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Key concepts and ideas

• The new member states are being used 
(willingly) as a Trojan horse of neo-
liberalism to undermine the labour 
standards implied by the notion of a 
European Social Model with a basic 
minimum floor of standards (social 
dimension) throughout the EU to match 
the level playing field of the internal market



The New Member States

• The post-Soviet NMS are leading the way 
in this process, with the Baltic States as 
the most aggressive exponents of neo-
liberalism.

• While GDP, employment growth and FDI 
are all positive, these indicators mask a 
darker, more troubled and conflictual
reality.



‘Informalisation’ of labour

• The Post-communist NMS are profoundly anti-
regulationary and therefore support European 
Commission and the key member states 
promoting de-regulation - under the guise of ‘soft 
law’, Open Method of Co-ordination and ‘Better 
Regulation’ (in the UK style).

• The NMS are able to do this at a time when all 
the indicators suggest that what is needed is 
more not less regulation, more effective 
enforcement and real implementation of the 
social acquis.



Growing pains of transition?
• ‘Informalisation’ is not a temporary passing 

phase of the ‘transition’ process in the 
post-communist NMS.

• It is intrinsic to the forms of deeply 
criminalised capitalism which has emerged 
in CEE - privatization dominated by ex-
nomemklatura and mafia.

• Populist political mobilisation is the most 
congenial form of political rule in this 
environment  



The new informalised ‘reserve 
army’ of European capital

• ‘Informalised’ or ‘de-graded’ labour 
standards are necessary for the 
functioning of this form of ‘bandit’ 
capitalism. 

• Contrary to economic indicators – social 
indicators would tend to suggest 
deteriorating labour standards and 
continuing growth of exploitation in the 
post-communist NMS.

• Significant multiple forms of labour abuse 



The ‘transnationalisation’ of 
infomalised labour

• This deterioration will inevitably will impact on West 
European states as the free movement of labour 
accelerates (transitional arrangments).

• Absence of EU competence in key areas of European 
industrial relations that could create enforceable labour 
rights eg on right to strike.

• The trade unions are the only vehicle which could 
provide a ‘ratcheting’ of labour standards but they are 
largely demobilised and/or corrupt in CEE.

• Western trade union support until now has been 
ineffective in halting ongoing trade union decline but 
some prospects for re-vitalisation.

• At the moment however labour discontent is mainly 
taking the form of ‘exit’ strategy.



The exit strategy

• 23,000 Latvians are officially working and living 
in Ireland.  

• 15,000-20,000 Latvians work in the United 
Kingdom (UK) 

• 1,500 in Norway and Germany 
• 1,055 in Denmark, 
• 1,000 in Sweden 
• 400 in other EU countries.
• These figures are an underestimate of 2x or 3x



Labour Migration
• Between 50,000 to 100,000 Latvian have 

emigrated since Acession, as many as 
25,000 to 50,000 of them to Ireland 
(EUbusiness, 2006). 

• These figures amount to between 4% and 
10% of the entire workforce of Latvia. 

• ‘Workforce emigration has taken from 
Latvia almost the same number of people 
as deportations under Soviet occupation’, 
(quoted in EUbusiness, 2006). 



‘A once proud people’
• Marcis Nikolajevs, managing director of an 

association of Latvian construction contractors, 
said that companies were being forced to import 
workers from nearby Ukraine and Belarus. 

• The association is considering flying in 
temporary construction workers from Ghana. 
‘We used to be a proud people,’ Nikolajevs said. 
‘This migration is a national tragedy.’ (quoted by 
Bilefsky, International Herald Tribune, Dec 2005)

• New phenomenon in CEE of ‘secondary 
reinforcing informalisation’ as labour from NIS is 
imported into CEE to fill labour gaps.



Latvia - Country Reports on Human Rights Practices -
2004 released by the Bureau of Democracy, Human 

Rights, and Labor February 28 2005. US Dept of State

Acceptable Conditions of Work 
• The laws establish minimum occupational health 

and safety standards for the workplace. In the 
first 6 months of year, 27 fatal workplace 
accidents and 605 workplace injuries were 
reported. 

• Workers have the legal right to remove 
themselves from hazardous work situations 
without endangering their continued 
employment; however, authorities did not 
enforce this right

• http://www.state.gov/g/drl/rls/hrrpt/2004/41691.htm



How Democratic is Latvia – Audit of Democracy, Advanced 
Social and Political Research Institute, Commission of Strategic Analysis, 

University of Latvia, 2005

• Human rights violations in labour relations have 
been at the top of the list since 1996 (in 1996-
38%, in 1998-45%, in 2000-47%.

• Violations most often cited by the unemployed 
(82%), people with low income (<40 lats per 
household member – 68%), people in the age 
groups 35-49 (62%) and 25-34 (52%), civil and 
public servants (57%), people from rural areas 
(56%), men (54%) and non-Latvians (49%)

Chapter on Economic and Social Rights, F. Rajevska and 
A.Vanags, p.65.



Labour Conditions in Latvia

• GDP
• Minimum wages
• Unionisation
• Working hours
• Contract conditions
• Informal economy
• Working environment indicators





National minimum wage, Latvia 2004 (EUR)





Gini Index of Income inequality 
including Baltic States



Source (Yves Jorens,Enlargement: a common European social model?, Social Europe after 
Enlargement,Ghent 13, 14 May 2004)





Source: Antila and Ylostallo, Baltic Working Environment Survey



Construction Employees in Baltic 
States



Unionisation rate among Baltic 
construction workers



Working hours in Latvia

Employees, who work at the main job more than 50 hours per week in 2003, per sectors (%)
Sector Males Females Total

Trade 16.0 42.0 25.1

Construction 20.9 2.1 14.3

Transport (land and sea) 12.1 1.2 8.3

Agriculture 5.9 4.1 5.2

State administration 5.6 2.5 4.5

Woodworking 5.7 0.4 4.2

Healthcare 1.2 9.6 4.2

Hotels and restaurants 1.4 9.3 4.2

Education 2.4 7.2 4.2

Other 31.2 28.8 30.0

Source: Survey on employment and working conditions in Latvia





Source: European Foundation Survey of Working Conditions



Intensified exploitation of labour

• Each fifth Latvian enterprise violated the 
labour legislation in 2005. 

• 1994 enterprises were inspected - 936 
employees of 406 enterprises did not have 
any contract. 

• Employees without contract were working 
in wood industry (24%), construction 
(23%), retail trading (14%), agriculture and 
medicine (each 8%) 

(http://www.betwa.org/bw/?div=41&id=2006-01&pid=96).



Country Year Estimate (% GDP)

Bulgaria 2002/03 22-30

Czech Republic 1998 9-10

Estonia 2001 8-9

Hungary 1998 18

Latvia 2000 18

Lithuania 2003 15-19

Poland 2003 14

Romania 2001 21

Slovak Republic 2000 13-15

Slovenia 2003 17

Size of undeclared work in selected CEE countries



Europe - Transformation Countries: 
Shadow Economy in % of GNP 1999/2000



Index of Fatal Accidents at Work (per 100,000 
employees) CEE New Member and Candidate Countries 



Distribution of injuries Latvia 2004
• Manufacture of wood and of products wood and 

cork (D 20) – 167 victims or 13%;
• Construction (F 45) – 158 victims or 12%; (but 

only 6% labourforce)
• Manufacture of food products and beverages 

(D15) – 86 victims or 7%;
• Health and social care (N 85) – 79 victims or 6%;
• Land transport and transport via pipeline (I 60) –

70 victims or 5%;
• Supporting and auxiliary transport activities; 

activities of travel agencies (I 63) – 65 victims or 
5%

• Forestry, logging and related services (A 02) –
51 victims or 4%;



• Workforce injuries among ‘self-employed’ 
not included in official data bases of 
Labour Inspectorate

• During labour inspection in one enterprise 
it was discovered that in the first aid kit 
there was medicine with expiry date of 
1974. [1]

•
[1] Strautiņš, P. „Kvalitāte, gādājot arī par 
drošību”. Diena, 2006, 23.janvāris, 1.lpp.



• The average size of the shadow economy in 
percentage GDP terms for 23 post-communist 
economies is more than twice the average for 
the 16 OECD West European countries (38% as 
against 18% of GDP). 

• In Bulgaria, where the informalised sectors have 
grown from 20% in 1996 to 30% of GDP in 2004, 
and where most workers do not have labour 
contracts, a law on obligatory registration of 
labour contracts was passed. 

• State Labour Inspection visited enterprises and 
fined employers who rushed to register contracts 
knowing the fine was 1000 Levs (over 500 
Euros). Prior to the new law in 2002, there were 
1.7 million registered contacts but after the law 
was passed this number increased to 2.5 million. 



• The key focus should be on the ‘structures of 
vulnerability’ within which workers are embedded, by 
virtue of the socially structured failure to regulate the 
conditions of their employment.

• Informalisation is not simply an end point in the 
reconfiguration of working conditions in the new 
market economies. It is a process which is undergoing 
continuous renewal and accelerated development 
under combined pressures to compete in both 
European and global arenas. 

• There are no ‘natural limits’ to informalisation. 
Findings from Georgia, admittedly a ‘worst case 
example’, would seem to suggest that ‘there is almost 
no formal private sector employment in Georgia’ 
(Bernabè, 2002) 



• There may be individual employers for whom resort to 
exploitative forms of labour relations is a last resort, or 
the less preferred route.

• This does not apply to the majority of small and medium 
sized enterprise owners in the new market economies 
who are dominated by their own struggle for profits and 
economic survival. 

• Informalisation of labour provides a helpful ‘framing’ of 
the regular employment relationship from the point of 
view of employers. To paraphrase Marx: if capitalism 
requires a ‘reserve army of unemployed’, then the ‘new 
capitalism’ requires a ‘reserve army of informalised
labour’. 

• Provides deadweight with which to drag down organised 
labour’s collective aspirations and confidence, and its 
ability to fight for workers’ rights. 

• There is little indication, if any, of an identifiable process 
of ‘normalisation’ of labour markets. 

• Where the norm for employment conditions will 
ultimately lie, rests very much in the balance at this time. 



Swedish Labour Market Model

• High level of unionisation (80%+)
• Self-regulation – social partners negotiate 

directly between themselves on labour 
conditions without state

• Collective agreements are non-binding in 
law 

• No statutory minimum wage
• Non-conflictual industrial relations (only 8 

peaceful strikes and boycotts since 2000) 



Laval un Partneri: A Latvian 
construction company

• Strategic case study – a transnational labour
dispute - the first of its kind in the current EU 
post-enlargement context

• The conflict exposes assumptions and 
attitudes which might otherwise remain hidden
– a clash of ideologies and perspectives

• The arrival of informalised labour in the new 
Europe.



The history of the dispute  

• Summer 2004 - Laval win contract worth nearly 
2.8m euros for reconstruction of a school in 
Stockholm suburb of Vaxholm

• Laval imported Latvian labour, reportedly paying 
workers 80 kronor per hour (under 9 euros)

• Swedish workers could expect 145 kronor per 
hour (16 Euros) under the Swedish construction 
industry collective agreement

• Laval claimed to be paying its Latvian workers 
roughly twice what they would receive back 
home 



Vaxholm





• Byggnads demanded that the terms of the 
Swedish national collective agreement should 
apply to the Vaxholm construction site - Latvian 
workers should receive comparable rates of 
pay to their local Swedish counterparts.

• Laval not signatory to the Swedish 
Construction Federation collective agreement 
with the Swedish construction union, Byggnads.

• Laval employs its labour in Sweden under the 
terms of a Latvian ‘collective agreement’.

• Laval signed collective agreement (actually 2 
agreements) with the Latvian Building Workers 
union in September 2004 when company 
already had an ongoing dispute with the 
Swedish trade union movement - ‘pre-emptive 
union recognition’?



• September 2004 – Laval representatives 
indicated they would inform Byggnads’ of their 
response to demand  to apply a Swedish 
collective agreement

• October 2004 - Byggnads informed that Laval 
had not yet reached a decision

• Byggnads warns it would blockade the Vaxholm
site and prevent Swedish specialist services 
from supplying the project, unless Laval signed 
Swedish collective agreement and raised wages

• November 2nd, some five months after the 
initial contact with the company Byggnads
instituted industrial action



International discord….

• Latvian Deputy Foreign Minister 
meets the Swedish ambassador to 
Latvia to express his concern, and to 
request that the Swedish government 
intervene ‘to eliminate the outright 
discrimination on the basis of one’s 
citizenship’ and ‘attempts to restrict 
freedom of competition and the free 
movement of services’ in the 
European Union .



Legal issues at stake re EC Treaty

• Article No.12 (prohibition of discrimination 
on the ground of nationality) 

• Article No. 49 (restrictions on freedom to 
provide services within the Community 
shall be prohibited in respect of nationals 
of Member States who are established in a 
State of the Community other than that of 
the recipient of services). 



The Swedish government responds

• Swedish Ministry of Industry, 
Employment and Communications 
conveys his government’s ‘neutral’ 
position 

• Swedish prime minister Goeran
Persson was quoted as saying the 
union had a ‘right take retaliatory 
measures’ against the Latvian 
company in order to ensure ‘the 
survival of collective agreements’



Meanwhile back at Vaxholm…

• December 2004 – union blockade continues
• December 3rd - Swedish electricians union 

called a solidarity strike at the Vaxholm
school

• Swedish Electricians and Installation 
Employers association threatened legal 
reprisals against the electricians for 
undertaking illegal secondary (sympathetic) 
industrial action.

• Laval publicly appeal to Swedish police to 
break the union blockade by force

















The Swedish confederation of trade 
unions (LO) supports Byggnads

• Swedish trade union confederation 
(LO)- ‘This concerns the entire Swedish 
labour market. 

• Every worker will be affected if dumping 
of Swedish salaries is permitted…We do 
not accept social dumping which is 
competition on the lowest level of 
salary and working conditions’



Escalation continues….
• Swedish trade union accused of ‘xenophobia’ 

and of ‘protectionist mafia’ type behaviour
• Swedish opposition parties, and building 

industry and employers’ federations in Latvia 
and Sweden line up to condemn the trade union 
action 

• Counter-calls for an economic blockade of 
Swedish companies in Latvia by the 
Construction Association of Latvia.

• Mid-December 2004 - Latvian Prime Minister, 
Aigars Kalvitis, raised the matter with the 
Swedish premier an EU summit in Brussels



Escalation to EU level…

• Latvian government submits an official 
complaint to the European Commission. 

• Latvian prime minister personally writes to the 
President of the European Commission on 
the issue of free movement of labour

• Latvian government announced its intention to 
pursue the matter at the European Court of 
Justice. 

• Laval applies to the Swedish Labour Court to 
resolve the issue



Swedish Labour Court ruling

• Late December 2004 - Swedish Labour
Court delivers its ‘interim finding’ -
‘Actions like this aimed at pushing 
through an add-on to the leading collective 
agreement within the industry, cannot be 
seen as going against good labour
market practices’

• Lawyers for Laval intimate intention to 
appeal the Swedish Labour Court 
decision.



Stalemate

• Byggnads promises to escalate the 
industrial action to involve industrial, 
metalworking, woodworking, transport 
and maintenance trade-unions

• International Federation of Building 
and Wood Workers unions (IFBWW) 
launched a solidarity campaign. 

• Laval say they will not give up their 
operations in Sweden – stalemate in the 
dispute



Finale?

• February 2005 Laval finally announce they 
are withdrawing from Sweden

• The Vaxholm municipality offers to pay the 
company for work carried out - up to the 
point at which the blockade had 
commenced.

• Laval reportedly suffers considerable 
financial losses and Swedish subsidiary 
files for bankruptcy. 



April 2005
• Swedish government intends to make illegal the 

award of public contracts to firms without an 
appropriate collective agreement. 

• Swedish Minister for Local Government and 
Financial Markets Sven-Erik Österberg:
‘We (in Sweden) have a different tradition than 
what is usual further south in Europe ... It is 
extremely important that we show that we can 
enforce the collective agreement in Sweden 
also in the future…In light of among other 
things what happened in Vaxholm, this 
(issue) has become very pressing’.



About turn
• Swedish Labour Court steps back from 

earlier certainties that its ‘interim ruling’ 
against Laval and Partners did not clash 
with EU regulation.

• Court to seek a preliminary ruling from the 
European Court of Justice before making 
its own final ruling. 

• The Labour Court ‘considered European 
legislation to be unclear concerning the 
issue of whether the (blockade) actions 
are compatible with a ban on impeding the 
free circulation of services and a ban on 
discrimination ... as well as the directive 
96/71/EC on the posting of workers 
abroad’ 



Reference to ECJ

• The role of the ECJ is not to decide the 
case materially, but rather to give a 
guiding preliminary decision as to the 
interpretation of the underlying EC legal 
regulations (Advokatfirma Linds DLA 
Nordic KB, Memorandum 2005: 10) 

• ECJ ruling may take at least two years



‘The 
Swedish
Apology’

Diena
7 June 
2005



The McCreevy ‘intervention’ October 2005
• EU Internal Market Commissioner, Charlie 

McCreevy, announced on a visit to Stockholm 
support for Latvia.

• McCreevy called to European Parliament: 
"It is my duty to ensure basic rights and 
freedoms are respected. I exercise that 
responsibility in an even-handed manner. I find it 
extraordinary that I have to defend my remarks 
when the issue was raised by a Swedish court. 
That this is a sensitive case in a Member State 
does not deprive me of my right to express a 
view, even if that upsets a Member State or 
some Members of this Parliament. The 
Commission's role is to enforce the rules. 
Latvia's rights are as important as any other 
Member State." 



Thomas Östros (Swedish Minister for 
Industry and Trade 6 October 2005)

...I find it remarkable that you with such a clear voice 
stated that the Commission is going to intervene 
against Sweden in the ongoing court proceeding
concerning a foreign construction company. …to hear 
that the Commission is standing behind a thrust 
against a member state who has regulated its labour 
market in a different way than most other member 
states, but where the aim and purpose is the same, is 
truly unacceptable. I take it that it was a more personal 
view that you expressed and not the view of the 
Commission. …. It will also affect the Swedish 
government's ability to conform to work 
constructively with the commission on the Service 
Directive. I sincerely hope that there has been some 
kind of mistake or misinterpretation and I am looking 
forward to your swift reply.
Best regards,
Thomas Östros



Questions answered

• Svenskt Näringsliv (the Confederation of 
Swedish Enterprise) admitted that they are 
funding Laval’s case before the Swedish Labour 
Court, to the tune of half a million Swedish 
Crowns (Svenska Dagbladet, 13 June 2005). 

• The Laval episode provided a convenient point 
of entry for employers’ organizations to open up 
‘strategic’ long-standing issues of labour market 
reform in Sweden



Questions to be answered
• Should New Member State  companies be 

able to compete on the basis of cheaper 
labour costs?

• Is the Swedish union strategy to rely on the 
strength of collective bargaining 
arrangements sustainable?

• How can different national trade union 
movements develop a common strategy 
that will protect their interests?

• Are we seeing a new ‘race to the bottom’?









More than 345,000 East Europeans have arrived 
in UK seeking work since the EU expanded to 
include former Soviet bloc countries on May 1, 
2004. 

“  Migrant workers have become an important 
source of labour, sometimes preferred over 
domestic (UK) workers, particularly in the 
Agricultural, Hotels and catering and low-skill 
parts of the Administration, business and 
management sectors”.

“in the view of some employers, the more 
favourable work ethic of migrant workers had 
the effect of encouraging domestic workers to 
work harder”.

Oh the shame of it, workers from the East put Britons 
in the shade - The Times 15 March 2006
By Richard Ford, Home Correspondent



The Happy Worker Syndrome
Migrant workers “ tended to be more motivated, 
reliable and committed than domestic 
workers. For example, migrants were said to be 
more likely to: demonstrate lower turnover 
and absenteeism; be prepared to work longer 
and flexible hours; be satisfied with their 
duties and hours of work; and work harder in 
terms of productivity and speed. 

Indirect comments from employers suggested 
migrant workers were better thought of because 
they were more likely to be happy with the 
minimum wage (as it was higher pay than in 
their home countries).”



“For many employers, language barriers were the 
only disadvantage they could think of to 
employing migrant workers (understanding 
health and safety procedures was sometimes 
a specific concern).”

“Employers of low-skilled labour reported that 
labour shortages were a primary reason for 
recruiting foreign workers. They had tried hard 
initially to attract domestic workers, through 
Jobcentres, local adverts, and so on, but they 
were turning to migrant workers because of a 
lack of domestic workers willing to take 
these posts. These jobs tended to be filled by 
migrant workers, as often the conditions, pay, 
hours or nature of the work were unfavourable to 
domestic workers and migrants were more 
amenable to these conditions.”



Latvians in Ireland

• ‘I am not afraid to talk with my supervisor which 
was the case in Latvia. Here (in Ireland) there is 
trust, and confidence in the employee. And so 
the work is better done in such an atmosphere’ 

• ‘In Ireland we live a life which is “human worthy” 
- we can afford not always to be thinking of 
prices and about unpaid wages’ (Latvian 
immigrant worker).

(Irish Strategic Analysis Commission, 2005).  
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