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1. The demise and renaissance of the polder model

When I gave this lecture last year, I started with the observation that the Netherlands had just witnessed both the passing away and the miraculous re-birth of the Dutch polder model within a week time. It was a typical example of how the Dutch model of industrial relations works. The Dutch centre-right government of Mr. Balkenende had announced harsh measures to reduce public spending and enhance the sustainability of the social security system. The trade unions had greeted this with strong objections, ending in a few demonstrations and a small strike. There was a lot of talking in the media about an oncoming crisis and the end of the polder model of peaceful industrial relations. But at the same moment that the unions vehemently contested government policy, there was still a lot of talking going on behind the scene.

And finally, on October 14th, 2003, at their annual autumn meeting the trade union federations, the central employer organizations and the government came to an agreement about a wage freeze for two years and some relaxation or postponement of the announced policy measures. So less than a week after the proclaimed death of the polder model, its revival was celebrated.

However, this fragile compromise broke down again this spring, when the trade unions and the government met again but did not succeed in making further arrangements about the schemes for early retirement and the government proposals for a new life course arrangement. As a result, the trade unions rejected the agreement of last year and declared war on the government. On October 2nd they organised one of the largest demonstrations against government policy since World War II, with about 300,000 demonstrators, and refused to talk further with either the government or the employer organisations until the government would make any concessions. Although at present some attempts are being made to bring the trade unions and the government back to the negotiating table again, it seems that the polder model is  in a deep crisis again. Will the typical Dutch system of industrial relations come to an end after all?

In an attempt to answer this question I will first give an overview of the present system of industrial relations in the Netherlands. Next, I will sketch the post-war history of these relations and then try to answer the question whether the polder model works, i.e. what are its socio-economic effects. I will finish with some remarks on the probable future of the polder model.

2. Overview of Dutch industrial relations

There are three important players in the Dutch system of industrial relations, viz. trade unions, employers organizations (together called the social partners) and the government.

The Netherlands counts dozens of trade unions, most of which are member of one of the three trade union federations. By far the largest is the Federation of Dutch Trade Unions FNV, which counts 1.2 million workers, about two thirds of all unionised workers. The FNV originated from the merger of the socialist NVV and the catholic NKV in the year 1976. The second largest trade union federation is the protestant CNV (350,000 members) and then there is the small MHP (170,000 members), which mainly organizes and middle and high skilled employees. In total there are about 1.9 million union members in the Netherlands, which means that the union density rate is 27% of the total number of employees. The Dutch union density rate is somewhat below the European average: the density rate in the Scandinavian countries and in Belgium is much higher (over 50 percent), but in countries like France and Spain it is considerably lower (less than 20 percent). 

There are also different employers organizations in the Netherlands. The largest is VNO-NCW, which also originates from a merger: of the general VNO and the Christian NCW. Besides there are the much smaller organizations of small and medium sized enterprises (MKB Nederland) and of agricultural employers (LTO Nederland).

The main activity of Dutch trade unions is to bargain with individual employers or employers organizations over collective labour agreements (CAOs), which regulate the employment conditions of the employees, e.g. wages, working hours, holidays, pension schemes, etc. Despite the moderate union density rate, about 84 percent of Dutch employees is covered by a collective agreement. This is explained by the fact that a collective agreement applies to all employees of the companies that were represented in the negotiations between employers and trade unions. Collective agreements never distinguish between union members and other employees. Moreover, the negotiating parties who have agreed upon an agreement can request the Minister of Social Affairs and Employment for a mandatory extension of the collective agreements to all the companies in their industry/sector. In practice this request is almost always conceded by the minister, which means that an additional 8 percent of employees is covered by the collective agreements. About 80 percent is covered by a sector collective agreement and the remaining 20 percent by a company collective agreement, mainly in larger companies.

A peculiar feature of Dutch collective agreements is, that it suffices that only one trade union agrees with the agreement. Since in many sectors unions of all three trade union federations are engaged in the bargaining process, it is in principle possible that the employers only come to an agreement with the smallest of these unions and nevertheless the collective agreement comes in force for all employees in the sector. Although this rarely happens in practice, it puts pressure on the other unions to take quite a moderate stance, since otherwise they might be excluded from the bargaining process by the employers.

Although the bargaining over collective agreements is, in my opinion, the key element of the Dutch system of industrial relations and, hence, of the polder model, another important element are the regular meetings of the social partners – trade unions and employers organizations – and government officials at the national level. There are three institutional contexts in which these talks take place.

First, there is the Foundation of Labour (STAR), a bipartite organization of trade unions and employers organizations, founded just after the Second World War. In the Foundation of Labour representatives of the trade union federations and the employers organizations discuss important general issues with respect to industrial relations and employment conditions. If the parties agree on an issue, they can give a recommendation to the negotiating parties at the sector or company level. Although they are not obliged to follow the recommendations, they usually do. Hence, such a recommendation of the Foundation of Labour, which is mostly called a central agreement, can be quite influential.

Secondly, there is the tripartite Social-Economic Council (SER), which is the most important advisory body of the government with respect to socio-economic issues. Besides representatives of the trade union federations and of the employer organizations, the SER also consists of independent Crown members, who are appointed by the government and more or less represent different political views. The influence of the SER varies. Some advises have been very influential and formed the base of important policy reforms, others were largely neglected by the government.

Thirdly, there are the regular talks between the government and the social partners. Biannually there are the spring and the autumn meetings, in which the Minister of Social Affairs and Employment discusses important policy issues and the wage policy with the social partners. If necessary, because some very pressing issues have to be discussed, the government and the social partners meet more often. So, at present it seems likely, that there will be some meeting shortly in an attempt to solve the present crisis in the relation between the government and the trade unions.

3. A short history of the polder model

Nowadays the peculiar Dutch system of industrial relations is generally called the ‘polder model’ in the Netherlands. This is a quite apt description since it symbolizes both the age-old Dutch tradition of conferring and consensus seeking and the everlasting struggle to keep the external threats – be they of a natural or an economic kind – from washing over the country. 

The roots of the present-day industrial relations lie at the turn of the last century, i.e. around 1900, when the labour movement started to organize itself and the modern political parties were founded. This was also the beginning of the peculiar Dutch phenomenon known as ‘pillarization’. The Netherlands was a segmented country of minorities: Catholics, protestants, socialist, liberals. Each group formed its own organizations: political parties, trade unions, schools, housing corporations, broadcasting companies, sports clubs, etc. However, none of these social groups was large and strong enough to attain a superior position. Although each group, each  ‘pillar’, was strictly separated from the others, at the top of the pillars there was a lot of communication, coordination and cooperation. To constitute a well-functioning social and political system they were forced to compromise with each other and form coalitions. So during the last century there never was a government of a single party, there were only coalition governments.

Much the same applies to the labour movement. Since the socialist unions (organized in the NVV-federation) were never large and strong enough to bargain with the employers on their own, they always either had to cooperate or to compete with the Catholic and protestant unions. This forced the socialist unions to take a moderate stance, otherwise the employers might decide to negotiate only with the Christian unions. So, almost from the start the trade unions mitigated their demands and were prepared to accept compromises.

After World War II, which left the Netherlands quite devastated, all parties were prepared to cooperate more than ever before, in order to rebuild the country. The trade unions and the employers organizations established the Foundation of Labour (STAR), in which they regularly deliberated and negotiated about current issues. In 1950 the closely affiliated tripartite Social-Economic Council (SER) was founded. 

From 1947 until 1963 the trade unions agreed with a statutory wage policy, which consisted of coordinated and centralised wage bargaining under strong influence of the government, which only left room for very small wage increases. Indeed, one could say that during the 1950s the Netherlands became a low wage country. This is generally regarded as the golden age of the Dutch consensus model. 

This period ended in 1963 and 1964 when a ‘wage wave’ washed over the Netherlands. The labour market had become very tense while the economy grew strongly. Hence, it was almost inevitable that the workers would claim a larger share of national income. During the next fifteen years bargaining between unions and employers was free, wages rose quickly and at the same time economic growth rates remained high and full employment seemed to continue indefinitely. Since all parties could get what they wanted, there was not much need to compromise. 

This changed after the first oil crisis of 1973, when economic growth slowed down and unemployment began to rise. But instead of seeking a new compromise to adapt to the changing circumstances the parties clung to their own interests. A period of polarization between left and right and between trade unions and employers followed. At the same time the pillarization of the Dutch society broke down, because the traditional pillars lost their attraction to the new, highly secular post-war generation. A typical example of this was the radicalisation of the catholic trade union federation, which resulted in its merging with the socialist union in 1976 into the FNV. From 1974 through 1982 the Dutch government tried to slowdown the wage raises seven times by imposing mandatory wage freezes or other wage controls. However, this hardly affected the actual wage increases: as soon as the wage control was lifted, the wages caught up again. 

A second oil prize shock, in 1979, which hit the Dutch economy very hard and was followed by a sharp rise of the unemployment level, was needed to lay the foundation for a new social compromise. In December 1982 the leader of the socialist-catholic federation of trade unions FNV, the later Prime Minister Wim Kok, and the president of the largest employers organization (VNO), Chris van Veen, reached an agreement that has become known as the Wassenaar Agreement, after the small town where they met. In the Wassenaar Agreement the overriding importance of restoring profits was emphasized and the unions agreed with wage restraint in exchange for a reduction of working hours. By closing this agreement both parties hoped to avert a new mandatory wage freeze which the new centre-right government of Mr. Lubbers had announced.

The Wassenaar Agreement is often acclaimed as the starting-point of the later Dutch success. But in my opinion this claim needs some qualifications. 

First, wage moderation did not start in 1982 but already three years earlier. In 1979, the year of the second oil crisis, the social partners came very close to a central agreement on wage moderation, but the agreement broke down on the contrariness of one radical member union of the FNV. Nevertheless, in the ensuing negotiations the trade unions did moderate their wage demands, at least as compared to the very high inflationary rate of the time. As a consequence real wages actually fell in 1979 and 1980. So it is not so much the formal agreement between trade unions and employers which explains Dutch wage development, but the almost general, albeit tacit acceptance of wage moderation as the instrument to foster employment growth. This is an important qualification to the customary view, since it means that formal consensus or agreement between trade unions and employers at the national level is of less importance than is often suggested.

Secondly, it took quite a long time before the Wassenaar Agreement was really acknowledged as a success. Even in the second half of the 1980s the Dutch model was generally regarded as a failure, sometimes called ‘Dutch disease’. In those days the Netherlands were the bugbear to shun. Even in the mid 1990s there were a lot of complaints about the ‘viscosity’ and sluggishness of the Dutch model of conferring, consulting and consensus seeking. But all of a sudden this was over and in the second half of the 1990s it became apparent that the Dutch labour market performed better than most other European countries.

After 1982 the Dutch government refrained from influencing wage growth by means of  mandatory wage freezes or wage controls. In 1987 this was formalized by the establishment of a new Wage Act which gives the government the right to interfere in the wage negotiations only in a situation of acute crisis. Nevertheless the government continued emphasizing the overwhelming importance of wage restraint and insisted on the social partners to mitigate their demands.

At first, from 1982 until 1985, the very moderate wage raises were accompanied by a reduction of the working week from 40 to 38 hours. But after 1985 most employers refused to talk about any further reduction in working hours. Nevertheless, the trade unions agreed with continuation of the process of wage moderation. In fact, except for two short intermissions, they haven’t changed their position since then. This is quite astonishing, since wage bargaining has been decentralized after 1982. This means that every one or two years dozens of unions negotiate with employers at the industry or company level about new contracts, without strict guidelines from the central organizations. All the same, year after year, almost all of them agreed with very moderate wage raises. Only in 1992 and 1993, when the economy moved into a mild recession, wage rates tended to rise more quickly. But after a threat by the government to impose a wage freeze the unions and employers closed a new central agreement, called ‘A new course’, in which they agreed not only on restoring the process of wage moderation but also on flexibilization of the labour market.

This agreement seems to have contributed to the rapid employment growth and steep fall of the unemployment rate in the second half of the 1990s, which earned the Netherlands its international acclaim as a success story. 

While the Netherlands survived the economic recession of the early 1990s with much less damage than most European countries, it seems to be more severely hurt by the present recession. From being a leader in economic performance it has in quite a short time fallen back to the position of a laggard in Europe. At the same time the period of wage moderation seemed to have ended with the turn of the century. After 1997 Dutch wages rose quicker than the European average. So, taking into regard its history, it was no surprise that the Dutch social partners and the government again resorted to conferring and consensus seeking last year, which resulted in a central agreement with wage restraint as its most striking feature. However, it seems that this compromise was too fragile after all to survive for longer than about a half year. Now, there is a lot of debate going on whether the present conflict between the government and the trade unions, which might even result in a ‘winter of discontent’ with a lot of strikes and social unrest, will really mean the end of the harmonious Dutch industrial relations or that in the end all parties will realize that they have no other choice but to try to come to a compromise again.

To summarize: the Dutch polder model is characterized by an alternation of confrontation and conflict in one period and conferring and consensus seeking in the next. In general, the chances of a conflict rise in economical favourable times, but as the external pressures of an economic downturn and rising employment – and often also the threat of government interference (‘the shadow of hierarchy’) – grow, than in most cases the social partners decide to seek consensus again. However, it is not sure whether this pattern will repeat itself again this time.

4. Does the polder model work?

Now, after having sketched the history and background of the polder model, what can be said about its effectiveness? Does the polder model result in better socio-economic outcomes than the systems of industrial relations in most other European countries, as seemed to be the dominant opinion a few years ago? Or was the success of the Netherlands in the second half of the 1990s rather haphazard and partly caused by the poor performance of the Netherlands in the 1980s?

The answer to this question depends to a large extent to the time horizon one takes into account. If one restricts attention to the second half of the 1980s and the 1990s, it is evident that the Netherlands outperformed most other European countries and perhaps even the United States. Between 1985 and 2001 the employment rate increased by 16 percentage points in the Netherlands, as compared to an average of only 4 percentage points in the EU and 7 percentage points in the US. The Dutch unemployment rate dropped from 8% in 1985 to 2%  in 2000, while the average EU employment rate only fell from 10% to 8% and the US employment rate from 7% tot 5%. Also on some other indicators, e.g. economic growth and social expenditure, the Netherlands performed better than the European average, though not strikingly so.

However, if one takes the perspective of a longer period, e.g. since 1970, the performance of the Dutch economy is far less outstanding. Indeed, one could say that the Netherlands was just an average European country, with respect to indicators as economic growth, employment rate and social security dependency. This is explained by the fact that in the first half of this period, until 1985, Dutch socio-economic performance was considerably below the European average and that in most recent years the Dutch economy again lagged behind most other European countries. 

Nevertheless, even in the long run there are two characteristic features which distinguish the Netherlands from most other countries, viz. wage moderation and part-time work.

Since World War II there has been a remarkable consensus between unions, employers and government on the desirability of wage restraint. This even resulted in the Netherlands being a kind of low-wage country until 1964. But in 1964 the consensus on wage moderation broke down and for about 15 years wages increased quite rapidly. However, at first this did not seem to be very harmful because of the strong economic growth during the 1960s. But as the economic situation deteriorated in the wake of the second oil crisis of 1979 the consensus on wage restraint was restored, as we saw before, and in fact it has continued until today.

A second characteristic feature of the Dutch labour market is the very large proportion of part-time work: one in every three workers has a part-time job these days. This feature is also often attributed to the Wassenaar Agreement of 1982, since work sharing was part of this agreement. However, in those days the trade unions were only interested in a general reduction of the fulltime working week and tried to discourage the creation of part-time jobs, which they did not regard as good jobs. Nevertheless, in the second half of the 1980s a lot of part-time jobs were created, because they matched the preferences of both employers who craved for more flexibility and of the married women who entered the labour market massively in those days in search of a part-time job, in order to be able to combine paid work with their homework. Hence, one could say that the share of part-time work in total employment increased quite spontaneously. Only around 1990 the trade unions acknowledged that the growth of part-time work could not be halted and was indeed welcomed by a lot of women. Then they started to promote the interests of part-time workers, which resulted in an improvement of their legal status, which today is among the best in the world.

To conclude, one should acknowledge that in the long run the structural socio-economic performance of the polder model is neither better nor worse than that of many other European countries. The success of the 1990s was rather haphazard and was preceded by a period of very poor performance and seems to be followed again by a period in which the Dutch economy performs rather badly. So, if anything, one should say that Dutch economic performance seems to fluctuate stronger than in most other countries. That is, the Dutch economy seems to be more volatile than most other European economies, which can hardly be called a positive point. The Netherlands might be a very flat country, but our economy seems to be characterized increasingly by high mountains and deep valleys.

5. The future of the polder model

To finish I will point to some weaknesses of the polder model which might be a serious threat for its continuation in the next decade or so.

Firstly, the strong swings in Dutch performance might be attributed to the slow reaction of the Dutch model to an economic turn. From the moment economic growth slows down, it takes about a year for the unemployment rate tot start growing, and after that it takes another year for the social partners to agree on wage restraint. E.g., the present economic downturn became apparent in the year 2001, but unemployment started to rise only in 2002 and it took until the autumn of 2003 before the social partners agreed on a wage freeze which would come into effect this year. In the past it took one or two more years before a reduction in wage costs resulted in an increase of employment. Hence, it takes about four or five years for the system to adjust to an economic downturn, which might worsen economic performance during a recession. The same applies to an economic upswing. Then wage moderation continues for quite a long time before wage rises catch up again with the economic situation. This prolongation of the process of wage moderation may result in stronger economic recovery than would have happened otherwise, which enhances economic performance at the peak of the business cycle, but also leads to a steeper fall afterwards. 

Secondly, the polder model heavily relies on central coordination of the actions of the different parties. This central coordination does not fit nicely with the increasing divergence in social and economic development of different sectors. Hence, it becomes increasingly more difficult to come to a general agreement which applies, e.g. to both the exposed industrial sector and the sheltered sector of public services (e.g. health care and education). It is therefore to be expected that there will be increasing tensions between the interests of the social partners in different sectors, which do not tally comfortably with central agreements.

Thirdly, the polder model is strongly nationally orientated. It focuses mainly on national interests and does not take international developments into account, apart from the direct impact of the level of wage costs on international competitiveness. However, wage restraint does not seem to be the most adequate response to the challenges of an internationalising or even globalizing economy. There seems to be a lack of attention to the internationalisation of the business sector / companies. Neither is wage moderation an adequate answer to the goal of becoming a first class knowledge economy. Ultimately, a highly developed country like the Netherlands with a highly skilled labour force should improve its competitiveness and sustain its wealth by investing in knowledge intensive economic activities. By laying so much stress on wage cost moderation, the social partners and the government of the Netherlands run the risk of neglecting its growth potential. So the short term gain may in the long run turn out to be a loss. Only if the polder model succeeds in accommodating processes of technological innovation and restructuring of the Dutch economy, will it turn out to be also a viable model for the 21st century.

Whether this will happen I am not able to tell you right now. Perhaps you will have to come back in a few years time to find out yourself whether the Dutch system of industrial relations will still constitute a viable model for the 21st century.
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