Chapter 8 Employment relations, welfare and politics
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INTRODUCTION

The employment relationship and the welfare stat iatricately linked-
Formal employment is the welfare state’s main sewt funding. The main
share of income taxes derives from formal employnagm in many countries
the welfare state is funded by additional pay-takes. Entitlements to social
transfers as well social insurances are tied tm&remployment relationships.
In particular, pension schemes and unemploymentramge schemes are
generally designed for employees rather than fasitgens. In turn, the welfare
state shapes the labour market by providing emplyeth different kinds of
skills, education and protection. The level of $f@n payments, their
conditionality on length of employment and job sagkoehaviour influence the
way individuals are integrated in the labour marketransfer payments are too
high, labour market participation might be lowthkey are too low, investments
in skills might go down because individuals may betable to bear the costs of
training. Social policies and labour market pokcere all centred around the

way private business hire, train and employ staff.

During the golden years of welfare state develogmeamployment and welfare
had reached a high level of functional and norneatitegration which was
additionally linked by family patterns (Hassel 1998ach segment was closely
tied and complemented, leading to a highly integtdtamework. The gender
division defined the complementary link between ifgrand employment, the

employment based funding of social protection ctteresed the link between

! | would like to thank Bettina Wagner for superbearch assistance and the editors for very hetpimments.
All remaining errors are mine.
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employment and welfare and population growth amih lpates were the basis on
which the link between welfare and the family wadinked. The social model of
post-war employment was based on a family with paenmanently employed
breadwinner, whose employment generated incomeh®rwhole family and
also accumulated sufficient funds for social protecand welfare expenditures.
Today, the relationship between welfare and empenfaces fundamental
challenges from changes in family and employmettepas as well as the fiscal
crisis of the state. Decreasing wage levels, coetbinith growing job
insecurity, no longer allows for traditional, onesddwinner, family models.
Increased female employment undermines the traditialivision of labour
within families. Persisting high levels of unempiognt and underemployment
put pressure on social security budgets and ungmmaot funds. Social
spending however remains at high levels. AlmostadWvanced industrialized

countries face a fiscal crisis.

There has long been a debate whether the welfate ist a precondition or a
burden for the success of business. There is a cteeelation between the size
of the welfare state and the wealth of a nationil®\#ome assume the welfare
state’s expansion occurred as nations grew wearldrnd were able to afford
extensive social insurance programmes (Alber 198hers maintain that the
modern social insurance system provided a founddtiothe economic growth
of the 20" century. Both processes therefore feed each otheesting in
education and social services facilitate skillsjohn turn maintain innovation
and competitiveness. Crucial questions are how nsacial protection does a
family need in order to invest in the skills neediyda modern economy? And
how much social spending can a modern governmémitdaiin the light of the

current fiscal crisis?

However, experiences between countries are mixsditlzere is no one way to

organize the labour market or the welfare statbéola market institutions, such
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as employment protection legislation and collechaegaining structures as well
as social protection schemes of the welfare state sabject to long-term
historical and path-dependent developments undiense political contestation,
countries have developed their very individual agumations of regulations,
provisions and institutions. The variety of comiioas of different labour
market institutions and welfare state types hasreetbped complementarities

and interdependencies and in general been stabldime.

At the same time, advanced industrialized counteface similar challenges:
globalization, the rise of the service economy,ifemation and dualization are
phenomenon that can be found in the majority ofntees. The relationship
between employment and welfare is characterizedpdmallel processes of
adjustment in many countries under very differectl settings. During the last
decades, welfare provisions have been restructanedny countries in order to
provide sufficient incentives to take up employmdmbour market policies
have encouraged greater levels of flexibility. Thess been accompanied by

increasing divisions between labour market insi@es outsiders.

VARIETIES OF WELFARE REGIMES AND THE EMPLOYMENT
RELATIONSHIP

Cross-country comparisons between industrializeshtees have highlighted
significant differences in welfare and employmesgimes. In some countries,
employment is flexible and fluid; there are fewesikto be followed when hiring
and firing and people move between jobs frequenity.other countries,

employment is far more rule-bound and rigid.



One way to classify the flexibility of labour matkeis the employment
protection index produced by the OEEM. coversthree different aspects of
employment protection: Individual dismissal of wer& with regular contracts;
additional costs for collective dismissals and tegulation of temporary
contracts. For each of these aspects several todscare used. For example,
individual dismissal of workers with regular comti®iincorporates three aspects
of dismissal protection: (i) procedural inconvemes that employers face when
starting the dismissal process, such as notifioatiand consultation
requirements; (ii) notice periods and severance pdych typically vary by
tenure of the employee; and (iii) difficulty of disssal, as determined by the
circumstances in which it is possible to dismissrkecs, as well as the
repercussions for the employer if a dismissal intbto be unfair (such as
compensation and reinstatement). Based on theseaiods an index ranging
from O to 4 is constructed. The United States hasriost flexible labour market
among the OECD countries whereas employment protecs strongest in

Turkey.

Strong employment protection often goes hand indharth representation of

trade unions within firms. Employers need to hawtidv reasons to make
employees redundant and must consult trade unioekected representatives of
their employees. Protection and trade union reptaien require a far greater
deal of negotiation but also cooperation betweenagament and employees in
order to remain competitive. Union representatiod amployment regulation

have a profound effect on work organization, innmva patterns and

productivity. Comparative studies on productionimegs have long established
that cooperative workplace relations are relatetigher degrees of functional
flexibility and productivity (Maurice, Sellier anSlilvestre 1986). The decline of

*http://www.oecd.org/employment/employmentpoliciedata/oecdindicatorsofemploymentprotectio
n.htm
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British and US American manufacturing industriesirispart due to hostile

relations between management and employees alahielg@vel.

These differences between employment relationsimpslifferent countries
correspond to big differences in welfare regimegaif, the extent to and the
way in which governments protect their citizensyireconomic hardship varies
substantially. For instance, government expendfirsocial protection in 2009
ranged from 9% of GDP in the United States to 25%Denmark’ The
understanding of social risks and the respongtlolitgovernment to cover these
risks can take many forms: In some countries ralesdefined in a minimalist
way and in some cases not seen as risks at allngtance, in the United States
unemployment and old age risks are only minimatbyered by government
schemes. On the other hand, the awareness of sisk®in Europe is very high

and politically salient.

Moreover, social risks can be insured by both theesand the individual. In the
US the private insurance of risks is supportedughotax credits, which does
not take the form of direct spending. Finally, thes also a very different
understanding of the role of the state for delivgisocial services. In particular,
in Scandinavian countries welfare provisions ineluektensive childcare and

training services, which are part of the welfagdesin other countries.

Both, employment relations and welfare regimesrateonly characterized by
national variety and difference but also systemaditic linked. For the
understanding of these systematic linkages, wedcaw on two main academic

approaches.

® OECD Data Set National Accounts at a Glance 2@4fa extracted on 30 May 2012 20:12 UTC
(GMT) from OECD.Stat.



Welfare Capitalism

In Gosta Esping-Andersen’s seminal studies on thelds of Welfare

Capitalism, three welfare regimes were identifi€&sging-Andersen, 1990).
Welfare regimes were classified by the level ofcaemodification', which

describes the “degree to which individuals, or feesj can uphold a socially
acceptable standard of living independently of raanparticipation” (Esping-
Andersen 1990:37).

Decommodification is strongest in the social-derabcrregime with universal
provision of a wide range of entitlements. Socifrdcratic welfare states were
designed to secure high standards for all, nottpustipport those in need. Their
political project was equality between the classttstus differences between
blue collar and white collar workers were eradidat®ithin a universal
insurance system, although benefits continued tobéged on accustomed
earnings. Exemplary cases are the Scandinaviantreesinf Sweden, Norway,
Finland and Denmark. At the other end, a liberalfave regime developed in
the Anglo-Saxon countries and in other countrieshsas Switzerland. Here
welfare provisions are minimal and means-testedl @@ state encourages
market solutions by subsidizing private welfare esubs; public schemes are
universal but provisions are too low for maintagihe income levels that were

achieved during employment.

Third, in conservative welfare states, social sécus provided mainly by the
state and the share of the market is minimal. Brons and entitlements are,
however, not as comprehensive as in the social-dextio welfare regime; the

emphasis is not on equality but on the preservatibrstatus differentials.

* The approach has been criticized for its incongpless regarding other basic factors for stratifioat
such as race, gender. Other authors have propdsitibas forms of welfare capitalism in order to
include misfitting countries (Kangas 1994; Leib&i£€992).
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Redistributive effects are therefore negligible.n€ervative welfare states are

primarily to be found on the European continent.

Many countries combine elements of different welfaegimes. The Danish
welfare state combines both liberal and social -abzatic elements. In the less
wealthy countries of southern Europe, a mix of ribeand conservative
elements can be found. Different combinations iawicdifferent relative
importance of conflicting goals in social securipyovision: equality, the
maintenance of status differentials, and markaamee. In Italy for instance,

employment protection is strong while social bessedire low.

Ultimately, however, three worlds of welfare cajiia depict different types of
welfare regimes whose relevance do not lie in #mking but in the contrast of
different structures of welfare provision (Espingdersen 1990). The biggest
difference between the social democratic and tinsexvative welfare state “lies
not so much in their de-commodifying income- manaiece guarantees as in
their approach to services and sponsoring womear'sees”(Esping-Andersen
1999:88).

Decommodification protects the individual from meatrkluctuations during the
business cycle; unemployment will not decreaselitiveg-standards as much,
and old age is less of a social risk. However, denodification comes in
different forms. The labels ‘social democratic’ #@$ ‘conservative’ describe
the distinction between the universal characterghef Nordic welfare state
versus the ‘status-oriented’ nature of benefit mions in the conservative
states. The distinction between social democratid eonservative helps to
understand welfare production regimes by pointothe administrative logic of
welfare provisions in countries with specific skillA status oriented welfare
state provides special benefits to particular gsoap employees, particularly
employees in the manufacturing sector with verycdpesets of skills. The

insurance based nature of the benefit system enstee its ‘equivalence-
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principle’ that benefits are tightly coupled to tapoutions. Social democratic
welfare regimes, such as the Nordic countries piegervices and insurance for
coping with change. Rather maintaining the stafumdividuals they assist in
changing a status. While social spending might ®©diigh or even higher in
social democratic welfare regimes, the focus is owtthe protection of a

particular job but on the income level of a houseého

Welfare production regime

The second approach is based on the concept “weffasduction regime”
(WPR) introduced by Estevez-Abe et al. (2001).Welfaroduction regimes aim
to capture the ways in which social protection megg, skills regimes, and
production regimes are interconnected. As Estevsz-&t al. put it, “welfare
production regimes are the set of product markettesiies, employee skill
trajectories, and social, economic, and politicestitutions that support them”
(ibid:146).

Starting point of the welfare production regimed#ture is the idea of different
business systems or varieties of capitalism (Vddgll and Soskice (2001)
distinguish between two opposing forms of productregimes: coordinated
market economies (CMEs) and liberal market econsrti®IEs). They can be
distinguished based on five spheres and their ctigpeattributes. They relate
the workings of national institutions with firmsebaviour. The first sphere is
the level ofindustrial relationswhere the working conditions as well as the
wage level are coordinated by companies in coojperatith labour, labour
unions as well as other employers. Industrial i@hgt can be either highly
centralized and organized, as in many European tgesn or highly
decentralized as in many Anglo-American countriscational training and

educationis the second sphere in which companies contribatine production
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of either specific or general skills of their workewhich in turn shapes their
production strategies. Tlu®rporate governancsphere determines the ability of
firms to draw on patient capital. The fourth spheegers to theinter-firm
relations in which standards regarding technology and seppelations are
organized. The fifth sphere is the relationship hwihe employeesand
coordination with regard to the employees’ commiitnand work motivation
within the firm (Hall and Soskice 2001:6). Basedtbrese five distinguishing
spheres and their respective indicators, a distimcbetween two types of

production regimes is possible.

The VoC literature contrasts the working of libenadrket economies (LME)
based on market mechanisms for the coordinatio®ooinomic actors with
coordinated market economies (CME). CMEs are basednon-market
mechanisms, such as organizational interaction@argtterm relationships. The
Nordic and Continental European countries are lwbaissified as CMEs. In
coordinated market economies, firms’ product mastedtegies rely heavily on
the availability of specific skills. Specific slsllare those skills that can only
used in a particular firm or industry and cannatilgabe transferred. General
skills can be used in any context. In order togubtheir investment in specific
skills, workers demand social insurance policieat tiprotect these skill
investments, such as employment protection, jobciBpeunemployment
insurance and earnings-related pensions. Firms fthesue product market
strategies based on incremental innovation or fdified quality production”
(Streeck 1991) because of the abundance of spesgifis. According to this
logic, skilled workers will join with manufacturingmployers in supporting

social protection and training policies that suplais high skill equilibrium.

Key institutions in this perspective are those iinBbns which protect the
acquisition of specific skills, either through higtegrees of employment
protection (dismissal protection) or specific wedfgorovisions for groups of
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skilled employees. Highly specific skills are cdated with more welfare
provisions aimed at protecting these skills andhwats flexible labour markets.
Demands by specifically skilled workers in manudiictg industries have led to
specifically designed welfare programmes, as wsllta relatively strong
employment protection legislation. The strong foongrotecting specific skills
has led to the adoption of systems, which — inreshto the Nordic countries —
did not ask skilled workers to change their skadtss but rather promised life-
long earning-related benefits in case of unemplaoynveith no obligation or

expectation to acquire new skills or move to nesupations.

In countries with more general skill sets, the dednéor skill-specific social
protection is lower and programmes are more empéoyrfriendly in nature. In
both liberal and Nordic countries, the benefitsu®anuch more on moving
unemployed workers into new employment rather {pratecting their acquired
skills. This is closely related to the training ®ym of some of the Continental
European countries, in which companies invest Kighl initial skill sets
(Anderson and Hassel 2013).

Four models of employment and welfareregimes

The combination of the two theoretical perspectivesne based on welfare
decommodification and the other on the productemime — can be used as two
axes for classifying countries in the way they lwelfare and employment
(Graph 1). While the liberal countries score hightloe degree of labour market
flexibility compared to Continental and southernr&pe. The Nordic and
Continental European countries score consideralgiien with regard to the
degree of social protection / decommodification paned to both liberal and
southern European welfare states. Both countrypgawe similar with regard to

income maintenance.
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In this perspective, countries are situated onrairmoum of flexibility of labour
markets and the character of the benefit systererutieé assumption that these
two categories correspondn liberal countries with education systems that
focus on school based rather than vocational emungahe regulation of labour
markets is loose and benefits are aimed towards éngployment levels.. The
group of coordinated market economies is brokemtgpthree different groups:
the Nordic countries are closest to the liberal ehadth regard to the measure
of the benefit system’s universality and the degyedexibility in the labour
market. In comparison, Continental European andhson European countries
have more strongly regulated labour markets. Sowtligirope combines a
strongly regulated labour market with a meagre avelfregime. Employment
protection often takes the place of social secuasgyincome maintenance is

guaranteed with a permanent job.

Graph 1: Degree of social protection by type offarel production regime

High degree of social protection / de-commodifcation

A

Nordic

Continental
Europe

& N
<« »

Flexible labour market Rigid labour market

Liberal Southern Europe

Low degree of social protection / de-commodification

® This conceptualization therefore moves away frbm standard assumption of the VoC literature,
which is organized around two poles.
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An important implication of this approach is thiatemoves the traditional stark
contrast between liberal and Nordic models and lpatis groups of countries on
the same level. Both models are similar not onbjarding employment levels
and the role of women in the labour market, but alsterms of education levels
and the importance of general skills. The Nordicntdes are closer to the

Anglo-Saxon world than to their Continental Eurapeaunterparts.

Critics might take issue with the notion of the diarcountries as being more
flexible in terms of labour market regulations. r#tard measures of
employment protection for regular employment (EBi)the OECD give most
of the Nordic countries (with the exception of Demrk) a similar score
compared to standard Continental European cour(gess Table 1). Scholars of
the region frequently disagree with the notionaddur market flexibility as a

Nordic trait.

However, the practice in the Nordic countries pmefectivation over
preservation as high employment rates are a pré@emmdor high taxation.
Though all CMEs are characterized by high sociangmg, countries with
strong Social Democratic incumbency differentidteniselves with regards to
the employment-friendly nature of their social pms (Huo, Nelson and
Stephens 2008). As a case in point, Social Demoocnaifare state regimes are
characterized by high spending on active labourkatgpolicies and generous
short term unemployment replacement rates, whilctteréo higher employment
levels (Bradley and Stephens 2007); Christian Deatimc states, in contrast,
demonstrate strong employment protection, high abosecurity taxes, and
generous long-term unemployment replacement ratbs;h relate to lower
employment levels (Bradley and Stephens 2007)waden, the Rehn-Meidner
model recognised in the 1950s that workers befrefih mobility between jobs

rather than fighting for the stability of existingorkplaces. Therefore, active
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labour market policies were combined with earlyeisivnent in education, good
child care facilities, centralised wage bargainigmgd a large public sector.
Today, Denmark excels at achieving high growthsiadtegh employment levels,

high levels of labour turn-over and high degreewaifker mobility.

This also becomes apparent when looking at jobréeraies. Tenure rates in the
Nordic countries are considerably shorter than iontidental European
countries and fall exactly between the high turerorates of liberal market

economies and the substantially lower rates of i@ental Europe (Table 1).

To depict the Nordic countries as in between thafs€ontinental Europe and
those of more liberal economies has important icapilons in judging reform
movements. A movement towards the Nordic model bg Continental
European countries is, at the same time, a movartsiliberalization. In other
words: approaching the Nordic model from a Contiae&uropean viewpoint
would entail a dose of liberalization, even if pghmakers have a ‘social-

democratic’ model in mind.

In this perspective, countries are situated onrairmoum of flexibility of labour

markets and the generosity of the benefit systedeutihe assumption that these
two categories correspond. In liberal countriethvgéneral education systems,
the regulation of labour markets is loose and benafe aimed towards high
employment levels. The group of coordinated madatnomies is broken up
into three different groups: the Nordic countries elosest to the liberal model
with regard to the measure of the benefit systamigersality and the degree of
flexibility in the labour market. The other two gius, the Continental European
and southern European have, in comparison, mooagdjr regulated labour

markets and an increasingly inactivity prone berssfstent

® Anderson and Hassel (2013) propose a similar tgyobased on training regimes.
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Table 1: Employment protection and social expenditure in four types of

welfareregimes

Government expenditure

Employment for social protection (% ofAverage Job

Protection Index| GDP) Tenure (in Years)*
LME 1.12 14.52 9.93
Nordic 2.23 22.57 10.00
Continental | 2.71 20.62 11.54
Southern
Europe 2.88 17.9 12.56

Source: OECD  Statistics, latest available year @Q010).

Note: LME = UK, USA, New Zealand, Australia, IretarCanada; Nordic =

Sweden, Denmark, Norway, Finland; Continental = @any, Austria, Belgium,
Netherlands, France; Southern = Portugal; Spairalyif Greece. *USA, New
Zealand and Australia missing; Greece data for 2001

Mapping the advanced industrialized countries fike provides us with a set of
important dimensions which are useful in assesgalicy reforms and the
trajectory of change. It also fits neatly in witletpolicy debate on ‘flexicurity’,
as of now the most sophisticated policy approaah @&ims to combine change,
flexibility and the protection of workers. Flexidtyr has been discussed within
the European Union for about the last decade aadrha007 moved high onto
the agenda of the European CommisSidhe European Commission described
flexicurity as an optimal balance between labourka@flexibility and security
for employees against labour market ri$kRather than protecting jobs, the
notion is now to protect people. Denmark, in patac, has been used as a case
for flexicurity, but in this analysis the Nordicwatries combine a comparatively
high degree of flexibility in the labour market tvitn certain high degree of
social protection, i.e. high levels and generousddmns of social benefits for

the unemployed.

" The concept was endorsed by the European Couhdillimisters in December 2007 and has
informed the discussion on revitalizing the Lislfgenda.
8 EU Commission: Employment in Europe Report 20Q6isBels.
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POLITICS: POLITICAL INSTITUTIONS; CLASS STRUCTURES AND
VOTING PATTERNS

Research on the relationship between voting bebawaod redistribute welfare
policies starts from the assumption that the pmsitig of the median voter will
affect the redistributive focus of governing pastién general it was assumed
that the lower the income of the median voter d&edhigher his exposal to risks,
the more probable are redistributive policy proggaof the governing party.
However, voting results indicate that low-incomerkess in precarious labour
situations are less likely to vote than high-incomerkers in more stable

positions, leading to a distorted picture of thedrae voter (Lijphart 1997).

Political institutions play a major role when explag differences in
redistribution between countries. Iversen and 2esKP006) claim that the
electoral system has key influence on electoralpstpfor redistribution.
Electoral systems shape the electoral successriépavhich are formed along
socio-economic cleavages. Majoritarian electorateays favour centre-right
parties, which are against redistribution, whei@agre-left parties, generally in
favour of redistribution, fare better under regimessed on proportional

representation (Ilversen and Soskice 2006).

Why countries have either majoritarian electoraktems or proportional

representation can in turn be explained by differkmds of economic

organization during key phases of democratizatfmoportional representation
was easier to implement in countries with localtgamized skilled unions as it
allowed for facilitated coordination and concomttampreserve specific interests
and build cross-class compromises (Iversen andiG&o2k06:383). Conversely
majoritarian electoral regimes evolved when laboaions and their interest
representation were feared (p.378). In consequgusernment dominance was
ensured through majority voting focusing on the med/oter, independent of

group-specific interests or needs.
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Schneider and Soskice argue that in coordinatedkeah@conomies economic
Institutions and consensus-based politics are ocemmg@htary and were
effectively a major tool for reducing inequalitycareinforcing the strength and
stability of a distributive welfare state. In caast, liberal market economies
characterized by competitive political systems Hase majority voting, lead to
welfare states based on minimal standards and higwels of inequality

(2009).

Political systems and economic institutions are miementary through the
effects of partisanship and the nature of coalgitormed in order to take office
(lversen and Soskice 2006). The electoral systetarménes the strength of
partisanship and government position of the govemimPolitical systems
characterised by proportional representation abbovariety of different groups
access to the policy-making process and are heapergly biased towards
centre-left governments. In political systems chimased by majoritarian

voting rules, the competition over the middle-clastes usually leads to a bias
to centre-right (Schneider and Soskice 2009:22)mil& to economic

institutions, political systems turn out to be vestable over time. In sum,
coordinated market economies are correlated toaneelfegimes due to political
and economic institutional factors. Business asl welwage bargaining are
characterised by co-decision and involvement atlealels. Both capital and
labour thus have a vested interest to politicatiptabute and decide over the
egalitarian redistribution. In liberal market ecames, the the middle-class
voter is the key voter. This leads to a orientatd political parties to general

provisions and minimum standards and less toeptioin of specific groups.

Based on this classification, we can now add tonthteon of welfare capitalism
and varieties of capitalism the role of politicaistitutions (Schneider and
Soskice 2009).
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Table 2: System Classificationsin OECD countries: Varieties of Capitalism,
welfar e states and political institutions

Liberal (Anglo- Coordinated (Northern
Saxon): US, UK, European): Denmark, Finland
Canada, Australia, Norway, Sweden, Austria,
New Zealand, Ireland| Belgium, Netherlands,
Germany, Switzerland

Variety of Capitalism Liberal market Coordinated market economies
(Hall and Soskice) | economies

Welfare State Safety net Insurance plus redistributior
(Esping-Andersen)

Political System Majoritarian Consensus (PR)
(Lijphart)

Source: Schneider and Soskice (2009:21)

The issue of redistribution is highly contested aagain differs across
government partisanship and countries. Facing tl@matha that democratic
governments must respond to the needs and preésehctheir citizens in order
to be re-elected, the determinants of individualelesupport for income
redistribution have to be taken into consideratidhere are two different
motivations behind individual support for incomealiggribution: the desire for
equity (people aim at redistribution because ofirtr@mvn disadvantaged
position) and the desire for insurance (individus¢®k an insurance against
risks) (Rehm 2007:48-49). The first motivation agther be based on purely
egoistic grounds, or alternatively purely altraséiming for general equity in

society.

The empirical evidence suggests that individuatk wicome above the national
mean are less likely to be in favour of redistnbatthan individuals with
income below the national mean (the difference%s Rehm 2007:60). The

second is redistribution as a personal insuran@nsigthe risks of income
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shocks (Rehm 2005:30). With regard to skill formafithe findings suggest that
the more specific the skills of individuals, the nedikely they are to support
income redistribution (p.63). Women are more inofavof redistribution than

men and support decreases as income increasesglvamployed are less in
favour of redistribution than employees. The daiaficms that both logics for

redistribution are at play: “individuals are in éawr of redistribution either

because they are poor or because they expect podyein the future” (Rehm

2007:65). These findings support the claim thatntaes with strong specific

skill-formation institutions have stronger welfagates (Esping-Andersen
1991).

WELFARE AND EMPLOYMENT REFORMS

The main challenge for welfare state politics ikéep pace with modernization
l.e. to adapt policies that address new pressiagl@ms in the globalized post-
industrial society. As employment structures chalsgeial programmes run the
danger to spend resources on outdated risks (Haaser2010; Iversen 2005).
Some of the most pressing changes and challengdsfiagd in the literature
are the transition to the service economy, theghkation of employment forms
such as increasing rates of temporary and part-tmoek, the increasing
flexibilization of labour markets, the increase atypical and female

employment, family instability as well as ageing.

In addition, fiscal constraints on the welfare etdbrce governments to
continuously adjust welfare programmes. The traorsibf the employment
system from male and manufacturing based, to predortly female and
service sector based leads to a simultaneous raé¢ekeclining resources and
concomitant increasing financial needs. Therefoa@yrcountries have over the

last two decades witnessed a process that aimalémde old with new social
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risks. The process combines a simultaneous callvéifare state retrenchment
with an expansion of welfare in response to thedseaf new employment
groups (Hausermann 2010:2; Pierson 2000).

The translation of economic and social changes polcy outputs is far from
straightforward and is shaped by the interplay ketwstructure institutions and
actor's preferences and strategies. A number dbfashape this process: the
level of multidimensionality of the policy issudiet degree of fragmentation of
interest groups and political parties and the pakrof conflicts. More
fragmentation implies more flexibility and a graatdegree of coalition
formation and therefore implies change (Hausermafh0). Governments
formed by proportional representations, have mahagenclude more specific
interests and enhancing welfare state politicsdasea cross-class compromise
(Cusack et al. 2010). Regarding employment two nmmaform patterns have

emerged over the last two decades: activation aatization.

Activation

Over the course of the post-war period, labour efagarticipation changed
radically. While the participation of women stegdiised, the employment rate
of elderly workers, low skilled workers and men mped. Particularly the
recession following the 1970s oil shock led to dhfer fall in activity rates. In
that context, most governments during the 1990syad a policy of activation
l.e. increasing the rate of participation in thédar force (Bonoli 2010). In
Anglo-Saxon liberal countries, activation stratsgreere based on incentivizing
the unemployed into finding work by cutting welfaetitlements. In the rest of
Western Europe, governments pursued mixed apprsaehech combined

lower welfare payments, with positive incentivemaions but also training and
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education measures. Those groups of unemployednatiadropped out of the
labour market completely were the focus of actoratneasures.

As the pressure to find employment was tightengéd, distinction between
Insurance based social protection and povertyfreleasures was often blurred.
In the past, unemployment benefit entitlements fewuial insurance aimed at
securing a good standard of living for a certainqaeof time. These benefits
were often seen as detrimental to incentivizing uhemployed to find work.
Instead, flat rate and means tested benefits vinireduced which were tightly
coupled with the obligation of the individual toolo for work. Welfare
restructuring for the long-term unemployed and vattbn strategies were
pioneered by the Clinton Administration in the US#d then followed by the
British Labour government, as well as the NetheltarGermany and Denmark
(Hassel and Schiller 2010).

Similarly, existing programmes on early retiremdamad led to declining
employment rates among the elderly. These programmere step by step
dismantled during the last two decades and employmates for the elderly as
well as pension age generally increased. Moreq@eamsion entitlements from

state pensions were generally cut (Ebbinghaus 2011a

Dualization

Dualization denotes the process in which policigerentiate between rights,
entitlements as well as services among differeotigs or categories of entitled
citizens. The main distinction is between labourketinsiders and outsiders.

Labour market insiders are in a secure employmesitipn, while those without
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or insecure employment are labour market outsitldrs.the process of

restructuring the welfare state, both groups wexatéd differently.

There are three different forms of dualization: gxtrease of prevalent
institutional dualisms though an acceleration o thfferential treatment of
insiders and outsiders, a expansion of the prititutional dualisms by shifting
parts of the insiders to the group of outsiders] amally the development of

new institutional dualisms (Emmenegger et al. 200p:

‘New’ and non-traditional groups entering the labooarket such as women,
young employees or migrants are particularly a af being clustered to the
outsider group as their probability of enteringbttaand skilled standard
employment relationships is by trend smaller thendider men (Mcdowell et
al. 2012; Barbieri and Scherer 2009). This diredthks to the increased
visibility of dualization processes in society. Was until the 1970s, the
precarious situation of women was not visible oa plolitical level, as family
and marriage policies provided protection, the @etades have increasingly
politicized this problem. The same also counts tloe outsider group of
immigrant workers (Emmenegger and Careja 2012) wat® considered the
overrepresented group in non-standard, precariomking conditions (ibid.
2012:128; Kalleberg 2009).

Increasing institutional dualization can also belaxed by looking at the
median voter. As employed insiders shape the mebess of the median voter,
the support for insider — oriented dualization- mi@ning policies also
Increases. If as a consequence insiders perceateptiitical parties enhance
outsider-oriented welfare policies, they risk bedrgpped (Lindvall and Rueda
2012:279). Dualization is not a completely new pdreanon and has certainly

featured in labour market policies before. Howewke number of people

° Definitions of insiders and outsiders vary. Seeus¢dimann and Schwander (2012) and Rueda
(2006).
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affected, the composition of either groups, in ipatar of outsiders, as well as
the visibility of the divide and the political sam@s of dualization are considered

different in recent decades (Emmenegger et al. 2G08).

To what extent dualization is pursued as a cleditiga strategy is disputed.
Rueda argues that in particular centre-left govemsiin OECD countries have
tended to promote less egalitarian policies in fevof insiders (Rueda
2006:405). Social-democratic parties are more cdtachito labour market
insiders compared to the centre-right and havestber been willing to sacrifice
the interests of labour market outsiders. Similamgde unions, even more than
Socio-democratic governments are tempted to detbéedinterests of their
members, the insiders as unemployed or persons imgorin precarious

employment relations are generally not unionizesp{g-Andersen 1999).

FUTURE CHALLENGES OF GLOBALIZATION AND SERVICE
ECONOMY

In contrast to the golden years of democratic edipih which lasted from the
end of WWII to the early 1970s, no new economic ehlodombining

employment and welfare has been found. Rather madtipolitical economies

have entered a phase of ongoing restructuring ilchwhusiness, employment
and social policy have to be readjusted on a coatia basis. The main drivers
for the process are changing division of labouthef global economy, in which
emerging economies take on parts of the manufactusector that have
previously dominated the economy of the industéiworld. We can therefore
identify three main processes of change: globatimatdeindustrialization and

technological change.
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Globalization

The global economy has now become a dominant feéumany jobs, not just

in the export industries. However, to what extelobglization is undercutting

terms and conditions and forces governments teatitl spending is disputed.
Initially the balance of economic openness for nodeconomies was positive.
Katzenstein long ago identified that small opennecoies tended to have large
welfare states, because governments aimed to caagerthe losers of

structural change and smoothen the effects of enanfbuctuation (Katzenstein

1985). There is also little evidence that globaia has led to a race to the
bottom. Taxation and public spending has remaingtd im many countries.

Public investment in education and infrastructuemains an important

component for productivity. Countries have longdheh to different taxation

rules without investors avoiding high tax countii€arrett 1998: 823).

Others however, such as Dani Rodrik, have argued the effects of
globalization will lead to more tensions betweennwars and losers.
International trade will undermine social normsmany countries and increase
the pressure to maintain competitiveness. Govertsneill find it difficult to
safeguard social protection (Rodrik 1997:4-5). Exoit opening has certainly
contributed to the stagnation of average wages anymadvanced economies.
Off-shoring might have kept some industries conteti but has led to the loss
of employment in these sectors. Unskilled workerdeveloped economies have

experienced declining wages and job insecufity.

Proponents of an increase of trade openness aftateat high degree of
international trade integration can lead to longrtewvelfare benefits. First,
foreign direct investors, mainly from industriakizeountries, can import some
of the basic labour standards from their home aest(Mosley 2006:1). A

similar argument contends that both exporting firmnsl foreign-owned plants

1 For a good summary of the arguments see Freerg@s)(1
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have comparatively better working conditions thamdstic employers (Moran
2002; Harrison and Scorse 2004). Second, globmlizahay even increase
politics’ room to manoeuvre due to better accesscdpital: governments
“wishing to expand the public economy for politicedasons may do so
(including increasing taxes on capital to pay fewnspending)” (Garrett 1998:
823). FDIs are said to improve local living sitwais, thus also labour standards
(Flanagan 2006:188). However, as Sengenberger @808&mphasizes, these
findings are hardly surprising, given that “botle ttource and the destination of
recent FDI flows were the most developed countweébh comparatively high

labour standards”.

This critical approach is backed by others, whantléhat globalization will
decrease the stability of employment relations (&abB97) or, at worst, lead to
competition along the lowest common denominatoraffda 2000). In contrast
to the compensation thesis, which predicts an asgef welfare due to global
trade, the competition thesis argues that glolaaktieads to a decrease of social
spending (for an overview see Genschel 2004).4t hawever, proven difficult
to make robust empirical claims. While several atghhave found a positive
correlation between the relationship of foreign remuic penetration and
government respect for civil liberties in develapioountries (Richards and
Gelleny 2003; Meyer 1998), other authors reportedifluences (Mosley and
Uno 2007) or evidence for a negative correlatiom@@nelli and Tsai 2003).
Then again, several studies find little or no emmethat variations in collective
labour rights are due to discrepancies in FDI (Bug802; Neumayer and de
Soysa 2006).

The increase of precarious working conditions ghanomenon often attached
to the process of globalization, capital mobilitydathe continuous pursuit of
low cost production in less developed countriesli@barg 2009). In the

political discourse it is used as a term to synamthe changing employment
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relation in western economies. This process tak@sepin all countries

irrespective of the welfare regime.
Deindustrialization

Some authors have argued that the globalizationbkeasa accompanied by an
ever more drastic challenge at the national lelkiat has led to the need of
increased welfare state restructuring and expansewen more than
globalization:  deindustrialization  (lversen and @&als 2000:316).
Deindustrialization defines the process in which émployment structure in a
country moves from employment in the first (agriatdl) and second
(manufacturing) sector towards a dominating empleyimn the third (service)
sector. The structural changes away for manufaxguaind towards the service
economy began in the 1960s. The reasons for thit @&le manifold: the
saturated demand of the domestic and wealthy iatemal economies for
traditional manufactured products, shifting patseoh demand, increased female
employment and technological progress as well asirtbreasing demand for
service-based activities (Hausermann 2010; lveaseinCusack 2000).

One of the challenges of deindustrialization legdia an increased need for
welfare state expansion has been the non-trandigrabf skills between

manufacturing and service based occupations (Imeasel Cusack 2000:327).
Depending on the original focus and importance kilfsswithin the national

employment structure, the process of deindustaatn leads to an increased
level of welfare state expansion to cope with ffii@nomenon. This argument
contradicts the perspective outlined by Esping-Asee that strong and
egalitarian welfare states are linked to strong g@adlticipatory industrial

working classes. Despite varying forms of deindakgation across OECD
countries, all governments have reacted to the Ilgnb posed by
deindustrialization, underlining its importance i@itb346). Moreover, Iversen

and Cusack claim that in fact deindustrializaticas la stronger explanatory
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power for explaining welfare state expansion arfidrme in the last decades than
globalization or partisanship. They argue thatremmdased level of welfare state
expansion was necessary in order to protect th&es®in the first and second
sector if their employment position was threatebgdechnological change or
the acquired skills or social benefits were nohdfarable to the service sector
(2000:325).

However, Manow et al. are critical about the coigstion of both first and
second sector shift towards the third as ‘deindalstation’ and propose a finer
distinction between ‘de-agrarization’ and ‘deindiadization’ in order to
explain the shifts in employment as well as thecoomtant shifts in welfare
expansion in the post-war period (Manow et al. 30They claims that Iin
contrast to the transition from second to thirdt@eclabour transition from
agriculture to manufacturing with regard to skiNss less problematic as the
majority of manufacturing jobs required only a msidievel of qualification in
that period (ibid). The deindustrialization theafylversen and Cusack denotes
therefore only the period since the 1980s whenluntary shifts from second to
third sectors results due to a decrease in demandané&nufacturing due to

technological innovation.

The flip side of deindustrialization is the rise thie service economy which
inhers both potential and risks for employment trefeships (Schelkle 2011).
The increase in employment possibilities for wonag younger generations
benefits the economy and society as it increaseoverall workforce. At the

same time, trade unions are barely representethisnsector. Second, trade
unions have failed to keep up their image with tlenging forms of

employment. Recent studies indicate that traderurepresentation is perceived
to be beneficiary only for long-term stable empl@yrelationships, because
this still is the main principal interest group fonions. By protecting these
insiders from the risks of atypical and insecureplyment relations, these
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outsiders are automatically also kept away (Johms$@h. 2011).The increase of
atypical employment forms has a negative impacttion interest in labour
representation. The probability of individuals @nj a union is on average 4.5
percent smaller if the latter has either a pareticontract or a non-permanent
contract (Ebbinghaus 2011b:115-118).

CONCLUSION

Employment relations and the welfare state areetja®lated. They shape each
other in various ways. Changes in the welfare skatee repercussions on
employment relations and vice versa. The dynaniaioaship between the two
can be systematically assessed by comparative rebsesance both vary

considerably between countries.

However, both, employment relations and the welfstade, have developed
over the last century in tandem under very spe@&tionomic circumstances.
Both are a product of the rise of mass productioradvanced industrialized
countries, in which a majority of the populationsagther directly or indirectly
employed through manufacturing firms. Mass produrctimplied stable jobs
and clear division of labour and responsibilityvibe¢n, employers, workers and

the state.

This situation has now changed. In the last quart¢ine 28" century, advanced
industrialized countries have seen a rapid and dempsformation of their
economies. Manufacturing employment has been ma¥ksthore, the service
economy expanded and policy-makers have moved #&way protective and
Keynesian policies towards supply side reforms @oedhmodification’ in the

words of Esping-Andersen. The majority of workensmational labour markets
are now women workers and atypical work — part-fifiged-term and

precarious work — is on the rise.
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The new labour market requests a new welfare deatigics and policy-makers
are busy adjusting welfare provisions and institgi Political coalitions are
shifting and former clear political alliances swshthe one between trade unions
and center-left parties are strained. The proce$s adjustment and
transformation has not come to a new equilibriurhibwcurrently ongoing. It
remains to be seen whether, when and how a newestatangement can be

found.
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