1824

ot
=
L‘-‘/j
5
:

The University of Manchester
Manchester
Business School * M
* *
& *
* *
* 4k

The effects of pay reforms and procurement strategies on wage and
employment inequalities in the public sector: the case of Sweden

Dominique Anxo and Thomas Ericson

European Commission projecBublic sector pay and social dialogue during tked crisis’
VS/2011/0141, October 2012

EXECUTIVE SUMMARY

Over the past two decades, Sweden has undergoroe stajctural and institutional changes.

Fiscal and monetary policy already became morericege in the 1990s, generating the

conditions for balanced public finances and dectinpublic debt. Structural reforms also

included deregulation and privatization, aimed xposing previously protected public sector

activities to competition. The drive for ‘efficiep@nhancing’ competition has been manifested
not only in the outsourcing of some welfare sersiaad other procurement contracts, but also in
organizational reforms intended to introduce comipet between different agencies within the

public sector (eg. between schools, hospitals amsetsities) and in changes designed to
enhance productivity (rationalization, downsizimglanew public management).

In spite of these developments, Sweden remainsnteynational standards, a country with a
large public sector that reflects a strong pubhd a@olitical involvement in the provision of a
wide range of services. The retrenchment of thed&kepublic sector has certainly caused a
decrease in the share of public sector employnyentit remains high among OECD countries.
Against this background, this report investigateee broad issues with a special focus on local
government:

1. long-term trends in the changing patterns of pusdictor employment;

2. transformations in the system of public sector gagpecially decentralisation and
individualisation); and

3. use of procurement policy and its consequencesdprand employment inequalities.

The organisation of central and local government public services

The public sector in Sweden comprises two levéls:dentral government (state) sector and the
local authorities. The central government sectcluishes the Swedish ParliameRiKsdag and
governmental authorities responsible for the pioni®f public services, such as police, defence,
judicial system, higher education, infrastructurel aentral administration. Local government
includes 290 municipalities and 20 county countiiat are responsible for education (from
childcare to secondary education), health carecanel of the elderly and disabled.

The principles of local self-governmeahd autonomyare stipulated and guaranteed by the
Swedish Constitution. In order to finance theinates, local authorities have the right to levy
taxes.A system of state grants as well as fees chargepréwision of public services complete
the source of revenues for local authorities. bheorto limit regional disparities and to guarantee
citizens and residents equal access to publicaEsya financial equalization system is managed
by the state in order to redistribute revenues gmuonnicipalities and county councils on the
basis of their tax base and level of expenditures.

No special public sector employment status



In contrast to some other EU member states, sudfraasce or Germany, there is no specific
employment status for civil servants; Swedish mubkctor employees are subject to the same
labour market regulations as private employeessjrective of sector, the legal status of
employment is therefore similar and all Swedish leyges, in both the private and public
sectors, have legally guaranteed rights to coltediargaining and industrial action.

Employment trends: what explains the limited impact of the current crisis?

Sweden’s strongmployment record up to the early 1990s owes muchhe development
of its welfare state. Government financirand provision of healthcaresocial care and
education contributed to aexparsion of public sectoremployment characterised Iye
feminisation of the labour force. However, durihg early 1990s crisis numbers of public sector
workers fell sharply. Indeed, over the last twoatkxs public sector employment has fallen by
almost 20% due to early fiscal consolidations, rhisation and privatisation, increased
outsourcing and procurement and downsizing in ftegraath of the crisis.

During this current crisis, public sector employmanitially declined (2008-9), especially at the
municipality and county levels, but subsequentboxered such that by the end of 2011 it was at
a similar level as in 2007. Government has enjayedter options to respond to the current crisis
thanks to its relatively healthy fiscal positionhhs implemented counter-cyclical measures (eg.
increased central government grants to local ailitb®rand investment in infrastructure) that
have mitigated some of the employment reductions.

The resilience of social dialogue alongside increasing decentralisation of
bargaining

The Swedish model remains characterised by a stmadgor social partners in mechanisms for
regulating the labour market and wage formationerdge union density in Sweden remains
above 70% (above 80% in the public sector) andcthwerage rate of collective agreements is
around 90% in the private sector and 100% in th#ipsector.

Since the 1980s Sweden has experienced major dramions in wage setting with a clear
tendency towards decentralisation and the returthefpace-setting role of wage settlements in
sectors exposed to international competition. Fusdictor pay for the majority of public sector
employees is set locally and is largely individeedl with the following features:

» the development of differentiation and individuatibn of wages;

» awider dispersion of the wage distribution (allsgit narrow by international standards); and

* a growing acceptance of a type of wage formatiosedeon individual skills and performance
rather than on job characteristics.

The roles of national and local pay bargaining in setting pay

For the most part, social partners at the locadllagree the wage increase and/or its distribution.
Differences between wage agreements are largelyethdt of whether or not the corresponding
national agreement includes or excludes provisfon@n individual wage guarantee. In central
government, local agreements for more than onel thiremployees do not refer to a wage
guarantee set in an over-arching national agreenf@mt example, the national agreement for
police sets working hours but not pay; pay is fulstermined at the local, organisational level
between the employer and employees typically thnaugrocess of individual wage audits.

This type of agreement is less common in local gowent (municipality and county councils).
Here, almost all wage-setting at the local levaldsuupon a stipulated wage increase set in the
national collective agreement that includes anviddial guarantee (included in 40% of all locally
negotiated agreements in 2011) or no individuakranize for a wage increase (54% of all local



agreements). In fact, compared to the privateosethe trend towards decentralised and
individualised wage setting is more pronouncedagublic sector.

What impact on wage inequalities?

There are strong reasons to believe that the toéndecentralisation of pay bargaining has
increased wage dispersion particularly for highlletfj non-manual workersvithin both the
public (central government and county council Isy@ind the private sectors. At the municipality
level, however, wage dispersion during the lastadechas remained almost unchanged, due to
the more limited individualization of wage formatiéor manual and low skilled/ low educated
workers in the municipality sector.

Procurement of local government services

While municipally-financed public services havergasingly been provided by private providers
in the last decade, their role remains, by inteomal standards, relatively limited. In 2009
around 15% of total employment in education anditheare could be attributed to private
companies. There are large regional differenceékarextent of outsourcing of public services, in
part due to the political composition of the mupaity, since right-centre coalitions are more
inclined to procure services than left-orientedlitioas.

To date, no evaluation studies have been conductadsess the net impact of the restructuring
and increased procurement of Swedish public sesvice employment, growth and economic
efficiency. Evidence documented in this report sholat wage differentials between public and
private sector providers in education and welfaeises remain limited. While entry wages is
higher among some private subcontractors, it isiptesthat this trades off against more limited
pay progression and worse overall job quality.

Evidence from local government

Two original case studies of Swedish municipaliteee reported with the goal of illustrating
recent trends in pay and procurement at the lo@atll Both municipalities had a positive
financial position; a temporary fall in local taevenues during the crisis was compensated for by
special central government grants. Therefore, tieneo evidence of downsizing in the case
studies. The main instrument of adjustment to puesa balanced budget was wage moderation
(smaller wage increases) as evidenced by colleatjveements.

» A consensus for decentralised and individualised wage-setting

Both case studies confirm the overall tendency tdsvdecentralisation and individualisation
of wage formation. Union and employer represengsgtivagreed on the benefits of
individualised wage-setting when compared to thevipus seniority-related pay-scale. For
employers, individualisation is a means to achieweroved productivity, while for unions it
is an instrument to improve relative pay and pagpession. It is important to note, however,
that pay principles applied at local level (eg. fble evaluation system) and individual level
(eg. the criteria guiding pay audits) are negotidig social partners and reflect a regime of
negotiated individualisation and flexibility

» The balance of quality and price in the procurement of elderly care

While one municipality extended the 2008 Law oneF@&hoice to include elderly care, the
other limited outsourced activities to only primdrgalthcare (as required by the law). This
difference in approach to procurement was morenation of political choice than a quest
for economic efficiency per se. It is notable tfaatelderly care, the private providezannot
compete on pricesince the unit cost for domiciliary care is fixég the municipality.



Moreover, the municipality monitors quality annyalith a survey of public and private
providers and service users. Risks and drawbacksivdte sector provision of elderly care
detailed in the report include perceptions of drwity of services.

» Use of social clauses in procurement contracts

The 2007 Swedishaw on Public Procurement (LOU) is largely basedius EU directive
on public procurement and reflecthe best value for monegpproachSocial clauses are
generally not included in procurement due to a teerwould contravene competition rules.
The case-study data nevertheless reveal some etEptequirements to recruit certain
targeted groups (eg. youth, unemployed); equafityeatment (eg. ethnicity and gender); a
gender equality plan; and respect for fundamehtal donventions. The case-study evidence
suggests local authorities cannot, however, reqauppliers to conclude a collective
agreement or match the conditions of the agreemehe relevant bargaining area.

Unlike other countries, however, public-private wadifferentials in elderly care and
cleaning services are small; the rise of privatbcentractors does not appear to have
worsened pay. Indeed, there is a small premiunprivate sector workers, which is likely to
reflect use of higher pay to attract workers omdlabour turnover. However, trade unions
point to a deterioration in other indicators of jgmality (eg. workload, working time,
holidays).

> Use of TUPE to smooth staff transitions

The case studies are illustrative of the positiski® of TUPE regulation and the protection
of employment conditions of workers affected bynsf@rs of ownership. TUPE was a
necessary regulation for ensuring a smooth tramsitf staff and avoiding the possible
negative consequences for employment. Affected $éiadl the option to transfer, to be
redeployed within the municipality or take earlytinement. Transferring staff enjoyed
protected conditions (as stipulated in the coNectigreement) up to 12 months.

Lessons for policy and practice
The report identifies four main lessons for polaryd practice.

1. The Swedish public sector benefited from a hedidoal position at the start of the recession
and thereby was able to implement countercyclicalcnmeconomic policy to limit the
negative effects on public services and to safebjodns.

2. Ongoing public sector pay reforms in Sweden follamong-term trend towards more
decentralisation and individualisation of wage isgtt The reforms have increased wage
dispersion, but levels remain very low by interoa#l standards.

3. The specificity of the Swedish industrial relati@ystem (high union density, high coverage
of collective bargaining and a relative balancepofver between social partners) largely
explain why increased outsourcing of public sersibas not lead to a deterioration in pay, or
increased labour market segmentation, as in otlenibér States.

4. Regional variation in municipalities’ use of outsong seems to reflect political and
ideological choices rather than economic efficiempey se. There is an urgent need for
empirical evaluation of procurement of public seed in order to assess the implications for
costs, productivity and service quality, includitige specific criteria of equal treatment (of
workers and service users), continuity of provis@ifiordability and universal accessibility.



