PAGE  
1
WELFARE STATE REFORM

[image: image1.wmf] 

GERMANY

FRANCE

SPAIN

ITALY

ITALY

FRANCE

SPAIN

GERMANY

0

20

40

60

80

100

% of unemployed on benefits

Earliest retirement age - 1999 (3)

Strictness of EPL - Late 1990s (2)

1

1,5

55

57

59

61

63

65

2

2,5

3

3,5
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1. INTRODUCTION

Europe's welfare states face big, deep problems. Long-term unemployment remains unacceptably high and most believe that the shape of the welfare state plays an important role in keeping that way. Pensions of today's workers are at risk since population ageing threatens the current systems’ sustainability. Of course, these problems have been prominent for years and the remedies seem evident, so why have we seen so little fundamental reform? 

Some blame European politicians for lacking leadership and courage. Others blame politically powerful minorities of workers who block all sensible reform to guard their privileged position. We decided to find out by asking Europeans their opinions on the welfare state and its reforms. Specifically, we surveyed 5500 Europeans focusing our questions on the two most urgent policy areas, protection against unemployment risk and pension policy, although we also asked about general attitudes on desired size and shape of the welfare state. 


















Table 1: Economic, demographic and social welfare features


France
Germany
Italy
Spain







Per capita income (PPP $, 1998)
22,320
20,810
20,200
16,060

Index of income inequality (0 = perfect equality)a 
30.3%
28.0%
34.8%
35.4%







Unemployment rate (1999)
11.3%
8.7%
11.4%
15.9%

Youth unemploymentb (1999)
22.1%
11.3%
32.0%
28.6%







Dependency ratioc 2000
38.2%
41.8%
42.9%
37.7%

Dependency ratioc 2030
65.3%
82.5%
79.2%
67.3%

Dependency ratioc 2050
84.0%
101.7%
104.2%
104.9%







Total Government. Spending (% of GDP)d 
52.2%
45.6%
48.3%
38.6%

Public employment (% of total employment)e 
20.2%
14.1%
18.2%
15.1%







Total social spending (% of GDP)f 
30.8
29.9
25.9%
21.4

Pensions (% of total social spending)f 
43.6%
41.9%
65.1%
46.2%

Unemployment spending (% of total social spending)f
7.8%
9.0%
2.0%
13.9%







Retirement income by source (%), mid 90s





1st Pillar (State)
51%
85%
74%
92%

2nd Pillar (Occupational)
34%
5%
1%
4%

3rd Pillar (Individual)
15%
10%
25%
4%

Notes: 
a Gini coefficient of disposable income adjusted by family size,1994. 
b Unemployed 15-25 as a percentage of total unemployed (authors' calculations on OECD data). 
c Population age (60+)/(20-59). 
d Current outlays plus net capital outlays 
e Employment in the limited public sector (central or federal government + regional government or states + local government + municipalities) France (1993); Italy (1994). 
f 1996 ESSPROS methodology. 
1st pillar: Public pensions and all other public transfers; 2nd pillar: Occupational pensions; 3rd pillar: All other income sources (such as asset income, labour income, private transfers).

Sources: World Development Indicators; Bertola et al. (2000); OECD Employment Outlook (2000); US Bureau of the Census, International Data Base, Disney et al. (1998); country chapters in Gruber and Wise (1999).
1.1. Protection against unemployment risk

Governments reduce job insecurity in two basic ways – by providing income insurance that pays unemployment benefits (UB) if a worker becomes unemployed, and by making it hard to dismiss workers via so-called employment protection legislation (EPL). The four nations have chosen very different combinations of UB and EPL. The Italian and Spanish systems were historically designed to protect the heads of households, since families typically provided income support to the unemployed. EPL is therefore very strong for ‘prime’ jobs in, e.g., large manufacturing firms and the public sector. France and Germany, instead, followed the Bismarckian tradition of contributory social insurance and collective responsibility for individual income support. They have thus relied more heavily on UB than EPL. 

1.1.1. Version 3: Opting out with transition burden.  

For the system as a whole, opting out is only feasible if someone bears the ‘transition burden’, i.e. someone pays for the pensions of current retirees while at the same time saving for their own retirements. This transition burden can be financed either by cutting existing pension benefits, thereby lowering the PAYG contributions of current workers and making room for savings, or by adding savings to the current contributions. Both options are unattractive and are likely to reduce the political support for reform. For this reason, it is important to explore attitudes towards paying for an opt-out that includes a transitional burden. We do this with the third version of our opting-out proposal. 


Figure 1.  Job protection, early retirement and unemployment benefits
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