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Labour market reforms are far from being the only determinant of the ULC, as 

these are also affected by the economic cycle, through two mechanisms: on the 

one hand via the Phillips curve, i.e. the inverse relationship between unemploy

ment and wage inflation; and on the other hand via the productivity cycle, 

specifically labour hoarding at the beginning of the recessionary phase. In 

particular, the widespread increase in ULC between 2008 and 2010 (particularly 

in Greece) was due largely to a fall in productivity, in the context of a strong 

decline in production that was not immediately translated into redundancies. 

The impact of the level of unemployment is also evident: in Germany, the 

historically low level limits deflationary pressures, while in Spain and Greece 

mass unemployment which was created by austerity policies had the expected 

effect of fuelling deflationary tendencies. 

In spite of these reservations, it is therefore likely that the structural reforms 

played a role in terms of the cost of labour and subdued imports, and that they 

have contributed to reducing current account imbalances between euro area 

countries since 2008. More importantly, these policies also bear a generalized 

deflationary risk (in addition to their negative social impact) as countries have 

engaged in race to the bottom. If some countries, have benefited from 

improved competitiveness, such a generalized strategy in the euro area have 

contributed to weaken wage dynamic and trigger a movement of global disin

flation in the euro area. Indeed, we can see that from 201 3 ULC in the euro area 

have departed significantly from the ECB target, even if during more recent 

quarters some acceleration has been observed. The reason is simple: since 

competitiveness is a relative concept, the goal of nominal re-convergence in the 

euro area cannot be achieved if wage moderation is being carried out by every 

country; all that will come about is a generalized deflation, making everyone a 

loser.6 It is therefore necessary that some countries, Germany above all, accept 

wage inflation that is significantly above the 2 percent target so that the others 

can adjust without falling into deflation. This is the main reason why the ECB 

has experienced for such a long time difficulty in pushing inflation back to its 

target. In principle the Macroeconomic Imbalance Procedure should put pres

sure on countries posting persistent surpluses to take steps to reduce them by 

expanding domestic demand and raising prices and wages; mild criticisms of, in 

particular, Germany by the EU Commission within the framework of the MIP 

have not led to a meaningful shift in policy, however. 

6. This issue was already raised in previous iAGS reports and some propositions were made to
promote better coordination of minimum wage policies and to make the MIP more symmetric.
See iAGS (2014), (2016) et (2017) for instance.


