend in US industrial relations rests on a set of
political and political-economic conditions — shareholder value, short-
term financing, restrictive labor law—that are biased against union or-
ganization and collective labor representation. A large number of the most
innovative new programs to enlist workforce participation in improving
quality and enhancing firm efficiency were either specifically designed
to replace organized labor, or, if negotiated with unions, involved a
complete renegotiation of traditional union structures and rights. In line
with a more segmentalist approach, the trend has been toward the
destruction of coordinating capacities across firms (demise of pattern
bargaining) along with innovations in HR/IR that tie workers to internal
labor markets and co-opt them into company communities. Where
unions have been party to these sorts of innovations, the deal has often
been one in which they agree to co-administer more flexible internal
labor markets in exchange for no-layoff guarantees—in other words,
agreements that are very much in sync with segmentalist strategies (e.g.
Weinstein and Kochan 1995: 16).

It should be noted that the US labor movement has shown new signs
of life in the past few years. Under the inspired leadership of John
Sweeney, the AFL-CIO has made organization drives a focus of attention
and effort. After years of setbacks, organized workers have scored some
significant strike victories (UPS, Boeing, and Verizon), and launched
important new initiatives (e.g. Justice for Janitors). These are trends
worth watching, but at this writing it is doubtful that they will be suffi-
cient to restore the US labor movement to anything close to its previous
stature and membership levels. Among other things, lasting success
would almost certainly require significant reforms to existing labor law,
the prospects for which are currently anything but bright.

2.4.6 Britain

As in the United States, the trend in British industrial relations in the
last twenty years has been in the direction of deregulation in the sense
of sharply declining union influence at all levels. And here again, we can
distinguish two trends—the collapse of coordinated bargaining and the
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changing relationship between unions and employers at the plant level.
The changes in Britain have in many ways been more dramatic, since
British unions at their peak were better organized than in the United
States and collective bargaining coverage much higher.16

In Britain, the collapse of traditional bargaining institutions was vigor-
ously promoted by the Thatcher government which, beginning in 1979,
undertook a series of reforms that encouraged individualized bargaining
between an employer and his or her employees while actively discour-
aging collective bargaining and labor representation through unions
(Howell 1995, 1996: 516). Legislation under the Conservative govern-
ments of the 1980s and 1990s included measures that made it more
difficult for unions to initiate industrial action and secure collective
bargaining rights, and that eliminated completely previous mechanisms
for extending the terms of agreements in unionized plants to other firms
in the same sector (Dickens and Hall 1995; Undy et al. 1996).

Combined with changes in employer strategies due to the market
forces cited at the outset, the legislative assault on organized labor helped
bring about a broad and thoroughgoing shift toward deregulation. This
is reflected in three related trends: the collapse of multi-employer
bargaining, the rise of enterprise-level bargaining, and an overall shrink-
ing of the number of workers covered by collective agreements of any
sort. First, there has been a dramatic decline in Britain of multi-employer
bargaining as employers have step by step dismantled what apparatus
existed for the collective, joint regulation of the labor market. Fourteen
major industry agreements were dismantled between 1985 and 1995
(Howell 1995: 161-2). More generally, whereas, in 1980, 43 per cent of
workplaces were involved in multi-employer bargaining, by 1998 this
was down to 14 per cent (Cully et al. 1999: 228-9).17

The collapse of two-tier (usually industry or regional plus plant-level)
bargaining has in some cases given way to single-enterprise agreements.
Brown, Marginson, and Walsh (1995: 137) report that 'by 1990 of the
somewhat under five out of ten employees then covered by a collective
agreement, for four in ten they were . . . single employer, but for only
1 in 10 were they multi-employer agreements.' They note that one of the
advantages for employers of enterprise bargaining is that 'it allows
employers to cultivate internal labour markets. When much skill acqui-

16 In 1979, British unions organized 53% of the total working population, as against US
unions which peaked at 35% in the 1940s (Edwards et al. 1992: 31-2).

17 These figures refer to workplaces with twenty-five or more employees. The picture is
even more bleak if one singles out the private sector, where only 4% of such workplaces
engaged in multi-employer bargaining in 1998 (Cully et al. 1999: 229).
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sition is on the job and technological change is constant and incremental,
there are advantages in having fluid job titles, predictable trajectories,
and more stable internal salary structures' (1995: 138).

However, an even more pronounced trend is a decline in the number
of workers who are covered by any kind of collective bargain. As
employers' willingness and capacity to coordinate have disintegrated, so
too have the coordinating capacities of unions suffered. In Britain there
was an automaticity to union recognition embedded in industry-level
bargaining, and so the demise of the latter has had disastrous effects on
union coverage. The proportion of employees whose wages are set by
collective bargaining with unions has fallen steadily, from 70 per cent in
1984 to 41 per cent by 1998 (Cully et al. 1999: 241-2).

The effects of these trends on union membership have been disastrous.
The closed shop, once quite pervasive, is virtually gone, and a growing
number of new companies have opted not to recognize unions in the
first place (Howell 1995: 153, 162). Union membership plunged over
the years of conservative rule, falling by 40 per cent, from over 13 million
to 7.9 million workers (Howell 1999: 29).18 In strong contrast to Sweden
and Germany where employers are, as we have seen, deeply worried
about industrial strife, British employers face a much more docile union
movement. In Britain in the 1990s there were fewer stoppages and days
lost than at any time since records began being kept at the end of the
last century (Howell 1996: 517; see also Edwards 1995).

There have also been important changes in shop-floor institutions and
practices, in both the (declining) union sector and beyond. Similar to the
United States, work reorganization emerged in the 1970s and 1980s as a
key point of conflict between unions and employers. In Britain, the struc-
ture of the unions has been a long-standing source of rigidity, and one rea-
son employers prefer single-union agreements is to eliminate craft-based
multi-unionism. In such agreements, 'a union agrees to complete flexibil-
ity in the use of labor, various forms of arbitration to prevent strikes, and
the equivalent of a works council, in return for exclusive union recogni-
tion' (Howell 1995: 153). First introduced by Japanese firms in Britain,
these arrangements have been copied by British firms, especially new
ones. In fact, it appears that single unionism is virtually the only form of
union recognition occurring in the past decade (Howell 1999: 38).19

18 Trade union membership appears to have stabilized, albeit at these low levels, since
Labour took office.

19 Unions have in some cases met this trend by coordinating their demands more closely
and engaging in what is called 'single table bargaining' (Howell 1999: 54; see also Geary
1995: 375).
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As Howell (1995: 153) summarizes: 'As an indicator of the trajectory of
British industrial relations, it is now the case that newly created firms will
almost never adopt traditional forms of collective bargaining, preferring
either to forgo union recognition altogether or to opt for a single union
agreement/ Compared to the United States, outright derecognition
remains relatively rare in Britain, but partial derecognitions (i.e. derecog-
nizing particular unions or categories of employee) are on the rise, and
appear to be part of employer strategies to 'rationalize' plant-based labor
representation. Sisson and Marginson (1995:112), for example, report that
'almost one in five companies with over 1,000 employees reported that
recognition for negotiating purposes had been partially or wholly with-
drawn on their established sites.'

The kinds of employer-dominated worker involvement 'HR/IR'
schemes that have flourished in the United States have not been as
popular among British employers (Howell 1999: 39; also Sisson and
Marginson 1995). However, against the backdrop of employers' need for
stability and predictability at the plant level, it seems significant that
shop steward presence has fallen off somewhat less than overall union
membership (Millward et al. 1992: 117).20 Even in cases of outright derec-
ognition, employers have sometimes allowed stewards to retain some
representation or consultation rights (European Industrial Relations Reviezv,
June 1994: 24). Geary (1995: 375) reports that case studies show that
management often continues to rely on shop stewards to smooth the
implementation of shop-floor changes (for example, work reorganiza-
tion), and he cites examples in which 'management had not sought, nor
wished, to dismantle representative structures completely.' As Terry
(1995: 224) argues, one factor shoring up steward organization is that 'for
many employers, despite the adoption of "union free" approaches, no
thoroughgoing alternative to steward based collective bargaining has
been pursued. The basic infrastructure for wage and conditions bargain-
ing remains intact in many areas.' Apparently, even in the context of the
massive attack on unions, British employers continue to believe that
there are advantages to having labor representatives to consult and work
with at the plant level (Sisson and Marginson 1995: 112). However, as
Howell (1999: 39) notes, firms want a particular kind of bargaining
partner: 'The CBI [Confederation of British Industry] sees a continued
role for shop stewards, but . . . a very limited role for trade unions

20 Although of course the decline in union recognition reduces shop steward represen-
tation overall. Terry reports that while in 1984, a steward was present in 54% of all firms
in the WIRS survey, by 1990, the figure was 38% (Terry 1995: 213).
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external to the firm. This implies a preference, where unions do exist, for
something akin to enterprise unions, though employers do not use the
term.'

In sum, and very similar to the trajectory of change in the United
States, the two most dominant trends in Britain have been (1) escape
from all forms of union regulation, or where this is impossible or imprac-
tical (2) a strong preference for dealing with labor representatives that
are cut off from national-level bargaining structures and with local
unions that have been reorganized along unitary lines.

Responding to years of decline, British unions in the 1990s reversed
their historic commitment to voluntarism and began clamoring for
legislative changes to help them stanch the tide (Howell 1996: 535; also
Dickens and Hall 1995: 295 ff.). Since coming to power, the new Labour
government has delivered on several of its promised reforms, includ-
ing a national minimum wage, British inclusion in the EU Social Charter,
and a new Employment Relations Act that includes, among other things,
a statutory right to union recognition. While certainly a far cry from the
policies served up by the Conservatives, it is not yet clear whether these
measures will turn things around for the British labor movement. As
Chris Howell (2000: 27-8, 34) points out, New Labour has not shown
much interest in restoring organized labor to its previous position in the
political economy, and indeed many of the recent reforms reflect this,
since they involve legal regulation through the state rather than collect-
ive regulation by unions.

2.4.7 The Cases Compared: Convergence Again?

In the LMEs, employers confronted the more turbulent markets of the
1980s and 1990s with a different set of opportunities and constraints. The
opportunities to escape union regulation are many and they also appear
to be quite irresistible to employers. King and Wood's (1999) argument
—that because employers in the LMEs lack strong coordinating capaci-
ties of their own, they prefer to deregulate relations with labor as well
— appears to be confirmed, for in the countries considered here we
find strong tendencies to escape union regulation at all levels. Firms
that compete on the basis of quality and reliability may seek to foster
cooperative relations with their workforces. However, they are likely to
do so in a radically different way from the CMEs—through strategies
that either attempt to sideline unions completely, or, failing that, to re-
negotiate union structures and rights in such as way as to bring them in
line with segmentalism (breakdown of pattern or industry-level bargain-
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ing; enterprise or single-union agreements in Britain; 'human resource
management' strategies in the USA).

2.5 Conclusion: Beyond Equilibrium

This concluding section returns to the two issues flagged at the begin-
ning of this chapter—namely the alternative logic of employer strategies
in the LMEs and the political dynamics that sustain non-market coord-
ination in the CMEs.

First, in the LMEs there is ample evidence to support the claims of the
deregulation literature, manifest in a widespread move to eliminate col-
lective representation and restore 'managerial freedom.' At the same time,
in the United States and Britain, we also find examples of employer initia-
tives that are designed to enlist worker involvement and to encourage
shop-floor peace, sometimes through practices or concessions that do not
fit the strict dictates of nee-liberalism—e.g. long-term employment guar-
antees and personnel policies that favor internal over external (i.e. hire and
fire) flexibility. Such strategies recommend themselves in LMEs for the rea-
sons that King and Wood (1999) point to, namely, that they do not require
strong overarching institutions for non-market coordination. Indeed, such
strategies constitute one way in which at least the largest firms can com-
pensate for the labor market instabilities and collective action problems
that a lack of coordination—for example, in training—can generate.

Firms in the USA and UK that have established innovative arrange-
ments designed to promote cooperative relations at the plant or company
level exhibit some similarities to core firms in the Japanese economy, and
indeed many of them have been more or less explicitly modeled on the
Japanese example. The bias toward segmentalist strategies for labor
market regulation that all these countries share helps to explain why
Japan clusters with the LMEs on many dimensions—highly segmented
labor markets, low redistribution, limited labor strength at the national
political level (Rueda and Pontusson 2000). At the same time, we know
that these arrangements are both less pervasive in the large firm sector
in the USA and UK than they are in Japan, and that they are also much
less stable.21 To explain this we need to consider the broader institutional
context in which these arrangements are embedded. One important
difference is that, in Japan, segmentalist strategies do not require a funda-
mental renegotiation of labor's traditional organization and strategies,
for the obvious reason that the structure of Japanese unions already fits

21 See Wever (1995) on the failure of these practices to diffuse widely, and Weinstein and
Kochan (1995) on the high failure rate of many of the more innovative programs for
employee involvement in the United States.
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with (and historically, actually promoted) such strategies on the part of
firms (Thelen and Kume 1999&).

While it seems clear that segmentalist strategies are not compatible
with strong overarching unions, merely the absence of such unions does
not suffice to produce stable segmentalism. Here our attention is drawn
to other features of the Japanese political economy, features that explain
why Japan is frequently classified as a CME in Varieties of capitalism'
research. First, the large firm sector in Japan has demonstrated a greater
capacity for coordination, especially in wage-bargaining, than that in the
UK and the USA. This is important, because as Swenson (2001) has
pointed out, segmentalist strategies will not necessarily succeed without
some coordination, at least among the segmentalists. Among other
things, seniority-based wages only keep workers in place as long as other
firms agree to hire workers only at entry-level wages. Second, long-term
financing arrangements in Japan have shored up stable internal labor
markets to the extent that they have allowed Japanese employers to go
to extreme lengths to avoid reneging on lifetime employment guarantees
(Kume 1998; Thelen and Kume 1999«). Operating on a shorter financial
leash, employers in Britain and the United States have proven much
more likely to respond to market downturns by laying off workers.22 The
general point is that plant-based cooperation between labor and
employers itself often depends for its stability on collateral institutions
(a degree of employer coordination, long-term financing). Lacking these,
American and British firms frequently revert to the default—managerial
unilateralism.

Second, my analysis of the CMEs shows that, compared to the LMEs,
national-level collective bargaining institutions and joint (with labor)
regulation of labor markets remains relatively strong. However, most
contemporary analyses tend to attribute this stability either to institu-
tional inertia, or to the functional benefits of continued coordination. The
present analysis, by contrast, sees non-market coordination as a political
process, a dynamic equilibrium that is premissed on a particular set
of power relations—both within employer associations and between
unions and employers. Historical analysis has shown that the process of
centralization in Sweden was accomplished only when export sectors
were able to prevail over and dominate sheltered industries within the
employers' associations (Swenson 1989). And so it comes as no surprise

22 For example, Xerox and Kodak, two companies with especially strong reputations for
employment stability and long-term commitments to their workforces, ultimately resorted
to massive layoffs in the context of restructuring (Osterman et al. forthcoming: ch. 2,
pp. 8-9).
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that shifts in the balance of power—brought about by the decline of LO-
SAF hegemony and the rise of the public sector, above all—resulted in
a destabilization of traditional industrial-relations institutions there
(Iversen, this volume).

A similar story could be told for Germany, where historically industry-
level bargaining had to prevail against a coalition that favored confed-
eral bargaining led by the DGB (Pirker 1979), and where the leadership
role played by IG Metall has survived ongoing tensions through com-
promise with other industrial unions (above all, the chemical workers'
union). On the employer side, associations like Gesamtmetall have
always had to reconcile differences of interest among its extremely
diverse membership base, something that as we have seen has become
more difficult in recent years as a result of the often diverging oppor-
tunities that globalization affords to large versus small firms. The
outcome of this internal struggle has enormous implications for the
stability of traditional bargaining institutions. This is certainly clear to
the actors involved, not least union leaders who understand very well
that the strength and position of organized labor within the political
economy requires continued coordination and unity on the employer
side as well (Frankfurter AHgemeine Zeitung, 6 Apr. 1995, Augsburger
Allgemeine Zeitung, 1 Apr. 1996).

From the foregoing analysis it also seems clear that labor's continued
strength in the CMEs has been an especially important factor in sus-
taining non-market coordination in industrial relations. In Sweden and
Germany, as we have seen, employers' heightened sensitivity to indus-
trial conflict is what has brought them rushing back to the bargaining
table with central unions, in an effort to maintain peace at the plant level.
Employers' current vulnerability is in part the result of the way in
which their competitive strategies in the market accommodated labor's
(past) strength. This is what, over time, pushed them along the trajec-
tory of the kind of high-quality, high-skill, high value-added production
strategies that have now rendered them so dependent on labor's active
cooperation on the shop floor (Streeck 1992b: ch. 1). The 'labor power'
dimension to their strategies is only dimly visible if we limit ourselves
to a 'snapshot' of the situation in the 1990s (Pierson I996b). To take
one aspect, the functional contribution of strong co-determination to
economic success in these countries should not obscure the fact that,
historically speaking, employers in both Germany and Sweden opposed
the strengthening of labor's rights at the plant level. Now that they have
organized their competitive strategies around these institutions, they find
that they can scarcely do without them. We can see this as an equilib-
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rium situation—employers' dependence on labor cooperation shores up
the power of unions which in turn keeps employers focused on strategies
that depend on labor cooperation. But if so, it is also clear that this is an
equilibrium that is founded on a particular balance of power.

Summary

The trends in labor relations in the advanced industrial democracies
sketched out above cannot be captured in the dichotomies that have
served as benchmarks for much traditional theorizing—stability versus
breakdown, centralization versus decentralization. I have argued that the
'varieties of capitalism' approach elaborated in this volume provides a
more reliable foundation for theorizing because it takes us beyond the
formal structures to identify the quite different behavioral logics that
characterize various political economies. The distinction between co-
ordinated and liberal market economies, in particular, sheds light on
the sources of resiliency in labor institutions in the CMEs as well as the
fragility of traditional institutions in the LMEs. Despite important
changes in some CMEs (in particular, Sweden and Denmark), wage-
bargaining has re-equilibrated at a rather centralized level (multi-indus-
trial rather than national-confederal). While significant, these changes do
not amount to a wholesale deregulation, or to the return of widespread
employer unilateralism, as in the LMEs.

In this chapter I have specifically focused on the interaction between
national level institutional arrangements and plant-level bargaining, for
in all cases this interaction is key to understanding sources of stability
and trajectories of change. In the CMEs, where labor representatives at
the plant level enjoy rather extensive participatory rights and are linked
closely to strong overarching unions, employers' dependence on stability
and cooperation at the firm level has helped to shore up coordination at
higher levels. In the LMEs, by contrast, employer strategies at the firm
level have brought them into conflict with traditional union structures
and strategies at both the industry and plant levels. Here, employers
have seized on the current permissive political and economic environ-
ment to eliminate union influence altogether, or to force a reconfigura-
tion of industrial relations along lines that move them even further away
from the coordinated market economies.

I have also argued that the varieties of capitalism literature needs to
go beyond existing, somewhat functional, accounts to incorporate the
political dynamics that sustain the contrasting trajectories of the two
types of economies. In the case of the CMEs, recent developments have
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involved a renegotiation of the terms of coordination, more dramatic
perhaps in Sweden than in Germany, but in both cases, placing new
limits on the capacity of central unions to directly determine plant
outcomes. In these cases, we can talk of a shifting balance within struc-
tures that still afford labor an important role at both the industry and
plant levels. Not so in the LMEs, where recent developments signal a
more fundamental renegotiation of labor's position at both levels and,
indeed, in the political economy as a whole. In both Britain and the
United States, the overall trend has been toward sharply reduced union
influence and the question is not just how well organized labor will
survive but also what kinds of unions will emerge from this process.



2. Neo-corporatism and democracy

Colin Crouch

A tension between corporatism in its various forms and democracy has long
been recognized: in the case of authoritarian or state corporatism, obviously
so; in that of societal or neo-corporatism, in more complex ways. The main
argument of this chapter is that, where neo-corporatism is concerned, this
tension is far less important than the support that neo-corporatist arrangements
offer to effective democracy. First, it is necessary to establish that neo-corpo-
ratism remains a phenomenon worth discussing in the neo-liberal political
economies that dominate the early twenty-first century world. In fact, a review
of recent contributions to neo-corporatist literature on organized interests and
macroeconomic management suggests both the continuing viability of at least
some of these arrangements and the continuing validity of the original argu-
ments initiated by Philippe Schmitter in the 1970s (Schmitter 1974; Schmitter
and Lehmbruch 1979; Lehmbruch and Schmitter 1982). There have certainly
been changes, but most of these should have been predictable from those argu-
ments and are consistent with the theory. There has been one genuine surprise:
the dependence of some – though not all – national cases of neo-corporatist
industrial relations arrangements on the manufacturing sector. If such arrange-
ments have in some cases failed to perform their important characteristic of
responding to general, social concerns and not just those of their members
narrowly defined, it is because their institutions have failed to embrace the
particular issues presented by employment in public and private services.

This last point raises the problems of rent-seeking and exclusion that crit-
ics of neo-corporatist arrangements have long claimed to be associated with
them, and therefore brings us to the relationship between neo-corporatism and
democracy. Standard claims that non-producer interests, such as ecological
ones, will be advanced more successfully in democracies where neo-corpo-
ratist institutions are weak than in those where they are strong will be refuted.
But certain claims that neo-corporatist institutions tend to produce widespread
social exclusion and insider lobbying will be seen to require serious attention.
While in certain cases neo-corporatist institutions have protected insiders at
the expense of large numbers of outsiders (for example, both the well estab-
lished neo-corporatist structures of Germany and the weak and recently estab-
lished ones of Spain), this has been far less true of the Nordic countries or the
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Netherlands. Second, problems of insider lobbying are by no means limited to
neo-corporatist cases, and could even be said to be more severe (at least
among employer and business interests) when neo-corporatism is weak. In
conclusion, it will be argued, there is no zero-sum relationship between neo-
corporatism and formal democracy. Their relationship is mainly orthogonal,
and under certain conditions may even be mutually supportive.

BACKGROUND TO THE DEBATE

When Philippe Schmitter (1974) invited social scientists to consider the
survival of corporatism well into the post-World War II period, he acknowl-
edged a major differentiation within the species. Pre-war corporatism had been
based on authoritarian compulsory structures: organizations that ostensibly
represented interests in fact subordinated them to the priorities of an authori-
tarian political regime. This kind of corporatism was closely associated with
fascism, and in much of Europe shared its fate, being defeated either by liberal
democracy or state socialism in the outcome of the war. It survived in Portugal
and Spain, which had remained neutral in the war; and in Latin America,
particularly in Argentina, where it developed later. Schmitter was at that time
primarily a Latin American and Hispanophone specialist. However, in what
became the most important part of his contribution to the analysis of organized
interests, he acknowledged the existence in some other places of a very differ-
ent, liberal form of corporatism that he called ‘societal’. Here, labour and
employer organizations cooperated voluntarily at a central level with each
other and with governments, effecting continuous compromises that enabled
them to reap gains for their members without disadvantaging national
economies.

This second form, which is often known as ‘neo-corporatism’ to distinguish
it from the fascist variety, was mainly associated with the very different polit-
ical scenario of social democracy. A brief account of how this kind of corpo-
ratism operated will explain this association between a fascist form and a
political philosophy rooted in the idea of strong, autonomous labour move-
ments in a context of democracy.1

In a free-market economy, trade unions constantly encounter the problem
that any gains they make for their members will lead to increases in the prices
of the goods and services produced by them, which may reduce demand and
create unemployment. This does not mean that unions can achieve nothing;
even under purely competitive conditions they can pursue various kinds of
rights for their members that do not result directly in higher prices. Also, in the
real world the conditions of the truly free market are frequently absent;
monopolies and oligopolies exist, which restrain supply in order to retain high
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profits. Unions can bargain for a share in these, and a large part of their activ-
ities involves doing precisely this. However, the price constraint and its impli-
cations for employment always remain in the background in any market
economy.

During the inter-war years the free-market regime had come under chal-
lenge as an economic ideal. It was seen to be associated with major waves of
unemployment and insecure wages, which led to widespread worker protest
and dissatisfaction. The economic depression and mass unemployment of the
1920s and 1930s were linked to social disruption and the rise of both commu-
nism and fascism. Political and business leaders sought for means of offsetting
the economic turbulence and somehow smoothing the fluctuations of the
economic cycle. This was partly the concern of existing conservative and
liberal elites, worried about threats to social order, and partly of the emerging
new leadership in the labour movement itself. The main policy response that
emerged was for government to manage aggregate demand in the economy to
smooth the trade cycle. It would accept deficits in the balance between the
taxes it raised and its spending programmes during periods of weak demand,
thereby avoiding recessions; and it would run surpluses to limit excessive
expansion during periods of growth. These policies, known as Keynesian after
the British economist John Maynard Keynes, who developed much of the
theory surrounding them, were first launched in the Scandinavian countries in
the late 1930s, then in the UK and elsewhere in the non-communist industrial
world during or after World War II. It was never universal throughout the
industrial world; Federal Germany in particular tackled the problem in differ-
ent ways (Matzner and Streeck 1991). However, there was broad consensus
that governments should use various policy instruments to prevent the appear-
ance of major recessions, evidenced primarily in increases in unemployment.

This would however run a major risk. In the democratic climate of the
defeat of fascism, there was also broad agreement that trade unions should be
free to organize labour, inter alia to press for improved wages and conditions.
If governments were more or less guaranteeing to intervene to prevent reduc-
tions in aggregate demand, price rises would become general, leading to infla-
tion, from which everyone would suffer. This was the dilemma of the
democratic, full-employment economy to which neo-corporatism was a
response. If union leaders could be induced to respond to the unavoidable
perception of the likely inflationary consequences of their actions, they would
voluntarily exercise restraint, or channel their energies into gains for their
members that did not add to costs. Voluntarily, therefore, and in exchange for
a macroeconomy favourable to their members’ interests, they would behave as
forces supporting social and economic order – something that the authors of
fascist corporatism had instigated through authoritarian means.

But when can leaders of organizations be ‘induced to respond to the
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unavoidable perception’ of negative general consequences of the actions they
take to advance their members’ interests? As Mancur Olson (1982) argued, in
a market economy organizations of particular interests engage in rent-seeking
behaviour: extracting gains for their members from the generality. They will
abstain from this only if their membership is so extensive within the society
concerned (‘encompassing’ in Olson’s term) that they must internalize any
negative consequences of their action: there is not enough of the society
outside the group’s membership on to which negative consequences can be
dumped. For encompassingness to be possible, decision-making would have
to be concentrated in a few hands at the centre of labour organizations, since
only then would the group on behalf of whom decisions were being made
approximate to the generality or overall universe of interested persons. This
has usually been held to imply that only ‘centralized’ union movements could
be compatible with neo-corporatism – establishing another tension between
neo-corporatism and democracy. However, as I have argued elsewhere
(Crouch 1993), within the general context of a democratic society with volun-
tary associations, centralization can be maintained only when the organiza-
tions concerned possess ‘articulated’ structures. By this I mean structures that
facilitate frequent interaction between the centre and more local levels, during
which the centre learns how far and for what purposes it can rely upon the
loyalty of the periphery.

RECENT CHANGES IN THE PERFORMANCE OF NEO-
CORPORATIST INDUSTRIAL RELATIONS INSTITUTIONS

The Keynesian model of demand management was tested to destruction in the
commodity price crises of the 1970s. Inflation reached high levels as Western
consumers tried to contest the major shift of resources from their economies to
those of oil-producing nations that was in progress. They fought in various
ways, but prominent among them was tough bargaining by unions to try to
ensure that every rise in the general price level was compensated for by
increases in their members’ incomes – increases which were mainly passed on
in further price rises. This was in fact the high tide of neo-corporatist arrange-
ments: it was in those countries where unions (and employers) were organized
to operate in encompassing ways that their leaders could appreciate the folly of
this spiral. It was in those with powerful unions but lacking encompassing insti-
tutions (primarily Italy and the UK) that the situation seemed desperate.
However, sooner or later virtually all governments decided, though to very
different degrees, that the post-World War II policy instruments could no longer
be trusted to keep inflation under control. This challenged both Keynesian
measures as such and the role that had been played by neo-corporatist unions
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and employers’ associations, since these had developed in the Keynesian
context. Control of monetary aggregates and an end to the pursuit of full
employment as a direct goal – as opposed to a by-product of fiscal and mone-
tary policy – proved to be highly effective in reducing inflation. On the one
hand this removed a major task and a major collective good – anti-inflation-
ary wage restraint – for which successful neo-corporatist institutions could
claim credit. On the other hand, at least for trade unions, this had hardly been
a task of which they had wanted to boast. An ability to control the negative
effects of the successful pursuit of one’s main goal is hardly a proud claim. It
also raised the question, asked very seriously in the UK and the USA: if unions
could be rendered sufficiently weak in the first place, their neo-corporatist role
would not be needed.

There was however no general dismantling of neo-corporatist structures
where they had been effective, and the triumph of neo-liberalism over demand
management was less thoroughly practised in reality than in theory. As the
most extensive comparative study of the performances of different kinds of
industrial relations institutions shows (Traxler, Blaschke and Kittel 2001), in
European and some other industrialized countries where they exist, neo-corpo-
ratist institutions continue to operate broadly in the manner described above.
This does not mean that there have not been changes; there have, and they
have been major. But the changes should not surprise anyone who had
followed closely the earlier writings; and their effect has mainly been to
weaken the neo-corporatist character of certain empirical organizational struc-
tures, not to weaken the performance of neo-corporatist structures as such.

The Shift Away From Inflation as a Policy Concern

First, the agenda of neo-corporatist deals has shifted from inflation to issues of
employment, skills, modernization and changes in labour practices (Pochet
1998; Rhodes 1997). In those countries where neo-corporatist mechanisms had
been strong, unions have accepted a shared agenda with employers to improve
the performance of firms and whole sectors. The exchanges here are complex
and detailed. In general, unions want to insist on their members’ opportunities
to improve their skill levels, so that their firms can succeed in the global econ-
omy without facing wage competition from low-cost, low-skilled countries.
Employers insist on improvements in capital intensity that reduce the numbers
of workers needed to produce a given output, usually involving net staffing
reductions. This changed agenda should have been fully expected given the
changes in the general political and economic agenda and presents no shock to
the neo-corporatist model itself. Indeed, some of the ‘new’ roles of neo-corpo-
ratist bargaining had in fact long been present, such as the improvement of
work skills (Crouch, Finegold and Sako 1999; Streeck 1989).
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The Shift in the Balance of Power

Second, the context in which this has been happening is very different from
the post-war trente glorieuses. Consequent on the change towards neo-liberal-
ism in dominant economic strategies there have been major changes in the
balance of power within negotiations in favour of employers. In the ‘core’
north-western European cases this has involved what Rhodes (1997) has felic-
itously called ‘competitive corporatism’. This is implied in what has been said
immediately above about the global economy. The growing, though by no
means infinite, ability of firms to locate production wherever they chose
across the world while labour remained largely rooted in its national context,
necessarily shifted the balance of power in industrial relations towards
employers. The content of bargaining became increasingly a matter of setting
the terms on which a firm, sector or even a national economy could remain
competitive. Frequently this involved workers accepting a deterioration in
their real wages or working conditions. For example, unions have often
bargained only to compensate their members for increases in inflation, fore-
going any claim to a share in increased productivity when this was rising more
rapidly than inflation (Erne 2004). But the competition in competitive corpo-
ratism is primarily among Western European countries, as it is only among
these, rather than at a global level, that such marginal adjustments in relative
wages can have significant effect. There have therefore been attempts by
cross-national groups of European unions to prevent what appear to them as
beggar-my-neighbour practices. They have set wage-claim targets of inflation
compensation plus a share in productivity gains. There has been some success
in this, particularly among unions either side of national boundaries (ibid.). A
major example is the metalworking industry around the Belgian, Dutch and
German borders. Even the ‘inflation plus’ strategy is evidence of a neo-corpo-
ratist approach, as it implies that unions should avoid trying to increase
labour’s share of total income or increasing prices. There is therefore a conflict
between two levels of neo-corporatism: a national ‘competitive corporatism’,
and an attempt at a European one.

The Shift Away From the Nation State

This last point has become particularly relevant since the introduction of the
single European currency, which challenges the viability of the nation state as
the prime unit of neo-corporatist decision-making. This, together with global-
ization in general, marks a third change. Neo-corporatist (and a fortiori
authoritarian corporatist) institutions have always been formulated at national
levels. They have been grouped around national governments and have
involved national associations of capital and labour. More formally, Olson’s
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concept of encompassingness assumes a manageable and definable universe
across which organizations can be said to be encompassing. His theory, and all
others that concern the logic of neo-corporatist stability, hold only to the extent
that there is a relatively bounded universe linking fiscal and monetary policy,
labour markets and labour market organizations, and the scope of firms.
Throughout most of the history of industrial societies the nation state has
provided such a universe, but it becomes eroded as firms become global and
as institutions like the European Union (EU) develop.

Neo-corporatist organizations can respond positively to this kind of situa-
tion in two ways. First, they may try to shift their point of activity to a higher
level, to recapture encompassingness. This is what can be seen in the attempts
to create trans-European frameworks for collective bargaining (Erne 2004;
Pochet and Vanhercke 1998). To date these have been extremely weak, and of
course cannot cope with the challenge of full globalization. They also tend to
be one-sided. It is unions that seek them, employers often preferring to avoid
opening new levels that involve negotiation with workers’ organizations.
However, the fact that the attempts exist demonstrates the continuity of pres-
sures towards neo-corporatism. Second, the shift to levels above the nation
state of many elements of economic regulation paradoxically increases the
incentive of nationally rooted institutions to find new powers for themselves.
Governments, trade unions and smaller firms remain organized primarily at
national levels, and governments and unions have to respond to national
constituencies. They therefore have to develop some capacity to deliver gains
to these constituencies. This is the logic of Rhodes’s ‘competitive corpo-
ratism’: using national corporatist structures to improve economic perfor-
mance at the national level can meet this need. This is an interesting case of
parliamentary democracy (which remains strongest at national levels) sharing
an interest with neo-corporatist structures, where these are sufficiently strong,
in anchoring some elements of economic regulation at the national level.

The Shift to Social Pacts

Fourth, in a number of countries there have been moves towards generalized
‘social pacts’, rather than the technical arrangements about wage increases
and changes in working practices that have characterized northern European
neo-corporatism (Pochet 1998; Schmitter and Grote 1997). Pacts are more
general in terms and cover a range of themes from economic stability to social
peace. They have been prominent in Spain, Portugal and Greece; and after the
fall of state socialism in Central and Eastern Europe, they became important
in those countries too – suggesting an association between them and recency
of democracy. Pacts have had some continuity with what Pizzorno (1978) had
identified as the process of political exchange surrounding and possibly
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preceding neo-corporatist deals. Unions could threaten social disruption; there-
fore, a ‘good’ that they could offer governments was restraint in the exercise of
that capacity. It is similar to the argument about inflation, and overlaps with it.
And it had the same negative implication of making a good out of restraint in
inflicting a ‘bad’. The social pacts of the 1990s and early twenty-first century
have been somewhat different – weaker, but less negative. In young and unsta-
ble democracies unions could act as general Ordnungsfaktoren, that is,
elements supporting the existing social order, not becoming part of the forces
that might disrupt it. Among the potentially disruptive sources, in both Spain
and in some countries in Central and Eastern Europe (CEE), were often ethnic
or geographical separatisms that could be separated from unions’ socio-
economic agenda, but under certain circumstances could become merged with
it. In exchange for contributing to general stability, unions in CEE received
little more than an acknowledgement that they were indeed part of
‘respectable’ society. However, this was often an important gain in societies
where unions could easily have been ostracized as having been part of the old
state socialist regime. At a time when the prevailing Anglo-American neo-
liberal order was in any case generally delegitimating the concept of organized
labour’s institutionalized place in society, this was often valuable.

Neo-corporatist bargaining involving weak unions raises the more general
question why employers and governments (if the latter are involved) should
bother to negotiate at all if unions are weak; why not simply ignore them, as
has been the tendency in parts of British and US industry? One reason is that,
if employers and governments have experienced stable neo-corporatist rela-
tions that have produced positive-sum results, they have little incentive to risk
destroying that legacy for what may prove to be a temporary weakening of
organized labour’s power. This helps explain why countries with successful
neo-corporatist records have tended to retain these institutions, while those
without them have turned aside from attempts to introduce them, producing a
growing diversity of industrial relations systems.

These arguments do not explain the appearance of pacts in countries with
weak unions and no past history of neo-corporatist success. But this phenom-
enon is not entirely new. In the post-war period there had been union move-
ments with strong institutional entrenchment alongside organizational or
labour-market weakness. This had, for example, been the case with organized
labour in the Federal Republic of Germany in the immediate post-war years.
Unions had been accorded entrenched institutional positions as part of post-
Nazi reconstruction, but until the late 1950s the labour market was very weak
as several million German expellees from Central and Eastern Europe entered
the western part of Germany. Frequently unions could do little other than to try
to ensure by their cooperative behaviour that employers would not try to erode
the formal rights that they had gained. Earlier still, the first steps in both Dutch
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and Swiss neo-corporatism had taken place in the late 1930s, when the grow-
ing threat of major war in Europe led national elites to offer limited incorpo-
ration to the leaders of rather weak and non-militant union movements
(Crouch 1993, ch. 5). Even earlier than that, unions had acquired a limited
incorporation in the last years of the Hapsburg empire, when they at least
represented German-Austrian forces in a regime threatened by independence
struggles among its non-German nationalities (1993, ch. 4) – often in the very
same parts of central Europe where national governments used a similar
approach in the 1990s.

A Shift From Superior Economic Performance

Fifth, during the late 1990s and the first years of the twenty-first century it
became increasingly difficult to claim superiority of economic performance by
countries with neo-corporatist industrial relations institutions over those with-
out. Germany and some – though by no means all – neo-corporatist countries
began to demonstrate a weaker economic performance on certain indicators than
the USA and then the UK. (Germany is of course a special case, as this was no
longer the West German republic within which a complex and often ambiguous
set of compromises had developed between unions and employers during the
first four post-war decades, but a new country that had overnight expanded its
population through unification with the impoverished East German state-social-
ist republic, whose workers had had a completely different set of experiences.)

However, it had always been an error on the part of some writers to claim
that there would necessarily be superior performance by neo-corporatist indus-
trial relations systems (for example Hibbs 1987). There was no warrant for this
in the basic theory. As set out above, the fundamental premise of neo-corpo-
ratist arrangements was the avoidance of inflation in situations where labour
was powerfully organized. This says nothing about the performance of market
economies with weak labour (Crouch 1982). If unions were powerful but not
part of neo-corporatist arrangements (as in Italy and the UK in the 1970s), they
were likely to produce inflation or unemployment (depending on the prevailing
fiscal and monetary regime) and restrictive labour practices. In such situations,
neo-corporatism was therefore likely to be more efficient in a narrow economic
sense than what was known as collective laissez faire. But if labour was weak
there were no strong reasons to expect a liberal market economy to under-
perform a corporatist one. What happened during the last part of the twentieth
century and the first years of the new one was a collapse of union power.

If some neo-corporatist arrangements are acting less effectively than in the
past, it is because some of the necessary infrastructure of effective neo-corpo-
ratism has decayed. This returns us to Olson’s (1982) argument cited above,
that organized interests will only abstain from rent-seeking behaviour if their
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membership is so encompassing that they must internalize the negative conse-
quences of their actions. It follows that if socio-economic change erodes the
encompassing character of an organizational system it will cease to operate in
a neo-corporatist way, even if formal attributes and some elements of behav-
iour remain unchanged. The only problems with Olson’s account were: (i) that
he saw encompassingness solely in straightforward statistical terms of propor-
tions of a national labour force represented by a principal central decision
point; and (ii) that he, like most other writers of the period, concentrated on
inflation as the ‘bad’ that would result from rent-seeking in a Keynesian
context.

In relation to (i) it is important to note that sensitivity to export prices could
act as an incentive to wage restraint in addition to pure encompassingness,
provided unions and employers’ associations were organized in a manner that
required them to take account of such prices. In particular, organizations repre-
senting a whole industrial sector, rather than only some layers of employees
within it, were more likely to take this datum into account (Crouch 1999:
17–20). This point shows how neo-corporatism could be effective outside the
very narrow range of cases that Olson envisaged for it. More germane to the
present argument is point (ii). Once, as noted above, the political agenda of
collective bargaining broadened beyond wage negotiation, the bads that could
be produced became more extensive than inflation, and a different logic of
externalization and internalization came into play. For example, and to antici-
pate an argument that will be developed in more detail below: if employment
creation and/or protection have become major activities of industrial relations
organizations, but if the significant actors within those organizations have
responsibilities only to male workers of certain ethnic backgrounds and age
ranges, they may be content to externalize barriers to employment opportuni-
ties to those outside this category. There is not necessarily any change here in
the behaviour of the organizations concerned. What changes is the agenda of
issues, changing in a way that severely challenges the appropriateness for
continued neo-corporatist performance of the nominally neo-corporatist struc-
tures concerned. This eventuality should have been predicted by those of us
writing about neo-corporatism up to the 1990s, but in general it was not. The
issue raises important implications for both the operation of neo-corporatism
and for its democratic legitimacy.

SECTORAL CHANGES IN EMPLOYMENT AND 
NEO-CORPORATIST INSTITUTIONS

The principal change involved in loss of encompassingness is the shift in
economies from the manufacturing base in which most industrial relations
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systems are rooted, whether or not they are neo-corporatist, to the services-
sector orientation of the early twenty-first century (Castells 1996; Crouch 1999:
ch. 4). Even though manufacturing remains important in all advanced
economies, and for some purposes (such as foreign trade) it remains funda-
mental, in some other respects it has lost significance. Most important, at least
for present purposes, is employment, where services sectors are now more
prominent, because of their labour-intensive nature. Both manufacturing and
services are subject to constant improvements in productivity: both incremen-
tal ones and major technological shocks such as the almost universal use of the
computer and its associated keyboard to perform work tasks ranging from
setting the gauge on a metal-planing machine to presenting diagrams in a
conference paper. But many services depend at some point on the direct presen-
tation of an activity to the customer by another human being. While the replace-
ment of a human action by a mechanized one is nearly always likely to improve
productivity in manufacturing, in services it will at certain points adversely
affect the quality and added value of the product. Teachers, nurses and waiters
are only a few, prominent, examples of service activities where replacement by
a machine could have negative consequences. Further, this argument applies to
certain low-productivity service activities as well as high-productivity ones. It
is for this reason that it is erroneous to see the shift from manufacturing to
services as always an upward shift in skill levels of the workforce. Indeed, as
Scharpf and Schmidt (2000) have argued, the fact that more service activities
than manufacturing ones are not vulnerable to external competition means that
they provide important shelters to low-productivity workers in a period when
globalization primarily means competition from low-wage countries.2

Closely related to this change is a gender issue: manufacturing employment
(with the exception of eastern Europe) and therefore its associated industrial
relations systems have been primarily male affairs. As a result, neo-corpo-
ratism has historically often been an overwhelmingly male institution. The
main exception to this has been employment in so-called ‘social and commu-
nity services’, the first services sector to outpace manufacturing in job growth,
where in modern societies a majority of employees is usually female (Crouch
1999: ch. 4). Particularly in Europe, employment in this sector has mainly
been public employment (or has been until recent waves of privatization), and
public employment is particularly strongly unionized – usually more so even
than manufacturing (Visser 1987). But the logic of employment relations in
public service differs in many ways from that in private, whether in manufac-
turing or services. There is no capitalist employer; many public services are
considered to be of particular social importance, so industrial action by public
employees creates direct harm to the public. Because of this, these employees
have often had restricted rights to take part in industrial action; but, partly in
exchange for this, governments have often accepted an obligation to be model
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employers, and therefore to establish generous standards of union representa-
tion. The integration of public service or, more widely, public sector workers
within wider union movements has therefore sometimes been problematic. As
unions representing these workers grew particularly rapidly from the 1970s
onwards, the internal balance of union movements changed. Perhaps even
more important changes took place on the employers’ side: it is not easy for
the government as employer to become part of the structure of private
employer associations that are the necessary counterparts to unions in an
industrial relations system, corporatist or otherwise.

Then, during the 1980s, employment in other kinds of services began to
grow: business services, distribution, personal services. These were usually in
the private sector, often fairly new as forms of activity, and often in small
firms. They also employed large numbers of women. Here, with some excep-
tions like banking and insurance, where in any case large, long-established
firms dominated, traditions of union organization were weak and often vigor-
ously contested by employers. The impact of this sector on industrial relations
systems has therefore been minor.

It is by no means necessarily the case that neo-corporatism cannot adjust to
these changes. The Nordic economies in particular have developed forms of it
that are as much able to regulate services sectors as manufacturing and to deal
with the special concerns of female workers as well as male ones. Private as
well as public services have been unionized in a way found in few other coun-
tries, gradually enabling the development of an industrial relations system that
includes both. As a result, unions have become responsive to female employ-
ees’ needs, making it easier to recruit even more of them. The high level of
centralization characteristic of the manufacturing model has not been estab-
lished across the whole – with perhaps some gain in flexibility and represen-
tativeness at the expense of encompassingness; but a certain minimal level of
that quality has been achieved.

Opposite causes seem to have been associated with a similar responsive-
ness in the Netherlands. Here weakness seems to have made unions particu-
larly responsive to the need to change and adapt to the new economy (Visser
and Hemerijck 1997). The ratio of services to manufacturing employment in
the Netherlands is particularly high. The level of female labour-force partici-
pation had been particularly low, but the existing male-dominated unions
responded to that situation, and encouraged a number of labour-market and
social policies designed to assist female employment. Simplistic arguments
that assert that neo-corporatist structures cannot respond to change therefore
do not seem to be valid. At the same time it is not the case that only neo-corpo-
ratist systems can adapt: the British industrial relations system, though not
corporatist, has developed similar abilities to adapt to changing sectoral and
gender composition.
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Difficulties have been experienced in systems where (unlike the Nordic
cases) the existing system is heavily skewed towards existing strengths in
manufacturing; and where (unlike the Netherlands or the UK) existing institu-
tions have been providing enough rewards to manufacturing insiders not to
give them any incentive to change. The main case here is Germany. The prime
mover of neo-corporatism in the former western Federal Republic was the
existence of major metalworking and chemical industries that derived a large
part of their earnings from exports. Unions organized at the level of the indus-
trial branch accepted shared responsibility for the competitiveness of these
industries, as their members’ jobs and their own organizational presence
depended on them. The organizations representing these industries dominated
the world of employer associations and unions; and the general state of the
economy also depended on them too. Therefore, an organization that was
encompassing in these industries was more or less encompassing to the
national economy. This was encompassingness through export sensitivity, as
mentioned above. But it was not full encompassingness.

This scenario has changed in uneven ways during the past decade or more.
Unions have continued to cooperate in the pursuit of efficiency and competi-
tiveness in the export industries, but on the assumption of a high-wage model.
In a context of globalization, this has been achievable only through a major
replacement of labour by technology. Job creation becomes possible only
outside these industries, mainly in services sectors. But these remain outside
the parameters of the logic of the industrial relations system; their needs
neither affect that system, nor is the system involved in their operation. The
differences are further reinforced by demographic characteristics. As noted,
the manufacturing industries in Germany, as everywhere else, primarily
employ male workers. Given that employment is declining within the sector,
its workers are relatively old. They are also primarily ethnic Germans from the
territories of the former western republic. Women, young workers, ethnic
minorities and East Germans are only weakly represented by the neo-corpo-
ratist industrial relations system. Without really affecting the way it behaves in
its own terms, this sector has therefore ceased to be encompassing, but looks
only to the interests of its insiders. The main consequence is an absence of
policies and practices likely to create employment for the outsider groups.

A similar situation prevails in Spain, but for different reasons. This is
hardly a neo-corporatist case. Spanish labour acquired freedom from fascism
only in the mid-1970s, at the moment when the classic post-war model was
encountering difficulties elsewhere in Europe. The country remains relatively
poor by the standards of Western Europe, and outside agriculture it has devel-
oped few points of excellent economic performance. Unions remain very weak
in membership terms. However, it was an important achievement of Spanish
democracy and a contrast with the fascist period that unions should be
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autonomous, powerfully embedded in the system, and possessing extensive
rights. The consequence of this contrast between the state of the economy and
the level of union rights has been that the industrial relations system can
protect only a minority of workers, who become insiders at the expense,
mainly, of the younger generation. The main institutional expression of this
dualism is the temporary work contract. Those who manage to acquire the few
secure jobs that the system can provide enjoy very advanced employment
rights. Those outside are mainly on temporary contracts, from which they are
rarely able to move into the secure sector.

Where a neo-corporatist system extends its membership to sectors that
continue to grow, it will continue to operate in a positive way, because the
conditions for encompassing are still being met. Or, in the Dutch or British
cases, when unions fear that they will be victims of exclusion, they have an
interest in becoming inclusive. On the other hand, once a neo-corporatist
system has begun to protect insiders only and has no capacity for self-exten-
sion to new sectors and types of worker, it is likely that only threatened
marginalization could provide its internal actors with changed incentives.

These incentives are asymmetrical in that unions require an institutional-
ized industrial relations system if they are to have any serious role, while
employers do not. Firms can bargain and lobby governments without the inter-
mediary role of associations if necessary; indeed, they may prefer it, as the
lobbying may bring direct rewards for an individual company in the form of
government contracts. There is no equivalent to this on the labour side. The
marginalization and contraction of the system is therefore always an option for
employers. The US and British cases show this most clearly, but the German
and Swedish systems have seen similar strategies advocated by business inter-
ests (Myrdal 1991; BDI 1989). For employers to remain supportive of any
institutionalized industrial relations system, including a neo-corporatist one, it
has to provide them with bargaining returns that are more secure than those
they might achieve from unilateral action.

Some conclusions may be drawn from these changes and the diversity
among them. Where a neo-corporatist system becomes one of insider protec-
tion, it still offers some general gains that give political authorities some
incentive to retain it, or at least not to challenge it fundamentally. First, the
gains that it continues to deliver to the sectors and parts of the labour force
where it operates may still be considered to be worth having, especially if
those sectors themselves are still important. This is probably the case with the
German metal-goods and chemical industries. In that sense therefore the
system is not, strictly speaking, one of pure insiderism – some general public
goods are still being delivered.

Second, and more negatively, the capacity for disruption that the insiders
might cause if fundamentally challenged might be judged to constitute a heavy
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cost in its own right – whether to a perceived public good or (more narrowly)
to the convenience of the political class. This is a kind of public good, the kind
considered by Pizzorno (1978) and discussed above. However, if that is all that
is being offered, it is likely that powerful political and economic actors outside
labour’s ranks will resent this kind of contrived public good and seek oppor-
tunities for dispensing with the need for it (as happened in the UK in the
1980s).

Third, insider-serving neo-corporatist systems are highly vulnerable to the
charge that they are hostile to democracy. Not only do they ensure that exces-
sive priority is given to the interests of minority sectors, but they actually
inhibit the interests of those (sectors, genders, generations, ethnic groups) not
represented within them. A national economy will suffer from an incapacity to
generate new sectors, suggesting a tendency to stagnation implicit in neo-
corporatism, if it loses a capacity for encompassingness. Neo-corporatism
presents newcomers with serious entry barriers. A new interest has to be
accepted as somehow eligible, not just of representation, but even of defini-
tion. New economic activities often find it difficult to be defined in a way that
enables them to form an association and have this listened to. But some other
sectors, and certainly excluded social categories, even if excluded from the
corporatist system itself, have chances to operate in other power fields, espe-
cially ‘normal’ politics.

CORPORATISM AND FORMAL DEMOCRACY

It is on this last issue that we shall concentrate here. Ambiguities in the rela-
tionship between neo-corporatism and democracy have already been implied.
At one level, neo-corporatism is somehow part of the same family as some-
thing far more authoritarian; at another, it has been part of the development of
democracy. There is a further tension between neo-corporatism and the formal
democracy of elected parliaments and governments. Neo-corporatism, it is
argued, can represent only existing producer interests. It can represent only
existing sectors, because only industries that already exist can generate the
kinds of organization – trade unions, employers’ associations, trade associa-
tions – which are the building blocks of its representative structures. It repre-
sents only producer interests because these are the only ones that can manage
industrial relations and other production and trade issues. Formal democracy,
it is further argued, is subject to no such constraints; new issues, interests and
identities may emerge at any time within its more fluid structures, and they can
be based on any kind of subject at all, not just those related to work and econ-
omy. Therefore, the more that the democratic political system has to share
power with a neo-corporatist economic representation system, the less flexible
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and responsive, the less open to new issues and to non-producer issues a polity
will be.

This theoretical argument is open to verification. It would, for example,
contend that environmental and ecological interests will achieve far more
progress within countries where non-corporatism is weak than where it is
strong. In fact, the opposite is the case. On almost all indicators of environ-
mental policy, the Nordic countries, Germany and the Netherlands – all more
or less neo-corporatist – are world leaders; the USA, the prime exemplar of
non-corporatism, is a laggard. This suggests that strong neo-corporatist struc-
tures do not necessarily interfere with democratic political channels, but may
at least be orthogonal to them and at best be supportive of them.

This conclusion justifies a more nuanced approach to the relationship
between neo-corporatism and democracy. First, neo-corporatist structures may
sometimes be able to demonstrate a technical capacity to achieve goals shared
by the parliamentary system but which the institutions of that system itself
cannot achieve. This is in fact their main legitimation and describes the earlier
role of neo-corporatism in making possible non-inflationary full employment.
Second, in some cases the democratic system may demonstrate a more
profound incapacity to realize its own task of goal-setting, particularly in situ-
ations of parliamentary deadlock. This was frequently the case in Belgium in
the 1950s and 1960s, and in Italy in the early 1990s. Third, democratic struc-
tures may themselves face some legitimacy challenges – as a result of corrup-
tion (as often in Italy), or weak establishment (as in the deals noted above in
relation to Spain and central Europe). In such cases parliamentary democracy
may be grateful to borrow the legitimacy of the neo-corporatist system, even
if the latter is not particularly effective. Not only have weak unions been grate-
ful to have the legitimacy of participating in a social pact, even if that brings
them little in the way of substantive gains, but governments in weakly estab-
lished democracies are grateful for an association with trade unions, which
have important roots in the society. Similar principles apply to the cultivation
of relations with both unions and employers’ and trade associations by the
institutions of the EU. By building direct links with these, the Union tries both
to entrench itself among non-governmental organizations at national level 
and to establish the rudiments of a European civil society.

However, the declining capacity of some neo-corporatist systems to repre-
sent the whole productive system – the basis of its own legitimacy and claim
to usefulness – becomes a very severe weakness indeed, raising a new element
in the argument concerning the relationship to democracy. Particularly at a
time when democratically elected government seems to be growing across the
world, while neo-corporatism is languishing even within its Western European
heartland, the question must arise: is it not time for these latter institutions to
be consigned to the dustbin of history, along with many other structures which
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seemed important during the high tide of industrialism, but which are becom-
ing increasingly marginal in a post-industrial society? It might linger on
successfully in a few places, but these are just the anomalies that history
always includes.

FORMAL DEMOCRACY UNDER SCRUTINY

But a sociologist or an empirically minded political scientist can never be
content with the formal properties of institutions. It is necessary to subject the
claims of formal (particularly parliamentary) democracy itself to a similar
substantive critique as that to which neo-corporatism has been submitted.
After all, corporatism can be made to appear formally universal through the
establishment of legally perfect but substantively vacuous systems of the kind
that Mussolini, Franco, Salazar and other fascist rulers erected in the inter-war
decades. Seen in the perspective of a critique of formalism, current democra-
tic practice is vulnerable to criticisms as withering as those to which neo-
corporatism is becoming subject.

Parliamentary democracy can make three great claims. First, while the
perfect formal equality of universal suffrage never implies true equality of
political influence, it does require political leaders to appeal to and submit
themselves to a judgement comprising all actual and potential interests and
identities to be found among the citizens of the political unit concerned. This
aggregation of so many different interests amounts to an appeal to a general,
collective, public interest. In contrast, neo-corporatist and other interest asso-
ciations need appeal only to a membership base. Second, universal suffrage
implies a potential capacity for new interests and identities to shape and
express themselves, and to gain political voice (in the sense of lobbying for
political attention) as a result of that autonomous process. Unlike in neo-
corporatist contexts, there are no official gatekeepers. Particularly notable in
recent decades, for example, has been the capacity of identities concerned with
sexual orientation to achieve political expression in many countries.

Third, democratic party politics involves permanent open, transparent,
public struggle between governments and their opponents, which places a
premium on openness and the identification and articulation of conflict. In
contrast, neo-corporatist organizations are not engaged in a conflict where one
side is trying to replace the other. They therefore have to do deals with each
other, and conflict is expressed in compromises reached between them, not in
the replacement of one group by another. This usually leads them to prefer to
keep their disputes and even their discussions private, even secret. Only at
extreme moments do they call on a wider mobilization of supporters – some-
thing that political parties are preparing for every day. Similarly, they do not
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articulate visions of what they are trying to achieve, but operate technocrati-
cally (Erne 2004). They may carry an historical legacy of visions constructed
before they entered the neo-corporatist arena, but they have little capacity to
renew these in the same way, and they are at risk of gradually becoming
outdated.

However, the attractive attributes of political democracy can be heavily
compromised in empirical systems in ways that have relevance for the
comparison between them and neo-corporatist structures. Quite significantly,
some of these weaknesses are likely to be exceptionally severe when the orga-
nization of interests within the society concerned departs from an encompass-
ing neo-corporatist pattern. This is interesting, as it suggests a strong limit to
the frequently assumed zero-sum relationship between corporatism and
democracy. Two important current weaknesses of political democracy in many
advanced nations are especially relevant to this issue:

• the capacity of insider elites and producer lobbies to secure far greater
influence than those interests that have to rely on the public political
system;

• the possibility that whole classes, interests or geographical areas may
lack the means to secure effective as opposed to formal representation.

Lobbies and Democracy

The principal legitimacy and claim to democratic quality of those regimes in
which governments at various levels are elected is of course the electoral
process itself. Although this is not the subject of the present chapter, its impor-
tance must not be forgotten. But following in the train of the idea of formal
electoral democracy come other important democratic qualities. As already
noted, because political authorities have to be elected, they also have to make
themselves available to both open and private lobbying; they have to produce
and receive information, also often publicly, relevant to that process; and citi-
zens have to be free to form lobbying organizations and to try to draw atten-
tion to themselves in a way that government cannot ignore. A formal electoral
democracy that lacked these other components would be a very weak one,
lacking vitality and activism among the citizens, whose role would be reduced
to just voting when elections were declared.

According to some forms of democratic theory, political parties play a
particular role in relating political decision-makers to these social interests. It
is in their differential attraction to and of interests and identities that parties
derive the characteristics that distinguish them from each other in a way that
makes meaningful democracy possible. One of the means by which interests
lobby political authorities is therefore as insiders to one or sometimes more
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than one party. In some ways this is the most legitimate form of pure politics.
Lobbies, interests and identities work through the parties; the parties present
themselves for election; the voters choose which part(y)(ies) they prefer, and
during a particular electoral period the interests associated with that party or
those parties achieve(s) the most political influence. There has been a democ-
ratic (in the sense of majoritarian) legitimation of that particular cluster of
interests.

However, from some other points of view, this ‘purely’ partisan pattern of
interest representation lacks democratic quality. Pure majoritarianism leaves
minority interests completely neglected, at least until the next election. And
some interests and identities are doomed to permanent minority status (for
example demographically defined categories, like ethnic, religious or possibly
generational groups). This legitimates the idea that political conflict does not
stop after an election, but defeated groups can continue to lobby, to press, to
argue, possibly even to coerce governments. From some points of view this
constitutes a richer democracy: there are no permanent majorities and minori-
ties; conflict, argument and information exchange continue; elements of the
public try to expand the range of political weapons available to them.

This is what we see in most systems that are worth calling democratic. It is
however vulnerable to criticisms of the kind launched by electoral or parlia-
mentary purists. The equality of the ballot box, one citizen one vote, has been
lost. Power resources of a potentially unlimited and unregulable kind can be
used; political majorities may even find that minorities defeat them by wield-
ing some of these resources to which access is extremely uneven. The most
difficult of such resources are economic wealth and physical violence.
Political systems usually develop some rules about the use of both these,
though they are far stricter about the latter than the former. But of course, the
framing of these rules is carried out by political actors who are themselves
endogenous to the patterns of power at stake. That is, they are themselves
products of the system in restraint of which they are expected to regulate.

There can therefore be no formal guarantees that extremely skewed influ-
ence will be excluded from a democratic political system. And the more that
such practices dominate, the weaker become the claims of that system to
democratic superiority over neo-corporatism. Exactly the same difficulties that
beset corporatism in terms of entry barriers blocking access to resources and
capacity to be heard apply to the system of lobbies which is endemic – possi-
bly necessary – to the democratic political process, even if it finds no place in
formal democratic theory. In fact, the more a system of interest representation
departs from a neo-corporatist form, the worse such distortions become. This
is true for the following reason. Where a more or less formal system of orga-
nized interest representation (that is, neo-corporatism) exists, it must (like the
rules of electoral democracy) follow certain procedures of balance, defined
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access channels, openness of information. If the system becomes entirely
informal, as in contestative lobbying, no such rules apply. This fact was very
openly and honestly stated by both Swedish and German industrial represen-
tatives during the 1990s as reasons for seeking to dismantle the corporatist
strictures of their countries where labour-market issues were concerned
(Myrdal 1991; BDI 1989). As long as the neo-corporatist structures existed,
labour interests had to be offered similar rights as themselves. If these struc-
tures could be torn down, they could enter a system like that which they saw
as prevailing in the USA, where business could use its superior material
resources to achieve a far higher level of influence.

But these German and Swedish business spokesmen were themselves
representatives of organizations, and they spoke for broadly organized busi-
ness groups. More important in recent years has been the rise of individual
corporations as lobbyists, bargaining with either their ‘own’ or foreign govern-
ments, or the EU, for privileges. (For a study of the role of individual firms in
lobbying the European Commission, see Coen 1996.) Where, as in the UK,
business associations become very weak, government uses individual firms as
its interlocutors with business. But these, in addition to working for their
sector, region or whatever, will automatically also seek to develop privileged
access for their own corporate purposes, for example developing contacts that
can be used to secure government contracts. Ironically, although an economy
of individual firms without access to associations is in principle more compat-
ible with an idealized free-market economy than one with associations, in
practice it is likely to be the other way round as soon as the lobbying of
governments is permitted. When lobbying is through associations, there is a
level playing field among firms, an important condition of the market econ-
omy. Once there are privileged insider firms, the free market has been compro-
mised.

These factors will be particularly important if the open political system is
itself not producing a wider diversity of interests seeking influence through
party links or more public campaigns. In that case, firms will be among the
few active political interests. At the present time there are reasons to believe
that this is the case.

The Declining Class Base of Democratic Politics

The same changes considered above that weakened the encompassingness of
many union movements also weakened democracy in its more than formal
sense, that is, when diverse groups and organizations of ordinary people share
actively in the task of framing a political agenda which will respond to their
concerns. The powerful interests that dominate undemocratic societies are
then wrong-footed and thrown on the defensive; the political system has not
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quite discovered how to manage and manipulate the new demands. Popular
political movements and parties themselves may well be dominated by boss
figures whose personal style is anything but democratic; but they are at least
subject to lively active pressure from a mass movement which itself in turn
represents something of the aspirations of ordinary people.

In most of Western Europe and North America such a period emerged at the
moment described above, some time between the late 1930s and the 1940s,
when economic policy began to respond to the interests of working people.
For the first time in the history of capitalism, the general health of the econ-
omy was seen as depending on the prosperity of the mass of wage-earning
people. This was clearly expressed in the economic policies associated with
Keynesianism, but also in the logic of the cycle of mass production and mass
consumption embodied in so-called Fordist production methods. In those
industrial societies which did not become communist, a certain social compro-
mise was reached between capitalist business interests and working people. In
exchange for the survival of the capitalist system and the general quietening
of protest against the inequalities it produced, business interests learned to
accept certain limitations on their capacity to use their power. And democratic
political capacity concentrated at the level of the nation state was able to guar-
antee those limitations, as firms were largely subordinate to the authority of
national states.

The high level of widespread political involvement of the early post-war
years was partly a result of the intensely important and public task of post-war
reconstruction and, in a few countries, also a residue of the intensified public
character of life during war itself. As such it could not be expected to be
sustained for many years. Elites soon learned how to manage and manipulate.
People became disillusioned, bored or preoccupied with the business of every-
day life. The growing complexity of issues after the major initial achievements
of reform made it increasingly difficult to take up informed positions, to make
intelligent comment or even to know what ‘side’ one was on. Participation in
political organizations declined almost everywhere, and eventually there was
a decline in electoral turnout (Lane and Ersson 1999: 141). Nevertheless the
basic democratic imperatives of an economy dependent on the cycle of mass
production and mass consumption sustained by public spending maintained
the main policy impetus of the mid-century moment until the mid-1970s.

By the late 1980s the global deregulation of financial markets had shifted
the emphasis of economic dynamism away from mass consumption and on to
stock exchanges. First in the USA and the UK, but soon spreading in eager
imitation, the maximization of shareholder value became the main indicator of
economic success (Dore 2000). Meanwhile, the manual working class in
manufacturing industry that had been the primary impetus of mass democratic
pressure began to decline in size. As discussed above, with the exception of
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public employees, the new classes that began to replace it in the services
sectors have not acquired a capacity to organize themselves and express their
concerns in the same way. Further, while both the demos and the political elite
remain primarily defined at the level of nation states, economic decision-
making is becoming globalized. National laws and national representational
systems (whether parliamentary or neo-corporatist) fail to keep pace with the
levels at which economic activity can be regulated. Even if new political agen-
das are formed by active democratic participation, there is reduced scope for
their operation. Democracy’s economic reach is becoming reduced.

In these circumstances, formation of the political agenda increasingly
becomes the task of a professional political elite, for which task it is equipped
with techniques derived from the marketing of products. As the population
loses interest in its activities, this elite has to spend more and more on attract-
ing its attention. It therefore turns increasingly for funding to the corporate
sector. This does not lose interest in the polity, as firms always have opportu-
nities for doing business with government departments. Irrespective of its
formal political colour, a major political party becomes increasingly centred
on circles of professional advisors and corporate lobbyists.

It should be noted that the decline of capacity for autonomous political
expression seems limited to economic or class identities representing lower
social categories. In other respects the present time is a particularly rich one
for innovation in interest and identity definition and mobilization. See, for
example, the achievements of environmental, feminist, racist, ethnic and anti-
globalization movements in recent years, some of which are described by
Donatella della Porta elsewhere in this volume. This gives us a paradoxical
result. The potential successors to the subordinate identities that had been
reasonably well represented by both the party and the neo-corporatist systems
of the mid- to late twentieth century are today finding it hard to achieve repre-
sentation in either sphere. Meanwhile, other non-elite interests that had found
neo-corporatist representation difficult are enjoying success in the formal
polity and its associated lobbies. However, in this terrain they are at a consid-
erable disadvantage to far better funded organized economic interests.

CONCLUSIONS: SHARED PROBLEMS OF 
NEO-CORPORATISM AND DEMOCRACY

Della Porta’s arguments also raise questions about the appropriate form of
interest organization in early twenty-first century society. It has been noted by
several observers (for example, Beck 1986; Giddens 1994, 1998) that the insti-
tutions of twentieth century labour mirrored those of the Fordist economy:
heavy, centralized structures producing basic, undifferentiated goods. There
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are basic similarities between, on the one side, the production line of a large
factory and its quantities of identical mass consumption goods, and, on the
other, Keynesian macro-management, the welfare state and neo-corporatist
bargaining. Centralization and undifferentiated products are not essential
characteristics of the organizations and political preferences of lower social
categories; they were the form they took when capitalism took that form. It
should follow that if capitalism takes new forms, so should responses to it.

This is made difficult by the extreme diversity of early twenty-first century
capitalism. For observers like Giddens or Leadbeater (1999), who see it as a
set of light, flat, non-hierarchical flexible structures, its characteristics and
contrast with the past are clear. But they do not see the size and complexity of
global corporations. If corporate structures seem light and flat, this is achieved
by highly complex financial operations and subcontracting chains that in real-
ity signify very strong concentrations of power. This poses a major organiza-
tional challenge for the organization of labour interests and, more generally,
the capacity of democracy to match the challenge of corporate power. At one
level the fragmentary, decentralized structures of the movements that della
Porta describes seem both an appropriate counter to post-modernist capitalism
and a means by which a post-corporatist associational form can respond to the
interests that are tending to be excluded by many neo-corporatist systems. But
capitalism does not fragment itself to the point where it loses the capacity to
act strategically.

For both neo-corporatism and political democracy the key substantive
issues are: how can they combine responsiveness to emerging popular
concerns with an ability to regulate the global economy? And how complete
and balanced can their coverage of the whole population be? Here we can
identify major weaknesses – in several respects the same weaknesses – in
both. At the same time, abolition of neither would improve the situation. This
is obvious for political democracy: its absence brings arbitrary power and
worse corruption than can occur with it – provided the defects are not so great
that it becomes simply a legitimatory cover. An abolition of neo-corporatism,
on the other hand, is frequently and openly advocated. But similar arguments
apply: interest organizations, at least of business, will always exist in a demo-
cratic capitalist society. Removing their neo-corporatist base simply legiti-
mates the exclusion of the less powerful interests: in present economic
conditions, those of labour. As argued, it also avoids the need to provide a level
playing field of political influence – not just between capital and labour, but
among firms themselves.

Far from there being a zero-sum relationship between corporatism and
political democracy, there are synergies between them. And, although both can
be seen as checks on the market, in fact their mutual strength provides best
guarantees for elements of its proper functioning. If political democracy is

68 Corporatism and democracy


	1
	2
	3
	4
	5
	6
	7
	titel_dp06-5_web.pdf
	Seite1


	8
	9
	10
	11
	12



