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1. Introduction

Despite its Bismarckian origins, the ltalian welfare state denotes a hybrid configuration because of the
prevalence of the occupational principle in income maintenance schemes and the reliance on universalism in
the health care sector - since the establishment of the National Health-Care System in 1978. The paper
therefore focuses on old-age protection, social assistance, labor market policies and the system to tackle
unemployment, while it does not deal with developments occurred in the field of health-care.

In particular, at the core of our analysis is the encompassing process of recalibration (Ferrera and Hemerijck
2003) of the national social protection system, that was started in the early-to-mid 1990s. For our purpose it
is relevant to stress that such a reform program was directed to @moothenOthe Bismarckian nature of the
Italian welfare state, envisaging at least three different trajectories of change. A first trajectory consisted of
both bridging the (wide) gap between the so-called “outsiders” and the ‘“insiders” and reducing the
predominance of social insurance schemes, through: a comprehensive re-balancing within the different
functions of social protection (cfr. par. 2 on the unbalanced nature of the Italian welfare state), the
introduction of new principles in social assistance (i.e. Gelective universalismQ cfr. par. 4.2), the adoption of
innovative instruments and deregulating policies in the labor market (cfr. par. 4.3). The second trajectory
was represented by a thorough harmonization of the numerous, different regimes, especially in the field of
old-age protection. The third crucial ingredient was the greater reliance on the market, both in the pension
sector and labor market policy.

In spite of new-institutionalist arguments about path-dependency and the inertia of socio-political
institutions, and particularly Bismarckian welfare systems, most of this plan of reform has been actually
accomplished (at least in a first phase). This is even more QpuzzlingOif we consider other factors that
seemed likely to limit the chances for change in the Italian case, such as the traditional weakness of the
government, and the strong linkages between welfare institutions, interest groups with a high mobilization
capacities and political parties with a strong @ripQOat the local level.

Our contention is that such recalibration was prompted by the extraordinary circumstances related to two
important GhocksQ that affected the country around the mid-1990s. The first component has to do with the
international/ supranational arena. In the crucial years between 1992 and 1997 both the deepening of
European integration and financial markets have increased pressures for reform on national policy-makers,
and we argue that such influence was twofold: a) the convergence parameters defined in Maastricht in
1992, the Qun towards EMU and the related speculative attacks on the national currency posed sound
constraints on lItalian battered finance, stimulating a radical change in domestic economic and monetary
policy that soon influenced social policy, altering the costs and benefits of domestic policy options, b) the
growing concern of the EU for employment and social protection during the 1990s B prompting a wider
circulation of ideas and Qest practicesOand initiatives to set-up regulatory methods based on Goft-lawO-
triggered relevant processes of policy learning and policy diffusion. Such processes found a fertile ground in
the domestic milieu because of the domestic politico-institutional crisis, represented by the crumbling of the
so-called First Republic (i.e. the political @egimeOof the period 1948-1992) and the transition to the Second

(1994-E), which constitutes the second major stimulus for reforms. The deep transformation of the Italian

! Cfr. Ferrera (1987; 1996) about the (particularistic-clientelisticOcharacter of the Italian welfare state.
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political system allowed the removal/loosening of the ties between political and social actors through the
creation of a climate of (national emergencyQ in which a crucial role was played by subsequent
QechnocraticOcabinets. Later, political dynamics were restructured along innovative lines.

If the interaction between the multifaceted external influence and both structural and contingent domestic
factors helped to overcome the policy stalemate in the field of social protection that had characterized the
1980s and shaped the final outcome of the process of recalibration, we will also point to the fact that the
Qyrand project of reformOhas not been fully implemented. In particular, it seems that while the Bismarckian
nature of the system has been somewhat QightenedOb basically through the adoption of retrenchment,
harmonization and deregulation policies B on the other hand the compensatory/expansionary component of
the QecalibrationOprocess P that relied on the introduction/institutionalization of innovative principles and
instruments - has found, after a first step forward in the late 1990s, substantial obstacles.

In the next section we briefly sketch the development and the major features of the Italian welfare state.
Section 3 focuses on the pre-reform period, while paragraph 4 is dedicated to the analysis of the changes
adopted in the three selected sectors (old-age protection, social assistance and the labor market) during the
1990s. Finally, section 5 is devoted to the illustration of the second wave of reforms, that (at least partly)

undermined the process of re-balancing of the national welfare launched around the mid-1990s.

2. A hybrid and unbalanced welfare state

The origins of the Italian social protection system are deeply rooted in the Bismarckian tradition: protection
against social risks was provided to workers and schemes were built in accordance with the occupational
principle, consequently reflecting the divisions between various professional categories. Compulsory social
insurance for work injuries was established in 1898, sickness insurance followed in 1910, while statutory
protection for old-age, disability and unemployment was introduced in 1919.

After the falling of the fascist regime (1943), the new republican Constitution (1948) stated that workers
were to be protected against disability, old-age, sickness, unemployment (article 38), while access to health
care (article 32) and social assistance (article 38) is a fundamental right of every citizen.

Letting aside the health-care sector that, as noted, moved towards a Beveridgean, universalistic system at
the end of the 1970s, since the reorganization that followed the Second World War, the protection against
social risks for all citizens had to be achieved both through the inclusion of those professional categories not
yet protected (mainly self-employed workers), and the extension of benefits to relatives and dependants (i.e.
women and children) of insured workers (the Gnale-breadwinner modelQ 2.

This represented a major factor that led to a disproportioned growth of occupational-driven welfare
provisions which was accompanied by an unbalanced allocation of resources between the different functions
of social protection (see table 1). In fact, according to the so-called (Bouthern European model of welfareO
(Ferrera 1996) the Italian social protection presents three fundamental features: the already noted 1)

Bismarckian orientation in income maintenance schemes and 2) universalistic-Beveridgean health-care

2 Over the course of the XX century there were different attempts (1919, 1947 and 1963) to push the whole national
welfare system towards the Beveridgean-universalistic model, but they failed because of the constraints posed both by
the existing institutional Bismarckian configuration and the high fragmentation of the occupational structure, but also
because plans were never backed by a strong socio-political coalition.
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system, but also 3) an unbalanced protection of different risks and social groups. In terms of risks, the
system is characterized by the overprotection of old-age (see below table 1) while a very modest share of
resources is directed to tackle unemployment, poverty, social exclusion and to support family. As for the
beneficiaries, the central role of employment to be entitled to welfare benefits has opened a wide gap
between workers in employment (OnsidersQ and those excluded both from employment and social
protection (@utsidersQ. Moreover, until the early 1990s such configuration was reinforced by a very rigid

regulation of the labor market, based on the G job for lifeOmodel and aimed to provide a high job stability.

Table 1. Social expenditure in Italy, by functions as a percentage of total social protection expenditure, 1980-2000

1980 1990 2000
Old age and survivors 49,3 51,9 57,5
Incapacity-related benefits* 10,8 11,5 9,0
Health-care 30,7 27,3 24,9
Family 6,0 4,5 3,8
Active labor market policies *x 1,0 2,1
Unemployment 3,2 3,6 2,6
Housing 0,0 0,0 0,0
Other social policy areas 0,0 0,1 0,1
TOTAL 100 100 100

*  Disability, Occupational injury and disease, Sickness
** Missing values
Source: OECD (2004a)

In accordance with this configuration, payroll taxes have always represented the major source of financing
(apart from the health sector since the late 1980s) of social insurance schemes, but the peculiar nature of
Italian social assistance and family policies (see par. 3.2) has allowed to rely on social contributions also to
finance some mostly redistributive measures. Social insurance benefits were usually earnings-related, and in
the fields of social assistance and family policies monetary transfers played a major role, while social services
have always been dramatically underdeveloped.

The occupational orientation, and the @haoticQ fragmented and financially irresponsible expansion of the
welfare state during the @olden ageO(1945-75) was in line with the logic of the Italian political system. In
fact, the Qlistributive policy-makingOof the 1950s and the 1960s constituted the best strategy of survival for
weak and unstable Italian cabinets B within the scarcely legitimated and extremely (polarizedO political
system - in front of multiple Gnicro-corporatistOpressures exerted by interest groups.

Such welfare configuration together with the weakness of conciliation and universalistic family policies
activated at least two Qvicious circlesO First, the very high contribution rates to finance the benefits
(especially pensions) of insiders strongly restrained the growth of regular employment, provided incentives
for the development of both a wide (lack economyOand an irregular labor market, and limited the
resources to finance new programs for the outsiders. Second, the underdevelopment of social assistance,
and the very low investment in social services and policies aimed at reconciling work and family activities

had a decisive impact on the life pattern of Italian women, discouraging their entrance in the labor market
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or, especially, their return after interruption due to pregnancy/care activities. Family operated as a
redistributive agency at the expenses of a very low women employment and the postponement of
reproductive behaviours that pushed fertility rates dramatically down.

However, as we shall see, from the early-to-mid nineties such Grozen mammothG started to move, and an
encompassing re-recalibration of the Italian welfare state was prompted. The reforms of the old-age
insurance, social assistance and the labor market were crucial components of this process aimed to

modernize and re-balance the Italian welfare state.

Table 2. Total social protection expenditure as a percentage of GDP, 1980-2001
1980 1990 2000

EU15 21,9 24,4 26,2

Germany 25,7 24,4 28,5

Spain 17,1 19,4 19,7

France 24,5 26,5 28,3

Italy 18,2 23,7 24,3

Sweden : : 30,2

UK : 21,9 26,2

Source: Eurostat

3. The 1980s: heated debates and major plans of reform

3.1. Crisis and resiliency of old-age protection schemes

At the end of the @olden ageOthe Italian pension system was essentially made up of the first public pillar,
though another peculiar scheme existed b the so-called Tir (Trattamento di fine rapporto, see below Box 1
below) B a quasi second pension pillar. Proper second (occupational) and third (individual) pension pillars
were basically unknown.

The first public pillar showed a clear Bismarckian profile, extremely fragmented along occupational lines. Five
major schemes constituted the bulk of the public system: one for private employees, one for public
employees and three for the self-employed (farmers, artisans and merchants) - each with peculiar
regulations about eligibility conditions, contributions and benefits.

In the Italian case the Bismarckian Qvelfare without workOsyndrome was particularly acute because of: 1)
the high level of the contribution rate for private employees (ca. 26% of gross wages at the end of the
1980s), 2) the low retirement age for private employees (55/60 years for women and men respectively), 3)
the introduction in 1981 of specific programs for early retirement and, 4) the existence of another peculiar
Gxit gatewayOfrom the labor market, represented by the so-called Geniority pensionsO The (financially)
irresponsible policy-making of the 1950s and the 1960s had in fact introduced provisions that allowed
workers to retire, regardless of age, with 35 years of contributions in the private sector and with only 20

years” (1)in the public sector - so-called Chaby pensionsO(see below table 7).

% The metaphor owes to both Esping-Andersen® (1990) Grozen landscape of welfareOand Hinrich® (2000) Celephants on
the moveQ
* The requirement was even looser (15 years) for married women or mothers with at least one child.
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As in many other European countries, the Bismarckian nature of the public pillar had been somewhat
hybridized by the introduction of a basic tier, for the provision of both a supplement for contributory
pensions below a certain threshold (1952) and a b flat-rate and means-tested D social pension to workers
with no/insufficient contributory records (1969). Such benefits partly relied on general revenues but, due to
the complex and fuzzy rules of financing, the line of demarcation between social insurance and social

assistance benefits has always been blurred.

Box 1. The OrfrOB Trattamento di fine rapporto

¥ Compulsory severance pay that firms must pay their employees, either when they retire, or
when they leave the company for any other reason. It is basically a Gleferred-wageOfor all
private employees.

¥ Financed though payroll taxes (6.91% of gross wages). As contributions are only virtually
accumulated, the Tfr has represented an important (and relatively cheap) source of finance
for companies.

¥ |t operates as a defined-benefit scheme, though it can only be paid in a lump-sum and the
portability of the (virtually) accumulated amount is not allowed if the worker changes
company or if he/she is fired.

¥ Benefits are calculated as the sum of 1/13.5 of the annual earnings for each year of
employment, revalued at a fixed interest rate of 1.5% plus 75% of the inflation rate.

¥ Even if the Tfr has functioned for some as an unemployment subsidy in disguise, more often
it performed old-age protection functions due to the dominant pattern of employment based
on full-time, permanent contracts (i.e. G job for lifeQ. Public employees had, and still have,
a similar scheme, named Indennita di buonuscita.

Between the late 1970s and the 1980s the modification of demographic (table 3) and economic trends had a
tremendous impact on the Italian pension system, which already presented deep internal imbalances and
was undergoing a rapid process of GnaturationQ

The result was a strong increase of old-age expenditure on GDP, that passed from ca. 4% in 1960 to 8.2% -
roughly the EU average - in 1980, 10.3% only five years later (1.1 percentage point above the EU level),
then further raising to 11.2% in 1990 (table 4).

Table 3. Demographic trends in Italy, 1970-1990 (%).

Italy EU15
Total fertility rate 1970 2,42 2,38
Total fertility rate © 1980 1,64 1,82
Total fertility rate 1990 1,33 1,57
Proportion of the population over 65 years 1970 10,8 12,1
Proportion of the population over 65 years © 1980 13,1 13,9
Proportion of the population over 65 years 1990 14,7 14,5
Old-age dependency ratio* 1970 30,5 34,8
Old-age dependency ratio 1980 32,0 34,1
Old-age dependency ratio 1990 37,1 36,2

* Population aged 60 and over to population 20 to 59 years

Source: Eurostat



The government and major political actors firstly acknowledged the (pension problemOin 1981, when a
special governmental commission for the analysis of the so-called sistema previdenziale (i.e. schemes for
old-age, invalidity, survivors) released an alarming report (Ministero del Tesoro 1981), that envisaged a
@loomyOfuture for the national pension system. Pension expenditure was projected to rise to 11.7% of GDP
in 1985 in the best scenario, and then up to 18-19% of GDP in the year 2000.

Table 4. Old-age expenditure as a percentage of GDP, 1980-1990

1980 1985 1990
EU15 8,2 9,2 9,7
Germany 10,9 11,2 10,6
Spain 6,2 7.5 7.4
France 8,1 9,4 9,6
Italy 8,3 10,3 11,2
Sweden
UK : : 9,0

Source: Eurostat

A heated debate arose after the publication of the report and during the decade several ministers for Labor
and Welfare proposed reforms to tackle the pension issue. Between 1980 and 1991 at least six major reform
plans were drafted but none managed to get through®. Despite that most proposals suggested only limited,
marginal and incremental changes to pension rules (namely Girst order changesO in Peter Hall®
terminology), typically envisaging path-dependent trajectories, they all had the same fate: they rarely
entered legislative assemblies and were abandoned because of a change of government or early elections.
The 1980s were thus characterized by substantial policy stalemate in the field of old-age protection (Ferrera
and Jessoula 2005).

In Italy the shift from the credit claiming, distributive policies typical of the expansionary period to the blame
avoidance exercises (Pierson and Weaver 1993) required by the retrenchment policies (Pierson 1994)
necessary to face the new economic and demographic challenges proved to impossible. In fact, the national
political system did not seem to be ready for pension reform, largely because it was still marked by a highly
fragmented and an ideologically (polarizedO (Sartori 1982) party system, with weak governments usually
relying on broad and heterogeneous coalitions. Such coalitions, built around the pivotal centre Christian
Democratic party, were deeply divided and this often led to harsh confrontations between government and
Parliament that affected governmental stability. Cabinets remained in power only 300 days on average N a
formidable obstacle to comprehensive pension reform.

To put in a nutshell - though the relation between power concentration (QnajoritarianismQ and the
likelihood of passing a pension reform is far from straightforward (Pierson 1997), in Italy the government
had too little autonomy from the supporting coalition, and was therefore too often involved in struggles with

Parliament, to commit itself to a delicate exercise of lame avoidanceOand carefully work through the

® For a detailed illustration of these plans see Jessoula and Ferrera (2006).
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various stages of a pension reform. Particularly, the government was too weak to GittackOthe system of
pension @lientelesO- that had emerged during the 1950s with the categorical expansion of the Bismarckian
system - by imposing losses on specific groups.

By contrast, cabinets tried to tackle the financial problems of the old-age protection system by further
raising contribution rates (especially for dependent workers), and the last government of the (First RepublicO
even passed a reform that followed the policy pattern of the @olden age.OIn 1990 the earnings-related
system was extended to self-employed workers (Law 233/90), though maintaining the contribution rate for
this category at a low level (ca. 12%). This represented an expansionary change which further worsened the
financial situation of the three schemes affected by the reform (Franco 2002) and created problems
regarding the fairness of the system - as the return on contributions was higher for the self-employed than
the private employees. Both of these factors played a role in the reform of the system during the next

decade.

3.2. Social assistance: the traditional fragmented and fuzzy picture

If the comparative literature always stresses the (lephantiasisO of the Italian pension system, it also
highlights the residual character of the Italian social assistance®, posing a particular emphasis on its negative
traits, such as the inadequate provision of social services in contrast with monetary transfers, the low
generosity of the latter, the territorial fragmentation in the regulation and organization of social services, the
lack of a last resort minimum income scheme, the overlapping between social insurance and social
assistance benefits.

Such a negative picture should be ascribed to the combination of many factors, deeply rooted in the
development of Italian welfare, namely: a) the role of Catholic institutions, b) the decentralization of social
assistance and c) the ambivalent nature of most assistance schemes.

On the first front, the diffusion and the autonomy of Catholic institutions carrying out functions of care and
assistance to needy people is much greater in lItaly than in other European countries. Besides, the
traditional, implicit delegation of charity functions to catholic bodies has usually implied a limited public
intervention in this field.

The second distinctive feature concerns the high decentralization of social assistance competences, which
started in 1977, with the issuing of decree n. 616, and has not found its final implementation yet. Such
decentralization of functions from the central State to local bodies has also proved to be difficult because of
the opposition of traditional actors - mainly religious bodies involved in social assistance B and, as a
consequence, the regions could only partially make use of their new powers.

The third element regards the double connotation of monetary transfers and it is particularly important from
our angle-shot as it concerns the peculiar Bismarckian GlavorOof many social assistance benefits in Italy. As
Negri and Saraceno (1996) put it, so far many schemes addressed to income support and commonly
classified in the area of social assistance have been actually connected to a contributory status, thus creating

confusion and fluctuations between the principles of insurance, and the citizen® right to assistance, as

5 For a comparative analysis of social assistance in Oecd countries, see Eardley, Bradshaw, Ditch, Gough & Whiteford
(1996).



established by the Italian Constitution. Confusion and overlapping between social insurance and social
assistance have regarded both eligibility conditions and modes of financing.

As to financing, we point to the fact that most social assistance programs have actually been financed
trough social contributions, and not from general revenues. Certainly there are transfers from the public
budget to the major national provider of social benefits (INPS), but such relationship has always been rather
fuzzy and this has not allowed to clearly separate social assistance from social insurance benefits: e.g. the
supplement for pensions under a certain (poverty) threshold should be considered for its nature and purpose
as a social assistance program, but it is not financed by general revenues; similarly, family allowance
expenditure is partly financed by the State (around 30%) and partly by payroll taxes. As to the eligibility
conditions, among the main social assistance benefits only civil disability pension and the social allowance
for retirees are not related to a present or past working status of the beneficiary, while the payment of
contributions is a necessary condition to get entitlement to family allowances, pension supplements and
ordinary disability pensions. Family allowance, for example, is a means-tested monetary transfer reserved to
dependent workers according to their income and family size. Thus, in both cases benefits are commonly
defined, measured and classified as redistributive programs for income support, though they present an
evident social insurance character.

These ambiguities do not only reflect a scarce precision in accounting and/or classifying public social
expenditure, they rather confirm the dominance of occupational-driven provisions, and the sharp divide
between employed workers and the non-employed. The lack of a national minimum income scheme,
intended as a last resort for all those unprotected by their occupational status or disability, is a further

evidence of the model.

In the course of the Eighties, the development of the Italian welfare state was quite contradictory. If, on the
one hand the policy-makers made some relevant steps forward to expand the boundaries of Italian social
protection B mainly with the implementation of a National Health Service for all citizens B on the other hand,
growing concerns about the conditions of public finances and the increase of social expenditure induced
policy-makers to be particularly careful in adopting other expansionary measures, especially if these are not
particularly remunerative in terms of political support as in the case of social assistance. Consequently, the
marginal role of the latter remained unaltered throughout the decade.

Nevertheless, it must be underlined that the activism of territorial institutions seemed to compensate the
inertia at the central level through the adoption of a number of Gnicro reformsQ aimed at developing local
systems of social assistance. This led, however, to the emergence of an unbalanced and fragmented system
with respect to coverage, standards of provision and capacity of innovation within the Italian social

assistance sector.

3.3. Thetraditional model in the labor market: a marked OnsidersO QutsidersOdivide
Till the 1990s a high job stability and the protection of workers in central, and unionized, sectors of the
economy was the first priority of Italian labor market policy. By contrast a very low protection was provided

to workers in marginal sectors and no social provision existed for long-term unemployed and youngsters
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entering the labor market. This was the result of both an anomalous and underdeveloped, in a comparative
perspective, unemployment protection system and the characteristics of labor market regulation (Gualmini
1998).

The Italian anomaly refers both to the institutional configuration and the level of protection provided by the
system to tackle unemployment. In most European countries a three pillars model prevails: a first insurance
pillar, which provides earnings-related benefits with a maximum duration; a second QledicatedOassistance
pillar, for those unemployed that do not fulfill contributions requirements to be entitled to first pillar benefits
and/or have exhausted entitlements to ordinary subsidies; a third @eneralOassistance pillar, that operates
as a safety net through the guarantee of a minimum income (Ferrera 2004; ISFOL 2004). By contrast, in
Italy the protection against unemployment has traditionally relied on the first pillar and some special
schemes that provide Qvage replacement benefitsO As to the first pillar, since the establishment of the first
scheme for blue collar workers in 1919, the ordinary unemployment insurance (Assicurazione generale di
disoccupazione) has been subsequently extended to all other categories of dependent workers. According to
the Bismarckian model, such schemes are financed through contributions, benefits vary in the different
economic sectors and they have always provided a very weak protection. In the industrial sector the
unemployment subsidy is linked to previous earnings but still in the 1980s the replacement rate was at a
very low level Bi.e. 20% of previous gross earnings. Moreover Italy lacked second and third pillar schemes,
usually directed to the most disadvantaged groups.

By contrast, some special schemes (Cassa integrazione guadagni ordinaria e straordinaria — CIGO and CIGS)
provided generous wage replacement in case of (partial or total) working-time reduction without definitive
dismissal. The replacement rate is high B80% of last wage D but the provision of such benefits is conditional
upon a bargaining process between government, the unions and employers. However, workers of small
firms and most service activities are excluded from such provision, so that coverage is limited to ca. 40% of
dependent workers.

This orientation towards the protection of the so-called GnsidersO(i.e. employed people) and workers in
central sectors of the economy was also reinforced by the rigid regulatory framework that organized a
Q@uaranteedOlabor market. On the one had, the public monopoly of employment services and the restrictive
regulation of individual and collective dismissals (after 1970) left employers a very low discretionary power in
hiring and firing; on the other hand, the high job stability was pursued through the reliance on permanent
ordinary contracts, while flexible, temporary and part-time contracts have been virtually unknown until very
recently.

Thus, the regulation of the labor market and the organization of the unemployment protection system
contributed to create a sharp divide between the insiders and the outsiders in terms of access to both
employment and protection against unemployment. In line with this, active labor market policies were not
diffuse and most resources were dedicated to passive, compensatory measures.

Between the late 1950s and the early 1970s, the good economic and labor market performance largely hid
the deficiencies of the national unemployment protection system and labor policy. However, by the late

1970s such ineffectiveness came to the light: while the pace of economic growth slowed down, employment
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rates first stabilized, and later declined, unemployment increased (table 5) and, above all, long-term

unemployment grew significantly (table 7).

Table 5. Employment and unemployment rates, 1983-1989

1983 1984 1985 1986 1987 1988 1989
Employment rates- I taly 54,0 53,3 53,2 53,0 53,0 53,3 53,3
Employment rates- EU 12 - - - - 58,4 59,2 60,1
Unemployment rates - I taly 7,4 7,9 8,1 8,9 9,6 9,7 9,7

Source: Eurostat; OECD (2004b)

Since 1978 governments tried to tackle the issue mainly undertaking the well-known Gabor reduction routeQ
Two instruments were particularly employed to this purpose: 1) the possibility of early retirement was
introduced in 1981 (Law 155/81) and then massively exploited till the end of the decade; 2) pre-existing
rules for seniority pensions allowed workers to exit the labor market at a very low age (cfr. par. 3.1).

Such measures were also accompanied by the first, timid attempts to introduce innovative elements in labor
market regulation. In particular, between 1978 and 1987 new policies to protect employed workers, but also
aimed to foster QictivationOand stimulate employment, were launched: special contracts for @n the job
trainingO directed to facilitate a stable insertion of young people, guidelines for the public system of

vocational training, the regulation of part-time work.

Table 6. Incidence of long-term unemployment on total unemployment (%)

1980 1981-89 1989
Germany 28,7 45,0 49,0
Italy 51,2* 64,6 70,4
Sweden 5,5 9,1 6,5
UK 29,5 44,4 40,8
EEC 32,7 52,8 53,7

* 1979

Source: OECD (1991)

However, such policies were not fully pursued and did not prove to be very successful in tackling
unemployment and creating new jobs. So, the first step towards activation and flexibility did not represent a
major change in Italian labor market policy.

At the end of the decade unemployment rate reached 9,7% and employment rate was 0.7 point below the

level of the early eighties.
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4. The age of major reforms: 1992-2001

4.1. Towards a new pension architecture between state and market

In contrast with the policy stalemate that had characterized the 1980s, during the following decade the
national pension system underwent a deep process of change. In a very short time span three pension
reform were passed (1992, 1995, 1997) b and only one failed (1994) - prompting a reconfiguration of the
system based on two major ingredients: a) the change of the nature, the scope and the fundamental traits
of the first public pillar; b) the launch of a transition to a multi-pillar configuration, through the development
of supplementary funded pillars.

At least three guestions arise from such developments. First, what allowed to overcome the policy stalemate,
and the resiliency of pension regulations, that had dominated the previous decade? Secondly, which factors
can give account of the content of the reforms? And in particular: a) how could the governments deeply
reform public pension schemes avoiding blame by both the social actors and the voters; b) was the
transition towards a multi-pillar configuration successful and, if so, how was it possible to avoid the so-called
Qlouble payment problemOthat should hamper such a development? Finally, how far have the reforms of

the 1990s brought the Italian pension system from its traditional single-pillar, Bismarckian configuration?

Let us now address the first question by looking at the first two reforms, that also constituted the major
interventions of the decade’.

Unpacking the interpretative framework provided in the introduction, we argue that the overcome of the
policy stalemate was the result of both external stimuli and internal dynamics. As to external pressures, on
the one hand the tight budget constraints imposed by the run-up to EMU, that was the major trigger of
pension reforms in EU members states (Schludi 2002), proved to be a crucial factor that induced Italian
policy-makers to reform the old-age protection system due to the critical financial situation of the country in
the early 1990s B with a public debt at 117.3% of GDP in 1992, and a public deficit at 10.5% in 1991. On
the other hand, pressure from financial markets, that launched speculative attacks on the national currency
in 1992 and 1995, forced the government to act in the field of pension in order to restore its credibility.
These factors not only pushed the governments to reform pensions but, operating in a domestic
environment which was undergoing a rapid transformation, prompted a relevant process of social and
political learning among the social actors, that reduced both their willingness to resist to reforms and,
consequently, institutional resiliency. In fact, on the domestic front the politico-institutional crisis that
followed the so-called Tangentopoli (Bribe-city) scandal in spring 19928 deeply enhanced the chances to
reform pensions. Frstly, the decline and, later, the disappearance of traditional political actors (Dc, Psi, Pli,
Pri, Psdi) weakened the long-lasting, strong links between parties and the social partners, thus facilitating
the efforts of reform. Secondly, with the de-structuring of the party system, some so-called QechnocraticO
cabinets were formed, and these proved to be crucial for successful reforms in at least two respects: a) they
included social actors in the policy-making through a concertative approach, that eased the unfolding of the

political and social learning dynamics, b) being relatively more autonomous from their parliamentary

"1 will not deal with the 1997 (Prodi reformQ that has anyway introduced only limited and incremental changes to
pension rules.
8 A widespread system of corruption involving peak politicians and top businessmen was unveiled.
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majorities, and less exposed to electoral punishment, these cabinets had greater chances of successfully

reforming pensions.

Amato (1992) and Berlusconi (1994): success and failure in pension reform

The first intervention was adopted in a climate of (hational emergencyQ due to the above illustrated
financial, politico-institutional and economic crises that affected the country in the early-1990s. After the
1992 election, the socialist Prime Minister Giuliano Amato put together a partly QechnocraticO cabinet,
supported by a four-party coalition (Dc, Psi, Pli, Psdi), and then embarked on the so-called process of
Qisanamento,Othat is restoring-to-health of the public finance. Central in this process D given the specific
character of the Italian welfare state B was the reform of the pension system, then absorbing about 2/3 of

social expenditure®.

Table 7. Main features of the Italian pension system at the beginning of the 1990s
Eligibility conditions Contrib. rate Benefit
Old-age Seniority Reference Formula!
retirement age contribution earnings
period (RC)
Private 55 Women 35 Women 26.22% of which: Last 5 years  Pension =
Sector 60 Men 35 Men 18.93% employers RC* N/40 * 80%
7.29% employees

Public
Sector
Central 65 Women 20 (15) Women | 7% employees Last month Pension =
Government 65 Men 20 Men RC* N/40 *94,4%
Lol 60 Women 20 Women 7% employees Last month Pension =

60 Men 25 Men RC *N/40 * 100%
Government

60 Women 35 Women Last 10 Pension =

- 0,

Self-employed 65 Men 35 Men 12% years RC* N/40 * 100%

I N: years of contribution.

Source: elaboration by the author.

After the adoption of some emergency measures aimed at containing pension expenditure in the short run,
that provoked the protest by the unions, two factors led to the adoption of the reform: a) the intensification
of external pressures - as the Lira was first devalued and then Italy pulled out of the exchange rate
mechanism of the EMS D that pushed the government to restore credibility vis-a-vis financial markets, also
via an incisive pension reform; b) the willingness of the government to negotiate with the unions in order to
find a viable compromise, in a situation in which the channel of inter-party negotiation was unavailable,

because of the discredit into which the major parties had fallen (Natali 2001).

° Expenditure on public pensions had reached 12,8% of GDP in 1992 and the projections were even more dramatic: it
could reach 23,4% of GDP in 2040, according to General Accounting Office.
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In October 1992 the bill which delegated to the government the power to revise pensions by decree was
passed by parliament (Law 421/92). Law 421/92 delegated the government to issue two legislative decrees
aimed to prompt the transition of the Italian pension system towards a multi-pillar configuration: the first
decree (D. Lgs. 503/92) concerned the revision of the first public pillar, while the second (D. Lgs. 124/93)
established a framework for supplementary occupational and private pensions.

As shown in table 8 below, the reform of the public pillar consisted of incremental, though significant,
changes of pension regulations. The first pillar maintained both its primary role and the earnings-related
method for benefits calculation, thus preserving its traditional income maintenance function. However, within
a broad trajectory of change that is essentially path-dependent, some important measures were adopted to
®moothenO the Bismarckian nature of the system and to tackle the connected welfare-without-work
syndrome. In particular, the fragmentation along professional lines - typical of Bismarckian systems - offered
the government a chance to retrench and contain costs by pushing the lever of fairness: the rules
concerning eligibility conditions and benefits formulas were harmonized between the public and the private
employees. This harmonization also allowed to remove the most evident anomalies of the national system,
that were responsible of both the low average retirement age and the very low employment rate for people
over 50 years old: the retirement age for private sectors employees was gradually raised to 60 (women) and

65 (men) and the so-called aby-pensionsOfor public dependents were phased-out.

Table 8. The Amato reform of the public pillar

Eligibility conditions - Raising retirement age: from 60 to 65 for men, from 55
to 60 for women
- Lengthening the contributory period to be entitled to
seniority pensions for public employees by gradually
equalizing to the requirement for private employees: from
20 to 35 years
- Extending the minimum contributory period to be
entitled to old-age pensions: from 15 to 20 years

Benefits: earnings related - Lengthening the reference period from the last 5 years
(private employees) or last month (public employees), to
10 years for those with at least 15 years of contributions -
and the whole career for new entrants in the labor market
- Less generous indexation mechanism that links benefits
to inflation rate only

Contributions -
Management -

In order to gain (at least) the acquiescence of the unions, long phasing-out periods (e.g.: for raising
retirement age, eliminating baby-pensions, and for the application of the new pension formula. See table 8)
as well as key exemptions and concessions™ were provided.

Thus, the bargaining process between the government and the unions not only seems to have played a
crucial role to overcome the pension stalemate, but it has greatly influenced the final content of the reform,

thus shedding a light on our second question: which factors give account for the content of reforms?

19 For example the lengthening from 35 to 36 years of the contributory period to be eligible for seniority pensions for
private employees was first proposed and then, after unionsGreaction, withdrawn.
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The relationships between the government and the unions and the interest of the latter must then be
considered as crucial variables in order to comprehend B within the general explanatory framework - the
subsequent steps of the reform process.

Though the effects of the Amato reform were important for both harmonization and cost containment, some
problems were still on the ground P e.g. the (comparatively) short minimum contributory period (35 years)
for seniority pension entitlement had not been tackled, the rules for self-employed workers still had to be
harmonized with those for (public and private) employees, public pension expenditure remained at a high
level in official projections (INPS 1993) b and pension reform remained on the top of the political agenda
during the following years.

After the 1994 elections B the first held with the new mostly majoritarian electoral system introduced in
1993 b the new centre-right government led by Silvio Berlusconi prepared a new plan to reform pensions.
Though the proposal included only limited and marginal changes, the lack of a concertative approach with
the social partners and the different distributive effects with respect to the Amato reform provoked the harsh
protests by the unions, that eventually induced the government to withdraw the plan. In fact, while the 1992
reform had taken into account unionsOinterest D i.e. the protection of older workers and retirees' - by
introducing long phasing-in periods for several measures, the Berlusconi government - backed by
Confindustria®® which was demanding a structural intervention (Natali 2001) - aimed at achieving financial
sustainability and expenditure cuts without providing any (compensatory) measures that might please the

unions.

The major "Dini” Reform, 1995

In contrast with Berlusconi® defeat in the field of pensions, in 1995 the commitment to a concertation
process leading to a substantial consensus among political and social actors (especially between the
government and the unions) allowed an incisive intervention on the public pillar, which represents a sort of a
Gropernican revolutionOfor the national old-age protection system.

As in 1992 the QechnocraticOnature of the cabinet B created to overcome the political unrest of 1994 B
encouraged the Prime Minister (Lamberto Dini) and the Ministry for Labor and Welfare to turn to social
partners in order to gain the necessary support to reform pensions. On their side, the unions (see Baccaro
2002 and Culpepper 2002) had QearnedQ under the strong pressures coming from financial markets, that
the status quo was no longer sustainable. More precisely, the lesson for the union was: Qhere is no status
quo, only a declining trend that is rapidly leading to an abyss unless we agree on a credible pension reform
capable of re-assuring the marketsO(Jessoula and Ferrera 2006).

An agreement between the unions and the government was signed on 8 May, and the reform bill was
passed only three months later (Law 335/1995). The MiniOreform radically altered both the nature and the
rules of the first public pillar, though the attention paid by the government to unionsGrequests imposed (just

like three years before) long transition periods for the phasing-in of the new measures.

1t is noteworthy that in the mid-1990s the majority of members of the most important workers organization (CGIL)
were retirees.
2 Confindustria is the employersCassociation in the industrial sector.
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The major intervention consisted of the replacement of the traditional earnings-related system with a
(notional defined contributionO(NDC) system for private/public employees and the self-employed, together
with the introduction of a new flexible retirement age (57-65 years). In the new system benefits will be no
more linked to previous earnings, rather depending on the sum of the contributions actually paid, the age of
retirement as well as economic and demographic trends.

From our perspective, such shift to an NDC system has at least four crucial implications: 1) it introduces a
new Gnsurance principleOD according to which benefits are strictly related to paid contributions D that partly
replaces the Gncome maintenanceOprinciple typical of the previous system; 2) it allows the homogenization
of pension rules among the five major schemes (for employees and self-employed workers); 3) it provides
strong incentives to postpone retirement because of the links between retirement age and pension value
and 4) it calls for a reconfiguration of the system on different pillars, due to the reduced role of public

schemes in income maintenance in the future (see table 10).

Table 9. The Dini reform of the public pillar

Eligibility conditions - Hexible retirement age: 57-65 years
- Tightening eligibility conditions for seniority pensions: 40
years of age or 57 years of age + 35 years of
contributions in 2008
- Specific rules for those employed in physically
demanding jobs

Benefits - From an earnings-related system to an ONDC systemQ
with a long transition period. Benefits depend on:
contributions actually paid, age of retirement, economic
and demographic trends.

- Social pension and minimum pension supplement
replaced by a new social assistance benefit: Assegno
sociale

Contributions - Introduction of credits for periods of child-rearing and
care
- Increase in contribution rates

Management - Creation of a new scheme for workers hired under the
new GatypicalOcontracts
- Establishment of a permanent body responsible for
monitoring pension expenditure

Despite this incisive change, in order to forestall union opposition, the reform largely protected the Gicquired
rightsOof older workers by introducing long transition periods for the phasing-in of the new contributions-
related system - that fully applies only to new entrants in the labor market after 1996™ - as well as for other
measures. Among the latter it is worthy to note the new regulation of seniority pensions, which has
tightened the eligibility conditions by lengthening the minimum contributory period from 35 to 40 years,

though with a long transition period (see table 9).

13 The old earnings-related system (as reformed by Amato) remains in force for those with at least 18 years of
contributions in 1995. For those with fewer than 18 years the new system applies pro rata: i.e. for working years before
1995 pensions will be calculated with the old rules, while the contributions-related method will apply to working years
after 1995.
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The Dini reform brought a fundamental change to the Italian pension system, which now rests on a more
sound financial basis, also reducing fragmentation and intra-generational unfairness. Together wit the long
pashing-in periods illustrated above, the latter seems to be the factor that played the crucial role in the
negotiations between the government and the unions. The specific content of the reform may in fact be
considered the result of a successful political exchange between the government and the unions on this
basis: substantial savings b especially in the long-run B in exchange for the protection of benefits of older
workers and pensioners, and greater equity within the system. In particular the adoption of the
contributions-related system was perfectly in line with the interests of workersQOassociations because it put
an end to: a) the favorable treatment provided by the earnings-related system to those workers with the
less flat careers, i.e. high income workers; b) the privileged regulations for the self-employed introduced five
years before. However, as shown in table 10, the reform provoked a Qyenerational break,O since the
introduction of the contributions-related system and the long transition period implies the overburdening of
younger generations, who will bear most of the costs of reforming pensions and restoring public finance to
health.

Table 10. Projected Gross Replacement Rates (%) for a Private Employee who Retires at 60 with 35 Years of
Contributions: 2000-2050

2000 2010 2020 2030
Compulsory public 67.3 67.1 56.0 49.6
pensions

Supplementary 0 4.7 9.4 14.5
occupational pensions

Total 67.3 71.8 65.4 64.1

Source: Ministero del Welfare (2002: 11)

As already noted, the reform of the public PAYG pillar was not the only ingredient of the reforms of the
1990s: since 1992 the reconfiguration of the system through the development of supplementary pillars
posed a novel reliance both on the principle of funding and the market mechanisms. We now turn to

consider this aspect of the process of reform.

Exploiting an “institutional gate” to develop supplementary pillars

Since 1992-3, the stepwise process of system reconfiguration has created a legal framework™ to foster the
take-off of supplementary schemes, with an emphasis on the second occupational pillar. How can we
evaluate the final outcome of these efforts?

The reconfiguration of the system on different pillars presents some lights as well as some grey areas. For
workers employed in central sectors of the economy b i.e. mainly industrial workers - second pillar funds
have developed well: the take-up rate for @losedOpension funds in this sector is slightly over 30%, and

some funds have managed to attract between 60% and 80% of potential beneficiaries (COVIP 2005). By

14 Legislative decree 124/93, Law 335/95, Law 449/97, Legislative Decree 47/2000.
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contrast, the take-up rate among self-employed workers is very low and funded schemes for public
employees basically do not exist. How can we explain such different results?

Our contention is that, despite new-institutionalist arguments on the constraints on policy change posed by
existing institutional settings (Pierson 1994, 1997, 2004), the presence - within a complex policy architecture
- of what | elsewhere called Onstitutional gateOthat, if effectively exploited by policy-makers, can be
penedO(Jessoula and Ferrera 2006)™°, may facilitate institutional (policy) change.

We refer to the fact, since the first intervention in 1993, the government found a way to overcome the
Qlouble payment problemQ by introducing the possibility to use the Tfr (see above box 1) to finance
supplementary pension funds®®. Thus, the structural, institutional-financial constraints that hamper the shift
to a multi-pillar configuration could be overcome when two conditions were met: a) the Qnstitutional gateO
represented by the Tfr was available (i.e. for all private employees), and b) the social partners b especially
the unions D exploited the Onstitutional gate,Oencouraging workers through informative and promotional
campaigns to join supplementary funds.

The figures above show that under these conditions the transition to a multi-pillar configuration was
successful, and this is even more interesting in the face of the adverse staring in the early 1990s: a) the
absence of a tradition in funded pensions, that relegated financial institutions at the margin of the pension
arena, b) the particularly intense demographic ageing, that reduced the time available for
introducing/implementing changes in the pension system, c) the worst debt/GDP ratio in the EU (109.0%)
and, d) the scarce resources available to finance the second pillar because of the very high contribution rate
in the first pillar (ca. 33% for private and public employees).

Nonetheless, for a great part of workers (self-employed, public employees, workers hired with the new
GitypicalOcontracts) the Tfr was either not available or it has not been exploited - as in the case of most
employees in the service sector - and the expansion of funded pensions has lagged behind. Moreover, where
the institutional gate was not present, the major trigger of public pensions reforms b i.e. the budget
constraints posed by the EU B has (paradoxically) reduced the chances develop supplementary funded

pillars.

4.2. Anew path for social assistance: towards selective universalism

After a long-lasting immobility of the reform debate, new priorities emerged in the Italian society in the early
1990s. The novel relevance of social risks related to poverty and social exclusion on the one side, and the
recognition of the dilemmas of distributive equity presented by the Italian model of welfare, as well as the
distortion between the over-protected (insiders) and the under-protected (outsiders) on the other, revived
attention towards social assistance.

The debate that developed during the nineties therefore focused on the goals of filling the gaps of a
fragmented system - due to the lack of a framework law and to the differential territorial provision of

benefits and services D and to bridge the gap between GnsidersOand GutsidersQ especially relying on a new

15 Or institutions that can be GonvertedO(Thelen and Streeck 2005).
5 For workers entering the labor market after 1993 the Amato reform prescribed that the 7fr must be transferred to a
pension fund, if a worker subscribed to a supplementary pension plan.
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principle: selective universalism (i.e. eligibility to social assistance benefits should be conditional only on
citizenship and need).

As we shall see, in the mid-1990s the Italian welfare system thus seemed to be on the verge of a
comprehensive recalibration, where a crucial ingredient was represented by the reform of social assistance,
aimed to expand the boundaries of social protection to those under-protected. This plan would have led, if
fully accomplished, the national welfare system clearly beyond Bismarck and the Southern model of welfare.
The first important actions were taken under the Prodi government, which relied on the centre-left coalition
that had won the 1996 elections. The Budget law issued in 1998 established a Grund for Social PoliciesQ
regulated the creation and implementation of an Gndicator of socio-economic conditionsOfor those applying
for social benefits and services and, above all, introduced an experimental Minimum Insertion IncomeO
(MII, Decree 237/98), which was designed as a non categorical, means-tested measure, addressed to all
people under a pre-defined poverty threshold. The innovative character of the scheme was also related to its
QuetivationO component, since the monetary transfer was accompanied by integration programs aimed at
alleviating social exclusion and stimulating recipientsCautonomy.

In 2000, two new means-tested measures were established to alleviate poverty for those not entitled to
contributory benefits: the benefit to families with more than three children, and the maternity allowance.
These schemes appear as responses to the fact that poverty in Italy is particularly concentrated in families
with more than three children. In the meanwhile, the budget law for 2000 provided for a 2 years extension
of the experimentation of the MIL

These innovations clearly reveal the willingness to find a new balance among the different sectors of Italian
social protection system, which permeated the social policies debate in the mid-1990s and inspired the
subsequent centre-left cabinets in the period 1996-2001.

In the same year the Italian social assistance seemed to make another big step forward with the approval of
a national framework law (Law 328/00). Under the influence of the debate of the nineties and the proposals
advanced by the Onofri Committee (see below), the reform posed a great emphasis on the reconciliation
between the two concepts of selectivity and universalism. All the people (universalism) in need for economic
help (selectivity) should have a right to social assistance benefits, without any link with the labor market.
According to the reform law, the new social assistance would be based on an integrated system of services
and benefits, characterized by a strong co-operation among social sectors and among the different levels of

government.

The reforms social assistance adopted in Italy in the short time span 1998-2000 - and especially the
strengthening of the safety net for those excluded by the traditional model of social protection and the
protection of previously disregarded stances b calls for an interpretation for at least three reasons: 1) they
represent an expansionary change, which contrasts with most interventions approved in the field of old-age,
health-care and disability policies over the last twenty years, 2) this sort of (path-departureOchallenges the
prevailing theories of welfare reform - especially new-institutionalist approaches that stress the resiliency of
welfare arrangements, 3) tough resembling an intervention of @redit claimingQ in the social assistance

sector expansionary reforms entail a limited political return.
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Why, then, Italian decision makers started such a process of expansion and, above all, redefinition of the
social assistance sector?

Relying on the analytical framework provided above, we argue that such development was mostly driven by
two factors: a) the role of experts and @pistemic communitiesQ that stimulated a process of policy learning
and policy diffusion in a two-levels (national and EU) political arena, b) the will of the new centre-left
government led by Romano Prodi to present itself as the expression of a modernizing coalition P after the
historical rupture represented by the falling of the (First RepublicOD also trough the rationalization and the
modernization of the social protection system.

More precisely, the European integration seemed to act as a facilitator and a new frame of reference for the
accomplishment of the reform. The wider circulation of information between members states and the day-
by-day comparisons with other national experiences re-opened the debate about the delay in the
development of some components of the Italian welfare system and offered precious learning resources.
Experts found a new space for involvement in different committees both at the national and the
supranational level, with the latter providing argumentative strength to promote domestic reforms.

At the national level, between 1996 and 2001 a pool of experts D deeply @ontaminatedOwith ideas and
experiences circulating within Europe networks - worked on the side of the Minister of Social Solidarity, thus
operating as mediators in the process of innovation. In particular, two groups of experts played a crucial role
in the formulation of major proposals for the reform of social assistance’’: the committee on poverty and
social exclusion (Commissione di indagine sulla poverta e I'esclusione sociale), and the committee of experts
on social security (Commissione Onofri, see also par. 4.3) appointed in 1997 by the Prime Minister Romano
Prodi, with the aim of sketching out the guidelines for the modernization of the Italian social protection
system. The report of the Onofri commission presented a clear picture of the key problems, also suggesting
some possible solutions. A deep revision of traditional schemes emerged as necessary, based on the
following elements: a) a clear-cut separation between contributory benefits and those financed by general
revenues, b) the creation of a new system of social services, c) the rationalization and unification of existent
schemes for income support, d) the strengthening of the local autonomy, e) the creation of a standardized
means-test instrument for the provision of subsidized social benefits and, last but not the least, f) the
establishment of a safety net to support people in need of economic help and preventing social exclusion.

As noted, this plan matched with the Gnodernizing ambitionsOof the Prodi cabinet, that implemented most

of these proposals, thus seemingly paving the way for a deep re-balancing of the Italian welfare state.

4.3. Towards a QparadigmaticOchange in labor market policies

The 1990s opened with an intervention that followed the Qabor reduction routeOthat had characterized the
previous decade. Facing mounting unemployment (tables 11,12,13) in 1991 a new scheme was introduced
(Law 223/1991). The indennita di mobilita (Gnobility allowanceQ is an unemployment protection scheme for
those dismissed workers already covered by CIGS (workers of big firms mainly in the industrial sector).
Consequently, coverage is limited to ca. 32% of dependent workers. It provides generous benefits

(replacement rate: 80%) for 12 months, but it can be extended P in relation with the age of the worker and

7 Interviews to key informants. See Alti (2006).
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the territorial area B to 48 months with a consequent reduction of the level of subsidies. As noted, the
introduction of this new instrument followed the traditional path characterized by reliance on passive policies
- further increasing the fragmentation and the segmentation of the system to tackle unemployment - and
aimed to reduce the job offer on the labor market. In fact the Gnobility allowanceOhas rarely been used to
facilitate the transit of workers from a job to another, being more often employed as an instrument for early-

retirement (Geroldi 2005).

Table 11. Unemployment indicators, Italy and Eu, 1990-1997
1990 1991 1992 1993 1994 1995 1996 1997

Unemployment
(%) Eu 15 - - 8,4 10 10,4 10 10,1 9,8

Italy 8,9 8,5 8,7 10,1 10,6 11,2 11,2 11,3
Young (15-24)
unemployed as EU15 - - - 10,3 10,5 10 9,9 9,5
% of young
population Italy - - - 12,6 12,9 13,2 13,1 13,1
Long term
unemployed as EU15 - - - 43,9 47,7 48,9 48,3 48,6
% unemployed

Italy - - - 57,7 61,2 63,4 653 64,6

Source: Eurostat

However, rising unemployment and, above all, the low level of employment (see table 12) b especially for
women, young people and older workers B put pressure on policy makers to search for alternative solutions.

As a result, in the crucial years 1992-1997 the Italian labor market underwent a radical, (paradigmaticO
change, which relied on: a) the shift of the balance between passive and active labor market policies, with
the expansion of the latter, b) the switch from a rigid labor market regulation and the public monopoly of
employment services, to a more flexible regulation and more open, liberalized and decentralized

employment services.

Table 12. Employment rates (%), Italy and EU, 1990-1997
1992 1993 1994 1995 1996 1997
EU 15 61,2 60,1 59,8 60,1 60,3 60,7
Total
Italy - 52,3 51,4 51 51,2 51,3
Older workers EU 15 36,3 35,7 35,7 36 36,3 36,4
(55-64) Italy - 30,2 29,3 28,4 28,6 27,9
Women Italy - 35,8 35,4 35,4 36,0 36,4

Source: Eurostat, Ministero del Welfare (2005)

22



Two major factors played a decisive role in such fundamental turn: 1) the multidimensional crisis that
affected the Italian economic and politico-institutional systems, in connection with 2) the deepening of
European integration and the growing concern of the European Community for employment and labor
policies.

The climate of national emergency of the early nineties (see above par. 4.1) called for urgent measures to
stabilize public finance, re-launch the economy and, last but not the least, improve the performance of the
labor market and strengthen protection for the unemployed. Against such background, the failure of the
labor market polices adopted during the 1980s on the one hand, and @&xogenous shocksOP like the stimulus
to act induced by the external constraints (EU integration and financial markets) - on the other, provided the
fertile ground for the unfolding of learning dynamics. The first steps, in 1992 and 1993, consisted of the
signature of two important social pacts, for the reform of income and labor policies, between two
subsequent technocratic cabinets (Amato and Ciampi) and the social partners.

But supranational influence by the EU did not only prompted the learning process. It also channeled into the
national system more detailed guidelines and indications for the reform of the labor market - in accordance
with the policy content of the then-in-the-making European Employment Strategy B thus facilitating the
emergence of an Gdvocacy coalitionO(Sabatier 1998) at both the national and sub-national levels that acted
to modernize and, to a certain extent, GEuropeanizeOthe Italian labor market (Graziano 2004).

In 1996, the government led by Romano Prodi signed another crucial pact with social actors (Pact for Work).
One year later this agreement inspired an encompassing reform of the labor market (Law 196/97) B so
called Oreu reformO(from the name of the minister of labor and welfare in the Prodi government). Such
intervention brought a radical change, not only introducing innovative instruments, but also prompting a
clear shift along three main dimensions, in line with emphasis posed by the European Community on
adaptability, modernization of the labor market and employability. First, a process of deregulation was
undertaken through the provision of so called GitypicalQ flexible contracts: part-time and temporary work
was re-launched. Second, traditional predominance of passive policies was limited, moving towards a more
equilibrated (rolicy mixO(Graziano 2005) with the development of active labor market policies to facilitate
insertion B especially of the most disadvantaged groups D in the labor market. Third, the public monopoly on
employment services was abolished. The latter represented a fundamental step in Italian employment policy,
as it relied on the acknowledgment that private actors and market mechanisms could give a beneficial

contribution to labor market performance through the activity of temporary work agencies.

Table 13. Passive and active labour policies expenditure, % of total labour policy expenditure, 1996-2001
1996 1997 1998 1999 2000 2001
Active labor policies 35,7 38,1 42,1 44,2 43,7 46,6
Passive labor policies 54,5 52,8 46,8 44,3 41,4 39
Tax benefits to Giring&irms 9,8 9,1 11,1 11,5 14,9 14,4
Total 100 100 100 100 100 100

Source: Ministero del Welfare (2003: 22)
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Finally, also the wider framework for the governance of the labor market was transformed, as an important
process of decentralization of competencies was started. Active labor market policies and employment
services were transferred to regions and local governments, while the state maintained its prerogatives in
the field of passive policies and monitoring (Legislative Decree 469/97).

The 1997 Oreu reformOconstituted a critical watershed for the national labor market policy. Nevertheless,
the reform of the shock absorbers - that had been at the core of the policy debate for a long time and was
to constitute the major expansionary component of the modernizing plan B was not included in the law
provision. Just a few months before the adoption of the reform, the Onofri commission (cfr. previous
paragraph) had carried out a detailed analysis of the national labor market, proposing some interventions in
the field of employment policy and unemployment protection. As to the latter, the commission was in favor
of a system structured on three pillars: the first pillar was to emerge from the rationalization of the schemes
for Qrdinary temporary wage replacement benefitsO (CIGO), with the adoption of a single program,
contributory financed, providing generous benefits (ca. 70% replacement rate) for relatively short periods.
The second pillar should unify some of the existing schemes against unemployment (unemployment
insurance, mobility allowance, CIGS), creating a new program, partly financed through contributions and
partly through general revenues - and connected with employment services. Recipients should pass some
kind of means-test to get entitlement to such benefits (CACMSS 1997). The third pillar would imply the
strengthening of social assistance, through the building up of a safety-net based on the introduction of a last
resort, minimum income scheme. In spite of these proposals, the introduction of an experimental Minimum
Insertion IncomeO(see previous paragraph) was the only accomplishment of the Prodi government in this
field that draw inspiration from the work of the Onofri commission.

The general reform of shock-absorbers - even more necessary because of the new flexible job contracts
introduced in the labor market by the Treu reform B was not legislated. The issue remained on the political
agenda of the subsequent centre-left cabinets (D@lema | and |1, Amato 1), but its fate did not change. In
fact such governments, strongly constrained by the still difficult conditions of public finances and the EU®
budget restrictions, tried to craft a reform that did not increase expenditure (Geroldi 2005): but this was,
clearly, an Ompossible missionO Only a very modest increase of the replacement rate of ordinary
unemployment subsidy (from 25% to 40% only!) was legislated.

Once again, the influence of Europe was double-sided. It operated as a pro-change force on the one hand,
favoring the flexibilization and the modernization of the labor market through deregulating and active
policies, while posing sound (budget) constraints on the adoption of expansionary measures that would
represent the other side modernization.

Then the issue of a comprehensive reform of the sock-absorbers system was passed on to the new

government led by Berlusconi and supported by the centre-right coalition that won the 2001 elections.
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5. A second, contradictory, wave of reforms: 2001-2005

5.1. The second Berlusconi government and the Maroni-Tremonti reform, 2004-2005

If cost containment and harmonization had been the primary objective of the reforms of the 1990s b that
had both stabilized public pension expenditure (see below figure 1) and homogenized the rules among the
major schemes D at the beginning of the new decade the debate focused on: a) the interplay between
pension rules and the performance of the labor market and, b) the ambivalent development of

supplementary funded pillars, as illustrated in par. 4.1.

Figure 1. Pension expenditure projections in Italy: 1995 — 2045
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Source: Ministero del Tesoro (1998).

On the first front, the high contribution rate for private employees in the first pillar was considered to

constitute a formidable obstacle on the way to higher employment rates, while the slow phase-in of most

measures introduced during the 1990s did not provide incentives to keep on working when the minimum

condition for seniority pensions was met - nor helped to contain pension expenditure in the short term.

To tackle these issues, in December 2001 the newly appointed Il Berlusconi government (centre-right)

asked Parliament to delegate the power to pass a new pension reform, suggesting some adjustments to the

public pillar and the compulsory transfer of the Tfrto supplementary funds®.

The final reform was adopted only in 2004 (Law 243/2004) and it had to be completed by a decree b
regarding supplementary pillars and the Tfr- one year later (Legislative Decree 252/2005). The slowness of

the reform process was essentially the result of different factors: the confrontational approach adopted by

the government, the negative reactions by the social partners (especially the unions, but also the employersO
association on certain issues), the different partisan positions within the cabinet and the parliamentary

majority.

After many stops-and-go, however, the reform was finally adopted because the centre-right government B

likely remindful of the 1994 failure B accepted to modify the original proposal in accordance with the request

18 This measure would ensure a rapid shift to a multipillar configuration by mobilizing between " 12 and * 13 billion per
year Baround 1% of GDP (Ministero del Welfare 2002).
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of the social partners. Though the reductions in pension contributions was finally withdrawn, the reform of
the public pillar introduced incentives to postpone retirement and tightened eligibility conditions (see figure X
below) in order to both raise the average retirement age and, consequently, enhance employment rates for
older workers. Similarly, the compulsory devolution of the Tfr to supplementary funds was ruled out and the
government, the unions and Confindustria compromised, agreeing to the transfer of the Tfrto pension funds
with the Gilent assentOformula. According to this mechanism workers will have six months to decide if they
want to keep the Tfr or transfer it to supplementary pension funds. In the default option (GilenceQ, the Tfr

will be automatically paid into supplementary schemes.

Table 14. The Maroni-Tremonti permanent reform of the public pillar

Eligibility conditions - From 2008. Minimum requirement for seniority pensions
both in the earnings-related and the contributions-related
one: 35 years of contribution and 60 years of age (then
raising to 35 and 61 in 2010) or 40 years of contribution

- Requirement for old-age pensions in the contributions-
related system: 5 years of contribution and 65 years of
age

Benefits - Gradual elimination of the non-cumulability between
pensions and earnings from work

Contributions - Extra (GolidarityQ contribution (4%) for those pension
over 516 daily euros

Management -

5.2. Aninterrupted reconfiguration in social assistance and family policies

In spite of the wide consensus around the framework law 328/00 and the real need for its implementation,
the path of Italian social assistance towards selective universalism, inaugurated around the mid-1990s, was
soon barred by at least two factors: the Constitutional reform of 2001 and the electoral victory of the center-
right coalition at the 2001 elections.

The new Title V of the Constitution - as reformulated by Law 3/2001 - redefined the sharing of legislative
power and administrative functions between the State and the regions, transferred many competencies from
the State to regions', with heavy consequences on the welfare system. With particular reference to the
sector of social assistance, this intervention rendered Law 328 obsolete and mostly inapplicable. In this
sector the prerogatives of the State are now limited to few subjects, while the regions have an exclusive
competence in adopting legislation for the organization of local welfare system. In order to guarantee equal
rights for all citizens on the whole national territory within the new decentralized framework, the definition of
a set of essential levels of assistance is the major task/prerogative in the hands of the State: however, one

legislature has just come to an end without any action by the government on this ground.

9 The process of power decentralization is the final result of a longer process started in the early nineties as a peculiar
claim in the Northern League program, which has gradually gained ground in the political agenda in the second half of
the decade.
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Again the new arrangement that followed the constitutional reform in 2001 and the interventions adopted by
the centre-right coalition that supported the Berlusconi government have deeply affected the social
assistance sector, both on the side of the envisaged integrated system of social services and monetary
transfers. As for the former, Article 24 of Law 328/00 provided for a reorganization of disability benefits, but
this was also hampered by the sharp interruption of the implementation of the law provision. On the other
hand (and more important), while Law 328 had envisaged the extension of the pilot scheme of Minimum
Insertion Income - the Qtalian way to the safety netO- to the whole national territory, the centre-right
government has not regarded MII as a priority. By contrast, it has favored a model of social protection based
on family and community networks (Ministero del Welfare 2003), where the former is far more conceived as
a redistributive welfare agency than the direct beneficiary of social provisions. A social pact signed in July
2002 between the government and the unions (QPact for ItalyQ) has definitively put an end to the
experimentation of the MII, suggesting the adoption of a new measure, the so-called Qast Resort IncomeO
(Reddito di Ultima Istanza, RUI). This should be a residual intervention, discretionary upon regional priorities
and resources availability, that makes the future of the Italian way to the safety net extremely uncertain.
The budget law for the year 2004 has provided that the State the establishment of the RUI by the regions,

but no formal commitments have followed yet®.

More than one century after the first public interventions in the field of social protection, the national social
assistance sector still presents a very unsettled profile. In particular, the picture of increasing fragmentation
seems to have definitively undermined the path towards the establishment and the consolidation of a
homogenous national system of social assistance, and the rationalization of its programs, as advocated in
the proposals developed in the course of the 1990s. The incomplete - and for some aspects unconstitutional
- accomplishment of the framework law 328/00 likely implies that the only possible trajectory of
development of social assistance is determined by the different strategies undertaken by regions in the
organization of local systems of social services®. Moreover, the shift towards selective universalism in social
assistance and the turn of attention towards the inclusion of welfare outsiders, that seemed to be likely in
the late-1990s, has been strongly constrained by discordant law provisions, and more contingent political
factors.

As showed in the table 15 below, still nowadays between the most typical monetary transfers for the
functions of family and social exclusion, the two measures introduced by the Prodi government B the
maternity allowance and the allowance to families with more than three children B can be properly are
classified as a non-contributory, social assistance measures (together with the minimum income that in Italy
corresponds to a discretional and inhomogeneous transfer provided at a local level). By contrast, the
maternity leave and family allowance are essentially social insurance benefits. As to the Gecond child
bonusQ it is to be noted that this scheme, introduced by the Berlusconi government in 2003 as a una tantum

provision of a modest amount, only this year has been subjected to a means test. However, it seems to

2 |n the meantime, some regions have advanced some experimental forms of minimum income (Emilia Romagna,
Piemonte, Puglia and Sardegna), but only the Region Campania has actually introduced a so called Gitizenship incomeO
in February 2004. Future developments will show the real policy change stimulated by MII experimentation.

21|t should be observed that the budget law for the year 2004 has established the right for the Regions to receive from
the State the National Fund for Social Policy® resources, without any predefined, specific allocation of the latter.
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represent more a symbolic policy than a structural intervention to provide actual economic support to

family?.

Table 15. Major redistributive measures in the Italian welfare state

Function Scheme Sector

Family Maternity leave Social insurance
Maternity allowance Social assistance
Family allowance Social insurance
Allowance to families with more than 3 children Social assistance
Second child bonus Social assistance

Social exclusion Minimum income Social assistance

Source: Elaboration by the authors.

5.3. Anew labor market: flexibility without security?

Since 1998 most indicators of labor market performance inverted the negative trends of the early-to-mid
1990s, thus demonstrating the effectiveness of the 1997 Oreu reformO total and partial (for women, young
people and older workers) employment rates raised (table 16), unemployment decreased b also for young

people and long-term unemployed (table 17).

Table 16. Employment rates (%), Italy and EU15, 1998-2004

1998 1999 2000 2001 2002 2003 2004

EU15 61,4 62,6 63,5 64,1 64,3 64,4 64,8
fotal Italy 52 52,7 53,7 54,8 55,5 56,1 57,6
Older workers EU15 36,6 37,1 37,8 38,8 40,2 41,7 41,9
(55-64) Italy 27,7 27,6 27,7 28 28,9 30,3 30,5
Women Italy 37,3 38,3 39,6 41,1 42,0 42,7 -

Source: Eurostat; Ministero del Welfare (2005)

After the 2001 elections, a group of experts nominated by the new Berlusconi government released a White
Book on the labor market (Ministero del Welfare 2001), which contained an evaluation of existent policies
and some proposals to address most relevant problems. The report, that was deeply inspired by the
economist Marco Biagi P later killed by terrorists linked to the so-called GRed BrigadesOP acknowledged the
positive trends in the labor market and the effectiveness of the 1997 reform, but lamented the persistence
of some traditional (though less critical) negative traits: low employment rates - especially for women, the
young and older people, long-term unemployment, and the territorial North-South cleavage (Ministero del
Welfare 2001).

In order to tackle these problems, the White Book suggested some trajectories of reform also drawing on EU

recommendations: a) posing a greater emphasis on Glex-securityQ by combining more deregulation of the

22 |n this sense it is striking the absence of a specific endowment in the public budget for this scheme for the year in
course, which let suppose that the baby bonus is actually financed through the public debt (!)

28



labor market with stronger protection for those not employed, b) restructuring employment services and
developing policies that facilitate insertion, c) increasing the effectiveness of ALMPs and strengthening social
services with an aim at reducing the gender gap in employment, d) strengthening life-long training. Within
such framework, the reform of shock-absorbers represented a crucial component of the envisaged Glexible

and secure modelO

Table 17. Unemployment indicators, Italy and EU15, 1998-2004

1998 1999 2000 2001 2002 2003 2004

Eu 15 9,3 8,5 7,6 7,2 7,6 8 8,1
Total (%)

Italy 11,3 10,9 10,1 91 8,6 8,4 8
Young (15-24) EU15 9,2 8,5 7,7 6,9 7,2 7,5 -
unemployed as % of
young population Italy 13,2 12,6 11,9 10,3 9,7 9,4 -
Long term EU15 47 45,5 44.5 42,4 40,2 41 -
unemployed as %
unemp|0yed ltaly 59,4 60,3 61,2 61,6 59,1 57,5 -

Source: Eurostat

Resting on these proposals the Berlusconi government issued a plan for the reform of the labor market,
which was strongly opposed by the unions, in particular because it tended to modify the traditional stringent
rules for non motivated dismissal. However, the government adopted a divide et impera tactic (Ferrera and
Gualmini 2004), that soon broke the union cohesion. In 2002 two important unions B CISL and UIL B signed
a social pact with the government (Pact for Italy) that envisaged a number of measures in the fields of
income policies, cohesion policies and labor market policies. As to the latter the proposals were mainly based
on the recommendations of the 2001 White Book and promoted a QuorkfareOapproach. The major union D
CGIL b that had refused to sign the pact, launched a long-lasting campaign against the accomplishment of
such plan.

Despite the opposition, in the spring 2003 a new reform of the labor market was approved (Law 30, so
called Qegge BiagiQ). The measures contained in the law provision were based on the prescriptions of the
Pact for Italy, though they were much more tuned towards flexibility than security. In fact, the reform
confirmed and re-launched flexibilization with the introduction of a series of new GitypicalOcontracts, while
the reorganization of shock-absorbers was not included in the reform. The exclusion of this element is
striking for at least two reasons: firstly, because the Pact for Italy had envisaged the increase of the
replacement rate of unemployment subsidy from 40% to 60% (more in line with European standards);
secondly, because the reinforcement and the rationalization of the unemployment protection is crucial in a
labor market that is becoming more and more deregulated, if we consider that in the period 1995-2001 over
60% of employment growth was due to the new GatypicalOjobs (Ministero del Welfare 2001) (see table 18).
Though the Legge Biagi is still in its implementation phase, we may conclude as Graziano (2005) puts it:
Qhe recently introduced policy provisions institutionalize flexibility [E] but at the same time they do not

introduce elements of security, making Italy more European, that in general are of a great importance for
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the well-being (welfare) of workers and are needed in particular for the so called co.co.co workers?®. Still
today, the unemployment benefits replacement rates are very low vis-" -vis European standards, there is no
fully fledged assistance pillar, and® as we have illustrated in the previous paragraph, o consolidated

scheme of guaranteed minimum income is present in ltaly®

Table 18. Incidence of “atypical”, flexible, contracts
1993 1998 2003
Part-time 3,2 4,7 6,3
Temporary 4,2 5,8 7,0
Temporary part-time 1,9 2,8 2,9
TOTAL 9,4 13,3 16,2

Source: Ministero del Welfare (2005)

Conclusion

Against a background characterized by unfavorable demographic and economic trends, around the mid-
1990s external pressures - coming from financial markets and the run-up to Emu - together with the
domestic multifaceted crisis seemed to open a Quvindow of opportunityOfor the transformation of the Italian
welfare state. Different governments committed in the process of recalibration of social proection, which
envisaged the QighteningO of the Bismarckian nature of the system, mainly trough retrenching and
harmonizing interventions, but also via the introduction of innovative principles and new policies in the
existent welfare architecture. These had to constitute the expansionary and/or compensatory component of
the reform, aiming both to fill the traditional gaps of the Italian social protection system and to provide new
instruments to maintain an adequate level of social guarantees in spite of the downsizing of public
programs. As we have illustrated, the final outcome of the reform process seems to be somewhat
unbalanced because the reform of Bismarckian schemes has substantially been accomplished, while the
development of innovative instruments for welfare provision has proven to be difficult.

In the field of old-age protection the downsizing and the harmonization of the first public pillar has been
successfully pursued because of the interaction of the following factors. First, the climate of national
emergency of the early-mid 1990s, the reshuffling of the domestic policy network and political dynamics
together with the pressures coming from both the run-up to EMU and financial markets constituted the
favorable playground. Second, the presence of QechnocraticOcabinets reduced inter-party competition and
activated crucial processes of concertation with the social partners, especially the unions. Third, through
such close interaction between government and social partners the @orrectOinformation was channeled into
the policy-making in order to make the reform plan technically and politically viable (Culpepper 2002), also
introducing long transition period and key exemptions. By contrast, the transition to a multi-pillar system via

the development of supplementary pensions has encountered more obstacles. Where the Gnstitutional gateO

% These workers, that currently represent 11% of the employed population, are hired with temporary contracts
introduced in 1997. For this group social insurance protection is very low: they are not entitled to ordinary
unemployment benefits and they will receive a very low pension, due to the low contributory level in the new
contributions-related system introduced in 1995.
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represented by the Tfr was available and it has been adequately exploited by social partners, the coverage
of the second pillar has rapidly increased; by contrast, for the majority of workers (self-employed, public
employees, workers hired with the new GitypicalOcontracts) this option was not available -or it has not
been pursued as in the case of employees in the service sector - and the expansion of funded pensions has
lagged behind.

In the social assistance sector, recent developments risk to pave the way for a withdrawal from the principle
of equality of social rights. The extension of transfer schemes to all citizens in need irrespectively of their
occupational status, as advocated in the seasons of reforms of the nineties has been abandoned in favor of
a new vision, which emphasizes the role of the market, the family and private systems of solidarity. Such
perspective also favors the persistence of an underdeveloped role of the State in the protection of those in
need, irrespectively of the prescriptions of the Italian Constitution

The future of two anti-poverty measures promoted during that season b the benefit to families with more
than three children and the maternity allowance - is far from certain, being financially threatened by the
most recent scheme called (aby bonusO- consisting of a wna-tantum monetary transfer of a modest
amount - which seems to represent more a symbolic policy than a structural intervention to provide actual
economic support to family?*. At the same time, the ambitious project to establish a national minimum
income has remained unaccomplished, leaving the Italian welfare unable to guarantee all citizens a decent
life.

The anomalous Bismarckian GlavorOof the Italian social assistance is likely to last, at least in the near
future.

In the third field that was at the core of our analysis, the 1997 and 2003 reforms have prompted a deep
transformation of the Italian labor market in the direction of deregulation, flexibility, activation and
decentralization. However, if recent figures about employment trends show that the new flexible contracts
are rapidly spreading, other components of the restructuring of the labor market have not proven to be so
successful. The reform of shock-absorber has not been accomplished, the new system of local employment
services is still in its implementation phase, the provision of individualized program for re(insertion) of the
unemployed is lagging behind.

Thus, while the traditional employment pattern based on G job for a lifeOfades away, a flexible and not so
secure labor market enters the stage.

Different factors seem to have played a role in such an unbalanced outcome of the recalibration process.
The EU has certainly had a great part, posing (ardOconstraints on the public budget, while activating only
mechanisms based on Goft lawOin the field social protection. However, more contingent domestic elements
have played a role as well. The advent to power of the centre-right coalition in 2001, the deep economic
crisis that has sharply reduced the available resources b together with the structural constraint represented

by the enormous public debt (still around 106% of GDP) B and the conflicting provisions of different laws.

24| n this sense it is striking the absence of a specific endowment in the public budget for this scheme for the year in
course, which let suppose that the baby bonus is actually financed through the public debt (!)
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