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Italy has one of the “worst” labour markets in Europe. This statement is often made by analysts and labour experts. One may disagree with that statement, but it is unquestionable, as the statistics show rather well, that Italy shares with some other southern European countries a series of negative records, such as the highest rate of long-term unemployment, the highest youth unemployment rate, the lowest participation rate of women and older workers, and, lastly, the lowest employment rate, which is very far from the target of 70% of the working age population that the European Union has set for 2010.

Two other important features characterize the Italian labour market. The first is the diffusion of undeclared work in the underground economy; the second is the regional disparities of the overall conditions of the labour market. The first part of the paper shall describe these key facts.

The search for an explanation of this poor performance leads to the institutional set-ups of labour and product markets, and the second part of the paper will deal with the relevance, in the Italian context, of those institutional factors that existing economic literature considers the determinants of the performance of the labour market. In the case of Italy, at least some of these institutional factors not only contribute to explaining the overall negative performance, but can also provide an explanation of the observed segmentation of the Italian labour market. Job opportunities are unevenly distributed among the labour force. Imperfections and rigidities produce the effect, among others, of increasing the marginalization of specific segments of the working population.

The final part of the paper will briefly describe the recent events and policy responses to these problems.

1. THE KEY FACTS

A standard way of assessing the functioning of a labour market is to look at a few indicators that are intended to capture the efficiency in using and allocating the available human resources. The usual indicators are the unemployment rate and the employment rate (the proportion of employed people over the working population). As shown in Table 1, Italy is distant from the average country in Europe. The unemployment rate was roughly similar in the early ’90s, but in subsequent years things have been going much less well than in other European countries. Only in the most recent period has the gap been reduced. The difference in the employment rate is much larger. The figures suggest that in Italy, for every person employed, there is another one who could potentially work but, for a variety of reasons, does not, because he is inactive, unemployed, retired, etc. As a matter of fact, quite a number of these people do work, but they do so in the underground economy and thus do not appear in the official statistics.

In principle, there is nothing wrong in deciding not to work, because of a strong preference for other activities. However the high level of unemployment and undeclared work on one side, and the low participation rate of specific segments of the population on the other, make the aggregate distribution between work and not work difficult to sustain in the long run, and in the specific case of Italy we must also observe that the population is aging more quickly in this country than in other parts of Europe. The European Union’s target of 70% to be reached by 2010 is very far from the actual Italian employment rate, and we would need to increase the speed of adjustment by five times the value recorded in the last ten years, if we want to achieve the target in time.

The factor - which mainly contributes to the observed difference in employment rates between Italy and the other European countries - is the far lower proportion of young, female, and older workers who are employed. On the other hand, there is no difference in the employment rate of adult males: the Italian rate is very close to the European average. 

Lastly, as shown in Table 3, the dimension of the underground economy is much greater in Italy than in other countries. The recent works of Schneider et al. report that the proportion of the shadow economy in Italy is almost twice as much as in other industrialized countries.

2. THE INSTITUTIONAL FACTORS

In Table 4, Italy’s position in the rankings of the European countries is reported for each of the institutional factors that, according to the existing literature, can negatively affect the functioning of the labour market. The rankings are the results of previous studies and Italy’s position Italy has been set apart in the table. The list of these factors includes: union power, the features of the collective bargaining system, the tax benefit system, active labour market policies, employment protection legislation, and regulations of the product markets.

Union Power and Collective Bargaining

There are different methods through which the bargaining structure may affect wage levels and macroeconomic performance. A very important one consists in the internalisation of externalities. Higher wages for one category of workers may produce negative effects for other groups. Wage decisions under uncoordinated collective bargaining will not take these negative externalities into account, but under co-ordination they can be internalised. Co-ordination works toward real wage restraint. As a consequence, employment is higher under co-ordinated than under uncoordinated bargaining. When collective bargaining takes place at the national level it tends to be co-ordinated, but co-ordination can be reached in a decentralized system also.

A combined index of centralization and co-ordination has been calculated in a recent study (Iversen, 2002) and then used to produce a ranking of countries. Italy has been classified in an intermediate position, as a country that is neither very decentralized nor centralized. The position of each country can change over time. There are many aspects of the institutional set-up of the bargaining system, and some of them have undergone variations over the past ten years. From many studies (Nicoletti, Iversen, Boeri), it emerges that there are just as many countries where national co-ordination has weakened, as there are countries where nation-wide co-ordination has strengthened during the ’90s. Italy is certainly in the second group.

One form of co-ordination, which has been important in recent years, consists of the so-called “Social Pacts”, which are agreements, usually tripartite, establishing norms of (moderate) wage policy. The convergence criteria of Maastricht and the implementation of “EMU” has inspired these Pacts between the government and the social partners, aimed at making the country fit for the single currency target.

One important effect of the Pact signed in Italy in 1993 (Accordo sul costo del lavoro – Cost of Labour Agreement) was an increased co-operation in the fight against inflation and the public deficit. Co-operation increased not only between the unions and the employers’ organizations, but also among unions themselves. The three major national unions (CGIL, CISL, UIL) have different ideological roots and this diversity sometimes emerges, becoming a strong dividing factor. After a decade of co-operation, over the past two years dividing factors have become stronger, and they are now dominant in the relations among unions.

The Tax Benefit System

A second important institutional factor, which affects the functioning of the labour market, is the so-called tax wedge. Taxes on labour, such as social security contributions and taxes on personal income, tend to discourage the labour supply, while, on the demand side, increase labour costs and depress the labour demand. The combination of minimum wages and payroll taxes may be a cause of wage rigidity and higher levels of unemployment.

In the ranking of the level of the tax wedge also, Italy lies in an intermediate position. In Italy, the amount of social contributions amounts to 32.2% of the average wage level, compared to 31.0% for the average of the 15 EU countries. Income tax is 14.2%, compared to 14.1% for the EU average. These percentages are very similar. The position of Italy used to be much higher (meaning higher taxes) in the ranking of countries, up until a few years ago. In the late ’90s, social contributions for the health service were abolished and a new tax on value added was introduced in their place.

Another factor is the system of income support in favour of the unemployed. Much has been said on the negative effects of the unemployment benefits on the level of unemployment and on the positive effects of policies aimed at reducing the “generosity” of the benefits. The United Kingdom is one of the countries where lower levels of unemployment have been reached in this way.

In Italy, “generous” unemployment benefits have never existed, at least for the great majority of unemployed people. Until a few years ago, the daily benefit was less than one euro, the price of a cup of coffee!

The financial resources, as a proportion of the GDP, spent on unemployment benefits, is the statistic used for the ranking reported in the table. In Italy, they amount to 0.6% of the GDP, compared to the 1.7% of the average EU country. Italy shares the position at the bottom of the classification with Greece.

An important point is to be made in this context. The system of income support is very “generous” with those workers who risk losing their jobs when redundancies occur in large manufacturing firms. They are only a tiny fraction of all workers who become unemployed. Two schemes can be used for this category of workers: the “CIG” (a fund for temporary layoffs) and the “mobility list” (a benefit for collectively dismissed workers, waiting to be placed in other jobs). On the whole, the insurance against the risk of unemployment is unevenly distributed across the different categories of workers.

The institutional factors considered so far do not seem to negatively affect the Italian labour market more than they do in other countries. The indicators used to measure the importance of these institutional factors in different national contexts do not place Italy in an unfavourable ranking order. As a result, it is difficult to see in these factors the reasons of the relatively poor performance of the Italian labour market. The question now is: are there other institutional factors that can explain what we are observing? The lower part of the table attempts to provide an answer to this question.

Active Labour Market Policies

One way to prevent people from staying unemployed for long is to adopt the so-called “Active Labour Market Policies” (ALMP). These policies include measures such as: public employment service (for job-hunting assistance), public training programs, youth measures, subsidized employment, and measures for disabled people and other disadvantaged workers.

According to the results of a wealth of literature on the effects of ALMP, it appears that training programs, job creation in the public sector, and subsidies to private-sector employment are not very effective, unless they are small in scale and well targeted to the specific needs of both job-seekers and local employers. But this is exactly what does not happen in Italy, where most of the resources spent on ALMP are absorbed by employment programmes and job-creation incentives that are vast in scope and scale and not at all targeted. This is, for instance, the case of the incentives offered to enterprises that hire young people. The scheme applies to the whole population of young people, and the result is that many subsidized hirings would have taken place anyway, even without the financial incentives (Rettore, Trivellato, 2002).

The amount of resources spent on ALMP in Italy is not low, when compared with other countries, but it is the qualitative aspects of the policies that are lacking.  The Public Employment Service  (PES) has been recently reformed and the running of the system has been decentralized from central to local government. But they are still badly organized and the results are very poor: the “penetration rate” of the PES is roughly 4%, which is extremely low if compared to the corresponding rate of other countries (Ministry of Labour Monitoring, 2002). Only in the last two years, there has been some improvement in the quality of the services offered by the PES, but it concerns only a few regions and provinces of the North-Centre of Italy (where ALMP are less needed!).

Employment Protection Legislation

The potential incompatibility of Employment Protection Legislation (EPL) with labour market flexibility has motivated a large body of research. Strict regulation raises the costs to employers to adjust the size and the quality of the labour input to the production requirements. The central question has been whether strict EPL is an important contributor to the persistently high level of unemployment and to the low employment rate experienced in many countries. On the whole, while the effect on overall unemployment seems to be rather small, more relevant and negative effects are produced by stringent EPL on the employment rate of particular categories such as young people, women, and older workers, and also on the long-term unemployment rate.

For the definition of EPL, the table refers to the research done by the OECD. EPL is defined and measured according to the strictness of the legal and “de facto” regulations governing hiring and firing.

Three broad areas have been identified as being indicative of the strictness of dismissal protection: a) procedural requirements for the employer; b) notice and severance pay; c) prevailing standard of and penalties for unfair dismissals. It is in this last area that Italian regulation is very strict. In this area, the indicators refer to the length of the trial period during which no claim of unfair dismissals can be made. This trial period in Italy is very short, which means that it is rather early in the employment relationship that the employer has to face difficulties in dismissing his workers (when he needs to do so).

Further indicators refer to the amount of compensation pay which must be paid in case of unfair dismissal, and to the well-known (at least in Italy) reinstatement principle on the basis of which the worker, in the event of unfair dismissal, has the right to choose between a rather high compensation pay and reintegration into his/her previous job. The norm applies only to workers in establishments with more than 15 employees.

According to the OECD’s studies, the position of Italy has somewhat deteriorated over the past ten years, because while Italian legislation has remained the same, other countries, such as Spain, have eased their legislation, gaining a better position in the countries’ rankings.

According to the indicators used for temporary workers and collective dismissals, Italy is again in a position that reflects rather strict regulations.

The summary indicators for the three main components of EPL that appear in the table show that there are only two countries in Europe where the EPL is slightly stricter than in Italy, and these are Portugal and Greece. Spain is in fourth place in the classification of rigidity.

Product Market Regulations

One further institutional factor that can explain the poor performance of the labour market is product-market regulation. This factor has nothing to do directly with the labour market, but can have indirect effects, as it creates an environment conducive to bad employment prospects. The preliminary results of recent studies on this topic show that the combination of Product Market Regulation (PMR) with EPL produces negative effects on employment (Nicoletti et al., 2002).

The indicators that have been taken from these studies and are proposed in the table describe the regulations restricting market mechanisms and international trade. These indicators make it possible to rank countries on the basis of an increasing level of unfriendliness to competition. The indicators cover barriers against entry into the market, public ownership, price controls, government involvement in business operations, administrative burdens, market concentration, and vertical integration.

Italy’s regulatory environment is much stricter than that of the average European country. While barriers against trade and international investment have been gradually eliminated during the process of European integration, economic regulations at home are very restrictive, and include widespread public control of the business sector, legal limitations to competition in a wide range of service markets, administrative controls over certain prices, and restrictions on the provision of some services.

Lack of competition in the product market is likely to have harmed Italian consumers significantly by preventing the prices of some services from declining as fast as in other OECD countries. Data taken from the European Central Bank show that the prices of telecommunications, gas, and electricity in Italy were still above the Euro area in the year 2000. These mark-ups on costs, which keep prices at high levels, play the same role as the tax wedge: they increase the distance between the labour costs paid by firms and the real consumption wages of employees.

Some reforms have taken place in recent years. The regulatory environment has been changed, but not enough. In the field of administrative regulations, burdens and requirements have been reduced, in particular for start-ups.

Some liberalisation of telecommunications has taken place, but at a slower pace than in other European countries. Steps have been taken also in electricity and gas to ensure access to competitors in the market, but on the whole, competitive pressures are still much lower than in other EU countries.

Some Preliminary Conclusions

On the whole, it is fair to say that labour market institutions prevailing in Italy combine the stringent job protection observed in Southern European countries with an intermediate-to-high degree of centralized union control over wages and working conditions that is observed in Northern European countries. The mix of these two features, together with relatively weak income support to the unemployed, a tax wedge that funds social transfers that are largely employment-related (pensions), and active labour market policies that are rather ineffective in training and placing the unemployed most in need, tend to provide a strong power to insiders.

The corporatist protection is reinforced by product market regulations that restrict competition and create an environment conducive to the exploitation of economic rents that firms tend to share with insiders.

An important feature of this system is that the protection of insiders is not evenly distributed throughout the economy. Workers in large manufacturing firms tend to be much more protected. As we have seen, income support during spells of unemployment is much higher for these workers. Compliance requirements, compensation pay, and right to reinstatement are all aspects of the regulation of individual dismissals that are much stricter for bigger firms. Additional procedural requirements for collective dismissals are typical of large firms (see FIAT), which have to open a table for negotiating with unions and the government on timing, consistency, and composition of redundancies. When these disadvantages of being large are added to huge administrative burdens and requirements that usually increase more than proportionally with size, the effect is a composition of Italian employment dominated by a large share of self-employment, firms with fewer than 15 employees, and an increasing number of so-called “parasubordinati” (“quasi-regular”) labour contracts, not to speak of the astonishing widespread presence of the underground economy.

3. THE NORTH-SOUTH DIVIDE

In Italy, as in other European countries, there is a considerable variation in the rate of unemployment across regions. Unemployment is concentrated in the regions of the South where the poor performance of the labour market reflects the unsatisfactory general economic conditions of these regions. These regional imbalances indicate that one or more mechanisms for adjusting this situation are not functioning. The same considerations apply to Spain and Germany, just to mention the countries where regional imbalances are most relevant. Graph 1 shows the interregional difference in the unemployment rate in these three countries. In Italy the gap is greater than in the other two: between “Trentino-Alto Adige” and “Calabria”, there is a difference in the unemployment rate of almost 25 percentage points, a figure more than twice the economy-wide unemployment rate. The interregional differential has progressively increased. At the same time, internal migration flows from the South to the North have decreased. Only recently have the migration flows been increasing, but they are still insufficient and inadequate as an adjusting mechanism. Moreover, the working-age population is increasing faster in the South than in the North, so that the regional mismatch between labour demand and supply tends to deteriorate even further.

Other indicators of the labour market reveal the importance of this mismatch. As shown in Table 5, long-term unemployment is very high in the South and at a very low level in the North.  The rate of unemployment for adult males in the North is at a level that appears even lower than a frictional one. In fact, labour shortages are widespread in all Northern regions. In the South, unemployment seems to be concentrated among the younger labour force. For some categories of the working population, unemployment in the South reaches astonishing levels. Out of five young girls in the labour force, three are unemployed and looking for their first job!

This huge amount of unemployment might be explained, at least in part, by the fact that a considerable proportion of all these young people state that they are unemployed, but in fact they are not because they do some sort of work in the black economy. The underground economy is probably the most important problem of those regions. Although present everywhere in Italy, it is much more widespread in the South, as the “official” statistics of the National Institute for Statistics (ISTAT) seem to indicate. The size of the shadow economy of the South is probably even greater than ISTAT estimates. According to other studies, the percentage of undeclared workers in the total number of regular workers can be as high as 30-40 percent! Supposing that only a minor fraction of these workers declare themselves as being unemployed and in search of a regular job, the conclusion should be that the poor performance of the Italian labour market is not due to the high unemployment and the low employment rate of the Southern regions, but more simply to the enormous diffusion of the underground economy. In any case, the need to find explanations for facts and to propose cures for problems would still be there.

There is a wealth of literature attempting to explain why the “Mezzogiorno” of Italy has never closed the gap with the rest of the country. In this paper, only factors having to do with the functioning of the labour market are considered. The list should include the following ones.

The tendency to “queue” for regular jobs is particularly common in the South, due also to the sectoral structure of the region’s employment, which is dominated by public services and building, sectors depending on public transfers. Substantial state subsidies are given to firms and households, and this may explain why, according to a survey conducted by ISTAT, it has emerged that the reservation wage of young people is similar both in the South and in the North of the country. High reservation wages and widespread opportunities to do undeclared work contribute to explaining the mass “waiting” unemployment.

The existing wage differentials between the two parts of the country must also be taken into account. The level of wages has converged between the South and Centre-North since the late’60s, following the introduction of centralized collective bargaining and the abolition of the so-called “gabbie salariali”, i.e. regional wage differences in basic wage-rates that were introduced in the’50s through an economy-wide national agreement. While wages in the South were around half of the Centre-North level in 1960, they rose to around 90% by the early’80s (Brunello, Lupi, Ordine, 2001) and this rate has remained relatively unchanged ever since. A difference of 10% is not enough to compensate for lower productivity, lack of public investment in infrastructure, administrative and other costs that firms must bear when deciding to locate to the Southern regions.

Labour costs in the South have been reduced by means of significant state subsidies for employment, not least in terms of reduced social-security contributions. Nevertheless, even with these subsidies, the effects of regional wage equalization have been detrimental for employment in the South. Moreover, the European Commission has decided that region-specific forms of tax relief constitute a form of state aid that distorts competition between Member States. New instruments of tax relief have developed in recent years, but they have been less effective in reducing labour costs of companies that invest in the Southern regions.

The cost of living is another aspect of the issue. Although no official statistics exist, the cost of living is estimated to be lower in the South, so that the imbalance is even greater if measured in terms of real wages. High labour costs on the demand side and high real wages on the supply side make for a mix that explains the coexistence of waiting unemployment, underground economy, and high reservation wages. It also explains the low level of labour mobility from the South to the North of the country. Internal migration reached very high levels in the late ’50s and early ’60s, but since then the ratio of gross migration flows to population has decreased to the point that it is now lower than in any other European country. Incentive to migrate may also have been negatively affected by a rise in the fixed costs associated with migration, due to factors such as increased rigidities in the housing market (Cannari, Nucci, Sestito, 1996).

In the Southern regions, labour market policies are characterized by a number of weaknesses. The Public Employment Service is rather inefficient and is not organized well enough to deliver the services required by the huge amount of existing unemployed people.

Vocational training too is not well managed, and it is not widespread enough to help the unemployed acquire the skills required by local enterprises. More in general, proactive regional policies are characterized by inefficient organization, poor strategic decisions, frequent institutional change, discretionary (and often distorting) allocation mechanisms, and lack of project monitoring and evaluation. Region-specific state aid remains high, at the highest level in the EU-15, as a percentage of GDP, but spending for proactive policies is low in comparison to expenditure aimed at equalising consumption across regions.

5. RECENT DEVELOPMENTS

The 1993 “Accordo sul costo del lavoro” (Cost of Labour Agreement) marked a new wave of labour market reforms. A target inflation rate was to be used in both private and public sector collective bargaining as a reference for wage determination. Some decentralization in wage setting has taken place, both with the introduction of performance-related pay schemes negotiated at the local level and with the so-called “Patti territoriali” (Territorial Agreements) and “Contratti di area” (Area Contracts), which allowed various types of incentives, exemptions, and temporary “opting out” from national collective agreements, to specific enterprises in selected disadvantaged areas, mainly located in the South. Whilst both income policies and the more cooperative industrial relations climate are considered a major success thanks to the sharp reduction in the inflation rate, the effects on job creation and reduction of unemployment have been modest until the late ’90s.

In more recent years, several additional reforms concerning different aspects of the employment relationship have been introduced. The so-called “Pacchetto-Treu” (Treu Package) (after the name of the then-Minister of Labour) increased the possibility for firms to use fixed-term contracts, and started a gradual abolition of the monopoly of the Public Employment Service by opening the market to private job-placement agencies. It extended the spread of part-time employment, and fixed-term training and apprenticeship contracts for young new workers, becoming been the main area of job creation in recent years. Most recently, almost 80 percent of the new jobs created have been under these types of “atypical” contracts.

The search for increased flexibility has also been directed toward a range of labour and product market institutions, as well as administrative rules. Some examples are legislative changes introduced in industrial action procedures (strike regulation) and in internal union organization and financing. The measures were introduced to increase not only flexibility, but also transparency and democracy. Additional measures concerning administrative simplification in the public sector have also been introduced.

In summary, institutional changes to the wage formation process and the functioning of the labour and product markets brought about by the mild program of reforms, deregulation and simplification have been pervasive, although the process is still far from complete. The major shortcomings in the functioning of the labour market discussed above show only some improvements, without any strong major effect on the overall performance of the labour market.

An agenda of further reforms and deregulation has been prepared by the new Government, which has published a White Paper with proposals on various issues. The list of the proposals include the following: a) measures to increase the efficiency and effectiveness of the Public Employment Service and vocational training through better-managed funds and improvements in monitoring and evaluating procedures and results. Proactive and welfare-to-work policies are also to be improved; b) legislative intervention to ease the regulation of employment relations and to introduce new forms of temporary contracts (work force leasing, jobs on call, etc.); c) a reform of the wage-bargaining system to allow wage levels to respond to differences in regional labour productivity levels and living costs.

These proposals have been set out in a bill to be discussed by Parliament, but a couple of new proposals have been added to the content of the White Paper. One is a new formulation of “Article 18” of the “Statuto dei lavoratori” (the Charter of Workers’ Rights introduced in 1970). “Article 18” is the norm which provides for the re-engagement of workers in case of unfair dismissals in firms with more than 15 employees. The Government’s proposal was to extend to these firms the unfair dismissal regulations already applying to smaller firms, which cannot be forced to re-engage the worker who has been unfairly dismissed. The worker has a right to a compensation pay, but not to job reinstatement.

The unions strongly opposed this reform and called for a general strike that was held, with the great participation of workers, in the spring of 2002. After that, the Government and two of the three major unions (the Christian-Democrat and the Socialist) opened a negotiating table to discuss the whole set of reforms to be introduced. In July 2002, a “Patto per l’Italia” (Agreement for Italy) was agreed upon and signed by the Government and all the social partners, except for the formerly Communist union CGIL, which strongly opposed any form of agreement concerning the reform of “Article 18”.

The new Social Pact included a reform of “Article 18” which was much milder than the Government’s previous proposal. Two further measures strongly supported by CISL and UIL, were introduced. The first is a reform of the system of unemployment insurance, and the second is a more effective policy in favour of the “Mezzogiorno”. A new bill was prepared and it included this revised set of initiatives. In the meantime, more resources will be provided for in the new Budget, both for financing initiatives to favour employment and investment in the South and to reform the unemployment insurance system. Both the maximum duration and the amount of the unemployment benefit will be increased. The duration will be extended from 6 to 12 months and the amount will be increased to reach a replacement rate of 60% in the first six months of unemployment and 40% in the remaining six.

As a response, CGIL called for a new general strike against the “Patto per l’Italia”. The strike took place on October 18 (!).

The three major unions have never be so distant from that “unità sindacale” (union unity) that has been the target to be achieved for the past 50 years. At the same time, the Government and the major employers’ organizations are beginning to worry about the consequences of this deep division among unions. The lack of common action could have negative consequences on the negotiations that will soon take place in important sectors of the economy, where important national contracts are to be renewed. At this stage, one wonders when a new legislation proposal will be approved by Parliament.

