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Abstract

This paper confronts the trajectories of unemplayneempensation in Italy and Germany, paying
particular attention to the differentiation of salaiights in this field. In its beginnings and upthe
time of fascism these trajectories have been velgtsimilar in the two countries. It was only
during the so-called Golden Age of welfare statgagsion that the two systems diverged clearly,
leading to high fragmentation and wide generoditgigbnces in the Italian unemployment benefit
system and a more contained three-tier stratiboath Germany. In the 1990s, however, reforms in
Italy have tended to reduce the segmentation betlwerefit schemes, whereas in Germany this
segmentation has been sharpened: first incremgii1880s and 1990s) then in more fundamental
reforms (beginning of 2000s). Finally, the papelicates how (next to other possible factors) the
different structures of party competition in theotaountries have shaped the two different
trajectories.



1. Introduction®

This paper draws on my ongoing PhD research.nbiglesigned to be a stand-alone paper but
rather reports on my ongoing work. My dissertaigabout reforms of unemployment benefits in
Italy and Germany and how the two different systefsarty competition influenced those
reforms. In this paper | confront the two developitrgaths of unemployment benefits in both
countries after the Second World War and offer spreéminary reflections (hypotheses in a
general sense) on how these were shaped by diffieggas of political competition. In the
dissertation | focus my causal analysis on the mecent reforms, as opposed to the more macro
perspective on the whole post-war period in thizepa

In terms of the dependent variable | am particylanierested in the differentiation of social right
in this policy field. This differentiation can exisn the level of policy schemes, i.e. different
programmes for different groups of unemployedt can take place on the individual level in the
process of implementation, i.e. if granting of adf# is decided on the basis of individual (and
often illicit) criteria. The group-based differegtion of social rights in the field of unemployment
compensation can be also coined segmentation ofpiogment benefits. To account for it we
have to consider two dimensiohfirst, the division of compensation into varioehiemes and how

inclusive or exclusive these are; secondly, thiedihces in generosity between benefit schemes.

Note that if we consider the whole range of unemplent benefits it is not sufficient to look only
at programmes explicitly destined for the unemptbsich as unemployment insurance and
unemployment assistance). In addition we havek® éacount of two other kinds of benefits. First,
minimum income or social assistance schemes tb#&tgr among other recipients, those
unemployed who could not qualify for any other upémgment benefit. Second, benefit schemes
that are not officially designed as unemploymemebés but effectively have the function of
protecting the income of workers who are out ofknout remain in the labour force (e.qg.

allowances for workers on “zero hours” short time).

So, this paper seeks to answer two questions; Rimgt did the unemployment benefit systems in
Italy and Germany develop after World War Il unttex aspect of differentiation of social rights?

! A previous version of this paper was presentetea2nd Annual Conference of the Italian PolitBalence
Association (SISP), 4-6 September 2008, PavieaankiDavid Natali, Matteo Jessoula and Franca M&intheir
feedback on that occasion. All remaining shortcaysiare of course my responsibility.

2 0n the concept of unemployment benefit segmemtatidated literature, and variation across advamegitalist
countries see Picot (2007).



Second, in what way can we hypothesize that diftedgnamics of party competition have shaped
these policy developments? The next section (2L)ivet (2.1.) give a brief overview of the
development of unemployment benefits in Italy aretr@any up to the Second World War. Then
separate subsections (2.2. and 2.3.) are deditatbd post-war policy trajectories in each country
A further subsection (2.4.) summarizes and comphresvo developments. Finally (3.), 1 will
indicate some hypotheses on how party competitilnenced these processes.

2. Development of unemployment benefitsin Italy and Ger many

2.1.  Similar trajectories up to World Warll

When we look at the development of unemploymenefienin Italy and Germany prior to 1945,
similarities prevail. In both countries there wasnation-wide unemployment benefit before World
War One, only small and dispersed funds — in Geyman by trade unions and municipalities, in
Italy run only by trade unions. Both countries attuced their first national measures in this field
during WWI although these were more fragmentedaly. Directly after the war both countries put
national comprehensive unemployment assistancersshim place, as a new measure in Italy and
as a renewed version of a war-time policy in Geyndine democratic phase between WWI and
fascism then saw in both countries the introductibanemployment insurance, although this
happened very soon in Italy (1919) and relativatg in Germany (1927). These two programmes
were relatively similar in their characteristicsit bhe German scheme covered also agricultural
workers, which in Italy was only initially the cagd also then only formally). In both countries
unemployment insurance did not fair well under iis®c Both fascist regimes tightened their grip
on policy administration and used unemployment $uiod other purposes. Instead, both regimes
favoured employment creation, public works andstasce schemes over rights-based
unemployment insurance. However, in Italy unemplegtinsurance was by and large retained,

while in National Socialist Germany it was transfied into unemployment assistance.

However, these similarities concern above all tle/ailing benefit scheme: unemployment
insurance. If we look at the unemployment bengitem more comprehensively one significant
difference emerges. In Italy most of the time theas no secondary benefit (be it unemployment
assistance or social assistance) to help thossuppbrted by the primary benefit. Only in 1931 did
the fascist regime introduce its public works pesgrthat effectively served as unemployment

assistance but was not granted on the basis dfdegidements. At the same time, social assistance

% This subsection is based on a more detailed gfsariof the two policy developments up to World Miathat is not
presented here for reasons of space.



was largely in the hands of private and churchiaféd institutions and regulated only very loosely
by the state. By contrast, in Germany local govesninhad traditionally been responsible for poor
relief and in 1924 national legislation establisladobsic right to local welfare assistance.
Moreover, an unemployment assistance scheme waslurtied in 1926 (first as a secondary
scheme to main unemployment assistance then asdsegdo unemployment insurance).

However, this multi-layered benefit system was tveed under National Socialist rule.

So one important aspect that still today distingessthe German and Italian compensation system
was in a way already present before WWII; thathis,lack of protection for those unemployed not
eligible for unemployment insurance in Italy. ESpég for social assistance this presumably did
have a path dependent effect on the post-war @uefor the other unemployment benefits it is
more difficult to argue that the institutional leyadetermined the post-war development. In Italy
the main peculiarity of the post-war benefit sysiemot that there is no unemployment assistance
to back up unemployment insurance, but that uneynpdmt insurance has degenerated into a very
low-paying benefit that was exceeded by new ang generous benefits. In the German case the
similarity between the post-war and the inter-wandfit system is clearer. But we have to keep in
mind that the benefit system inherited from the iNegime at the end of the war was totally
uprooted and not at all similar to the inter-wanaiion.

So, two points have to be underlined with respethé development of unemployment benefits
before 1945. First, in a comparative perspectieesimilarity of the two policy trajectories raises
the puzzle why the two benefit systems divergedrtjeafter WWII. Second, also in single-country
perspectives the policy constellations at the driileowar did not anticipate the future policy

development.

2.2. Policy development in Italy after 1945

The post-war development of unemployment compemsati Italy can be divided into four phases:
provisional reconstruction and neglect (1945-19&®)sided expansion (1963-mid 1970s), mixed
incremental reform efforts (end of 1970s-1987), esdliction of the gap (1988-2007). The first two
of these phases belong to the overall period ofareektate expansion while the last two are part of

the period of welfare state reform effotts.

* This reconstruction of policy development is dramsFerrera (1987), Gualmini (1998), Vesan (forthiow), Ferrera
et al. (forthcoming), Ferrera et al. (2006), Fangf@001), Porcari (2004), CNEL (2003).



Provisional reconstruction and neglect

In the immediate post-war years unemployment bene#re reconstructed but during the 1950s
nothing was done to complement or update the egiftenefits. Overall, unemployment
compensation did play a major role in governmetitpaluring this phase and the benefit system
that came to characterize most of the post-war émerged only subsequently, during the 1960s.
After the liberation of Northern Italy from Germancupation provisional governments of National
Unity ruled the country. Right after the end ofhfiilmg, a ban on dismissals was called in order to
control the labour market consequences of theesieatieconomy. This was accompanied by the
legal institutionalization of the wage supplemeiotafund Cassa Integrazione Guadag@|G) for
workers with temporarily reduced working hours.(@88, 1945). This scheme had first been
introduced by collective contract in 1941. It apdlionly to the industrial sector and was initially
restricted to Northern Italy. However, in 18471G was extended to the whole national territory.
The nominal replacement rate of hourly wages waatsvo thirds. The benefit could be paid for a

maximum of 16 hours per week and 90 days in a (gehr869).

Unemployment insurancénflennita ordinaria di disoccupaziongl) continued to exist in this

time. In addition, in 1946, when the ban on firimgs partly lifted and unemployment soared up, a
special unemployment benefiussidio straordinario di disoccupazigneas introduced for
workers who did not qualify for Ul (r.d.l. 373). Mever, applicability of this benefit was restricted
to specific situations of economic crisis. Implertaion was highly discretionary and in the hands
of the ministry of labour. One year later the bardesmissals was lifted for good (cf. also
Ginsborg, 1990, ch. 3).

In 1947 the governing coalition of national unitypke up and a long period of governments led by
theDemocrazia CristiangdDC) and without participation of the major letirges,Partito Socialista
Italiano (PSI) andPartito Comunista ItaliangPCl) began. In 1948 the Constitution of the #ali
Republic came into forceUnemployment at the time was high and especialtyé rural areas the
bleak social situation gave rise to wide mobiliaai and violent confrontations. Nevertheless,

unemployment compensation ranked low in terms foirne efforts. The only significant reform

> All years in this overview refer to the adoptidiegislation not to its coming into force.

® In 1948 the D’Aragona Commission that had the tfgkroposing a comprehensive revision of thedtalivelfare
state presented its report. Unemployment compemsptayed only a minor role in the report and theppsals where
not very progressive, apart from the intentionxteed coverage to agricultural workers (Ferreral eforthcoming, ch.
2). In any case, the impact of the commission wasds it had been set up only shortly before tlealbup of National
Unity (cf. Ferrera, 1993, ch. 7).



was adopted in 1949 (l. 264), although the maiectpf debate in this reform was the establishing
of the post-war system of Public Employment Sewitat had previously been controlled by the
trade unions. With respect to Ul the most importdrénge was the extension of coverage to
agricultural workers. This extension was implemdrteough a separate scheme of unemployment
insurance. Given that frequent periods out of wedgsonal work and underemployment are
normal features of agricultural employment it whesac from the beginning that an unemployment
benefit was difficult to apply. Thus Ul in the agltural sector took in fact the form of an

additional income support to agricultural workéfreose who paid a minimum number of daily
insurance contributions during the previous yearvedigible to certain maximum number of daily
benefits in the subsequent year. For receivingetipayments it was sufficient to be registered as

unemployed, on the top of this the unemploymentstaias not effectively controlled.

For both the general and the agricultural Ul schédmel949 reform changed benefit calculation
from graduation according to income tables to arfite benefit, set at 200 lira per day, which
corresponded roughly to 17% of an average grosssinidl wage at the time. There was no system
of indexation so that the benefit was constantbgiog real value. Only occasionally (in 1957,
1960, 1966, 1974) the government raised the belegt in order to contain this constant decline.
In spite of the meagre amount of Ul payments, aapigdn the more depressed areas of the rural
south these were still a welcome supplementatiadhehousehold income. Moreover, receiving Ul
gave access also to family benefits and healthaarerage (before introduction of the National
Health Service in 1978). Due to the weakness aéducratic structures, especially in the
MezzogiornpUI was also used in clientelistic exchangestisiqalready from the second half of
the 1950s (Ferrera, 1984, 207-210).

The extension of Ul to the agricultural sector wasyever, initially not implemented. Only six
years after the reform the necessary decree wadextl(d.p.r. 1323, 1955). This helped to increase
the coverage of Ul in the labour force significgndlthough up to the middle of the middle of the

1970s it never exceeded 50% (see figure 1).
- figure 1 about here -
The 1949 reform also provided for a public workesgygamme that was connected to payments of

thesussidio straordinari@and administered in a similarly discretionary wagcuments of the time

show that in fact the government focussed on pwididks in order to combat unemployment rather



than providing protection through unemployment ighnerhis was reflected in quantitative terms
by the fact that in the beginning of the 1950s aslmwvas spent for these programmes as for Ul (cf.
Ferrera et al., forthcoming, ch. 2)n the field of social assistance (SA) no relearanges were
adopted in this period. Thus poor relief contintetie delivered by a plethora of private and
church-affiliated institutionsltituti Pubblici di BeneficienzdPAB) and by the publi&nti
Communali di AssistenZ&CA). The sector was only loosely regulated anlibsis of a law from

1890 and without national minimum standards.

Lopsided expansion

In 1963 for the first time after the National Unggvernments the PSI re-entered the governing
coalition, inaugurating the era of centre-left goweents Centro-sinistra. In this coalition there
was considerable support for reforming the welade in a more universalist direction. This
corresponded to the reform proposals of the coabudt body on economic and employment policy
CNEL that were presented in the same year. Howapart from the health care sector the
universalist intentions failed (cf. Ferrera, 1988, 7). In the wake of massive worker mobilizations
the next 10 to 15 years brought a range of markpdresions that favoured in the first place
workers with standard contracts in big industmahk. Apart from unemployment benefits these
expansions included the pension reform in 196@naprehensive law on workers’ and unions’
rights that included strong dismissal protectiStafuto dei Lavoratoyiin 1970, and the
strengthening of the wage indexation mechanismy(aptled:scala mobilei.e. escalator) in 1975.

A similar transformation took place in the fieldwiemployment compensation. The already
mentioned wage supplementation fund (CIG) wasfeceturned into an unemployment benefit
with highly generous conditions. As a first steghis direction, still in 1963 the coverage of CIG
was extended with a separate administration totnact®n workers (I. 77). At the same time the
nominal replacement rate of CIG was raised to 8@ébitacould now be paid for a weekly
maximum of 40 hours, that is to say, also for woskeho are put on short time work of zero hours.
When this reform was adopted unemployment hadrfaileer previous years and had momentarily

reached its lowest unemployment rate in the postpgdod (3,9%, see figure 2).

- figure 2 about here -

" The trade unions similarly pointed to public inwesnts and public spending programmes for fightingmployment
rather than unemployment benefits (see for exathglPiano del Lavormf the CGIL, the biggest and most left-
leaning union, in 1949; Ginsborg, 1990, 188-190).



The most relevant reform in this phase of lopsigl@pnsion was adopted in 1968 (I. 1115). It
launched a special scheme of ClGagsa Integrazione Guadagni Straordinar@GS) that is
applicable not only if workers have to work on ghione for cyclical or accidental reasons but also
in cases of sectoral crises or industrial restmiregu As for ordinary CIG (CIGO) this included
workers that are suspended completely from workaut being formally dismissed. At the same
time CIGS covers only industrial firms with morethl5 employees. The replacement rate was set
at 80% with maximum durations of 3 to 9 months.iigally no social contributions were paid on
the benefit and there was no benefit ceiling theotize benefit amount in relation to previous net
income was often higher than 80%. As figure 3 shawsr the course of the 1970s net replacement
rates for the average production worker fluctudtetiveen 85% and 95%. The same 1968 law
instituted another special unemployment bengfitigamento speciale di disoccupazipnehich

was meant for workers made redundant due to trsengja@lown of firms in the industrial sector
(excluding construction). This benefit paid twardls of the previous wage for a maximum of 180
days. Special provisions helped older unemploydatittge the gap into retirement and old-age

pension.

- figure 3 about here -

Several smaller expansions followed. Thus acceftetnattamento specialeas extended to
construction workers in 1970 and to agriculturarkens in 1972, at first in both cases on somewhat
lower terms than for industrial workers. But thpleeement rate for construction workers was
raised in 1975 and for agricultural workers in 19%¥en also additional coverage for agricultural
part-time workers was introduced under yet diffe@nditions. This fragmentation along
occupational categories is in fact typical for ttadian system of unemployment compensation until
the present dayThus, similarly, CIG for the construction sectasiextended to artisan firms in

the sector in 1970 and to the mining sector in 1@ in 1972 an additional CIG scheme for the
agricultural sector was set up (CIGA), initiallyttvisomewhat less generous conditions. However,
in 1975 the replacement rate for all CIG schemesfixad at 80% (I. 164). At the same time the

role of trade unions in the activating procedure€I& payments was strengthened.

8 This high fragmentation with its correspondingglenof regulations led even the labour law expevas drafted a
report of the government consultation body to cominféhe legislation is so complex, stratified guatticularistic that
it results often and in some areas absolutely ipthecable” (CNEL, 2003, 21).



Another significant move in 1972 made it possiblextend the duration of the extraordin@gssa
Integrazionescheme (CIGS) potentially indefinitely (I. 464 urEhermore, in 1977 the applicability
of the scheme was extended to “corporate crisdsayvitarticular social relevance” (I. 675). Clearly,
with these steps the transformation of this prognanmto ade factounemployment benefit was
completed. It became a mechanism for firms to $aledur without formally dismissing workers,
the latter being basically impossible due to stremgployment protection regulation. Remember
that this option remained restricted to firms ia thdustrial sector (including construction) andhwi
more than 15 employees (just as the principle elaumsdismissal protection, par. Hatuto dei

Lavoratori).

In contrast to these marked expansions only littlenges occurred with respect to Ul or SA. Due to
the new regulations and the power of the workerenmnt in big establishments firms increasingly
decentralized their production, including incregsuse of domestic work. As a reaction, a law in
1973 specified that coverage of Ul included alsméstic workers (l. 877). A year later the benefit
level of Ul was raised from a daily amount of 408 to 800 lira (effective in 1975). This made the
net replacement rate rise from 10% to 15%. But tvemext 14 years the flat rate benefit was not
increased any more, leading to a continuous lossahvalue that was only cushioned by the
entitlement to regularly adjusted family benefged figure 3).

Concerning the field of SA, in a wide sense, thédlpension reform (I. 153) introduced a social
pension for over 65 year-olds without pension Emtients and sufficient income. Yet, obviously
this did not affect the situation of the unemploylre relevantly, the institutional
decentralization of governance during the 1970aretkthe way for regional governments to
assume responsibility for SA. This was formallynsgerred to them in 1972, and in 1977 the
suppression of the private and church-affiliatedBRand of national welfare entities was ordered.
Yet, the use that regional governments made of tlesv competences depended on the initiative
and capacities of each region. Thus, in the abseincational regulation a geographically highly

differentiated and variegated system of welfaréstmsce evolved (cf. Fargion, 1996).

So, by the end of this period of lopsided expansaonl coinciding roughly with the end of the
overall phase of welfare state expansion, Italy eradowed with a highly fragmented system of
unemployment compensation, in which 4 broad straadsbe distinguished (cf. also Sestito, 2006;
Porcari, 2004): first, a very generous level thaat be summarized as “industrial schemes” because

it originated from the industrial sector and gtilincipally covers that sector, these industrial
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schemes include mainly CIGS but also of other Giftemes and theattamenti speciajisecond,

the level of Ul that paid only meagre benefits, lhas the most general coverage with respect to the
other unemployment benefits; third, Ul for the agliural sector that follows different rules than

the general Ul scheme and has the character @feasupport; lastly, we find essentially a gap of
protection for those not qualifying for any kindwiemployment benefit due to the lack of a

national entitlement or standard of minimum income.

Mixed incremental reform efforts

In 1976 for the first time after the foundationtb& Republic government, still led by the DC, was
externally supported by the PCI. This phase of ot Solidarity lasted only three years.
Thereafter began a long phase of governing coafitamined?entapartitodue to the participation
of always the same five parties (DC, PSI, PSDI,, PPRI). At the same time, unemployment rose
almost continuously since the middle of the 1974t since the end of the 1970s we can observe
the first efforts to reform the welfare state. Yiatthe field of unemployment compensation as in
many other policy sectors no drastic changes waoptad during the first ten years of reform

efforts.

In 1977 in the same legislation that introducedldisé expansions of theattamento specialand

the CIGS also the first reform intentions are \ssifh. 675). Procedures and support measures were
set up to support those recipients of CIGS thaewelling to take up a new job instead of staying
on CIGS payments. Apart from this timid first stéps phase of policy development was
characterized by two developments: a reductionl&SCand new passive measures. The first of
these two is an aspect little recognized in tregdiiure on Italian labour market policy. In 1979 a
government decree contained provisions to limitdheation and benefit levels of CIGO and CIGS
(d.l. 624). This decree was not fully converteailaw. But in 1980 law 427 did introduce a benefit
ceiling for CIGS payments. At first this maximum eaumt was set at a level slightly higher than
80% of the gross wage of an average production evofikherefore it did not immediately have
strong effects on the living of most CIGS benefigis. However, the law provided that the benefit
ceiling should be increased yearly by 80% of tlteexed growth of wagesd¢ala mobilég.

Therefore it was clear that over time the benefilirlg would become more restrictive.
Accordingly, we can observe a significant declifighe net replacement rate for the average

production worker over the 1980s (see figure 3).
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As in Germany and as in other European countriesgithe 1980s, the government also tried to
tackle unemployment by reducing labour supply. Adoagly, in 1981 early retirement was
introduced — once more a measure that was resttictéhe industrial sector (excluding
construction). In this scheme under specific coodg and after authorization from government
firms could give male workers aged 55 or abovefanthle workers aged 50 or above the
opportunity to retire. This was intended as a terapky limited policy but in the end was regularly
extended. Another passive measure was introducg@dda. With the so called “solidarity
contracts” workers can reduce their working hoarerider to avoid dismissal or in order to enable
the hiring of new workers. The forgone wages ardypeeplaced by the state. Formally not a
“passive” policy but in effect similar in 1981 am@ublic works programme was introduced
(Lavori Socialmente UitiliLSU). This was initially intended for workers affed from the closing
down of public infrastructure projects in Southé#aly and extended to the rest of the country in
1984 Note, however, that only the pre-pensions werearomsly taken advantage of straight
away, while solidarity contracts and LSU initiahgd no big impact.

Reducing the gap

In the 1990s and up to the beginning of the 20@0sral important welfare reforms have been
adopted, such as in the fields of pensions, health and labour market regulation (cf. Ferrera and
Gualmini, 2004). On the political level in this paf the old party system broke down, triggered by
the corruption scanddlangentopolin 1992. As a consequence, from 1992 to 1996 Keeca
technical governments ruled the country (excepafBerlusconi interlude in 1994). These were
followed by alternating centre-left and centre-tighverning coalitions. In terms of public policy,
since the end to the 1980s the unemployment besysfiem has been changed more significantly
than in the previous period. In particular two depenents have to be highlighted: first, the raising

of Ul benefit levels; second, the attempt to essald minimum income scheme.

In 1987 the Constitutional Court ruled that thedférevel of Ul is inadequate for the needs of the
insured (sent. 497). In fact since 1974 the behefit remained at the lump-sum amount of 800 lira
per day. The government reacted and in the follgwmar benefit calculation was converted to a
nominal replacement rate that was initially set,&@6 (I. 160). In subsequent years the benefitl leve
was expanded several times (in 1991, 1993, 1990, 2005, and 2007). In the last three of these

reforms (in 2000, 2005, and 2007) in addition isirg the nominal replacement rate also the

® For an interesting reconstruction of the poli@jéctory of this scheme see Fargion (2001, 50-60).
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maximum durations of Ul were increased, differaetidby age. Thus, by now the general
maximum duration is 8 months and 12 months foSthgear-olds and older and the nominal
replacement rate is 60% for the first 6 months, 30the next 2 months and 40% thereafter. This
significant expansion of the generosity of Ul césode seen in figure 3, which illustrates
furthermore how due to the benefit ceilings of CIB& huge difference in benefit generosity has

between the two schemes has diminished drastically.

The same law that first introduced earnings-relatddulation of Ul also introduced an additional
Ul scheme for workers fulfilling only lower qualifyg conditions than required for full Ul. This is
governed by similar regulations as the agricultacileme. Note that initially these schemes that
have been characterized as income support rathemtiemployment insurance in a strict sense
maintained the same (increased) benefit level®oasval Ul. Only starting from the reform in 2000
their nominal replacement rate was not expandetbalth normal Ul. Today the Ul scheme with
reduced requirements the maximum duration is 1§8 dad the replacement rate 35% for the first
120 days and 40% after that.

Progress in the field of SA during this phase heenlalso notable but in the end did not last. Here,
too, a ruling by the Constitutional Court in 198&ifitated new reforms when it ruled the old law
from 1890 that was still the basic regulation & ffector as unconstitutional. However, it took
another ten years until an important policy initiatcame up. In 1998, in the wake of the report of
an expert commission ("Onofri commission”), thetiefeft government under Romano Prodi
presented a proposal for a national framework lawsSfA (d.d.l. 4931). At the same time a
minimum income scheme was launched on an experaheasis for 2 years in 39 municipalities (].
237). This schemedddito minimo di inserimenid&MI) combined monetary transfers with
activation measures, such as participation inimgisourses. Two years later the new framework
law was adopted (I. 328). It substituted the ol@d&gislation and contained a universalist
approach that was to overcome the previous divisfamelfare assistance along categorical lines.
The law defined minimum standards and procedurgsiitte the multi-level governance in this
policy field. Furthermore, with the budget law #001 the experimental RMI was extended for 2

more years and a total of 306 municipalities (Sa@907).

The new framework law constituted a major innovatiéet, it was critically undermined only one
year later by a constitutional reform that, amotigeothings, granted exclusive competence in the

field of social assistance to the regions. Conseflyiehe framework law was no longer binding for
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regional governments. The RMI experiment did nat feell either. When a centre-right
government under Silvio Berlusconi came to powe2dAl it was not continued. Instead the new
government proposed in 2003 an “income of lastrtébat a ruling of the Constitutional Court

rejected the initiative in 2004 as interfering witie competence of the regions.

This picture of improved Ul and SA reforms was céenpented by some further steps to limit
CIGS. Thus in 1991 an important reform (1.223)aduced the so-called mobility benefit for
workers that get laid off from firms eligible fodlGS and limited the durations of CIGS receipt.
This was an effort to reduce the number of formattyployed but effectively unemployed workers
and transfer them into a real unemployment besefieme. At the same time the mobility benefit
pays the same benefit levels as CIGS (80% butlvgttefit ceiling). Its maximum duration varies
between 12 and 36 months depending on age. Thishildyg to pay longer durations to older
unemployed was meant to limit the use of pre-perssivore directly, however, the benefit
replaced thérattamenti specialiThe same law intervened in several other respébtss it
extended the benefit ceiling of CIGS to other CtBesnes, but with some exceptions, and
increased coverage of CIGS to trade sector firntls more than 200 dependent workers and of
CIGO to white-collar worker$’ Note also that some of the more restrictive messsim this law
were subsequently watered down (cf. Fargion, 20801.). However, most of the exceptions for the

benefit ceiling in CIG schemes were repealed in6199

Also with respect to the level of CIG benefit aegs some interesting changes occurred. In an
agreement of the Amato government with trade unamsemployers in 1992 the wage indexation
mechanismgcala mobilg, to which the indexation of CIG ceilings was ctagy was abolished.

Yet, in 1994 a second and higher benefit ceiling established for those unemployed whose
previous income exceeded certain threshold (d)l.M0reover, it was decided that ceiling
indexation should from that point be indexed at 80%he consumer price index of the Italian
Statistical Institute (Istat) for blue- and whiteHar families (I. 451).

Later during the 1990s and in the beginning of28@0s some steps were undertaken to bring also
Ul more in line with unemployment policies in otleuropean countries. Thus in 1998 it was
decided that unemployed who had themselves leit phevious job were no longer eligible for Ul

19 Another attempt to increase the coverage of mereus unemployment benefits was initiated in 1986 no.
662 gave social partners the possibility to sebilgieral funds for this purpose that would tharidgally sanctioned
and administered by government. The following seckave set up such funds: credit, cooperativeitcredstate
monopolies, and insurance (cf. CNEL, 2003).
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payments (l. 448). And in 2000 and 2002 the statueing unemployed was tied to conditions
such as the participation in training courses. [akter aspect however, remains relatively
ineffective because it is not directly relatedhe teceipt of benefits. After all, a continued peoi

in Italian labour market policy is that unemploymbenefits are administered by an agency (INPS)

that is separate from Public Employment Services.

Figure 4 displays the beneficiary rates of unemplegt benefits since 2000. Benefit schemes are
aggregated into the groups identified above andhiez data series are accumulative in order to
indicate the overall proportion of unemployed regce unemployment benefits. Note that in only 6
years this overall beneficiary rate has increasedab 20 percentage points but is still as low as
40%. Looking at the data in more detail reveals tiwe overall increase of the beneficiary rate is
due to the falling number of unemployed in thesargécf. figure 2). But, in addition, also the
beneficiaries of the industrial schemes and of &llehincreased. In the case of the industrial
schemes this may be caused by industrial restingtun the case of Ul it is partly explainable by

the increased attractiveness and duration of theflie

- figure 4 about here -

In sum, the 20 years between 1987 and 2007 hawesgg@ficant moves to reduce the
segmentation of unemployment benefits in Italy. Dhaefit level of Ul has been raised from a
negligible lump sum to a net replacement rate 068&0. And government almost succeeded in
introducing a minimum income scheme that would Hédlezl the protection gap for those not
eligible for dedicated unemployment benefits. Tdombines with the continued limitation of CIG
generosity that had already been initiated in 128tr all, since the beginning of the 1980s and up
to 2002 the net replacement rate of CIGS for theraye production worker came down by ca. 30
percentage points, while the net replacement fat# mse only from the end of the 1980s by 40

percentage points (see figure 3).

Most observers of Italian labour market policy segighat little has changed in the field of
unemployment benefits. It is true that policy expg@oint toward a more structural reform that has
not taken place yet. However, what has been predeitove shows that the series of reforms since
1987, with respect to CIGS since 1980, have adged a significant change in the Italian benefit

system that should not be underestimated anddldated segmentation. In this sense | suggest that
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these reforms can be seen as a case of gradushbsformative change in the institutional mode of
layering (Streeck and Thelen, 2005).

2.3. Policy development in Germany after 1945

The development of unemployment compensation itrwas Germany (Western Germany, 1945-
1990) can be distinguished into five phases. Titst tiiree constitute the overall period of
expansion: provisional reconstruction and expangi®45-mid 1950s), establishment of the post-
war benefit system (mid 1950s-1961), linear expan§l960s-1974). The last two phases make up
the overall period of restructuring: a long phasmoremental retrenchments (1975-2001),
fundamental reform (2002-2005).

Provisional reconstruction and expansion

Right after the Second World War basically the udmployment benefit system of the Weimar
Republic was re-established by the Western ocaupaitithorities. Under National Socialist rule,
war-time production and labour allocation had maaized unemployment benefits and their
institutional framework had been uprooted. In theia and economic crisis of the immediate post-
war years with its high unemployment the occupagsiothorities first reacted with a wage freeze
and labour planning. But soon they reconstructesimpioyment insurance (Ul) by reintroducing in
1947 the Act of Labour Exchange and Unemploymesuiiance of 19273esetz Uber
Arbeitsvermittiung und Arbeitslosenversicherurig the American and British zones
unemployment assistance (UA) was also set up.lAstaesort, local poor relief based on 1924
legislation continued. Coverage of Ul was immedyagxtended and the benefit level raised. Ul

benefit levels were related to previous earningsihtthis initial phase, only weakly so.

Soon after the foundation of the Federal Repulfli@ermany (1949) and at the beginning of a long
spell of Christian Democratic led governments Ul &A benefit levels were standardized and
increased across the territory (1951). UA bene&fige also related to previous earnings. Minor
expansions of coverage and benefit duration foltbimethe next few years. The first significant
intervention in the field of poor relief that wasadl adopted after the war came only in 1953. This

" This overview of policy development is based maom Schmid et al. (2001), Schmid et al. (2005)r8id and
Oschmiansky (forthcoming a, 2006, forthcoming l02@007), Alber (1987), Clasen (2005), and
www.sovd.de/805.0.htmFor a good description of the recent German systeunemployment benefits, and indeed
labour market policy more generally, see EbbingtengsEichhorst (2006). For a description of theadassistance
scheme see Alber (1987: 281-284) and Clasen (X944).
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reform, however, clearly upgraded the assistantieet@oor. Benefits were mandated to cover the
cost of living and accordingly were coordinatedoasrthe local authorities responsible for policy
administration. A 20% benefit increase was intralfor various special groups, including the
economically active andrgothe unemployed. Moreover, the private means waeeied that

were to be exempted from the means-test. In ttesghase of provisional reconstruction, therefore,
Ul and UA were first re-established and adjustesiatio-economic needs. Only with a certain time

lag assistance to the poor was also improved.

Establishment of the post-war benefit system

The reforms of the first years were only meantatecfor immediate exigencies while the more
fundamental choice of the post-war policy framewads considered as yet to be made. This
institutionalization of the post-war regime of lalbanarket policy started in 1952 with the
establishment of the Federal Office for Labour Eatale and Unemployment Insurance
(Bundesanstalt fur Arbeitsvermittiung und Arbeitslogersicherung This reform, however, had no
direct effect on the policy features of unemployiismefits. The major revision that established
Ul and UA in the form in which they would charadterthe Federal Republic up to a few years ago
came in 1956. Ul was fully standardized at theameti level, the benefit level was increased and
more closely related to previous earnings, the upm®me limit for compulsory coverage was
raised, the maximum duration was, as previoushggated according to contribution records, but
the longest possible duration was extended to eaeand its contributory requirements were
relaxed (down to three years of insurance-covengal@/ment).

With respect to UA it was defined that it coulddd@med by all those unemployed who have
exhausted Ul and in addition by those who are hgibée for Ul but have fulfilled a lower

minimum contribution record (at least ten weeks)\. bhénefits were still earnings-related and
subject to a means-test, but the benefit levelnased, its regression reduced and the earnings
exempted from the means-test extended. DuratidhAofvas unlimited, yet claimants had to
reapply after three years. “The guiding idea [of]Was, in contrast to social assistance, an
insurance of the standard of living, even if oloadr level than unemployment insurance” (Schmid
et al., 2005: 291). So, although at this point slogssistance proper was not yet introduced, \uigh t

establishing of Ul and UA there was clearly the aina three tier status stratification.
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The corresponding foundational reform of socialstaace (SA) was only adopted five years later.
In the meantime unemployment continued to declsee figure 1) and some minor expansions of
Ul coverage were introduced. In 1961, when full ®ayment had been achieved, parliament passed
the Federal Social Assistance ABufdessozialhilfegesgtthat replaced the 1924 poor relief
legislation. The law defined a socio-cultural minm to be the standard for benefit levels and thus
went beyond merely safeguarding the subsistentdgegfoor. It also strengthened the legal
entitlement of needy individuals and extended tiopse of benefits and services available. SA was
designed as a safety net available for all persotiut sufficient means to sustain themselves and
therefore was always open to those unemployed et®ived neither Ul nor UA or for whom these
benefits fell below the socio-cultural minimum. Hewer, while we lack precise data on this aspect,
in the years of full employment combined with ralaly good accessibility of UA it is unlikely that
SA had a lot of unemployed claimants. This situatibanged in the years of mass unemployment

after 1975 when eligibility for UA was increasing#stricted.

Linear expansion

The 1960s up to the beginning of the 1970s wereackexized by generally favourable economic
conditions and full employment. From 1966 to 196f#rand coalition between Christian Democrats
and Social Democrats ruled the country that wasemently replaced by a coalition of Social
Democrats and the Liberals. The main structurenefmployment benefits being in place, these
years were generally characterized by extensiooswd#rage and increases in generosity (not
affecting the structure — in this sense linear)e Tost significant labour market reform was the
Employment Promotion Act of 196@ibeitsforderungsgesetz, AFQ his law for the first time
introduced a comprehensive range of active labarket policies. Re-training and qualification
measures were meant to confront problems arisorg fabour shortages and the increasing post-
industrialization of the labour market. AlthougletAFG concerned also unemployment benefits it
did not redesign these in a fundamental way.

Significant with respect to Ul was that in 1967]iime with pension insurance, the upper income
limit for compulsory insurance was abolished. Tbogetwith some categorical extension of
coverage mandated by the AFG (concerning minergsuyiral workers, and apprentices), Ul thus
reached its maximum coverage of close to 80% ofdbeur force (see figure 1). The only
significant parts of the work force remaining odesthe membership space were civil servants and

the self-employed (cf. Alber, 1989: 133-139). Thigh coverage depended, however, also on
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employment regulation that made most contractsestibp social insurance. In terms of generosity,
benefits were raised for Ul and UA in 1967 andAl& in 1969 reduced benefit degression,
cancelled the waiting period, and eased the camditof receipt by obliging the jobless only to
accept offers of “suitable work” that were not dfied any further. In 1974 Ul and UA benefits
were again increased and their calculation wasgathfrom income tables to a defined
replacement rate (68% for Ul, 58% for UA).

Regarding SA, still under the previous coalitiom 1965) parliament had increased the benefit
supplement for special groups (including the uneygadl) from 20 to 30% of the basic amount.
Additional extensions of generosity were introduced969 and 1974, the same years that also Ul
and UA were expanded. These improvements includddrsupport for family members and a
relaxing of the means-test. Overall, the phasepémssion did not significantly change the three-
tiered segmentation that had been previously astedal. The whole system gained in generosity,
such that differences in generosity were by angel&ept stable (although SA was expanded to a
somewhat lesser extent). The more relevant chaagelve greater inclusiveness of Ul and,

consequently, of UA, which moderated the signifemnf generosity differences.

Long phase of incremental retrenchments

Following the first oil crisis unemployment shot afpthe beginning of the 1970s. In 1975, for the
first time after almost 20 years the official rafeunemployment reached again the level of 4% (see
figure 1). For unemployment benefits, as for théfave state in general (cf. Alber, 1989: 286-299),
policy restrictions began precisely in that ye&teraonly a year earlier the last expansions hild st
been adopted. Therefore retrenchment started algl®verning coalition of Social Democrats
(SPD) and Liberals (FDP) was in power. In the remmg time of this coalition (1975-1982)
regarding Ul and UA mainly the conditions of re¢ep well as eligibility were restricted, whereas
benefit levels were only affected in an indirect @autious way. Right in 1975 the concept of
“suitable work” that an unemployed person has ¢etonvas for the first time defined and thereby
the range of job offers that had to be acceptectased. This reform caused some debate and back
and forth in the following years. But in 1979 tlamge of “suitable work™ was again enlarged.
Connected to rejections of suitable job offers (attonly to them) sanctions were tightened in
1977 and 1981 respectively. As regards eligibibighool-leavers and university graduates were
excluded from receiving UA in 1975 and pupils atdients were denied access to both Ul and UA

in 1979. Required contribution records for Ul anél (Without previous Ul) were doubled in 1981
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and only a year later, already under Christian Demti and Liberal rulé? again increased for Ul.
Other changes under this coalition included for td& more frequent re-examination (every year)
of claimants’ eligibility, but also a certain wealkeg of the means-test, and for Ul a reduction of

the benefit calculation basis and lower pensiorrdmutions paid on behalf of recipients.

While retrenchment of Ul and UA concerned mainlpditions of receipt and eligibility, the
benefit level of SA was clearly reduced. Note ih&t difficult for a democratic government to cut
back a benefit that is defined to cover the sodilbucal minimum necessary for a life in dignity.
One path that was embarked upon in this sub-pamaddhat was followed also later in the
retrenchment phase is to limit or to suspend tHexad rise of the benefit. This limiting was first
decided in 1981 (i.e. the basic amount of SA caoigiel only 3% in spite of a 5.4% increase in cost
of living). At the same time the benefit supplemirat certain SA beneficiary groups receive
(including the unemployed) was reduced from 300&2means-test exempted property was
reduced, and some additional SA payments curtdiheldxation was again limited in 1982 and, in
addition, the next scheduled rise was postpondtbliya year. Figure 2 compares the trajectory of
the net replacement rate of Ul to the net replacemate of SA starting from 1975. The rate of SA
is calculated analogously to Scruggs’ (2004) reptaent rate of Ul. The figure shows how the SA
benefit level declined steeply in the second hiathe 1970s while Ul benefits remained stafile.
Also over the retrenchment phase as a whole, gjuedfiillustrates how the SA replacement rate was
reduced more strongly than the Ul rate. Thus by320Dhad lost 5% of its replacement rate with
respect to 1975, whereas SA had lost 19%.

- figure 5 about here -

The reform pattern changed somewhat under the ti@mri®emocratic and Liberal government
(1982-1998). Regarding dedicated unemployment lisr{efl and UA), for the first time their
transfer levels were also directly reduced, thotagh limited extent. On the other hand, maximum
durations for older unemployed workers were acyuyaiblonged. The first benefit cut came quickly
after the change of government (1983) but affeotdyl the recipients without children. Their
nominal replacement rate was cut from 68 to 63%Jfipiand from 58 to 56% for UA. The second
benefit cut was approved in 1993 (Ul: from 68 t&®%With children, 63 to 60% without children;

2 The budget law for 1983, was adopted only two meatiter the “black-yellow” government had takeitef It
included several social policy restrictions thdloiwed the pattern under the previous coalition.

13 As acknowledged in Scruggs’ (2004) data file,éffect of the 1981 reform that reduced the calaufabase for Ul
benefits is not reflected in the data. However dfiect of this reform on the overall replacemexieris presumably
small.
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UA: 58 to 57% with children, 56 to 53% without amn). This cut was largely a reaction to the
huge unemployment crisis in Eastern Germany adtenification and the related cost explosion. In
fact, reunification was the greatest challengebmur market policy during the “black-yellow
coalition* But the policy responses affected the unemployrbenefit system only indirectly, i.e.
through the greater cost pressure. Apart from #refit decrease, for both Ul and UA also
conditions of receipt and some other generositgetspnere tightened (throughout the period, but
especially in 1996 and 1997; this included thatirethncy payments were now to be deducted from

benefit payments).

Besides these general incremental reductions aindIUA, other reforms had a more differential
impact. Some groups of unemployed profited evemfselective expansions. In particular in the
1980s the maximum duration of Ul was increasectfderly unemployed (in 1984, 1985, and
1987), up to a maximum of 32 months for those oldan 53 years. This was part of the
government’s strategy of reducing labour suppls assponse to unemployménfThis approach
was, however, partly revised in the 1990s. Thuk9@7 the graduated age limits for different
maximum durations were raised by a couple of ydgaysUI in general, eligibility was eased in
1987 by repealing a previous reform (of 1982),imw restrictions were adopted in 1997. On the
other hand, in 1993 for those UA claimants who hatdpreviously received Ul the maximum
duration was limited to one year. For the other ¢l#@mants the benefit level was cut beyond the
reductions already mentioned, when in 1996 parlirdecided that the replacement rate should

decrease automatically by 3 percentage points ey year of benefit receipt.

Regarding SA the general retrenchment trend coetintn 1983 housing subsidies were limited
and indexation was weakened through a revisiohefjuidelines. In 1990 it was decided to
incrementally introduce a new method of calculatimg basic amount of SA. This was set to result
in lower benefits. In 1993 and 1996 indexation &gain constrained. In 1993, in addition, the
means-test was tightened. Besides this continueshelhment a new development was that
“activation” measures, as typical for dedicatednpieyment benefits (i.e. Ul and UA), were now

adopted also for SA. Thus, in 1993 a law introdutbedinstrument of obligatory and sanctionable

% |1n addition to cutting benefits, the governmeratated to the cost explosion in labour market poliith the biggest
single increase in the Ul contribution rate of pluesst-war period (effective from 1991). Apart fromnefit transfers also
active labour market programmes were used to alikerbpsurge in unemployment, which helped at #mestime to
disguise the effective numbers of jobless stat#ifiqcf. also ZohInhofer, 2001, 670-678).

!5 The expanded durations enabled many older unemgltoymove from joblessness directly into earlireetent.

This contributed to the well-known vicious circletbe German and other Continental welfare statesial
programmes, such as early retirement, supportagfiabour shedding, which increased social countidms, which
impeded job creation, which aggravated unemploymenich, in turn, was approached by reducing latsoynply
through social programmes and so forth.
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community work, and in 1996 another reform spediBanctions for unemployed SA recipients that
decline work offers. This development reflected fédet that continuing mass unemployment, a
high share of long-term unemployment, and moreiotstl access to dedicated benefits had
relegated increasing numbers of unemployed to S&oAlingly, Figure 3 shows how the rate of
unemployed receiving Ul declined steadily rightnfr¢the beginning of the retrenchment phase in
1975. Although the beneficiary rate of UA incregsedid not make up for the decline of Ul. At he
bottom of this trend, around 1986, only 63% of tinemployed were receiving dedicated benéfits.

- figure 6 about here -

Therefore, not only was the differential treatmeindifferent groups of unemployed in terms of
generosity very clear in this period. In additian,ever greater share of the unemployed received
compensation from the less generous schemes. Semai@schmiansky comment in clear words
on the development of the 198Us:

“To be sure, the three-fold stratified system afigbprotection against unemployment was
accentuated: "‘merit-oriented” unemployment insweamas hardly affected in its generosity
level, rather it was being concentrated even marthe core groups of the labour market.
"Need-oriented” unemployment assistance, itselfaraidly cut back, catered increasingly
to those unemployed excluded from insurance [...¢ligRoriented” social assistance,
finally, increasingly had to take care of those tefer. [...] this burden restrained more and
more the freedom of action of local authorities.nyiaf them started to increase the
pressure on unemployed social assistance claimégdtsimid and Oschmiansky, 2005:
281).

Yet another remarkable SA reform was in 1993 thleusion of asylum seekers from SA. This step
abolished the universal character of the schemesitited from linking the debate on social policy
cost containment to an immigration debate thatbesh triggered by xenophobic sentiments in

parts of the population.

The last sub-period of incremental retrenchmentteadirst period of office of the Social
Democratic and Green government (1998-2002). Alghamixed in its nature this period generally
displayed a pattern similar to the previous yefin@emental reforms. Right after the

parliamentary election, the new coalition repeateti999 some cut-backs that the black-yellow

'8 The average of the combined beneficiary rate cfttl UA for the years 1960-1975 is 74%, while far years
1976-1990 it is only 66%. The huge differencesrnemployment rates between the two periods (seefiguimply of
course that also the beneficiary rates have ardittesignificance. Note, furthermore, that the sketing UA
beneficiary rate in 2005 and 2006 is explainediypast the inclusion of previous (unemployed) SAipgents in the
new UA scheme (implemented in 2005) and, more itaptly, by the fact that the new scheme pays alsmiployed
persons with low incomes.

" For a similar assessment see Clasen (2005: 64-67).
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coalition had adopted, such as the reduction ot#heulation basis for benefit levels and the
deduction of redundancy payments from benefit paymé&Vhile mainly Ul recipients benefited
from these measures, the same law abolished UAniemployed who had not previously received
Ul. Therefore all jobless not eligible for Ul wemew referred to SA. On the other side, in the
context of an active labour market policy refornr2001, an opportunity to avoid annual UA
benefit reduction was introduced on the conditibpanticipating in a training measure.

Fundamental reforms

In the years 2002-2004, during the second terrheféd-green coalition, the German parliament
adopted a range of comprehensive labour marketnsfbased on the recommendations of an
expert commission that had been chaire/blkswagemanager Peter Hartz. The reforms were
divided into four legislative packages. Apart franfundamental reform of the unemployment
benefit system (Hartz IV reform), they includedaganizational reform of the Public Employment
Service and a range of new active labour marketigsl(cf. Kemmerling and Bruttel, 2006). The
most important change in unemployment compensatasithe fusion of UA and SA. A totally

new UA scheme was set ufsrbeitslosengeld )ifor all jobless persons who do not receive UL.
Accordingly, all SA claimants capable of workinge(inot only those looking for work) were
referred to this new scheme. At the same timekitine: of benefit (flat-rate, means-tested) and its
level of generosity are essentially similar to SAerefore, all existing UA claimants were referred
from their previous earnings-related benefit toriber flat-rate benefit with stricter means-test,
conditions of receipt and sanctions. This meantiermajority of beneficiaries to be downgraded
to a less generous benefit (cf. Becker and Ha2686)*® However, the Hartz reforms affected Ul
as well. Most significantly, the maximum duratioasMimited to a standard of 12 months and to 18
months for over 54 year-olds. Conditions of beneftieipt were made stricter, mainly by enlarging
the definition of “suitable work”. Also contribuyoconditions of eligibility were tightened, thus

making the scheme less inclusive.

'8 The change did not make all UA recipients wordeébetause of the modest replacement rate of theabidme and
the resulting benefit levels for people with lovepious earnings. For this reason, some previousddibients had
actually fallen below the SA assistance level aoidatl of them had claimed SA to top up their UAb#t. So,
unemployed in this group gained when they starediving the new UA (Becker and Hauser, 2006;1sb Alber,
1989: 181).
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2.4. Comparative summary

Let us look at the two overall phases of welfaggesexpansion and restructuring separately.
Coming from a relatively similar previous policystory, in the Golden Age of welfare state
expansion Italy and Germany established vasthedfit unemployment benefit systems. Three
differences can be highlighted. First, generositigcences were much wider in the Italian case,
where the benefit systems comprised some very geadrenefits mainly restricted to medium-
sized and large industrial firms, a low-paying gah&l, income support schemes in on the same
benefit level as Ul, and no minimum income scheandtfose who did not qualify for any of the
dedicated unemployment benefits. The German posberefit system, by contrast, was clearly
stratified into three tiers but with lower genetgdlifferences between the tiers. Thus the net
replacement rate of the most generous benefit mn@ey (Ul) in the beginning of the 1970s was
more than 20 percentage points below the net replant rate of the most generous benefit in Italy
(CIGS) and the basic floor in the German benefitay (SA) was 20 percentage points above Ul in

Italy (not accounting for the housing payments Aj.S

Second, the two benefit systems consisted of viéigreint kinds of benefits, the main components
of the Italian benefit system being wage suppleatént benefits, flat-rate Ul and a gap of
protection at the bottom end and in the German Jasearnings-related UA, and SA. Moreover,
unemployment compensation was (and still is) muohenfragmented, being composed of a
variegated range of occupationally defined scheasespposed to only three benefit programmes

in Germany.

Note that these first two differences are typicaldistinguishing the Southern European model of
welfare from other Continental welfare states keftrera, 1996). In this respect analyzing the
reasons for why these differences emerged gainfiaud significance. Needless to say, that in a
more comprehensive welfare regime perspectiveegping-Andersen, 1999) the protection gap at
the bottom of the Italian system is filled to agamextent by the family. In this work, however, |

focus on government policies.

A third difference between Italian and German unleyment compensation in the phase of welfare
state expansion lies in the sequence of reformiali after first reconstruction measures
unemployment compensation was largely neglectethdri960s and 1970s a wave of reforms then

led to the emergence of the generous upper levaméfits. In Germany after provisional
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reconstruction already in the 1950s the main festof the post-war system were established. This
system was then maintained during further expandibrs observation on the timing and sequence
of reforms implies that in Germany the main petiothe explained is the establishing of the post-
war system during the second half of the 1950scd@yrast, in Italy two aspects have to be
accounted for: the failure to introduce a comprehansystem of unemployment benefits in the
1950s and the lopsided character of the expankatdrfdllowed in the 1960s and 70s.

Turning to the overall phase of welfare state testiring we find first a similarity. In both

countries in spite of problem pressures only madesaincremental reforms were adopted during
the first 10 to 15 years of restructuring. The paiceeforms speeded up in Italy at the beginning of
the 1990s and in Germany at the end of that ded&tein Germany even in the early reform years
a common tendency was visible while the picture mase mixed in Italy. More interesting is,
however, the different effect that reforms hadlom lbenefit systems. In Italy the upper benefitlleve
was gradually reduced and the lower benefit le(i¢lsand SA) were upgraded. This reduced

benefit segmentation, even though in the end inirtidn of a minimum income scheme failed.

In Germany, by contrast, the long phase of incraéaleatrenchments led to an increase of
segmentation, both in terms of higher generosifginces and in terms of lower inclusiveness.
The case of the Hartz reforms is more complex.idwe UA scheme is much more inclusive but its
benefit is on roughly the same level as SA. Moreowés true that also Ul was made less generous
(by cutting durations) but at the same its qualifiyconditions were tightened making it less
inclusive. So, overall, also this reform has inseshsegmentatiorl.However, we have to keep in
mind that the Hartz reforms are distinct from tlheyous changes because, first, they altered the
structure of the benefit system, and because, detiogy affected labour market groups that had

previously been spared from retrenchment.

Therefore, recent reforms have by and large redsegthentation of unemployment benefits in
Italy and increased it in Germany. Speaking in geaitendencies and exaggerating a bit, we can
say that the outsiders that have been disregangi@agdexpansion have re-appeared in the later
reform phase in Italy. By contrast, in Germany aband labour market outsiders have been taken
into care of during welfare state expansion butgimatized during welfare state restructuring.

91n this perspective my account goes along witleotecent studies that have found tendencies dizatian or
segmentation in the German labour market and veeftate (Palier and Thelen, 2008; Karcher, 2008gd;12007).
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3. Therole of party competition for explaining the different trajectories:
Preliminary hypotheses

As mentioned in the introduction, my dissertationuses on how party competition has shaped
reforms of unemployment benefits in Italy and Gempndarty competition has its own dynamic
that makes it partially autonomous from social €lstsuctures, economic models and institutions
(Sartori, 1990 [1968]; Ferrera, 1993). This indeget dynamic of competition is conditioned by
the spatial constellation of the party system. pbsitioning of parties in political space deternsine
where competition between parties is concentrateld @nsequently, the preferences of which
groups of the electorate are taken into accounhéyolicy decisions of parties (cf. Sartori, 1976,
ch. 10; Kitschelt, 2001). Therefore, in additiortiie party system we have to account for the
distribution of policy preferences in the electeraDverall, the main logic of this argument is that
the policy choices of parties are conditioned leyghesence of other parties and that parties move
in the political direction with the greatest exethet gain of votes (i.e. accounting for the puesi

loss of votes on the side they move away from).

The comparison of the two policy developments hasdght up three puzzles. First, why have the
two trajectories diverged so clearly after WorldMi@ Second, why has benefit segmentation been
reduced during recent reforms in Italy? Third, vii®g segmentation been increased during the
reform phase in Germany? Here | propose only saelenpnary hypotheses (in a general sense) as
to the role that party competition plays in answgithese questions. If | do not discuss alternative
explanations this does not imply that | rule owitimelevance. Rather, | deliberately focus on one
theoretical perspective that has received littlerdion in the field of Comparative Welfare State

research. | take up the mentioned questions in turn

For explaining the post-war path of unemploymemtdiés in Italy two phases are important: the
relative neglect of unemployment compensation @1850s and the lopsided expansion in the
1960s and 70s. In both phases the party systenchvesacterized by polarized pluralism (Sartori,
1976). Why unemployment benefits plaid such a miota during the 1950s is not very clear. |
presume that these years have to be seen in thefig strong competition between two political
forces with widely different ideologies, one ledthg DC the other led by the PCI. In this context
two factors conditioned the relative disinterestimemployment benefits. First, the problem of
unemployment was simply seen in different termgpe€mlly the communist left, including the

CGIL, apparently had no interest in state bendiis help those who lost out on the capitalist
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market. Rather they wanted the state to goveret¢baomy in a way that prevented unemployment,
such as through large investments in infrastrucfline advocates of a capitalist economy on the
other side had to respond this challenge. Secorttigtextent that it was not clear which side is th
political confrontation would prevail the DC-ledyggnment focussed more on the control of
institutions such as the Public Employment Seraice on discretionary means to combat
unemployment. The latter could be used to win dabilize the support of specific parts of the
electorate without setting up broad benefit progreas, which in case of a change of government

would then be controlled by the other side.

When the PSI moved more towards centre and engecedlition with the DC, the economic and
political situation of the country was more condated. Given the centre-left positioning of the PSI
there was some competition between DC and PSleaeth, more so, between PSI and PCI. Overall,
this competition was disciplined by the radicat ktle of the electorate. Small incursions by left
parties to the centre were immediately punisheétiemext election or gave rise to a splinter party.
Therefore the PCI defended the interests of in@stiorkers and the PSI could not afford to go
against these interests. | hypothesize here tegtdhtical process behind the expansion of CIGO

and CIGS is analogous to the field of pension rafor the 1960s (cf. Ferrera, 1993).

In the German case, right after World War 1l thetypaystem was relatively fragmented and
polarized. However, almost immediately a processootcentration and de-polarization began.
Therefore, by the middle of the 1950s party contjpetifollowed already a centripetal loditThe
main competition was between the two dominant eengjht and centre-left parties, CDU and

SPD. Thus, the governing CDU had to mobilize cosssrirom central and broad parts of the
electorate including consistent parts of the waglgtass. This favoured the emergence of relatively
inclusive and generous but however occupationdlistnd UA, as well as, only later and economic

conditions permitting, SA.

For the phase of welfare state restructuring | tiypsize that since the formation of the National
Solidarity governments in Italy a slow and gradualcess of de-polarization took place. For this
reason towards the end of the 1980s and still befer shake-up of 1992 some innovative reforms
could be introduced (new benefit calculation ofddt mobility benefitf! During the technical

% The SPD congress in Bad Godesberg which adopdedisively more moderate party programme took ptdge in
1959 but it was the end point of a process thatstaded in the beginning of the decade.

2t is less clear, however, why already in 1980khgefit ceilings to CIGS could be introduced vétmethod of
indexation that was bound to make them more rdisteic
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governments party competition was to some extesgesnded (cf. Ferrera and Gualmini, 2004). The
structure of competition that emerged thereafteraias in flux. However, | argue that it can be
described as distorted bipolarism. | hypothesiag tite electorate on both sides of the political
spectrum has moved towards centre. Neverthelesg ihlittle competition between both camps as
only few voters switch sides. Therefore consispamts of electoral competition are going on within
each side of the political spectrum, thus assigamgnmportant role to the central voterghin each
side. This dynamic is reinforced by coalitional dgmics and the need to keep together very diverse
governing coalitions. For centre-left parties ttumstellation of distorted bipolarism implies that
they have to find reform projects that appeal tatigevoters but do not alienate the coalition
partners on the left margin. | argue that the ugigigaof Ul and the SA reform corresponded to
these requirements. They implied a modernizati@hrationalization of the welfare state but in

expanding benefits appealed also to left-wing pesfees.

In Germany, centripetal competition continued dynvelfare state reform. The combination of
reform pressures and high welfare consensus anhengjéctorate implied that only marginal and
electorally less significant groups were affectadmy the incremental retrenchment phase. Before
the Hartz reforms, a limited shift in public opinio favour of reforms pushed the SPD to compete
harder in the centre of the political spectrumdding so it was not constrained by relevant left-

wing competitors.

As mentioned, especially for the Italian case, ¢hggotheses are still preliminary and have to be
revised and consolidated. The analysis will themceatrate on the later phase of welfare state
restructuring. For this purpose | will analyze ggrbsitions and strategies as well as the policy an

party preferences in the elector&te.

22 For the German case this has already largely tere (see Picot, 2008).
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Figures

Figure 1: Coveragerates of unemployment insurancein Italy and Germany.
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Figure 2: Unemployment ratesin Italy and Ger many.
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Figure 3: Net replacement rates (NRRs) for CIGS and unemployment insurancein Italy.
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Sources: Scruggs (2004), INPS circulars, own catimiis.
Note: CIGS data is partly interpolated.
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Figure 4: Beneficiary rates aggregated into three groups of benefit schemesin Italy.
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Figure5: Net replacement rates (NRRs) for unemployment insurance and social assistance,
indexed 1975=100, Ger many.
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Notes: The NRR for SA is based on standard amauhfamily supplements not on additional
payments (e.g. for housing). Both NRRs are unwejlatverages for two household types.

Figure 6: Beneficiary rates for unemployment insurance and unemployment assistance,
Germany.
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