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Southern European welfar e states facing globalization

|sthere social dumping?

Abstract

This paper andyses socid policy reforms that have been adopted recently in Southern European
countries (Portugd, Spain, Itay, and Greece). Such measures are amed partidly at adgpting to
the redtrictions impinged on their netiond economies by the creation of the European Economic
and Monetay Union and by the process of globdization. Socid policy innovation is dso
influenced by the arguments and pressure capadities of the different socio-politica actorsin eech
country. The paper includes, in the fird place, a conceptua darification of the term "socid
dumping”. Secondly, the study focuses on a quartitative and qudlitative andlyss of the actud

reform processes that have taken place and their impact on both public revenues and expenditure.
Fndly, an assessment is offered of the factors shaping recent policy petterns.



Up to the mid seventies, Southern European wdfare dates dmog faled to be taken into
account because of ther low levd of socid expenditure other pioneering or paradigmaic
countries monopolised the andytical efforts of socid experts However, atention on Southern
Wdfare Sates has been mounting for afew years aready, because of the growing importance of
ther sodd expenditure, ther peculiar paliticad histories (long periods of authoritarian rule), and
ther culturd traditions, anong other reasons. Seemingly, and so far, Southern welfare dates have
not withsood comparative andyss very successtully for they have enjoyed the privilege of being
consdered as specid and different, but rardly on a pogtive qudification. Thus, they have been
labdled as “rudimentary” (Leibfried, 1993), forming part of a “cathalic family” (Cadtles, 1994),
and “dlientdidtic’ (Ferrera, 1996). Another aspect of this growing interest in Southern welfare
daesis “socdd dumping’. In old-established wefare dates there is much concern about nationa
competitiveness in internationd markets and the threat from the adoption of a sodd dumping
policy in newly emerging competitor nations, especialy on the part of countries that dso happen to
be members of the European common market. Moreover, the more developed wefare Sates fear
that socid dumping sStrategies will be conducive to a “rush to the bottom”, a convergence or
harmonisation of sodd palicy a the minimum leve within the EU.

This paper examines to what extent socid policies in Southern European countries were
moativated by the notion of socid dumping rather than the concept of catching up in recent years,
that is, to what extent they followed the American modd of the market economy rather than the
European modd of the welfare sate, and to what extent socid benefits were reduced or upgraded
in these countries. Reference is dso made occasondly to Irdand, for it is dso one of the
economicaly less developed countries in the EU and dso one of the EU members benefiting most
from Communitarian economic trandfers, a drcumstance that may make it o suspicious of being
able to reduce socid protection thanks to EU subgdies.

The paper is divided into three sections. The firg condsts of an examination of the concept
of socdd dumping. The second is a quantitative approach to socid dumping behaviours. In
includes an assessment of the evolution of public socid expenditure, finandng mechaniams, and
unitary labour codts, as well as a condderation of the fluxes coming from the European Cohesion
and Structurd Funds. The third section evauates program specific changes quditativey, that is, it
dedls with the most important extensions and cutbacks of wedfare state schemes. It dso includes
an andysis of the factors shaping recent policy patterns.

1. What issocial dumping?

The socid dumping argument is probably as old as the European Economic Community.
The idea that competition among the economies of the member states would be digtorted unlessa
harmonisation of socid standards and working conditions was achieved within the Community hes
proved long lagting. The Treaty of Rome reflected in part this worry in aticle 117, which sated
the need to “promote improved working conditions and an improved standard of living for



workers, s0 as to make possible their harmonisation while the improvement is being maintained”,
that is, the principle of “upward harmonisation”

However, during the 1960s and 1970s, harmonisation of socid policies did not take place
as a pre-requigte for the liberdisation of trade ingde the Community. As Sapir (1995) notes,
two dements were crudd in diminishing pressures in favour of harmonisation in thet period. Fird,
the six origind members of the Community enjoyed pretty Smilar economic and socid conditions
Second, such conditions underwent a rapid amdioration throughout the Community up to the all
shocksin the seventies.

With the coming of the sngle market, the socid dumping debate has gained momentum.

Agan, the socid dumping argument is phrased in terms of competitiveness among the economies
of the European partners. In a nutshell, the absence of employment and labour sandards in a
liberdised labour market would fogter the intentiond maintenance of low wages and socid

contributions by those member dates initidly enjoying these conditions (Teague, 1989). This

Srategy is supposed to dlow economies to keep the prices of their exports low and protect their
home markets from penetration and at the same time aitract relocation of production from large
companies eager to take advantage of the low labour cogts. A Sde effect would consst of
exporting unemployment to the European partners with higher labour costs (European Industrial

Relations Review, 1993). In fact, the demand for unskilled labour in developed countries has
seadily dedined for more than twenty years. However, low-wage competition from deveoping

countries is likdy to account for only a smdl fraction of this dedine so that technologica

innovetion in developed countries could have stood as the primary cause (Stell, 1994).

The fear of socid dumping has been expressed within the European Community above dl
by the most developed states and by labour movements in these and other countries. As Modey
notes (1990), the gppearance of such fears is not surprisng, provided that European integration
has build on the economic aspect rather than on the labour and socid protection sde. In fact,
socid policy has remained a nationd concern a large. This leads to an ever more marked
contradiction because of the coexigtence of a common European market and very varied nationd
sodid provisons?

The contradiction between economic integration and socid protection diverdty —or at least
its perception on the part of policy-makers-- has been degpened ever since Southern European
countries became members of the Community because of the increase in differences regarding
socid and wage cods In such an environment, the socia dumping argument defends thet fair
competition within the European Union requires not only the consgtent gpplication of nationd

! Citedin European Industrial Relations Review, 1993: 17.

% On the opposite side of the argument, one may aso claim that the common market has not been
liberalised in practice as much as the theory praises. Governments continue to favour their national
companies. Some of the largest economies, as for example, France and Germany, despite showing
enthusiasm on the Euro, lag behind in the transposition of many single market directives into nationa
law and in cutting back subsidies (The Economist, March 15, 1997: 22).



labour legidation, but aso harmonisation. Those member dates with lower levels of labour
protection offer a competitive advantage to companies producing in those countries (Dearden,
1995). The process of socid dumping, with the rdocation of firms to exploit these cost
advantages, is mogt likely to take place in the less advanced EU economies, that is, the Southern
countriesand Irdand.

It can be easlly deduced from the above, that socid dumping is relaed primarily with
economic competitiveness. The fird problem is how to define competitiveness, for thisis not sdf
evident. For indance, is compeitiveness about flexible labour markets or about flexible
production? As Dearden (1995: 12) points out, flexible production requires a high levd of
invesment in specific human cgpitd which, in turn, necesstates a long-term commitment by
employess This vison of labour market rdationships differs radicdly from the flexible,
deregulated gpproach defended by neoliberadism. As flexible production has soread little (an
unevenly) within the EU, we will condder here that competitiveness among nationa economiesis
based mainly on ther dbility to let the market work in a flexible way, so that rigid ingtitutiond
environments would act as hampering competitiveness.

Evidence on the abosence of sgnificant differences between Southern economies and the
res of the European countries in labour market flexibility due to indudrid reaions, wage
bargaining systems, costs and procedures of dismissals and the like has dready been provided.?
Rather than enjoying flexible labour conditions, South European labour markets have tended to
show an entrenched rigidity in their labour markets that has proved very difficult to overcome in
recent periods. Thisiswhy we will not refer in more detall to this agpect. Besdes, one could argue
that economies may aso search for an increased competitiveness by means of producing more or
less radica labour market segmentations and tolerating different proportions of black activities,
even if the formd sector of the economy remans highly protected. As for labour market
segmentation, this has occurred not only in Southern Europe but aso and very Sgnificantly in
Centrd Europe since the crises of the seventies. The Size of the black economy is big is Southern
European countries, but recent esimations of the European Commisson find thet other more
developed Europesn economies suffer dmost Smilar proportions*

While employment-rdated matters may play an important role in influencing location
decisons of firms, the centrd issue repesatedly rdaed to socid dumping isaways labour cods. In
a unified market it seems inevitable that employers will be swayed to locate where cods are
lowest.> Nonethdess, further qualification of this Statement is necessary: employers would seerch
for the lowest leve of labour codts providing the Iabour and skills required are avalable. Thus

3 Seg, for example, Meschi (1995) and Fundacid Empresai Ciéncia (1996).
* Report published by the European Commission in April 1998, cited in El Pais (12th April 1998; 13).

® Erickson and Kurwvilla (1994) have found out that, even though the labour cost incentive in
manufacturing exigts within the European Union, direct foreign investment has not been much larger
in low labour cost countries than in high cost ones during the eighties.



decisons by employers are not only a matter of labour cost but aso of the levels of productivity
and skills needed.

Modey (1990: 160) has produced one of the most commonly used definitions of socid
dumping. He underdands thet, within the EU and as the internd market program advances,
“dandards of socid protection might be depressed, or a least kept from rising, by increased
competition after 1992 from States with subgtantialy lower sandards’. Thus, he sees socid
dumping as atype of unfair competition based on substandard employment practices.

We will take competitiveness as the capacity of an economy (afirm) to offer products & a
price and qudity leve that demand can identify and compare with those of other nationd or
foreign firms. These two factors of competitiveness —price and qudity--, depend on a high number
of vaiables tha may be dassfied as factors affecting dl the firms in one country (socid
provisons, indudrid relations, training and educaiona conditions..) and those affecting sngle
firms or group of firms, such as technological capacities, accessin favourable conditions to neturd
resources, or competitive costs of trangport and energy. The latter are very difficult to measure for
comparative purposes among countries, but they are likdy to be higher in less developed
€CoNOMmies.

In sum, socid dumping is generdly understood as those intentiond practices enhancing
competitiveness on the part o nationd economies by means of reducing or preventing growth of
socid and employment protection, because of the impact that such actions have on the reduction
of labour costs® From this point of view, compelitiveness is tightly rdated to the levd of socid
protection enjoyed by the citizens of a country. However, effects of the level of socid protection
may be twofold. In the firg place, the financing of socid protection is part of the labour cods of
firms, and it may reduce firm’'s competitiveness if they are obliged to rise prices or reduce benefits.
However, it should dso be pointed out tha firms can adso charge workers with socid
contributions by diminishing red sdaries. In the second place, expenditure on socid policy may be
conducive to an increase in competitiveness, for it may amdiorate the quaity of workers and of
the production process.

Findly, there is other less orthodox ways of conddering socid dumping. One may argue
that sodd dumping, i.e, a diminished efort in sodd protection, is dso possble in the less
developed economies of the EU because of the transfers received in such countries from the EU
itsdf (and having an origin in the better off EU economies). The next section will andyse the

® Although employers tend to stress in the negative consequences of sociad charges for their
competitiveness in externa markets, it should not be forgotten, as Herce (1986) highlights, that the
most adequate measure of the degree of competitiveness of an economy is the effective rate of
exchange, that fluctuates much more rapidly than changes in socid contributions. Moreover, as it
absorbs variations in the relative levels of prices, it tends to compensate relative changes in unitary
labour codts in the long run. We are not taking this aspect into account, for potentia fluctuation of
exchange rates are very narrow at present in the EU and will become non-existent for those
countries adopting the Euro.



evolution of socid expenditure, financing mechaniams and labour cogts in Southern European
countries as compared with those of other EU member states, as well as EU economic trandfers,

2. Assessing thewelfare effort in compar ative per spective

Evolution of expenditure on social protection

Expenditure on sodid protection grew sgnificantly in dl European member states during
the fifties, Sxties and saventies, and then it sabilised during the following two decades. While in
1979 the European average of expenditure on socia protection represented 19% of GDP, in
1983, this proportion reached 26.3%. From 1983 onwards, stagnation or even a dight decrease
took place: 25% of GDP in 1989, s0 that depite the postive cyde of the economy, expenditure
on socid protection increased to a bssxr extent than GDP. In the early nineties, and in the
presence of economic crigs, the tendency was inverted so that expenditure reached 28.85% in
1993. Astable 1 shows, the leve of expenditure on socid protection as a percentage of GDP is
vay dfferent anong EU member dates, dthough differences have been reduced gradudly. Of dll
Southern countries, Spain made the strongest effort to reduce the gep for expenditure growth
doubled the European average for the period 1980-1993.

If we take into accourt the wedth of the country and the part of it that is dedicated to
socid protection, a high corrdaion can be dated with the exception of the Netherlands and
Denmark, who spend more on socid protection than other wedthier countries, and Italy, where
the opposite occurs. Southern European countries other than Itdy are the less well off and dso
those spending less in absolute terms (see table 2). No correspondence may be ascertained
between totd socia expenditure and the different areas of socid protection.

Despite the comparative low leves of socid expenditure in Southern countries, they are,
together with the United Kingdom, the member ates having experienced alarger growth of socid
protection in purchasing power parities during the period 1980-1993, as table 3 shows.

Evolution of financing structures

If we can talk about a dramatic and unprecedented rate of growth of socid expenditure
until the late seventies, followed by sulbsequent stagnetion, this trend is even more marked in the
case of public sodd revenues. During the sixties and seventies, high economic growth rates and
low unemployment ones alowed high returns of persond taxes on income that were articulated by
high taxation rates and tax bases that became increasingly limited by ever higher fiscd benefits
Increasesin red salaries, coupled with inflation, mede the financing of the welfare gate possblein
the most developed countriesin Europe.

A second period ranging from 1975 to 1985 was marked by mushrooming increases of
unemployment and inflation. Most governments did not dare to introduce reforms in their fisca



sysems and the dynamic of growth of public revenues went on eased by the smultaneous
presence of high inflation rates and an upward trend of nomina wages. From 1985 onwards, fisca
systems began to be restructured. This change was fodered by the upsurge of a theoretica

paradigm assigning greater importance to the achievement of economic effidency —mainly to the
contribution of tax policies to the reduction of unemployment—than to the use of taxes as an
indrument to gain amore equitable digtribution of income. These reforms led to reductions of tax
on income that were generdly compensated by an increase in indirect impogtion, as it can be
ascertained in tables 4 and 5.

Following the example of the USA, Greset Britain pioneered the reform of the structure of
taxes on income within Europe. Garmany and the Netherlands followed suit, and then the
experience was generdised to other European countries. Southern countries were the lagt to
adopt changes conducive to a stronger reliance on indirect taxation (for example, Spain did not
produce such a change until 1997). Re-formulation of fiscd policies in Southern Europe was
fostered by the perception that increased freedom in the movement of cgpitas within Europe,
coupled with the existence of stronger internationd financid marketsin countries like Greet Britain,
Germany and Bdgium could result in re-locaisation of capita towards these countries.

The reform of tax sysems is far from having been completed. Thus, some Northern
countries and Austria have recently adopted significant reforms and complementary meesures are
being consdered in Swweden. Moreover, economigs that have dways shown strong worries about
the need to preserve equity (as, for example, Atkinson, 1996) are in favour of the shift towards a
sronger reliance on indirect taxation, despite the decrease on redigtributive capacity it may entail.

The rdliance on indirect taxes was mantained during the early ningties, owed mainly to the
influence of the Maedtricht Treaty and that of the agreements regarding the EMU. These obliged
the member dates to reduce their budgetary deficits substantialy (Greece was an exception, for it
did nat comply with any of the requisites of convergence) and to moderate fisca pressure in order
to avoid internationd re-locdisation of capitd. On the whole, as tables 4 and 5 show, Southern
European countries, which departed from lower levels of fiscal pressure, have experienced amore
intense growth during the last decades, which has resulted in aleveling off of differences with the
res of the European members This is evidence tha competitiveness of firms has not been
enhanced in Southern Europe by means of reducing the fiscal burden, but rather the opposite has
taken place.

In the period 19651994, in dl Southern European countries (with the exception of Itay)
fiscd pressure has grown above the European average, especidly in the cases of Spain and
Greece. In paticular, the period ranging from 1985 to 1994 has been characterised by moderate
increeses of fiscd pressure (2% of GDP), while Greece, Spain, Portugd and Itay have
sgnificantly departed from the generd tendency by growing three times as much (seetable 4).

Evolution of unit labour costs



Effects of socid protection on competitiveness —increase of labour costs and increase of
productivity—have opposite consequences. Both influences may be measured by unit labour
costs, defined as labour costs per worker divided by labour productivity. By andysing in the first
place absolute labour cods (teble 6), sSgnificant differences may be ascertained among EU
members. However, these differences tend to be compensated by differences in productivity,
which has the effect of homogenising unit labour codts across the EU. Components of labour
cods differ notably among countries, but it is to be noted that in Southern European countries (no
data for Greece) the incidence of compulsory socid contributions registers figures that are over
the European average. However, thisisnot the casein Irdand.

Turning now to the anadlys's of unit labour codts, it may be concluded that there is no direct
relation between the leve of socid protection and competitiveness, for those countries enjoying a
high levd of socd protection are dso competitive in internationd markets. Southern European
countries show an evolution thet is leading them to converge towards the European average (see
table 7).

European Union economic transfers

Findly, it could aso be congdered that transfers from the EU hdp the less developed
member dates gain higher levels of competitiveness than those of thar richer counterparts. As
regards trangfers from the Structural and Cohesion European Funds, it should be noted that those
countries enjoying a higher flow of subsdies from the EU dso show a higher proportion of
expenditure on socid protection. Net fluxes from the EU amount to very low proportions of GDP
when compared to those dedicated to socid protection by Southern countries. For example,
Span, which is the country most favoured by EU tranders, spends 24.55% of GDP in socid
protection while net subsdies from the Community amount roughly to 1.3% of GDP. Besdes, it
should be taken into account that EU trandfers are in a way a compensation for indudtrid and
productive capacity cutbacks in those sectors that are not competitive any longer, a process that
entails an increase of expenditure on socid protection because of pre-retirement policies and other
socid meesures that have to be financed by each country.

In sum, neither the congderation of the evolution of socid expenditure and itsfinancing nor
of unit labour cods renders any pogtive result leading to a suspicion of the exisence of socid
dumping in Southern Europe. Let us turn now to assess qudlitative change of sodid provison in
Southern Europe, as wel as consdering the factors that have shaped the chosen drategies for the
reformulation of socid policy.

3. Recent policy patternsin Southern Europe: social dumping or catching up?
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This section’ refers to the latest socid reforms only as a generd overview of those aspects
more closdly reated to the potentid existence of socid dumping. As Alber (1998) points out,
increases in aggregate spending levels may occur & the same time as particular welfare Seate
programs are rendered less generous and/or public provisions are replaced by private ones. We
can dso add, that such a phenomenon is dso possible not only when expenditure grows, but even
when fisca pressure (be it through generd taxation or sodia contributions) is increasing and unit
labour codts are becoming smilar.

To dart with, it should be pointed out that the reference modd, the welfare state(s) most
admired by Southern European countries has never been the American modd of the market
economy. Contrarily, Southern countries, athough departing from an occupationd modd of
Bismarckian tradition have turned their eyes in the lagt decades to whom they thought the mogt
developed European welfare dates, i.e., those of the Scandinavian countries. In Spain, since the
early saventies (thet is, even before the dictatorship had come to an end), a generd wish was fdlt
among dl the socid and poaliticad actors of trying to emulate the Scandinavian modds. In later
years, as it dso happened in other Southern countries (Portugd, Greece), the presence of socid
democratic parties in office dlowed for the maintenance of such an ided (Maavdl, 1995). In
Itay, the aly Southern European country enjoying a democracy snce the end of the Second
World War, such aspirations were also present. In general, an acute conscience of backwardness
was shared (and il is) by South European countries in socid protection métters, to which the
Italian case has hardly been an exception.

In fact, asgnificant share of the efforts made for the reform of socid policy during the last
fifteen years have yidded important results in the direction of the adoption of universdigt policies.
This has been the case above dl in what regards the hedlth care and the education systems. Inthe
firat case, nationd hedlth sarvices have been adopted in dl Southern European countries, arting
with its formd inception in Italy (1978), followed siit by Portugd (1979), and later by Greece
(1984) and Spain (1986).

However, differencesin the leve of implementation of these reforms among the Southern
European countries are notorious. Portugd and Greece have encountered a lot of difficulties for
implementing ther reforms, in Portugd the share of private expenditure has been growing
dramaticdly (Gouveia Pinto, 1997). In Itdy and Spain, the reforms have been so far much more
successful, dthough dso presenting differentiating characterisics While Itdy put in practice its
sweeping reform graightforward and rapidly during the eighties, Spain lagged some years behind,
50 that universal coverage, for example, was not atained until the late eighties and some 200,000
people (0.3% of the population) belonging to the highest income bracket ill remain out of the
public sysem. Italy has dso passed a reform in 1998 regarding the financing of hedth care
sarvices out of state and regiond revenues. Spain finances hedth care sarvices out of taxes (100%
in 1999) and user co-payments only exist for pharmeaceuticals. Cogt-sharing for hedth services
were introduced in Itay in 1983 and more decidedly in 1992, and are dso of condderable

" Information for this section has been drawn mainly from Ferrera (1997), Guibentif (1997), Gouveia
Pinto (1997), Gough (1997), Guillén (1996), Petmesidou (1996), and Venieris (1997).
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importance in the Portuguese and Greek cases. Still, if compared with thelevd of other European
countries, user co-payments do not seem paticulaly high in Southern Europe (Guillén and
Cabiedes, 1997).

The sgparation of the financing and provison functions within hedth care systems, --if this
could be consdered a sodd retrenchment measure, which is doubtful—has soreed unevenly in
Southern Europe. Italy has decidedly introduced them by a reform passed in 1993-94- In Spain,
reform proposds made in this direction by a parliamentary commission in 1991 were aborted by
direct oppostion of the unions and public opinion. At present, some autonomous regions enjoying
responshilities in hedth care have moderately put in practice managed competition and legd
provisons have aso been passed in 1998 for those regions remaining under centralised authority
(the so-cdled INSALUD-Direct Management). Portugd and Greece have not only falled to a
great extent to implement the introduction of a nationd hedlth service but dso to put in practice
“the reform of the reform”, S0 that managed competition measures are dill very tentetive. In fact, a
reform of the Greek sysem on the lines of the British Working for Patientswas proposed by an
international committee in 1995, but its viability is gill being discussed. In Portugd, rationdisng
measures have been introduced more decidedly than in Greece dthough their scope has not been
broad. On the contrary, Itay has been most successful in curbing down dramétic increases of
hedth care expenditure in recent years (Guillén, 1998).

In generd, and in the hedth care domain, maybe with the partid exception of Portugd,
where privatisation of previoudy public schemes has taken place, it is difficult to see aclear atack
on the core of Southern welfare gates in recent rearrangements of public provison. Thishasdso
been the case with pensons. However, in this latter domain, whereas no decided privatisation
trends may be observed, cost control measures have been adopted in dl Southern European
countries. Increased public incentives for private penson plans have been introduced in dl of them
in the late eighties or early nineties, but private plans have not come to condtitute an opting-out
possibility and, so far, smdl proportions of citizens have engaged on them if compared with other
EU countries

In generd, income guarantee policies in Southern Europe have remained occupationd and
have suffered a good number of both expansonary and retrenchment measures, which have acted
as a pendulum in the past two decades. Pensons were indexed to inflation in the eghties while
such indexing was corrected in the nineties to expected rather than to pagt inflation rates or even
discontinued, as it has been the case in Greece. After severd unsuccessful attempts undertaken in
the 80s at the face of dramatic fiscd deficits, pendons have dso been linked much more drictly to
individud sodd contributions in Italy Snce the Amato reform in 1992, and more intensdy snce
the Dini reform in 1995 (Ferrera, 1997). Something akin, adthough probably less intense, has
happened in Spain snce the Toledo Pact was signed in 1995 among parties represented in
parliament. The Law on the reform of the penson system was gpproved in 1997. Both in Italy and
Spain, a dragtic reduction of the replacement rate of pensions has taken place: around 35% for
Spain (adding up the results of the 1985 and 1997 reforms which will be totaly in force in year
2002). In Greece severd laws were passed at the beginning of the nineties, targeted at reducing
the public debt and socid security measures (Petmesidou, 1996). In Portugd redtrictive reforms of



the penson sysem have only been proposad very recently and are being debated currently
(Romao, 1998). However, it should be recaled that replacement rates are the highest of the
whole EU in Southern countries (see Ferrera, 1996), s0 tha these reforms bring in line the
pension systems of Southern Europe with the rest of the EU members.

Conversdy, expandonay measures of different kinds have taken place in order to
conplete (or try to) the sefety net in the domain of income guarantee. The introduction of such
measures has been more intense in Spain and Itay and have condsted most of the times in the
introduction of means-tested programs amed a paticular socid groys, such as long-term
unemployed and poor dders. These programs are of a limited scope when compared with the
provisons of other European wefare dates and they show two didinctive traits fird, broad
inequaties between benefits linked to previous participation in the labour market and those
covering nonparticipants, and second, inequdities among the leves of protection of the eders
and people within active ages (Ferrera, 1996; Gough, 1997). Nonethdess, such inequalities have
been somewhat diminished in recent years by the restrictive reforms of the contributory pension
systems on the one Sde, and the amdioration of non-contributive benefits on the other.

Labour market policies have dso underwent some changes, so that passive protection of
the unemployed has been reduced. This reduction has been compensated, a least partidly, by the
intengfication of active labour market policies, which have doubled their percentages over GDP
between 1985 and 1995 (OECD, 1997: 43). Private employment agencies have been timidly
introduced in Spain, Italy and Greece in very recent years, athough with negetive results in this
|atter case (see Petmesidou, 1996).

In sum, quditative assessment of policy reform in Southern European countries does not
lead to suspect that a socid dumping drategy is taking place. Expandon has been much larger
than retrenchment. Moreover, changes in socid policy and cutbacks have not been produced by
the intentional seerch of didoya economic competition, but rather by searching to endow the
system with more efficiency. Given that the precedent andyssis accurate, it should be conduded
that even though both catching-up and retrenchment moves have been present in Southern welfare
dates in recent years, the former have been both quantitatively and quditatively more intense than
the latter, asit happensto be the casein dl EU wdfare dates. Now, how to explain this?

4. Inter preting the evolution of policy reform

In this section, we will consder some interpretative arguments and dso re-consder some
other explanations that have been aready advanced in order to assess both expansonary and
retrenchment tendendies in Southern Europe. The am is to explain why expansonary tendencies
have outmoded redtrictive ones. None of the arguments presented here daims to conditute a
definitive explanation but just to contribute to the exigting debate on the recent development of
Southern welfare Sates.
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In the firg place, growth in socid policy expenditure and the adoption of expansonary
measures were rdated in Southern European countries to legitimation needs of governmentsin the
processes of trandtion to democracy that Portugd, Spain and Greece underwent from the mid
seventies onwards. It should be recadled that governments not only needed to dabilise the
countries paliticaly but dso respond to new and pressing socid needs that were brought about by
the coincidence of palitical trangtions to democracy and economic crises (Cadtles, 1995; Guillén,
1992). Moreover, the establishment of democratic regimes dlowed interest groups to exercise
pressure and to participate in the decison-making process.

Secondly, the permanence of |eft-wing parties in office for long periods of time during the
last two decades could dso be forwarded as areason for the expanson of socid
policies (Maravdl, 1995). Moreover, and in generd, public preferences and pressure groups
were d0 dearly in favour of the “attainment of European dandards’ in welfare policies. Unions
were able in many occasions to press decidedly for the introduction of expansve reforms and to
block redtrictive ones or, at least, to postpone or make them hard to approve.

Thirdly, a deep decentraisation process has taken part in Spain and Italy, especidly in the
domains of wefare services such as hedth care, education, and persond socid sarvices. This
devolution process has led to a dear increase in expenditure and aso to competitive behaviours
on the part of the regions as to which of them was and is able to offer better welfare services to
thar citizens. Innovation has dso been fodered by decentraisation, so that regions have forced
the centrd date in many cases to renew or complete obsolete legidation on socid policy.
However, some evidence exids that inequdities among ditizens are dso mounting & the nationd
level because of increasing differences in the provision of sarvices at the regiond levd.

Ancther line of argument could take into account the influence of EU recommendeations
and demondration effects. In fact, in our view, EU membership and integration processes have
had a twofold crucd influence on the evolution of socid policy among the Mediterranean
countries. On the one Sde, joining the EU has hed the effect of fogtering the expangion of socid
policies in order to close the existing gap with other European welfare Sates. On the other Sde,
pressures for economic convergence and the reduction of the public deficit have acted in the
oppodite direction of fadlitating shortcuts. Retrenchment policies have been presented by
governments very frequently as unavoidable and necessary if the country was to join the EMU,
providing in this way a vey convenient excuse for governments that could so dilute thar
respongbility and escgpe negetive dectoral consequences, thet is, it has faciliteted the use of
blame avoidance drategies.

Some other arguments have been dready built in order to explan Southern evolution.
Ferrera (1996), finds that clientdligtic practices and patronage sysems, in which socid measures
are used as indruments of political exchange between paliticd parties and certain socid groups,
are a key characteridic of Southern wefare dates. Such practices would have the effect of
fodering wdfae date expanson. However, as Ferrera himsdf acknowledges, partisan
penetration of welfare adminidration, “sdling” of votes and other dientdidtic practices have only
been researched sysemaicaly in Itay. Particularistic exchanges and dientdidtic practices are not
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equaly soread in dl Southern European countries. Suspicion of dlientdigtic behaviour has only
been tied to unemployment subsdies for Andadusian peasants in Spain. Indicators of dientdism
should be defined and measured (be it quantitatively or quditatively) in dl EU countries before
concluding that dientelism is spread sgnificantly enough in the whole South so asto dedlare it a
prominent, defining characteridic of the socid protection systems Beddes, the use of some
welfare programs for different purposes from those for which they were cregted, as for example
the use of invdidity pengons as unemployment subgdies, is probably more due to the absence of
a dense protection network in Southern income maintenance sysgems then to dientdidic
behaviours.

Some other factors have been proposed as hindering welfare expangon in Southern
Europe. The lack of astrong adminidrative tradition, a“ deficit of Sateness’ and a“low degree of
date powe”, would fadilitate dientdism and have consequences for the upsurge of problems at
the implementation phase of the policy-process (Ferrera, 1996). However, it could aso be
defended that implementation gaps that have been found to be common in Southern socid
legidation may be due to other reasons. Southern countries share a tradition of passing very
detailed laws and dso of producing alot of legd normative. Legd norms are produced in many
occasons in what could be labdled as a“late-comer Syle’, thet is, legidators tend to look around
to dl the norms on a certan fied that have been produced in Western countries and to
incorporate the mogt “modern” formulaions to new pieces of legidation. In this way, symbolic
discourse of governments can profit from dedaring thet they have passed redly advanced (“the
mod advanced’) legiddion. But such “advanced” legidation is many times thoroughly
ingpproprigte for the Sate of development of a certain policy in Southern Europe. Thus it is hardly
a matter of lack of adminidrative capacities but rather a problem of mismatch between legd
providons and the degree of maurity of socid programs, leading to a problem of viahility.
Furthermore, if a lack of capadities for reform implementation did exig, the effect should be
expected to be equd for both expandgonary and redtrictive legd reforms.

Many experts on socid policy in Southern Europe have pointed to the existence of awesk
civil society and to the reliance on the family as a socid services provider. These are consdered
factors hindering the expangon of socid palicy, because of the absence of demands and pressure
on public authorities that this drcumdance entalls. This may be patidly true as far as the
generdtion of demands is concerned. However, it is dso in contradiction with the ability thet
pressure groups have shown for blocking redtrictive reforms in a good number of casesin the last
decades.

Didinctiveness of Southern welfare regimes is sometimes related to the perssence of a
Catholic ideology (Van Kershergen, 1995) that has consequences for the behaviour of families
and the gendered divison of labour and for the formulation of socid policy. One could Sart by
asking whether this could gpply aso to Orthodox Greece or to Mudim Turkey, a country thet is
ometimes considered to be part of the Southern European family. So far, and in our view, the
issue of culturd and ideologica determinants of welfare provison has not as yet been sudied
enough to reach a dear-cut concluson. The divison of labour as regards household tasks has
changed very little in the whole of Eurape, nat only in the South. Whether the role played by the



15

family in Southern countries is due to the influence of rdigious ideology, or other idedlogica
traditions, or to the fact that the need dill exids for the family to complement public welfare
provison is dill maiter for investigation. Ladtly, differences in the incorporation of women to the
labour market may be due to the existence of a traditiona view on women's roles, or equaly
possible, as Cadles (1994) defends, to the evolution of labour market opportunities and
employment dructures. In fact, the participation of women in the labour market has increased
dramaticaly over the lagt decades in Southern Europe, even if strong ingtitutiond barriers for new
entrances of young workers (both for men and women) have perssted.

Retrenchment and/or rationaization reforms have been due to externd pressures semming
from the process of Europesn integration and the Maadricht conditions for economic
convergence. A second reason, has been that of re- addressing the unbaances of the traditiond
welfare sygems in order to reach a more equitable Stuation, that is, reducing the privileges of
those mogt profiting from the wefare syslem and increesing those of the population left aside,
mainly, non core labour market participants. Also, paying attention to neglected issues such as
family policy has borne of sgnificant importance

So fa, intentiond retrenchment of socid provisons in order to gan economic
competitiveness has nat been detected. Possibilities enhancing retrenchment moves in the future
could dso be congdered. The atempt a completion of income maintenance systlems in Southern
Europe by introducing targeting programs aimed at seected groups of the population (also cdled
the “failed universdism” of the South) could open the way for redrictions in the coming years. As
Alber (1998) notes, commenting on Pierson (1994), this should not be the case. Such programs
are usudly amed a the worse off population, who have little opportunities to organise and exert
pressure, but are aso limited programs that render smal fiscal advances if suppressed while they
can turn immensdy expensve from a politicad point of view, precisdy because of damaging the
“weakest”.

The public choice perspective defends the sdience of fiscd interests of governments in
order to introduce cutbacks in paticular socid programs, epecidly when the same levd of
government both finances and legidates. This could make us wonder if, for example, regiona
governments would find a strong fisca incentive reduce socid protection in Spain or Itay in the
future. The consegquences of this are hard to foresee, because for the moment being fisca co-
responghility is limited and centrd States have trouble to put the brake on regiond spending rather
than the opposite. Moreover, and in generd, government fiscal interests are bound to confront
other paliticd and socid interest with uncertain results, o that the power of predictability of the
public choice pergpectiveis very amdl.

Conversdy, it could be argued that, as Pierson (1994) points out, retrenchment policies
follow adifferent logic than that used for expanding wdfare Sates in the post war period. Thenew
drategies are more bound to be based on divide-and-conquer strategies and practices amed at
obscuring vishility of changes and avoid respongihility. Once governments become increasingly
used to the new ways of acting, it is hard to predict whether or not they will use them more
profusdy, especidly if confronted with economic crises or other difficulties. They may well do so.
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However, there is no reason to think that Southern welfare states would be more interested on
profiting from sodd dumping behaviours. While probably more likely to be hit stronger by a
recesson, o that incentives for didoya competition would grow, socid needs would aso be
likdy to grow to a gredter extent than in other EU members, thus making socid policy
retrenchment problematic.
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Tablel

Evolution of expenditure on social protection (% GDP) 1970-1993
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Country 1970 1980 1984 1989 1993
B 18.70 26.1 29.6 26.66 26.9
Dk 19.60 29.7 289 29.9 33.23
D 21.50 28.6 285 275 31.0
Gr 13.3 20.0 20.7 15.8
E 15.6 174 20.1 24.5
F 19.20 259 294 275 309
Irl 13.20 20.6 239 19.7 21.5
I 17.40 22.8 271 231 25.7
L 15.90 26.4 26.1 25.2 24.6
NI 20.80 304 339 30.97 334
P 14.6 155 14.54 185
UK 15.90 21.7 24.1 21.7 27.8
Average 19.00 24.30 26.06 25.07 28.85
Source: Eurostat, severa years.
Table?2

Compar ative expenditure on social protection 1993.

GDP per Per capita Totd socid Old ageand Sckness | Unemploymnt
capita(l) socid expenditure% | survivors % GDP % GDP
expenditure GDP % GDP
1)

L 26.67 | L 6.63 | NI 33.63 | NI 1911 |D 79 |E 4.77
B 1776 |Dk  |560 |Dk |33.16 || 1761 |F 77 |Dk [4.08
D 17.30 | NI 558 |D 31.02 |D 15.58 | NI 712 | Irl 2.96
F 1721 | D 537 |F 30.89 |F 14.93 | Dk 6.06 |[NI 2.A
Dk 16.88 | F 532 |UK [27.82 |B 148 |[Ir 6.06 |B 2.63
I 16.62 | B 490 |B 27.62 |L 1471 |B 602 |D 198
NI 1658 |UK 1432 |l 2581 |[UK 1429 |E 601 |F 1.98
UK 1554 | | 429 |L 24.86 | Dk 14.00 | L 594 |UK 164
Irl 1254 | E 29 |E 24.46 |E 11.79 | | 545 |P 0.84
E 12.23 | Irl 268 |Irl 21.39 |Gr 1177 |P 532 |Gr 0.53
P 10.67 | P 19 |P 18.25 (P 943 |UK |[515 |It 0.53
Gr 983 |Gr 160 |[Gr 16.26 |Irl 725 |Gr 229 |L 0.21




Source: Eurostat, several years.
(1) Inthousand units of purchasing power parities
Table3
Evolution of per capita social expenditure (1980 / 1993)

Country Purchasng powe parities Percentage over EU average
1980 1993 1980 1993

B 2,127 4,904 127 109
Dk 2,072 5,598 124 124
D 2,441 5,366 146 119
Gr 450 1,598 27 35

E 892 2,992 53 66

F 2,057 5,318 123 118
Irl 916 2,681 55 60

It 1,396 4,291 83 95

L 2,414 6,630 144 147
NI 2,355 5,576 140 124
P 486 1,948 29 43
UK 1,451 4,323 87 96
TOTAL 1,676 4,505 100 100

Soruce: Eurostat, several years.

Table4

Tax receipts as per centage of GDP.
(1965-1994)
Country 1965 1975 1985 1994
B 312 41.8 47.7 46.6
Dk 29.9 41.4 49.0 51.6
D 31.6 36.0 38.1 39.3
Gr 22.0 255 35.1 425
E 14.7 19.5 28.8 35.8
F 345 36.9 445 44.1
Irl 259 313 364 375
It 255 26.2 345 41.7
L 30.6 42.8 46.7 45.0
NI 32.7 42.9 44.1 45.9
P 16.2 21.7 27.8 33.0
UK 304 35.5 37.9 Al
Unweighted 283 348 40.3 425
Average




Source: Messere (1997)
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Table5

Particular tax receipts as a per centage of total tax receipts

1985, 1990,1994

Country | IncomeTax | Corporate Tax | Sodd Security | VAT and Sdes Excises
1985 | 1990 | 1994 [ 1985 | 1990 | 1994 | 1985 [ 1990 | 1994 | 1985 | 1990 | 1994 | 1985 | 1990 | 1994
B 3H|32[31| 5|5 |6 |32[34(34|15|16|16| 8| 8| 9
Dk 50 | 53| 54| 513|443 3[2(21[19]|13|11] 11
D 20128 26| 6 | 5|3 |36[37]3]16|17]18] 9 9] 9
Gr 141141 10| 3 | 5| 6 | 36|31 |3 |17|26 | 22| 21| 15| 17
E 20122 23| 5| 9|54 [3|39]|15|16|15] 13| 10] 10
F 13|12 14| 4 5114 (4344432019 | 17| 9 8 9
Irl 313231 3|5 |9 |15|15|14]|21|21]|20| 22| 20| 17
It 27 |26 25| 9 |10 9 | 3H[33[31]|14|15]15] 9 11|12
L 26 |23 21| 18|16 |17 | 26 (27| 27| 12|14 |13 | 11| 11| 13
NI 1925|120 7 | 7|7 |44 |37|42|16|16|15| 7| 7| 9
P 16 | 19 8 | 7 | 26|27 26| 13|20 23| 29| 23|21
UK 27 |28 28| 12|11 | 8 | 18| 17| 18| 15|17 | 20| 14| 13| 14

Source: Messere (1997)




Per centual structure of labour costs componentsin industry, 1992

Table6
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Countries Wagesand | Compulsory | Voluntary Voceationd Taxes Others Subgdies | Monthly codts
sdaies contributions | contributions traning in ecus

B 70.6 23.8 3.8 0.2 0 2 0.7 24924
Dk- 9.4 1.9 1.2 2 0 0.4 2 2139.7

D 76.4 16.6 4.8 15 0 0.8 0.1 2548.5

F 68.3 184 9.5 1.9 0 1.7 2182.8

Irl 82.6 8 6.9 0.9 0 1.8 0.1 1725.4

It 70.3 304 14 13 0 16 54 2067

L 83.2 133 2.6 0.5 0 0.6 0.2 1943.3

NI 738 155 7.2 0.6 0 2.9 0.1 2231.1

P 74 18.7 2.9 2.9 0 1.5 492

UK 85.4 7.2 4.9 1.3 0 1.3 0.1 1745.3

E 75 225 1.9 0.2 0 1.3 1 1391

EU 75.7 17.2 5 1.4 0 1.3 0.7 2086.1

Source: Survey on labour costs (1992)




Table 7
Social protection and competitiveness, 1993

Country Socia expenditure Per capita GDP
% GDP EU=100 Unitary Labour Costs
1991 =100

B 27.62 110.6 99.8

Dk 33.16 109.8 98.2

D 31.02 118.2 100.5

Gr 16.26 63.2 95.0

E 24.46 76.3 100.0

F 30.89 107.0 100.1

Irl 21.39 78.6 99.1

It 25.81 1014 97.1

L 24.86 160.1 98.4

NI 33.63 101.6 102.0

P 18.25 67.8 94.4

UK 27.82 97.0 96.8

EU 28.85 100 98.7

Source: Eurostat and Economie Européene (1996)




