
Europe's current economic situation 

Box 2. Structural reforms in the euro area and unit 

labour costs 

The 2007-2008 financial crisis revealed certain factors generating internal 
divergences within the euro area which had been hidden in the first years of 
the euro. In particular, in the absence of any possibility of adjusting exchange 
rates, nominal divergence, i.e. the gap in inflation and wage growth rates 
between countries sharing the same monetary unit has become a central 
element in the debate. This nominal divergence is accused of being, at least in 
part, at the origin of both the current account imbalances, and the crisis of the 
euro area, in so far as these imbalances have as a counterpart financial imbal
ances, with significant flows of private capital from the north to the south. The 
sudden halt of these flows in 2008 destabilized the banks of the southern Euro
pean countries. They were replaced by flows of public capital as part of 
macroeconomic adjustment programmes, with however a number of condi
tionalities, including the implementation of structural reforms aimed at 
lowering labour costs. 

The countries subject to these programmes (Greece, Spain, Portugal, Ireland) 
thus implemented labour market reforms aimed at boosting their competitive
ness vis-a-vis their partners both inside the euro area and outside it. These 
structural reforms took several forms, including: the relaxation of rules on indi
vidual and collective redundancies; the decentralization of collective 
bargaining over wages and working time at the level of industry branches and 
even of companies; and tightening the conditions on compensation during 
periods of unemployment. 

Labour market reforms were not, however, limited to countries under adjust
ment programmes. This was because, first, other countries were also facing 
problems with external competitiveness, and second, reducing the cost of 
labour is also seen as a way to bring down unemployment, independently of 
external constraints; the underlying idea is that wages are too rigid and too 
high to achieve a balance on the labour market. The European Commission in 
particular became an advocate for these reforms in all the EU countries. France 
and Italy also implemented reforms similar to those in the programme coun
tries, even though they were not suffering the same institutional and 
macroeconomic constraints. 

Only Germany stood out in this landscape, in the sense that it seems to be 
going against the general trend in the euro area. In practice, wage costs there 
had been slashed in the period preceding the crisis (partly due to the Hartz 
laws, but especially as an agreed outcome of the German model of collective 
bargaining between the social partners in which the State plays a limited role). 
During this period, wage growth has been low weighing down domestic 
demand. Since the onset of the crisis in 2008, the trend has been reversed, in 
particular with the establishment of the federal minimum wage that came into 
force in 2015. 

129 


