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The last decade, has witnessed an increased salience of social policy as a political issue in virtually all European countries. As a result of socio-economic developments, most notably  population ageing and economic globalization, welfare states find themselves under pressure. In this context, governments have engaged in a process of welfare state adaptation. Unlike  in previous decades, however, since the early 1980s in the UK, and the early 1990s in the rest of Europe, the direction of social policy change has been towards cost containment and even retrenchment. What is the significance of this shift? Is there some consistent pattern behind it? Are we heading towards a new model of welfare state?





This paper tries to explore these questions, by looking at recent social policy developments in a number of countries, which represent the various models of social protection found in Europe (mainly France, Germany, Italy, Sweden and the UK). It is based on information collected by the OECD (Kalfisch et al 1998) as well as on conference papers, which provide the most up to date information on a rapidly changing subject matter. The sectors of the welfare state covered are unemployment compensation and pensions, because they are the most directly affected by the the key pressures of globalization and ageing.





On the basis of the empirical evidence assembled, the paper tries to identify common patterns of change across areas and countries. The main argument put forward, is that the post-war process of decommodification, defined as the ‘degree to which individuals, or families, can uphold a socially acceptable standard of living independently of market participation’ (Esping-Andersen 1990: 37), has been reverted, and we are now seeing the opposite process taking place: recommodification. This process, however, is accompanied by measures that are intended to improve the situation of commodified workers, such as tax credits, free child care, parental leave, etc. The dominant theme of social policy in the late 1990s, is not to decommodify wage earners, but to improve their situation as commodified workers. 





This trend, has to do with economic globalization. In general, social programmes which reduce work incentives are likely to be incompatible with economic competitiveness. For example, generous unemployment benefits with few conditions attached, can increase the reservation wage and result in high cost of labour or lack of labour supply for some low-wage activities, which as a result could be transferred to other countries or performed by the informal economy. Generous and unconditional unemployment compensation, thus, seems an unavailable option in  a globalized economy. What can be done, however, is to combine the necessary cuts in the benefit levels with measures that facilitate life in the low-wage jobs that could thus be created. Examples are free child care, family benefits, parental leave, tax credits for low income families (such as the American EITC). These policies can significantly improve the living conditions of those who might be forced into low-wage jobs as a result of cuts in unemployment benefits, but have no detrimental impact on work incentives and competitiveness They are compatible with economic internationalization.





A similar development can be observed also in the area of pensions. In the past, pension schemes were designed to guarantee an adequate income in retirement, thus protecting workers from the risks associated with inflation, market performance, dependency ratios, etc.. What we are seeing in a number of countries in the 1990s, is a transfer of the burden of risk from the state to the individual. This can take different forms: an increase in the role of the private sector in providing pensions (United Kingdom); or a change in the pension formula, which removes the obligation for the state to guarantee a certain level of pension. The level of future pensions will depend on what happens to the economy and to demographic structures (Sweden, Italy).





These trends - recommodification and risk transfer to the individual - can be observed in a series of policy changes adopted in various countries, in the areas of unemployment compensation and pension policy. What is interesting, is that even though these processes take different forms in different national context, they seem to be occurring in all the countries surveyed. 








UNEMPLOYMENT COMPENSATION


Unemployment compensation is central to the interface between social and economic policy. It  can have an impact on the supply and on the cost of labour, parameters which are highly relevant to a country’s performance in a globalized economy. In general, policy in this area has been characterised by an attempt to strengthen work incentives, pursued by cutting benefits, by tightening eligibility criteria and by co-ordinating unemployment compensation with in-work benefits, so as to make sure that ‘work pays’. In addition, we are seeing a generalised shift from passive compensation towards active labour market policies. These are no longer a specificity of the Nordic countries but have been developed in various welfare states. Among others, Britain and Switzerland have introduced large scale active programmes in the late 1990s (Kalfisch et al. 1998; on Britain, see below). 





One overall theme in the reform of unemployment compensation systems has been the reduction in the level, and sometimes the duration of benefits, which can be seen as a response to incentive problems, but also simply to financial concerns. For instance, in 1993 Germany reduced unemployment benefits by 1 per cent and 3 per cent for claimants with and without dependent children respectively. The duration of unemployment assistance benefits for those who had not previously been on the contributory scheme, was also reduced to 1 year (Clasen 1997).





A more substantial cut was adopted in Sweden, where in 1995 benefits were cut from a generous 90 per cent of earnings to 75 per cent (the cut affected also other earnings-related benefits, like sickness and disability). In 1997, however, the cut in the replacement rate was reversed to 80 per cent. Sweden has also introduced a 6-day waiting period before a benefit can be drawn and a time limit of three years on insurance benefits (which can be extended to four years for those with a long contribution record). Eligibility has been tightened by excluding participation in ‘recruitment support’ programmes (an active labour market programme for new entrants to the labour market) from the range of activities which are counted as work for the purpose qualifying for insurance benefits (Palme and Wennemo 1997; Kalfisch et al. 1998; Stahlberg 1997).





In Britain, unemployment compensation policy has been characterised by three trends: downward pressure on the level of benefits, increased targeting and a fairly explicit attempt to re-commodify recipients. Levels of benefits have been modified on numerous occasions. Atkinson and Micklewright (1989) provide a list of the main changes adopted in benefits for the unemployed between 1979 and 1988. Measures adopted included the removal of the earnings-related supplement on the unemployment benefit (insurance) in 1980; the removal of statutory indexation of benefits (in 1986); and the taxation of unemployment benefits, which has been removed by the Major government in 1992 (Glennerster 1994: 185). Altogether, Atkinson and Micklewright identify some 32 individual measures adopted in the ten-year period they cover, of which 23 they see as disadvantageous to the unemployed, 7 as having undetermined effects and 4 as favourable (1989: 21). 





In relative terms, cuts on the insurance unemployment benefit were more substantial than those affecting the assistance benefit, income support (see also Pierson 1994: 102). The two benefits have been subjected to the same erosion process, but the insurance benefit has also been subjected to more radical cuts. First, as seen above, the earnings-related supplement was abolished in 1980. Second, in 1996 the maximal duration of the insurance benefit was reduced from 1 year to six months (Erskine 1997: 138). The result of the differential treatment of insurance and assistance benefits, has been a dramatic increase in the role of means-tested provision in supporting the unemployed. In 1997/1998 only 5 per cent of benefit expenditure for the unemployed is expected to come from insurance benefits (Erskine 1997: 138). 





Finally, British policy towards the unemployed has been directed at the recommodification of recipients. This has been achieved in two ways: first by 'making work pay', i.e. by removing marginal rates of taxation of 100% or higher for unemployed people who enter employment on low incomes (Hills 1993). This was one of the key objectives in the 1986 social security act, when some adjustments were made through the introduction of in-work benefits (Family credits). This was an attempt to reconcile two key objectives of Conservative income support policy: increase targeting and strengthen work incentives. More recently, the Labour government has been going in the same direction by planning the introduction of a Working Family Tax Credit (similar to the American EITC), and various other means-tested benefits available to those who are in work, such as child care vouchers (DSS 1998: 57-62). The goal of recommodification has been pursued also by strengthening the 'availability for work ' requirement as a condition for the receipt of benefits. This was done in 1996 through the transformation of the unemployment benefit in a Job Seekers Allowance, and more recently, through the introduction of a welfare to work scheme by the Labour government for youth and long term unemployed (Convery 1997; DSS 1998). 





France has a complex system of unemployment compensation, with insurance benefits set at different replacement rates according to age, length of contribution record, and duration of unemployment. The system provides also various kinds of means-tested benefits for the long term unemployed and those with no contribution record. The main reform of the unemployment insurance system was adopted in 1992 through an agreement between some social partner. With the reform, the different unemployment insurance benefits were replaced by only one 'digressive' benefit (which decreases with time) known as the Allocation Unique Dégressive (AUD).





The new unemployment insurance benefit is payable only for a limited period of time, which depends on the contribution record. The amount of the benefit decreases with time. For instance, a person who had worked at least 14 months of the last 24 receives a full benefit for 9 months, then loses 17 per cent of the benefit at 6-monthly intervals (the intervals were 4 months between 1992 and 1996). Claimants with a shorter contribution record may be awarded benefits for a shorter period. While entitlement to the main unemployment insurance benefits runs out after 30 months, a variety of measures exist to extend the cover provided by the unemployment insurance fund. Most important of these is the Allocation de Solidarité Spécifique, which is subject to a means test, but is still contributory (Join-Lambert 1997). 





Besides these reforms, France has also developed various forms of active labour market policies, which generally aim at favouring re-insertion into work of the long term and young unemployed. The cornerstone of this effort was the introduction in 1988 of a new non-contributory scheme: the Revenu Minimum d’Insertion (RMI). Its main features are the guarantee of a minimum level of resources to anyone aged 25 or over, which takes the form of a means-tested differential benefit. The rates, which vary according to family size, are rather low, generally set below the level of the minimum wage. The RMI has also a re-insertion dimension, in the form of a contract between the recipient and ‘society’. Recipients must commit themselves to take part in re-insertion programmes, as stated in a contract, signed by the recipient and a social worker. Such programmes can be either job-seeking, vocational training or activities designed to enhance the recipient’s social autonomy.





Retrenchment has certainly figured prominently in the reforms of unemployment benefits adopted in most European countries. Cuts in benefits (levels, duration, eligibility) have been adopted virtually in all countries, with the exception of southern European countries, where unemployment compensation was an underdeveloped area of the welfare state at the beginning of the 1990s (Ferrera 1996) and which as a result have seen some expansion as part of a catching up process with their Northern European counterparts (Kalfisch et al 1998). Cuts in benefits, however, have not been the only the only themes in unemployment insurance reforms. Concern with the optimisation of  labour supply have resulted in the expansion of active labour market policies in a large number of countries.








OLD AGE PENSIONS


By the late 1990s, a majority of European countries have adopted reforms designed to reduce or contain future levels of pension expenditure (Myles and Quadagno 1997, Taylor-Gooby 1999). In general, the institutional configuration determines the way in which cuts are performed: Bismarckian (contributory) schemes tend to move from defined-benefit to defined-contribution pension formulas (Italy, Swedish earnings-related pensions), while the Beveridgean (universal) ones tend to revert to some form of income testing (Myles and Quadagno 1997). The outcome of these to different exercises is however fairly similar: the burden of risk associated with pension provision is increasingly transferred to the individual.





Britain was the first major European country to adopt new pension legislation with a view to reducing the level of state intervention in provision for retirement. The British pension system was transformed as a result of two important policy decisions, which affected the basic pension and the second tier of provision respectively. In the early 1980s the Thatcher government decided to shift the indexation of pensions from earnings or inflation (whichever was higher) to inflation only. The impact of this measure was limited in the short run, but in the long term it constitutes a serious reduction in the significance of the scheme. According to Atkinson (1994), the value of the basic pension, expressed as a per cent of average income, has declined from 32 per cent in 1983, to 22 per cent in 1993.





The second important change was adopted in 1986, as part of the ‘Fowler Reviews’ of the UK’s social security system. Then the value of the State Earnings Related Pension Scheme (known as SERPS) was cut by a change in the formula. The benefit, instead of being calculated as the 25 per cent of the best 20 years of earnings, was to be scaled down to 20 per cent of lifetime earnings. At the same time, employees where given the opportunity to opt out from SERPS (and from occupational pensions, for those who had one) and buy an individual personal pension. The key result of these changes has been an overall reduction in the level of state provision for retirement, and an important expansion in the role of the private sector. By 1993, some 5 million employees had left SERPS and moved into private pensions.





For much of the postwar period, Italy has had one of the most generous pension systems in Europe. Before the 1990s, the statutory age of retirement was among the lowest in the continent, at 55 for women and 60 for men. In addition, Italians were able to retire at any age if they had paid contributions for 35 years, with a pension equal to 70 per cent of the last 5-years average salary. For civil servants, only 20 contribution-years were enough for a full pension. Obviously, such a generous system proved extremely costly for the public purse, and as the government budget deficit reached worrying proportions in the early 1990s, it became clear that cuts in the area of pensions were needed.





The system was reformed in two stages. First, in 1992, the statutory age of retirement was increased to 60 for women and 65 for men; the reference period was to be extended from the last 5 years to the last 10 years (and to lifetime earnings for those who started working after the adoption of the reform). Finally, early retirement based on 20 contribution years for civil servants was abolished (the period was extended to 35 years, as for private sector employees). All these measures were not enforced immediately, but were meant to be phased in over a fairly long period of time, with some of the measures becoming fully effective only in 2002 (Ferrera 1997). The 1992 reform introduced some measures of cost containment, which because of the long phasing in period, did not impact on public spending in the following years. Besides, even with all the measures in place, the Italian pensions remained of exceptional generosity in Europe.





That is why towards the mid-1990s pension reform came back on the political agenda. In 1995, a politically difficult reform was adopted with the support of the trade unions. On this occasion, change was more radical. The key modification was a shift from a defined-benefit system, where benefits are expressed as a proportion of earnings over a given number of years, to a defined-contribution system. Benefits now depend on the total amount of contributions paid by workers, which upon retirement is converted into an annuity whose value depends on the age of the person, on how the country’s economy is performing and on the number of pensioners. The last two adjustment are meant to allow the government to keep pension expenditure under control. The system remains financed on a pay-as-you-go basis, which means that the shift to defined contributions is de facto fictitious.





Together with this measure, a number of other features of the old system were changed. First the notion of a statutory age of retirement has been abandoned, with employees now able to retire between 57 and 65 years of age, with more or less generous benefits according to age. The option of retiring after 35 contribution-years has been maintained until 2008, but with the additional requirement that the claimant must be at least 57 years old (Ferrera 1997; Artoni and Zanardi 1997). 





The 1995 reform has introduced an element of uncertainty in pension policy, due to the fact that benefits can now, in theory at least, fall to very low levels. Italy has one of the lowest birth rate in Western Europe, and since the value of the pension will depend on demographic developments, the result may well be a significant reduction in the level of state pensions.





A reform based on a fictitious defined-contribution system was adopted also in Sweden. The earnings-related component of the Swedish pension system, known as ATP, was modified in 1994. Under the new legislation, the pension is to be based on lifetime contributions re-valued according to changes in real wages, and calculated on the basis of the life expectancy of the relevant cohort. These measures are supposed to mitigate the impact of ageing on pension expenditure. As a result of the change, the amount of the standard pension is expected to decline from 65 per cent to 60 per cent of gross earnings. The reform has also introduced a funded element in the system. Contributions, which amount to 18.5 per cent of gross earnings, are split between a pay-as-you-go scheme (16.5 per cent) and a new funded scheme (2 per cent), which, according to current projection, should compensate employees for the reduction of the standard benefit (Stahlberg 1997; Palme and Wennemo 1997).  





Many of the parameters that will determine the value of pension benefits in the future, like life expectancy, wage growth and returns on capital for the 2 per cent contribution to a funded scheme are not known at present. As a result it is not possible to ascertain whether the Swedish reform constitutes an instance of retrenchment expansion, or simply continuity. The new scheme was designed so as to deliver the same benefits that are paid today, if demographic and economic developments follow the central government projection. In case of departures from it, future benefits could be lower as well as higher then present ones. However, the significant changed implied by the Swedish reform (and the Italian) is that employees have lost some of the security in their pension entitlements that was guaranteed under the previous system.





In France, the 1980s have seen a growing concern over the issue of financing pensions. Between 1985 and 1993 a series of government mandated reports were published. All of them took a rather pessimistic view of the future of pension policy in France, and called for saving measures to be adopted. The reform of pension, though, was widely perceived as a politically sensitive issue, so that throughout the 1980s governments of the left and of the right tended to procrastinate. It was only in 1993 that the newly elected right-wing government managed to adopt a reform of the main basic pension scheme, covering private sector employees. This was made possible by a carefully designed reform package, which included both cuts and concessions to the trade unions with regard to their role in the management and control over pensions (Bonoli 1997). 





The changes adopted in 1993 fall under three categories. First a ‘Fonds de solidarité vieillesse’ has been created, which has the task of funding non-contributory benefits. Second, the qualifying period for a full pension is extended from 37.5  to 40 years; the period over which the reference salary is calculated, is extended from the best 10 years to the best 25. These are being introduced gradually over a ten-year transition period. Finally the indexation of benefits is based on prices (as opposed to earnings) for a five-year period (Ruellan 1993: 919). 





In the long term, the  impact of the reform on pension expenditure could  be quite substantial. According to projections by the administration of the old age insurance scheme (CNAV), without the 1993 reform contribution rates in 2010 would have had to be increased by around 10 percentage points. With the reform, if indexation according to prices is maintained, this figure could be between 2.73 and 7.26 percentage points. The 1993 reform will have an impact on the amount of pensions as well and on actual age of retirement. Because of the extension to 40 years of the qualifying period, it is expected that some employees will delay their retirement in order to receive a full pensions despite the reform. The extension of the period over which the reference salary is calculated will have an impact on the level of pensions. The impact of this measure is a reduction in benefits  by  7-8% for high salaries, but does not affect those on the minimum wage, as they receive the minimum pension (minimum vieillesse), which has not been modified by the reform (Ruellan 1993: 922).





Finally Germany has also reformed its pension system twice in the 1990s. First, the Rentenreform 1992 (designated by the year it came into force) was explicitly designed to respond to the expected increase in pension expenditure due to population ageing. The main changes were a shift in the indexation of pensions from gross earnings to net earnings and an increase in the cost of early retirement for the worker. The change in indexation was seen as introducing an element of self-regulation in pension expenditure: under the post-1992 system, if contributions are increased to finance increased pension expenditure, this will reduce net earnings and as a result pension payments. The goal is to achieve an equitable share between workers and retirees in bearing the cost of population ageing. 





Early retirement had become a common practice in Germany. Only a minority of workers waited until the statutory retirement age, which in the pre-1992 system was set at 65 and 60 for men and women respectively, to quit the labour market. The rules concerning early retirement were particularly generous, as they only took into account the missing contribution years, and not the longer period for which a pension needs to be paid. As a result of the 1992 reform, the cost of early retirement has been increased, though still lower than if actuarially determined. The benefit is reduced by 0.3 per cent per month of anticipation. The statutory age of retirement of men and women have been equalised at 65, though this will occur over a fairly long transition period, to be completed in 2012 (Schmähl 1993).





The 1992 reform was adopted by the Christian-Democrat government with the support of the Social-democrats and of the trade unions. At that time it was felt that the pension problem had been dealt with, for a few years at least. However, towards the mid-1990s, amidst concern for rising rates of unemployment, an ambitious reform programme was launched, with the intention of creating a more favourable environment for job creation, particularly by reducing social insurance contributions. Initially, this programme was to be carried out in a characteristically German consensual manner: negotiating change with the Social-Democrats and the trade unions and employers. However, after the left worried by the overall direction of reform, abandoned the negotiations, the government decided to go ahead on its own. As part of the first set of measures, adopted in 1996, the phasing in of the retrenchment measures agreed in the 1992 pension reform was accelerated: instead of 2012, the transition will be completed by 2004. 





The most significant changes, however, were passed in 1997, as part of the Rentenreform 1999. Among these the most important, and controversial, was certainly the introduction of a ‘demographic weighting’ of pension benefits. Basically, if life expectancy increases, benefits are reduced so as to counter the effect of demographic pressures. This will affect both new benefits, via changes in the formula, and benefits already in payment, via indexation. On the basis of current demographic projections, it is expected that the standard replacement rate will be gradually lowered from 70 of to 64 per cent of average earnings. This measure was adopted against the Social-Democrats, then in opposition. At the time, their policy was to reverse this part of the reform.





Other measures introduced in the Rentenreform 1999 were less controversial, and included an increase of the federal subsidy to the pension scheme (paid for by a 1 percentage point increase in VAT), and the improvement of contribution credits paid to those with caring responsibilities. The earnings basis of the credit was increased from 75 to 100 percent of the average salary, and the credit will not be reduced if the carer is involved in paid work (Hinrichs 1998).





Pension system are being retouched virtually everywhere. Change is seldom path-breaking, but consists mainly of adjustments in the various parameters that define the level of benefits. In most cases, the measures adopted have a fairly long phasing in period, sometimes up to 20 years, which means that the full effects of reform will not be felt until well into the next century. For some countries, where the pension formula has been adapted so as to reflect economic and demographic developments, the effects of policy change will not be known until the reform will be fully implemented. The significance of these changes, however, is the partial abandonment of the role of guarantor that the government used to play in pension policy. The burden of risk in pension policy is increasingly being shifted onto the individual.
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TRENDS IN WELFARE RETRENCHMENT AND REFORM


This brief review of social policy change in Europe over the last ten years or so, shows the dominance of retrenchment as the main theme of reform. In some cases, reductions affect the very level of benefits (unemployment compensation), in some others, it is the security associated with state provision which is being undermined (pensions). Both of these development constitute a reduction in the extent to which the state protects citizens from market forces. In this respect, both can be qualified as retrenchment.





Together with the retrenchment measures discussed in the paper, European welfare states have also adopted some measures of expansion over the last few years. These concern mainly policy areas which respond to emerging new needs and aspirations of the public. Two examples are particularly relevant: social care for elderly people and policies to reconcile work and family life. Germany, for instance, introduced a brand new social insurance scheme to pay for long term care in the early 1990s (Ruppel and King 1995). Other countries, manly in Northern Europe but not only, have adopted and reinforced a series of measures aiming to make it easier, mainly for women, to reconcile work and family life. The measures adopted range from child care provision, to parental leave schemes (Kalfisch et.al. 1998). 





These elements of expansion, however, remain limited, and concern new objectives of welfare states rather than its classical functions of protection from market-based uncertainty and labour-market dependency. Instead, the state’s withdrawal from these functions seems to be the dominant theme in social policy-making in the late 1990s. As Esping-Andersen (1990) has persuasively shown, during their expansion phase many welfare states were successful in reducing people’s dependence on labour market participation in order to afford a decent living. Recent changes, such as those reviewed above, seem to engage in the opposite process, recommodification, by increasing people’s dependence on the market. 





Recommodification seems to be the intentional outcome of the reforms of unemployment benefits. In this area, cuts in benefits have often been justified by the need to restore work incentives, and increasingly, cash is handed out only to those who are willing to reciprocate, by taking part to welfare-to-work programmes, training, and so forth. Recommodification is not incompatible with the expansion of provision in some areas, such as family policy. The measures adopted here, in fact, are generally designed to facilitate entry into the labour market particularly for women and single parents (child care, parental leave). These policies can be seen as improving the living conditions of  the ‘(re-) commodified workers, rather than elements of decommodification..
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