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1 [INTRODUCTION : POLITICAL AND LEGAL C ONTEXT

In recent decades, low wagésave not kept up with other wages in many Member
States, thus affecting irwork poverty, wage inequality, and the capacity of-lwage
earners to cope with economic distreBsasuring that all EU workers earn adequate
wages is essential for their wellbgirand for supporting sustainable and inclusive
growth. Minimum wages play an important role in this context.

The current crisis has bolstered the demand for EU action to ensure that minimum

wages allow for a decent livingThe EU has been hit hard by t@evid-19 outbreak,

with a significant | oss of human | ives and
businesses, and the income of workers and their families. The crisis has particularly hit
sectors with a higher share of lamage workers such astad and tourism, and it is

likely to have a stronger impact on vulnerable workers. Ensuring a decent living for all
workers is critical for supporting a sustainable and inclusive recovery. Therefore,
minimum wages are key to ensure an inclusive recoverg the current crisis, as well

as to make our economies fairer and more resilient.

The right of workers to fair and just working conditions is outlined in several EU

political and strategic documents.The Charter of Fundamental Rights of the European
Union (Article 31: 'Fair and just working conditions’) recognises the right of all workers

to working conditions which resgt their health, safety and dignity. TEaropean Pillar

of Social Rightsproclaimed in November 2017 by the Courmdithe EU, the European
Parl i ament and the Commission, as well as
calls for adequate minimum wages, and transparent and predictable wage setting. These
objectives are reflected in the call for a fair andadeurope in theStrategic Agenda for
20192024 agreed at the European Council in June 2019. In the Political Guidelines for
the new Comrnssion (20192024), President Ursula von der Leyen statgd: wi ||
propose a legal instrument to ensure that every worker in our Union has a fair minimum
wage. This should allow for a decent living wherever they work. Minimum wages should
be set accordingto national traditions, through collective agreements or legal
provisionse’

In line with Article 154 TFEU, the Commission has carried out a twestage
consultation of social partners on possible EU action in the area of minimum wages.
During the firststage consultation, between 14 January and 25 February 2020, social
partners were consulted on the need and possible direction of EU adtis.was

In statistical terms, a lowvage is defined as a wage lower than two thirds of the national median wage.

2§A Union that strives f or roideines fokthe Eargpean C@mmission 2@Bur ope . O
% Consultation Document of 14.1.2020, First phase consultation of social partners on possible EU action addressing the
challenges related to fair minimum wages, C(2020) 83 final.


https://ec.europa.eu/info/aid-development-cooperation-fundamental-rights/your-rights-eu/eu-charter-fundamental-rights_en
https://ec.europa.eu/info/aid-development-cooperation-fundamental-rights/your-rights-eu/eu-charter-fundamental-rights_en
https://ec.europa.eu/commission/priorities/deeper-and-fairer-economic-and-monetary-union/european-pillar-social-rights_en
https://ec.europa.eu/commission/priorities/deeper-and-fairer-economic-and-monetary-union/european-pillar-social-rights_en
https://www.consilium.europa.eu/en/press/press-releases/2019/06/20/a-new-strategic-agenda-2019-2024/
https://www.consilium.europa.eu/en/press/press-releases/2019/06/20/a-new-strategic-agenda-2019-2024/

followed by a second phase between 3 June and 4 Septembért@28ocial partners
decided not to launch the negotiations foreseen in Article 155 TFEU.

This initiativeaims at improving working conditions by ensuring that workers in the

Union have access to adequate statutory minimum wages, where they exist, or
wages set by collective agemnents thus allowing for a decent living wherever they
work. Therefore, the specific objectives of the initiative are to improve the adequacy and
to increase the coverage of minimum wages. Thus it forms part of the European
Commi ssi ono0s saaherentlwithpaond suppoyts other dctions implemented
in this field over the last years.

In her Political Guidelines, President Ursula von der Leyen has also committed to

fully implement the European Pillar of Social Rights To this end, in January 202

the Commission presented a Communication on building a strong social Europe for just
transitions, which set out the road towards an Action Plan to implement the Social Pillar
including the initiative on minimum wages among the key actions to be purEoed.
minimum wage initiative is consistent with other actions foreseen within this framework,
notably with the measure to introduce a European Gender Equality Strategy to advance in
closing the gender pay gap, including through binding pay transparensyne&a

2 PROBLEM DEFINITION

Minimum wage protection can be provided by collective agreements or by statutory
minimum wages set by legislationThere are six Member States where minimum wage
protection is provided by collective agreements: Austria, Cypresyniark, Finland,

Italy and Sweden. Of these Member States, Cyprus has also statutory minimum wages
covering some lovwvage occupations. The other 21 Member States have statutory
national minimum wages, that is, statutory minimum wages that apply universtiey
country (as opposed to applying only to some occupations as in Cyprus). In all Member
States with statutory national minimum wages, collective agreements set wages above
the statutory minimum wages in a number of sectors. Annex 6 provides mateofieta
minimum wage setting institutions by Member State.

4 Consultation Documenb f 03.06.2020, iSecond phase consul tation of
addressing the chall enges r eS7@&finabatcompanietl layi@amalytioal documenm wages o
% In particular: Council Decision (EU) 2018/1215 of 16 July 2018 on guidelines doertiployment policies of the

Member States; Commission Recommendation of 3 October 2008 on the active inclusion of people excluded from the

labour market; Directive 2019/1152/EU on transparent and predictable working conditions in the European Union;
Directive 2000/78/EC against discrimination on grounds of religion or belief, disability, age or sexual orientation in
employment and occupation; Directive 2006/54/EC on the implementation of the principle of equal opportunities and

equal treatment of men andomen in matters of employment and occupation; Directive 2014/67/EU on the
enforcement of Directive 96/71/EC concerning the posting of workers in the framework of the provision of services

and amending Regulation (EU) No 1024/2012 on administrative compethtough the Internal Market Information

System; Directive 2014/23/EU on the award of concession contracts; Directive 2014/24/EU on public procurement and
repealing Directive 2004/18/E; and Directive 2014/25/EU on procurement by entities operatiagniatén, energy,

transport and postal services sectors and repealing Directive 2004/17/EC.



https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=PI_COM:C(2020)3570
https://op.europa.eu/en/publication-detail/-/publication/b590362b-a582-11ea-bb7a-01aa75ed71a1/language-en

During the soci al partnerso6 and the target
general agreement amongst stakeholders on the importance of protecting workers

with adequate minimum wagesHowever, may workers are currently not protected by

adequate minimum wages in the EU. In some cases, the level of minimum wages cannot

be considered as adequate. In others, there are workers who do not have access to the
protection of minimum wages. The rest of teection lays out various aspects of this

problem (Section 2.1), discusses its drivers (Section 2.2 to 2.5), its consequences
(Section 2.6) as well as how the problem may evolve (Section 2.5).

The stakeholders generally showed support for most of the olgBves of the

initiative. Speci fically, the workerso organisatio
wages are not al ways adequate while several
importance of adequate minimum wages. Along the same lines, thera weaseral
agreement among Member Statesd representat.i
levels and coverage for all forms of work can contribute to the achievement of upward

social convergence and to the fight against poverty, includingoik povery (see

Annex 2 for more details). However, views on the need of EU action differed and
employer organisations and Nordic unions did not agree that an EU action in this area

would be needed.

2.1 What is the problem?
2.1.1 Insufficient adequacy

Minimum wages can be cosidered adequatenvhen they are faivis-a&vis the wages of

other workers and when they provide a decent standard of living, taking into account
general economic conditions in the courftrWhile the first aspect of adequacy is
formul at ed iap i.eaincliading &nalement ®fccomparison, and the other in

an Aabsolutedo way, both are closely related
standard of I|livingo is wusually defined in a

This section (and Annex A8.2) present indidars operationalising both aspects of

adequacy to allow for a complex assessment of adequacy of minimum wagdeisst,

the aspect of fairness in comparison to other wages is operationalised by the ratio of the
gross minimum wage to the gross median wage as well as to the gross average wage.
Second, adequacy as providing a decent living standard is operationgliedrhtio of

the net income of minimum wage earners to the poverty (AROP) threshold as well as to

the net average wage. All these adequacy indicators compare minimum wages to other
peopl ebs wages oOor incomes. Bot h indcgtaesct s of

® For a more detailed discussion of both aspects of adequacy, including indicators to measure them, see Annex A8.2.



listed, are relevant independently of the wage distribution or the general level of wages.
All are used in this section to assess problems of adequacy of statutory minimurh wages

While the adequacy of statutory minimum wages has improved in seral countries

in recent years, it is still low in a number of Member States, based on all main
indicators. In almost all Member States, the statutory minimum wage is below 60% of
the median wage and 50% of the average w&aph J. In 2019, only the statutory
minimum wage of Portugal reached both values, while that of Bulgaria reached 60% of
the median. Further, in the same year, the statutory minimage was below 50% of

the median wage in nine EU countries (Estonia, Malta, Ireland, Czechia, Latvia,
Germany, the Netherlands, Croatia and Greece). In three of these countries (Estonia,
Malta and Ireland), it was even below 45%. Moreover, seven couf(iEstsnia, Malta,
Ireland, Czechia, Latvia, Hungary and Romania) had minimum wages below 40% of the
average wageln Member States where minimum wage protection is provided by
collective agreements (with the exception of Rglyvages set in collective eepments

for low-paid occupations are generally high when compared to statutory minimum wages
in other countries.

Graph 1. Minimum wages, expressed as a percentage of the gross median and
average wage of fultime workers, 2019

70%
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Notes: * For AT, DK, FI, IT and SE, information on collective agreements coveringpaying job categories
(average of 3 lowest rates; for CY information on occupational statutory minimum wages) was taken from Eurofound
(2020): Minimum wages in 2020Annual review, while information on median and average wages was provided by
Eurostat.

Source:Commission calculations based on Eurostat data.

" A discussion of their relative merits for tharposes of setting reference values is included in Section 5 (on policy

options) and Section 6 (on impacts) as well as the Annexes supporting these, in particular, Annex A12.9.

8 various data collection methodologies result in qualitatively differentteeabout collectively agreed wages in Italy.

Such a methodological change explains the difference between these updated data and those shamatyiticiie
documentaccompanying the secostiige consultation of social partners.

°® When controlling for the level of economic development, Boeri (2012) finds that collective bargaining involves a 12

13 percentage points higher ratio oeth mi ni mum wage to the average wage. See
wa g &abqur Economigsvol. 19 (3), June 2012, Pages 230.


https://op.europa.eu/en/publication-detail/-/publication/b590362b-a582-11ea-bb7a-01aa75ed71a1/language-en
https://op.europa.eu/en/publication-detail/-/publication/b590362b-a582-11ea-bb7a-01aa75ed71a1/language-en

In nine Member States, the statutory minimum wage did not protect minimum
wage earners against the risk of povertyn 2018 Graph 2). Countries where the
minimum wage was not sufficient to help a single worker avoid the risk of poverty are
Bulgaria, Czechia, EstoniaGermany, Hungary, Latvia, Luxembourg, Malta and
Slovenia™® In ten Member States, statutory minimum wages also fell short of the
standard of adequacy defined by the Council of Eutbpe.

Graph 2: Net income of single minimum wage earners working fultime, relative to
the atrisk -of poverty threshold, 2018
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Notes:An individual is at the risk of poverty if he or she lives in a household with an income below 60% of net median
household income, dfusted for household composition, in the same country. This is the standard definition of
monetary poverty in EU social statistics. The single childless persons considered in this graph are not entitled to social
assistance and housing benefits.

Source: European Commission calculations based on OECD TaxBen model. Comparable wages set in collective
agreements in Member States without statutory minimum wages (marked by *) were taken from Eurofound (2020):
Minimum wages in 2020 Annual Report. The aisk-of poverty threshold is based on Eurostat flash estimates for

BE, DE, ES, FR, IE, LT, LU, MT, PT, SK, UK, CY and IT. For all other countries, official Eurostat data have been
used.

Taken together, 14 Member States had a statutory minimum wage below either

50% of the median wage or not sufficient to reach the poverty line for a single
individual. While there are differences across various indicators of minimum wage
adequacy, their conclusions are consistent in the case of a number of Member States. In
particdar, the adequacy of the statutory minimum wagesameMember States ranks
consistently among the lowest (e.g. Estonia, Czechia, Lithuania and Malta), or among the
highest (e.g. France and Portugal) across the variety of indicators analysed.

The assessnm of minimum wage adequacy is more complex in countries where
minimum wage protection is provided by collective agreementsThis is because
comprehensive data on wages set in collective agreements are not available.

2 The problem exists also for other household types, including single parents with a child (in even more countries tha
for single workers) and for duaarner couples, where both earn the minimum wage and have two children.
It compares the net minimum wage to the net average wag&ragk /8.4 in Annex A8.2



Representative samples of collectiveresggnents for lowpaid occupations have been
collected in the past. The available information suggests that there are issues with the
adequacy of some minimum wages in Cyprus and Italy (see Graphs 1 and 2 above),
although the assessment of adequacy isitsendo the methodology of collecting
representative collective agreemetits.

Insufficient adequacy affects a large number of workersAbout one in six workers

are lowwage earners in the EU according to the definition of Eurostat, earning less than
two thirds of the median wage, and their share has increased from 16.7% in 2006 to
17.2% in 2014 Their share is lowest in Sweden, Belgium and Finland, while it is
highest in Latvia, Romania and Lithuania. In addition, a significant share of workers
earns lesghan 60%, 50% or 40% of the median wa@eaph A8.2n Annex 8.1).

General wages, as well as minimum wages, have been growing faster in-leage

countries (especially in Central and Eastern European Member States) than in
high-wage countries'> Despite this trend towards convergence in the last two decades, a

large gap remains between the lowest and the highest nominal minimum wages in the

EU. In 2AL9, statutory minimum wages in the EU ranged from EUR 286 in Bulgaria to

EUR 2071 in Luxembourg. Taking into account the differences in price levels between
Member States (a comparison in APurchasing
the lowest andhighest statutory minimum wages is about one to th@&aph A8.8in

Annex A8.1), broadly reflecting differences in wage and productivity levels.

2.1.2 Gapsin coverage

In Member States with a statutory national minimum wage, gaps in coverage arise
from specific provisions in the minimum wage legislation which allow for
exemptions or variations for specific groups of workers® The extent of these gaps

2?See, e.g. Kampel mann, S, A. Garnero and F. Rycx (2013):
systems |l ead to a diversity of outcomes?o0, E TAbhual Repor t 12
Report, as well as the 2019 issue of tame report.

13 Studies about the adequacy of wages set in collective agreements have come to various conclusions for Italy in the

past. While Kampelmann et al (2013; see references in previous footnote) as well as Eurofound (2019) found
comparatively high wges set in collective agreements, the collective agreements-imdgevoccupations collected by

Eurofound (2020) based on a new methodology, suggest lower wages. This information has been used in Graphs 1 and

2 above.

14 SeeGraph /8.1 in Annex A8.1. Based on latest data based on the 2014 wave-8ESUThe 2018 wave of the

survey is expected to be published at the end of 2020. This survey of fiomsdigcted every four years in the EU,

including firms with 10 employees or more. Other sources of information (e.g. tf&lELJsurvey) are more ufo-

date but involve more reporting error. They confirm a high share of low earners in the EU in morgaacer®n the

development of this share over time, see Section 2.4.1.

15 Statutory minimum wage growth was also faster in-leage countries, even as compared to other wages or to

productivity growth; see Graphs A8/AB.11 in Annex A8.2. Longeterm trendsin wage convergence have been
analysed by the European Commi ssion (2018): AfLabour mar ke
20180, DG EMPL, Chapter 11.2
®fHExemptionsd mean that the
fivariationsodo mean that a spe
applies to young worker-mi (sm

|l aw exempts souleg while oups fro
cific minimum wage floor appl
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appearsmall based on the regulations that exist in Member States, but exact data are not
available'” Compliance issues contribute to gaps in coverage (see Section 2.5.5).

In Member States without a statutory national minimum wage, gaps arise because
specific graups of workers are not covered by collective agreement®.There are
substantial differences: The share of workers not coveraisd 2% in Austria, 10%

in Finland and Sweden, 20% in Denmark and Italy, and around 55% in Qgprialso
Section 2.5.1 owkollective bargaining). Given data issues (see Annex A4.6A4.4), precise
information on the wage levels of those not covered by collective agreements is however
limited. The share of lowwage workers is significantly higher among the 4corered in
Cyprus,similar to those covered in Austria, Denmark and Finland, while information is
not available for Italy and SwedéhAlso for these countries, compliance issues play a
role (see Section 2.4.2).

2.1.3 Which groups, sectors and regions are most affected by theeprab

Women, young and lowskilled workers, single parents, as well as workers with
non-standard contracts are more likely to be affected by the problem than other
groups.?’ The share of minimum wage earners in the EU is estimated at levels that vary
from below 5% (e.g. in Belgium and Malta) to around 20% (in Portugal and Ronfania).
Women have a high€almost doubleprobability to earn the minimum wage than men

but the gender differential varies among Member States. In Czechia, Germany, Malta, the
Netherhnds, and Slovakia women represent over 70% of minimum wage earners. Young
people, single parents, leskilled workers and those with temporary or garte
contracts are more likely to earn minimum wages than other groups. They do not,
however, represerthe majority of minimum wage earners due to their generally small
shares in the workforce. See Annex A7.1 for more detail on the profile of minimum wage
earners.

Workers in less densely populated areas have a somewhat higher chance of being
minimum wage eaners but the differences between types of regions are small
overall.?? On average across all Member States for which data are available, 14% of the
employees living in thinly populated areas earn the minimum wage, while there is a
lower share of minimum vgge earners in intermediate (13%) and densely populated areas
(11%). This is linked, among other things, to regional differences in the characteristics of

" For a discussion of exemptions, see Section 2.5.4. Betadled description of regulations in Member States, see
Annex A9.4. Estimates based on income surveys such as SILC do not permit to disentangle the effect of different
causes such as exemptions, reporting errors (especially related to working timeyaodhpliance. See also section

2.5.5 below on data issues related to compliance.

18 Collective agreements address many aspects of working conditions other than wages. Some collective agreements do
not include provisions about wages at all. Nevertheteskgctive bargaining coverage is a close proxy of the share of
workers protected by minimum wages in countries without statutory minimum wages.

19 Data extraction from the 2014 wave of the Structure of Earnings Survey, provided by Eurostat.

20 see Annex ATl for detailed information by Member States.

2L SeeGraph A7.1in Annex A7.1.

22 5ee Annex A7.2, and especially Graph A4.7, for more detail.



workers as well as the location of various economic sectors (for instance, agriculture in
rural areasnd finance in dense ones).

In virtually all countries, the majority of minimum wage earners works in the
services sector$® The food and accommodation (or hospitality) sector, a sector
particularly affected by the Cowtld pandemic, has a high share minimum wage
earner€? Industry and agriculture sectors employ a relatively small share of minimum
wage earners in most countries, but this share is higher in some Central and Eastern
European Member States. Industry accounts for a low share of minimueneasaters in

some Member States (less than 10% in Belgium and Luxembourg), while its weight
exceeds 30% in some Central and Eastern European Member States (such as Bulgaria,
Czechia, Croatia, Slovakia, Poland, and Romania). The share of minimum wags earner
in agriculture is less than 10% in all Member States.

Micro and small enterprises employ a majority of minimum wage earners but there

is a variety of patterns across the EU3° Firms with less than 50 workers employ more
than 80% of minimum wage earners in Bulgaria, Estonia, Greece, Latvia, Slovakia and
Spain (as well as in Cyprus, Finland and Italy, in the case ofMage earners) while

their weight is below 60% in GermanygtNetherlands and Slovenia.

2.2 External drivers

The situation of lowrwage workers® and the level of minimum wages are also
influenced by factors beyond the scope of this initiativeThey include megatrends

(e.g. globalisation and technological and demographic changes) and policy areas other
than minimum wage setting (e.g. taxes and benefits).

The proportion of low-wage workers is affected by changes in the structure of the
economyand demographic factors related to skills.Globalization and technological
change are increasing productivity and living standards on average, but some workers
may be left behindncreased automation, digitisation, and robotisation have significantly
contibuted to job polarisation in the EU: a decline of employment in meghaich (or
mediumskilled) occupations and a simultaneous increase of kwd highpaid (or
skilled) occupationd’ This has contributed twage inequality’®

23 See AnnexA7.2, and especially Graph A7.6, for more detail.

24 See Annex A7.2, and especially Graph A7.7, for more detail.

%5 see Annex A7.2, and especiallyaph A7.8, for more detail.

2 |ncreases in the share of lawage earners exceeded one percentage point in Czechia, France, Germany, Greece, and
Spain, as well as in the euro area as a whole. In percentage terms, this share also increased significanthamdFinland
Sweden, albeit from very low levels. In contrast, in some Member States, including most Eastern European countries,
the share of lowvage earners declined.

’See for example: Sebastian, R. and F. Biagi (2018),
revi ewo, JRC Technical Reports, Publications Office o
(2019): LMWD 2019 Report, DG EMPL.
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The share of nonstandard workers, who are much more likely to receive the

minimum wage, has increasedThe proportion of permanent fitime employment

(al so called fAstandardo empl oymen28pverhas dec
the period 20020167 It has been estimated that the remuneratioemployees on

opentended contracts is (on average) at least 13% higher as compared to similar workers

on temporary contracts. The gap is even larger fonage earners.

Taxes and benefits affect the livingstandards of minimum wage earnersPersonal
income taxes and social security contributions can significantly reduce theaisespay
of minimum wage earners (see Graph A8.5 in Annex 8.2).

2.3 Internal drivers

Internal drivers refer to the root causes of insfficient minimum wages and gaps in
coverage that will be tackled by the initiative.This section discusses five main internal
drivers: (1) Negative trend in collective bargaining coverage, affecting adequacy and
coverage (2) Insufficiently clear framew@r for setting statutory minimum wages
(including criteria for adequacy, frequency and regularity of updates)ng8fficient
involvement of social partners in MW settin@) Exemptions for some groups in
statutory systems; lower minima (variations) éiner groups; (5) Imperfect compliance.

A summary of these drivers is presented in this section; Annex 9 provides more detalil
and background an@iable A9.5presents a summary of the internal drivers per Member
State, including observations on their potential impact on adequacy and coverage.

Internal drivers affect both aspects of the problem (coverage and adequacy of
minimum wages) differently according to whether minimum wages are set via
collective bargaining or legal provisions.A detailed visualisation of how they affect

both aspects of the problem in each system is provided by Graph 3. As panel (a) of Graph
3 shows, the adequacy and coverage of mmimh wages in countries solely with
collective bargaining systems are affected by declining collective bargaining coverage
and imperfect compliance. In countries where statutory national minimum wages also
exist (panel b), adequacy and coverage of minimwages are not only affected by those

two factors but also by specific features of the systems such as the way minimum wages
are updated or the existence of exemptions or variations. Internal drivers affect adequacy
or coverage differently across both sysseror instance, collective bargaining is an
indirect driver of the adequacy of minimum wages in statutory systems, but it directly
drives both adequacy and coverage in systems relying on collective bargaining.
Furthermore, while exemptions from statutorginimum wages affect coverage,

28 For instance, Jensen et @019) find that, between 1997 and 2007 in the EB , Al o] n average, t he G
inequality has increased by 0,6 percentage points as a di
A.G. Christianse ( 2019) : fiJob polarization has increased inequalit
Labour Movement (ECLM).

2 European Commission (2017): LMWD 2017 Rep®G EMPL (ink).


https://op.europa.eu/en/publication-detail/-/publication/2df2eaca-b3b0-11e7-837e-01aa75ed71a1/language-en

variations and deductions affect adequacy. For this reason, they are depicted separately in
Graph 3 even if discussed in the same internal driver (4).

Graph 3: Links between internal drivers and aspects of the problem, by minimum
wage setting system

(a) Systems where minimum wage protection is provided by collective agreements
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2.4 Internal drivers in Member States where minimum wage protection is
provid ed by collective agreements

2.4.1 Declining trend in collective bargaining

Well-functioning collective bargaining ensures that workers are protected by wages

set in collective agreements and leads to higher wage levdsis is in particular the

case in MembelStates where minimum wage protection is provided by collective
agreements since, in these countries, collective bargaining directly determines both the
coverage and the adequacy of minimum wag&ember States with this type of system
display some of théighest wages (seBraph land Graph 2above) as well as lower
wage inequality’*

Collective bargaining coverage shows a decreasing trend in many countries in
recent years®? While this trend was most pronounced in countries with statutory
minimum wages, a significant decrease can also be se€gprus where it has fallen

from around 65% to around 45% in the last two decades, while small declines can also be
seen in Denmark and Sweden.

Some of the countries where coverage has significantly declined have chosen to
introduce a statutory minimum wage. This includes Germany in 2015 (where
collective bargaining coverage had decreased from 68% in 2000 to 58% in 2014) and
Ireland in 2000. In these two Member States, trends in collective bargaining coverage
were not significantly affected by the newlyrimduced statutory minimum wade.

2.4.2 Issues in compliance, enforcement and monitoring

Studies based on survey data have found that nesompliance appears to be a
significant phenomenon in many countries,including those countries where
minimum wage protectionis provided by collective agreementd! Nevertheless, data
issues limit the possibility of precise estimatiGh€vidence also suggests thagher
wages set in collective agreements may lead to a higher risk etamopliance,
including undeclared work

%0 See Annex A6.1 for detail on the institutions in countries relying on collective bargaining to set minimum wages.
31 See Annex A9.1 and, in particular, Graphs A9.1 and A9.2.

%2 For more detail, see Annex A9.1 and in partic@aaph £9.3.

33 See Dingeldey, Irene (2019): Wechselwirkungen zwischen Mindestlohn und Tariflohnhi¢desee Typen im
Branchenvergleich. InArbeit. Zeitschrift fur Arbeitsforschund\rbeitsgestaltung und Arbeitspolitik/ol. 28(1), pp.

55-72.; as well as Bellmann, L., Bossler, M., Gerner[H. , & He¢ebl er, 0. (2018) : AiCol |l ect
workscouncil s and t he n e viEcoGenicana mdustriallDennoarasy wa ge . 0

¥see, in particular, Kampel mann, S, A. Garnero and F. Ryc
of systems |l ead to a diversity of outcomes?o0, ETUI Report
bite: Coverage and compfiac e of sect or al mi ni mum wages in Italyo, I ZA Jc

% In particular, in most economic and social survey data, such as SILC, it is hard to disentamgimplance from

data issues related to measurement error.

36 European Commisson (2007) : iStepping up the fight against unde
Kampelmann et al. (op cit.).
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Systems relying on collective bargaining differ in terms of the extent to which wages

set in collective agreements are enforceabl€&his appears to be a problem in particular

in Cyprus, where collectively agreed wages, including indicative minimum sfartin
salaries by occupation, are not legally enforceable because collective bargaining
agreements are not legally binding. In 2019, Cyprus made legally binding, for the first
time, collectively agreed wages in the tourism sector applying to selecteskilbed
occupations’

2.5 Internal drivers in Member States with a statutory national minimum wage
2.5.1 Declining trend in collective bargaining

Collective bargaining coverage has been on a downward trend in many Member
States in recent yearslt fell from an estimatedEU average of about 66% in 2000 to
about 56% in 2018 with particularly strong declines in Central and Eastern Efirope.
Moreover, in several EU countries, collective bargaining shifted from national; inter
sectoral or industry levels to individual firmsn® of the drivers of falling collective
bargaining was a sharp decline in trade union membership. This decrease has been
particularly sharp in Central and Eastern European countries. The increase of atypical
and nonstandard work has contributed to unianslity decline. This partly results from

the practical difficulties in organising these workers that are inherent to their status. The
shift of economic activity from manufacturing to private sector services is also harming
unionisation.

The decline in colective bargaining has created a downward pressure on wages and
thereby on minimum wages.In particular, low and decreasing collective bargaining
coverage has led to a high share of-lwage earners in a number of countries including
Czechia, Estonia, andatvia, putting pressure on statutory minimum wages. It has also
contributed to increasing wage inequality overall, leading to a lagging median wage as
compared to the average wage in countries such as Bulgaria, Hungary and Romania. This
may also have pyiressure on minimum wages.

Collective bargaining coverage affects statutory minimum wages indirectly through
its effect on general wage developments:

1 The first step of this relationship is that high collective bargaining coverage
is associated with highemwages and a lower share of lowage workers,i.e., a
higher share of income going to labour ($&&ph A9.2in Annex 9.1) and a
lower share of lowwvageworkers. All Member States with a share of faage
earners below 10% have a collective bargaining coverage rate above 70% (see

%7 See Annex AB.1 for more detail on the minimum wage setting institutions in countries relying on collective
bargaining to set minimum wasg.
38 For more detail, see Annex A9.1 and in partic@aaph £9.3.
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Graph A9.1lin Annex 9.1).While a number of these Member States rely on
collective bargaining to set minimum wages, this group also includes countries
with statutory minimum wages, such as Belgium and Frddeereases in
collective bargaining coverage have been found to havegative, although
transitory, effect on wage growth.

1 The second step is that general wage developments are important
determinants of decisions setting statutory minimum wageswWage setting
through collective bargaining has an institutionalised impact @butsty
minimum wage updates (i.e., linked to the dynamics of wages set in collective
agreements) in countries such as Germany and the Netherlands. Accordingly,
wage moderation in collective bargaining has been a driver of modest minimum
wage increases afrious times in these countri€sin addition, general wage
developments automatically affect minimum wage adjustments in Belgium,
France, Luxembourg, and Slovenia, through automatic indexation formulas. In
other Member States with statutory minimum wagesimum wage setting is
informed, by law or by custom, by general wage developniéntéoreover, the
decline in collective bargaining on wage setting therefore leads to increased wage
inequality. By strengthening the bargaining power of -leage workers,
collective bargaining supports higher wages at the bottom end of the wage scale
and thus contributes to limiting wage inequality.

2.5.2 Insufficiently clear frameworks to set statutory minimum wages

The lack of a clear framework for setting and updating statutoy minimum wages

may harm minimum wage adequacy.A low frequency of updates and an unclear
framework (e.g. the lack of criteria to guide the updates of statutory minimum wages)
may result in periods of neadjustment alternating with large increases innth@mum

wage. As a result, statutory minimum wages may not keep pace with developments in
prices, wages or productivity for several years and thus does not reach a sufficient level
of purchasing power to ensure a decent living. Consequently, clear apleé sta
frameworks for updating minimum wage are associated with more adequate minimum
wages'’

In many Member States, statutory minimum wage setting is not based on clear and
stable criteria.*®> Member States where criteria for minimum wage setting are not
defined by law (Bulgaria, Estonia, and Romania) often lack an adequate level of

%¥See European Commission (2018): fAlLaboonuamaR&etean?d0wageDE
EMPL, Chapter I1.1.

40 See, e.g., European Commission (208Count ry Repor t : , pdye33;Neropaa€ammiasionl s 2 01 8 o
(2020 Country Repor,paged®er many 20200

41 For instance, in Czechia, Croatia, Ireland, Greece, Latvia, Malta, Poland and Slovakiadb@raseither

formulas, variables or targets to update the statutory minimum wage that take into account wages.

42 See European Commission (2016): LMWD Report 2016, DG EMPL, Chaptelink]. (

“3SeeTable £9.1in Annex A9.2.
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minimum wages (in particular Estonia and Romania). Moreover, in several Member
States, the minimum wage legislation only makes a general reference to the need for
minimum wage seitig to take into account broad economic condiffaner a list of
variables or factors (including among others exchange rates, hours worked, tax burden,
household expenditure) is defined but without guidance on the use of these variables or
on their interation** Among these countries, the majority do not provide for adequate
minimum wage levels (Germany, Ireland, Greece, Croatia, Latvia, Hungary, Poland, and
Slovakia).

The regularity and timeliness of statutory minimum wage updates are not always
defined by law.”® In many Member States, an established practice of annual updates
exists even though not legislated, while in some Member States the regularity and
timeliness of the updates are neither defined in legislation nor established through a
regular pradgte (seeTable A9.2in Annex 9.2). This is the case e.g. for Romania, where
the regularity and timeliness of statutory minimum wage updates are not specified and
the adequacy of minimum wages remains low. Furthermore, in three Member States
(Czechia, Estonia, and Ireland)yet annual updates are not defined by law but
implemented through an established practice. All three Member States are among the
countries with the lowest adequacy of the statutory minimum wages.

Clear targets for minimum wage levels can contribute to ensing adequacy.
However,if targets are set too low (e.g. at 40% of average wage) there is a higher risk
that they do not provide for sufficient adequacy. Four Member States (Czechia, Estonia,
Lithuania, and Poland) have set targets for minimum wage levieish range from 40%

to 50% of the gross average wdgdarticularly in Czechia and in Estonia, where the
target is set at 40% of the average wage, the adequacy of minimum wage remains among
the lowest in the EU.

2.5.3 Insufficient involvement of social partisein statutory minimum wage
setting

The involvement of social partners in setting and updating statutory minimum
wages makes theninimum wage settingmore informed and inclusive.Social partner
consultation can enhance the capacity of minimum wage sedfisgms to ensure
adequacy while preserving employment and competitiveness. It can also reduce
uncertainty for employees and firms.

4 These Member States are Germany, Ireland, Greece, Spain, Croatia, Lithuania, Hungary, Poland, Portugal and
Slovakia.

% These Member States are Germany, Czechia, CroatiandrelGreece, Latvia, Lithuania, Malta, Netherlands,
Poland, and Slovakia.

46 These Member States are Germany, Greece, France, Croatia, Latvia, Lithuania, Malta, Netherlands, Poland, Slovenia
and Slovakia.

47 In Czechia and Estonia, the target is set at 40%he average wage, in Lithuania between 45% and 50% and in
Poland at 50% of the average wage. For more detail on targets and other mechanisms in place, see Annex A9.2. For a
broad survey of minimum wage setting in statutory systems, see Annex A6.2.
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However, the involvement of social partners in statutory minimum wage setting is
limited. In several Member States'® and considerabledifferences exist in their role in

the decisiormaking process of statutory minimum wages across the Member 3tades.
number of Member States (Bulgaria, Spain, Croatia, Latvia, Hungary, Portugal, and
Romania), although an institutionalisediaberal/tripartite consultation process is defined

by law, this consultation is neninding and governments can change the minimum wage
levels unilaterally. The majority of these countries (Croatia, Latvia, Hungary and
Romania) does not provide for adequaninimum wage levels. The adequacy of
minimum wages is also very low in Member States where an institutionalised tripartite or
bipartite setting exists, but is not defined by law (Estonia, Lithuania, Poland, and
Slovakia). In some Member States, sociattpers often play only an advisory role in
systems where the minimum wage setting is led by expert bodies. This is the case for
Greece and Ireland, where the issued-biowling recommendations do not help to
achieve adequate minimum wage levels, as thguasy of minimum wages in both
countries remains low. The role of social partners in the decision making process is also
variable in Member States with automatic indexaffbin Malta, for instance, the
automatic indexation is complemented by a formalgattion to consult social partners,
which leads to noiinding recommendations, and the adequacy of minimum wages in
the country is among the lowest in the Union. In other Member States, the involvement
of social partners is not institutionalised at°&lIParticularly in Czechia, where the
adequacy of minimum wages is among the lowest in the EU, this could be a contributing
factor.In a number of Member States, there are challenges related to the involvement of
social partners in the policy process in gehera

2.5.4 Variations, deductions, and exemptions

Reduced rates of statutory minimum wages, soalled variations, applying to
specific groups reduce the adequacy of statutory minimum wageslhey can
exacerbate existing inequalities for vulnerable groups of workers in some cases, e.g. if
lower minimum wages are applied across the board to young workers, in specific sectors
in which for instance women or migrant workers are aeeresented, df they are not
limited in time leading to systemic underpayment of work. At the same time, they may be
beneficial for facilitating access to the labour market of vulnerable groups if they are
non-discriminatory, proportionate and limited in time. Then teve a positive effect on
employment if they aim at integrating young workers in the labour market, providing
training to apprentices or promoting the employment of workers with lower productivity.

“8 This is the case in Bulgaria, Czechia, Spain, Croatia, Hungary, Latvia, Malta, Poland, Portugal, Slovenia and
Romania. The situation has deteriorated in the case of Poland and Hungary in the context of the measures taken during
the Covid19 pandemic. For mometail, see Annex 9.

4% While in four of these countries (Belgium, France, Malta and Slovenia), the law specifies a formal obligation to
consult the social partners on such discretionary changes, in France, the social partnamny teaveadvisory role. In
Luxembourg and the Netherlands, there is no legislative clause for social partner consultation.

0E.g. in Czechia.

®1 Such challenges have been identified in the framework of the European Semester e.g. Hungary, Poland and Romania
received in 2019 and 20Zountry-Specific Recommendations calling for the need to strengthen social dialogue.
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Variations in statutory minimum wages exist in many Menber States>? In several
Member Stated® there are purely ageased variations while in some others they are
either education and/or experiedzased* The available data suggest that the share of
workers affected by youth variations is very small, exéeghe Netherlands and, to a
lesser extent, Luxembourg. In particular, about 8% of workers earn less than 95% of the
regular minimum wage in the Netherlands; about-tinads of them are younger than 20
years old and almost all younger than 30. About 2% akers earn less than 95% of the
regular minimum wage in Luxembourg; 60% is younger thaf® 20number of other

kinds of variations exist such as for seasonal and domestic workers and for workers with
disabilities.

In some cases, the effect of minimum vgg regulation can be weakened by allowing
deductions from the minimum wage. For instance, deducting the value of the
equipment needed to perform the work from the minimum wage, or the cost of travel,
board or lodging and accommodation, reduces the actuahdial remuneration of
workers. Deductions from wages exist in all the Member States with statutory minimum
wages. In many cases deductions are provided by law (e.g. in the case of taxes and social
security contributions). In othercases they can resuftom advance payments,
guarantees, ovgrayments, participation in strikes, or in case food is provided, while
they can also be agreed with the employee (e.g., to deduct loan instalment payments). In
some other cases, deductions can be made to compearsatay others, for damages,
missed working hours, gross misconduct or fikessome Member States (Estonia,
France, Latvia, Lithuania, the Netherlands and Poland), specific provisions exist which
protect minimum wage earners. For example, in Estoniae tisea provision that no
deductions can be made for minimum wage earners (with some very few exceptions
defined by law where 20% can be deducted), while in the Netherlands, the paid salary
cannot fall below the minimum wage, except in the case of redsctioa to advance
payments. In Lithuania, in the case of a minimum wage workers, deductions can be made
up to 20% of wages for the compensation of damage (in some cases 50%) and in Poland,
75% of the salary is free from deductions (or 90% after reductioedalpenalties). In
France, the amount that can be deducted increases progressively with increased salary,
and in the lowest tranche, a maximum of one twentieth of the salary can be deducted. In
Latvia, in any case of compensation for damages, the reg@lary cannot fall below

the minimum wage plus the state social security benefit for each dependent minor child.
More information on deductions per Member State is availablalie A9.4in Annex 9.

52 These Member States are Belgium, Greece, Spain, France, Ireland, Hungary, Croatia, Luxembourg, Malta,
Netherlands and Portugal.

53 These countries are Belgium, Irelahdxembourg, Malta and Netherlands.

54 These countries are Belgium, Greece, Spain, France and Portugal.

%5 Calculations are based on the EU Structure of Earnings Survey, from 2014 (latest available wave). The survey does
not include firms with less than 10 phayees.
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Besides variations and deductions, several Member States with statutory minimum
wages have exemptions in their scope of applicatiof In most cases, these are related
either to up or reskilling (e.g. for trainees) or to labour market integration. In other
cases, specific groups of workers are covered by separate provisions (e.g. public service).
Their use leads to gaps in minimum wageerage.

2.5.5 Issues in compliance, enforcement and monitoring

Gaps in coverage and insufficient adequacy may also emerge if existing rules are

not complied with. Studies based on survey data have found thatcoompliance
appears to be a significant phenomerin almost all countrie¥, although data issues

limit the possibility of precise estimation$ln Member States with statutory minimum
wages, some of the evidence is provided by the institutions in charge of enforcing
minimum wage rules, such as labonspectorates or customs offices. Compliance may
also be an issue in some of the Member States where minimum wage protection is
provided by collective agreements. For instance, it has been estimated that, in Italy, more
than 10% of workers are paid belovetivage set by their reference collective agreement
with an average shortfall of 228% (see Annex A9.5 5) Evidence also suggests that
young workers, women and agricultural workers are more likely to be paid less than the
minimum wage floor in some Membeta®es® Increasing minimum wage levels may
lead to a higher risk of necompliance, including undeclared wdtk

The lack of compliance can lead to unfair competition, as the reduced labour costs

of non-compliant businesses can distort competitianThis risk exists also in the

context of public procurement procedures where-campliant bidders could benefit

from | ower wage costs. Workersé organisatio
contracts may be awarded to companies that do not complyheitipplicable collective

agreements and legal framewofks.

The lack of reliable monitoring and data collection mechanisms affects the
evaluation of trends in the adequacy and coverage of minimum wagds. Member
States with statutory minimum wages, data @ot always available on the share of-non
covered workers or the share of workers affected by specific variations in or deductions
from minimum wages. In the Member States where minimum wage protection is

% These countries are Belgium, Czechia, Germany, Estonia, Spain, France, Ireland, Croatia, Lithuania, Latvia,
Netherlands and Poland.

”See, in particular, Kampel mann, S, A. Garnero gnd F. Ryc
of systems |l ead to a diversity of outcomes?0, ETUI Report
bite: Coverage and compliance of sectoral mini mum wages ir

%8 |n particular, in most economand social survey data, such as SILC, it is hard to disentangleongpiiance from

data issues related to measurement error.

®Eurofound (2019): fiMi ni mum wagesTaid®s ka0 1a%:d Anenwaanid owe Kii e w
Minimum wage violations in central and eastern Europe, International Labour Review, Vol 158.

®®European Commission (2007) :deicSltarped ngo rukpd ,t h@O M(i2g0h0t7 ) HRaBi,
Kampelmann et al. (op cit.).

®1 See Annex 2 for a summary of the responses submitted to the consultation of social partners.
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provided by collective agreements, the incompietermation on collective bargaining
coverage (see Annex A4.6) and the level of wages set in collective agreements makes it
difficult to appropriately monitor the situation of lewage workers. Moreover, data is
scarce on the level and adequacy of wagas vorkers not protected collective
agreements.

2.6 Why is this a problem? What are the consequences?
2.6.1 For workers

Adequate minimum wages improve the soci@conomic situation of the families of
low-wage earners, and contribute to reducing wage inequality andn-work
poverty.®> Gaps in adequacy and coverage of minimum wages hamper upward
convergence in working and social conditions between EU Member Sdasitesn by a
number of economic factors, but also affected by minimum wagespiik poverty
increased fron8.3% in 2007 to 9.4% in 2018 in the BUAt the Member State level,4n

work poverty has been on the rise in all but seven EU Member States (i.e. Eroatia,
Finland, Greece, Ireland, Latvia, Poland, and Romania) showing that, increasingly, work
does not ahays protect against poverty.

Inadequate minimum wages may contribute to the gender pay gafeiven their over
representation among minimum wage workémspmen are more affected by inadequate
minimum wage policies than men. Moreover, since national minimage policies tend
to compress the bottom of the wage distribution, where women araepresented,
inadequate minimum wage policy could also lead to a higher gender p&% gap.

Major gaps in minimum wage adequacy or coverage may lead to labour market
segmentation.Labour market segmentation is a concern especially fviage workers
are not able to move quickly to highesying jobs (i.e. if earnings mobility is low) or if
the incidence of informal employment, including due to the lack of enforceofent
regulations, is high.

In addition, a low adequacy of minimum wages means that work does not pay, as
compared to being unemployed or inactiveln this case, people out of work will not
have sufficient incentives to take up work at the minimum wage. Wudntives are

®2 For a survey of these effects, see Annex A8.1.

% See Graph A8.3 in Annex A8.1. The average refers to the 27 Member States of the EU between 2007 and 2013. In
the average of the current 27 Member States of the EU as of 20@0rkrpoverty increased from 8.5% in 2010
(earliest available data) to 9.3%2018.

® For Croatia, the comparison is made between 2010 and 2018 for reasons of data availability.

% The probability of women to be minimum wage earners is 14% against 8% for mebrépeeA?.2 in Annex 7.1).

Annex 7.1 also shows detail about the share of women among minimum wage earners by Member States.

® A recent study on the introduction of the minimum wage in Ireland and the UK found a largéareddithe gender

wage gap at the bottom of the distribution in Ireland while there was hardly any change in the UK. Afeotudéer
simulation suggests that these contrasted results between the two countries may be due to the degree of non
compliancewith the UK national minimum wage legislation. See: Bargain, O., K. Doorley and P. van Kerm (2018),
iMi ni mum wages and gender gap in pay: New evidence for
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also determined by the tdbenefit system, which in some countries reduces incentives to
work for lonrwage earners and second earfiets.particular, adequate minimum wages
and tax incentives for lowage earners are complementary polidiesnaintain high
employment and support the income of faage worker$®

2.6.2 For businesses, economy and society

Inadequate minimum wages may contribute to unfair competition in the labour
market, which is a key concern for SMES? In addition inadequate mimum wages

may make recruitment more difficulthey reduce the pool of workers for recruitment
due to reduced work incentives. They increase the turnover of staff and reduce staff
engagement’ These impacts may affect SMEs more as they employ a majority of
workers at the minimum wage level.

Unpredictable minimum wage developments can have negative consequences for
firms, especially SMEs, and for the economy as a wholgnder systems characterised

by an insufficient involvement of social partners and aoffitgently clear framework to

set statutory minimum wages, minimum wage setting is not based on a full set of
information, reflecting all relevant economic and sectoral conditions, nor sufficiently
articulated with collective bargaining processes. Thssllts in less frequent but larger
increases in the minimum wage with more significant effects on the decisions of firms.
Evidence suggests that in such systems, minimum wage increases are also more
correlated to the political cyclé.Such developments ménave a negative effect on the
business environment for firms and thus, in the long run, for investment, productivity,
and growth.

Low wages may trigger labour mobility flows between Member States, which raise
concerns for sending and receiving countriesThe free movement of workers is one of

the founding principles of the EU. Labour mobility can be instrumental in promoting
labour market adjustment and support the deepening of the single market. Large wage

67 For more information on the tax burden of minimwages, see Graph A8.5 in Annex A8.2.

®HA binding mini mum wage enh an c-ekiledwdrkers asfit prevertisileskiletie s s of tr
wages from falling through incidence effectspolicyiltee: Lee,
competi ti ve Jbouméal of Publin &Ecohomitss, pp, 739749.

8 # A waddpted minimum wage level contributes to strengthen internal demand and economic growth. It also

reduces poverty and social exclusion as well as prevents aafapetition and social dumping on the labour market, a

key concern for SMEs. 0 SMEUnited (2020): Response to fir:
TFEU on a possible action addressing the challenges related to fair minimum wages. &e@ farma summary of

consultations.

® For instance, past research on increased minimum wages for young workers has suggested that workers affected by
minimum wage increases have an increased probability to stay at their jobs. This effect was coumtgrbglanc

reduced rate of accessions to new jobs by affected worker:
the Mini mum Wage Puzzle: An Anal ysJousnal ofthe BoopekreEcondiicc e s si on s
Assaociation Vol. 4(5), pp. 9881 0 1 3. More generally, theories of fief ficiendct
productivity of individual workers can increase if they are paid more than the rotekeihg wage. As another

channel for increased individual productivity, itshiaeen suggested that firms may invest more in their workers if they

have to pay an increased minimum wage.

"L European Commission (2016): LMWD 2016 Report, DG EMPL, Chapter I1.1.
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differentials (between regions and between caesitican trigger outward mobility from
poorer regiong? particularly among low paid workers and the young, exacerbating
ongoing demographic trends of ageing and population decline, in certain regions.
Minimum wages can counteract these trends by suppdhegvages of young workers

in low-income regions. At the same time, outward labour mobility may tighten local
labour markets, increase the bargaining power of local workers and raise average wages
in the short ternd® But such reequilibration is less effgive among lowwage earners.

2.7 How will the problem evolve?

It is expected that more workers will need the protection of adequate minimum
wages in the future In particular, the situation of lowage workers may continue
deteriorating, and mwvork poverty @n be expected to continue increasing. This is
because the main external drivers of these developments (including technological change
leading to job polarisation, global low wage competition, shifts in the economy towards
services putting pressure on eallive bargaining, and increasing the weight of-non
standard work) are secular trends, which are expected to continue.

Without policy action, these trends may also be exacerbated by the strong impact of

the Covid-19 crisis Social distancing has stronghyt sectors where loyway workers

are disproportionally represented. The most affected sectors are services including
transports, tourism and hospitality. In the second quarter of 2020, there were 6 million
less employed in the EU compared to the lasttquaf 2019; about half of this was due

to job destruction in wholesale and retail trade, transport, accommodation and food
services. Activity in these sectors is likely to stay on hold for a while, as people adopt
voluntary social distancing to minimisleet risks of infections or new waves of contagion
lead public authorities to introduce selective restrictive measures. These changes have
redistributive effects as not all workers are equally adaptable or exposed to them.
Workers that were in a weak positidbefore the pandemic hold occupations that are
vulnerable to social distancing. Reahe survey data show that those in the top earnings
quartile were on average 50% more likely to work from home in April than those in the
bottom quartilé? This leads todownward pressure on wages, notably for low wage
earners, and may put further pressure on collective bargaining.

At the same ti me, the crisis has brought
wor ker so, in sectors such logisics, ahdedalimeryn g , ret
health and longterm care and residential careln these sectors, the share of laxage

2 See, e.g. European Commission (2015): LMWD report, Chapter I1.1.

3 On thepossible negative effects of structurally large mobility flows on sending countries, see, e.g., Center for Policy
Studies (CEPS), 2019: AEU mobile workers. A challenge to
the Romanian Presidencyf the Council of the European Union, presented at the informal ECOFIN meeting in
Bucharest, % April, 2019.

" OECD (2020)Employment Outlooi2020.
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workers is high® There is an increasing public recognition of the role of such workers,
while their remuneration levels continue to stagn&&arkers in health and social
services are more likely to earn the minimum wage than other workers in the public
sector’® Moreover, evidence suggests that lowkilled health and social care assistants
earn considerably less than the national average viageheir country’’ With
unemployment expected to increase, the bargaining power gbdahworkers is likely

to decrease in the near future.

Given the sizeable and increasing share of lewage workers, protection by
adequate minimum wages becomes even neoimportant. While reforms in minimum

wage setting systems implemented by Member States go in the right direction, progress
has been uneven. As a result, many workers in the EU are still not adequately protected
by minimum wages. It is likely that the refo momentum in the minimum wage setting
systems will not continue, notably in the context of the expected deterioration of labour
market conditions caused by the Coti@ pandemic. This reinforces the case for EU
intervention at the present point in time

3 WHY SHouULD THE EU ACT?
3.1 Legal basis

Article 153 is the appropriate legal basis for an EU initiative on fair minimum
wages.Insofar as wages, including minimum wages, are a key component of working
conditions, the initiative could be based on Article 158 (1 ( b)) TFEU on o6wo
condi®fionso.

Article 153(5) TFEU contains limitations to the EU competenceThis paragraph
establishesthait he provi si ons of t hi. Articlai58(b)hdse s hal |
been interpreted by the Court of Justice of Bueopean Union (CJEU) in such a way

t hat t he e x c muskhbeaonstroed asdécpvaringd medisdreach as the

equivalence of all or some of the constituent partpayfand/or the level opay in the

Member States, or the setting of a minimum guosred wage that amount to direct

interference by EU law in the determinationpdywi t hi n t he European
cannot, however, be extended to any question involving any sort of linkpath

otherwise some of the areas referred to in Artidd&(l) TFEU would bedeprived of

S In particular, 15% of agricultural workers, and up to 20% in some agricultural jobs, are minimum wage earners; the

figure is 13% in retail and 25% of cleaners and helpers. See Annex A7.2 and Eurofound (2020), Minimum wages in

2020: Annual review, Publicains Office of the European Union, Luxembourg.

5 See Annex A7.2 for more detail.

"™M¢ller, T. (2018) fAShe works hard for the money; Tackl ing
health and soci al car eo, Eperraleopskeowanthafthe higherche @eportion af womehn i on . T
in the sector, the lower the average relative incoraed this applies also to skilled nurses and midwives as well as

lower-skilled assistant professions.

Art 153. 1 TF E Withsatviav toeashieving the objectives of Article 151, the Union shall support and

compl ement the activities of the Member Stéoates in the foll
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much of t hé%lnrlinesvithihisintenpretationprecent initiatives using Article
153 TFEU as legal basis (e.g. the 2019 Directive on falbalance for parents and
carers and the 2019 Directive on transparedt@edictable working conditions) already
touch indirectly on different aspects of pay, whereby remuneration is regarded as part of
working conditions, as referred to in Article 153 (1) {b).

It follows that in view of Article 153(5) TFEU and constant cas law of the ECJ any

EU action in the field of minimum wages shall not seek to harmonise the level of
minimum wages across the EUnor would it seek to establish a uniform mechanism for

setting minimum wages. Action at EU level could thus be to set upranfiework to

ensure that national minimum wage setting systems allow workers to access adequate
minimum wage protection, either in the form of a statutory minimum wage or of wages

set in collective agreements. This approach would not interfere with MembartSe s 6 and
soci al p ar t ntedeterminecthe ohgtadet maodaliestheir minimum wage

setting frameworks, and in particular the level of their minimum wages, in line with the
Treaty.

Therefore, the diversity of minimum wage setting systems irEurope would be

preserved. Minimum wages would continue to be set either through collective
agreements or through legal provisions, in full respect of national competencies and
soci al partnersod6 contractual freedaom. The
implement the measures, notably those related to collective bargaining and national
frameworks for statutory minimum wages, taking into account their national economic
circumstances and the specificities of their minimum wage setting systems. Lithi¢s to

legal possibilities of EU action also imply that EU action would not make it binding for
Member States that rely on collective bargaining to introduce statutory minimum wages.

In light of the limitations presented above, EU action would thus not gonbdewhat is
necessary to achieve the policy objectives, so that the principle of proportionality is
respected considering the size and nature of the identified problems.

3.2 Subsidiarity: Necessity and added value of EU action

The majority of Member States ae affected by the problem of insufficient adequacy
and/or coverage of minimum wagesThese challenges affect both types of minimum
wage setting systems (see sections 2.1.1 and 2.1.2):

1 In Member States where minimum wage protection is provided by cuo#ecti
agreements, more than 10% of workers are excluded from the protection of wages
set in collective agreements in four countries (Italy, Denmark, Sweden, Finland),

® See Case 268/06, Impact, point 12425; Case €307/05, Del Cerro Alonsgoint 41.

8 E.g. for the purpose of Directive 1999/70/EC on fiterin work, of Directive 97/81 on patime work or of
Directive 2008/104/EC on temporary agency work.

8l See e.g. Case-268/06, Impact, point 12324.
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reaching 55% in the case of Cyprus, although there is limited information about
how many ofthese workers are earning low wages. Moreover, wages set in
collective agreements in Cyprus and Italy do not seem to be sufficiently adequate.

1 In Member States with a statutory national minimum wage, some workers are not
protected by minimum wages due &xemptions in twelve Member States
(Belgium, Czechia, Germany, Estonia, Ireland, Spain, France, Croatia, Latvia,
Lithuania, the Netherlands, and Poland). Furthermore, statutory minimum wages
are too low visavis other wage¥ and/or to provide a decent livifijn fourteen
Member States (Bulgari&zechia, Estonia, Gregdg8ermany, Croatia, Hungary,
Ireland, Latvia, Luxembourg, Malta, the Netherlands, Romania, Slovenia).

Action at national level has proven insufficient to addres the problem.While over

the last years, several Member States have taken steps towards improving their minimum
wage systems, national action has not been sufficient to address the identified problem.
Reforms at national level have not been comprehemsisegh and implementation has
often lagged.

Existing EU instruments, most notably the European Semester, have not been
sufficient to address the existing shortcomings in national minimum wage setting
systems Minimum wage policies have been subject toltifateral surveillance within

the European Semester, and the EU has issued policy guidance to selected Member
States. In the last decade, thirteen Member States have received -spewtfic
recommendations (CSRs) on wages, and ten of them specifinaitynimum wages (see
Annex Al12.11).For instanceBulgaria and Romania have repeatedly received CSRs
during the period 20349 calling for more transparent minimum wage setting
mechanisms based on objective criteria for updating minimum wages (such as job
creation and competitiveness). However, minimum wage setting frameworks in both
countries remain insufficiently clear and social partners are not sufficiently involved. As
a result, recent increases in minimum wages in these countries seem to havelyegative
affected the business environment in these courffri@ontinuing to approach the
problem only in a country specific manner is not proportionate to the extent of the
problems identified in the majority of Member States.

Without policy action at EU level, more countries are likely to be affected by the
problem, which would endanger the level playing field in the Single MarketWhile

% Gross minimum wage below 50% of thess median wage or below 40% of the gross average wage.

8 Net income of single minimum wage earners working-tintie below the poverty line, which is set in European
social statistics at 60 % of the national median equivalised disposable incomecdiieraosfers.

8 Only 22% of all CSRs in the period 262019 have been fully, or substantially, implemented by Member States,
while no or limited progress was recorded for 32% of them. Cf. 2020 Commission Communication on European
Semester: Countrgpecfic recommendations, COM(2020) 500 final.
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the effect of most internal drivers is expected to remain steathe secular decline of
collective bargaining is likely toeinforce the magnitude of the identified problem. In
countries where minimum wage protection is provided by collective agreements, both the
adequacy of wages set in collective agreements and the share of protected workers will
be affected. In Member Sea with statutory minimum wages, minimum wage adequacy
will also be impacted given the strong effect that collective bargaining has on it, as
explained above (see section 2.5.1). Without concerted action at EU level, individual
countries may be little incled to improve their minimum wage settings because of the
perception that this could negatively affect their external cost competitiveness. This
creates challenges for maintaining a level playing field in the Single Market as
competition risks being mordéased on lowering social standards, rather than on
innovation and productivity.

An EU initiative would be more effective in strengthening minimum wage setting
systems than other instruments. An EU framework would set clearer expectations,
ensure that pragss is not partial or uneven, and reinforce trust among Member States
and social partners by increasing transparency. This would help provide the necessary
momentum for reinforcing collective bargaining and for national reforms of minimum
wage setting médm@nisms. EU action can provide increased transparency, providing
comparative data on the coverage and adequacy of minimum wages and the underlying
developments of wages and collective bargaining in the Member States. This could
support the development ohtional collective bargaining frameworks, strengthening the
social dimension of the Single Market.

EU action would also ensure a level playing field in the Single Markety helping to
address large differences in the coverage and adequacy of minimumthaigase not
justified by underlying economic conditions.

EU action on fair minimum wages would improve the fairness of the EU labour

market, promote economic and social progress and cohesion, help reduce the

gender pay gap, and contribute to upward soei convergence? These objectives are

clearly set out in the EU Treaties and reflected in the European Pillar of Social Rights.

By supporting the process of upward convergence in the field of minimum wages, and

taking into account economic conditions, EWtian on minimum wages would

contribute to paving the way for better working conditions in the Union. Such a
framework would send a clear signal to citizens about the role played by the EU for
protecting their working conditions and living standards, agaihe background of
current and future <challenges, whil e demor

%It is expected that minimum wage setting systems in Member States will remain overall stable without action at EU
level.

8 The role of an EU initiative on the minimum wage in ensuring upward convergence wastediggoMember

States (EMCO and SPC) during the targeted consultation (see Annex A2.3 details).
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notably those of SMEs. EU action would be in line with international instruments,
notably ILO conventions and the European Social Charter. The valud atitlee EU

action could be to build on those standards and to make them more operational and more
targeted to EU labour markets. It can thus reinforce the credibility of Union action to
protect labour standards in external relations, notably in bildtacs agreements.

4  OBJECTIVES: WHAT IS TO BE ACHIEVE D?
4.1 General objective

The initiative aims at improving working conditions by ensuring that all workers in

the Union have access to adequate minimum wage protection either in the form of
statutory minimum wages or wages set in collective agreemenddlowing for a decent
living wherever they work, as laid down by principle 6 of the European Pillar of Social
Rights and the Treatylhis objective is to be achieved while safeguarding access to
employment andaking into account the effects on job creation and competitiveness,
including for SMEs.The initiative fully respects national competencies and social
partnersd contractual freedom.

4.2 Specific objectives

In order to reach this general objective, the spefic objectives of the EU initiative

would be to improve the adequacy and to increase the coverage of minimum wages.
These objectives are relevant to both types of wage setting systems. As a result of this
initiative, it would be considered a success if:

1 Member States with statutory minimum wages would ensure that the minimum
wage is set and maintained at an adequate level (as guided by reference values
commonly used at the international level

1 In all Member States the collective bargaining coveragewatéd be at a level
of at least 70%.

The initiative is addressed to all Member Statedlt applies to all workers in all sectors
provided that they have an employment contract or employment relationship as defined
by the law, collective agreements oragtice in force in each Member State, with
consideration to the criteria established by the Court of Justice of the Europeari’Union.

87 i they fulfil those criteria, domestic workers, -demand workers, intermittent workers, voucher bagerkers,
bogus seHemployed, platform workerdrainees, apprentices and workers in the public sector should fall within the
scope of the initiative.
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5 WHAT ARE THE POSSIBLE POLICY MEASURES ?
5.1 The baseline scenario

Under the baseline scenario, external drivers like globaliseon and technological
developments are expected to persisind will continue to rapidly change the structure

of economies and labour markets. While taking into account the changes in the recent
past (see also Annex 10) no further changes by Member &tatexpected to improve

the adequacy of their minimum wages or to improve the framework setting them (for the
status quo, see Annex A6.2 and Annex 9).

Member States that ratified international labour standards, namel y t he | L O
Minimum Wage Fixing Conventn (C. 1315 and the Collective Bargaining Convention

(C.154§° are bound by them, while no new ratifications are expected. All Member States

are expected to report on minimum wages to the Council of Europe.

At the EU level, minimum wage policies will be shbject to multilateral surveillance

within the European Semesterand monitoring through a benchmarking framew8rk.
The European Semester, the regular cycle of economic policy coordination in the EU,
may ultimately lead to the adoption of Cour8pecific Reommendations (CSR) with
suggestions and guidance for national minimum wage setting in selected countries.

Member States already have to make information on minimum wages publicly
available on a single national website under the Enforcement Directive cogming

the posting of workers® Information on the collective agreements in force is also
available on these websites. The single national official websites of all Member States
are accessible from the Your Europe webSite.

The baseline scenario assumesadtility of institutions and policies in Member States
regarding the coverage of minimum wagedn Member States with statutory minimum
wages, no changes are expected to exemptions or enforcement. In turn, while collective
bargaining coverage followed a doward trend on average in the EU in the last decades,
this trend was not observed in Member States without a statutory minimum wage (see
Annex 9.1). The assumption of continued stability of collective bargaining coverage in
these countries is therefore seaable’

8 Ratified by Bulgaria, France, Latvia, Lithuania, Malta, Netherlands, Portugal, Romania, Slovenia and Spain.

8 Ratified by Belgium, Cyprus, Czechia, kind, Greece, Hungary, Latvia, Lithuania, Netherlands, Romania,
Slovakia, Slovenia, Spain and Sweden.

% For more information see Annex A12.11.

®1 Directive 2014/67/EU, Art 5 (2)

%2 https://europa.eu/youreurope/citizens/work/walitoad/postesvorkers/index_en.htm%23nationakbsites

%3 As part of the assumption of stability of institutions, the analysis also does Fatigeeany discussions in Member
States about institutional reforms. For instance, in Cyprus, the government declared its intention to introduce a
statutory national mimum wage when the labour market reaches conditions of full employment (unemployment rate
below 5%).In Italy, there has been a political debate about the possibility of introducing a statutory minimum wage,
among other possible reforms.
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5.2 Description of the policy measures

The specific objectives can be achieved by a combination of measures aimed at
addressing the internal drivers identified in section 2.3. In this regard, the following five
areas of intervention were identified:

(1) Collective bargaining on wage settingA well-functioning system can ensure
that all workers, particularly the most vulnerable ones, are protected by adequate
wages, both in the systems where minimum wages are only determined by
collective agreements and those where they are set by law. \Afalhctioning
collective bargaining implies that all types of employers and employees are duly
represented and ensures that wage condit
empl oyersd needs an thg econ@emicrcicenstances.iBy e t o
shaping general wage developments, collective bargaining also influences
developments in statutory minimum wages. The structure and functioning of
collective bargaining thus play a key role for achieving fair minimum wages,
whether it is the sole wage setting system existing in the country or whether it is
combined with statutory national minimum wage.

(2) Clear national frameworks to set and update statutory minimum wagesThe
use of clear and stable criteria referring to adegugeals and reflecting
socioeconomic conditions in a country as well as guiding the adjustment of
minimum wages at regular intervals allows workers to rely steadily on an
adequate income from work. A clear and stable framework to set statutory
minimum wags also contributes to a stable economic environment, which in turn
is conducive to good working conditions. At the same time, minimum wage
setting systems must provide sufficient flexibility to account for changing-socio
economic conditions and adjustmeweieds.

(3) Involvement of social partners in statutory minimum wage setting systemsg\
timely and effective involvement of the social partners in statutory minimum
wage setting and updating is key to allow minimum wage developments to
achieve adequacy goalkeep up with price, wage and productivity developments
and account for socieconomic developments. Taking into account their views,
guided by the abovmentioned criteria, can have positive effects on the rights
and entitlements of employees, and on tmestment decisions of firms. An
effective involvement of social partners in minimum wage setting also allows for
an informed and inclusive decistomaking process.

(4) Variations, exemptions and deductions from statutory minimum wagesin
many Member Stateseduced minimum wage rates apply to specific groups of
workers, e.g. in the case of sobnimum wages for youth. Moreover, there is a
large variety of deductions applied to wages that can reduce the remuneration
paid to workers to a level below the statytoninimum wage. Variations and
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deductions are clear limitations to minimum wage adequacy. Finally, statutory
minimum wages have exemptions in their scope of application that exclude some
groups of workers from the protection of minimum wages, althoughost cases

they are either related to-ugr re-skilling or to labour market integration.

(5) Enforcement and monitoring: Well-established procedures to ensure proper
implementation of minimum wage rules and frameworks are key to ensuring an
effective protecthn of concerned workers on the ground. This is an important
component of the strengthening of minimum wage systems as, in some cases,
increasing minimum wage levels may lead to a higher risk ofcoampliance,
including undeclared work. Reliable EU monity and data collection
contributes to the transparency of the national systems.

However, not all areas of intervention and the relevant policy measures thereof

apply to both Member States where minimum wage protection is provided by
collective agreementsand those with statutory national minimum wages This is
because the way each system is affected by internal drivers differs across the two systems
(see section 2.3). Moreover, differences also result from the Treaty limitations regarding
the contractudireedom of social partners. In particular:

1 In countries relying exclusively, or in most sectors, on collective bargaining
to set wagesthe specific objectives can be achieved through a combination of
measures in two areas: (1) Collective bargaining onewsetting and (5)
Enforcement and monitoring.

71 In countries with national statutory minimum wages the specific objectives
can be achieved through a combination of measures in five are&voliggtive
bargaining on wage setting, (2) Clear national frapré® to set and update
minimum wages, (3) Involvement of social partners in statutory minimum wage
setting systems, (4) Variations, exemptions and deductions from minimum wages
and (5) Enforcement and monitoring.

The following sections discuss the policy easures considered to address the root
causes of the problem under each of these five areas of interventidrable 1 presents

a summary of the measures considered for this initiative per minimum wage setting
system. Measures considered but not retainedisceissed in Section 5.5. In Section 5.6
policy packages are built from the individual measures.
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Table 1. Summary overview of measures considered for the initiative

Member States relying on
collective bargaining

Member Stateswith national
statutory minimum wages

Capacity building for social

Capacity building for social partnerg

Measure 1.1| partners and encouraging and encouraging negotiations on
negotiations on wages. wages.
Administrative extensions of Administrative extensions of
Area 1: Measure 1.2 | collective agreements, when agreq collective agreements, when agreeq
Collective with social partners. with social partners.
bargaining on Member States with collective Member States with collective
wage setting bargaining coverageelow 70% to | bargaining coverage below 70% to
Measure 1.3 provide for a regulatory framework provide for a regulatory framework
"~| or enabling conditions and to or enabling conditiom and to
establish an action plan to promot{ establish an action plan to promote
collective bargaining. collective bargaining.
Clear and stable criteria to guide
minimum wage setting and its regul
updating, defined imational
Area 2- Measure 2.1) N.A legislation, and establishment of
Crclaa : consultative bodies to advice
N tieir | authorities.
frar?]esvoiks Measure 2.2| N.A Automatic indexation mechanisms
o set and ' ' for statutory minimum wage update
undate Indicators and reference values to
staﬁutor Measure 2.3| N.A guide the assessment of gmequacy
atutory of statutory minimum wages.
minimum —
Statutory minimum wages to follow
wages : L
national measure of decent living
Measure 2.4| N.A standards (reference income),
developed in consultation with socig
partners.
Area 3: Ensuring the timely and effective
Involvement | Measure 3.1| N.A involvement of social partners in
of social minimum wage setting and updating
partners in Setting up a bipartite or tripartite
statutory )
- Measure 3.2 N.A body for soci al
minimum with decisioamakingpower
wage setting 9p )
Area 4- Limited and justified use of
Variatioﬁs Measure 4.1| N.A variations in and deductions from
. statutory minimum wages.
exemptions . — -
Banning variations, exemptions and
and . gy
. Measure 4.2 N.A deductions from statutory minimum
deductions
wages.
Strengthening the enforcement of | Strengthening the enforcement of
Measure 5.1 | wage clauses in collective statutory minimum wages and wage
agreements. clauses in collective agreements.
Area 5: Ensuring compliance ipublic Ensuring comp_llﬁnce n publlg
Enforcement | Measure 5.2 | procurement with wages set by procurgment with wages set. y
' . collective agreements and with
and collective agreements. 2
. statutory minimum wages.
Monitoring : ——
. . Enhancing monitoring and data
Enhancing monitoring and data . .
) . collection mechanism on statutory
Measure 5.3 | collection mechanism for wages s

in collective agreements.

minimum wages and on wages set
collective agreements.
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5.3 Measures affecting Member States relying exclusively on collective bargaining
5.3.1 Collective bargaining in wagsetting

This section presents the measures considered for Member States countries where
minimum wage protection is provided by collective agreements. Three measures were
considered which are not mutually exclusive.

The need to strengthen collective bangsg, especially at the sectoral and cresstoral

|l evel, was emphasised by the European wor ke
partner consultations (see also Annex 2). They suggested several measures to promote
collective bargaining (inclding capacity building activities and the introduction of

extension mechanisms, when agreed with social partners) and proposed that Member
States should take action to increase the collective bargaining coverage rate when it is

bel ow 70 %. S o manisatiangp dtatey that clfectivee bargaining is a strong
foundation for good wage setting while others proposed various measures (including
capacity building activities and increased availability of funds) to encourage social
dialogue and support sociglartners. However, objections were raised by some

empl oyersd organi s at extemdsovarageyta alldvorkedit thhe asur e s
same time, social partners from some Member States withfureilioning collective

bargaining systems, and in partiauenmark and Sweden, expressed concerns about

EU action on minimum wages as it could interfere with their labour market model based

on coll ective bargaining. Both the workersc
any future initiative should not uedmine existing welfunctioning minimum wage
systems, and must respect national competen

and the freedom of collective bargaining.

Measure 1.1 Capacity building for social partners and encouraging negotiatins on
wages

Member States, in consultation with social partners, would take measures to promote the
building and strengthening of the capacity of social partners to engage in collective
bargaining on wage setting. In addition, Member States would encaugggéations on
wages among social partners. The choice of the specific actions would be left to the
Member States. In the area of capacity building, these could include among others
providing financial or technical support, mutual learning, exchangead gractices or
gualified training and counselling.

Measure 1.2 Administrative extensions of collective agreements, when agreed with
social partners

Member States could introduce extensions of collective agreements so that their terms
apply also to wikers or firms that are not represented by the signatory social partners.
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The conditions and situations for such extensions would be left to the Member States in
agreement with social partners at the relevant level.

Measure 1.3: Member States with collecive bargaining coverage below 70% to
provide for a regulatory framework or enabling conditions and to establish an
action plan to promote collective bargaining*

In a context of declining collective bargaining coverage, it is key that the Member States

puti n place all the necessary measures to e
collective agreements. Member States with a small share civimye earners have a

collective bargaining coverage rate above 7%imilarly, the majority of the Member

Stateswith high levels of minimum wages relative to the median wage have a collective
bargaining coverage above 70%. Therefore, Member States should be encouraged to take
action to promote collective bargaining so that the coverage of collective agreements
reactes at least 70% of the workforge.

In this regard,Member States would provide for a regulatory framework or create
enabling condition¥ to promote collective bargaining, which could be either set in law

or after consultation with social partners or inesgnent with them. Among the measures
that could be foreseen arenediation, arbitration and peace clauses in collective
agreements; representativeness criteria for social partner organisations; duration of
collective agreements; retroactivity and weivity clauses® in collective agreements;

and measures to improve the availability of collective bargaining to all groups of workers
and employers at all levels (national, sectoral and firm 1&VeH. addition, Member
States would agree with social parsan action plan to promote collective bargaining.
The choice of the specific actions to be included would be left to the Member. States

5.3.2 Enforcement and monitoring

This section presents the measures related to enforcement and monitoring considered for
Member States where minimum wage protection is provided by collective agreements.
Three measures were considered which are not mutually exclusive.

% The proposed meare to introduce a reference value of 70% on collective bargaining coverage is in line with the

legal basis and it does not go beyond Article 153(5) TFEU since it does not represenbaintio@shold but should

rather aims to incentivise countries withwer collective bargaining coverage to increase it.

% There are data limitations related to the measurement of collective bargaining rate (see Annex A4.6).

%A target of minimum 70% for collective baanisatiophduiingg cover ac
the second stage consultation.

% Member States differ in the institutional setup of their collective bargaining systems. While a regulatory framework

is mainly based on legislation and in principle initiated by the Government, enabtidii@es may also be based on

other existing national practices.

®The length of collective agreementsé validity is partly
they were signed (retroactivity) and their validity beyond theirrgpgiéte (ultraactivity).

% See Annex A11.1 for more detail on these components.
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The need for strengthened application and enforcement mechanismsas also

identified by both the Europeanwetk s 6 and empl oyersdé organi se
the soci al partners6é consultation, however,
this falls within the competence of national authorities, questioning as such the value of

EU action in this areaSome empl oyersdé organisations ar
compliance and abuses should be addressed for both statutory minimum wages and for
wages set in collective agreements, while a couple supported a mapping of the
implementation of the social clause ImetPublic Procurement Directive 2014/24/EU.

Measure 5.1 Strengthening the enforcement of wage clauses in collective
agreements

Member States would take measures to ensure that workers have access to dispute
resolution mechanisms and a right to redressduding adequate compensation, in the
case of nowrespect of their rights relating to the minimum wage protection provided by
collective agreementslember States would also take measures to protect workers from
any adverse treatment resulting from lodga complaint for nomnespect of their rights.

The specific rules for enforcement would be left to Member States to ensure the respect
of national practices regarding the enforcement of collective agreements.

Measure 5.2 Ensuring compliance in public procurement with wages set by
collective agreements

Article 18(2) of the Public Procurement Directive 2014/24f€provides that Member
States shall take appropriate measures to ensure compliance with the applicable
obligations established by labour law and the relevant collective agreements during the
performance of public contracts. Building on such provision, uthidemeasure Member
States countries where minimum wage protection is provided by collective agreements
would require thatjn the performance of public or concession contragt®nomic
operators comply with the collectively agreed wages set in cokeativreements.

Measure 5.3:Enhancing monitoring and data collection mechanism on wages set in
collective agreements

Member States would develop effective data collection tools to monitor the coverage and
adequacy of wages set in collective agreementgeder, they would also have to
develop tools to monitor the level and adequacy of wages not covered by collective
agreements.

100 similar provisions are also included in Article 36(2) of Directive 2014/25/EU on procurement by entities operating
in the water, energy, transport and postal servicasrseand Article 30(3) of Directive 2014/23/EU on the award of
concession contracts.
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5.4 Measures affecting only Member States with statutory minimum wages
5.4.1 Collective bargaining in wage setting

This section presentshé measures considered for Member States with statutory
minimum wages in the area of collective bargaining. Three measures were considered
which are not mutually exclusive. These aredhme measures as those considered for

the case of Member States whereminimum wage protection is provided by
collective agreements

5.4.2 National frameworks to set and update statutory minimum wages

This section presents the measures considered for Member States with statutory
minimum wages in the area of national frameworkseiband update statutory minimum
wages. Four measures were considered. Among the measures, only measures 2.1 and 2.2
are mutually exclusive. Measures 2.3 and 2.4 could be combined with each other but also
possibly together with either measure 2.1 or mea2L2.

Wor kersé organisations underlined that stat
a level at which they ensure at least a decent standard of living and should be updated
following a regular, clear and predictable procedure, which fully ingole social

partners’l n particular, they stated that statut
a threshold of both 60% of the falime gross national median wage and 50% of the full

ti me national gross average weageearetoleddi ti o
benchmarked against national reference values such as a basket of goods and services,
established in consultation with the soci a

stressed the importance of using clear and stable criteria to guidaum wage setting,

which would take into account social and economic developments, including productivity

and employment trends and tax and benefits systems, with several stating that this falls

within the competence of theational authorities and socipartnersS o me e mpl oy er s
organisations also stated that they see the added value in developing reference
benchmarks at EU level, however, with divergent views on whether the net or gross

wages should be considered.

Measure 2.1 Clear and stable criteria to guide statutory minimum wage setting,
and its regular updating, defined in national legislation, and establishment of
consultative bodies to advise authorities

National statutory minimum wage legislation would include provisions on criteria to be
taken into account when setting and updating minimum wages to ensure adequacy while
reflecting socieeconomic developments. Such criteria should incld@ighe purchasing
power of minimum wages, taking into account the cost of living, and the contribdition o

101 5ee Annex 2 for more detail on the results of thedtage social partner consultation.
192 gimilar criteria are provided in Art 3 of ILO Convention 131 (MW).
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taxes and social benefits; the level and distribution of wages in a country; wage growth;
and labour productivity developments. These criteria could be potentially used in
addition to any existing criteria defined in national legislation. It would be ttef
Member States to decide how to apply them and whether existing criteria should be
maintained:®® Member States would ensure that minimum wage updates occur regularly
and timely, at such frequency as appropriate to safeguard their adequacy.

In addition, Member States would be called upon to put in place or adjust existing
consultation bodies to advise national authorities on issues related to statutory minimum
wages.It would be for Member States to decide, in the light of national circumstances
and tradiions, the way in which these bodies could be set up or appointed. Such bodies
are already in place in France, Germany, Greece, and Ireland, which would thus not need
to take further action in this respect (see Annex A6.2).

Measure 2.2: Automatic indexation mechanisms for statutory minimum wage
updates

Relevant provisions on minimum wage setting would establish an automatic indexation
mechanism for updating minimum wages whereby minimum wage changes would be
automatically linked to developments in economic fundamentals and updated on the basis
of a formda. It would be up to the Member States to define the formula to be used but, in
order to protect the purchasing power of minimum wages, increases in statutory
minimum wages should at least keep up with increases in consumer prices under normal
circumstanes. Member States could also include a link to wage growth, which generally
results in a faster pace of updates. Member States could define criteria under which the
automatic indexation would be suspended under exceptional economic circumstances. It
would also be possible to decide on increases on top of the ones suggested by the
indexation formula. Automatic indexation rules are in use in a number of Member States
(Belgium, France, Malta, Netherlands, Luxembourg and Slovenia), either based on the
rate of diange in consumer prices (inflation) or wages (aggregate or collectively agreed),
or a combination of both.

Measure 2.3 Indicators and reference values to guide the assessment of the
adequacy of statutory minimum wages

Member States would be called on wee indicative reference values to guide the
assessment of adequacy of statutory minimum wages in relation to the general level of
gross wages. A list of possible adequacy indicators and respective indicative reference
values is provided in Annex All.2rdm this list, two indicators are retained for more
detailed assessment: (i) the minimum wage as a ratio to the median wage and (ii) the
minimum wage as a ratio to the average wage. Both indicators are commonly used at the
international level to compare ninum wages across countries.

193 5ee Anng A6.2 for more information on existing minimum wage setting institutions in Member States as well as
Section 2.2 and Annex A9.2 for an exposition of related institutional challenges.
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Reference values help assess whether the minimum wage is set at an adequate. level
Member States will have to compare their minimum wage level to the chosen reference
value. Member States can use them in minimum wage seitmbp taking other
considerations into account, notably possible impacts on employment and
competitiveness. Common reference values used at the international level include 40%,
45%, and 50% of the average wage and 50%, 55%, and 60% of the median wage. Thus
these reference values are retained for more detailed assessment. These reference values
can be combined: for instance, it is possible that Member States take into account the
reference values of both 50% of the average wage and 60% of the median waige to

the assessment of adequacy.

Measure 2.4 Statutory minimum wages to follow a national measure of decent
living standards (reference income), developed in consultation with social partners

Member States would be asked to assess the adequacy attite@ahminimum wages
against a reference value based on a measure of decent living standards (reference
income). This measure would be based on a basket of goods, defined at a national
level’® Minimum wage setting would need to balance this criterion wather
considerations, such as possible impacts on employment.

5.4.3 Involvement of social partners in statutory minimum wage setting

This section presents the measures considered for Member States with statutory
minimum wages in the area of involvement of sbpatners in statutory minimum wage
setting. Two measures were considered which are mutually exclusive.

Wor ker s 0 oacalgdfarifu antd geoums involvement of all social partners in

minimum wage setting and updating proceduie=e also AnneX). The empl oyer s o
organisations welcomed the establishmentwafl-functioning, effective and timely

consultation of social partners, at national and sectoral level, in minimum wage setting,

with some stressing that this is essential to ensure that e#iggsat national level takes

into account the economic situation in the country, as well as in specific sectors, and the
impact at company level. In this regard, thggposed to reinforce the involvement of

social partners and to establish wfelhctionng consultation processes.

Measure 3.1 Ensuring the timely and effective involvement of social partners in
minimum wage setting and updating

Member States would be called to take measures to ensure that the social partners are
involved in an effective rad timely manner in the setting and updating of statutory
minimum wages. Consultations would guarantee that the views of social partners are
taken into account in the decistamaking process, in particular on: issues related to the
selection and interprdtan of objective criteria for setting and updating minimum wage

104 An additional option for an Eide reference income was consideretiwas disregarded (see section 5.5).
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levels, the regularity and timeliness of the updates, the establishment of variations and
deductions, and the collection of data. In addition, the social partners would participate in
in conglltative bodies advising national authorities on statutory minimum wages where
they exist.

Measure 3.2 Setting up a bi partite or tripart
consultation with decisionmaking power

Member States would be called upon to set @igrmal, dedicated body to allow for an
effective and timely consultation of social partners on the setting and annual updating of
statutory minimum wages. This body could be either bipartite or tripartite, depending on
national traditions, and it would ke body responsible for all the decisimaking
regarding the statutory minimum wage, including the criteria to guide updates as well as
variations and exemptions. When a decision is reached, it would be binding for all
parties. Such structured tripagtibodies are in place in Lithuania, Poland and Slovakia.

5.4.4 Variations, deductions, and exemptions

This section presents the measures considered for Member States with statutory
minimum wages in the area of variations, deductions and exemptions. Two reeasure
were considered which are mutually exclusive.

I n their reply to the soci al partnersd cons
for eliminating, or at least keeping to a bare minimum, exemptions from statutory
minimum wages, sulminimum wagesand deductions (see also Annex 2). The

empl oyersd organisations stressed their opp
and variations, stating thastified exemptions, decided by social partners and/or the

national government, should be maintd.

Measure 4.1: Limited and justified use of variations in and deductions from
statutory minimum wages

Member States would define variations for specific groups of workers. The variations
should benon-discriminatory, proportionate, limited in time, if relevant, and objectively
and reasonably justified by a legitimate aim, including employment policy, labour market
and vocational training objectives. In additioklember States would ensure that
dedutions from minimum wages are necessary, objectively justified and proportionate.

Measure 4.2 Banning variations, exemptions and deductions from statutory
minimum wages

Member States would eliminate variations, deductions and exemptions from their
statuory national minimum wages.
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5.4.5 Enforcement and monitoring

This section presents the measures considered for Member States with statutory
minimum wages in the area of enforcement and monitoring. Three measures were
considered which are not mutually exclsiWhese are measures that\agy similar to

those considered for the case of Member States where minimum wage protection is
provided by collective agreementshowever,in this case Member States would ensure

the enforcement and monitoring of statutorjppnimum wages as well as of wages set by
collective agreements.

Measure 5.1 In the case of Member States with statutory minimum wage this measure
implies that Member States wousttengthen the enforcement of statutory minimum
wages and wage clauses oollective agreements®

In particular, Member States with statutory minimum wages, in cooperation with social
partners, would be asked to take at least the following measugebdace the access of
workers to statutory minimum wage protection (i) strengthening controls and field
inspections by enforcement authorities, (ii) developing guidance to targeongsliant
businesses, and (iii) ensuring the availability of information on statutory minimum
wages

In addition, these Member States would also take measueestoe that workers have

access to dispute resolution mechanisms and a right to redresscluding adequate
compensation, in the case of a@spect of their rights relating to statutory minimum
wages and to the minimum wage protection provided by collective agreeivientber

States would also take measures to protect workers from any adverse treatment resulting
from lodging a complaint for nerespect of their rights. The specific rules for
enfacement would be left to Member States to ensure the respect of national practices
regarding the enforcement of statutory minimum wages and of collective agreement.

Measure 5.2:In the case of Member States with statutory minimum wages, it would
imply that, Member States would ensure compliance in public procurement with
wages set by collective agreements and with statutory minimum wages

Measure 5.3:In the case of Member States with statutory minimum wage this measure
implies that Member States wowddhance monitoring and data collection mechanism
on statutory minimum wages and on wages set in collective agreements.

This implies that in addition to the obligations described in section 5.3.2, Member States
with statutory minimum wages would develop effee data collection tools to monitor
the coverage and adequacy of statutory minimum wages. This would also include

1% This is in line with Art 5 of ILO Convention 131 (MW) and Art 14 (b) of ILO Recommendation 135 (MW).
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monitoring minimum wage variations and deductions and the share for workers affected
by them.

5.5 Measures discarded at an early stage

When comsidering the policy measures, a number of options have been discarded at an
early stage. Most of these have not been listed in the previous subsection.

Options discarded related to strengthening collective bargaining

A number of options were discardecdeither because of a lack of legal basis or because
they did not respect the autonomy of the social partners and their right to negotiate and
conclude collective agreements or national competences.

An option to replace the statutory minimum wages with colctive bargaining in all
countries was also considered but not retainedCollective bargaining is considered as

an important way to improve the adequacy of minimum wages, or even as the best way
by social partners. However, this measure was discardeddetailed analyses as it was
considered as legally not feasible.

Options discarded related to national frameworks to set statutory minimum wages

A number of adequacy indicators related to the net income of minimum wage
earners have not been considered adternative to guide the assessment of minimum

wage adequacy.In particular, such discarded indicators compared the net income of
minimum wage earners with: (i) the net median wage; (ii) net average wage, and (iii)
median net household incortf These indiators have significant merit from an
analytical point of view, as they allow the comparison of the-tedtae pay of minimum

wage earners across countries. However, they are very complex. Thus using them would
make the policy less transparent for workerd aompanies. Further, these indicators are
affected by the tax and benefit system, while minimum wages are set in gross terms
(Abefore taxeso). This has also been pointe
process.

A measure to call for the dbfinition of reference budgets at the EU level to

benchmark minimum wage adequacy was considered but not retainefefining a

common concept for a living wage requires a common basket of goods necessary for a
decent living in various countries. This has heen done to date and may be challenging

due to the differences across countries (and regions) in terms of productivity levels
(reflecting businesses6 ability to®pmay) and

108 These indicators are presented in Annex A8.2. Possible reference values are listed in Annex A11.3.

Y roramoredt ai l ed di scussion, see, e.g., Eurofound (2018): #c
Office of the European Union, Luxembourg. For ongoing research, supported by the European Commission, on

reference budgets comparable across the EU, see:

https://ec.europa.eu/social/main.jsp?catld=1092&intPageld=2312&langld=en
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socially acceptable minimum decentifig standard in one country may be above or

bel ow what iIs socially acceptable in anothe
is meaningful in highewage countries would likely translate to a very high wage in
lower-wage countries, despite thener prices in these countries.

5.6 Description of alternative policy packages

The policy measures presented in Section 5.2 are combined into three policy
packages for the sake of assessing impacts as well as of comparing effectiveness,
efficiency and coherence. While many other combinations of measures are theoretically
possible, the policy packages below represent coherent sets of measures, which comply
with the Treaty provisions (see section 3.1).

These packages are built around two main criteria:(i) the role played by social
partners in the governance of the minimum wage setting system and (ii), in the specific
case of Member States with statutory minimum vsagbe degree of discretion of
governments in setting and updating minimum wages.

Specifically, the three packageare the following:

1 Package Arequires all Member States to actively support collective bargaining
on wage setting, with a view to strengthmnthe role of social partners. In
addition, for Member States with statutory minimum wages, it requires that
national frameworks for setting and updating statutory minimum wages ensure a
strong involvement of social partners in the setting of minimum egag
Moreover, this package includes a national measure of decent living standards
against which to assess statutory minimum wage adequacy.

1 Package Basks all Member States to support the capacity building of social
partners and encourage wage negotiatiomsvage setting, as well as support
collective bargaining when its coverage is low. In addition, for Member States
with statutory minimum wages, it requires that national frameworks are more
rule-based than Package A, including explicit criteria for mimmuuvage
adequacy and indicative reference values, with an enhanced role for social
partners as compared to the baseline.

1 Package Calso requires all Member States to support the capacity building of
social partners and encourage negotiations on wages, lasasvéo support
collective bargaining when its coverage is low. In addition, for Member States
with statutory minimum wages, national frameworks should mainly rely on
automatic indexation, together with the use of-bording reference values, to
reach tle objectives of the initiative.

Regarding enforcement and monitoring, all packages include the same provisigns
given that these measures are not mutually exclusive and they can all, individually or in
combination, contribute to achieving the objectivesodlgh addressing different
challengeswhile their combination would reinforce the expected benefits.
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Further details on the composition and the measures included under each intervention can
be found in sections 5.6.1 and 5.6.2, as well as the overalde in Annex A11.3. The
baseline scenario is discussed in section 5.1. Annex A12.14 presents tables summarising
the implications of the packages on the EU Member States.

5.6.1 Member States where minimum wage protection is provided by
collective agreements

Graph 4presents the composition of the packages for Member States where minimum
wage protection is provided by collective agreements.

Graph 4: Package composition for Member States relying on collective bargaining
to set minimum wages

Package A Package B Package C

collective bargaining
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Packagedliffer in terms of the measures for strengthening collective bargaining
namely in terms of the different role played by Member States to supportzadtiers:

1 Package Aincludesmeasures for promoting capacity building activities for
social partners and encouraging negotiations on wages (Measure 1.1).
Moreover, in order to reach the specific objective on increased coverage, it
requires Member States txtend collective agreements, when agreed with
relevant social partners (Measure 1.2). In this package, the underlying
framework relies on decisions taken in a bipartite or tripartite setting.

1 Package Bforesees measures for promoting capacity buildingites for
social partners and encouraging negotiations on wages (Measure 1.1). In
addition, as an alternative to Measure 1.2 of Package A, to reach the specific
objective on increased collective bargaining coverage, Package B foresees that
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in the case bMember States where this coverage rate is below 70% Member
States would provide for a regulatory framework or enabling conditions, as well
as to establish an action plan to promote collective bargaining (Measure 1.3).

1 Package Csimilarly to Package Bequires all Member States to take action to
promote the capacity building of social partners and encourage negotiations on
wages (Measure 1.1) and foresees that in the case of Member States where this
coverage rate is below 70% Member States would profadea regulatory
framework or enabling conditions, as well as to establish an action plan to
promote collective bargaining (Measure 1.3). This is coherent with the
approach taken for countries with statutory minimum wages under this package,
which is oriented towards more state intervention and automatic decision rules.

All packages include theame measures on enforcement and monitoringnamely:
strengthening thenforcemenof wage clauses in collective agreemgiheasures 5.1),
ensuringcompliance wih wages set by collective agreemeirtspublic procurement
(Measure 5.2), and bBancing monitoring and data collection mechanism on wages set in
collective agreemen{®leasure 5.3). As mentioned above, this is because these measures
are not mutually exclusive and they can all, individually or in combination, contribute to
addressing the challenges.

5.6.2 Member States with statutory minimum wages

Graph 5presents the composition of the packages for Member States with statutory
minimum wages.
Graph 5: Package composition for Member States with statatry minimum wages
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In the area o€ollective bargaining given that the objective is the same as in the case of
Member States which rely on collective bargaining to set minimum wadieshe
packages include the same measures as presented in sectiotl5.6

The main difference in the composition of the three packages relatesgovirmance
structures to set and update statutory minimum wagesincluding the role of the
social partners. As a result, measures differ across packages as follows:

T

In Package A national frameworks for statutory minimum wages give a strong
and prominent role to the social partners in the decisiaking process for
setting minimum wages. Besides administrative extensions of collective
agreements (Measure 1.2), they includbiartite or tripartite body (Measure

3.2), with decisiormaking rights on all the elements of the frameworks. In order

to achieve the specific objective of increased adequacy, these bodies are also
entrusted to develop a national benchmark for decemgligstandards against
which minimum wage adequacy could be assessed (Measure 2.4). As statutory
minimum wages are defined by the social partners, Member States should refrain
from setting exemptions and variations and should ban deductions (Measure 4.2).

In Package B national frameworks rest on rtebased government decision
making with an enhanced role for social partners as compared to the bdseline
particular, the package includes an obligation to define criteria in national
legislation to guide theetting and updating of minimum wage setting, as well as
to establish consultative bodies (Measure 2.1). In addition, as an alternative to
Measure 2.4 of Package A, in order to reach the specific objective on increased
collective bargaining coverage, PagkaB foresees indicators and indicative
reference values to benchmark minimum wage adequacy (Measure 2.3).
Moreover, it provides for a strengthened involvement of social partners (Measure
3.1) and requires that variations and deductions should be obiggtigéfied

and proportionate (Measure 4.1).

A Different options could be considered under this package regarding
the indicative reference valuesThese are, 40%, 45%, and 50% of the
gross average wage and 50%, 55%, and 60% of the gross median wage, as
reference values to benchmark gross minimum wages against.

In Package C national frameworks rest on a governmeénven automatic
indexation mechanism. In particular, adjustments in minimum wages are based on
a formuladefined in the national legislation (Measure 2.2.). To ensure adequacy,
this package also includes indicators and indicative reference values to assess
minimum wage adequacy (Measure 2.3) argirengthened involvement of social
partners (Measure 3.1) anidl requires that variations and deductions are
objectively justified and proportionate (Measure 4.1).
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Regardingenforcement and monitoring all packages include the same provisions
provisions for strengthening the enforcement of statutory minimum wagksf avage
clauses in collective agreemer(tdeasure 5.1), an obligation for the government to
ensure compliance with wages set out by collective agreements and statutory minimum
wages in public procurement (Measure 5.2), and the enhancement of mortatidgta
collection mechanisms on statutory minimum wage and on wagesn collective
agreementgdMeasure 5.3). These measures are not mutually exclusive and can all,
individually or in combination, contribute to addressing the challenges.

6 WHAT ARE THE EXPECTED IMPACTS OF THE VARIOUS POLICY P ACKAGES?

This section presents the main impacts of the policy packages on social and
economic outcomes as well as fundamental rightslo environmental impact has been
identified for any of the options. Details on timethodology used are provided in Annex

4. More details on impacts, going beyond the discussion of the main text, are included in
Annex 12. Significant efforts have been made to collect the necessary data and provide a
guantitative assessment. Howeversome cases, scarcity of data or other factors may
imply that a quantification is not possible. In such cases, a qualitative assessment is
provided.

Impacts are compared to the baseline scenario, discussed in Section 5.1, based on a
view of how the problemmay evolve (Section 2.7)The discussion in each area is
divided into two parts: the impacts of all packages are discussed before differences in the
impacts of individual packages are presented. The discussion is also divided based on
impacts for the twesystems of minimum wage setting in the EU: impacts on countries
where minimum wage protection is provided by collective agreements are discussed
separately from impacts on countries with a statutory national minimum wage. The last
subsection summarises tbemparison between the packages.

The component measures of the packages fall into the five areas identified in
Section 5.2.Measures in all these areas contribute to the attainment of the specific
objectives, i.e., more adequate minimum wages for som&ensor reducing gaps in
coverage®®

6.1 Social impacts

Under the baseline scenario, many workers in the EU will not be adequately
protected by minimum wages.In some Member States, minimum wages will continue
to be inadequate while gaps in the coverage eafitinue to exist in several Member
States (Section 2). Furthermore, there is a risk that the situation efidge earners
deteriorates further in the context of the Cetf#ipandemic®®

1%8These links are summarised in Graph A5.2 in Annex 5.
199 For more detail on how the problem is expected to evolve, see Section 2.5.
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Social impacts under the various policy packages are presented inufosubsections.

The first two subsections discuss impacts that are common to all packages, starting with
impacts on countries where minimum wage protection is provided by collective
agreements, and continuing with impacts on countries with a statutornummivage.

The last two subsections discuss the impacts of individual packages on each system in
turn.

6.1.1 Impacts of all packages on Member States where minimum wage
protection is provided by collective agreements

All packages are expected to increase theowerage and adequacy of collectively
agreed minimum wages as compared to the baselindll the packages include
measures to strengthen collective bargaining and the enforcement of collective
agreements and monitoring of minimum wage adequacy and covéagelpact is
expected especially in the case of those countries where the current coverage and
adequacy of wages set in collective agreements is lower, namely in Cyprus. Nevertheless,
the exact impact will depend on how Member States will implement thessumes.

None of the packages would necessitate the introduction of a statutory minimum wage in
countries that do not have them.

6.1.2 Impacts of all packages on Member States with a statutory national
minimum wage

Impact on working conditions

All packages will promote fair working conditions and help to prevent unfairly low
wage levels in Member States with a statutory national minimum wagerhey will
increase the adequacy of minimum wages, support incomes from work and contribute to

ensuring decent living stdards*°

All packages will result in fairer working conditions for vulnerable groups. Fewer

groups of workers will receive suhinimum wages and more workers will be paid the

wages they are entitled to. This will be achieved through strengthened enfaregmen
monitoring of statutory minimum wages. Vulnerable groups, such as women, young and
low-skilled workers, as well as those with temporary or-par¢ jobs have a higher
probability of being beneficiaries of minimum wage setting systems than otheeraiork

At the same ti me, Atypical 0 beneficiaries
skilled, and those working in standard jdbsOther provisions, such as strengthening
enforcement of existing wages set in collective agreements would reinforce the

10| abour incomes increase as long as employment impacts are small. This section as well as Annex A12.4 show that
they are indeed expected to be small as compared to the bendfits-fwage earners in increased wages.
Ml See section 2.1.1 for a summary and Annex 7 for details.
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protection of vulnerable groups, as they are the groups most affected-ogmphance
with existing rules and collective agreemefits.

Improved national frameworks for setting and updating minimum wages contribute

to higher minimum wages and to an improved business environment, both of which

bring positive impacts in working conditions.In fact, the regular updating of minimum
wageshasd on appropriate criteria contributes to maintaining the value of minimum
wages as they reduce the chance that minimum wages are left unchanged year after year
in an economic and social context that would allow increases in minimum Wagdes.

the same tirg, these elementeduce the uncertainty for both businesses about their costs
and for workers about their future entitlements.

The timely and effective involvement of social partners in statutory minimum wage
setting and updating will bring additional be nefits in terms of good governancelt

will improve the involvement of stakeholders in the decision making process, through the
establishment of new governance structures. This enhances the role of different actors
and makes the decisignaking process merinformed and inclusive.

Improved working conditions, including improved wages, in lowwage economies

may reduce outward labour mobility although this impact is expected to be small.
Since the initiative will strengthen minimum wage setting systemsantdlaute to more
adequate minimum wages across the union, it may reduce the incentives of some low
earners in lowwvage countries to move to another region. At the same time, wage
convergence between regions and countries is most importantly driven by the
convergence in economic fundamentals, including productivity. This process of wage
convergence is ongoing, especially between Eastern and Western Member6tates.

Impacts on wage inequality andwork poverty

By increasing minimum wages, all packages arexpected to contribute to reducing
wage inequality and inwork poverty.'” Simulations with the Euromod
microsimulation model confirm these impacts in EU Member Stafes.

Positive effects on wage inequality will be further enhanced through strengthened
regulatory framework or enabling conditions for collective bargaining, foreseen by
all policy packages:'’ Strong collective bargaining ensures that increases in the

12 Eyrofound (2019): Minimum wages in 2018nnual review.

113 Clearer and more stable frameworks for statutory minimum wage setting, and an enhanced invafsosal

partners in the process, are expected to overall increase the levels of the minimum wages relative to the average wage.
For more details see: European Commission (2016): LMWD 2016 Report, DG EMPL.

14 For more detail on wage convergence between Member States, see European Commission (2018): LMWD report,
Chapter I1.2.

115See Annex A8.1 for a summary of past research.

18 For detailed simulation results, see Annex A12.2. The methodology of simulatitescisbed in Annex A4.3.

"'Visser J., fAWhat happened to collective bargaining durin
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minimum wage also lead to wage increases higher up the wage distribution by preserving

wage diferentials*'®

Impacts on employment and unemployment

The impacts of the packages on employment are expected to be mutddinimum

wages, at levels observed in the EU, do not significantly reduce employment and in some
cases, they can even increasg’ifThis is supported by the recent experience of Ireland

(in 2000) and Germany (in 2015), where the introduction of a statutory national
minimum wage affected 15% (in Germany) and more than 20% (in Ireland) of the
workforce, but no impacts on aggregate emmlent have been identifiéd® A survey of

recent 48 higlguality academic studies, including on EU Member States, suggests that
the benefits of the minimum wage increase to-leage earners outweigh its costs to the
same group, caused by possible employnimapgcts, by a ratio of-60-1.%* In the same
survey, for the set of studies that consider broad groups of workers, rather than specific
demographic groups, the median estimate is close to zero. While there is variation across
the studies, and the impactsayndepend on the specific context, the weight of the
evidence suggests any job losses induced by minimum wage increases at levels observed
in advanced economies such as those of EU Member States are quite small.

The impacts on unemployment are a mirror imge of employment impacts.The
existing body of evidence focuses on the impacts of minimum wages on employment;
unemployment impacts are derived from theBRis is because, whenever minimum
wages have an impact on employment, the opposite impact will bervadl in
unemployment. A slight gap between both impacts may emerge when inactive workers
decide to start searching for a job after a minimum wage increase (see more on work
incentives below). Those workers who do not find a job right away will be coasted
unemployed. These impacts are however quantitatively small; they have not been
quantified in the existing literature.

Employment impacts are expected to be broadly proportional to the benefits to
workers, but minimum wages set at very high levels mainvolve higher risks in

terms of employment. Simulations ofemployment impacts of various scenarios have
been conducted for this impact assessment. Simulated employment impacts are

B Gri mshaw, D. and Bosch, G. (2013) iThe intersection b
institution s 0 , in Grimshaw, D. (ed. ), Mi ni mum wages, pay equity
London: Routledge, 580.

19 This is the conclusion of the last three decades in academic research. For overviews, see Card, D. and A.B. Krueger
(201M™@yth dand measur ement : The new ec o-anoiveisaryseditmrd, 2006h e mi ni mu
Princeton University Pr ed5yearsBeréseaecmagn UDemploy@enyvdod tiesnmimym P. J .
w a g duckSchool of Business Working Pap2016.

120 5ee a summary of findings on the Irish and German experience in Annex A12.6. In addition, a statutory national

minimum wage was introduced in the UK, then an EU Member State in 199%dExevaluations have found no

negative employment effectsf the UK minimum wage. See, e.g., Dolton, P., Ch. Rosazza Bondibene, and J.

Wadsworth (2010): fAThe UK Nat FiscahStudieskdl. 31 nmd,mpp. 58&3e i n Ret r osy
'This is based on the-wagdeki sl a«lls, asnestiynadted dyf theadB stuilieswThe
survey was compiledbpu b e, A. (2019) : il mpacts of mini mum wages: rev

prepared for the UK LoviPay Commissionf-or a more detailed explanation, see Annex A4.4.
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proportional to the wage increase experienced byvage earners. The rélanship
between gains in wages and the negative employment impacts is calibrated based on the
evidence cited in the previous paragrafhiThese simulations are based on evidence
which assessed the impacts of minimum wages at levels already observedniceddva
economies Research remains inconclusive about the level up to which the minimum
wage can be increased without causing a significant loss in employm#fery high

levels of the minimum wage may involve higher employment risks. Employment impacts
mayalso depend on the pace and predictability of minimum wage increases, and whether
these take into account economic conditions. Therefore, they also depend on the
institutions of statutory minimum wage settiffg.

Impacts on work incentives

All packages wll contribute to enhancing the incentives to work through more
adequate wages, leading thus to increased labour market participatiorfsimulations

show that when the gross minimum wage is increased, the financial gain from accepting
a job offer increases ¢d®* In particular, in a majority of Member States, minimum wage
earners keep 50% or more of an increase in their gross wage. This net gain depends on
the taxes paid on the additional income and the benefits withdrawn when people take up
a job. Thus, the riegain is highest in systems where taxes paid by minimum wage
earners are low, and when benefits are not withdrawn. This is the case in Spain, Portugal,
Greece and Croatia where workers keep 80% or more of a minimum wage increase. In
contrast, in some cotnmes with generous benefits, their withdrawal results in
comparatively low financial gains from increased minimum wages (e.g. in the
Netherlands, Luxembourg and Malta).

Impact on compliance and undeclared work

All packages include measures to strengthen the enforcement of rules related to

minimum wages. This will lead to more people being de facto protected by adequate
minimum wages. This is important because otherwise, increasing minimum wage levels

may increas the risk of norcompliance, including undeclared wdfR. At the same

ti me, however, in Member States where a pr

122 Detailed gmulation results are shown in Annex Al12.4, while an explanation of the methodology is provided by

Annex A4.4.

ZThis point has been made by Card, D. and A.B. Krueger (
the mini mum wameesary editiorg B0LE, Brindeton University Press, preface. This conclusion has

also been made by Prof. A. Lindner in his expert report submitted for this impact assessment, based on academic
literature on the recent experience of U.S. cities. For a sumrh#rg ceport, see Annex A4.1.

124 Simulations with the OECD TaRenefit model. For details, see Annex A12.3 and in partideteor! Reference

source not found.therein. For detils on the methodology, see Annex A4.5.

European Commission (2007): HfAStepping up the fight agai
Kampel mann, S, A. Garnero and F. Rycx (2013): fodi ni mum wa
diversity of outcomes® 0 ETUI Report 128, pp. 655
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higher minimum wages may have an effect in increasing formal wage payments, at the
cost of informal pgments, to the same workE?.

6.1.3 Impacts of the individual packages on Member States where minimum
wage protection is provided by collective agreements

Package A would have a significant impact on collective bargaining by introducing
administrative extensionsto collective agreements.Thus, this is the measure that
matters the most for the success of this package in terms of promoting minimum wage
protection provided by collective agreements. It would have significant impacts
especially in those countries cemtly not relying on extensions, such as Cyprus,
Denmark and Sweden. Administrative extensions would also have a significant impact
on industrial relations because they may reduce the incentives of workers to join unions.
This is a concern strongly emplhseil by stakeholders from Nordic Member States.

Package B includes measures to enhance collective bargaining beyond the measures
common to all packagesThe measure which matters the most for the success of this
Package in terms of promoting minimum wage protection provided by collective
agreements is the provision for a target level of 70% for collective bargaining coverage
to trigger action in Member &tes in support of collective bargaining. This Package is
expected to have additional impacts especially in Cyprus, where the coverage rate is
below 70%. In the other countries where minimum wage protection is provided by
collective agreements, collectimrgaining coverage is already above 70%. In these
Member States, the Package will help ensure that these levels are maintained.

Finally, Package C is expected to have the same impact as PackageTBis is
because it includes exactly the same measur@acisage B, namely, capacity building

of social partners and encouraging negotiations on wages and the obligation to provide
for a regulatory framework or enabling conditions, as well as to establish an action plan
to promote collective bargaining in thase of Member States where this coverage rate is
below 70% Member States.

The positive impacts of all the packages esmforced through the provisions for
enhanced enforcement and monitoringIn particular, both strengthening enforcement

of wage clausein collective agreements and ensuring compliance in public procurement
with wages set out by collective agreements, can have a significant positive impact on
promoting minimum wage protection provided by collective agreements. Both of these
measures, indidually or in combination, contribute to addressing incidences of non
compliance, which appears to be a significant phenomenon in many countries, while their
combination would reinforce the expected benefits in reaching the objectives of the
initiative. The measure on enhancing monitoring and data collection mechanism on

2%Fror a discussion of this effect, see Harasztosi, P.,

American Economic Review09 (8): 269727.
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wages set in collective agreements would help improve the quality and comparability of
data on collective bargaining coverage and of the data on the share of workers not
protected by colictive agreements (see Annex A4.6 for more details).

6.1.4 Impacts of the individual packages on Member States with statutory
minimum wages

Package A will have positive social impacts of medium magnitudmainly due to the
bipartite or tripartite body with decison-making rights about many aspects of the
minimum wage framework including a national benchmark of minimum wage adequacy;
as well as due to administrative extensions of collective agreements. However, it is the
combination of the selected measures, &ed teinforcing effects (described below) that
matter the most for the success of this Package in terms of reaching the objective of the
initiative.

The bipartite or tripartite setting, with regular updates, would have a medium
positive impact on the adeuacy of statutory minimum wages Regular updates in a
bipartite or tripartite setting are expected to be the most beneficial in Member States
where regularity and timeliness are not defined by [@kis package would have an
impact especiallyn Member Satesthat do not have a bipartite or tripartite decision
making body in placé’ However, it bears the risk that it may take disproportionally
long to reach an agreement, due to insufficient capacity of participants or lack of national
traditions, which coldl reduce positive impacts of this package on the adequacy and
coverage of the minimum wages in some Member States. The effectiveness of such a
system may also depend on the rules of update in case no decision is reached in the
bipartite or tripartite bodis.

In addition, complementing the assessment of statutory minimum wages by a
measure of decent living would strengthen their adequacy’® Benefits would be
expected especially in countries in which many minimum wage earners report difficulties
in making end meet*® mostly in CentraEastern and Southern European Member
States, which may contribute to a convergence in minimum wages. This process would
be gradual since national decisioraking processes would balance convergence to this
standard against consictions of employment and competitiveness.

The banning of variations, deductions and exemptions from statutory minimum
wageshas also the potential to contribute to increasing the adequacy and coverage of
minimum wages.

127 currently, a formalised tripartite deasimaking process on minimum wages is in place in only three Member
States (Lithuania, Poland, and Slovakia) where the government cannot deviate from the tripartite agreement, if one is
reached. However, even in these cases, the government can set thenmimage unilaterally if an agreement cannot

be reached. A similar bipartite system is in place in Belgium and Estonia.

128 This is the suboption including Measure 2.4, as described in Section 5.4.2.

129 5ee especiallBraph A8.7 in Annex A8.2.
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By strengthening collective barganing especially by administrative extensions of

collective agreements, Package A is expected to improve minimum wage adequacy,

and reduce the incidence of low pay’° The measure on extending collective
agreements when this is agreed with relevant sociathgraicould have a direct impact

on increasing the collective bargaining coverage in some Member $tatss. has the

potential to limit wage inequality by setting common working conditions within
sectors:>* At the same time, administrative extensiongmar educe wor ker sd i n
join a union which may have unintended negative consequences for industrial relations
systems in Member States.

Extensions in combination with other measures, including enhancing social
partnerso capacity and encouraging wag negotiations will lead to more efficient
collective bargaining, as well associal dialogue (for more information see Annex
A12.10)*? Well-organised social partners with a broad support base contribute to the
attainment of high collective bargaining coverage, which would benefit more Member
States where social partnécapacity is relatively weak Higher collective bargaining
coveragehas a positive impact on wages in general, which has an indirect positive impact
on statutory minimum wages (see Section 2.5.1). It is also associated with a lower share
of low-wage workers. Studies show that capacity building can also contribute to
strergthening compliancE’ Finally, strengthened collective bargaining on wages may
also have spibver effects, resulting in better working conditions in other areas
negotiated by social partners.

Package Bhas strong positive social impactsln particular,the requirement to use
indicators and indicative reference values to assess the adequacy of minimum wages

is mainly responsible for the strong impactsof Package B. Even though these
reference values are not binding, it is expected that Member Statedtaml them over

time. However, as in the case of Package A, it is the combination of the selected
measures, and their reinforcing effects (described below) that matter the most for the
success of this Package in terms of reaching the objective oftiaévai

Indicative reference values could have significant positive social impact3.he

highest of these (50% of the gross average wage and 60% of the median) are close to the
highest actual statutory minimum wages currently observed in theL&\.referaece

values (40% of the average wage or 50% of the median) would imply a gap to close for
onequarter to onghird of Member States, while intermediate reference values would
imply gaps to close for orealf to twothirds of the Member StateSuch minimum

0schulten, T(2015) AMindest!| o&alns uMidt Talr i d®i nBegmenzung von Lohn
Presentation at the Wlerbstforum, 26.

BlHijzen A. and Martins P., fANo Extension without Repres
CollectiveBar gai ni ngo, I MF Working Paper WP/16/ 143, July 2016.

132 Eyrofound working paper (2020), Exploring how to support capitiding for effective social dialogue.

133Bulgaria, Cyprus, Czechia, Estonia, Greece, and Romania.

134 Benassi, C. (2011): The Implemendat of Minimum Wage: Challenges and Creative Solutions, Global Labour

University, Working Paper No 12.
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wage increases would imply significant positive social impacts in terms of increased
wages for minimum wage earners, reduced wage inequality andrknpoverty. If the
reference values are used, this will lead to reductions-wonk poverty of about 10%
(lower reference values) or even above 20% in some Member States (for higher reference
values). These benefits to lemage earners are expected to greatly outweigh costs in
terms of reduced employment, which may in some Member States reach 0.2% (for lower
reference values), 0.5% (for intermediate ones) or in a few cases 1% (for the highest
reference valuespee Annex 12.9.3 for more detail on the impacts of various reference
values.

As the reference values would be indicative, the full magnitude of th@asial impacts

(both benefits and the smaller costs) would materialise only in case of full
compliance.Compliance may be gradual and incomplete, especially in cases where the
gap to be closed for a Member State is lai@eadual benefits would be expected
especially in countries in which many minimum wage earners report difficulties in
making ends meét>

Limiting the use of variations, deductions and exemptions from statutory minimum
wagesto well justified and proportionate cases would also contribute to increasing the
adequacy and coverage of minimum wages, but with a more limited impact than in
Package A.

The measure introducing a 70% target on the collective bargaining coverage rate to
trigger action by Member States*® could have a direct impact on increasing
coverage in some Member State§his in turn is expected to have an indirect positive
impact on the adequacy of minimum wages in Member States with low collective
bargaining coveragy although the extent of this impact depends on the actions taken by
the Member States in consultation with social partners.

The main unintended consequence of this package is that the use of a reference
value could become a focal point in the collectivieargaining negotiations on wages

set in collective agreementg-or the countries with high wage levels, this could weaken
the additional impact of collective bargaining on adequacy. This indirect consequence is
mitigated by the measures to support collectbargaining, including reinforcing the
regulatory framework and establishing an action plan to promote collective bargaining in
the countries lagging behind in the coverage rate of collective agreements.

Package Cwould also lead to significant positivesocial impacts These positive
impactsarise through the measures on automatic indexation of statutory minimum
wages, combined with indicators and indicative reference values afinimum wage

adequacy similarly to Package B. Automatic indexation may in sarases reinforce the

135 5ee especiallBraph A8.7 in Annex A8.2.

6 According to the latest data (see Annex A9.1), ten Member States would be exempted from taking any action
(Austria, Belgium, Denmark, Finland, France, Italy, the Netherlands, Portugal, Slovenia and Sweden). For data issues
related to collective bargaining coverage see Annex A4.6.
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impact of adequacy targets. This is because, in an indexation system, the impaet of one
off discretionary increases in the minimum wage is maintained by the automatic
increases in the following years.

Currently, automatic indexation is applied in six Member States (Belgium, France,
Luxembourg, Malta, Netherlands and Slovenia), so the package implies respective
reforms in all the other Member States with statutory minimum wages.It is
expected that the impacts of this package will benger in Member Stateshere the
national legislation does not define criteria or indicators to set and update the minimum
wage*’ in Member States whetie regularity of the updates is not defined by f&w
and in Member States where the involvement ofasqEartners in statutory minimum
wage setting is limited®®

Furthermore, similar to Package B, limiting the use ofvariations, deductions and
exemptions from statutory minimum wagesto well justified and proportionate cases
would also contribute to incremg the adequacy and coverage of minimum wages, but
again with a more limited impact than in Package A. These effects will be strengthened
by themeasure to introduce a 70% target on the collective bargaining coverage rate to
trigger action by Member St to promote collective bargaining.

At the same time, Package C could lead to unintended consequences related to

national industrial relations. This is because automatic indexation of statutory
minimum wages could significantly reduce the scope of sqrialr t ner sé6 i nfl ue
minimum wages and on wage developments in general. This can in turn lead to a
decrease in union density and in the coverage of collective agreements. The measures to
strengthen the capacity of social partners and encourage negatiati wages and the

measure to support collective bargaining when it is low can partly mitigate this indirect
consequence.

Finally, as in the case of Member States where minimum wage protection is provided by
collective agreements, the positive impactalbfthe packages ameinforced through

the provisions for enhanced enforcement and monitoringln particular, strengthening
enforcement of statutory minimum wages and of wage clauses in collective agreements
and ensuring compliance in public procuremsith wages set by collective agreements
and statutory minimum wages, can have a significant positive impact on both the
adequacy and coverage objectives of this initiative. Both measures, individually or in
combination, contribute to addressing incidernmfason-compliance, which are drivers of

gaps in coverage and insufficient adequacy of statutory minimum wage and unfair
competition, while their combination would reinforce the expected benefits. The measure
on enhancing monitoring and data collection naaiém on statutory minimum wages

and wages set in collective agreements would help collect uniform and comparable data

137 This is the case in Bulgaria, Estonia, Lithuania, and Romania.
138| e., in Bulgara, Czechia, Estonia, Ireland and Romania.
139) e., in Bulgaria, Czechia, Spain, Croatia, Hungary, Latvia, Malta, Poland, Portugal, Slovenia and Romania.

52



in view of monitoring the progress achieved in the implementation of the initiative.
Furthermore, reliable EU monitoring and data coiteticontributes to the transparency

of the national systems.

Box 1: Social impacts of various indicative reference values in Packages B and C

To estimate the magnitude of the social and economic impacts of various ref
values, a microsimulatioexercise has been conducted using the Euromod ridel.

The highest reference values are close to the highest statutory minimum wag

erence

es

currently observed in the EU. According to Eurostat estimations for 2019, only

Portugal has a statutory minimum wage ab&®8 of the median and 50% of the

average wage. Bulgaria, France and Slovenia are at or close to 60% of the media|

countries approximating 50% of the average wage are France, Slovenia antf'Spain.

In contrast, the lower reference values would imply agap to be closed for aboult

n, while

one-quarter to one-third of Member States. A reference value of 50% of the medign

wage would imply increases for 9 Member States from their 2019 levels (Cz

Croatia, Estonia, Germany, Greece, Ireland, Latvia, Malta, theeNands; the implied

increase would be small in Croatia, Greece and the Netherlands). Meanwhile, a re
value of 40% of the average wage would imply increases for 6 Member States: C

Estonia, Hungary, Ireland, Latvia and Malta. See also GrdighlAand Table A12.1 inp

Annex Al12.1.

Intermediate reference values would imply gaps to close for oftlf to two-thirds
of the Member States.In particular, an intermediate reference value of 55% of

median wage would imply increases for 15 Member Sidtkese are, in addition to the

ones below 50% in 2019: Belgium, Slovakia, Hungary, Lithuania, Luxembourg

echia,

ference
zechia,

the

and

Poland. Meanwhile, an intermediate reference value of 45% of the average wage would

imply increases for 17 Member States. These are, in addditme ones below 40% i
2019: Belgium, Bulgaria, Croatia, Germany, Greece, Lithuania, Luxembourg
Netherlands, Poland, Romania and Slovakia.

While more or less stringent reference values can be defined both in terms of t
average and the median wag both indicators have somewhat different implications
for individual Member States. In particular, reference values based on the ave
wage are somewhat more stringent for Member States with generally low

n
, the

ne

rage
er or

intermediate wage levels such as Bulgakmingary, Portugal and Romania, while

reference values based on the median wage are somewhat more stringent f
intermediateto-higher wage countries such as Belgium, Germany, Greece, Maltg
the Netherlands.

DI some
1, and

140 Annex A12.1 presents simulations of impacts on wages, Annex A12.2 on other social impacts (watjgyiriegqua
work poverty, the gender pay gap), while Annex Al12.4 presents employment impacts. For a description of the

methodology, see Annex A4.3.
141 gee alscrror! Reference source not found.on pages.

53



Reaching indicative reference valuesould increase the wages of more than 2
million workers (highest reference values) or 10 million workers (intermediate

0

reference values).If Member States increased their minimum wages to the highest

reference values, wages could increase for 22 milliorkers (at 60% of the median

wage) or 24 million workers (at 50% of the average wage). At intermediate reference
values, the number of direct beneficiaries is estimated to be 11 million (55% of median

wage) and 12 million (45% of the average wage). Thierdihce is larger between bqg

th

low reference values: if statutory minimum wages were increased to 50% of the median

wage, this would increase wages for 5.4 million workers, while increases to 40%
average wage would benefit 0.7 million worké&ts.

Higher reference values have a higher impact on overall wage$n particular,
minimum wage increases to the level of the highest reference values would
increases in overall wages of about 1% at the EU level. Increases to intern
reference valuewould imply an overall wage increase of about 0.4%, while the I
reference values imply smaller increa¥sThese social benefits in terms of increa
wages are shown by Member States in Graph A12.4 in Annex A12.1.

Significant reductions in in-work poverty are implied if Member States increase
their minimum wages to various possible reference valué$? These impacts deper
on the magnitude of the minimum wage increase implied by various reference valy
also the number of workers affected in eaohintry, among other factors. In particul
eight EU countries would witness a reduction by more than 20%-woik poverty
should they increase their statutory minimum wage to a reference value of 60%
median gross wage or 50% of the average. mbst significant reductions in -work
poverty would be observed in Estonia, Greece and Romania whem@knpoverty is
comparatively high, but also in Germany, Hungary and Luxembourg, albeit from a
baseline. More significant reductions would bei¢gplly between 10% and 20%
minimum wages were increased to the intermediate reference values (45% of the
wage or 55% of the median), while they would remain close or below 10% for the
values (40% of the average wage or 50% of the median).

Minimum wages increase wages of lowage earners much more than their possibls
negative impact on jobs:*®> Possible negative employment effects would remain b
0.2% in most cases if all Member States increased their minimum wages to the
referencevalues. The employment effect would exceed this in Estonia and Ireland
case of 40% of the average wage and, in addition, in Germany, Greece and Luxe
in the case of 50% of the median wage. Possible negative employment effects
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142 calculations based on Euromod simulations on the share of workers affected (Annex A12.1) and LFS data on the

number of employees in 2019.

143 The estimated increase in the EU wage bill is about 0.2% with all statutory minimum wages at 50% of the median

wage, while the increase is 0.01% at 40% of the average wage.
144 Eor more detail on the social impacts of hypothetical minimum wage scenarios, see Annex A12.2.
145 Eor more detail on the employment impacts of hypothetical minimum wage scenarios, see Annex A12.4

54



remain belav 0.5% of total employment in most cases if minimum wages were increased
to intermediate reference values, and below 1% in all cases. Employment effects would
remain below 0.8% in most cases for high reference values, but would reach|1% in
Greece and Estanand Ireland (at 60% of the median wage) as well as in Greece and in
Romania (at 50% of the average wage).

6.2 [Economic impacts

Economic impacts of various policy packages are presented, as in the case of social
impacts in the previous section, in four subsgions. The first two subsections discuss
impacts that are common to all packages, for each minimum wage setting system
separately. The last two subsections present impacts that are specific to individual policy
packages; this discussion is also dividedrdgimum wage setting systems.

6.2.1 Impacts of all packages on Member States where minimum wage
protection is provided by collective agreements

The economic impacts of all packages are expected to be small in countries where
minimum wage protection is providedby collective agreementsMeasures related to
strengthening collective bargaining are expected to increase the coverage and adequacy
of wages set in collective agreements, although the exact impact depends on the action
taken by Member States. These meesware expected to bring some social benefits (see
Section 6.1.1 ) but are not expected to lead to significant economic impacts.

At the same time, some economic costs can be expected under all packages,
especially for public authorities, however, it is ot possible to quantify the
magnitude of these costsThese include small oradf costs that could arise in the case
Member States would be required to provide for a regulatory framework or enabling
conditions, and to establish an action plan to promdteative bargaining. These costs
could be accompanied by respective small-ofieosts of familiarisation with the new
provisions. In addition, Member States could incur costs arising from promoting capacity
building activities for social partners, the gmtude of which will depend on the amount

of funds that Member States will choose to dedicate. Finally, additional costs might arise
from the implementation of the enforcement and monitoring provisions (for more
information on the latter see section 6)2.3

6.2.2 Impacts of all packages on Member States with a statutory national
minimum wage

Impact on labour costs, prices and profits

By contributing to higher minimum wages, the economic effects of all packages
include increased labour costs for firms, increasd prices and, to a lesser extent,
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lower profits. Increased wage costs are a direct consequence of increased wages paid to
minimum wage earneré® The ensuing effects on prices and profits depend on whether
firms can pass on higher wage costs to consurhersigh price increases or if they can
counterbalance them by cutting costs elsewhere or through increased productivity. Past
research found some evidence that minimum wage increases lead to increases in prices,
and only limited evidence that they lead teeduction in profits*’ More recent research,

based on previously inaccessible data sources which link information on employees with
employer balance sheets, found that minimum wage increases indeed result in an
improved situation for lowvage workers (dgste higher prices), while the costs are
borne by highewage workers (as a result of increased prices) and, to a lesser extent,
firms (in the form of reduced profit$f® The study finds that about ¥ of the economic

cost of higher minimum wages is borne dpnsumers, while about % is borne by firms.

This particular estimate reflects the specific context of Hungary, a transition economy,
facing increasing international competition for its exporting firms in the runup to its
accession to the EU, and issuested to norcompliance (e.g. the practice of envelope
wages) possibly cushioning the effects for smaller firms more than for others.
Nevertheless, it is valuable because it is the first direct estimate of these shares due to the
high-quality data used irhe study:*® In general, the impact on firms is mitigated by the

fact that the propensity to consume of lamige earners is relatively higher, thus
supporting domestic demar.

Impacts on consumption

All packages are also expected to increase the consumption of lovecome groups,

while the impact on aggregate consumption would be smalkincehigher minimum
wages increase the income of levage earners, but indirectly also consumer prices, the
impacton consumption is theoretically ambiguous. Recent evidence, including analysis
by theEuropean Commission found that higher minimum wages have a positive impact
on the consumption of loamcome groups, in spite of increased prices, while the effect
of higher minimum wages on the consumption of higheome groups is not
statistically significantly different from zerg®

146 The countervailing impact of reduced employment is small, as is shown in the discussion in the previous subsection.
“"sSee, e.g., Card and Krueger (2016): oOoMyth and measurem
Twentiethanniversary edition, 2@l Princeton University Press, especially Chapter 10.

“Harasztosi and Lindner (2019) AmeficathEconéhicyRevied® (8), pp.he Mi ni mu
26932 727. The authors find that Aaround 2 %owe @dfits,amdiso of t he i

paid by the firm owners, and around 75 percent is paid b
minimum wage raised income of lewage workers, while the higher output prices are more or less equally shared
amongcom umer s, our evidence underscores that the minimum wag

149 Qualitatively, the findings are in line with the body of literature surveyed by Card and Krueger (2016, op cit).
1505ee Annex A12.5 (b)) and European Commis§2016): LMWD 2016 Report, DG EMPL.
151 See Annex A12.5 (a)) and European Commission (2016): LMWD 2016 Report, DG EMPL.
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Impacts on output, competitiveness, productivity, and the business environment

The impact of the packages on aggregate output and prodtivity will most likely be

small while the direction of the impact is ambiguousEconomic models suggest that

the effect of minimum wages on economic activity is broadly neutral whenever
employment effects are small. Moreover, when impacts on employmdnbdput are

small, crossborder effects, i.e., impacts on the internal market through an effect on the
aggregate competitiveness of export industries, are also ‘Shélee a discussion of
possible sectoral impacts beloW#®)The simulations prepared fdii$ impact assessment
show that, while the wage increases for minimum wage earners exceed 10% or even 20%
in a number of Member States and scenarios, the increase in the overall wage bill is more
muted, rarely exceeding 1%. This means that increased nmnivage levels as a result

of the initiative are not expected to significantly impact aggregate competitiveness of
Member States. The experience of Member States that introduced a statutory national
minimum wage in recent years also suggests no negatiaeimpn output, productivity

or competitiveness, even though, admittedly, the Member States at the time enjoyed a
favourable growth environmefht?

At the same time, all the packages may have positive impacts on productivity at the
level of the individual firm. A recent ECB survey of Central and Eastern European
firms finds that most executives would react to minimum wage increases by cutting non
labour costs, increasing product prices, and improving productiitgvidence in
specific countries suggests ath minimum wage increases can indeed increase
productivity in the lowpaid sector>®

In addition, Packages A and B can improve productivity by strengthening collective
bargaining. Strong collective bargaining leads tetter wage conditions, which may
induce employees to work more productively and companies to adapt faster and more
smoothly to changed market conditions, thus fostering productivity growth.

By means of clear and stable frameworks for minimum wage setting, all packages
would also improvethe business environment, reduce uncertainty and volatility and
enable employers to plan aheadAt the same time, the strengthened involvement of
social partners in setting the statutory minimum wage also leads to a more predictable

2European Commi ssion (2019): fMacr oebhased snmlations esinf tbet s of m
QUEST model 0, DGe&m&LCHANMExXA4See a su

SEuropean Commi ssion (2019): i Ma ¢ r o ebased sinmlations asing thec t s o f m
QUEST model 6, DG ECFIN. See a summary in Annex A4. 1.

4 see Annex A12.6 for a survey.

%% Bodnér, K., L. Fadejeva, S. lordache, LaM k, D. Paskaleva, J. Pesliakaitéa, N.
Wyszy EKki . (2018): AHow do firms adjust to rises in the n
E u r olpAelournal of Labor PolicyVolume 7.

®Rizov, M, R Croucher and T Lange (2016), #ATHadtshUK Nati onse
Journal of Managemer7(4): 819 835).

B¥"poljcardo L., Punzo, L. F. and Sanchez Carrerraisesko., J., @
2018.
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minimum wage settingwhich takes into account all relevant social and economic
developments preserving as such employment and competitiveness. Furthermore, taking
into account their views can have positive effects on the investment decisions of firms.

Improved enforcement of mnimum wage rules has positive effects for compliant
firms. This is because it reduces or eliminates the illegitimate cost advantage-of non
compliant firms. Since the incidence of roompliance is likely to be higher in services
sectors and in small firmst is likely that its economic impacts involve somewhat
increased prices by such providers but international competitiveness is unlikely to be
affected.

Sectoral impacts

The impacts of the considered policy packages on specific sectors depend on
whethe they employ many minimum wage earners and whether the demand for

their output is sensitive to domestic purchasing powelSuch impactsre expected to

be modest for firms active in sectors that are sensitive to domestic demand for two
reasons. First, themain competitors are also affected by the same policy change, so it is
more likely that this increase in labour costs will be passed on to the consumers. Second,
the minimum wage increase raises the purchasing power eivéme workers, which

may increas the demand for their products and services.

Potentially negative impacts on external competitiveness, notably in agriculture and
industry, are possible and should be monitored by Member State$hese sectors are
likely to be less able to pass on costr@ases to consumers as they are more integrated
into external markets than othehs.agriculture, about one in four workers are minimum
wage earners, while the share of minimum wage earners is lower in industry (about 8%)
than in other sectors® However,since these sectors, and especially agriculture, have a
relatively small share in overall employment, most minimum wage earners are not
employed in agriculture or industry, but rather in servicésRatterns vary across
Member States, and there are a fewniber States where both the share of minimum
wage earners is comparatively high and many of them work in agriculture or indiistry.
particular, this is the case in some Central and Eastern European Member States (e.g. in
Bulgaria, Croatia, and Romani&}.In these cases, such impacts may be stronger. This
should be taken into account in the minimum wage setting framework as part of the
relevant economic circumstances when informing the setting and updating of the
statutory minimum wage.

%8 See Annex A7.2, and in particular, Graph A7.7, for more details. The high sharewhlgawearners in agriculture

is also emphasises in a recent study by the European Commi

intimesof COVD 19 pandemi co, Jimk).nt Research Centre (
159 5eeGraph A7.6 in Annex A7.2.
180 5eeGraph A7.1in Annex A7.1 andsraph A7.6 in Annex A7.2.
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Impacts on SMEs

As a result of increased minimum wages, labour costs of small and medium sized
enterprises (SMEs) will increase Employees of SMEs have a higher chance of being
minimum wage earners. In particulawhile SMEs (with less than 250 employees)
employ abouttwo-thirds of all workers in the Etf' they employ almost 90% of
minimum wage earners. Similarly, while small firms with less than 50 employees employ
about onenalf of all workers in the EU, they are estimated to employ abouthirds of
minimum wage earers:®® For this reason, SMEs are more affected by minimum wage
increases than other firms. In particular, the increase in labour costs to SMEs (or small
firms) is expected to be proportional to their share in the employment of minmag®
earners. At thesame time, since many of them are active in sectors sensitive to domestic
demand, they may pass on these costs to increased prices, also because increased
minimum wages may increase demand for their services. Calculations on direct costs for
SMEs implied ly various norbinding reference values of minimum wage adequacy are
reported in Box 2 in Section 6.2.4.

A boost in domestic spending following minimum wage increases may explain why

the academic literature has not found systematic evidence that small fisrare more
negatively affected by minimum wage increases than other firmdn contrast, the
extensive academic literature on restaurants has found that, in most cases, enterprises in
this sector may benefit from minimum wage incred&&Most of the existig evidence

is based on sect@pecific studies, in particular those related to the hospitality sector
which employs many minimum wage earners, while studies focusing on impacts on
SMEs in general are scarce. Only recent studies have been able to assepadtseof
minimum wage increases on a broader range of SMEs. According to one of these studies,
the 2015 introduction of the minimum wage in Germany has not reduced empld§ment,
but it may have induced a movement of some workers from smaller firms ter bet
paying jobs, in some cases offered by larger compaMidhis implies that some small
companies, especially in lewage regions, may find it difficult to compete for workers
when minimum wages are increased. This appears to be true especially foliremall

181 EyrostatStructural business ststics overview

1620 the distribution of minimum wage earners by firm size, see Annex 7.2, and in particular Graph A7.8. The graphs

are based on ESILC data which do not allow a differentiation between medsirad and large firms. Combining

these data wh information with EUSES, a similar picture emerges for all SMEs: these firms (employing up to 250

employees) employ about twbirds of all workers in the EU, and almost 90% of all minimum wage earners.

183 The first major scientific study finding posiévmpacts of minimum wages on employment was a study of fast food
restaurants: Card, D. and A. B. Krueger (1994) AMini mum W
and Pennsyl vani a Amarean Edrmowmid ReVvigBd(4):s772v98. Marg récent studies have found

similar resul ts, see, e. g.: Dube, A, S. Nai du, and M. R
wa g &R Beview60(4): 5225 4 3 ; Hi rsch, Barry T, Bruce E Kauf man, and Te
channel s o f Indastipl Redatiome A Joyrral of Economy and Socibt(2): 199239.

184The employment rate in Germany in the@%age group increased from 73.8 in 2014 to 74.7 in 2016, in the context

of an EUwide recovery. The studies assegsine impacts of the introduction of the minimum wage are not based on

these aggregate figures but rather compare more affected regions and firms with less affected ones to tease out the

causal effects of the minimum wage.

165 pystmann, Ch., A. Lindnet). Schénberg, M. Umkehrer, and Ph. vom Berge (202®e al | ocati on Effect s
Mi ni mum Wage: Evi dence From Germanyo, CREAM Discussion Pay
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with less than 50 employees, while medigired companies (between 50 and 250
employees) appear to have increased their employment after the minimum wage increase,
similarly to larger one&?®

Minimum wages may also have unintended consequences amslmess dynamics, but
research is inconclusive about these effects so faie case study on the introduction

of the German minimum wage has found that small firms in more affected regions appear
to have have had an increased rate of exit after the imtiodiof the statutory minimum
wage in 2015°% The body of existing evidence on this is, however, inconcl§ive.

On the other hand, SMEs are expected to profit from more stable and transparent
mechanisms to set statutory minimum wagesThis will help SMEsto anticipate
developments in the minimum wage and mitigate any negative impacts. The quality of
minimum wage setting frameworks, including the involvement of social partners, was
emphasised by employer representatives during the consultdfidnsddition, in cases

with significant negative unintended consequences for SMEs, Member States may
choose a more gradual approach to increase minimum wages, or may adopt mitigating
measures such as reducing the tax or contribution burden on minimum wages.

Moreover, all packages provide flexibility to Member States to adjust minimum

wage increases taking into account the impact on SMER package A, the prominent

role of the social partners in the decisioaking process for setting minimum wages
would ensure thathe interests of SMEs are duly taken into account when setting and
updating minimum wages. In package B and C, as the reference values would be
indicative, compliance with adequacy indicators could be gradual taking into account the
economic circumstancesné specificities of SMEs, especially in cases where the
potential negative impact of minimum wage adjustments on these firms would be large.

Impact on public budgets and public authorities

Through minimum wage increases, the initiative is expected thave a small but
positive effect on public budgets/® According to analysis done with the Euromod
microsimulationmodel, fiscal effects of increased minimum wages are estimated to be
positive in almost all cases, driven by increases in tax revenuesduntions of benefit

166 Calculations by Prof. A. Lindner based on Dustmann et al. (2020, op. cit.), in his expert report submitted for this

i mpact assessment, on the AEffects ofsigteat vetnotreyr pmii siemwm
summary of this report, see AexA4.1.

167 Dustmann et al. (2020, op cit.)

168 Eor example, Rohlin (2010) finds no indication that exit rates increase in response to the minimum wage, but finds

that firm entry is reduced at the most exposed industries. On the other hand, Aarons(0&8gfind that both exit

and entry rates increase in the restaurant sector, especially for chain restaurants. See: Rohlin, Shawn M., 2011. "State
minimum wages and business location: Evidence from a refined border appréaeimal of Urban Economics

Elsevier, vol. 69(1), pages 1431 7 January; Aaronson, D., French, E. , Sor ki
and the Minimum Wage: APut@ | ay A p pnhteraatiandl Economic Revievg9: 5184.

189 SMEUnited (2020): Response to first phase consultation of social partners under Art 154 TFEU on a possible action
addressing the challenges related to fair minimum wages; See Annex 2 for a summary of consultations.

10 For a description of the methodologge Annex 4.
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expenditure. The magnitude of these effects is small. The overall improvement of public
budgets is smaller or close to 0.1% of GDP in the scenarios implying smaller changes,
while it reaches 0.4% of GDP in a few cases where minimugesvare increased to

60% of the median wage (in Estonia, Germany, Greece, the Netherlands) or 50% of the
average wage (in the Netherlands, Poland, Rom&ftia).

The strengthening of enforcement of minimum wage rules may have direct costs for
public administrations, but it may also result in increased revenuelncreased costs

are involved if the improvements are based on increased staff and other resources, while
increased wages and reduced undeclared work are expected to result in increased
revenues in labauaxes and social security contributions.

The initiative is expected to bring some costs to the public authorities, however, it is

not possible to quantify the magnitude of these costSuch costs include small coé

costs that could arise in the cadamges would be required to the current minimum wage
legislation or to the legal framework on collective bargaining or the legal framework on
enforcement, and respective small -afie costs of familiarisation with the new
legislations. In addition, compli@e costs may arise in case Member States would be
required to take measures to ensure the timely and effective involvement of social
partners in minimum wage setting and updating. In particular, these costs would be
higher in case Member States would kguired to establish new consultative bodies.
Moreover, Member States could incur costs arising from promoting capacity building
activities for social partners, the magnitude of which will depend on the amount of funds
that Member States will choose to dede. Finally, costs may arise from monitoring and
data collection mechanisms, which will depend on the changes that would be required to
the current systems while additional costs could be envisaged due to the implementation
of enforcement provisions ankh particular from strengthening the enforcement of
statutory minimum wages and wages set in collective agreements, and ensuring
compliance in public procurement with wages set in collective agreements and with
statutory minimum wages.

6.2.3 Impacts of the ingidual packages on Member States where minimum
wage protection is provided by collective agreements

While there are differences between the packages regarding their social impacts on
these Member States, their economic impacts are expected to be smallhile
Package A is expected to have the most significant impact on the collective bargaining
systems due to the use of administrative extensions, the packages are not expected to
have a significant economic impact at the aggregate level on these Mentbsr Sta

However, as mentioned abovepme economic costs can be expected under all
packages arising from the provisions of enforcement, monitoring and data

11 Eor more information, see Annex A12.8.
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collection. In particular, both strengthening the enforcement of wage clauses in collective
agreementand ensuring compliance in public procurement with wages set by collective
agreements would possibly require increasing the capacity of the current enforcement
mechanisms. However, the magnitude of these costs would depend on the adjustments
that would berequired to the current system. Furthermore, additional costs could be
expected from the provision on monitoring and data collection given the current
significant challenges which exist in this domain in most of the Member States where
minimum wage protamon is provided by collective agreements (see Annex A4.6 for
details on data issues).

6.2.4 Impacts of the individual packages on Member States with statutory
minimum wages

Economic impacts of increased minimum wage levels are expected to be
proportional to their social benefits Thi s i s because an increase
means increased labour cost for firms. This cost may be shared between employers (in

the form of reduced profits) and consumers (in the form of higher prices) but this does

not loosenthe close link between social benefits and economic costs. For this reason,
economic costs are expected to be largest for Package B, which is expected to have the
largest social benefit, followed by Package C and Package A (medium impacts).

At the same time, differences in governance aspects of minimum wage setting
frameworks imply additional differences in economic costs, which loosen this
proportional relationship. Package Arings additional benefits in terms of an improved
business environment becaudethe high collective bargaining coverage, as well as the
strong and decisive involvement of the social partners in both the minimum wage setting
and updating and in enforcemehtowever, the bipartite and tripartite decisioaking
bodies involve economicosts related to the possibility that, in some cases, agreement
may be difficult or impossible to reach. This could reduce the benefits of such an
arrangement for the predictability of minimum wage setting.

Package B would improve the business environmérboth by a clearer and more

stable framework and a stronger involvement of social partners and sufficient
flexibility to take into account economic conditionsCriteria for setting the minimum

wage, including indicators and indicative reference valuegeelto adequacy make it
easier for workers and firms to understand and anticipate minimum wage setting, even
though the updates do not follow an automatic rule. The involvement of social partners is
strengthened and all information is brought to the &tterof the decisiormakers and

the public, but updates do not depend on whether a consensus can be reached among all
stakeholders. Most importantly, this package includes sufficient flexibility to allow
economic conditions to be taken into account. Thesva Member States to take a more
gradual approach to reach adequacy targets if the economic situation or considerations
related to impacts on some sectors, regions or SMEs justify this. Thus, this package
ensures that economic costs remain low as cordpgarie social benefits.
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Package C, and the automatic indexation in particular combined with the impact of
indicative reference values on adequacy, could imply additional economic costs
because of its lack of flexibility. Automatic indexation systems nakt easy for the

public to understand and anticipate minimum wage updates, but may not be sufficiently
flexible under some circumstanceBhis is because automatic rules cannot take into
account all economic and social circumstances, which may becomantelender some
circumstances, as this would make any rule too complex. For this reason, while
indexation systems are, by definition, the most predictable among the systems, they may
cause disadvantages for the business environment under some circumstances

While increased minimum wages generally improve public budgets, the various
packages may involve some costs of smaller magnitude for the governmeAs
explained above, direct costs may be involved related to the capacity building of social
partners (inall Packages), for the setting up of bipartite or tripartite bodies (for Package
A) as well as on®ff costs related to the adjustment of existing rules to comply with the
initiative.

Finally, similarly to the case of Member States where minimum wageqpiat is
provided by collective agreemengme negative economic impacts can be expected
under all packages arising from the provisions of enforcement, monitoring and data
collection. In particular, strengthening the enforcement of statutory minimunesvagd
wages set in collective agreements and ensuring compliance in public procurement with
wages set by collective agreements and statutory minimum wages would possibly require
increasing the capacity of the current enforcement mechanisms. Howevegghituaie

of these costs would depend on the adjustments that would be required to the current
system. At the same time, the costs arising from the provision on monitoring and data
collection are expected to be smaller than in the case of Member Statesmvhienum

wage protection is provided by collective agreements given that the challenge is smaller
in Member States with statutory minimum wages. Nevertheless, data gaps still exist,
especially regarding the share of ravered workers or the share of wers affected by
specific variations in or deductions from minimum wages.
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Box 2: Economic impacts of various indicative reference values in Packages B and

C

Higher reference values have higher economic costs for firms and consume$acial
benefits in terms of higher wages directly translate into increased labour costs for
At the highest reference values, the overall increase in the wage bill is about 1%
EU level, which translates to about EUR-53 billion of total ecoomic cost for

firms.
at the

consumers and firms. The increase of the wage bill is about 0.4% at intermediate

reference values (translating into about EUR220billion of economic cost) while the

lower reference values imply smaller increa$ésAs the economic costs eroadly

proportional to the social costs, the incidence of the costs by Member States |can be

inferred from Graph A12.4 in Annex A12.1.

Most of this cost is borne by consumers in terms of higher prices, while a smaller

share is borne by firms.According b a recent estimate, consumers bear about 75% of

the cost in the form of higher prices, while firms bear about 25% of the cost in the

of lower profits'”®

About 85-87% of the increased labour cost in the EU is expected to affect SME

(employing less han 250 workers) based on their share in the employment of

mi ni mum wage earner s, w kthirds hshare xirc everdlls
174

form

S

SMEs ¢

employment."® About twothirds of the increased labour costs associated with higher
statutory minimum wages are expected todffaicro and small enterprises (employing
less than 50 employees), divided almost equally between both categories. An additional

20% of the costs would affect meditsized firms. The remaining 185% of the costs is

expected to fall on large enterprisesg<Graph 6). This corresponds to the share of these
categories of firms in the employment of minimum wage earners in the countries affected
by various scenarios. The additional annual costs for SMEs are estimated to be about
EUR 45 billion if Member State increase their statutory minimum wages to |the

intermediate reference values (55% of the median wage or 45% of the average

wage),

while the they could be about EUR -12 billion of Member States increase their

statutory minimum wages to the highest refieee values (60% of the median wage

or

50% of the average wage). Finally, annual costs to SMEs could be close to EUR 2.5
billion if Member States increased their minimum wages to 50% of the median wage,

while costs would be very small based on a refereattee\of 40% of the average wage.

172 The estimated increase in the EU wage bill is about 0.2% with all statutory minimum wage, translating to about

EUR 11 billion at 50% of the median wage, while the increase is 0.01% at 40% of thgeawage.
This figure is based on the estimation of Harasz

tosi, P.

American Economic Review, Vol. 109(8): 262327. Since most of these consumers are hot minimum wage earners,

the minimum wage has clear redistributive effect.

74 See Annex A12.12, for more details, on the division of total costs by firm size. The share of minimum wage earners

by Member State and firm size is estimated from&UC, as shown in Annex A7.2.
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Graph 6: Breakdown of annual costs for firms by firm size, scenarios of complianc

with various indicative reference values, billion EUR
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Note: Calculations based on Euromod simulations conducted by the European Commission, Joint Research
Centre.

Very high reference values may increase the risks in terms of economic impacts,
which are not taken into account in the simulationsin addition, the highest reference
value involves significant risk in terms of implementation. Risks related to employment

and economic impacts related to the highest reference values (60% of the median wage
or 50% of the average wage) are likely to lessmme Member States towards non
compliance.

6.3 Impacts on fundamental rights
6.3.1 Impacts of all packages

Adequate wages and strengthened collective bargaining also support gender
equality and help reduce the gender pay gap? This is because a majority of
minimum wage earners are womeResearch into the distributive function of minimum

wages illustrates that there is a link between the level of minimum wages and positive
pay equity effects: Afcountries with higher
low wage employment, more compressed wage structure (in the bottom half of the

" Blau F.D.and KahnL.MiUnder st anding international differences in t

National Bureau of Economic Research, April 2001.
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di stribution) and be'f°The findihgrthatiingpeted miimumf pay
wages reduce the gender pay gap is confirmed by Euromod simulations prepared for this
impact assssment. In particulathe reduction in the gender pay gap is significant in a
majority of countries (reaching 10% under some scenarios), including in some EU
countries where the gap in average wages between men and women is high (e.g.,
Czechia, Latvia, &rmany)'’’ Strengthened enforcement would also contribute to
supporting gender equality and equal pay for equal W8rk.

6.3.2 Impacts of the individual packages

All packages are expected to reduce the gender pay gap through their impact on
minimum wages.As the impact on minimum wage levels is expected to be strongest in

the case of packages B and C, these packages are expected to have the strongest impact
of the gender pay gap.

6.4 Comparing the policy packages

In this section, the policy packages are comped against the core criteria of
effectiveness, efficiency and coherencdeffectiveness refers to the extent that the
packages help achieve the social objectives of the initiative. Efficiency, in turn, refers to
the ratio of these benefits to the assodatests. Overwhelmingly, these costs are
economic costs for firms and consumers, as well as possible costs for workers in terms of
a reduction in employment. Other types of costs, e.g. administrative costs, are of overall
small magnitude as compared togbeThe key results are presented in Table 2, based on
the assessment of benefits and costs discussed in the impact sections.

Table 2: Comparison of policy packages

Baseline Package A Package B Package C

Effect?veness _ 0 o s it
(meetingobjectives)

Adequacy 0 ++ ++ .
Coverage 0 +++ ++ ++
Efficiency 0 +++ +++ ++
Coherence]incl.

fundamental rights] 0 A A et

Notes: For the purpose of comparing the impacts of the packages with the baseline scenario, all_criteria_ have equal
weight and a sevestage qualitative grading scale is_used: significant positive impact/gains (+++), medium (++),
small (+), no impact (0), smaflegative impact/cost), medium {-), significant(---).

Gri mshaw, D. and Rubery, J. (2013) f Tlae setandrderpaput i ve f ur
equityef ect s 0, in Grimshaw, D. (ed. ), Mi ni mum wages, pay equ
London: Routledge, 8111.

177 See Annex A12.1 for detailed results.

178 Research has found a reduction in the gender wage gap at the bottom of thetidisti Ireland. However, the

same study did not find a reduced gender gap in the United Kingdom. The authors suggest that this is due to non
compliance with the mini mum wage | egislation. See: Bargali
wages and the gender gap in pay. Evi dence fr-O2LISER.e UK and |
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6.4.1 Effectiveness

Package B would have the most significant positive effectivenedgost importantly,
together with Package C, it is the most effective to guide national frameworks to set
statutory minmum wages because of the inclusion of indicators and indicative reference
values of minimum wage adequacy. Package B complements this with ensuring that clear
and stable criteria to guide updates of statutory minimum wages are in place, as well as a
strenghened participation of social partners as compared to the basatiieagthened
collective bargaining and enforcement contribute to the effectiveness of the package both
in terms of adequacy (in Member States with both types of systems) and coverage in
Member States relying on collective bargaining to set minimum wabesprecondition

of the 70% collective bargaining coverage rate to trigger action to strengthen collective
bargaining would help to counter its declining trend and thus result in a medium
effectiveness to increase coverage.

Higher reference values are more effective in increasing the adequacy of statutory
minimum wages. In particular, the highest reference values are associated with very
significant social benefits, intermediate referemaies are associated with significant
social benefits, while the lowest reference values are associated with moderate social
benefits'’® Reference values relative to the median versus average wage somewhat differ
in terms of the group of countries affec{esde Box 1 in Section 6.1.4

Package C would have also high effectivenes3his package combines indicators and
indicative reference values of minimum wage adequacy with automatic indexation,
instead of a framework based on criteria and more discratiohis the case of Package

B. Furthermore, as in the case of Package B, strengthened collective bargaining and
enforcement contribute to the effectiveness of the package both in terms of adequacy (in
Member States with both types of systems) and coeeradlember States relying on
collective bargaining to set minimum wages. The precondition of the 70% collective
bargaining coverage rate to trigger action to strengthen collective bargaining would help
to counter its declining trend and thus, it wouldbalesult in a medium effectiveness to
increase coverage.

Package A would have intermediate effectivenes§he measure providing for bipartite

or tripartite decisiormaking bodies, in combination with national benchmarks of
minimum wage adequacy, could le#ective in improving the adequacy in Member
States with statutory systems. However, such a setting also involves risks. It may take
disproportionally long to reach agreements about minimum wage updating in such a
setting. The effectiveness of such a egstmay also depend on the rules of update in
case no decision is reached in the bipartite or tripartite bodies.

1% For a more detailed comparison between the reference values, see Annex A12.9 and Annexes 12.1 and 12.2 for
detailed, countrspecific simulationesults.
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6.4.2 Efficiency

In most cases, economic costs, which are the main costs associated with the
packages, are expected to be broadly proportional to siat benefits. This is because

wage increases are direct benefits for workers while they are direct costs for firms.
Differences between the packages regarding efficiency arise because some packages
involve costs related to additional risks to employmenttle competitiveness of
particular sectors. Competitiveness concerns may be more significant in Member States
in which many minimum wage earners are employed in in manufacturing or agriculture
(e.g. in Bulgaria, Croatia, and Romani&).This subsection expins how these costs
affect the efficiency score of the three packages. The ranking of packages in terms of
efficiency presented in this section is mainly based on the impacts in Member States with
statutory minimum wages, as the packages are similarrnimstef their efficiency in
Member States where minimum wage protection is provided by collective agreements.

Package B has a very high efficiency as it combines the most significant social
impacts with low risks in terms of economic costsWhile indicativereference values

and clear criteria for the setting and updating statutory minimum wages are expected,
along with other measures in the package, to strengthen the adequacy of minimum
wages, the package includes sufficient flexibility for Member Statéskinto account
economic impacts and possible effects on specific regions, sectors and SMEs under the
particular circumstances. This means that they can take a more gradual approach if the
risks in terms of costs are perceived to be high, which linsis melated to economic
Costs.

Various reference values of minimum wage adequacy can be similar in terms of
efficiency. While the ratio of the minimum wage to the median wage may be a more
accurate indicator of wage compression at low wages than theéadtie average wage,

it is based on a more complex statistical concept and may be harder to communicate for
the wider public. Both can provide useful guidance for minimum wage sé&tting.
Especially since Member States have sufficient flexibility to take mtcount all
relevant factors of minimurwage setting, including economic costs and impacts on
firms and competitiveness, all reference values can lead to an efficient ratio of social
benefits and economic costs. This is true for the lowest, intermediate highest
reference values. At the same time, the highest reference values (60% of the median
wage or 50% of the average) may involve higher risks in terms of employment and
economic impacts, and some risks in terms of implementation.

180 SeeGraph A7.1in Annex A7.1 andGraph A7.6 in Annex A7.2. The graphs are based on&UC data which do
not allow a differentiation between meditgized and large firms. Combining these data with information with EU
SES, a similar picture emerges for all SMEs: these firms (employing up tar36yees) employ about twthirds of

all workers in the EU, and almost 90% of all minimum wage earners.

181 For a more detailed comparison between indicators and reference values, see Annex A12.9.
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While Package A s less effective than Package B, it is similarly efficienfThis is
because economic and social costs are expected to be broadly proportional to social
benefits. A statutory minimum wage setting mechanism driven by a bipartite or tripartite
decision makindpody does not involve additional risks in terms of these costs.

Package C has intermediate efficiencyWhile it is expected to be very effective in
reaching the social goals of the initiative in Member States with statutory minimum
wages, it involves ecmmic costs related to risks in terms of employment and
competitiveness impacts. Particularly in bad economic times, such as times of high
unemployment, automatic indexation may be less able to take into account the economic
and employment concerns thare timore flexible approach based on criteria in Package
B. In particular, automatic indexation systems have been found to have difficulties in
taking into account the economic circumstances in the wake of the financial crisis of
2008!% These considerationseaparticularly relevant in the current economic context
strongly affected by the Cowtl9 pandemic. Evidence also suggests that employment
impacts of minimum wage increases may be larger under automatic indéfafiis
inflexibility can result in disprportional economic costs under some circumstances.

6.4.3 Coherence

In terms of coherence, all the packages considered under this initiative are coherent
with the social goals of the EUin so far as they contribute to the Treabsed goals of
promoting employmet and improved living and working conditions (Article 151
TFEU), and to the implementation of the European Pillar of Social Rights, notably of the
principles on wages (Principle 6), on social dialogue and involvement of workers
(Principle 8), as well asrogender equality (Principle 2). They also address the rights set
out in the Charter of Fundamental Rights of the EU in relation to the right of workers to
fair and just working conditions (Article 31). The options are also coherent with the
European Semesr and with the Country Specific Recommendations issued to Member
States during the last years (see also Annex A12.11). Furthermore, all packages are also
coherent with the newly launched Commission initiative on collective bargaining for the
selfemployed’®* The initiative seeks to ensure that conditions can be improved through
collective agreements not only for employees, but also for thoseraplbyed who need
protection.

182 The European Commission has addressed Co@ptegific Reconmendations to Belgium, France, Luxembourg,

Malta and Slovenia related to wage indexation systems, calling attention to competitiveness concerns or a need to take

into account productivity developments. See Annex A12.11 for more detail.

183 See Congression®d u d g e t Of f iThe &ffe¢ts200 E@ploymeni and Family Income of Increasing the

Federal Minimum Wage , based on studies by-RinEfieasc oS o rtkhien , MifinAir neu nT hWar ge
Review of Economic Dynamics, vol. 18, no. 2 (April 2015), pp.i333, https:// doi.org/10.1016/j.red.2014.05.003;

and Peter Brummund and Michael R. Strain. fiDoes Empl oymen
the Presec e of I nflation I ndexing?o Journal of Hu man R
0rg/10.3368/jhr.55.2.1216.8404R2.

184The initiative was launched on 30 June 2020. See:

https://ec.europa.eu/commission/presscorner/detail/en/IP_20_1237

69


https://www.cbo.gov/system/files/2019-07/CBO-55410-MinimumWage2019.pdf
https://www.cbo.gov/system/files/2019-07/CBO-55410-MinimumWage2019.pdf
https://ec.europa.eu/commission/presscorner/detail/en/IP_20_1237

The EU promotes the international rules and standards set within the frames ahe
International Labour Organisation (ILO), in particular the Minimum wage Fixing
Convention (C 131) and the Collective Bargaining Convention (C 154), which are the
most relevant for this initiative. The EU supports the implementation of these standards
and this initiative would set the overall level of protection above the ILO standards.

6.4.4 Impacts on stakeholders

Benefits for workers will be highest from Package B and Package These packages

are more effective for improving the adequacy and coverageimmfmom wages as
compared to Package A (less effective in improving adequacy). Across all three
packages, these benefits are expected to outweigh potential negative employment impacts
as well as negative impacts on consumers through increased prices.

Impacts on businesses in the form of higher wage costs are broadly proportional to
social benefits.This means thatosts for firms are expected to be highest for packages B
and C, and lower for package A. On the other hand, benefits for businesses, including
SMEs, in terms of reduced uncertainties and improved business environment will also be
the strongest in Package B and C due to clear and stable frameworks to set statutory
minimum wages, followed by Package A. At the same time, Package C involves the risk
that it is less able to take into account economic and employment concerns under adverse
economic circumstances than Package B. This could lead to additional costs for firms
under Package C.

Member Statesd administrati oresthreughbutallf ac e
packages caused by strengthened enforcement and monitoririg. addition, under all
packages, some costs are also associated with capacity building for social partners. This
is the case both for Member States with collectively bargainddresse with statutory
minimum wages. For Member States with statutory minimum wages, recurrent cost for
consultation activities derives from all packages. Some additionadfbrest will come
from Packages A to develop a benchmark for decent livinglatda. Some financial
burden is caused by Packages B and C for the assessment of adequacy using indicative
indicators and reference values. Nevertheless, higher minimum wages are associated with
higher revenues from income taxes and social security cotitmis. This impact is
expected to more than counterbalance possible administrative costs related to the
initiative.

6.4.5 Impacts on national industrial relations systems
Package A will have a significant impact on industrial relations systems by
introducing extension mechanisms of collective bargainingVhile this would be done
with the agreement of social partners, it would imply significant changes in industrial

relatiors systems of many Member States which currently do not use administrative
extensions, irrespective of their minimum wage setting sys$eich extensions may also
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reduce the incentives of workers to join unions which would have significant impacts in a
numker of countries, including notably Denmark and Sweden.

Package C would have a strong impact on industrial relations systems by
introducing automatic indexation of statutory minimum wages.This would have a
significant impact on the industrial relations teyss in many Member States with
statutory national minimum wages. It would reduce significantly the scope of social
partnersd influence on minimum wages and
in turn lead to a decrease in union density and in tiierage of collective agreements.

Package B, in contrast, is a package that fully respects existing industrial relations
systems in the EU.While it includes measures to strengthen collective bargaining in
Member States and encourages an increase irctteddargaining coverage to 70%, and
effective consultation of social partners for setting and updating statutory minimum
wages, it does not imply changes in the systems of either Member States where minimum
wage protection is provided by collective agnemts or those with statutory national
minimum wages.

7 THE PREFERRED PACKAGE

The preferred option is policy package B.As indicators and indicative reference
values for benchmarking the adequacy of statutory minimum wages, it includes the
options of 55% 060% of the median wage, or 45% or 50% of the average wage, or a
combination of thes&° This package best balances achieving the policy objectives with
the related costs, aradlows reaching the policy objectives in a proportionate manner. It
respects welestablished national arrangements and leaves room for discretion of
Member States and social partners.

As a consequence of this package, minimum wages would increase in about half to
two-thirds of the Member States. A large number of workers, in partieul from
vulnerable groups including women, would be entitled to more adequate minimum wages
(about 1112 million in the case of compliance with the intermediate reference value,
while 2224 million in the case of compliance with the highest reference sjalMéage
increases of beneficiaries would reach 20% in a few countries, but the increases of the
total EU wage bill are expected to be moderate (about 0.4% or EA2R Billion for the
intermediate reference values or 1% or EURS531billion for the highesreference
values, in the case of full implementation). Employment effects would remain below
0.8% in most cases for high reference values, but would reach 1% in Greece, Estonia and
Ireland (in the case of the highest reference values). Thus, the @msisnamensurate

with the objective to be achieved by the initiative. The preferred package includes

185 |n particular, a combination of both intermediate reference values (55% of median wage and 45% of average wage)
or both of the highest reference values (60% of median wage and 50% afeaw@ge) is possible. The comparison
between the social and economic impacts of various reference values is summarised in Annex 12.9.
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sufficient flexibility to allow Member States to determine the pace of improving the
adequacy of minimum wages in light of economic conditions and riskisiding to
specific sectors, regions and SMEs.

Strengthening and increasing the coverage of collective bargaining will bring
benefits to workers because it will lead to a larger number of sectors, and thus more
workers, being covered by minimum wages in Nbem States with collectively
bargained systems. It may also result in more wages set in collective agreements on top
of statutory minimum wages. This will entail modest -@fieadministrative costs for
putting in place a regulatory framework or enablingditons for collective bargaining

on wages, as well as some direct cost for administrations and social partners for capacity
building. For businesses, increased costs related to strengthened collective bargaining
and higher wages set in collective agreetaare partly counterbalanced by benefits in
terms of employee motivation and engagement, as well as other possible measures in
collective agreements which are beneficial for the operation of companies.

Adjusting national frameworks to set statutory minimum wages, which foresee an
enhanced involvement of social partners, will ensure clearer and more stable
criteria. A stronger role of social partners will lead to a more predictable and thus
favourable business environment. This will entail someahadministrative costs for

the legislative process and modest yearly cost for enhanced involvement of social
partners in updating the minimum wages.

The introduction of an indicative reference value (e.g. 55% or 60% of the median
wage or 45% or 50% of theaverage wage), along with the limitation of variations,

will create substantial benefits for minimum wage earnersand vulnerable groups
which are currently not entitled to minimum wages, by improving their working
conditions. It is expected that firms Wilenefit in terms of increased productivity as a
result of higher motivation and engagement of workers. Those measures will moderately
increase wage costs for companies in particular in the retail and hospitality sectors and in
Member States in which stabry minimum wages start from a comparatively low level.

Strengthening enforcement and ensuring better compliance will contribute to more
adequate wages actually paid to all who are entitled to ifThis brings benefits to
workers, to companies by ensugifair competition and, via higher tax and contribution
revenues, public budgets. It will imply some direct cost for public administrations due to
more frequent inspections.

Finally, with respect to subsidiarity and proportionality considerations the preérred
package only sets minimum standards for wage setting, thus ensuring that the degree of
intervention will be kept to the minimum necessary in order to reach the objectives of the
initiative. The package respects weditablished national traditions minimum wage
setting. In particular, it fully respects the competences of Member State and social
partners to determine the detailed modalities of their minimum wage setting systems, and
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the level of their minimum wages. Therefore, it allows for minimuag&s to continue to

be set either through collective agreements or through legal provisions, in full respect of
nati onal competences and soci al partner so
room for considering national economic circumstancesdbssidequacy considerations,
and the specificities of their minimum wage setting systems, thus providing for flexibility
to adjust to the economic cycle and to specific conditions in individual Member States.
Therefore, the proposal does not go beyond vidatecessary to achieve the policy
objectives, thus the principle of proportionality is respected considering the size and
nature of the identified problemBy striking a balance between views expressed in the
formal social partner consultation and taking into consideration the specificities and
heterogeneity of minimum wage setting systenisg preferred option represents a
realistic and proportionate set afeasures commensurate with the ambitions of the
European Pillar of Social Right&®

8 THE CHOICE OF LEGAL | NSTRUMENT
8.1 Legal options

The legal instruments considered for the initiative are a Council Recommendation

and a Directive. The possibility of an increadefocus on minimum wages in the
framework of existing tools, notably the European Semester, is also considered. A careful
choice of the level of detail of the provisions would ensure that the proposal does not go
beyond the minimum that is necessary toiewh the objectives of the proposal,
irrespective of the specific instrument chosen. Subsidiarity is thus fully respected and it
does not provide an argument for determining the choice between the different legal
options since it is compatible with the siatered legal instruments.

The initiative would be based on Article 153 (1) (b) TFEU on working conditionsit

would respect the limitations imposed by Article 153(5) TFEU, which does not allow the
EU to intervene directly on the level of pay, so as aahterfere with the competence of
Member States and autonomy of social partners in this field. Nevertheless, and in line
with the interpretation of the European Court of Justice, it does not prevent the EU to
take measures under Article 153 (1) involviagy sort of link with pay. Both binding

and nonrbinding instruments are possiklader this Article. The EU instruments under
consideration are explained in more detail as follows.

EU Directive

Article 153 (2) TFEU provides the possibility of adoptingaective in the area of
owor ki ng clayingd dowvn mimrsuén requirements for implementatiog

188 Eor more details on costs and benefits for the different stakeholders, please see Annex 3.
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Member State¥’ In line with Article 288 TFEU, a Directive would give certainty about
the binding requirements to be applied by Member States. This instruvoafd thus

have a high degree of effectiveness in reaching the objectives of the initiative. To this
end, the proposal would contain a set of minimum requirements and procedural
obligations to be complied with. The Directive would leave room for Memtaesto
decide on the way to implement theamdwould not take away the freedom of Member
States and social partners to set the levehioimumwages Furthermore, the Directive
would not affect the bargaining freedom of social partners.

A Member State could entrust social partners, at their joint request, with the
implementation of the Directive, in line with Article 153(3) TFEU.In this case, the
Member State would need to ensure that social partners introduce the necessary measures
by the transpositio date that would be indicated in the Directive. The Directive would
provide for a framework for monitoring its implementation.

Council Recommendation

Alternatively, a Council Recommendation could be considerednviting Member
States to set the condit®rfor ensuring adequate minimum wages that protect all
workers in the Union. A Recommendation would provide for policy guidance and a
common policy framework at EU level, without setting specific obligatory requirements.
As in the case of a Directive, itould not take away the freedom of Member States and
social partners to set the level of minimum wages. The common set of principles and
criteria contained in the Recommendation would therefore provide a basis for action by
all Member States with a view &xhieving fair minimum wages across the EU.

Envisaged tools for monitoring the implementation of this norbinding instrument

might include the use of a benchmarking framework with suitable indicatorseven

if no reference values are set, the exchange of good practices, and joint work with
Member States and social partners on the development of appropriate statistical and
monitoring tools. A dedicated benchmarking framework, integrated in the European
Semester, could be a privileged tool for the operationalisation of some elements of the
initiative.

During the second stage consultation with the social partners f r om t he wor k
organisations side, the ETUC and CESI called on the European Commissiopdsep

an EU Framework Directive while CEC European Managers considered a Council
Recommendati on as the most effective tool
that the EU has no competence to introduce a legal instrument, however, several
organisatios stated that a Council Recommendation could be considered, provided that

187 Art 153(2) (b) also states h @tch directives shall avoid imposing administrative, financial and legal constraints
in a way which would hold back the creation and development of small and redadmundertakings .
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the autonomy of social partners and freedom of collective bargaining are fully respected
and weltfunctioning national wage setting mechanisms are not undermined.

Combination of a Dective and a Recommendation

This would be anntermediate solution which would allow to set binding objectives,
while being more specific and targeted on certain aspects of the initiative. The Directive
could lay down the framework rules for having ascescollective bargaining or setting

and updating statutory minimum wages. The complementary Recommendation could
give more specific, nebinding guidance on measures to be taken to strengthen the
capacity of social partners and to facilitate collectiaeghining.

8.2 Preferred option

The preferred instrument would be a Directiveas this is regarded as the most suitable
to deliver on the objectives of the initiative and is also considered to be the most
proportionate and effective option.

A Directive provides binding minimum requirements, while it leaves room for the
Member States to define the method and form of intervention to achieve the
objectives Article 151 TFEU calls on the Union to take into account the diverse forms
of national practices when implemting measures in the field of working conditions.
Article 153(2) TFEU does allow setting minimum requirements for gradual
implementation by the means of directives in fields such as working conditions. The EU
instrument would thus set minimum rules anegedures making national systems
capable of achieving the common policy objectives while respecting the particular
characteristics and modalities of national systems. This can be best achieved by the
means of a Directive. A Directive would allow achieviag equal level of overall
protection against #work poverty for workers across the EU.

A Directive would better serve the objectives of this proposal due to its binding
nature and its better enforceability. The proper transposition of the Directive into
national law can be ensured by the Commission. Moreover, the Directive can be enforced
at the national level in line with the practices of Member States. A Directive would also
bring more even and more predictable implementation which would contribuke to t
level playing field in the Single Market. Predictable implementation and enforceability
would also address namompliance issues with the national frameworks more efficiently,
thus making a Directive a more adequate instrument for the initiative.

The adoption of a Council Recommendation would be in line with the TFEU;
however, it would not deliver the same level of protection for workers as a Directive,
due to its nonbinding nature. Moreover, the key added value of havingre specific
and nonrbinding giidance would fade, if it led to more selective implementation and
diverse results in the Member Statesaking a Recommendation a less effective tool to
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promote collective bargaining and to achieve adequate and regularly updated minimum
wages. More spedd rules would also entail deeper interference with national
frameworks. Therefore, a Council Recommendation would not effectively address the
issue of inadequate minimum wages due to-cmmpliance with the already existing
frameworks, leaving those afted by norcompliant behaviour without remedies and
compensation against infringements.

Lastly, a combination of a Directive and a Recommendation poses risks to
proportionality and subsidiarity. Adopting a Recommendation together with a
Directive would umecessarily inflate the EU guidance and its detail. It could also
increase the risk that important binding eleméntsecessary to achieve the desired
objectives- would become subject to political bargaining and be transferred to the
proposed complementarRecommendation instead of the Directive. Therefore, the
combination of instruments could decrease the overall level of protection of the initiative.

9 HOW WILL ACTUAL IMPAC TS BE MONITORED AND EVALUATED ?

Progress towards achieving the objectives of thmitiative will be monitored by a

series of core indicators related to the objectives of the initiativeThese and the
related data sources are summarised in Annex 13. The monitoring framework will be
subject to further adjustment according to the finafjaleand implementation
requirements and timeline. To avoid putting additional administrative burden due to the
collection of data or information for the purpose of monitoring, it relies as far as possible
on established comparative (Eurostat, OECD) omonatidata sourcest also builds on

the minimum wagebenchmarkingframework beingdeveloped by the European
Commissionand Member State8® This benchmarking framework proposes indicators

to monitor outcomes, policy performance and policy levers related to the adequacy of
minimum wage policies, but has not yet established quantitative thresholds for good
performance. The Commission will evate the initiative 5 years after it enters into force

in line with the Better Regulation Guidelines.

188 £or more detail, see Annex A12.11.
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Annex 1 Procedural information

Al.1l. Lead DG, Decide Planning/CWP references

The lead DG is DG EMPL, DG Employment, Social Affairs and Inclusion.

Agenda planning: PLN/2019/6127; Work Programme reference: Policy Objective
No0.18: Social Europe, InitiativeFair minimum wages for workers in the EU (Articles
153(1) b, 153(2) and 154 TFEY

Al1.2. Organisation and timing

The Impact Assessment was assessed by the Intersenece&tBroup (ISSG) (present
DGs SG, ECFIN, GROW, JRC, LS, ESTAT, RTD, TAXUD) on 1 September 2020. It
was then assessed via a fmatk Interservice Consultation (ISC) meeting on 19 October
2020.

The Analytical Document accompanying the second phase ltatisu of social partners

on which the Impact Assessment is based, together with the second stage consultation
document, was assessed by the ISSG on 31 March 2020 (present DGs SG, ECFIN,
GROW, ESTAT, SJ, JRC, TAXUD, RTD) and adopted following ISC (DGssalbed

ECFIN, ESTAT, GROW, HOME, JRC, JUST, MOVE, SANTE, SG, SJ, TAXUD).

The first stage consultation document were assessed by the Interservice Steering Group
on 9 September 2019 (present DGs SG, ECFIN, GROW, ESTAT, SJ, JRC, TAXUD) and
adopted followinglSC (DGs consulted ECFIN, ESTAT, GROW, HOME, JRC, JUST,
MOVE, SANTE, SG, SJ, TAXUD).

Al.3. Consultation of the RSB

The Impact Assessment report was reviewed by the Regulatory Scrutiny Board
(RSB) on 30 September 2020The RSB first delivered a negative opiniondaafter
examining the resubmitted version (submitted on 6 October 2002) delivered a positive
opinion with reservation on 14 October 2020. The revisions introduced in response to the
RSB opinion are summarised in the tables below.

189 COM(2020) 440 final, ANNEXES 1 to 2: ANNEX to the Communication from the Commission to the European
Parliament, the Council, the European Economic and Social Committee and the Committee of the Regions
Commission Adjusted Commission Work Programme 2020.
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Table A 1.1: Revisions introduced in response to the RSB

(a) First RSB opinion

RSB main reservations

Changes done in the 1A

(1) The report should systematically
distinguish between the two types of
minimum wagesetting systems that exist
Member States.

All throughout the document, the report
distinguishes between both types of
minimum wage setting systems. In
particular, the sections on objectives
(Section 4), options (Section 5) and
impacts (Section 6) havesbn reorganised
to discuss both systems separately.

(2) The report should be clearer on how i
uses both absolute and relative income
indicators to show the inadequacy of
minimum wages and poverty risks.

The problem description should attribute
problens and problem drivers to the two
types of minimum wage setting systems.

In explaining how the problem will evolve
the report should focus on how external
drivers of wages (trade and migration,
technological change and the Covil
crisis) amplify thenternal drivers of
inadequate minimum wages.

A clear explanation of the close link
between both aspects of adequacy has [
introduced in the first two paragraphs of
Section 2.1.1 in the revised version of the
IA. In addition, a paragraph has been ad
in the same section to summarise the
assessmerof adequacy based on a
combination of indicators.

A new section 2.3 in the revised version
clearly differentiates between the

mechanisms through which internal drive
affect the problem in each of the minimur
wage setting systems. The subsection al
includes a diagrammatic overview of the
links.

In Section 2.7 on how the problem is like
to evolve, the aspect of the interaction
between external and internal drivers has
been strengthened. External drivers are
particular expected to exacerbataiss
related to the internal drivers of collective
bargaining and enforcement. In addition,
the impact of the Covid 9 crisis on the
evolution of the problem has been furthe
analysed.
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(3) The main document should include
more evidence on how the intermabblem
drivers have led to inadequate minimum
wages. It should for example illustrate hg
declining collective bargaining has induct
lower absolute or relative minimum wage
or how an increase in variations and
exemptions has more than temporarily
redued protection of lowncome workers.

The problem section has been revised to
demonstrate the links between internal
drivers and inadequate minimum wages.

In particular, passages have been added
Section 2.5.1 to illustrate how declining
collective bargeing, and wage restraint if
collective agreements, have led to lower
minimum wages.

In addition, more evidence has been add
in Section 2.5.4 on the impact of youth
minimum wages on the share of workers
earning less than the regular minimum
wage.

(4) The report should better justify why
there is a need for horizontal EU
intervention in an area where the probler
is specific to a number of Member States
The report should better substantiate ang
explain why EUlevel involvement through
country specificecommendations would
not suffice.

The report better justifies the need for
horizontal EU intervention (Section 3). It
better substantiates how the legislative
initiative is in line with the legal basis ang
with the subsidiarity and proportionality
principles. It also explains why the
European Semester has not been sufficig
to address the existing shortcomings in
national minimum wage setting systems.

(5) In presenting the objectives, measure
and their impacts, the report should explz
whether and howhey are relevant for the
two different types of minimum wage

setting systems. The options and impact
analysis should follow the problem analy
in differentiating between these systems.

Section 4 on the objectives, Section 5 on
the options and Section 6 on the impacts
have been reorganised to discuss both

minimum wage setting systems separate

(6) The report should better explain the
logic behind the composition of the optio
packags. It should justify why certain
measures are included only in some
packages. It should not design the
indexation package to be ineffective by n
including a measure to improve the
adequacy of minimum wages. It should b
specific how each measure woulcholye
practices across Member States.

The composition of the packages (Sectio
5) has been revised to ensure that all
packages constitute realistic options. The
rationale behind each package and their
content has been clarified and the main
measures undereh of them have been
identified.

The implications of the preferred packag
for each Member State have been asses
by policy measure or type of measures.

79



(7) The impact analysis should better
clarify which measures matter most for th
success of theptions packages and
whether impacts depend on individual
measures.

The analysis should consider risks or
possible indirect impacts of changing
established wagsetting systems.

The impacts section has been strengther
to discuss possible impacts on wagéting
systems and, more broadly, national
industrial relations systems. A new sectig
6.4.5 compares the packages from this
point of view.

This section also identifies under each
package the most relevant measures for
achieving the objectives of the iiitive.

(8) The report should clarify what role the
criteria of effectiveness and efficiency ha
for the comparison of the options packag
For example, it is not obvious why the
preferred package ranks highest in terms
efficiency. It is not clear dw the higher
wage cost is valued in comparison to low
administrative and compliance costs.

Section 6.4 on the comparison of optiong
has been revised to make clearer the
criteria of effectiveness and efficiency. Tl
introduction clarifies the relative wght of
economic and social costs versus (the le
significant) administrative costs. The
comparison of packages has also been
adjusted based on their changed content

(9) The report should explore the
unintended consequences of the preferre
option on $1Es. It should clarify why they
welcome a reduction in unfair competitio
through a legislative provision while
requesting noiinding actions.

Section 6 has been strengthened by
discussing unintended consequences on
SMEs, in particular firm dynamics (Sear
6.2.2), and by including calculations of
costs for SMEs (Section 6.2.4, based on
new Annex A12.12). Direct costs estimat
have been included in the SME test (Ann
A12.13).

(10) The report should discuss the impag
on major stakeholders when compg
options. The distributional effects on
stakeholders should be summarised and
added in Annex 3.

In the revised impact assessment, a new
discussion has been added on impacts
major stakeholders in a separate section
6.4.4.

In addition, distributionkeffects on
stakeholders have been summarised ang
added in Annex 3.
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(b) Second RSB opinion

RSB main reservations

Changes done in the 1A

(1) The report provides additional
discussion on the decline of collective
bargaining on low wages in general.
However, it should illustrate specifically
how declining collective bargaining has
induced inadequate minimum wages.

It should be more precise explaining
how the relevance of absolute and relatiy
minimum wage metrics changes with the
shape of the wage distribution and the
general wage level.

The report could also be more explicit on
the problems relating to compliance,
enforcement and mowiting (under both
wage setting systems).

The text has further clarified the decline
collective bargaining and its impact on Ig
wages in section 2.5.1. In section 2.5.5,
further information has been added on
problems relating to compliance and
enforcenent, and the text now more
clearly describes the challenges related
to monitoring.

Clarification were added in section 2.1.1
to explain the relevance of the absolute
relative minimum wage metrics

Additional information was added to the
report(section 2.5.5) to explain the
problems relating to compliance,
enforcement and monitoring (under both
wage setting systems).

(2) To better link the problem analysis wi
the options, the report should be clearer
the specific objectives (i.e. tmprove
adequacy and increase the coverage of
minimum wages) by specifying what
success of the initiative would look like.

Text was added to section 4.2 clarifying
that in terms of adequacy and coverage
success translates into:

-A minimum wage level at thereferred
reference value

-At least 70% collective bargaining
coverage rate.

(3) The report should justify why some
Anot mutually excl
address the same objective, are part of
some packages for countries with collect
bargainingbut not of others. It should
justify why the package with indexation o
minimum wages does not include a
measure on variations and exceptions or|
reinforcing collective bargaining, which
reduces its effectiveness.

The report should clarify why all apns
packages contain the same measures fo
monitoring and enforcement. It should
analyse whether some of these measure
could be more effective or less costly.

The report was revised and now all
packages include t
exclusiveo measur e
individually or in combination contribute
to addressing the challenges. In particulz
the composition of Package C was revis
to include Measure 1.3 on collective
bargaining and Measure 4.1 on variation
and deductions.

The introductory text of section 5.6 has
been adjusted and now it clargiéhat
given that these measures are not mutu
exclusive and they can all, individually ot
in combination contribute to achieving th
objectives through addressing different
challenges, while their combination woul
reinforce the expected benefits. siilar
explanation is provided in section 5.6.1
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The report should better explain why
certain reference values (for median wag
collectve bargaining coverage) were
chosen and whether they are relevant fo
both types of minimum wage setting
systems.

(for both systems). Furthermore, text wa
added irsections 6.1.3 and 6.1.4 which
presents in a more concise manner the
expected positive impacts of these
measures and to sections 6.2.3 and 6.2.
presentingnore concisely the expected
costs of these measures (separately for
two systems).

Regarding the adequacy, the IA does no
express a preference for specific referen
values, rather it presents a list of possibl
options. Regarding the collective
bargaining coverage an explanation is
provided in section 5.3 under Measure 1
The IA clarly indicates that the adequac
reference values are only relevant for M
with statutory minimum wages while the
coverage reference value is relevant for
both systems.

(4) The revised report clarifies better the
magnitude of impact (including risks and
unintended consequences) of some of th
individual measures (e.g. strengthened
collective bargaining, collective bargainin
coverage ratio, automatic indexation).
However, the report should clarify which
measures matter most for the success of
optionspackages and whether impacts
depend on individual measures.

The IA already identified in sections 6.1.
and 6.1.4 which measures matter most f
the success of the packages. Additional
clarifications were added to this section,
where necessary, to clariiyhether, the
impacts depend on individual measures
on the combination of the selected
measures.

(5) The report analyses only the immedia
effects of the option packages on minimu
wages. It could do more to explore effect
on unemployment and produaty. It

could also expand on possible indirect
effects like induced migration between
Member States, and internal market effe
due to differences in impacts on national
export industries.

Furthermore, the report could provide
clearer indications ofdw costs and
benefits would be distributed between
(groups of) Member States.

A new passage has been added to Sect
6.1.2 to discuss impacts on unemployme
while impacts on productivity are
discussed in Section 6.2.2. In this sectio
the discussion of impacts on the internal
market has been expanded base@d o
report submitted to the impact assessme
by DG ECFIN. A discussion of impacts o
migration (labour mobility) has been add
to Section 6.1.2.

The report emphasises, in Sections 6.1.7
(on employment impacts), 6.2.4 (on
economic impacts), and 6.4.2 (on

efficiency), among others, that economig
and employment costs are expected to b
broadly proportional to social benefits
because wage increases are benefits for
workers but costs for firms. The report al
emphasises instances when there are rig
that coss could be disproportional to
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The report could present the expected
changes in minimum wages by Member
State for the suggested reference values

The report should provide greater clarity
costs forpublic authorities.

benefits. Estimations of these costs and
benefits are calculated by Member State
for various scenarios in Annex A12.1.

The IA presents and discusses in Annex|
12.1 the implied minimum wage increase
for various norbinding eference values i
percentages. A table was added to this
Annex indicating minimum wage levels
corresponding to each ndainding
reference value in all Member States wit
statutory minimum wages and the implie
minimum wage increases for these
reference vimes in nominal values in eurd

A paragraph has been added to sections
6.2.1 and 6.2.2 (under impact on public
budgets) on the expected costs for publi
authorities under both systems
respectively.

(6) The report could do more to
acknowledge risks for ioro and small
enterprises that are likely to be affected
most by this initiative.

The report should clarify why SMEs
welcome a reduction in unfair competitio
through a legislative provision while
requesting noibinding actions.

Section 6.2.2 has been further strengthe
by discussing risks, based on the existin
evidence base, which SMEs may find it
harder to compete for workers after a
minimum wage increase. The discussior]
the existing evidence base and its
limitations has Bo been made more
explicit. Additional cost calculations have
been included in Box 2, in Section 6.2.4.

Section 2.6.2 now includes a direct quots
from SMEUnited in
competition and social dumping on the

| abour marketo is
concern for SMEsO.
guote form SMEUnited was added to
Annex Al12.12 (SME Test) providing mo
information on the arguments they raise(

(7) The report should integrate the
economic impacts separately and more
visibly into the compasion of options. It
can do this either under the effectiveness
analysis (as the economic impacts are pq
of the general objective) or by focussing
the efficiency analysis more on the cost
side.

A new introductory passage of Section
6.4.2 (on the comparisoof packages
related to efficiency) has been added to
further clarify and give more visibility to
the fundamental approach to the
assessment of efficiency and the role
economic costs play in it.

The discussion emphasises that, in mos
cases, economic dssare proportional to
social benefits because wage increases
direct benefits for workers but direct cost
for firms. The report also emphasises
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instances when there are risks that costg
could be disproportional to benefits. The
risks significanty &8 f ect t he
various packages because they affect th
proportion of costs to benefits.

(8) The report should better substantiate
ranking of options. It should better align
the discussion in the text with the
effectiveness, efficiency armbherence
ratings. When discussing the preferred
option, it should treat all options in a
coherent way.

The revised report includes separate
options packages for Member States whg
minimum wage protection is provided by
collective agreements. It shoufttlude a

specific comparison of these packages,

resulting possibly in a preferred option fo
these Member States. In doing so, it sho
describe how well these packages delive
on the specific objectives.

Section 6.4 has been revised to align the
discussion in the text with the ratings in
Table 2. Options are treated in a cohere
way.

In the revised report, policy packages ar
indeed presented in a way so as to maks
clear their implications for countries with
both minimum wage setting systems
seprately. Nevertheless, the component
measures of various packages are not
separable into two groups based on whig
system they refer to. This is because sor
measures (in the areas of collective
bargaining and compliance) refer to both
systems. Neverthelgsthe revised report
clarifies, in Section 6.4 on the comparisg
of packages, which impact is especially
expected to be significant in which groug
of countries. An explicit comparison
between packages is not made on
dimensions on which the packages are
identical (in particular, in the area of
compliance and monitoring).
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Al.4. Evidence, sources, quality and external expertise

The following expert advice has fed into the Impact Assessment:
- External studies commissioned from external experts:

1 "Indexation of statutory minimum wage" by Diane Delaurens and Etienne
Wasmer.

T AEffects of statutory mi msiimuend weangeesr pan S
Attila Lindner, University College London.

T AEffects of <collectively agreed bmi iPiemum
Skedinger, Research Institute of Industrial Economics (IFN).

- Three country reports requested from Eurofound on the setting and adequacy of
minimum wages as well as related policy debates focusing, respectively, on Austria, Italy
and Cyprus.

- A set of expert reports on the minimum wage setting systems of EU Member States
(one expert report for each Member State) provided by the European Centre of Expertise
(ECE).

- Simulations, withirtheframework of an existing contract, by the OEGDincentve
effects ofminimum wages

- Analytical inputs by the European Commission (DG EMPL, DG ECFIN, JRC), as
detalednAnnex 4 on AAnalytical methodso.

- Relevant academic literature, as referred to in footnotes.
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Annex 2 Stakeholder consultation

A number of stakeholder consultations have been performed to inform this
initiative. This includes the two Treatyased Social Partners Consultations and targeted
consultation with the Member States (through the Council Advisory committees:
Employment Comnttee (EMCO), Social Protection Committee (SPC) and Economic
Policy Committee (EPC)). Views were also collected from the European Economic and
Social Committee during the EESC public hearing on "Decent minimum wages across
Europe”, which took place on 2kune 2020The EESC als@repared an exploratory
opinion on the minimum wage initiative, on the request of the European Parliament. The
European Parliaments expressed views on the minimum wage initiative within the
framework of a discussion initiated byetliEESC, on 25 June, in the preparation of this
Opinion and during the discussion of the Draft report on reducing inequalities with a
special focus on Hwork poverty.

The twostage consultation of the social partners ensured a high level of transpamncy an
openness by making public all relevant documents. Moreover, DG EMPL also launched
on 14 January a broad consultation with stakeholders on new measures for the Action
Plan to implement the European Pillar of Social Rights. This consultation provides all
stakeholders with the opportunity to express their views, including on minimum wages.

A public consultation on the minimum wage initiative was not conducted. However,
views were collected within the framework of the public consultation on the
implementatio of the European Pillar of Social Righfsand through the replies to the
Standard Eurobarometer 92 (Autumn 2019), which included questions about the
European Union's priorities (including the minimum wagé).

A2.1. Results of the first phase Social Partners confation

The first stage consultation of social partners was open from 14 January to 25 February
2020. The Commission received 23 replies from European social partners representing
trade unions and employersd organisations a

Five trade unionseplied to the first stage consultation: the European Trade Union
Federation (ETUC), Eurocadres, the CEC European managers, the European Arts and
Entertainment Alliance (EAEA) and the European Confederation of Independent Trade
Uni ons ( CESI ) Iso repfeseGtd the viewspof tgn Earopean sectoral trade
union organisations.

On t he empl oyer so side, 18 organi sations
BusinessEurope, the European Centre of Employers and Enterprises providing Public

190 https://ec.europa.eu/sadimain.jsp?catld=1487&langld=en

191 Report on Europeans' opinions about the European Union's priorities
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Services (CEEP), SMhited, the Council of European Employers of the Metal,
Engineering and Technologdased Industries (CEEMET), the European Confederation
of the Woodworking Industries (CHois), the Council of European Municipalities and
Regions (CEMR), the Confederatioof European Security Services (CoESS), the
European Chemical Employers Group (ECEG), the European Cleaning and Facility
Services Industry (EFCI), the European Furniture Industries Confederation (EFIC), the
Retail, Wholesale and International Trade Repridiem to the EU (EuroCommerce),

the European Construction Industry Federation (FIEC), the Hotels, Restaurants and Cafés
in Europe (HOTREC), the European Federation for print and digital communication
(Intergraf), the International Road Transport UnionU)Rthe Live Performance Europe
(Pearle), the European Furniture Manufacturers Federation (UEA) and the World
Employment Confederation (WEC).

In addition, the European Commission received two joint social partner contributions,

one from the Sectoral SociBialogue Committee on Local and Regional Governments

(joint contribution from the European Public Service Union (EPSU) and the Council of
European Municipalities and Regions (CEMR)) and one from the Sectoral Social
Dialogue Committee for Central Governmekdministrations (joint contribution from

the European Public Administration Employer
and European Administration Delegation (TUNED).

Identification of the issues and possible areas for EU action

Eur opean wrmosatikns cossier that thea Commission has only partly identified
the core problems related to fair minimum wages. In their view, the central role of social
partners in wage setting was rightly stressed and challenges were correctly described,
especially a inr-work poverty, new forms of work and gender inequality. Statutory
minimum wages are set at rates that are too low to be fair, but the Commission,
according to respondents, did not sufficiently identify solutions to tackle the underlying
problem of lomwages in general, and it did not take into account the impact chpeiro

work arrangements and selmployment. They also pointed out that the increase in self
employment means that many workers would not benefit from EU action. In their view,
the bestaol to achieve the objective of fair wages is the adequate promotion, protection
and support for collective bargaining. Therefore, they suggested that the analysis should
reflect the challenges regarding collective bargaining, as well as the need foti®&@U ac

in this field and possible measures. According to the respondents, the document was
unclear on how a possible EU initiative would fully respect and safeguard well
functioning systems of collective bargaining, and should further clarify what the EU can
and cannot do in the field of minimum wages.

European employersé organisations have divVve
has correctly identified the issues and possible areas for EU action. On the one hand,
several organisations agreed with the imgace of fair minimum wages. Others

positively assessed the analysis of the Commission and confirmed that the Commission
correctly identified the overall policy objective and a number of relevant challenges,
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especially those concerning lemage workers, allective bargaining, the setting of

statutory minimum wages and the insufficient involvement of social partners.
SMEUnited pointed out that minimum wages can help prevent unfair competition and

social dumping on the labour market, which is a key conarSMEs. On the other

hand, a number of respondents disagreed wi
challenges and issues. Most of these organisations pointed to insufficient consideration of
economic arguments, including negative impacts e.g. on empldymand
competitiveness, as well as productivity. Some requested definitions of core terminology,
such as of air mi ni mum wageso. BusinessEur
justifications for gaps in the coverage of minimum wages. Assessing adequeayisn

of takehome pay and considering which parts of the wage are included in adequacy
calculations was proposed by BusinessEurope, although, according to HOTREC, EU

action should not propose assessing the-takee pay of minimum wage earners in

relationto income levels that protect against poverty. Many requested more clarity, in
particular on the choice of the legal instrument, and asked for-@epith legal analysis

and for additional analysis of the economic and social effects of minimum wages.

Futh er mor e, some employersodé organisations qu
wages alone as a tool to improve living standards and addressknpoverty. In this

regard, some also agreed that discussions on minimum wages cannot be isolated from
broadedlabour market and social issues.

Need and scope for EU action

Al l European workersd organisations stated
wages, namely on two main areas: (i) to promote and safeguard (sectoral and cross
sectoral) collectivdbargaining, including capacity building of social partners; and, (ii) to

increase statutory minimum wages to a level at which they ensure at least a decent
standard of living. All agreed that any action must fully respect the autonomy of social
partners ad safeguard wellunctioning collective bargaining systems. ETUC considers

it important that a clearer distinction is made between the challenges and possible actions
concerning statutory minimum wages on the one hand and wages set in collective
agreementon t he ot her hand. Workersdé organisat.
particular legal instrument, except CESI, which advocated for a binding framework.

Regarding the issue of promoting and safegl
organisations proposed requiring Member States to take action to increase the collective
bargaining coverage rate when it is below 70%. They also suggested a variety of
measures to promote collective bargaining (such as making sure that the necessary
institutions are in place, strengthening collective bargaining for all sectors of the
economy, and ensuring the respect of the right to collective bargaining). Moreover,

ETUC suggested that Member States should introduce extension mechanisms for
collective agreements only when proposed by the social partners at the national level.

This was supported by EPSU and CEMR in their joint reply.
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Regarding the level of statutory minimu wa g e s , the workerso organ
measure of minimum wage adequacy. Specifically, they suggested that minimum wages
should be at least 60% of the national-futie median wage, and most organisations
proposed to assess adequacy based on gihes than net minimum wages. Concerning
coverage, they considered that statutory minimum wages should cover all workers,
including currently excluded categories of workers, such asstamdard workers, and
subminimum wages should be removed. Moreotieey underlined that Member States
should genuinely involve all social partners in statutory minimum wage setting. They
also pointed out that any possible EU initiative should not limit increases of statutory
minimum wages, weaken wdlinctioning industial relations systems based mainly, or
exclusively, on collective bargaining, or introduce statutory minimum wages in Member
States where social partners do not consider them necessary.

None of the employersd or ganingBUinitiatimesn was i n
the area of minimum wages. Most organisations contended that the EU has no
competence to introduce a legal instrument on minimum wages or collective bargaining

based on Article 153 TFEU. Moreover, BusinessEurope and SMEUnited cotistler

wage coverage issues are outside of the EU competence. Most organisations highlighted

that wage setting mechanisms and wage policy fall within the competence of the Member
States and national social partners. A number of respondents stated thahthes<ion

should consider alternative options in the areas where the EU has competence and
frameworks exist, such as the European Semester.

The majority of the employersd organisatio
directly and indirectly interferavith national wage setting systems and the autonomy of
social partners, with a potentially detrimental effect on collective bargaining and social
di al ogue. According to many employersdé org
weaken collective bargaining by breaching soci al partner s
stressed that any potential EU initiative must respect the principle of subsidiarity,

A

national traditions, soci al partnersd auton

Nevertheless, severalemmp y er s & organi sations believe tha
EU action on minimum wages, but this should be of alinding nature. In particular,

the majority of the organisations agreed that the European Semester is the most
appropriate tool to seé¢ reforms in this area. Some stated that social partners should be

more involved in the Semester than is currently the ‘as&eneral support was

expressed for countigpecific recommendations in the field of minimum wages to
strengthen the involvement dfocial partners, promote a structured exchange of
information and best practices, and enhance enforcement mechanisms. Furthermore,
actions at EU level (e.g. EU funding) that strengthen social dialogue and the role and

192 5ocial partners provide input to the Commission ahead of the adoption of the Annual Sustainable Growth Strategy

(ASGS) and participate in the ensuingd c ussi ons. They also provide input to th
and social developments in each Member State, which feeds into both the Country Reports and th& @emifitry
Recommendations.
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autonomy of social partners at alNéds, as well as actions for capacity building (also at a
sector al and regional l evel ), woul d be W €
organisations proposed to reinforce the involvement of social partners in statutory
minimum wage setting and the establnent of welfunctioning consultation processes.
BusinessEurope also suggested clear and stable criteria to guide adjustments of statutory

mi ni mum wages. A few empl oyer-cdpliameegithni sat i o
minimum wages could be addresd®d gathering appropriate data and through labour
inspections and publiprivate partnerships. BusinessEurope also pointed out that the

way forward to improve economic and social convergence across the EU is through
broader measures, such as enhancingitiggesmarket, better functioning education and

training, as well as investment in R&D and in welfare systems.

Willingness to enter into negotiations

European workers6 organisations were open
premature at this stage f t he consul tation. None of t
organisations has so far shown willingness to enter into negotiations. Some were open to
consider starting a dialogue at a later stage on issues related to wage setting mechanisms
(notably SMEUnited onpecific topics, CEEP subject to receiving more information on

possible instruments, COESS subject to appropriate discussions in sectoral dialogue
committees, and the World Employment Confederation after having seen possible actions

in the second stage cagtion document).

A2.2. Results of the second phase Social Partners consultation

The second phase consultation of social partners was open from 3 June to 4 September
2020. The Commission received 19 replies from European social partners representing
trade unions and employersd organisations a

Three organisations represengirtrade unions replied to the second stage consultation:

CEC European Managers, tliiropean Confederation of Independent Trade Unions

(CESI) and the European Trade Union Confederation (ETWEC).UC 6 s reply al
represents the views of ten European sectade union organisations.

On t he empl oyer so side, 16 organi sations
BusinessEurope, the European Centre of Employers and Enterprises providing Public
Services (CEEP), SMEunited, the Council of European Employers of\Vigtal,
Engineering and Technologdased Industries (CEEMET), the European Confederation

of the Woodworking Industries (CHois), the Council of European Municipalities and
Regions (CEMR), the Confederation of European Security Services (CoESS), the
European Chemical Employers Group (ECEG), the European Cleaning and Facility
Services Industry (EFCI), the European Furniture Industries Confederation (EFIC), the
Retail, Wholesale and International Trade Representation to the EU (EuroCommerce),
Employers’ Groupof Professional Agricultural Organisations in the European Union
(GeopaCopa), the Hotels, Restaurants and Cafés in Europe (HOTREC), the European
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Federation for print and digital communication (Intergraf), the International Road
Transport Union (IRU), anthe World Employment Confederation (WEC).

Specific objectives of a possible EU action

Wor kersé organisations generally agreed wit
document. ETUC stated that an initiative should not make collective bargaunijegct

to EU <conditions, rul es or interpretations
workersé rights nor endanger existing statu
Managers stressed that nati onal traditions

respected. According to ETUC, the Commission could have addressed more the (key)
role of sectoral collective bargaining, as it constitutes a key component to ensure upward
wage convergence and to increase collective bargaining coverage.

Empl oy er atibns genegalyrshowed support for most of the objectives stated in

the consultation document. However, regarding the objective to limit or eliminate
variations and exemptions, t he empl oyer s
BusinessEurope questiondtetadded value of EU regulatory action regarding statutory

minimum wage setting in view of the diversity of national frameworks. Furthermore,

empl oyerso6 organisations stressed that the
partners need to be fullygpected at all times.

Views on possible avenues for EU action

The ETUC and CEC European Managers wel come
include measures to promote collective bargaining in its initiative. However, ETUC
stated that the policy options to prota collective bargaining as identified by the
Commission were unclear. ETUC, CEC European Managers and CESI emphasised that
collective bargaining should be available to all workers (including managers) regardless
of the sector or employment status. ETU@ £EC European Managers also stressed the
importance of providing social partners with adequate resources and tools to support
(sectoral) collective bargaining. Both ETUC and CESI proposed the amendment of
public procurement rules to incentivise compandepay minimum wages. Besides this,
ETUC repeated its proposal that Member States and/or social partners should develop an
action plan to increase bargaining coverage when coverage is below 70% of the national
workforce (or below 70% in a sector). It alstated that the right to collective bargaining
must be respected and no extension mechanisms should be required.

Someempl oyersé6é organisations (BusinessEurope
concerns that EU action would undermine the autonomy of speihers, weaken

collective bargaining andell-established national wage setting systeimgparticular if

binding requirements were to be established. BusinessEurope rejected any EU action
aimed at extending coverage to all workers in countries whengmonn wages are

exclusively set through collective bargaining, as this would interfere with national
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collective bargaining systems. A number of organisatinsuggested that the
Commission should support the capacity building of national (sectoral) gpacialers

and thestructuredexchange of best practices to strengthen their role in collective
bargaining, also by making more funds available. The EFCI and CoESS welcomed the
Commi ssionbs proposal to map the inmpl ement
Procurement Directive 2014/24/EUn addition, they welcomed the provision of
incentives to promote weflinctioning collective bargainingn wage issues (EFCI) and

a list of possible actions to support collective bargaining on wage setting (CoESS).

Al'l workersdé6 organisations called for regul
statutory minimum wages. ETUC emphasised that Member States must be free to set

their own statutory minimum wage with the full involvement of social partners.
Furthermore, ETUC stressed that the Commission should clearly address the differences
between statutory minimum wages and wages set in collective agreements. ETUC also
made it clear that no Member State should be required to introduce statutory minimum
wages ad that such an introduction in any case should not be possible without social
partnersd agreement. ETUC and CESI <called f
once a year and at least every two years respectively. ETUC called for a combined
minimum wag threshold of 60% of the national fiilne gross median wagend50%

of the national fultime gross average wag€ESI proposed 60% of the national full

time (gross) median wage as a minimum threshieldJC stated that deductions from

statutory minimunwages should be prohibited and tips and other extra payments should

be excluded. ETUC and CESI proposed additional indicators of adequacy, such as
countryspecific reference baskets of goods and services that ensure that the minimum
wage (set in any caseave the aforementioned thresholds) guarantees a decent living.

On the provision of c¢clear and stable criter
organisationS* argued that this falls within the competence of national authorities and/or
social pamers. CoESS stated that the proposed criteria should remabinging, while

the EFCI considered the provision of specific indicators for assessing minimum wages in
Member States a positive tool to reach agreements in collective bargaining.
BusinessEurop added that specific indicators could be provided against which minimum
wage adequacy but also the economic and labour market impacts of increased minimum
wages could be assessell.number of organisations (BusinessEurope, SMEunited,
CoESS, HOTREC) furthhenore emphasized the importance of taking into account
broader factors such as national tax and social benefit systems, economic and social
conditions, productivity levels and employment, when assessing the adequacy of
minimum wages. According to SMEunitethe main indicator when assessing the
adequacy of minimum wages should be the gross value of the minimum wage.

% These are BusinessEuroEEMET, CE+Bois, CEMR, ECEG, EFCI, EFIC, EuroCommerce, and
WEC.
1% These are SMEunited, CEEMET, GBbis, COESS, ECEG, EFIC, EuroCommerce, and Intergraf.
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All workersdé6 organisations called for full
in minimum wage setting and updating proceduresJEBnd CEC European Managers
proposed a timely sharing with social partners of all relevant data and information to
evaluate the adequacy of statutory minimum wages. CEC European Managers indicated
that the consultation of social partners should preferablypinding for policymakers.

ETUC did not consider useful an obligation to involve independent experts. CEC
European Managers stated that when independent expert bodies are involved, the
contribution of social partners should be strengthened and, wiesamgl be considered

more important.

The empl oyersdé organisations welcomed the i
involved in statutory minimum wage setting in an effective and timely manner, provided

that their autonomy and national traditioage fully respected. SMEunited, however,

noted that the Commission did not pay sufficient attention to how social dialogue can be
promoted in those Member States where the social partners play no or only a minor role

in (minimum) wage setting. EFCI expresisconcerns about the provision of independent

expertsto be associated with minimum wage setting and updating. BusinessEurope
highlighted that theestablishment of wellunctioning consultation procedures should be
supported.

ETUC stated that any type sfatutory minimum wage exemptions and statutory sub
minimum wages should be removed. CESI argued for eliminating exemptions or at least
for reducing them to the bare minimum, pointing specifically to the situation of
vulnerable selemployed workers. Furémmore, CESI explicitly stated that a minimum
wage framework should also apply to the public sector, under certain conditions.

The employerséd organisations reiterated the
and exemptions. While some agreed thatould be reasonable to limit exemptions to

the minimum necessary (CEEMET, EFCI, Intergraf), the majority of the organisations

argued that justified exemptions decided by social partners and/or the national
government should remain. EFCI would welcomeding criteria regarding their fair

use.

Al l wor kersd organisations called for the i
and monitoring activities. They also called for increased capacity for compliance and
monitoring in the form of strengthenddbour inspectorates, clear documentation of

working time, complaint systems, sanctions and remedies as well as the collection of data

and information through common tools and criteria. ETUC proposed to have at least one

labour inspector for every 10.000ovkers. ETUC called for ensuring effective
implementation of collectively agreed statutory minimum wage increases by Member

States. It also argued Member States should be required to take action in the area of
compliance and enforcement. ETUC and CESI adisxl employer liability throughout a

19 These include BusinessEurope, CEEP, SMEunited, and HOTREC.
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subcontracting chain if employers do not respect minimum wages or the rights to
organise or bargain collectively.

Sever al empl oyersd6 organisations LC®MEunited
HOTREC, WEC) supported ¢h call on the Member States to ensure effective
implementation and compliance with national minimum wage frameworks, emphasising
that t is within the competence of national authorities to determine the compliance
mechanisms and ensure implementation. BessEurope questioned the added value of

EU action, but stated that support could be provided to those Member States in which a
need for improvement on these aspects has been identified (e.g. through the Semester
process)Moreover, SMEunited and CoESS agd with the role of social partners in that
regard. SMEunited furthermore supported the recommendation to Member States to
reinforce the data collection tools and monitoring frameworks on minimum wage
coverage, and CEEMET suggested allocating EU fundsewarch and data collection

on norcompliance.

Views on the possible legal instruments

ETUC called on the Commission to propose a Framework Directive with binding
minimum requirements, complemented by a Council Recommendation elaborating on
specific elenents. CESI called for an EU Directive with binding requirements. CEC
European Managers considered a Recommendation the most effective tool to achieve the
main objective of the initiative, as it would allow identifying the common objectives to

be reachedaoss the Union and provide technical guidance. ETUC and CEC European
Managers argued for clauses to ensure that a legal instrument could not adversely affect
collective bargaining or minimum wages. ETUC also called specifically for a social
progress claws to protect collective bargaining and other trade union rights. ETUC
proposed that any measures taken should be monitored by Member States with the full
involvement of national social partners.

None of the employersd organisations was in
of minimum wages. Most organisations reiterated that based on Article 153 (5) TFEU,

the EU has no competence to introduce a legal instrument on wage setting mechanisms

or collective bargaining, which fall within the competence and authority of the Member

States and national social partners. Furthermore, CEEP and CEMR contended that a
Directive would |l ack proportionality. A maj
concerns that a binding EU Directive would not ensure the full respect of the autonomy

of social partners and the freedom of collective bargaining, and could potentially lead to
disruptions of weHlfunctioning wage setting systems and established industtations.

Sever al empl oyersd6 organisations (BusinesstE
GeopaCopa, IRU, HOTREC, WEC) stated that they could consider a Council
Recommendation, provided that the autonomy of social partners and freedom of
collective bagaining are fully respected and wélihctioning national wage setting
mechanisms are not undermined. BusinessEurope stressed that the European Social
Partners and national governments should be fully involved in drafting such a
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Recommendation. SMEuniteiggested that a Council Recommendation could define a
number of common principles related to collective bargaining, the capacity building of
social partners and their timely and effective involvement in minimum wage setting,
when this is set by law. In difion, a number of respondeht? stated that the
Commission should consider the European Semester as a tool to better target specific
guidance and monitor progress regarding minimum wage setting, in particular via the
countryspecific recommendations. BuosssEurope, CEEMET, and HOTREC also
advocated a stronger involvement of the social partners in the Semester process.

Willingness to enter into negotiations

ETUC stated that there seems to be no oppor
which could achieve a positive outcome. ETUC still remains open to discussions
provided there is a clear and public engag
willingness to open negotiations to deliver an ambitious agreement leading to a Council
Directive. CEC Hropean Managers would consider negotiating if other social partner
organisations would be open to this.

On the side of the employersd organisation
expressed their willingness to start a formal dialogue and to exylerpossibility to

enter into negotiationsn the content of a Council Recommendatiogether with the

other European social partners provided thatexistence of a legal basis for EU action

has been clearly established S o me empl oyer s @TRECy gani s a
EuroCommerce) expressed their interest in being involved if the-sea$sral social

partners decide to enter into negotiations

A2.3. Results of targeted consultations with Member States

1 Joint EMCO -SPC exchange of views on the minimum wage initiative

The Employment and Social Protection Committees (EMCO and SPC) held a joint
meeting to exchange views on the minimum wage initiative on 7 September. The
Committees are each composed of two delegates from each Member State coming from
the authorities respaible for employment and social policy.

Views on the objectives of a possible EU action

Most Committee members were in favour of an EU initiative. There was general
agreement on the importance of protecting workers with fair minimum wages, especially
in the current crisis situation. In their view, ensuring adequate minimum wage levels and
coverage for all forms of work can contribute to the achievement of upward social
convergence and to the fight against poverty, includingvark poverty. Several

membergeferred to the relevance of the initiative with respect to the European Pillar of

% These are BusinessEurope, CEEP, SMEunited, CEEMET, CEMRSS, ECEG, EFCI,
EuroCommerce, Geogaopa, HOTREC, and WEC.
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Social Rights, while one member mentioned that it would be a good instrument to fight
social dumping. However, some fears were also expressed concerning the respect of
national traditions, but also regarding the risk of creating obligations for only some
Member States.

Several members expressed the view that collective bargaining should remain the main
channel for wage setting, with some expressing concerns about the godgsilpption of
well-functioning collective bargaining systems and the-respect of the national social
partnersd autonomy. However, one member
should not lead to situations where groups of workers are excludedrim@amum wage
protection. Another member suggested that national legislators should follow the
outcome of leading collective agreements to set a sufficient and decent hourly
remuneration for all the workers, irrespective of their type of contract andr s#cto
activity.

One member also called to consider the links between a possible initiative on minimum
wages with one on minimum income.

Types of interventions best suited for increasing the coverage and adequacy of
minimum wages

All members stressed themo r t ance of soci al partnersao
setting and updating. The majority supported the promotion of collective bargaining as
the best means to achieve the specific objectives of the initiative, with some calling to
support social partner6 capacity buil ding.

Some members emphasised that clear and stable criteria should guide the adjustment of
statutory minimum wages. A majority of the members considered that the objective of
adequate minimum wages should be achieved taking into accbaneftects on
employment, productivity and competitiveness.

pC

Member sdé6 views regarding the wuse of adequa

mixed. A number of members supported using them on the basis of the ongoing
benchmarking exercise, while othersvsthis as going beyond the EU competence. A
member argued in favour of using the national gross average wage as a reference
indicator. At the same time, another member considered that multiple indicators and
benchmarks are needed to assess adequacy a®dl&echmarks should take national
characteristics into account, such as taxation and social benefits.

Some members supported measures to ensure monitoring and compliance at both
national and EU level. One member favoured a specific monitoring systemdaatkine

effects of the minimum wage on women who are a single parent, and on older workers,
in the context of combatting poverty, especially child poverty.
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A number of members voiced their objections to excluding the use of exemptions and
variations, whie some expressed their support.

Legal instrument

While a few members supported a binding instrument, the majority were in favour of a
Council Recommendation. Many stressed the importance of the ongoing monitoring and
exchange of best practices through EPSCO treathased Committees, and some were

in favour of a benchmarking mechanism. Some members also called for relying on the
European Semester as a vehicle for achieving the goals of the initiative.

A few members did not take a position on the choidde legal instrument but called on
the Commission to reflect on the most effective tool given the different models and
objectives.

Policy options that could be more effective for tacklingwork poverty

With regard to iAwork poverty, several memtserexpressed the view that having a
specific instrument on minimum wages (and proper monitoring) can help reduce the
growing group of working poor in Europe. Some considered that provisions to ensure
minimum wage adequacy through the definition of cleaeca are specifically relevant.

Yet, a number of members pointed out that tacklingiank poverty requires a holistic
approach or integrated framework in accordance with the specific needs of each Member
State. Within such an integrated framework, adeguainimum wages with broad
coverage are a key component, together with access to social protection and to enabling
services. It was underlined that special attention needs to be given to workers in atypical
forms of employment.

Some members expressed tHear that if minimum wages were fixed at a certain level,
this might create rigidities in the labour market, lower the working hours per employee or
lead to job losses. The impact on work incentives was also mentioned. In their view,
where minimum wageare not flexible, the wages just above them tend to drop, thus
potentially worsening the problem ofwork poverty.

1 EPC exchange of views on the minimum wage initiative

The Economic Policy Committee (EPC) held an exchange of views on the minimum
wage initative on 8 September. This Committee includes two members from each
Member State coming from the authorities responsible for formulating economic and
structural policy, as well as a representative from the European Central Bank.

Views on the objectived @ possible EU action

Most Committee members expressed their support for an EU initiative on minimum
wages, with some stressing the need to take into account the heterogeneity of the national

97



minimum wage setting systems. All members stressed the impertain protecting
workers with fair minimum wages, especially in the current crisis situation, thereby
supporting the general objective of the initiative. Some members pointed out that an EU
framework would help social upward convergence, with one membeailting it would

also support the implementation of the European Pillar of Social Rights.

Al l members agreed on the need to respect
autonomy. A few members emphasised that some systems based on collectivenigargaini

are working well and hence the initiative should not endanger them. In their view,
strengthening collective bargaining would be the best way forward for all countries.

Types of interventions best suited for increasing the coverage and adequacy of
minimum wages

A few members stressed the importance of supporting and promoting collective
bargaining through the initiative, especially in countries where it does not work very
well. A member also called for enhancing the capacity building of social partners.

Some members underlined the need for stable and clear criteria to set and update
statutory minimum wages. Several members underlined the importance of looking not
only at social and equity aspects, but also at economic considerations. A number of
membergointed out that the effect on employment needs to be taken into account, even
if it is difficult to assess. One of them was concerned that an increase of minimum wages
could have detrimental effects on the workers that the initiative is trying to pratebt,

as those with low skills. Another member argued that inflation and productivity should
be taken into account when setting minimum wages.

Several members stressed the difficulty of identifying the level of minimum wages that
would allow for a decergtandard of living while safeguarding jobs and competitiveness.
Some members inquired about the concept of fairness and how to define a fair minimum
wage. One member cautioned against the use of one indicator to assess adequacy,
explaining the need to ugaultiple indicators and benchmarks. Moreover, a member
voiced objections to banning the use of exemptions and variations.

Legal instrument

With regard to the legal form of the initiative, the majority of members were in favour of
a nonbinding instrumenthat could take the form of a Council Recommendation, while
two members expressed their support for a Directive. Some members explicitly stated
their opposition to a Directive, arguing that either there was no legal basis for it or it
would endanger colléwe bargaining. A few members expressed their support for a
benchmarking mechanism on minimum wages.
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A2.4. Other consultations

Summary of the Opinion of the European Economic and Social Committee (EESC) on
the minimum wage initiative

The European Parliament requested an exploratory opinion from the EESC with a view
to a forthcoming Commission initiative on fair minimum wages. The final opinion,
SOC/632- Decent minimum wages across Europe was adopted on 16 September 2020. .

Quality jobs, with fair wages including decent minimum wages across Europme
needed as part of the solution to the current crisis. Minimum wages should be fair in
relation to the wage distribution in the different countries and their level should also be
adegate in real price terms, so that they allow for a decent standard of living whilst at
the same time safeguarding the sustainability of those companies that provide quality
jobs.

The EESC Workers' Group and the Diversity Europe Group supported the vieal that
workers in the EU should be protected by fair minimum wages which allow a decent
standard of living wherever they work. This is a fundamental right and is a key aspect of
the implementation of Principle 6 of the European Pillar of Social Rights. The
Employers' Group was of the view that setting minimum wages is a matter for the
national level, done in accordance with the specific features of respective national
systems. A majority of the EESC welcomed the objectives identified by the Commission
and comsidered that they should be addressed through EU action on fair minimum wages.
A minority, however, believed that EU action on some of those objectives would not be
appropriate.

There was a general consensus on the need to preserve the systems thigt workent

All participants mentioned the critical role that social partners play in the wage setting
process and the importance of collective bargaining. Its promotion has been highlighted
as one of the main aspects that the initiative should enconifesSESC welcomed the
indication that any Commission initiative would not seek to introduce statutory minimum
wages in countries with high coverage of collective bargaining and where wage setting is
exclusively organised througih While a majority of EESC anstituents believed that

EU action could provide an added value others disagree. Among the key concerns
expressed, were that the EU would have no competence to act on "pay", including pay
levels, and that such action could interfere with the social parta@tonomy and
undermine collective bargaining systems, particularly in Member States where wages set
in collective agreements.

The Workers' Group and Diversity Europe Group considered that action is needed as
there are workers in the EU, notably vuli#@eaworkers, who are not protected by
statutory minimum wages, or earn a minimum wage that does not ensure a decent
standard of living. In their view, it would be beneficial if common EU thresholds were
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agreed upon to determine what amounts to "a decamdastd of living". The Employers'
Group considered that thresholds for minimum wages must not be set by means of EU
action as the EU has no competence on setting pay levels. According to them, what could
be done at EU level, at most, is to discuss andangd views through the Open Method

of Coordination or the European Semester. Discussions could focus on how to ensure
adequate benefit levels and adequate minimum income schemes and how, along with
employment, this can support financing of adequate spé&bction systems.

On the possible | egal i nstrument of the ini
to be in favour of a Directive (although only some of them made their support explicit),

while employers groups are clearly against it and wouldinbéavour of a softer

approach, i.e. a Recommendation monitored under the European Semester.

Summary of the discussion during the EESC public hearing on "Decent minimum
wages across Europe" on 25 June 2020

On 25 June, in view of the preparation of thevabmentioned Opinion, the EESC held a
hearing where they invited as participants Nicolas Schmit, Esther Lynch (ETUC),
Maxime Cerutti (Business Europe), Kélig Puyet (Social Platform), Ozlem Demirel
(MEP, DE), Dennis Radtke (MEP DE), as well as Agnes JamgéMEP, NL).

The majoritarian view of the participants was that there is need for EU action on the issue

of fair minimum wages, and the current crisis highlighted even more this need. The
opposing view on this came f r aenedé¢haipheoyer so
timing was not right, as this action might have repercussions at the economic and social

level.

There was general consensus on the need to preserve the systems that currently work, and
participants acknowl edged on this. AllCganipantss i on e r
mentioned the imperative role that social partners play in the wage setting process and

the importance of collective bargaining. Its promotion and support were highlighted as

one of the main aspects that the initiative shouldospass. On the legal instrument
chosen, workersodé representatives seemed to
groups spoke against this, supporting a softer approach, i.e. Recommendation monitored

under the European Semester.

Views of the European Parliament

Within the framework of the abovementioned discussion initiated by the EESC on 25
June, the participating Members of Parliament all agreed on the timeliness of the
minimum wage initiative, especially in the current crisis situation when&ex® who

kept our societies afloat, are usually the ones that would be at the centre of this initiative.
Ozlem Demirel (MEP for DE, GUE/NGL and Rapporteur on reducing inequalities with a
special focus on Hwork poverty) stated that the 60% poverty lit@ld be taken as a
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threshold and that the MW should not be lower than that, as this is the minimum to be
done for inwork poverty. Collective bargaining should be promoted as it is not working
everywhere as it should, giving examples of coverage diffesziacross EU. Dennis
Radtke (MEP for DE, EPP and member of the Committee on Employment and Social
Affairs) argued that the solution is not a formula of the poverty line, but rather coverage
of collective agreements, as fair minimum wages and wages mazeatigrcan only be
reached through collective bargaining. Agnes Jongerius (MEP for NL, S&D and member
of the Committee on Employment and Social Affairs) underlined the need to talk about
the MW proposal but also about wage growth and precarious workirdjtioos and
collective bargaining.

Members of the European Parliament also expressed views on the minimum wage
initiative during the discussion of the Draft report on reducing inequalities with a special
focus on iawork poverty that took place on 16 JulRapporteur Ozlem Demirel
(GUE/NGL) emphasised the importance to focus omwank povertyi referring to
specific measures, in particular European minimum wages, as well as collective
bargaining. Anne Sander (EPP) highlighted that this was an importajgctsand
measures were needed for poor workers, in particular young people. Marianne Vind
(S&D) stressed that #work poverty was a growing challenge and a social protocol is
needed; she referred to the growing challenges linked to online platforms dacktio¢

social rights and underlined that the role of collective bargaining is essential. Atidzhe
Alieva-Veli (RENEW) accentuated the importance of fair remuneration to reduce
inequalities while respecting subsidiarity. She mentioned that atypical working
conditions raise issues underlining the role of collective agreements, as well as skills and
qualifications. The green transition can improve productivity. Dominique Bilde (ID)
underlined that inequality is increasing, linked to jobs losses. She coudsitietethe

COM is imposing flexibility on labour markets and competition among EU workers and
that more should be done to defend our economies. Katrin Langensieppen (Greens/EFA)
emphasised that poverty and inequality are a key challenge and mentiondgkrthat
amendment will focus on persons with disabilities and strategies on undeclared economy.
El Obi eta Rafasl ka (ECR) pointed out that
the risk with the pandemic is that poverty andwiork poverty will increase ith
unemployment. She also highlighted the importance of support to families to fight
against poverty and that there is no one size fits all.

Furthermore, in its Draft report on a strong social Europe for Just Transitions from 28
September that will be agted in December 2020, the Committee on Employment and
Social Affairs of the European Parliament calls on the Commission to present a legal
framework for minimum wages and collective bargaining in order to eliminateik
poverty and promote collectivatpaining. It also reiterates its call on the Commission to
carry out a study on a living wage index, which could serve as a reference tool for social
partners.
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A2.5. Public consultations
Replies to the European Pillar of Social Rights Public Consultation

Respamdents to the Public Consultation on the European Pillar of Social Rights Action
Planoveralladdressed the importance of the fight against poverty, amongst which some
mention the importance of minimum/fair wages in this respect.

Of the organisations hawj replied to the public consultation so far, the European Anti
Poverty Network (EAPN) stated its support for a EU legal framework guaranteeing
minimum living wages, benchmarked at 60% of the median wage, contextualised with
reference budgets, as part dfeir call for an EU strategy to fight poverty as an
overarching goal of the EPSR Action Plan. For EAPN, the vatlded of an EU
Directive would not only consist in the requirement for a statutory minimum wage for all
countries, but rather in setting uglaar comparable EU benchmark for adequacy whilst
respecting the national means and procedures to achieve this. EAPN proposed that the
best way this can be achieved was by defining and enforcing a set of common minimum
requirements all Member States havecomply with. Specifically, it called for 1) the
coverage of the whole workforce by MW arrangements, 2) the level of pay and therefore
the adequacy of MW (in relation to takeme pay levels sufficient to protect workers
against poverty and to support @cent living on the backdrop of price levels and living
costs in a given MS), and 3) the mechanisms in place to guide adjustments of (statutory
or collectively bargained and agreed) minimum wages. EAPN also proposed the support
of collective bargaining andhe effective involvement of social partners in the
adjustment of minimum wages. They proposed using the European Semester, as a soft
instrument, to set a fair wage/decent work priority through CSRs. This could include:
increased analysis of work povety related to gender and other groups, supporting
increased employment security/employment status for all workers, collective bargaining
and trade union membership and pefsentred supportive active inclusion.

The European Organisation of Military Assateons and Trade Unions (EUROMIL) also
mentioned the issue of minimum wages and collective bargaining in their contribution. It
recommended to grant members of the armed forces the right of association without
restriction. Once established, military agations and trade unions should be involved in

a social dialogue and be given the right to bargain collectively. More concretely, the
military salary should at least be comparable to the levels of payment in the public
service.

The Employers' Associatiant Insurance Companies believed that an expansion of social
policy regulations does not make a suitable contribution to a sustainable social policy.
Rather, it considered that such efforts put a lasting strain on the competitiveness of the
European economyin addition, it argued that the European Union has no legislative
competence regarding the 20 basic principles contained in the European Pillar of Social
Rights. In this respect, the Employers' Association of Insurance Companies supported
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Business Europe proposal to set up a tripartite advisory committee to improve the
performance of labour markets and social systems by the European Commission.

The European Disability Forum (EDF) noted t
at or below minimumwage, work partime, have precarious work contracts and even
work in isolated workshops away from the op

to the minimum wage initiative.

From the citizensdo replies, a daqiiotitiseztreen f r om
right to adequate living standards and services through quality jobs and fair wages,
income support to those who cannot work and qualitative universal services. A citizen

from Poland stated that a minimum wage initiative should be accoeapéy other

social protection measures, such as a minimum/social pension system.

Finally, during the consultation period, 8 webinars were organised by the Commission
with Croatia, Greece, Hungary, Slovenia, Lithuania, Portugal, Finland and France so as
to discuss the Action Plan to implement the European Pillar of Social Rights. In all 8

meetings, organised with stakeholders from the 8 countries, an EU framework for fair

minimum wages was brought into discussion as one of the initiatives supporting the
Action Plan.

On 18 June, in the webinar organised with Croatian stakeholders, the representative of
the Institute for Public Finance considered the minimum wage to be one of the priorities

the EU should follow, as well as strengthening social dialogue, awtbegs. The trade

union representative also mentioned the strengthening of social dialogue at all levels,
including collective bargaining as a tool for wage convergence.

On 26 June, in the webinar organised with Greek stakeholders from the government, but

al so trade uni on and empl oyersd organisat.
representative emphasised that the 20 principles of the Pillar correspond to the needs we

need to take into account when addressing the transformation of our economy. The
approach should be tripartite, and there should also be a tripartite forum at the national

level to discuss the implementation of the Pillar. As regards already plannedvastiat

he hoped there could be common ground on fair minimum wages. The trade union
representative also touched upon this issue when mentioning the protection of vulnerable
workers and addressing poverty and social exclusion, including among workers as
priorities for the EU.

On 7 July, in the webinar organised with Hungarian stakeholders, both trade unions and
empl oyersd representatives focused their 1in
dialogue systems as well as collective bargaining atmeltievel. Commissioner Schmit

reiterated the social and economic logic behind the planned initiatives on fair minimum

wages and collective bargaining.
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On 7 September, in the webinar organised with Slovenian stakeholders, the
representative of the assoamat of Employers claimed that wages should be defined in

an agreed and transparent manner and reminded that the social partners should not be
prevented from participating in the determination of the minimum wage. The
representative of the Social Protectiorstitute stressed the need to find the just
calibration to create incentives to encourage work since there is a tight gap existing
between social assistance benefits and full time minimum wages.

On 22 September 2020, in the webinar organised with Lithoastakeholders,
Lithuanian &perts on economic and social polickaimed that the initiative on the fair
minimum wages should only be the first step toward theFlarsocial protection that
should be more ambitious to improve working conditions.

On 24September 2020, in the webinar organised with Portuguese stakeholders, the trade
union representative stressed the importance of minimum wages but criticised that
minimum wage increases have not appropriately reflected the needs of workers since
there arestill many cases of mork poverty.

On 28 September 2020, i n the webinar organi
union representative had a concern that the initiative will interfere with the Nordic model
of wage setting and claimed for thespect of subsidiarity.

On 2 October 2020, in the webinar organised with French stakeholders, both trade unions

and employersod representatives advocated t6F
can ensure a proper level playing field in the EU singhrket and reduce poverty. The

trade union representative stressed the necessity to complement this initiative by
undertaking a reflection on working hours to safeguard the efficiency of this measure.

View expressed through the Standard Eurobarometer 9PAutumn 2019), which
included questions about the European Union's priorities (including the minimum
wage)

In the Standard Eurobarometer 92 from Autumn 2019, on which citizens expressed their
opinions about the Eur op e anEutdbpeans thdughttlpar i or i t
each EU Member State should have a minimum wage for workers. An overwhelming
majority of respondents, i.e. 87%, agreed that 'each EU Member State should have a
minimum wage for workers'. 56% of respondents 'totally agreed' wighsthtement.

Meanwhile, less than one in ten Europeans (8%) did not share this opinion, while 5%

said they do not know. The feeling that each EU Member State should have a minimum

wage for workers was widely shared throughout the EU, with respondenisoirarea

countries (90% total ‘agree' versus 7% total 'disagree’) feeling stronger towards it than in
countries outside the euro area (83% versus 10%).
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This is complemented by the fact that more than eight in ten Europeans felt that a free
market economy®uld go with a high level of social protection. More specifically,

nearly nine in ten respondents (86%) agreed that a 'free market economy should go with

a high | evel of soci al protectionod. Mor e th
with this statement. Meanwhile, only 6% disagreed, and 8% said they 'don't know'.
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Annex 3 Who is affected and how?

A3.1. Practical implications of the initiative

I f the initiative i s adopted, its key oblig
and e mpl osgngative drgamisatipns,eemployers, and the Commission.

All Member States will have to consider policy and/or legislative changes to strengthen
collective bargaining (regulatory framework, capacity building), enforcement and ensure
better compliance. In attion, Member States with statutory minimum wages will have
to adjust/determine the modalities of their statutory minimum wage setting frameworks,
and to invest more resources in strengthened consultation with social partners.

Obl i gati ons df oeampwoorykeerrsséd raempr esent ative org
arise from strengthened collective bargaining, which depends on social partners, and their

role in enforcement. In addition, in Member States with statutory minimum wages, they

will have greaterale in the setting and updating of statutory minimum wages. For that,

they will have to strengthen their resources and analytical capacity. Employers will have

to respect agreements on minimum wages and pay to the workers agreed minimum
wages.

Summary ofcosts and benefits

1 The main benefits of the preferred package are achieved through improved
adequacy, in particular due to the Aainding reference value, and coverage of
minimum wages, a reduced uncertainty due to improved frameworks to set
statutory mimtmum wages as well as strengthened enforcement of minimum wage
regulations.

1 Workers/Citizens/Consumers- For workers, in particular lowage earners and
other vulnerable groups including women, the benefits will be better protection
through higher and meradequate minimum wages as well as being covered by
minimum wages, either collectively agreed or statutory ones. Further benefits
arrive from improved enforcement and compliance of minimum wage rules,
reduced uncertainty about future entitlements, imptowerking conditions,
reduced wage inequality,-wwork poverty and gender pay gap. In terms of costs,
workers could face negative employment impacts, but these are expected to be
modest. Consumers might face higher prices, which would be more than
compensted for low wage earners by higher minimum wages.

1 Businesses They will benefit from more fair competition and a more level
playing field and from reduced uncertainty about wage developments. In addition,
they will benefit in terms of increased productivity as a result of higher
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motivation and engagement of workem terms of costs, the businesses can face
higher labour costs, lower profits and increased costs related to strengthened
collective bargaining.

Wor kersd and empl oyer sdé T €heywlshenefitat i ve
from strengthened collective bargasig and a stronger role in setting and
updating statutory minimum wages. This will entail some cost for social partners

in terms of capacity building and modest yearly costs for enhanced collective
bargaining and involvement of social partners in updasitagutory minimum

wages.

Me mber St at es 0 - 8ahefiis for alltMeraberi States are small
positive impacts on public budgets via higher tax and contribution revenues. For
Member States with statutory minimum wages, the benefits are improved
govanance, transparency and clarity of minimum wage setting. Those benefits
should more than counterbalance administrative costs related to the measures (e.g.
putting in place a regulatory framework or enabling conditions for collective
bargaining on wages, apacity building, enforcement, improving statutory
minimum wage setting framework).

Tables below provide more details on benefits and costs of the preferred option.

I. Overview of Benefits (total for all provisions) Preferred Option

Description Amount Comments

Direct benefits

Increased wages for
minimum wage earners.

Wages of minimum wage earner
are estimated to increase by 0,49
equivalent to EUR 223 billion
(intermediate reference values of
55% of median wage or 45% of t
average wage) or 1#guivalent to
EUR 5153 billion (highest

reference values of 60% of medig
wage or 50% of the average wag

This effect is a result of all
actions. Calculations are
guantified based on simulations
related to hypothetical minimun|
wage increases to tmen
binding reference value which i
part of the preferred package. §
Annex 12.1 for results by
Member State.
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Higher coverage by
minimum wages.

Not possible to quantify. An
increase in collective bargaining
coverage can be expected in
countries withat a statutory
minimum wage with
comparatively lower current
coverage.

Reduced uncertainty
about future entitlements
for workers due to
improved frameworks to
set statutory minimum
wages.

Not possible to quantify.

Reduced uncertainty for
firms aboutfuture labour
costs, better business
environment, due to
improved frameworks to
set statutory minimum
wages.

Not possible to quantify.

Improved governance an
participation with stronge
involvement of social
partners.

Not possible to quantify.

Improved working
conditions through better
access to collective
bargaining for workers.

Not possible to quantify.
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Indirect benefits

Reduced wage inequality Wage inequality is estimated to  This effect is a result of all
in-work poverty, and reduced by %% (810%)across |actions. Calculations are
gender pay gap. the EU, inwork poverty by 67% | quantified based on simulations
(11-12%) and the gender pay gaj related to hypothetical minimun
by 2% (5%) for intermediate (higl wage increses to the non
reference values. binding reference value which i
part of the preferred package
(55% or 60% of the median
wage). See Annex 12.1 for resy
by Member State.

A better level playing Not possible to quantify.
field for firms already
compliant with minimum
wage rules due to
strengtheneénforcement
of minimum wage
regulations.
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II. Overview of cost$ Preferred Package

Citizens/Consumers Businesses Administrations
One Recurrent One Recurrent Oneoff Recurrent
off off
(1) Action None |None None |Costs related to increased Possible Somefinancial
related to |Direct minimum wages included in |financial burden burden of actions
collective |costs costs under point (2). to introduce related to capacity
bargaining administrative |building of social
reforms. partners.
Indirect | None | Costs related to higher min. wages |[None |None None None
costs included in costs under point (2).
None |None None | Costs for firms of 25% of the |Possible Some financial
. cost of increased wages, financial burder burden related to
Direct amounting to about EUR®&  |to introduce regularassessment
(2) Action | cOSts (13) bn per annum for administrative |of criteria and
related to intermediate (high) reference |reforms. consultation
national values. activities.
frameworks _ .
Indirect | None |Indirect cost to consumers of about|None |None None None
costs 75% of increased wages, or about

EUR 1517 (3840) bn per annum for
intermediate (high) reference values
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None |None None |Costs related to increased Possible Some financial
(3) Action Direct minimum wages included in |financial burder burden related to
relatedto | COSts costs under point (2). to introduce regular and timely
involvement administrative |consultations.
of social reforms.
partners Indirect | None |Included in the costs under point (2) None |None None None
costs the extent that these actions contrib
to more adequate minimum wages.
None |None None |Costs related tmcreased Possible None
Direct minimum wages included in |financial burder
(4) Action  |costs costs under point (2). to introduce
related to administrative
variations reforms.
Indirect | None |Included in the costs under point (2) None |None None None
costs the extent that these actions contrib

to more adequate minimuwages.
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(5) Action
related to
enforcement

, None [None None |Small increase in costgPossible financial Some financial burden
Direct related to inspections. | burden to introduce |related to strengthened
costs administrative labour inspectorates or oth

reforms. relevant bodies.
Indirect|None |None None [None None None
costs
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Annex 4 Analytical methods

This Annex describes methods used in the Impact Assessment.

A4.1. Summary of studies prepared for this Impact Assessment

Studies commissioned from external experts:

1 "Indexation of statutory minimum wage" by Diane Delaurens and Etienne
Wasmer. The study providedtypology and discussion of the indexation systems
being used in the EU. The study recommended to promote a combination of
partial indexation rules (based on a fraction of inflation and a fraction of the
growth of average real wages, called hard inderatand periodic discretionary
changes (that can informally reflect the indexed inflation and growth of real
wages, called soft indexation). This combination had the potential to reduce the
potential disconnection between minimum wages and productiviperiods of
negative inflation or increased polarisation.

T AEffects of statutory mi msiimuend weangeesr pan S
Attila Lindner, University College London. The study summarised the key
theoretical and empirical results on how thmimum wage affects the allocation
of labour between different types of firms. In particular, the study investigated the
impact of the policy on small and medium sized enterprises. The report presents a
description of the key theoretical considerationd ammmarises the existing but
limited empirical literature on the topic.

T AEffects of <collectively agreed mini mum
Skedinger, Research Institute of Industrial Economics (IFN). The study examined
the system of collectivglagreed minimum wages in Nordic countries, their effect
on employment, and how they contribute to reduciagank poverty.

Eurofound studiesThree country reports requested from Eurofound on the setting and
adequacy of minimum wages as well as relatatty debates focusing, respectively, on
Austria, Italy and Cyprus.

European Centre of Expertise (ECH):set of expert reports on the minimum wage
setting systems of EU Member States (one expert report for each Member State)
provided bythe European Centre of Expertise (ECE).

Simulations:Simulations, within the framework of an existing contract, by the OECD on
incentive effects of minimum wages.
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Internal studies and other sources:

T AMacroeconomic eff ect sbasedimuiaiionsiugingmme wage s :
QUEST model o0, by DG ECFI N. This backgrou
introducing a minimum wage within in a general equilibrium framework. For this
purpose, we embed a lewage sector with employer monopsony market power
into the QUEST model. The employment effects of minimum wages depend on
the structure of the labour market: In a model calibrated to Germany, a minimum
wage of up to 17% above the monopsony case is roughly employmetnal
while reducing consumption inequalitpéhwage dispersion. Without monopsony
market power, a minimum wage above the competitive wage reduces
empl oyment . The householdsdé | abour suppl
power. Spillover effects to other countries after an introduction of minimum
wages are small.

1 Analytical inputs by the European Commission. In particular, microsimulation
analysis of economic, social and fiscal impacts of minimum wages has been
conducted by the JRC (see Section A4.3 below for a description of the
methodology). In adtlon, analysis of the characteristics of minimum wage and
low-wage earners has been conducted (see Section A4.2 below for a description
of the methodology).

1 Relevant academic literature, as referred to in footnotes.

A4.2. ldentification of minimum (and low) wage earners

Analytical work for this impact assessment on minimum wage andMage earnerbas
been prepared by DG EMPL based on anonymised individual data from H&LEU
and EUSES surveys.

Methodology of calculations based on8ILC

Analytical work on the characteristics of minimum wage and lowvage workers are
summarised in 2.1.3 and, in more detail, in Annex 7or this work, minimum wage
earners are defined as those employees with dirfudl equivalent monthly wage that
ranges between 80% and $9%f the statutory minimum wage. Using an income range
to identify minimum wage earners aims to control for minor errors related to reporting,
rounding and conversion.

Full-time equivalent monthly wages are obtained from the micrdevel data of the

2017 wave of EUSILC. The EUSILC dataset contains detailed information on socio
demographic characteristics and income of individuals and households. The 2017 EU
SILC survey contains information on wages in 2016. Thetiimié equivalent gross
monthly wage is @lculated by dividing the EA$ILC variable of annual cash gross
earnings (PY010G) by the number of months worked intifolé jobs (PLO73) plus the
number of months worked in pamne jobs (PLO74). A weakness of the data is thate
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is a discrepancy baten the time period in which the income and the months worked are
measured (usually one year before the survey period) and the time period in which the
number of hours worked is measured (survey yé&&ece, for individuals for whom the
working hours arestrongly fluctuating over the two years, there can be measurement
error. The methodology aims to impute hours worked of-pare workers by aountry

and gendespecific factor equal to the ratio of median hours of work in-{iaet jobs to
median hour®f work in full-time jobs. This methodology has been used in other studies
on minimum wages (Brandolini et al., 2010; Eurofound, 2019).

Information on minimum wages in 2018 has been collected from OECD Statistics.

This has been adjusted to be consisteith whe income data found in the ERILC

database which reflects 2016 prices and wages. In particular, the annual national
statutory minimum wage in 2018 was deflated by the aggregate hourly wage growth
between 2016 and 2018 obtained from Eurostat [namaal® O ] to obtain an
annual mi ni mum wage for 2016. Hence, t he f
adjustments to the minimum wage that go beyond the aggregate hourly wage growth
between 2016 and 2018. To obtain the monthly minimum wage fdr-afie employee,

the annual fAadjustedd mini mum wage is then

While it is possible to identify minimum wage earners in countries with a statutory
national minimum wage, this is not possible in countries where minimum wage
protection is provided by wages set in collective agreement$his is because of the
multiplicity of such collectively agreed minima and because these are not collected
systematically. For this reason, for comparability, the characteristics ocivéme
workers were analysed for these countries as a proxy group.

Methodoloqgy of calculations based on BBES

Low-wage earners are defined as those employees (excluding apprentices) who earn
two thirds or less of the national median gross hourly earningsviedian gross hourly
earnings are obtained from the Structure of egsurvey (SES). This survey is carried

out with a fouryearly periodicity according tRegulation (EC) No 530/1999. The most
recent available reference year for the SES is 2014. National statistical offices collect the
information on earnings used in thsurvey and it contains questions about
theenterpriseand on the individual employee, aiming to gather individual data on
earnings and working hours, as well as personal characteristics and characteristics of the
jobs. The statistics of the SES refer tdegprises employing at least 10 employees in all
areas of the economy except agriculture, forestry and fishing and public administration
and defence.
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A4.3. Simulations with the Euromod model: Methodological notes

Results presented in Annex 12 have been olrad by microsimulation analysis

using the Euromod model. Euromod is a unique microsimulation model for the
European Union that allows to assess the distributional, inequality and poverty effects of
real or hypothetical reforms in a comparative way adh$sountries.

Euromod allows to account for the interactions between minimum wages and the
tax-benefit system.For each individual in the data, tax liabilities and social benefit
entitlements are simulated according to the laws of each country. Disposabies is
calculated by adding benefits and detracting taxes from the gross income of each
individual. The taxbenefit systems simulated in this research refer to those in place as of
30 June 2019, while the underlying data come from3LLC 2017 (referece income of

2016). In some countries, data are enriched by cospeyific data sources. Wages (and

all other monetary variables) are uprated to account for changes between the date of input
data (2017) and 2019. ESILC is representative for the natidp@pulation.

For computational reasons, the assignment of hypothetical minimum wages is done

on an hourly basis For this purpose, observed wages and hypothetical minimum wages
(HMW) are converted to hourly levels. To this end, monthly HMW are dividethéy
average number of weeks in a calendar month and the median hours of worktiboyefull
workers (which differ by country). Furthermore, to obtain gross hourly wages based on
observed data, yearly earnings of employees are divided by the number of armhths
hours of work. To simulate the hypothetical scenarios, hourly earnings thus computed are
increased to the HMW whenever they are lower than these in the baseline. The income of
all nonemployees, or employees identified as outliers, remains unchanged.

Possible measurement error in working hours is addressed by an outlier detection
technique. The working time considered in the calculation of observed hourly wages
contains two elements: weekly working hours and months worked per year. These two
elements @& measured in ESILC based on a different time period: the number of
months in work are reported for the year preceding the survey (which is the income
reference year; in this case 2016) while weekly working hours refer to regular working
hours reportedni the week the survey was taken (in this case, in 2017). This may cause a
measurement error in calculating hourly wages if individuals change the amount of
working hours from one year to the other. In general, the presence of measurement error
in the calclation of hourly wages increases the variance of the wage distribution and
therefore the incidence of low wages. As a consequence, the data might overestimate the
presence of lowvage earners, which in turn can lead to an overestimation of the
potential efect of a minimum wage policy. For this reason, to identify the outliers among
hourly wages, we use the intgnantile range technique.

In some cases, information about the actual working time needs to be corrected or
imputed because of data issue$or sone individuals, there is information on earnings
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and months of work but not on working hours. For this missing information, we impute
the working hours by using information on gendpecific median working hours and
workers' history of fultime and partime employment®’ In addition, following EU's
Working Time Directive, we cap the working time for which a HMW is assigned to 48
hours per week.

A4.4. Estimation of possible employment effects: Methodology

This i mpact assessment u tamate possible empleymens t i c i t
effects of higher minimum wages. It uses output from the Euromod microsimulation
analysis, the methodology of which is explained in the previous subsection. A similar
elasticity approach was taken by the US Congressional Budifiee Gn its recent

assessment of hypothetical increases in the US federal minimumWage.

The method relies on the soal | edwaiewnel asticityo, whi ch
employment for the group affected by the minimum wage increase responds to an
increase irthe average wage of that group induced by the minimum wage chdnge.

The definition of the owswage elasticity implies that the change in total employment is
the product of three factors:

(1) the ownwage elasticityQWB);

(2) the estimated percentage incremsthe wages of those affected by the minimum
wage increaseéx(Y o ¢ "QQ); and

(3) the share of workers affected by the new minimum wa@i®( Q).

Expressed in formula, this means that:
PYOO O 0 0O bPYn®dQQ 2z YHi Q
Factors (2) and (3) are outputs of the Euromod microsimulations of various hypothetical

scenarios.

In turn, factor (1), i.e. the owwage elasticity used in this impact assessment is based on
the survey of the recent literature by Dube (2019, op. citdseB on 48 recent
international studies estimating ti@WE including evidence on EU Member States,
Dube finds that the median elasticity found in the literaturedi$6°®° This is close,

¥"This methodology has been proposed by Brandolini, A., R
empl oyeesd | abour earnings in thesd&uriopeAtnkiumsom, Math., an
(eds.), Income and Living conditions in Europe, Eurostat Statistical Books, Publications Office of the European Union,
Luxembourg.

s5ee Congressional Budget Office (2019) :oflficiedsiag tHef f ect s on
Feder al Mi ni mum Wageo, Washington.

®see an explanation of this concept by Dube, A. (2019):
evidenceo, report presented t207 .t hTeh eUKCBLOo W 2Pdy ) Camril sss itohn,
el asticityo, oasttihcei tiiye nipolro yamlelntdierlect|l y affected workerso.

20pybe, A. (2019), op. cit., page 50.
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although somewhat lower than what was found by the GBQ¥), basd on a smaller
selection of 11 studies for the U.S.

The chosen elasticity 60.16 means that the minimum wage raises wages civage
earners much more than its possible negative impact on jobs. For the overall impact of a
minimum wage increase to begative on the wages of lewage earners, the OWE
would need to be lower thatl. Accordingly, elasticities between 0 ar@l4 can be
considered as smafl*

Naturally, there is uncertainty around the elasticity used, which is a source of uncertainty
relatedto the estimated employment impacts. The elasticiy0df6 can be viewed as a
central estimate, while more optimistic and pessimistic scenarios could also be
constructed by rscaling employment effects to reflect an alternative elasticity. For
instance a more pessimistic alternative scenario is constructed by the CBO (2019, op.
cit.) by assuming that loratgrm effects of minimum wage increases exceed those implied
by the estimated shetérm elasticities by 50%. This results in a possible -@nm
elasticity of -0.375 in the CBO assessment. A more optimistic scenario, in turn, could be
that minimum wage increases, especially at moderate levels, do not have a negative
employment effect at all. Such an optimistic scenario could be based on the cansiderat
that many of the studies used in the literature surveys focus on specific groups of workers
such as teenagers, and are not necessarily indicative of the overall impacts of minimum
wages. Studies focusing on a broader set ofl@ge workers, on averageply smaller
empl oyment effects. I n particul ar, Af or t

Y

workers the median OWE estimate is quantitatively close to #&ro 0 4?) o .

Alternative approaches to assess the impacts of minimum wages on emplayukeht

also be conceivable. It is possible, for instance, to use-flatiged macroeconomic
models to do so. However, most macroeconomic models were not built, and are not
particularly suitable, to study the effects of minimum wage increases. Most

h e

macroeonomi ¢ model s hawveel assssicaploi, f ileadb,oufi nenoar
ease of tractability. This implies that wag

large job losses by construction. A background paper prepared for this impact assessment
by the European Commission (DG ECFIN) explores how the employment effects of

mi ni mum wages depend on the structure of
QUEST model. The paper finds that labour market structures in which employers have
wage setting poweare compatible with the notion that minimum wage increases do not
result in significant loss of employment or economic actifify.Calibrating
macroeconomic models to reproduce the empirical elasticities (such as the QWE of

201
202

Dube, A. (2019), op. cit., page 27.
Dube, A. (2019), op. cit., page 50.
MWEyropean Commi ssion (2019): AMacr oebased snmiations asj thee ct s o f

m

QUEST model 6, DG ECFIN. See a summary in Section A4.1 aboy
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chosen in this impact asssment) would be possible. However, it would by construction
provide identical results to those calculated here by the elasticity method.

A4.5. The OECD Tax-Benefit model: Methodological notes

The OECD TaxBen mod@f is a calculator of tax burdens and benefit entitlements for

working-age families. It covers all EU countries and produces outputs for the years 2001
to 2019. It incorporates detailed tax and benefit rules which are validated by national
ministries®®® It is consistent across countries and over time, therefore it allows

comparability.
1. Use of OECD TaxBen model for computing adequacy indicators

Adequacy indicators calculated in this impact assessment are based on the gross wages
and net incomes of typical warks earning the minimum wage and other reference wage
levels (e.g. a percentage of the national average or median wage), and their households.

The OECD TaxBen model allows to calculate these gross and-metrknand outof-

work incomes for these selectegical workingage families. In particular, the model

has been used to compute gross wages and net incomes which are the denominators of
some minimum wage adequacy indicators. In particular:

1 Gross wages are expressed as a percentage of the averag&wage.

1 Net wages are gross wages plus cash befféfitinus income taxes and own
social security contributions. Any taxes or contributions not paid directly by the
wage earner or benefit recipient are not included in gross wages (and not
deducted to arrive at nitcomes).

The model allows these indicators to be calculated for multiple household types. In this
impact assessment most indicators presented refer to single childless adult households,

204 The OECD TaxBen model and related analytical reports have been produced with the financial assistance of the
European Union Programme for Empl 03020 Rot moeerintbrm&ion; seex | Il nnova
https://www.oecd.org/social/benefimdwages as well as: http://www.oecd.orgle/soc/OECDBTax-benefitmodet
Overview.pdf

205 All tax and benefit amounts are computed using the rules and regulation that were in force on 1 January of the
relevant year.

208 average wages used by the OECD TaxBen model are calculated, where availabéeidos B to N (ISIC Rev. 4

industry classification). Data relate to the average earnings for the country as a whole. The worker is an adult (male or
female) worker in the covered industry sectors, including both manual antharwral workers. The worker is
assumed to be fully employed during the year, although several countries are unable to separate and ekichede part
workers from the earnings figures (in most of these casesjmdlequivalent wages are reported). Annual earnings

are calculated by ferring to the average of hourly earnings in each week, month or quarter, weighted by the hours
worked during each period, and multiplied by the average number of hours worked during the year, assuming that the
worker is neither unemployed nor sick andluiing periods of paid vacation. A similar procedure is used to calculate
overtime earnings. Earnings are assumed to include average amounts of overtime and regular cash supplements
(Christmas bonuses, thirteenth month payments and vacation month payiRegtdar annual bonuses are included

where they do not take the form of dividend payments. Fringe benefits are excluded.

207 Cash benefits considered include unemployment insurance, unemployment assistance, social assistance, family
benefits and longaren benefits, housing benefits, chitdising allowance paid to parents assuming childcare
responsibilities for their own children and employmend n di t i owmard k {)orb dneaf i t s.
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but some indicators have been calculated also for other housepekl dg robustness
checks. These household types include stegimer and duadarner couples with and
without children.

2. Use of OECD TaxBen model to simulate the impact of minimum wage
increases on work incentives

Because of its focus on policy mechantbg® OECD TaxBen model is particularly suited

for studying how tasbenefit and wage policies work and interact with one another in the
context of policy design and policy assessment. It can be used conveniently for
simulating the impact of a policy reforron a number of indicators, such as work
incentives indicators and net incomes.

In this impact assessment-adc simulations done by the OECD have been conducted to
show the impact of a 10% increase in the minimum wage on net family incomes among
four howsehold types: single workirgge person, single workirgge parent with a child,
childless workingage couple and workirgge couple with two children.

A4.6. Collective bargaining coverage: data issues

Existing information on collective bargaining coverage is ased on a variety of
sources, but the information is incompleteMore precise information could be useful,
also in the Member States where minimum wage protection is provided by wages set in
collective agreements, for governments and in particular soarthgys to be able to
have a thorough assessment of the situation oihage workers.

Collective bargaining coverage is generally used as an indicator of the share of
workers protected by wages set in collective agreements in Member States without a
statutory minimum wage. The primary sources of this information is the ICTWSS
database of the University of Amsterda#hwhich is also the main source of OECD

data. This database uses various national and comparative sources, survey data and
historical estimates Comprehensive (administrative) data are not available. One
limitation of this type of information is that not all collective agreements set wages.

Often, information on collective bargaining coverage relies on company surveyis

some cases, variousrsays may result in slightly different estimates. For instance, the
estimate of collective bargaining coverage of 45% in Cyprus corresponds to the latest
data from the 2014 EU Structure of Earnings Survey (for industry, construction and
services, excludingublic administration). With a different methodology and a smaller
sample size, the European Company Survey 2013 by Eurofound estimates a coverage
rate of 61%. For Italy, company surveys focusing on firms employing ten or more
employees in the private gec yield higher estimates than the 80% coverage rate found

208 For a description of the latest version of the database, see Vis§2619). ICTWSS Database, Version 6.1.
Amsterdam: Amsterdam Institute for Advanced Labour Studies (AIAS), University of Amstekidasember 2019.
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in the primary data sourcé¥ Still, as about 95% of Italian enterprises are small
companies with 9 employees or 1855these surveys are thought to overestimate the
economywide coverage.

Various surveys have different advantages and disadvantage&n important source

of information, the EU Structure of Earnings Survey {8ES) is a large survey of
companies, comparable across Member States, conducted every four years. However, it
excludes compaas employing less than 10 workers, a segment which is very important

in many Member States: it represents more than 90% of companies employing more than
10% of workers in manufacturing, almost 50% of employment in construction and more
than 30% in accommadion and food services! Small companies are also less likely to

be covered by collective agreements.

A4.7. Average and median wages: statistical issues

This Impact Assessment relies on newly compiled data by Eurostat to compare
minimum wages to median and aveage wagesThis is a methodological change as
compared to previous documents which relied on OECD*ata.

Both the average and the median wages are calculated based on earnings surviys.
particular, the latest available wave of the Structure of Earnings Survey (SES, referring to
2014 earnings) has been used to extrapolate median and average wages in 2019. The
derived medians and means have been extrapolated using the wage complahentr of
costindex (LCl)datgp u bl i shed 1 o _t b ef Edr@tsaThe final ratios

have been calculated as the monthly gross minimum wage in force on 1 July 2019
divided by themedian / mean monthly earnings estimated for the referenc@@&ar

The basis of the calculations are monthly gross earnings in national currencyhese
include norregular revenues such as bonuses and overtime. The corresponding figures
are publ i sheedrn Bes monthly afatBwsredb &s e .

The indicators shown in this impact assessment are based on the earnings of full

time workers, similarly to the definition of the OECD. This ensures consistency with

the most widely used existing indicators which have shaped the views of stakeholders.
An alternative versio of the data covers paitme workers (converted into fulime
equivalents). Pattime workers generally earn less than-futhers, even on an hourly

2WE g., EU Structure of Earnings Survey, Eurofoundds Europ
the National Institute of Statistics and the tripartite National Economic and Labour Council [CNEL, ISTAT (2016).

Progetto CNEH STAT s u loduttiviamsdruttidirder performance delle imprese esportatrici, mercato del lavoro e
contratt azi bReportintarmediglastconsultatian on 2 September 2019), p.-1086.]

210 |STAT (2018). Annuario Statistico Italiano 2018, vol. l4mprese https://www.istat.it/it/files//2018/12/C14.pdf

(last consultation on 2 September 2019), p. 488.

2YEyrostat, Structural business statistics overview, URLhttps://ec.europa.eu/eurostat/statistics
explained/index.php/Structural_business_statistics_overview#Size class_analysis

212 previous documents include thealytical documerdccompanying the secorstage consultation of social partners,

published on 3 June 2020.
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basis. This means that, in countries with a fsghre of partime workers (e.g.,
Germany and the Neghlands), their inclusion increases the Kaitz ratios (Graph A4.1).

Graph A4.1: Minimum wages, expressed as a percentage of the gross median wage,
20197 full -time workers only and part-time workers included
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W Eurostat - 2019 - full-time only
Eurostat - 2019 - including part-time workers

Source:Eurostat.
A4.8. Dissemination of statisticaldata for the UK

The dissemination of data within this Impact Assessment follows the Eurostat
guidelines for the production and dissemination of statistical data by Commission
services after the UK leaves the EUIn particular, in all the graphs displayimgta
covering a period prior to the year 2020, the UK data are published but are placed
immediately after, but separate from, the 27 Member States. These data are presented
only for illustration.

It should be noted that the UK data have been excluded &lbrthe analysis and
simulations performed for the purpose of this report.
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Annex 5 Visualisation of the problem tree and the intervention logic

Graph A.5.1: The problem tree

External drivers: / Internal drivers: Regulatory failures, insufficient reforms \
Transition to the services economy /\
S Rise in non-standard forms of o
Drivers employment * Negative trend in collective bargaining + Insufficiently clear framework for
Technological change and coverage, affecting adequacy and coverage setting statutory minimum wages (incl.
globalisation * Exemptions for some groups in statutory cr|ter|a_for an_jquacy, frequency,
Tax and benefit system systems; lower minima (variations) for regularity, criteria for updates)
other groups * Insufficient involvement of social
\- Imperfect compliance partners in MW setting _‘/
Problem Many workers are not protected by adequate minimum wages
@r workers: \l '/F;:r businesses: \ For economy and society in general:
Conse- +  Inadequate income for workers and their «  Increasad job turnover *  Impact on public budget (reduced
Lences families, more precarious lives . Weaker incentives for firms to invest in revenues from labour taxes and
q +  Inadequate future entitlements (pensions) workers skills contributions, increased in-work benefits)
= Wage inequality, in-work poverty - Less engaged workforce = Concerns about distorted incentives for
»  Lower incentives to take up a job if work - Smaller pool of workers to recruit free movement of workers and businesses
does not pay - Concerns about social dumping and +  Larger employment effects of minimum
= Uncertainty about future wages, distorted competition wage increases if framewaork is not clear
entitlements, job insecurity, if framework

Uncertainty of business enuironmentif/

\ is not clear J \__ frameworkis not clear
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Graph A.5.2: The relationship between areas of action and specific objectives

(a) Systems where minimum wage protection is provided by collective agreements

Declining trend in collective
bargaining

Insufficient adequacy of
minimum wages

Gaps in coverage of minimum
wages

Issues in compliance,
enforcement and monitoring

(b) Systems with a statutory national minimum wage

-

.
Declining trend in collective
bargaining
L. r
-
Insufficiently clear frameworks to
set statutory minimum wages
\
-

Insufficient invalverment of social
partners in statutory minimum
wage setting

.

Insufficient adequacy of
minimum wages

Exemptions from minimum wages
wages

.

Gaps in coverage of minimum J

i
Varlations and deductions in
L minimum wages

i "\
Issues in compliance,
enforcement and monitoring

Note: This graph is the counterpart of Graph 3 in the main text. While Graph 3 focuses on the links
bet ween the internal drivers and the aspects
corresponding areas of intervention and specific objectives.
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Annex 6 Minimum wage setting systems in the
EU

Minimum wage protection can be provided by collective agreements or by statutory
minimum wages set by legislation This section provides an overview of &iig
institutional settings.

A6.1. Minimum wage protection provided by collective agreements

In six Member States (Austria, Cyprus, Denmark, Finland, Italy, and Sweden)
minimum wage protection is provided by wages set in collective agreements.
Usually, theseagreements are concludatl the sectoral level. In Cyprus, wages set in
collective agreements for certain occupations coexist with statutory minimum wages set
for other occupations.

In general, these Member States have a comprehensive collective bargagsystem,

with high membership of both unions and employers association8s a result, a large
proportion of workers are covered by collective agreements. National traditions of
collective bargaining vary considerably. In Denmark, firms with collectiveeagents

are obliged by law to apply the agreement to all workers, regardless of union
membership. In Sweden, a double affiliation prinéplapplies. In Austria, employers

are mandatorily members in the relaeaant emp
implement the collective agreements. In Finland, there are extension mechanisms that
all ow collective bargaining agreements sign

apply also to noomember companies within a sector and to their employedsough
formal extension mechanisms do not exist in ltaly, case law and practice have
systematically extended coverage to {umionised workers. The rest of this section
provides more detail on the existing systems in countries where minimum wage
protectionis provided by wages set in collective agreements.

Wages set in collective agreements are generally the outcome of bipartite
negotiations by social partners Since they can be agreed at various levels (national,
sectoral, regional or firm level), the numbef co-existing agreements can be high.
Agreements can, and often do, provide for quite complex pay schedules differentiated by
occupation, age, seniority, region and other dimensions.

I n Austri a, mi ni mum | evels of p eoNectveer e s et
agreements (CAs) at the sectoral/industry leveMWages set in collective agreements

are legally binding for all companies in a given sector or industry as, by law, employers
hold a mandatory membership of t).hiether el ev an

B3 Both the employer and the employee need to be members of the signatories oétieealgreement.
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public sector, collective bargaining forms the basis for legal acts updating wages. The
Federal Conciliation Office can also set legal wages for some groups not covered by
CAs. Moreover, social partners at the peak level have in recent yedramsework
agreements on raising wages across all sectors whileefsigd bargaining between
local trade unions and individual companies is confined to questions of working time,
leaves and other entitlements in most cases.

Cyprus has a mixed wage settigp system that combines collective bargaining with a

statutory minimum wage for a few occupationsCollective Agreements are not legally
binding. I n addition, mi ni mum wages for sel
salaries are regulated by minis&rdecree, which, up until 2012 was updated following
nonbinding social partner consultations but has been frozen since then.

In Italy, wages set in collective agreements are set by twti@r collective agreements

at the sectoral and company/territorial levels, regulated by civil law. No legal

extension of collective agreements exists. The case law and national traditions have led
companies to apply collective agreements to-moionised workers too. Wage setting

occurs primarily at the sectoral level, coomy between the most representative trade

uni on organisations and ersigdd dhyrgainisgdat tkes s oc i a
company or territorial level is commonly confined to benefits and incentives.

In Denmark, wages set in collective agreements aftemsed on collective bargaining

conducted voluntarily by the social partners. There is no legal extension
mechanism.Collective agreements that include wages are binding for both workers and
compani es. There are three wanaeges estytsitnegno s
sectoral CAs in the public and parts of the private sector determine wage levels with

strict constraints on local bargaining. Other sectoral CAs in the private sector allow for
workplacelevel negotiations, either setting a wage floor for n@inexperienced

workers and requiring individual supplements or without wage and only serving as a

safety net to local negotiations. The state supports dispute resolution through the Official
Conciliator and the Labour Court.

In Finland, wages set in coktctive agreements are encompassing thanks to a legal
Aferga omneso ext d@hissektension mechanisinyextehds \CAs from

empl oyer associationsd® members, who direct]l
respective confederations, to Rorembercompanies within the same sector. In the few

sectors without erga omnes applicability, t
reasonabl edo, which can be based on social p

In Sweden, twatier collective bargaining sets wagesn collective agreements

primarily at the industry/sectoral level, leaving companylevel discretion in

practice. Industry/sectoral CAs apply with binding force to both unionised and non
unionised workers in the companies/organisations of a signatory eempleyé associ at i
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There is no legal extension mechanism for-noover ed enterpri ses. The
is to provide the legal basis for the negotiations of the social partners, assigning social
partners broad rights, and supporting enforcement anditdigpsolution through the

National Mediation Office and the Labour Court.

A6.2. Minimum wages set through legislative provisions

In the EU, 21 Member States have a statutory national minimum wage, a wage floor

set by law applying to all sectors of the economylhere is a considerable variety
across countries in the mechanism to set tHaifierences concern, among other things,
the actors involved and the level of government discretion in the deaisaiing
process. In general, the minimum wage setting systems in the EU are either
institutionalised (with a formal obligation to consult with relevant stakeholders}, rule
based (index#on) or noninstitutionalised (the government determines unilaterally the
adjustment of the statutory minimum wage). The social partners are associated to
different extents and with different modalities. Independent experts also play a role in a
number ofcountries.Table A6.1provides a summary of various minimum wage setting
systems, whil@able A6.2provides an overview by country.

Table A6.1: The role of the government, social partners and other actors in
statutory minimum wage setting systems

Statutory minimum wage
Institutionalised decisions Mlplmum wage
Non- setting relying on
- i ! Automatic | i
Gov't following the | Gov't following bilateral/tripartite | Gov't following a Govt extgnds u oma_l c institutionalise coIIec_n_ve
; o . o . collective Indexation . bargaining
recommendation of non-binding consultations tripartite decision d decisions
- ) agreements by
MW specialised body process making process -
legislation
DE BG PT LT 'BE* BE cz AT
EL ES SI* PL EE FR CY
IE HR RO SK LU DK
FR* HU MT Fl
Lv NL IT
MT* S| SE

Note: * For discretionary changes.
Sources:Relevant national legislation; ILO Working Conditions Laws Database / Minimum wage fixing database

In 6 of the 21 countries (Belgium, France, Luxembourg, Malta, the Netherlands and
Slovenia), formal indexation rulesdrive minimum wage updates on the basis of

price and wage developments or a combination of bothn all six countries, there is

also the possibility for discretionary changes on top of those linked to indexati8n.
Member States (Belgium, Malta and Stona), the law specifies a formal obligation to
consult social partners on such discretionary changes. In France, the law entitles social
partners to present their recommendations to the government and these are published as
an annex to the annual repofttbe Minimum Wage Expert Committee. In Luxembourg

and the Netherlands, there is no legislative clause for social partner consultation.
However, in both Member States, social partners providebimaiing views to the
government on the minimum wage in preet
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In Germany, Greece, and Irelantie process of minimum wage setting is led by a
minimum wage specialised bodyln these countries, an independent specialised body
makes recommendations to the government on the annual minimum wage adjustment. In
Greece and Ireland, the government can deviate from the recommendation but if it does,
it has to justify the decision.

In Lithuania, Poland and Slovakia, the minimum wage setting system takes place in a
structured tripartite system in which if an agreememéa#ched through the consultation
process, then this is binding.

In Belgium and Estonia, changes to the minimum wage are decided bilaterally between
the social partners through collective agreements; the agreements are then extended into
legislation by thegovernment.

In many Member States, the government makes a decision about minimum wage
updates after an institutionalised process of consultations mostly with social
partners. These are systems with weléfined decisiommaking processes and specific
roles for the main actors. Specifically, in the majority of the Member States (Bulgaria,
Spain, Croatia, Hungary, Latvia, Malta, Portugal, Slovenia and Romania) the government
sets the minimum wage following an institutionalised bipartite or tripartite catisult
process, defined by law. In all of these Member States, social partners provide non
binding recommendations; the government can set the minimum wage unilaterally.
Czechiathe adjustments of the minimum wage are decided by the government without
specific rules or institutionalised consultation process defined by law. However, in
practice social partners express views and-lsinding recommendations through a
tripartite committee.
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Table A6.2: Summary of statutory national minimum wage setting systems

MS

Update mechanism

Frequency of updates|

Timeliness of
updates

SP Involvement

BE

Automatic indexation
(prices), by law

Automatic indexationif pivot index + 2 % ove
t-ad olasS tS@gStz n
index

Discretional changbased on labour costs
(wage norm)

within the framework of|
CAB:

Automatic indexation
continuous through the
year

Discretional change8i-
annual

In practice: entry
into force (July)

SPs negotiate MW in binding
collective bargaining agreemen
(still Gov discretion to adapt
rules)

BG

No criteria specified by
law

Target(in practice): MW level based on a fix
target level from Mid-Term Budget Forecast
the Ministry of Finance

Not specified

Not specified

SPs consulted in National Cou
for Tripartite Cooperation on ng
binding basis

cz

List of criteria defined by
law. Adequecy target
used in practice

Criteria: wages and consumer price
developments by law plus labour market
developments in practice

Target MW = 40% of average wages

Annual, in practice

Entry into force
(January) by law

No involvement of SPs foresee|
by law, unilateral decision by G
possible

DE

Criteria defined by law

Wages and incomes (collective agreements|
broad economic situation (competition,
employment)

Bi-annual, by law

Start of the proces:
(June) and entry
into force (usually
January), by law

SPs represented in MW Expert
Body (MWC) making binding
recommendation (still Gov
discretion to implement)

EE

No criteria defined by
law but used in practice
Adequecy target used in
practice

CriteritY n a2 I Wf n f1I
Targets lower limit: 40% of the projected
national average wage; upper limit: 2*

D5 {

Annual, in practice

In practice: entry
into force (January

SPs negotiate MW in binding
collective bargaining agreemen
(still discretion to increase)

List of criteria defined by

Broad economic situation (e.g. employment|

Detailed calendar,

SPs represented in MW Expert
Body (LPC) making non-binding

law

prices (e.g. labour costs), wages and incom
(e.g. labour income)

IE law compennveness), pnce; (cost _of living), wagAnnual, in practice by law recommendation (justification o
and incomes (changes in earnings) L B
deviation required)
List of criteria defined byBroad economic situation (e.g. employment Detailed calendar, SPs express V|ew§ to MW EXpF
EL L R ; Annual, by law Body (KEPE) making non-bindi
law competitiveness), prices, wages and incomg by law X
recommendation
List of criteria defined by Br_oad economic snuatlor_] (e.g. productivity) In practice: entry |SPs are directly consulted by G
ES prices (CPI), wages and incomes (e.g. laboyAnnual, by law . - X
law into force (January|on no-binding basis
share)
Automatic indexationif CPI growth >2% sin SPs express views to MW Expd
< A oA . i
Automatic indexation flad aA dzLRF 0 SZ n  &aAnnual, by !aw ) Entry into force Body (GoE) maklnlg ngh bllndm
FR (prices and wages), b I,hourly wage in pp (automatic indexation +(Januar ), by law recommendation (justification
P ges). by ‘|Discretional changbased on expert opinion |discretional change) ¥). by for deviation required, discretio
and social partners agreement to increase)
. T " Broad economic conditions (e.g. . .
List of criteria defined by . Detailed calendar, |SPs consulted directly by Gov g
HR {unemployment and employment), prices  |Annual, by law - X
law . X . by law non-binding basis
(inflation), wages and incomes
Broad economic and labour market situatio . .
List of criteria defined by(e.g. labour productivity, unemployment) Detailed calendar SPS cqnsulted n Ngnonal .
LV 1 X ’_|Annual, by law " | Tripartite Cooperation Council

by law

non-binding basis
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Timeliness of

MS Update mechanism Frequency of updates| SP Involvement
updates
List of criteria defined bl S Start of the proces§SPs make b|n_d|ng_ o
1Criteria Broad economic situation (June) and entry  [recommendations in Tripartite
LT [law. Adequ L Annual, by law : . .
. . Target average to minimum wage at 45-509 into force (usualy |Council, but unilateral Gov
target used in practice L
January), by law |decision if no agreement
Automatic indexationif CPI + or -2.5% over|In practice: Automatic Start of process
. . . ) (Gov report to .
Automatic indexation  [last 6m indexation every 6m No involvement of SPs foreseel
LU . . : . . . ; Chamber of . -
(prices), by practice Discretional changbased on economic By law: Discretional Deputies every 2 by law, unilateral decision by G
conditions and wage developments changes: Bi-annual P Y
years), by law
List of criteria_defined by In practice: start of|SPs consulted in National
HU law 1Broad economic and labour market situatiopAnnual, by law the process (seconEconomic and Social Council of
half of the year)  [non-binding basis
Automatic indexationCost of Living Allowan
Automatic indexation |(retail price index) Entry into force SPs consulted in tripartite
MT |(prices) plus discretionalDiscretional changdaroad economic situatiofAnnual, by law (Jan):Jar ), by law Employment Relations Board o
changes, by law (e.g. productivity), prices (labour costs), wag ¥). by non-binding basis
and incomes (e.g. collective agreements)
Automatic indexation50% of wage growth .
. - - = a R Sac o n = No involvement of SPs foresee
Automatic indexation [0 O2f ft SOUA St e ol NBI . . . .
. . Twice per year (Jan & |Entry into force by law, unilateral Gov decision
NL |(wages) plus discretionggrowth July), by law (Jan & July), by lav|(discretion to adapt indexation
changes, by law Discretional changebroad economic situatio v). by v). by rules) P
(employment, social security costs)
. I SPs negotiate bindin
Broad economic and labour market situatior| . . 9 onding
. - " - . Annual (if inflation beloy . recommendation in tripartite
List of criteria defined by(e.g. labour productivity), prices, wages and . Detailed calendar, s .
PL 1. 5%) or twice a year (Ja| Social Dialogue Council, but
law incomes Target by law . S
- & July), by law unilateral Gov decision if no
average to minimum wage at 50%
agreement
L - . SPs consulted in tripartite
. - . Broad economic situation (productivity), prig L 'p X
List of criteria defined by S » ) In practice: Entry |Permanent Commission for
PT 1(cost of living), wages and incomes (income|/Annual, by law . ; )
law and price policy) into force (January|Social Concertation on non-
P policy binding basis
No criteria_specified b SPs consulted in National
RO law P Y Not specified Not specified Not specified Tripartite Council for Social
Dialogue on non-binding basis
Automatic indexationto costs of living (min
Automatic indexation  [+20 % / max +40%) + taxes and social secyAnnual, by law . .
) . ) ; . N 2 . Entry into force  |SPs consulted directly by Gov
Sl |(prices) plus discretionaDiscretional changeBroad economic and  |(automatic indexation + - .
o . : . (January), by law |[non-binding basis
changes, by law labour market situation (e.g. economic growdiscretional change)
employment), prices, wages and incomes
SPs negotiate binding
List of criteria defined byBroad economic and labour market situatiol Detailed calendar, recommgndatlons '.n trlparte_
SK 1 Annual, by law Economic and Social Council (

law

(e.g. employment), prices, wages and incom]

by law

bilaterally), but unilateral Gov
decision if no agreement
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Annex 7 The profile of minimum wage earners

A7.1. Who are the minimum wage earners?

This section presents the demographic profile of minimum wage worker3.he focus

is on the personal and household characteristics of those paid at the minimum wage, their
gender, level of education, contract type, working time pattern, as well as the type of
household they live in. The next section looks at the distributfowarkers across
regions (by degree of urbanisation), sectors and the size of the firm they work for. In
Member States without a statutory national minimum wage (i.e., Austria, Cyprus,
Denmark, Finland, Italy and Sweden), it is not possible to identifkeverwho earn the
wages set in collective agreements. This is because of the multiplicity of such minima
and a lack of systematic data collection about them. For these countries, the share and
characteristics of lovwwage workers (those who earn less th@#6f the median wage

in the same country) has been calculated as a proxy.

One in six workers are lowwage earners in the EU, earning less than two thirds of

the median wage.Their share is above 20% in 10 Member States. Many of these
workers earn the mimum wage: their share is estimated at levels that vary from below
5% (e.g. in Belgium and Malta) to around 20% (in Portugal and Romania) among
countries with a statutory national minimum wage Geaph A7.).

Graph A7.1: Share of workers with wages at or around the statutory minimum
wage, 2017

30%
25%
20%
15%

10%

MT BE SI EL CZ NL LT DE EE FR ES LV SK HU IE PL LU BG HR PT RO UK

Note: Share of workers with wages between 80% and 1058teadtatutory minimum wage. In Member States without
a statutory national minimum wage (i.e., Austria, Cyprus, Denmark, Finland, Italy and Sweden), it is not possible to
identify workers who earn wages set in collective agreements.

Source:European Commigzn based on EASILC 2017 for the Member States with a statutory minimum wage.

The Atypical 6 mini mum wage iseldarthan 25 yeans, mo s t
has upper secondary education, is living in a couple and gedominantly female
(seeGraph A7.2(a)). Although young workers have a higher likelihood to earn the
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minimum wage than other age groups, they do not represent the majority of the minimum

wage earnerg3raph A7.3(a)), since young workers represent a relatively small share of

workers overall. There are substantial differences across Member States regarding the
profile of the Atypical 6 minimum wage ear ng¢
Bulgaria, hardly any mimum wage earner is younger than 25 years old, the share of

young workers is higher in the Netherlands and Malta, close to one in four.

Graph A7.2:. The probability of being a minimum wage earner, by majo
individual and job characteristics in the EU, in percent, 2017

(a) Age gender and educational attainment
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w Young {20~ | Prime age | Older (50- Women Men Low Medium High

25) (25-45) 64)
Age Gender Education

(b) Household type, type of contract, working pattern

Note: The graphs display the weighted average across Member $tatese Member States with a statutory national
minimum wage, workers with wages between 80% and 105% of the minimum wage were considered. For the other
Member States, lowage workers (less than 67% of the median wage) were considered.

Source:European Commission calculations based orSHLC 2017.
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