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Age in the Welfare State

The overwhelming costs of providing for aging populations have brought
many welfare states to the brink of insolvency. Now is the time to ask: how
did we get here? Age in the Welfare State explains how it came to pass that
some nations give the lion’s share of social benefits to the elderly, while
others do more to protect children and working-age adults. A sweeping
work of historically and sociologically informed political science, Age in
the Welfare State offers a surprising challenge to the conventional wisdom
that welfare state policies are a result of either pressure-group politics or
the ideologies of parties in power. This vividly written and exhaustively
documented work draws on in-depth case studies of family, labor-market,
and pension policy making in Italy and the Netherlands, as well as broader
cross-sectional analysis of spending patterns in twenty OECD countries.
Scholars of social policy and comparative politics, practitioners, and policy
makers will be challenged by this book’s startlingly new insights about the
historical roots of current welfare state predicaments.

Julia Lynch is Assistant Professor of Political Science at the University of
Pennsylvania. Her recent dissertation, on which this book is based, garnered
the Gabriel Almond prize of the American Political Science Association for
the best dissertation in comparative politics. Professor Lynch was previously
a scholar in the Robert Wood Johnson Health Policy Scholars program at
Harvard University, and she has been a visiting researcher at the European
University Institute in Florence and the Luxembourg Income Study project
in Luxembourg.
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1

Introduction

Welfare states work better for some age groups than for others. Social pro-
grams in the United States and Italy, for example, do little to raise children
out of poverty, but elderly citizens are made better off by the substantial
benefits available to them. In other countries, such as Norway and Portugal,
senior citizens’ incomes on average are lower than in the United States or
Italy, but low-income workers, families with children, and the long-term
unemployed receive significant support from the welfare state. Across the
industrialized countries, social programs such as public pensions, family
allowances, and benefits for the unemployed vary significantly, with conse-
quences for the well-being of different age groups in the population.

This book asks how social policies in rich democracies buffer and channel
risks for the aged, the young, and working-age adults. What do different
welfare states do for their elderly and non-elderly citizens? Why does the
age orientation of social policies vary from country to country and over
time? And what are the political consequences of different strategies for
redistributing resources across different age groups in society? How and
why welfare states distribute resources to different age groups is linked to
broader questions of theory in comparative politics: What are the important
dimensions of similarity and difference among different modes of economic
regulation? Which actors impact political-economic outcomes? What is the
relative importance of social and economic structures, political practices,
and institutional legacies in determining the policies pursued in different
countries?

The welfare state’s role in caring for young people and the elderly plays an
important part in political debates about welfare reform. An alleged elderly
bias in American social spending has, during recent years, nourished intense
political debates about generational equity. In many European countries,
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relatively high incomes from pensions and increasing rates of child poverty
provide a fertile environment for the emergence of a parallel discussion.
Unequal benefits for the old and the young provide ammunition for those
who advocate providing more support for people at all stages of the life
course, but also for those who wish to cut existing benefits in the name of
intergenerational equity. These inequalities also serve as a reminder that
welfare states can differ objectively and dramatically in their ability to insure
diverse age groups in society against risks such as poverty, ill health, or social
exclusion.

This book begins with an analysis of social spending patterns in twenty
industrialized democracies. Welfare states do in fact differ quantifiably
in the age orientation of their social policies. The first half of the book
establishes a strategy for conceptualizing and measuring these differences
(chapter 2), and then explores a series of competing hypotheses about why
countries might vary in the age orientation of their social policy regimes
(chapter 3). The second half of the book amplifies and tests these rival
hypotheses systematically using paired case studies. Case studies of the
development of three key social programs in Italy and the Netherlands –
family allowances (chapter 4), unemployment benefits (chapter 5), and old-
age pensions (chapter 6) – demonstrate the path by which two countries,
sharing a set of common ideological orientations and facing similar labor
market and demographic conditions in the immediate postwar period,
arrived at welfare states that allocate very different roles to the state in
distributing resources across generations.

Why Study the Age Orientation of Welfare States?

Welfare states vary in the extent to which they protect older and younger
citizens. But traditional theories of welfare state development neither notice
nor explain this variation. If welfare state scholars have until now preferred
to focus on the cross-class, cross-occupation, or cross-gender distribution
carried out by social policies, why should we now be concerned with the age
profile of welfare states? Put simply, it is because changing socio-economic
conditions mean that how welfare states cover the risks associated with
different stages of the life course has become more important.

Advanced industrialized societies today are aging. At the same time,
labor markets are changing, and family structures evolving. The male-
breadwinner model of social organization, premised upon stable, lifelong

2



P1: JZP
0521849985c01 CUNY387B/Lynch 0 521 84998 5 March 16, 2006 15:59

Introduction

employment for men, has given way to more frequent or longer periods
of unemployment. Families, long called upon to provide for needs not met
in the marketplace or by the state, are stretched to new limits. But this is
occurring just as their capacity to respond is reduced by increasing female
employment outside the home, divorce, and changing fertility patterns. In
the context of current demographic, labor market, and family changes, how
welfare states address the risks faced by people at different stages in the life
course affects both citizens’ lives and the capacity of national economies to
adapt to new conditions.

Demographic, social, and economic transformations confronting even
the most “traditional” of Western societies affect the foundations of the
political economic orders established in the period after the Second World
War. How will welfare state institutions, which were created under radi-
cally different demographic, social, and economic circumstances, respond
to these changes? How well will traditional institutions of social policy
buffer citizens as they adapt their lives to the new social risks associated
with changing work patterns and family demands? Will political sponsors
of the welfare state be able to balance pressure from constituencies to both
maintain established entitlements and meet new needs?

To evaluate how welfare states will stand up to these new pressures, we
need to understand how they address the risks encountered by people at dif-
ferent stages in the life course. Quite apart from normative concerns about
intergenerational justice, it is worth understanding how welfare states treat
different age groups because this affects crucially the decisions individuals
make about labor market participation, family organization, and invest-
ment and savings strategies. When welfare states direct resources toward
families with children, for example, it can affect fertility rates, female labor
force participation, and the professional preparedness of young adults. The
division of labor among family, market, and state in caring for young chil-
dren or the frail elderly may affect both women’s emancipation and the
quality of care provided. The structure and extent of public pension sys-
tems of course has consequences for labor costs and financial markets,
but can also set limits on the speed and flexibility with which welfare
states retool to meet new needs that affect adults during their working
years. In sum, the capacity of welfare states to respond to new challenges
depends critically on a characteristic that has received almost no attention
in the literature on comparative social policy: the age orientation of social
policies.

3
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Why Does Age Orientation Vary? Some Preliminary Evidence
and Hypotheses

The age-orientation of social policies, as chapter 2 demonstrates in some
detail, varies dramatically across advanced industrialized countries and in
ways that upset our traditional notions of family relationships among differ-
ent types of welfare states. Figure 1.1 shows the average for the years 1985
to 2000 of the ratio of direct social expenditures on the elderly (pensions
and services for the elderly) to spending on the non-elderly (unemployment
benefits, active labor market policy, family allowances, and family services),
adjusted for the relative size of elderly and non-elderly populations in each
of twenty OECD (Organization for Economic Cooperation and Devel-
opment) countries. I call this measure the Elderly/Non-elderly Spending
Ratio, or ENSR. It allows us to estimate the relative weight of spending
on the elderly – people aged sixty-five and above or in formal retirement –
versus that on working-age adults and children. This spending measure is
of course only an approximation of the full range of services and benefits
offered to different groups, many of which we consider in more depth in
chapter 2. But the ENSR serves to introduce us to the range of variation
across countries in the age orientation of social policies.

The most striking feature of the age orientation of welfare states is its
transgression of the boundaries set by Esping-Andersen’s (1990) seminal
division of advanced countries into three “worlds” of welfare capitalism.
The least elderly-oriented countries among the twenty OECD nations
considered here are a mix of his “Liberal,” “Conservative-Corporatist,”
and “Social Democratic” regimes. At the same time, two of Esping-
Andersen’s Liberal regimes, the United States and Japan, are clearly among
the most elderly-oriented. Likewise, Conservative-Corporatist regimes run
the gamut from relatively youth-oriented Belgium and the Netherlands to
elderly-oriented Italy and Austria. The lack of correspondence between the
ENSR and Esping-Andersen’s key concept, decommodification, is easy to
see in Figure 1.2. The relief from market forces that social policies pro-
vide is surely an important measure of the welfare state. But it is not
enough to ask how much welfare states decommodify; we must also ask
whom they decommodify.

Alternative typologies fare no better when confronted with the data on
age orientation. “Christian Democratic” welfare states (van Kersbergen
1995) are as likely to be youth-oriented (the Netherlands) or age-
neutral (Germany) as they are to throw their support to the elderly (Italy).

4
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Figure 1.2 Age orientation and decommodification. Sources: Spending data from
OECD 2004; demographic data from OECD 2003b; decommodification scores
from Esping-Anderson 1990.

Neither do Mediterranean countries cluster neatly, contrary to scholarship
suggesting a distinctive Southern European welfare state type (Leibfried
1992; Ferrera 1996c; Rhodes 1997). Italy and Greece look like classic “pen-
sioner states” (Esping-Andersen 1997), but Portugal resembles Canada, the
United Kingdom, and Germany more closely than it does its Southern
European neighbors. The weak correspondence between the age orienta-
tion of social policy regimes and welfare state “worlds” or “families” suggests
that there is an important dimension of variation among different kinds of
welfare states that familiar typologies do not capture.

If standard typologies of welfare state outcomes do not correspond to
the variation we’ve observed, it should not surprise us that the causes of
divergent welfare state characteristics typically cited in the literature also
fail to predict differing age orientations. As the bivariate scatter plots in
Figures 1.3 to 1.5 suggest, neither the demographic structure of a country’s
population, its wealth or “level of development,” nor the overall size of the
welfare state predict consistently how welfare states will allocate resources
to the elderly and non-elderly in their populations. Figure 1.5 does show
an inverse relationship between total social spending and the age orientation
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Figure 1.3 Age orientation and demographic structure. Source: See Fig. 1.1.
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Figure 1.4 Age orientation and “level of development.” Sources: Spending data
from OECD 2004; demographic and GDP per capita data from OECD 2003b.
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Non-health social spending
 as a percentage of GDP
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Figure 1.5 Age orientation and total welfare state “effort.” Sources: Total non-
health social expenditure data from OECD 2004; demographic data from OECD
2003b.

of the welfare state (bigger welfare states tend to be less elderly-oriented),
but the presence of two very elderly-oriented outliers makes the relationship
seem much stronger than it might be for the remaining countries. These
data reveal the important point that there are both small ( Japan) and large
(Italy) elderly-oriented welfare states, and both small (Ireland) and large
(Sweden) youth-oriented welfare states. At the same time, classic “power
resources” variables, such as the strength of organized labor, employers’
preferences, and the relative power of Left and Christian Democratic polit-
ical parties, fall short of explaining differences in the age orientation of
welfare states, as we see in chapter 3.

Why don’t classic theories of welfare state development explain these
outcomes? Some scholars have posited that the demographic structure of
a population affects welfare state policies. In particular, the elderly are said
to have distinctive needs and distinctive preferences that drive welfare state
spending (see, e.g., Wilensky 1975; Pampel and Williamson 1989; Thom-
son 1989, 1993). These authors argue that traditional welfare state theories
miss an important set of political actors, the elderly, because they focus
too narrowly on class-based actors. A major aim of this book is to test this

8
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hypothesis about the political influence of demographic groups. Can dif-
ferent mixes of welfare benefits for the young and old across countries and
across time be explained by pressure from welfare state constituencies in
the form of age-based lobbies?

The criticism that standard welfare state theories ignore nonclass actors
has merit, but shifting the focus to the role of age-based actors does not
account for diverging welfare state age profiles. Two far more important
problems in the comparative welfare state literature need to be addressed
before it can be made to account adequately for the outcome that we are
trying to explain. First, the prevailing view of politicians as largely motivated
by programmatic goals must be revised to take into account nuances in
the varieties of political competition. Second, we must consider how the
institutional environment within which electoral competition takes place
shapes welfare state regimes.

Explaining Variation in Age Orientation: The Argument in Brief

If welfare states vary in surprising ways in their protection of older and
younger age groups in the population, how can we explain this variation?
Why do some welfare states emphasize protection for risks during child-
hood and the working life, while others focus more on covering needs in old
age? This book argues that two types of institutions explain this variation:
the structure of welfare state programs enacted in the early twentieth
century – occupationalist or citizenship-based – and the dominant mode
of political competition in a polity, particularistic or programmatic.

First, as we see in chapter 3, the structure of early welfare state programs
affects the populations (labor market “insiders” vs. “outsiders”) that are cov-
ered by public welfare programs. Since these populations take on distinctive
age profiles with the development over time of both public and private social
insurance schemes, the choice of which population to cover strongly influ-
ences the eventual age orientation of social policy regimes. Second, the type
of political competition characteristic of a party system affects the devel-
opment of welfare state programs in the post–World War II period and
determines whether elderly-oriented occupationalist welfare regimes can
“switch tracks” by adding more youth-oriented citizenship-based programs.
The policy studies in chapters 4 through 6 reveal affinities between particu-
laristic politics and fragmented occupationalist social insurance regimes that
make program structure and the mode of political competition extremely
difficult to uncouple. In sum, this book argues that patterns of partisan
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competition and social policy structures interact over time to produce
durable, mutually reinforcing constellations of social policies that mature
into either elderly-oriented or more youth-oriented welfare states.

Two Watersheds of Welfare State Formation

At the heart of the distinction between groups of countries with similar age
orientations lie two historical bifurcations in the paths of social policy devel-
opment. The first split, the basic genetic division between citizenship-based
and occupational regimes, occurred in the late nineteenth and early twen-
tieth centuries, when modern states grappled with new social and political
problems arising from industrialization. A second watershed occurred in the
decades around the Second World War, when most countries with occupa-
tionalist welfare systems considered adopting citizenship-based social pol-
icy regimes, but only a select group actually took concrete steps in this
direction.

The initial split between citizenship-based and occupational social wel-
fare regimes had profound consequences for the eventual age orienta-
tion of welfare spending.1 In the countries adopting citizenship-based
regimes (the Scandinavian and British Commonwealth countries), public
welfare provisions developed in the gaps not covered by mutual-aid pro-
grams run by labor unions. State welfare spending supplemented pre-
existing private occupational benefits, and so focused on the risks most
likely to be encountered by people who were not covered by mutual-
ist benefits. In Manow’s (1997) terminology, such welfare regimes “com-
pensated” for the gaps in private coverage, offering benefits for children,
women, and elderly citizens without pensions. Citizenship-based regimes
contained the seeds of programs that would later develop into the main-
stays of youth-oriented welfare states: support for mothers and children,
and comprehensive social assistance for those with weak ties to the labor
market.

1 It should be noted that in practice many welfare states mix citizenship-based and occupa-
tionalist program types. Even prior to World War II, Sweden, for example, had a pension
system that combined a flat-rate citizenship-based benefit with a supplementary contrib-
utory tier offering benefits graded according to occupation. However, throughout this
book I label welfare programs that have a substantial component that is available to citizens
regardless of occupation or contributory history as “citizenship-based,” to distinguish them
from programs in which there is no universal or means-tested entitlement independent of
labor market status.
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In those countries that eventually became more elderly-oriented, labor
movements in the late nineteenth century relinquished control over
autonomous forms of social insurance to the state. Public social insurance
programs thus built on the framework of occupational programs that unions
had constructed to benefit their own members. This technique of “upgrad-
ing” private occupational social insurance schemes by transforming them
into state-run programs (Manow 1997) resulted in public welfare benefits
that focused almost entirely on the needs of people with close ties to the
labor market. In these states, social protection for groups outside the labor
market remained the province of nonstate actors, primarily families and
charities. Protection for people affiliated with the core labor market was
provided by the state, setting the stage for elderly-oriented welfare spend-
ing in much of Continental Europe, the United States, and Japan as core
work forces aged dramatically in the 1970s and 1980s. Thus, the structure
of welfare programs initiated in the late nineteenth and early twentieth
centuries laid the groundwork for different types of spending, resulting
in a basic division between youth-oriented universalist and means-tested
welfare states, on the one hand, and more elderly-oriented occupationalist
regimes, on the other.

A second watershed in welfare state development, in the decades around
World War II, introduced further variation into the structure of welfare
state regimes, and hence into the age-orientation of welfare spending
in different countries. During and immediately after the Second World
War, most countries with occupationalist welfare states considered legisla-
tive proposals to introduce substantial elements of the citizenship-based,
Beveridgean model pioneered in victorious Britain (Ferrera 1993). Some
countries succeeded in this agenda, introducing forms of citizenship-based
coverage for children, women, and others with weak ties to the labor market.
Other states, however, did not, and continued on a path toward growing
expenditures on an aging core work force and occupational pensioners, with
minimal coverage for the rest of the population.

How can we account for the persistence of occupationalism in some
countries and the introduction of more youth-oriented citizenship-based
welfare policies in others after World War II? The opposing slopes of this
second watershed are characterized by different modes of political compe-
tition prevalent in different countries. The countries that did not adopt uni-
versal programs in the 1930s through 1960s shared a particularistic mode of
political competition that inhibited the development of substantial univer-
sal welfare programs. As the years passed, highly fragmented social security
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programs continued to provide resources for clientelist politicians and to
obscure the costs of political clientelism, resulting in a self-reinforcing cycle
of particularistic politics, fragmented occupational welfare programs, and
elderly-oriented spending.

Italy and the Netherlands: Contrasting Case Studies

The case studies of Italian and Dutch social policies in chapters 4 through
6 illustrate the “mechanism of reproduction” (see Thelen 1999; Pierson
2000) that has sustained these path-dependent welfare policy outcomes
after World War II. Both Italy and the Netherlands had pure occupational-
ist welfare regimes before World War II, and in both countries after the war
official reform commissions (the D’Aragona Commission in Italy, the van
Rhijn Commission in the Netherlands) advocated moving to a universal-
ist, citizenship-based system. Other similarities, too, lead us to expect that
the Netherlands and Italy would follow a similar path after the war. Both
countries belong to Esping-Andersen’s (1990) Conservative-Corporatist
world of welfare; in both countries the major expansion of the welfare
state in the postwar period was carried out under coalitions dominated by
Christian Democratic parties; and in both countries labor relations regimes
were characterized by numerically weak unions and sporadic tripartite con-
certation. Yet Italy has a highly elderly-oriented, occupational welfare sys-
tem, whereas the Netherlands is quite youth-oriented and characterized by
a mix of occupational and citizenship-based programs. The Netherlands
succeeded in implementing a number of new universalist welfare programs
after World War II, while Italy, despite repeated attempts to do so, did
not. As a result, the Netherlands entered the 1990s with a far more youth-
oriented welfare system than did Italy.

Why did Italy remain a strongly occupationalist welfare regime, while
the Netherlands adopted many citizenship-based programs? The key to
understanding this difference is the very different ways that political com-
petition has been organized in the two countries for much of the postwar
period. Italian politics has been characterized by an extremely high degree
of political particularism. By contrast, politics in the Netherlands has tended
toward the programmatic end of the spectrum. This difference in the mode
of political competition between Italy and the Netherlands explains why the
Netherlands adopted citizenship-based welfare programs, such as universal
pensions, universal family allowances, and a basic social minimum, while
Italy did not.
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Clientelism and occupationalism interacted to prevent Italian social
reformers from introducing the citizenship-based welfare regime envi-
sioned by the D’Aragona Commission in 1947. Politicians associated with
both the Christian Democratic Party and the Italian Left were influenced
by the atmosphere of particularistic political competition to block the har-
monization of pension benefits and the introduction of universal public
pensions in Italy – not just in 1947, but also at least once in every decade
since. Clientelist politicians also resisted the development of neutral state
capacities such as effective taxation, which in turn stymied attempts to intro-
duce universal benefits for children, the unemployed, and the elderly. And
the complexity of occupationalist programs made it difficult for either the
public or policy experts to see the results when politicians offered selective
benefits in return for votes.

If in Italy the combination of fragmented, occupational welfare programs
and particularistic political competition derailed attempts to introduce new
universal social programs after the Second World War, the opposite was
true in the Netherlands. There neutral state capacities such as universal
taxation made it possible to introduce citizenship-based programs fairly
easily. The ability to levy and collect taxes on the self-employed and farm-
ers, in particular, secured labor and the Left’s support for agreements that
introduced universal family allowances and pensions.

The simplicity and transparency of universal programs in turn made it
difficult for politicians to exchange highly targeted benefits for votes. In
fact, once programs were universalized, it became impossible to increase
benefits for one group without increases for all recipients. In the case of
family allowances and unemployment benefits, this led to a gradual esca-
lation of benefits, and when high unemployment hit in the mid-1970s,
costs for these programs soared as the number of beneficiaries increased
dramatically. In the case of public pensions, the sheer size of a program
dedicated to providing a decent standard of living for the entire elderly
population, combined with the ease with which future outlays could be
predicted, made many potential advocates of higher pensions think twice
before demanding benefit increases. The simplicity and transparency of
citizenship-based social programs tended to increase pressure for spend-
ing in the benefit categories that did not provide full income replacement
over a long period – generally youth-oriented programs, such as family
allowances or unemployment insurance – and reduced the pressure to
grant large increases in more expensive benefit categories such as old-age
insurance.
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The case studies in chapters 4 through 6 highlight three distinct mech-
anisms by which the structure of welfare state programs and the mode of
political competition combine to affect the age orientation of social policies.
First, the distinction between occupational and citizenship-based welfare
programs determines how politicians can use welfare benefits as tender in
the competition for votes, and thus alters politicians’ preferences about the
level of various types of benefits. Second, the structure of social programs
affects how salient different types of benefits are to potential recipients, and
how visible are the effects of decisions about where to allocate resources.
Finally, the mode of political competition affects the resources available to
politicians and policy makers who might wish to expand particular social
programs.

This essentially institutionalist explanation for the variation in the age
orientation of welfare states poses a challenge to the existing literature on
comparative social policy on three fronts. First, the argument presented
here demands that welfare state outcomes be analyzed in relation to other
public policies. In particular, the link between tax systems and welfare ben-
efits is revealed to be a crucial one, which affects both the kind of welfare
benefits that constituencies demand and what politicians can offer to meet
that demand. Second, this book argues that politicians matter for welfare
state outcomes not so much because of their ideological orientations but
because of the way they compete for votes and office. Finally, this argu-
ment downplays the role of welfare state constituencies in bringing about
the policies that benefit them, and asserts instead the causal primacy of
long-term processes and interactions between program structure and politi-
cians’ behavior. In other words, it supports a sharp distinction between
welfare state regimes as the revealed preferences of powerful social groups,
and policies as outcomes of institutionally structured processes of political
interaction.
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Measuring the Age of Welfare

Welfare states clearly work to transfer resources between age groups, not
least through pay-as-you-go old-age pensions, which account for one-fifth
to one-half of total social spending in most countries of the OECD. But the
elderly in different countries benefit to varying extents not only from cross-
national differences in the generosity of pension benefits, but also from
differences in other policy areas, such as housing and health care. Similarly,
working-age adults and children benefit from a variety of programs financed
by the population at large, including education, publicly provided child care,
and income supports.1

The concept of intergenerational justice has prompted a robust theoreti-
cal literature, but little empirical investigation.2 In particular, we know very
little about how social provisions for different age groups vary across wel-
fare state types, across countries, or across time. Because so little is known
about the age-distributive properties of social policies, it is dangerous to
conclude that “the contemporary welfare state in capitalist democracies is
largely a welfare state for the elderly” (Myles 1989). Nor can we be sure that,
as some have argued, a single “selfish generation” that reached adulthood
just after the Second World War has tailored welfare state spending for
its own purposes (Thomson 1993). Without reliable measures of the age
orientation of social policies across nations and over time, it is impossible
to know to what extent contemporary welfare states are biased toward the
elderly of particular generations, toward successive cohorts of the elderly,
or even if they are uniformly biased toward the elderly rather than the
young.

1 This chapter is based substantially on Lynch 2001.
2 See, e.g., Daniels 1988; Johnson, Conrad, and Thomson 1989; and Laslett and Fishkin 1992.
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In this chapter we consider a series of indicators of the age orientation
of social policies. The resulting rankings group countries quite consistently
according to how a variety of social policy instruments – direct expendi-
tures on social insurance programs, labor market policies, education, and
health care, as well as indirect tax expenditures and housing policies –
allocate resources to different age groups. The most consistently elderly-
oriented welfare states in the sample of OECD countries considered here
are Japan, Italy, Greece, the United States, Spain, and Austria. The most
youth-oriented are the Scandinavian countries, the Netherlands, and the
English-speaking countries other than the United States. A group of Con-
tinental European countries – Germany, France, Belgium, Luxembourg,
and Portugal – occupies the middle ground. Because these groupings of
countries are so consistent across policy areas, it is possible to develop a
simple measure of the age orientation of social policy regimes that uses just
a few pieces of readily available aggregate social spending data.

But given that families often share resources across generations, or pur-
chase private insurance that acts as a form of resource transfer across the
life course, is the age orientation of state policies really the form of inter-
generational transfer with which we should be most concerned? And are
aggregate spending measures really the best way to capture the variation in
state policies?

Determining the age orientation of individual social policies can be dif-
ficult since policies often have effects, and reflect priorities, other than
those most obviously indicated in statutes. Early retirement provisions in
Italy that allowed female public-sector workers to retire at full pay after
only fifteen years of service are a good example. One could interpret these
“retirement” benefits not as a transfer to the elderly, but rather as family pol-
icy camouflaged for a context in which direct subsidies to working mothers
were unacceptable to politically powerful religious forces (Saraceno 1994,
70). Because policies may reflect hidden priorities of policy makers and
may benefit more than one specified target group, it is risky to draw con-
clusions about who social programs are really intended to help based solely
on spending data, without going deeper into the political struggles behind
the policies’ implementation. This chapter works with aggregate spending
data to sketch a preliminary portrait of policy priorities; case studies in
chapters 4 through 6 flesh out this sketch.

Welfare transfers taking place within the state sphere are likely to be
closely intertwined with intergenerational transfers that take place within
families and in the context of private markets. Still, state policies toward
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different age groups are important even if they do not reflect the total out-
put of the state-market-family nexus for particular age groups. The distri-
butional consequences of effecting intergenerational transfers via families,
markets, or the state are not neutral. Welfare states take on distinctly dif-
ferent purposes when redistribution is limited to transfers within families,
rather than between families; and power structures within families are also
likely to reflect resource flows directed by the state.

It is tempting to allow the family to continue to serve as a black box
obscuring the importance of state-sponsored redistribution to different age
groups. Intergenerational ties and resource sharing within families are sup-
posed to be the glue that prevents an explosion of tensions between age
groups similar to the global upheavals of 1968. But the structure of pay-
as-you-go social insurance programs may provide a simpler explanation for
the current quiescence of younger cohorts in the face of elderly-oriented
welfare state spending. When populations and real wages are both grow-
ing, transfers from the young to the old appear to be nothing more than
transfers across the life course – younger people pay for benefits that they
themselves will receive as they age. Under these circumstances, politiciza-
tion of differences in welfare spending on different age groups is unlikely. As
demographic and economic growth both slow, however, there is pressure
to balance social insurance budgets by increasing contributions now and
cutting benefits in the future. The potential for politicization of conflicts
between age groups over the apportionment of state resources becomes
important under these circumstances, though interpersonal ties between
generations may mitigate the effects somewhat. Again, it is worth investi-
gating the age priorities of state spending because these priorities have a
political impact, even when buffered by the resources of families.

The State of the Art: Work on the Generational Effects of Welfare
Policy to Date

Two main strategies for measuring the generational effects of welfare poli-
cies are in evidence in the existing literature: “generational accounting,”
which emerged in the 1990s as the major form of economic research on
aging and social policy at the macro level, and an older body of sociological
work that sought to evaluate the effects of social policies on the life chances
of different age groups.

Generational accounting models (see, e.g., Kotlikoff and Liebfritz 1998)
evaluate current tax structures and benefit patterns to calculate the lifetime
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tax-benefit position of specific age cohorts in a given country. Applying a
standard discount rate, these models sum the total remaining lifetime taxes
versus total remaining lifetime benefits in order to arrive at a figure known
as a generational account for a person of a given age. For a person around
retirement age, the generational account will generally be low or negative,
since recent retirees have paid most of the taxes they will pay in their lifetime
and are about to receive a large infusion of benefits in the form of a pension.
Following the same logic, a person at age thirty will tend to have a much
higher generational account: a lifetime of income taxes lies ahead, while the
education benefit has already passed and the pension benefit is far in the
future. Calculating the generational account for a person born today will
indicate the overall lifetime tax-benefit position of a newborn, assuming no
change in tax or benefit structures.

Generational accounting provides a useful comparative baseline for
assessing the impact of present tax and transfer programs on different
cohorts, but the highly aggregate nature of the accounts makes interpre-
tation difficult. The combination in one measure of all tax and benefit
programs, not just those relevant to social protection, makes it hard to
individuate the effects of welfare policy per se. Furthermore, the use of
discount rates means that accounts for any given age group are highly sen-
sitive to the value of the most proximate tax or benefit program. A third
limitation of the generational accounting technique is that accounts for all
age groups assume constant tax and transfer policies. This means that for
the generational accounts to reflect real aggregate gains (or losses) for a
given age group compared with any other, policies would have to remain
unchanged from the date of birth of the oldest cohort until the date of death
of the youngest. While generational accounts are useful for comparing the
lifetime tax-benefit position of newborns across countries were policies to
remain unchanged, they are of little utility (as Kotlikoff and Liebfritz are
careful to point out) in comparing the lifetime accounts of generations that
have actually lived through, or expect to live through, a great deal of policy
change.

The generational accounting framework is concerned with the question
of generations, strictly speaking, not age groups. These concepts are related
but distinct. Public policies may be neutral with respect to generations –
that is, they do not effect significant transfers between groups of citizens
born at different points in time – but at the same time are biased toward
a particular age group. A purely contributory pension system, into which
people make payments when they are young and out of which they draw
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benefits when they are old, would fall into this category. Conversely, one
could imagine an age-neutral policy that effects large intergenerational
transfers – for example, deficit spending resulting from a tax cut that is
carefully designed to affect levies on wage income and pension income in
equal measure.

In policy-making circles, generational accounting techniques and claims
about intergenerational justice have come to dominate on those occasions
when the age orientation of social policy regimes is under discussion. But
social policies are not static, and the distribution of resources among dif-
ferent age groups, not among different generations, is often at the heart
of political conflict over the welfare state. Hence analysis of the age orien-
tation of welfare states should ideally clarify the distribution of resources
across age groups, as well as across generations.

Some important work in this area has been undertaken. O’Higgins (1988)
offered a comparison of the treatment of elders and children in ten OECD
countries, with direct expenditure and some tax data for the period 1960 to
1985. But while this contribution was an important first step toward the goal
of measuring the age orientation of social policy, a restricted sample size
and highly aggregate spending data limited the analysis. Meyer and Moon
(1988) and Jencks and Torrey (1988) expanded the categories of analysis
beyond the confines of social insurance spending but, as did O’Higgins
(1988) and Pampel (1994), compared the situations of only the elderly and
children, leaving out the middle ground of adulthood, where contemporary
welfare states have had such widely varying success in adjusting to changes in
employment and family patterns. More recently, Castles and Ferrera (1996)
usefully consider the age-distributive effects of the housing/pension policy
complex, but are hampered in the conclusions they can draw by the small
number of cases and the limited set of policies that they discuss. Despite
a growing interest in the relationship between demographic change and
social welfare systems, major lacunae remain in our understanding of how
social policies work to transfer resources across age groups and generations.

Measuring the Age Orientation of Social Policy

The remainder of this chapter is dedicated to evaluating in as much depth
and breadth as possible the distribution of public social policy resources
to different age groups in twenty highly industrialized democracies. Many
different kinds of public policies affect the distribution of public resources
to different age groups. Zoning regulations specifying minimum housing
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lot sizes, state subsidies of credit markets, and policies designed to stimulate
the employment of youth or older job candidates are just a few examples. So
a truly comprehensive measure of how states distribute resources across age
groups would need to consider the totality of policy arenas and instruments
through which states might act to channel resources to different age groups.

This chapter focuses, more modestly, on the distribution of benefits to
different age groups carried out through three key areas of public policy:
direct social expenditures on social insurance benefits, education, and health
care; tax expenditures on welfare-substituting goods; and housing policies.
Only public spending and private spending that is mandated by law (e.g.,
occupational pension schemes in France) are included.

The age categories employed throughout this analysis are elderly and
non-elderly. These categories are rather ungainly as compared with seniors
and children, or labor market participants versus dependents. But they are
useful because public debates so often posit a trade-off between continuing
to support the elderly at a high level and devoting resources to other kinds
of needs in the non-elderly population. The definition of the relevant age
groups is compelled as well by the considerable overlap between the well-
being of children and non-elderly adults, and the scant similarity between
the well-being of seniors and of their children’s and grandchildren’s age
groups. Cross-nationally, poverty rates among seniors, after taking into
account both taxes and social benefits, are not highly correlated with the
same measure for either children (r = .67) or non-elderly adults (r = .59).
However, post-tax, post-transfer poverty rates for children and non-elderly
adults are quite highly correlated (r = .89), with the relationship particularly
strong where poverty is concentrated among families with large numbers
of children.3 Working-age adults and children experience similar risks of
poverty and receive similar degrees of protection from the welfare state,
while the elderly are often in a category all their own. Using elderly and non-
elderly as our basic age categories also responds to the practical demands
of working with social expenditure data. While in most countries social
benefits are paid directly to elderly persons and not to their adult children,
transfers intended for children (e.g., child allowances, day care subsidies,
funds for school fees or books) are always given to the parents and are
considered part of the parent’s income, not the child’s.

3 Poverty rates are the percentage of individuals in each age group living in households with
size-adjusted disposable income (after taxes and transfers) below 50 percent of the country
median. Author’s calculations from Luxembourg Income Study data.
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Table 2.1 Public spending on the elderly, per
person aged 65+, as a percentage of GDP per capita

Australia 37.0
Japan 44.5
Portugal 45.0
Canada 45.2
United Kingdom 46.5
Ireland 46.8
United States 49.5
Norway 58.4
New Zealand 58.8
Spain 60.7
Denmark 61.5
Sweden 62.3
Belgium 63.8
Netherlands 65.6
Finland 70.2
Germany 70.7
Greece 74.0
France 84.1
Italy 90.4
Austria 91.4

Sources: Spending data from OECD 2004; GDP and
demographic data from OECD 2003b.

The Age Orientation of Direct Social Expenditures

The distribution of spending on social programs providing cash benefits
and services for different age groups in the population is the most basic
measure of the age orientation of a country’s social policies, and also the
easiest measure to construct. For a few categories of direct expenditures
(notably, disability benefits, health care, and housing) the age orientation
of spending is not immediately apparent. But a wide range of cash benefits
and social services do have obvious age orientations. Spending on services
for the elderly and pensions for old age and survivors constitutes the core
of elderly-oriented social spending. Spending on unemployment benefits
and active labor market policies, as well as occupational injury and sickness
programs, are the core benefits aimed specifically at working-age adults.
Family allowances, services for families (e.g., child care), and education are
the main items geared toward children.

Tables 2.1 through 2.6 illustrate the relative importance accorded to
elderly-oriented, worker-oriented, and child-oriented social spending in
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Table 2.2 Public spending on unemployment
and active labor market policies, per registered
unemployed, as a percentage of GDP per capita

Sweden 170
Denmark 144
Netherlands 122
Finland 91.3
Belgium 88.7
Norway 82.6
Austria 77.9
Ireland 76.5
Germany 71.0
New Zealand 70.1
France 64.2
Canada 46.1
Portugal 45.5
Australia 43.6
Spain 38.9
Italy 37.5
United Kingdom 35.8
Japan 34.4
Greece 21.0
United States 20.9

Sources: Expenditure data from OECD 2004; GDP
and unemployment data from OECD 2003b.

Table 2.3 Public spending on occupational injury
and sickness programs per member of the civilian
labor force, as a percentage of GDP per capita

Sweden 4.31
New Zealand 3.98
Netherlands 3.79
Ireland 3.26
France 2.27
Germany 1.62
United States 0.65
United Kingdom 0.65
Japan 0.51

Sources: Expenditure data from OECD 2004; GDP
data from OECD 2003b; labor force data from
OECD, Labour Force Statistics.
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Table 2.4 Public spending on cash benefits and
services for families, per person under 15, as a
percentage of GDP per capita

Sweden 22.9
Denmark 19.4
Finland 18.0
Austria 17.7
Norway 16.5
Belgium 13.0
France 12.9
Germany 12.0
United Kingdom 11.8
New Zealand 10.2
Australia 8.92
Netherlands 8.44
Greece 7.16
Ireland 6.47
Italy 5.46
Portugal 4.72
Canada 3.41
Japan 2.43
United States 2.43
Spain 1.64

Sources: Expenditure data from OECD 2004;
demographic and GDP data from OECD 2003b.

different countries. Total expenditures in each category are adjusted for the
size of the beneficiary pool and expressed as a percentage of the nation’s per
capita gross domestic product (GDP). These figures are then averaged over
the period 1985–2000.4 Data aggregated across time of course obscure the
dynamics of welfare state change during a period when many regimes were
subject to reform and retrenchment. But period averages remain useful for
visualizing the basic parameters of spending on different age groups.

Per capita direct public expenditures on the elderly (Table 2.1), in the
form of services and pensions for retirees and survivors, vary from a low
of 38 percent of GDP per capita in Australia to a high of 92 percent in
Austria. Generally speaking, the public occupationalist pension systems of
Continental Europe spend the most per person, while the low-spending
welfare states of the English-speaking world and recent developers Japan

4 The OECD Social Expenditure Database (OECD 2004) contains only spotty information
on family policies and active labor market policies prior to 1985.
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Table 2.5 Public education spending, per person
aged 0–20, as a percentage of GDP per capita
(average 1985–2000)

Denmark 33.4
Sweden 31.2
Norway 29.9
Canada 23.0
New Zealand 21.5
United Kingdom 19.2
Ireland 18.8
United States 17.2
Australia 17.2
Japan 15.9
Italy 11.6
Germany 11.3
Netherlands 9.31
Finland 4.69
France 3.41
Austria 1.83
Belgium 0.57
Spain 0.11
Portugal 0.11
Greece 0.04

Sources: Expenditure data from OECD 2003a; GDP
and demographic data from OECD 2003b.

and Portugal spend the least on the elderly. Scandinavian welfare states,
contrary to their reputation as big spenders, actually spend only moderately
on the elderly on a per capita basis.

The key spending category for working-age adults, spending on active
and passive labor market programs per registered unemployed person
(Table 2.2), ranges from a high of well over one and a half times the GDP per
capita in Denmark and Sweden to a low of just over 20 percent of GDP per
capita in the United States and Greece. Standardizing aggregate unemploy-
ment expenditure figures by the number of registered unemployed, rather
than by the number of unemployment insurance beneficiaries, allows for
an estimate of the extension as well as the level of unemployment benefits.
Countries that have high numbers of uninsured unemployed people (e.g.,
first-time job seekers) or that spend very little on unemployment benefits
and active labor market policies will have low per capita spending, and vice
versa.
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Table 2.6 Per capita health spending ratios

Country
(year)

Spending
ratio
(65+/0–64)

Source of
health
spending

Country
(year)

Spending
ratio
(65+/0–64)

Source of
health
spending

U.S. (1987) 8.9 Public only Finland
(1990)

4.0 Public and
private

Japan (1997) 4.9 Public only Netherlands
(1994)

3.9 Public and
private

U.S. (1995) 4.6 Public and
private

U.K. (1997) 3.4 Public and
private

Ireland (1979) 4.5 Public only France (1991) 3.0 Public and
private

Canada (2000) 4.5 Public only Sweden
(1990)

2.8 Public and
private

New Zealand
(1998)

4.3 Public only Germany
(1994)

2.7 Public only

Denmark
(1983)

4.1 Public only Italy (1983) 2.2 Public only

Australia
(1989)

4.0 Public and
private

Portugal
(1993)

1.7 Public and
private

Sources: OECD 1998; 2003b; U.S. “public only” figure calculated from Waldo, Sonnerfeld,
MacKusick, and Arnett 1989.

Labor market supports may of course be targeted at quite different age
groups across countries and across time. For example, in 1996 Germany
introduced an extension of unemployment benefits for workers transition-
ing into retirement, while at the same time reducing the period of eligibility
for younger workers. OECD figures on active labor market policy spending
include outlays for early retirement “for labor market reasons,” as well as
youth job training programs. A detailed survey of the beneficiaries of labor
market policies could be undertaken in order to “allocate” spending to cat-
egories of older and younger workers (chapter 5 undertakes such a study for
Italy and the Netherlands). For the present, it is enough to note that coun-
tries vary widely in their average generosity toward the unemployed, even
taking into account programs that do not find their way into comparisons
of the replacement rates of standard unemployment insurance benefits.

The Scandinavian countries resume their accustomed position as welfare
leaders when we turn to labor market policy spending directed toward
working-age adults. But the Nordic countries are not alone in allocating
resources generously to the unemployed; the Netherlands and Belgium are
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also among the top five in this regard. Ireland, New Zealand, and Canada
belie their reputation as residualist Anglo-Saxon welfare states, appearing
squarely in the middle of the pack on labor market spending per unemployed
person. Spain, Italy, and Greece, which spend lavishly on programs for the
elderly, have among the least generous welfare states for the unemployed.
The data for occupational health and safety expenditures (Table 2.3) are
spottier, but display a similar pattern.

Direct expenditures on benefits for families with children (Table 2.4) –
child allowances and services such as child care, public summer camps, or
mothers’ aides – follow a pattern similar to benefits geared toward partici-
pants in the labor market. (The main exceptions are Canada and the Nether-
lands, which rank substantially lower on spending per child than they do on
labor market policy spending, and Australia, which ranks higher.) The over-
all similarity in the country rankings for spending on labor market supports
and on families is perhaps surprising. There is no inherent link between
the two types of policies other than the fact that they are both aimed at
non-elderly beneficiaries. Perhaps one could make the case that spending
on children is a form of labor market support if it allows women to enter
the work force, as in Sweden and Norway. Yet some of the welfare states
of Continental Europe not renowned for their efforts to support female
labor force participation nevertheless spend quite generously on families
with children. Spending on families with working-age heads, both with and
without children, seems to follow similar patterns, which quite evidently
differ from the pattern of spending on the elderly.

But not all direct public spending on families with children comes
through the paradigmatic social insurance institutions of the welfare state.
Education spending, which is often ignored in comparative studies of the
welfare state, undoubtedly “counts” as social spending, albeit of a differ-
ent kind, and is clearly focused on the non-elderly. Table 2.5 shows pub-
lic expenditures on primary, secondary, and tertiary education per school-
age person, as a percentage of GDP per capita, averaged over the period
1992–8.5 Perhaps even more than is the case for social insurance programs,
it is difficult to know whether public spending on school construction,
teachers’ salaries, or high-end scientific equipment is really a good mea-
sure of how much education is being provided to a nation’s children and
young adults. In the United States, for example, education spending is

5 These are the years for which cross-national and cross-time comparable data are available
from the OECD.
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concentrated at the tertiary level, reflecting a strong emphasis on research
technology rather than on teachers and classrooms for primary and sec-
ondary school students. Caution in interpreting these data is clearly
required. Still, the figures for per capita education spending highlight the
general tendency for countries that are elderly-oriented in the field of social
insurance to spend relatively little on the non-elderly in the form of edu-
cation, and vice versa.

Health spending, like education spending, is a very large component
of social spending in OECD countries, ranging from 20 to 40 percent of
total social spending, or around 5 to 8 percent of GDP in 1998 (OECD
2003b).6 Health spending per capita on the elderly and non-elderly, like
social insurance and education spending, varies in important ways across
countries. While in some countries providing an adequate standard of care
to children and pregnant women is the most basic test of the health system,
elsewhere either health benefits are not publicly provided at all to non-
poor, non-elderly citizens or access to specific benefits varies by age group.
In still other countries, where health care is a universal benefit, in practice
rationing may lead to unequal emphases on treatment for elderly and non-
elderly patients.

What is an appropriate age-sensitive measure of public health spending?
The OECD has collected from many of its member countries statistics on
health care spending by age group (see Table 2.6). It bears emphasizing,
however, that these statistics are incomplete, widely disparate in terms of
the years and populations covered, and in some cases include private as well
as public health spending. For those countries where the per capita spend-
ing ratio reported by the OECD includes both public and private health
spending, we can make the simplifying assumption that per capita health
spending ratios by age groups are the same in both the public and private
health sectors. Because private health expenditures are a very small portion
of the total in most countries, this assumption is in most cases unproblem-
atic. In the United States, where private health spending is important and
serves a younger population than do the publicly provided Medicare and
Medicaid programs, per capita spending ratios for both public only and
public and private health expenditures are shown.

While per capita health expenditures on elderly and non-elderly groups
continue to highlight the United States and Japan as among the most

6 Note that with the exception of this paragraph, I use the term “total” social expenditures
throughout this book to refer only to nonhealth expenditures.
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elderly-biased countries, Italy appears dramatically more youth-oriented
in its health spending than in other areas of the welfare system. France
and Germany also seem to be more youth-oriented than one might have
guessed based on the social insurance expenditure data. The Scandinavian
countries, on the other hand, give more emphasis than expected to older
patients. Given the diversity of measurement techniques and sources used
in deriving the health spending ratios, and the problematic nature of health
spending as a measure of health care emphasis for different age groups
(Meyer and Moon 1988), how seriously should one take the per capita
health spending ratio as a measure of the age orientation of health policy?

Some support for the measure is provided by the observation that the
very low figures observed for Italy and Portugal correspond to a known
property of Southern European welfare states: universalist health systems
counter the fragmentation and stratification characteristic of other areas
of social provision in these systems (Ferrera 1996c; Gough 1996).7 One
need not rely solely on the per capita health spending ratio as a measure
of age orientation in health policy, though. Changes in infant mortality
rates can be used to evaluate whether the per capita health spending ratio
reflects real differences in the distribution of health resources to elderly and
non-elderly populations. Infant mortality is sensitive to levels of prenatal
care and health status of pregnant women. If changes in infant mortality
are inversely related to per capita health spending ratios, we can be more
confident in the validity of the health spending ratio as a measure of age
orientation of health policy. In fact, when controlling for the wealth of a
nation, a lower per capita health spending ratio (i.e., more spending on the
non-elderly relative to the elderly) is strongly associated with declines in
infant mortality.8

7 On the other hand, recent changes to the Italian health system exempt elderly people,
regardless of income, from many co-payments. This suggests that even within an excep-
tionally age-neutral health subsystem there may be pressures toward conformity with the
overall elderly bias of social provision in Italy.

8 GDP per capita is used as an instrument for the level of infant mortality at the start of
the period under study. Results of the OLS regression with percentage change in infant
mortality 1985–98 as the dependent variable are as follows:

Coefficient Standard error

Constant −8.936 1.238
Health spending ratio 0.898 0.251
GDP per capita, 1985

(millions $US PPP)
0.110 0.099
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This result lends credence to the claim that per capita health spend-
ing ratios are a good measure of the emphasis of different welfare states
on health care for elderly and non-elderly populations. It further suggests
that case studies of the development of health programs may be useful in
illuminating the causal processes behind the development of particular age
orientations in social policy regimes: health policies in Southern European
countries may well be exceptions that prove the rule when compared with
other kinds of social programs.

Summarizing the Age Orientation of Direct Expenditures

So far we have considered the relative generosity of direct public expen-
ditures for a variety of social needs – income supports and services for the
elderly, the unemployed, and families with children, as well as education
and health care – in OECD countries. And we have detected some evi-
dence that across different policy areas, countries are consistent in the way
that they allocate resources to different age groups in their populations.
Clearly, some countries spend more on services and others more on cash
benefits; some more on active labor market policies and others more on
unemployment benefits; some try to ensure equality of access via educa-
tion, some through the labor market; and others equality of outcome via
income supports. Among those countries that spend a lot on their non-
elderly populations, some allocate more resources to children and others
to working-age adults. Leaving aside these finer distinctions, however, a
global measure of the age orientation of all direct social spending can give
us valuable information about policy priorities with regard to different age
groups in different countries. Such a measure based on direct expenditures,
if it is consistent with what we know about how other policy instruments
treat different age groups, also offers a highly tractable way to analyze the
age orientation of welfare states.

Let us construct a measure that is a summary comparison of public social
insurance expenditures on the elderly (aged 65+ or in formal retirement)
and expenditures on the non-elderly (children and adults aged 0–64 and not
in formal retirement). We can call this measure the Elderly/Non-elderly
Spending Ratio, or ENSR. Several types of direct expenditures must unfor-
tunately be excluded from this measure. The largest is cash benefits for the
disabled, which accounts for between 2 and 11 percent of direct social
expenditures excluding health care in OECD countries (OECD 2003b).
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Table 2.7 Elderly/non-elderly spending ratio
(ENSR) (average 1985–2000)

Denmark 5.75
Sweden 6.50
Ireland 7.11
Belgium 8.32
Finland 8.86
Australia 9.29
Norway 9.89
Netherlands 10.2
United Kingdom 10.4
New Zealand 11.4
France 12.9
Canada 14.0
Spain 15.7
Germany 16.0
Austria 17.4
Portugal 18.6
Greece 24.7
Italy 28.9
United States 38.5
Japan 42.3

Sources: Spending data from OECD 2004; demo-
graphic data from OECD 2003b.

Disability pensions are converted into retirement pensions upon reaching
the retirement age in some countries, which means that virtually 100 per-
cent of this category could be safely designated as non-elderly spending.
But in other countries disability pensions can be cumulated with retire-
ment pensions, complicating our accounting. Similarly, in most countries
it is not possible to track the age of beneficiaries of social transfers for hous-
ing. Cash benefits are probably one of the least important determinants of
housing outcomes, though, so we consider housing policy separately from
direct social expenditures. Finally, a paucity of reliable data on occupational
injury and sickness spending as well as public health spending leads us to
exclude these categories from the ENSR. Given the difficulties in inter-
preting aggregate public education spending, it seems wise to compare a
measure that does not include it with one that does.

Table 2.7 shows values of the ENSR for twenty OECD countries,
averaged over the years 1985 through 1998. Non-elderly expenditures
include payments for unemployment benefits (including early retirement
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for labor market reasons), active labor market policies, family cash benefits,
and services for families. Elderly expenditures are those for old-age pen-
sions (including early retirement for non–labor market reasons), survivors’
pensions, and services for the elderly and disabled (primarily nursing
homes). Spending on the elderly is divided by the number in the popu-
lation aged 65 or more; spending for families with children and spending
on active and passive labor market policies are divided by the population
aged less than 65.

The numerical values for the ENSR represent, in a strict sense, a spend-
ing ratio. But it is inadvisable to conclude from the ENSR that, for example,
the United States spent almost forty times as much on the elderly as on the
non-elderly on a per capita basis, while Denmark spent only five times as
much. In the first place, this basic measure is not a complete survey of expen-
ditures in all areas. Second, while almost all elderly people living in OECD
countries have access to some form of public pension, not all persons under
age 65 are, at any given time, receiving benefits such as child allowances
or unemployment insurance.9 Furthermore, the value to the individuals
concerned of different types of payments may not be captured by the mag-
nitude of spending. Supports for children and working-age adults typically
aim to supplement market incomes or replace them for a short period of
time. All other things being equal, we would not expect them to be as costly
on aggregate as old-age pensions, which provide a year-round replacement
for market income.

Incorporating per capita education spending figures into the basic
ENSR, as in Table 2.8, reduces both the levels and the variation across
countries considerably from the basic ENSR. Education spending is large
enough to buffer the effects of other social spending even for the countries
that spend least on their schools. The major shift in ENSR rankings after
including education spending occurs in Japan, which seems to spend heavily
enough on education to modify its strong elderly orientation in the field of
social insurance.

Raw per capita spending on different categories of beneficiaries such
as the elderly or the unemployed, the ratio of health spending on differ-
ent age groups, the basic ENSR, and the ENSR with per capita education

9 An alternative measure using the number of children and the unemployed as the divisor
for non-elderly expenditures can be constructed, but it is more difficult to interpret and
does not yield significantly different results. Only Austria ranks significantly differently (less
elderly-oriented) using this measure.
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Table 2.8 ENSR with education spending
(average 1985–2000)

Denmark 0.32
Ireland 0.40
Netherlands 0.40
Sweden 0.44
Norway 0.44
Australia 0.53
New Zealand 0.56
Belgium 0.65
Canada 0.70
Finland 0.72
Germany 0.75
United Kingdom 0.76
Japan 0.83
Portugal 0.87
Austria 0.97
France 1.07
United States 1.24
Italy 1.66
Spain 1.72
Greece 2.53

Sources: Expenditure data from OECD 2003a; 2004;
demographic data from OECD 2003b.

expenditures all present slightly different views of the variety of social policy
orientations across OECD countries, through the lens of direct expendi-
tures. Those countries clustered at the middle of the spectrum on the basic
ENSR measure seem to employ different combinations of policies in order
to attain a generally age-balanced policy profile. However, with the possi-
ble exception of health care, these measures of different policy expenditure
combinations generally point toward the same conclusions: Italy, Greece,
the United States, and Japan are heavily elderly-oriented countries, with
Spain, Portugal, and Austria not far behind in most respects. On the other
hand, the Netherlands, the Scandinavian countries, and some of the Anglo-
Saxon world (the United Kingdom, Ireland, Canada, and New Zealand)
provide a more balanced repertoire of direct social services and benefits to
different age groups in the population.

It is worth emphasizing once again that the age orientation of social
spending does not seem to correspond with typologies of welfare states
based either on welfare state “effort” (the level of aggregate social spending)
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or welfare state “worlds.” High-spending countries may be either elderly-
oriented (Italy) or quite youth-oriented (the United Kingdom); low-
spending countries may also be elderly-oriented (the United States) or
youth-oriented (Australia). Most strikingly, many of Esping-Andersen’s
Liberal countries, which score low on his decommodification index because
of the presence of means-tested benefits, are as youth-oriented as the truly
universalist countries of Scandinavia. High spending and even the decom-
modifying power of the welfare state do not then divide the youth-oriented
from the elderly-oriented welfare states. Rather, the age-orientation of the
welfare state depends on the target of social spending, on who gets decom-
modified.

Refining the Measure: Taxes and the “Hidden Welfare State”

Direct expenditures on welfare goods tell one story about the extent to
which different age groups benefit from current social programs. But social
policy is made up of more than direct welfare expenditures (Howard 1997).
Tax systems both effectively reduce social spending, through taxes on cash
benefits, and increase it, through tax expenditures on major social programs.
The distributive effects of specific tax policies are notoriously difficult to
interpret, which is of course one reason why they play such a prominent
role in social policy. Good household-level tax and transfer data would be
the most efficient and probably the most accurate way of determining the
comprehensive tax-benefit position of different kinds of families. However,
even the most rigorously standardized comparative micro-data sets10 con-
tain limited (and not terribly reliable) information on taxes paid by house-
holds. Until better household-level data become available, aggregate tax
expenditure data provide the best estimates available of the age orientation
of tax policies.

Very significant perils confront those analysts who would compare tax
expenditure data across countries and across policy areas within a given
country (Adema, Pearson, Einerhard, et al. 1997). Adema et al. provide
some of the only truly comparable data on tax expenditures on social welfare
programs in OECD countries, reported here in Table 2.9. Of the six nations
included in their study, only the United States and the United Kingdom

10 The Luxembourg Income Study project and European Community Household Panel are
two sources of pre- and post-tax household income for OECD countries.
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Table 2.9 Social-fiscal measures as a percentage of GDP, 1993

Country

Total
social-fiscal
measures
(% of GDP)

Direct social
expenditures
(% of GDP)

Direct taxes
and social
contributions
paid on transfer
income

Social-fiscal
measures on
old-age
benefits
(% of GDP)

Denmark 0.08 30.5 3.91 0.08
Germany 0.86 28.7 2.57 0.08
Netherlands 0.76 30.6 5.86 0.68
Sweden 0.20 38.3 5.31 0.20
U.K. 3.03 23.4 0.19 2.68
U.S. (federal

level only)
2.00 15.0 0.08 0.85

Source: Adema et al. 1997.

have tax expenditures on social policy that are significant compared with
the magnitude of direct social expenditures. This is true even taking into
account the effective reduction in direct expenditures due to direct taxation
of social benefits, which can amount to around 3 to 6 percent in Northern
European countries. For example, even after tax clawbacks on income such
as pensions and unemployment insurance, Germany still spends roughly
26 percent of GDP on direct spending for social programs, as compared
with less than 1 percent on indirect spending (tax expenditures).

Happily, the countries where tax expenditures on social policy are sig-
nificant compared with direct expenditures report quite comprehensively
on tax expenditures. As a result, it is possible to confirm whether the social
policy delivered through taxation mechanisms in these countries has the
same general age orientation as policy carried out through direct expendi-
tures. Despite the risks inherent in comparing tax expenditure data across
different policy areas and different countries, it is worth examining the tax
expenditure figures for those countries where they may be expected to play a
large part in social policy: the United States, the United Kingdom, Canada,
and Australia. How much goes to the elderly in the form of tax expenditures
on private pensions or special health insurance programs?11 How much do

11 Classifying all tax expenditures on private pensions as an elderly expenditure is admittedly
somewhat arbitrary, since the age of the average beneficiary will depend on whether the
tax relief is granted at the time of the payment into the pension plan or at the time of
liquidation of the pension. Since most countries do both, it is very difficult to judge which
is the most reasonable assumption on balance. For the sake of consistency, I choose to
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Table 2.10 Tax expenditures on the elderly and non-elderly (billions of national currency)

Tax expenditures on:

Country Old age
Unemployment,
labor market Education

Family
allowances,
child care

ENSR for tax
expenditures

U.S. (1995) 89,885 7,245 2,785 8,735 4.79
U.K. (1993–4) 18,120 3,500 550 1,450 3.29
Canada (1992) 17,390 4,471 954 2,945 2.08
Australia (1993–4) 46,423 1,530 21 182 26.8

Source: OECD 1996.

families and young people gain from tax exemptions on unemployment
benefits, child care, or family allowances? Table 2.10 allows for some very
tentative judgments along these lines.

Adema et al.’s data on tax expenditures in the United States, United
Kingdom, Canada, and Australia provide an interesting complement to the
direct-expenditure measures of the age orientation of social policy in these
Liberal welfare states. Australia saw a sharp decrease in the share of direct
public expenditures devoted to the elderly following privatization of its
public pension system in 1986. The data in Table 2.10, which reveal a very
large imbalance in favor of the elderly in indirect social benefits, indicate
that the overall balance between age groups may not have changed all that
much in Australia since 1986. Rather, subsidization of the elderly seems to
be increasingly undertaken through the tax system, while support for the
non-elderly continues to flow through direct expenditures. A time series in
tax expenditures dating from before the pension reform would be invaluable
in confirming or refuting this possibility.

If the relative youth orientation of the Australian system may be
explained away by the continued presence of policy aids for the elderly
in the form of tax benefits, the opposite seems to be true of Britain. Britain
in 1993 reported tax expenditures on social policy on the order of 3 per-
cent of GDP, while its direct social expenditures were around 23 percent of
GDP. So the relatively youth-oriented social policy orientation indicated by
the ENSR for direct expenditures in the United Kingdom is not canceled

classify tax expenditures on private pensions as elderly-oriented, but it is well to keep in
mind that these tax expenditures may also have an immediate impact on the disposable
income of non-elderly persons.
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out, as in Australia, by large tax expenditures that heavily favor the elderly.
While it is true that subsidies for private pensions make up the lion’s share
of tax expenditures in Britain, the disparity between elderly-targeted and
youth-targeted tax expenditures is not nearly so great as in Australia. In
Britain there are significant tax expenditures on items of interest to the
non-elderly, particularly in the area of labor market supports. A similar
pattern may be observed in Canada, where, as O’Higgins (1988) observes,
the rather average social policy emphasis on young people in the sphere
of direct expenditures is countered by generous tax policies in the area of
labor market supports and family allowances.

Scholarship on tax expenditures in the United States (Longman 1987;
Howard 1997) tends to confirm O’Higgins’s assertion that tax expenditures
do not tell a significantly different story from direct expenditures. The
introduction and expansion of the Earned Income Tax Credit has shifted
the weight of tax policy in the United States somewhat away from the
extreme elderly bias observable in both direct expenditures and the rest
of the tax system. Still, the emphasis on the elderly in U.S. tax policy is
strong, particularly in the fields of housing and private pensions, and cer-
tainly does not counterbalance the extreme elderly orientation of direct
expenditures.

In sum, the best available information on tax expenditures for social pol-
icy points in the same direction as the information on direct expenditures.
With the possible exception of Australia, which also had an ambiguous
ranking based on the ENSR for direct expenditures, tax data confirm the
relative age orientation of different welfare states derived from measures of
direct expenditures alone.

Refining the Measure: Housing Policy Patterns and Outcomes

The final refinement of the measure of age orientation refers to the housing
sector. As noted above, tax expenditures on housing and housing-related
debt are, in most OECD countries, the largest tax expenditure on individ-
uals. At the same time, direct public expenditures on housing are relatively
meager. In fact, housing policy in OECD countries is carried out through a
wide variety of policy instruments, ranging from local zoning regulations to
intervention in credit markets to contractor and developer subsidies to land
purchases to direct housing allowances to taxation of imputed rent. Since
many of these policies work in opposite directions, it is difficult to develop
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a measure of the age orientation of housing policy based on regulations and
statutes alone.

But housing policy is an important component of social welfare policy,
both because of its direct effects on quality of life, and because of its impli-
cations for lifetime savings and attitudes toward other welfare programs
(Kemeny 1980, 1981; Castles and Ferrera 1996). Most comparative welfare
state researchers abandon the search for a comparative measure of hous-
ing policy, instead using a single quantitative measure of housing policy
outcomes: aggregate levels of home ownership. This measure is problem-
atic, however, for two reasons. First, and most obviously, aggregate home
ownership statistics obscure differences in home ownership rates among
different age groups in the population. Second, an emphasis on ownership
rates alone ignores the extent to which home ownership is promoted as the
most desired form of housing tenure.

Using housing tenure data from the Luxembourg Income Study (LIS),
I evaluate how well governments live up to their stated housing goals, and
how this varies across age groups in the population. I derive the country’s
housing policy goals from secondary literature (Boleat 1985; Balchin 1996)
and from the responses of housing policy officials to a survey conducted by
the European Union (EU) on housing policy priorities (Dumon 1992). For
some countries, the housing policy priority is to promote home ownership
among the widest possible swath of the population. For others, the priority is
to guarantee a minimum of fairness in the rental sector, either through direct
public provision of rental housing or through protection of renters’ rights
in private markets. Table 2.11 shows the policy focus (home ownership vs.
rental), overall home ownership rates (including cooperative housing), and
the difference in home ownership rates among elderly (over 55-year-old)
and young (25- to 34-year-old) adults, for those countries for which data
were available.

What do these home ownership outcomes imply about housing policy
inputs? I assume that home ownership rates among different age groups
are determined by a range of housing policy inputs, including government
regulation of credit markets and policies that increase the availability of low-
cost homes for private ownership, increase the availability of low-interest
and low-down-payment loans for first-time home buyers, and encourage
home ownership through fiscal instruments targeted at lower income home-
owners. These kinds of policies will increase levels of home ownership
among young people, who tend to be asset-poor and income-poor relative
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Table 2.11 Housing policy orientations (late 1980s to early 1990s)

Policy
focus

Aggregate
home
ownership
rate

Elderly-youth
difference in
ownership
rates

Policy
focus

Aggregate
home
ownership
rate

Elderly-youth
difference in
ownership
rates

NET Rent 33.7 3.60 LUX Own 69.6 21.5
DEN Rent 59.9 5.50 BEL Own 68.8 21.8
SWE Rent 57.7 6.10 FIN Own 75.2 23.5
GER Rent 42.8 15.6 CAN Own 68.0 27.4
AUT Rent 49.7 16.3 FRA Own 59.1 33.7

AUS Own 73.9 33.9
US Own 66.7 37.7
SPA Own 72.2 41.1
ITA Own 59.1 41.8

Sources: Policy focus and aggregate home ownership: Balchin 1996; Dumon 1992; elderly-youth
difference: author’s calculations from LIS data (Wave IV).

to older people. These types of policies will thus tend to reduce the dif-
ferences in relative levels of home ownership between the young and
the old.

Table 2.11 reveals that countries with similar housing policy goals vary
substantially in the degree to which these goals are achieved for different
age groups. For example, among those countries where home ownership
is not a stated priority, Austria and Germany stand out for the large differ-
ences in home ownership rates between younger and older populations. The
Netherlands, Denmark, and Sweden, on the other hand, as in other areas of
social policy, show more balanced results for different age groups. Among
countries where home ownership is an explicit goal of housing policy, the
United States, Spain, and Italy clearly have achieved that goal to a much
greater extent for their elderly citizens than for young people. And although
I was not able to calculate home ownership rates by age group for Japan,
Boleat (1985, 403) reports a similar age variation in tenure: overall, 60 per-
cent of Japanese households own their homes, while this is true for only
17 percent of households headed by persons under 29, and 46 percent of 30-
to 49-year-olds. Belgium, Finland, and Canada show differences in owner-
ship rates that probably reflect these countries’ efforts to encourage home
ownership among young people. Again, home ownership patterns support
the picture painted by the basic ENSR: the United States, Austria, Japan,

38



P1: JZP
0521849985c02a CUNY387B/Lynch 0 521 84998 5 March 16, 2006 17:37

Measuring the Age of Welfare

Italy, and Spain tend to have among the most elderly-oriented housing pol-
icy regimes, while the Netherlands, Sweden, and Denmark have among the
most age-neutral housing policies. Once again, Australia fits uneasily into
the overall scheme, and we lack data for the United Kingdom, Ireland, and
New Zealand that might help to confirm whether the age orientation of
housing policy, as in direct expenditures, is a dimension that cuts across the
traditional Liberal welfare state group.

Conclusion

This chapter has presented a variety of measures of the age orientation
of social policy, based on direct expenditures, tax expenditures, and hous-
ing policy. While each measure presents a slightly different picture, taken
together they reinforce one another. This triangulation of measures permits
us to conclude with some confidence that countries do vary in the amount
of emphasis they place on helping their elderly versus non-elderly popu-
lations through public social policies, and vary in consistent ways. In par-
ticular, we note that the most youth-oriented social policy regimes belong
to the Scandinavian and British Commonwealth countries, while the most
elderly-oriented countries are a more diverse group, encompassing parts
of Continental Europe (Italy, Greece, Spain, Austria), the United States,
and Japan. Furthermore, the ENSR measure based on direct expenditures
alone appears to approximate rather well the age orientation of social policy
more generally across countries.

O’Higgins (1988) identifies a generalized pattern in OECD countries of
expansion of welfare benefits for families in the 1950s, with retrenchment
in these areas and growth in the pension sector from the 1960s through the
mid-1980s. His findings accord with Thomson’s (1993) hypothesis that a
“selfish generation” has captured welfare policy across the OECD, design-
ing welfare states to meet the needs of their steadily aging cohort. However,
the data presented here show much greater variety in social policy orien-
tation than is suggested by O’Higgins or Thomson. While the elderly bias
in some countries is indeed acute, in other countries younger age groups
enjoy significant benefits – although whether this has occurred through the
political action of age-based constituencies or as a result of other processes
remains to be seen.

The remainder of this book focuses on identifying the causal processes
that generate the diversity of public policy orientations toward different age
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groups that we have observed here. To what extent are differences in the
age orientation of social policies the result of conscious policies designed
to privilege certain age groups or generations over others? How much do
these policy differences reflect societal attitudes about the relative neediness
or deservingness of different age groups? Do they in fact spring from the
interaction of political actors seeking to protect interests that are defined
by age at all?
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Age and the Welfare State

THEORIES AND HYPOTHESES

Chapter 2 revealed wide variation among industrialized countries in the rel-
ative emphases that governments place on social protection for elderly and
non-elderly population groups. But the age orientation of social policies
varies across countries in ways that are quite unexpected given what the
scholarly literature on comparative social policy tells us about how welfare
states develop. Esping-Andersen’s (1990) three welfare regime types do
not separate neatly into youth-oriented, elderly-oriented, and age-neutral
welfare states, as we might expect. And basic country attributes such as
aggregate levels of welfare spending or the size of the elderly population
tell us even less about the probable age orientation of a given welfare state.

This chapter looks systematically at a variety of potential explanations for
why the industrialized countries in this study display such different social
policy age orientations. Scholars have called on a variety of structural, cul-
tural, political, and institutional features of nation-states to explain diver-
gent patterns of welfare state development. These existing theories about
welfare state development were not designed explicitly to explain the age
orientation of social policies. But, as we have seen, age orientation is a
fundamental aspect of how welfare states redistribute resources, with con-
sequences for labor and financial markets, family structures, fertility, and
so on. So it is fair to expect that these classic explanatory paradigms should
be able to account for this important aspect of what welfare states do and
how they do it.

Yet existing paradigms do not perform well when confronted with the
task of explaining variation in the age orientation of welfare states. And
with good reason. The age structure of the population, ideologies about
redistribution across the life course, and the political power of groups with
age-related policy agendas fail to explain variation in the age orientation of
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welfare states precisely because the age orientation of social policies is not,
in fact, related to social structural, partisan, or institutional features that are
in any straightforward way linked to age. Rather, the distinct age profiles
of social policy regimes are a largely unintended consequence of how wel-
fare state programs are structured, and how politicians typically compete
within a party system. The second half of the chapter presents an alternative
explanation for the variation in age profiles of social policy regimes, arguing
that early choices about the structure of welfare programs combine with
distinctive modes of political competition in different countries to account
for the development over time of differing age orientations.

Classical Explanations for Variation in Welfare State Outcomes

The comparative political economy literature has elaborated a variety of
explanations for why welfare states vary in their form and function, some
of which could yield insights into the sources of cross-national variation in
the age orientation of social policies. Modernization approaches identify eco-
nomic and demographic “development” as the keys to understanding how
much, and what, welfare states do. One subtype of this argument deserves
special attention: the political impact of pensioner lobbies and elderly vot-
ers, “gray power,” has been hypothesized to affect welfare state spending in
important ways. Welfare state familialism, often linked to the preferences of
Christian Democratic political actors, may also be related to the age orien-
tation of social policies. Power resources, namely, the strength of class-based
actors such as Social Democratic parties, unions, and employers, tell us a
great deal about why welfare states vary along dimensions not related to
age. To the extent that social spending on different age groups has equity
implications, left power resources may also be important predictors of the
age orientation of welfare states. Employer preferences, the subject of a
current wave of scholarship in comparative political economy, may also
explain why welfare states develop a particularly elderly-oriented or youth-
oriented repertoire of social policies. Finally, institutionalist approaches that
argue for the impact of constitutional structures, forms of interest interme-
diation, or state capacities all offer insights that could help explain why the
age orientation of social policies varies from country to country.

Each of these classical approaches can add something to our understand-
ing of why some countries devote the lion’s share of their welfare resources
to the elderly, while others focus more on the needs of working-age adults
and children. A fuller explanation of the age orientation of welfare states,
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though, requires attention to both the political and institutional contexts
within which political entrepreneurs forge links to potential constituencies
of the welfare state. The second part of this chapter lays out such an expla-
nation. First, let us consider how far classical welfare state theories can take
us toward understanding why nations vary in the age orientation of their
social spending.

Modernization

Developmentalist approaches to explaining the growth of the welfare state
(see, e.g., Wilensky 1975; Flora and Heidenheimer 1981; Flora and Alber
1983; Flora 1986; Myles 1989) argue that the arrival of industrial soci-
ety creates both new social needs and the resources with which to meet
these needs. Of special relevance to the problem of understanding the age
orientation of welfare states is the contention in many such accounts that
industrial capitalism creates particularly pressing needs among the elderly,
as it creates a new class of inactive elderly persons: retirees. This devel-
opment in turn drives the expansion of benefits for the elderly. Accord-
ing to this logic, welfare states develop primarily to protect the elderly
because the needs of the elderly are (1) the first to emerge on a large
scale in industrialized society and (2) the most remote from the tradi-
tional concerns of care-giving institutions such as the family, poor laws,
or private charity. Such assumptions are in fact echoed in policy discus-
sions surrounding the implementation of pension schemes, where debate
often focuses on the uniquely deserving character of the elderly or on
the impracticality of relying on families to provide the necessary income
support.

Welfare state policies do not, however, appear in practice to develop in
response to a temporal primacy of the needs of elderly people. It is true that
most industrialized countries adopted old-age insurance programs before
either unemployment insurance or family allowances. But in most states the
first public welfare benefits to be introduced were either poverty alleviation
programs, targeted at children and adults as well as the elderly, or sickness
and occupational injury insurance benefits for current workers (Flora and
Alber 1981). Neither do benefits for the elderly come first in the sense of
being a higher priority. If this were the case, we would expect countries
with lower levels of aggregate welfare spending to be the most elderly-
oriented, while only high-spending welfare states would be able to afford
the “luxury” of youth-oriented social programs. However, elderly-oriented
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countries with high levels of social spending as a percentage of GDP (e.g.,
Italy) coexist with small, youth-oriented welfare states (e.g., Ireland).

Gray Power

Even if there is no mechanical correspondence between economic and
demographic development and elderly-oriented welfare spending, it still
seems plausible that the age structure of populations could affect the direc-
tion of welfare state spending via the political power of the elderly. Some
theorists argue that growing state spending on pensions is a result of the
influence of gray power: large blocs of elderly voters with well-defined pol-
icy preferences. In one of the first quantitative cross-national studies of the
welfare state, Wilensky (1975) argued that elderly populations influence
the development of welfare state spending because large elderly popula-
tions create both a need for more welfare spending and a political con-
stituency to fight for the allocation of resources. Pampel and Williamson
(1989) likewise found that in democratic countries the “political pres-
sure of a large aged population” is an important influence on spending.
Thomson (1989) posited the aging of a politically powerful “welfare gen-
eration” as the driving force behind the growing emphasis of welfare states
on programs for the elderly versus programs for children from the 1970s
onward.

More recently, Pierson (1994) and Campbell (2003) examine the impact
of the elderly on welfare state retrenchment. Both argue that policy legacies
shape the interests and capacities of elderly constituencies of the welfare
state, and in so doing constrain subsequent policy making. Pierson specifies
a set of micro-foundations underlying his argument about policy legacies.
Voters exhibit a powerful negativity bias, fighting retrenchment of “their”
programs at almost any cost; and politicians use strategies of blame avoid-
ance to get around the resistance of constituencies to policy retrenchment.
These micro-foundations suggest that the preferences of numerous and
highly motivated elderly voters regarding pension programs lie at the heart
of the politics of welfare reform.

But gray power still falls far short of predicting when, where, and why one
might observe a bias toward the elderly or the young in welfare spending. If
the size of the elderly population, and thus its electoral strength, were a good
predictor of the age orientation of social spending, we would expect to see
all countries becoming more elderly-oriented with the passage of time. But
analysis of spending data over time reveals that nine of the twenty countries
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Table 3.1 Percent change in ENSR, 1960–2000

Country Percent change since 1960

Finland −80
Australia −70
Portugal −58
Denmark −56
Austria −53
New Zealand −52
Ireland −32
Germany −20
Netherlands −6
Greece 17
France 23
Italy 42
Sweden 49
Spain 50
Norway 76
Belgium 86
United Kingdom 92
United States 104
Canada 116
Japan 799

Notes: The reference period for Portugal is 1977–2000; Greece
1962–2000; Spain 1967–2000; Belgium and U.S. 1960–99; U.K.
1960–98; and Japan 1970–2000.
Sources: Spending data: OECD 2004; demographic data:
OECD 2003b.

in this study have in fact become more youth-oriented between 1980 and
2000 (see Table 3.1).

Why does the gray power hypothesis fall so far short of the expecta-
tions generated in the literature on comparative welfare state spending?
The first reason is an almost trivial one: there is no general agreement
on what kind of welfare spending the elderly should, let alone do, prefer.
Wilensky (1975) and Pampel and Williamson (1989) originally surmised
that the elderly would favor elderly-oriented spending. But in 1990 Wilen-
sky reversed himself, asserting that elderly voters are in fact more altruistic
in their policy preferences and are naturally inclined to support state sub-
sidies for families with children (Wilensky 1990). By 1993 Williamson and
Pampel were likewise less convinced that the elderly would support more
pension spending in all political contexts. The disagreement about what
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the elderly want could be resolved empirically, but the existing literature
on this subject is rather thin outside the United States.

A second problem with the gray power approach is less trivial. It assumes
that voters know what they want and communicate their desires upward to
politicians, who then act on their constituencies’ policy preferences. Pier-
son’s (1994) work, for example, casts doubt on this model, but ultimately
does not reject it. Pierson has a persuasive account of how policy feedback
and politicians’ behavior affect voters’ behavior. He emphasizes both the
demobilizing effects of politicians’ efforts to frame policy changes in a pos-
itive light and the capacity of earlier policy decisions to shape how welfare
state beneficiaries organize themselves politically. But Pierson remains tied
to a view of political preference formation in which, at any given time, the
beneficiary/voter takes stock of a full range of policy options and expresses a
preference, and it is once again up to the politicians to dissuade, dissemble,
and deceive the voters into accepting retrenchment.

A well-established literature exists, however, indicating that policy pref-
erences get their start among political leaders, and are only subsequently
taken up by mass publics. Converse (1964) and Zaller (1992) make the
strongest case for elite leadership of public opinion, but others (Arnold
1990; Gerber and Jackson 1993), too, argue that elites form opinions prior
to their constituencies on at least some issues some of the time. Research
on framing (e.g., Gilens 1999) and agenda-setting (e.g., Baumgartner and
Jones 1993) further suggests that voters do not select their policy prefer-
ences from among a complete set of all plausible options, but rather take
their cues about what is possible and desirable from politicians. The gray
power approach forgets to ask what politicians want, how they communicate
these preferences to the electorate, and how the electorate’s choices are
constrained by the shape of elite opinion and strategy.

Familialism

Modernization and gray power approaches focus on the politics of need:
welfare states respond to new needs, especially among the elderly, in pro-
portion to the level of need and/or the political power of those who are
(or will be) in need. A different strand of research shifts the focus to the
ability and propensity of other societal actors to provide for needs with-
out recourse to public social programs. Recent scholarship suggests that
deeply held societal values that are reflected in family structures and reli-
gious orientations can affect welfare state outcomes. Both family structures

46



P1: JZP
0521849985c03 CUNY387B/Lynch 0 521 84998 5 March 16, 2006 16:30

Theories and Hypotheses

and religious doctrines could plausibly be held to shape the political posi-
tions of various actors when it comes to issues of intergenerational equity
and the proper role of family versus state in caring for the needy at differ-
ent stages in the life course. In particular, the dominance of Catholic social
doctrine in some Continental European countries and the persistence of
multigenerational family structures in Southern Europe and Japan have
been set forth as explanations for the elderly-orientation of these welfare
states.

Van Kersbergen (1995) argues that Christian social doctrine has distinc-
tive effects on social policy outputs. On its face, the strength of Christian
or Catholic social values in different countries is a weak explanation for
variation in age orientation: Christian democratic countries such as Italy,
the Netherlands, Belgium, Germany, Austria, and Portugal share a cause
(Christian social doctrine) but vary widely on the effect (age orientation).
Still, key tenets of Christian social doctrine, including a focus on fami-
lies as the primary providers of social assistance, and on a family structure
revolving around a male breadwinner, have been mustered to explain both
very high child allowances and unemployment benefits in the Netherlands
(Bussemaker 1992) and very low benefits for young people in Italy (Sara-
ceno 1994). Given these conflicting claims, it seems wise to investigate the
sources from which cultural ideas about appropriate care for different age
groups are drawn. But even a close reading of the Catholic encyclicals most
explicitly dedicated to the social policy issues, Rerum novarum (Leo XIII
1891) and Quadragesimo anno (Pius XI 1931), reveals no preference, explicit
or implicit, for social provision for one age group over another. The empir-
ical evidence that Christian or Catholic cultural values cause distinctive age
orientations in social policies then seems rather thin.

The ideas contained in Christian social doctrine very likely do matter
for welfare state outcomes, and even for the age orientation of welfare
states. They may play an important role in informing the policy choices
pursued by various political actors, including but not limited to Christian
Democratic parties and Church lobbyists. However, the degree to which
Catholic-dominated welfare states differ in their treatment of different age
groups is striking. Thus, the influence of Catholic familialism on welfare
state outcomes must be conceived of in terms of the variety of legitimat-
ing ideas about social policy that could plausibly be supported by Catholic
doctrines, and the selection of ideas that eventually become influential in a
given polity. In other words, if we wish to understand why Catholic coun-
tries have such different profiles of distribution across age groups, we must
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try to figure out why different tenets of social Catholicism are emphasized
in different settings, and what are the pathways by which these values filter
into the policy-making arena.

Other scholarship emphasizes the importance of family structures them-
selves for social policy outcomes (see Jurado and Naldini 1996). According
to many observers of Southern European politics, in particular, the preva-
lence of multigenerational families and a pervasive familialist orientation
in these countries accounts for the underdevelopment of public policies
ranging from child care to social services to unemployment benefits. This
argument could apply to the Japanese case as well, where multigenerational
families are also relatively common.

It is certainly plausible that cohesive extended families engaging in exten-
sive intrafamilial resource sharing make it possible for Southern European
countries to sustain high levels of unemployment without falling prey to
debilitating social conflict between labor market “insiders” (primarily older,
male workers and pensioners) and “outsiders” (younger, female workers
and the unemployed). It is far from clear, however, that family structures
are the cause of limited benefits for working-age adults and children in
Southern European countries, rather than the other way around. True,
Southern European social policies rely on extended family structures to a
greater extent than in other countries (Millar and Warman 1996; Naldini
2003). But, at least in the Italian case, this is a rather recent phenomenon.
The tendency for social legislation to focus on the family as primary care-
giver and source of income support is, according to Addis (1998) and
Saraceno (1999 interview), a result of increasing demands and decreasing
welfare state resources, rather than a result of the impact of a familialist
culture.

Indeed, research in other areas of welfare state provision suggests exer-
cising caution before drawing a direct causal link between extended family
structures, on the one hand, and public policy outputs, on the other. Jurado
(2002) demonstrates that the family structure most characteristic of South-
ern European societies, the long permanence of adult children in their
parents’ households, is caused by characteristics of housing and labor mar-
kets in Southern Europe, rather than by the socio-cultural features more
commonly assumed to be the culprit. Similarly, research on public atti-
tudes toward family policies in Italy reveals that respondents who agree
most whole-heartedly with “traditional” family values are also those who
are most supportive of strong state intervention on behalf of family val-
ues (Palomba 1995). Extended family structures and a Catholic culture
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emphasizing the subsidiarity principle – leaving the family to its own
devices – are not enough to explain the relative paucity of state welfare
provisions for younger people in Southern Europe.

Power Resources

Since the 1980s many of the most influential studies seeking to explain vari-
ations in welfare states’ timing, size, structure, and performance have been
grounded in the study of the political power of the working class and, more
recently, employers. Power resources approaches argue that welfare state
outcomes can be explained by the political strength of class-based political
actors. In its more traditional formulation, the emphasis is on working-
class actors alone (see Stephens 1979; Korpi 1983; Esping-Andersen 1985;
Myles 1989). Highly developed welfare states that reduce income inequal-
ity are, in this account, the result of the political strength of representatives
of the wage-earning classes, who use the political arena to combat market
dynamics. More recent work in the power resources tradition highlights the
importance of employers’ preferences (Swenson 2002; Mares 2003) or of
coalitions between working and middle classes (see Baldwin 1990; Esping-
Andersen 1990), but shares with earlier analyses a focus on how the power
of class-based actors affects policy outcomes.

Whether left power resources can adequately explain the observed varia-
tion in social policy age orientations is ultimately an empirical question. All
other things being equal, we might expect working-class political actors not
to prefer elderly-oriented social spending, which concentrates benefits on
one group rather than spreading them in a more egalitarian fashion across
the population. But in practice, the Left has often preferred programs that
are highly decommodifying for older citizens but not younger ones, espe-
cially when the alternative is a welfare state that is equally mean toward all.
Social programs linked to occupational performance tend to generate more
elderly-oriented spending than citizenship-based programs do, and Social
Democratic and union actors in some contexts now prefer universalist social
policies to occupationalist ones. But there is no reason to think that politi-
cal actors on the Left had this in mind when they advocated for particular
program designs. In fact, there is ample evidence that the very nonoccu-
pational welfare state structures that have over the course of the twen-
tieth century matured into rather youth-oriented systems were imposed
against the will of Social Democratic actors (see Baldwin 1990; Swenson
2002).
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We can ask a similar set of questions about employers. What kinds of
policies do they prefer? What would these policies imply for the age ori-
entation of social spending? And did employers in fact get the policies they
wanted? One hypothesis suggests that relatively youth-oriented policies in
the small, open economies of Scandinavia, the Benelux countries, Austria,
and Ireland are the result of employers’ distinctive preferences for univer-
salist social policies in these countries. While increasing economic openness
within countries over time does not uniformly coincide with more youth-
oriented social spending (see Fig. 3.1), it is worth exploring the possibility
that there might be a causal connection between the preferences of employ-
ers in small, open economies and the age orientation of the social policies
in these countries.

Employers’ product-market strategies (Estevez-Abe, Iverson, and
Soskice 2001) are collinear neither with economic openness nor with age
orientation. But it seems plausible that employers in small, open economies
might prefer universalistic, tax-financed social programs to occupationally
based programs. The former would reduce employers’ direct nonwage labor
costs, while the latter would impose costs that employers could not pass on
to consumers without decreasing their international competitiveness. Let
us for a moment accept the premise that, on balance, employers in small,
open economies will prefer citizenship-based social policies to occupational
social insurance. Demonstrating that employers’ preferences are responsi-
ble for the age orientation of welfare states in these countries then relies
on showing that employers’ preferences were decisive in both the decision
to introduce citizenship-based social policies in the small, open economies
around the turn of the twentieth century and the decision to introduce
new universalistic programs in those countries that had occupational social
insurance systems entering World War II.

The first of these two claims is plausible, at least for the Scandinavian
countries. Export-oriented (agrarian) employers in Denmark, Sweden, and
Finland seem to have preferred citizenship-based programs. And in alliance
with Liberals, their policies won out over those of the Social Democrats,
who advocated occupationally based benefits (Baldwin 1990, chapter 1;
Kangas, in press). The second claim, that a shift to more universalistic
social policies in some countries after the Second World War resulted from
employers’ preferences in these countries, is less tenable.

As Katzenstein remarks in his authoritative tract on the political
economies of small states, “domestic compensation . . . responds pri-
marily to the logic of domestic politics; it is not a deliberate response to
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the logic of the international economy” (1985, 133–4). A shared open-
ness to international markets certainly cannot explain why Austrian and
Belgian employers might have preferred to compensate for economic open-
ness via occupationalist welfare programs, while Scandinavian employers
chose universalist ones earlier in the century. Furthermore, if Katzenstein
is correct that employers in Belgium and Austria were more able than in
Scandinavia to impose their demands on “a labor movement too weak
to dictate its own terms” (173), it then follows that occupationalist pro-
grams in Belgium and Austria are more plausibly the result of employers’
preferences.

The genesis of the initial split between occupationalist and citizenship-
based welfare states in the early twentieth century is less at issue here than
the persistence of these institutional choices over the course of the next cen-
tury. The claim that employers might have been responsible for the shape
of social policies in small, open economies at the turn of the century tells
us little about this persistence, which, as we shall see, is crucial to the even-
tual age orientation of welfare states. It is possible that in some countries
where citizenship-based social policies are of long standing (e.g., Sweden),
employer interests, reaffirmed over the course of the twentieth century,
locked these policies into place (for such an argument, see Swenson 2002).
But the case studies of social policy development in the Netherlands in the
post–World War II period (chapters 4 through 6) do not support the inter-
pretation that employers’ interests drove the transition from occupationalist
to universalist policies in that particular small, open economy. Generalizing
from either Sweden or the Netherlands to the effects of employers’ pref-
erences in all of the small, open economies seems risky in the absence of
detailed cross-case historiographical evidence.

Regardless of whether the focus is on the working class or on employ-
ers, the very logic of power resources analysis brings to the fore issues that
are helpful in formulating alternative hypotheses. The power resources
approach assumes that the policy preferences of class-based actors are
deducible from their positions in the productive system. But the interests of
wage earners and employers can be powerfully affected by a variety of other
conditions. Mares (2001), for example, argues that employers’ preferences
about pension reform are conditional on the percentage of social expendi-
tures currently allocated to pensions. It is reasonable to presume that savvy
class representatives, like all good politicians, will advance policy demands
that seem feasible and likely to produce desired results given the extant polit-
ical and policy environment. Class interests in the abstract thus seem to be a
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poor predictor of the policy demands that are likely to emanate even from
relatively homogenous class-based political actors.

Power resources approaches also tend to assume an unrealistic degree of
homogeneity of interests within working-class-based organizations. This
is especially relevant for the study of age-related spending priorities, since
most working-class organizations encompass both older and younger work-
ers. Parties and unions are cross-age coalitions, and as such may adopt
contradictory or difference-minimizing positions on issues related to inter-
generational distribution in an attempt to hold together overlapping class-
and age-generated cleavages (see Anderson and Lynch 2003; Natali and
Rhodes 2004). So even if we could deduce the age-related policy prefer-
ences of working-class organizations from their class origins (which seems
unlikely), the internal dynamics and external environments of parties and
unions would still affect the welfare policy positions that they advocate.

Institutions

Political institutions constitute one important aspect of the environment
for class-based (and other) political actors. A range of political institutions,
from neo-corporatist bargaining structures to electoral systems to judicial
review, have been hypothesized to affect the development of welfare poli-
cies. Within the comparative social policy literature, attention has been
focused on two main types of institutions: constitutional structures (so-
called veto points) and neo-corporatist industrial relations.

The literature on constitutional structures (see, e.g., Imergut 1992;
Huber, Ragin, and Stephens 1993) argues that features of a nation’s for-
mal institutional landscape can determine social policy outcomes by setting
up rules of the game that favor certain political actors over others. The
expected consequences of different constitutional structures for the age
orientation of social policy regimes are not immediately clear. Still, there
seems to be no a priori reason to reject the hypothesis that these sorts of
institutions could matter. But such a static vision of institutions offers little
hope for understanding why the age orientation of social policies changes
over time within countries.

There is empirical support for the idea that neo-corporatist institutions
may affect the age orientation of social spending (Pampel 1994). But the
literature on corporatism and social policy makes bifurcated predictions
about the consequences of incorporating organized interest groups directly
into policy making. On the one hand, optimists (see, e.g., Katzenstein 1985;
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Visser and Hemerijck 1997) view positively the capacity of corporatism to
result in policies that are in the general interest, and thus not particularly
oriented toward one age group or another. These authors predict that in the
presence of corporatist institutions, social policies will be other-regarding,
promoting equity across wide segments of the population and compensating
societal losers. These beneficial results occur, according to these authors,
because neo-corporatist policy-making processes enhance possibilities for
trust, long-term engagement, and positive-sum games. Other analysts (e.g.,
Offe 1981; Olson 1982; Esping-Andersen 1996) express more pessimism
about the policy outputs of corporatism. For these authors, corporatism can
perniciously link the inherently rent-seeking behavior of organized inter-
ests to policy making. This results in public policies that protect labor’s,
employers’, or welfare constituencies’ interests narrowly defined, but that
do little to advance equity, competitiveness, or long-term economic perfor-
mance. This viewpoint suggests that corporatism may enhance the capacity
of powerful elderly groups to pursue their own policy agendas on aging, to
the detriment of other age groups in the population.

Quantitative studies of welfare state outcomes, including aggregate
spending, spending in particular program areas, and income inequality,
generally support the notion that corporatist institutions result in bigger,
more egalitarian welfare states (see, e.g., Esping-Andersen 1990; Hicks and
Swank 1992; Hicks and Misra 1993; Birchfield and Crepaz 1998; Crepaz
1998; Bradley, Huber, Moller, et al. 2001). Pampel (1994) even puts forth
evidence suggesting that corporatism has a distinctive youth-oriented effect
on welfare spending. But the measures of corporatism employed in quan-
titative cross-national studies leave a great deal to be desired. Scholars who
have attempted to define and measure corporatism cross-nationally (see,
e.g., Schmitter 1981; Wilensky 1981; Cameron 1984; Lehmbruch 1984;
Crouch 1985) disagree about the core concepts that should be included in
the term and their range of applicability, resulting in important differences
in how different countries are scored from one measure to the next. And
many welfare state scholars use measures that do not capture changes over
time in the degree or kind of corporatism present in a particular coun-
try. Detailed process-tracing analyses of the kind presented in chapters 4
through 6 of this volume are necessary to understand the link between
corporatist bargaining structures and the age orientation of social policies.

The Dutch and Italian case studies hint at some connections. In Italy,
episodes of tripartite concertation seem to strengthen the hand of broad-
based forces within the union movement that have little to lose and much
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to gain from reining in pension spending. This mechanism may be gen-
eralizable to other contexts (Anderson and Lynch 2003 propose such a
model). However, more careful qualititative research is necessary to con-
firm whether either Pampel’s (1994) model or Anderson and Lynch’s fits
the historical evolution of spending in the countries with universalist social
policies.

The literatures on veto points and corporatism hold that formal insti-
tutions – in some cases constitutional provisions or laws, in other cases
government-sponsored agreements ratified by trade union and employer
organizations – affect the age orientation of welfare provisions by enhancing
or reducing the bargaining power of particular political actors. A different
strain of institutionalism focuses on less formal institutions and on the ways
in which these institutions affect both the range of possible policies and
the preferences of different political actors. An exemplary work in this vein
is Orloff ’s The Politics of Pensions (1993). Orloff argues that three kinds of
institutions are particularly important in shaping the development of pen-
sion policies in the United States, the United Kingdom, and Canada: state
capacities, in particular the ability to tax; the mode of operation of politi-
cal parties and bureaucracies, either patronage-oriented or programmatic;
and feedback effects from earlier policy decisions. Orloff ’s argument is
compelling and anticipates some of the most interesting insights regarding
policy feedbacks from Pierson’s (1994) work on welfare retrenchment in
the United States and the United Kingdom. But it is highly contextualized
and difficult to generalize. The core argument of this book concurs with
Orloff ’s in important respects, including its focus on fiscal capacity and the
modus operandi of political parties. However, it generalizes these results
beyond pension policy, beyond the Anglo-Saxon countries, and beyond the
early twentieth century, allowing us to see the results of particular institu-
tional configurations for social policy outcomes in a wide variety of national
settings. This book also takes up the gauntlet thrown down by Thelen
(1999) and Pierson (2000), investigating closely how institutions repro-
duce themselves over time and, in so doing, create enduring social policy
regimes.

A Path-Dependent Institutionalist Explanation

The remainder of this book argues that path-dependent political and social-
policy institutions are the best explanation for the age orientation of welfare
state spending. How social programs are organized (along citizenship or
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occupational lines) and how politicians compete with each other (program-
matically or using particularistic appeals to groups of voters) are the key
factors that determine patterns of social spending on different age groups.
But how are these two factors related to one another, and ultimately to the
age orientation of social spending?

To preview: at two critical junctures the welfare states of the industrial-
ized democracies set out on trajectories toward divergent age orientations.
From the first critical juncture, in the early twentieth century, two groups
of countries emerge with welfare states that are organized according to
radically different logics, either citizenship-based or occupationally based.
These organizational forms mature into welfare states of different hues.
Citizenship-based programs become more youth-oriented with the pas-
sage of time, while occupationalist programs contain within them the seeds
of elderly-oriented social spending. But in order for these divergent age ori-
entations to develop, countries must maintain their institutional setups well
into the postwar period. At a second critical juncture, around the Second
World War, the occupationalist camp divides into two further groups: one
that maintains occupationally based family allowance and unemployment
programs and one that replaces many of its prewar occupationalist programs
with citizenship-based ones. This second parting of ways is explained and
reinforced by the predominant mode of political competition in these coun-
tries, either programmatic or particularistic. The outlines of this argument
are illustrated in the form of a branching tree in Figure 3.2.

The structure of core welfare state programs is clearly correlated with
the age orientation of welfare states, for reasons that shall become clear
shortly. Countries that have universal, citizenship-based provisions for old
age, unemployment, and child rearing tend to be more youth-oriented.
Quite surprisingly, this is true regardless of the overall size of the welfare
state relative to GDP, regardless of whether programs are means-tested
or not, and regardless of whether the basic citizenship-based benefit is
supplemented by a public occupationalist tier. Occupationally based social
programs, on the other hand, tend to generate elderly-oriented welfare
states. But the structure of welfare programs is only a partial explanation
for why some countries treat some age groups more generously than others.
Understanding how the observed correlation between program structure
and age orientation develops over time requires identifying the “repro-
duction mechanisms” (Thelen 1999) that reinforce the choice of program
structure entered into at a particular critical juncture. Without this knowl-
edge, we cannot understand why and how early choices about welfare state
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Figure 3.2 Watersheds of welfare state formation.

institutions play out over the long run to produce the age orientations we
observe today. How political competition is organized in different countries
helps to explain why occupational programs persist in some countries but
not others – and in turn why some countries with similar welfare program
structures in 1900 ended up with very different age orientations at the end
of the century.
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Citizenship-Based versus Occupational Programs

Let us begin with an assertion: that welfare regimes with occupationalist pro-
grams produce elderly-oriented social spending, while welfare regimes with
citizenship-based programs produce social spending that favors the young.

We can think about welfare state regimes as lying along a continuum
according to the structure of their main social programs. At one end of the
continuum we find pure citizenship-based regimes. Here, welfare benefits
may be either means-tested or truly universal, but in either case eligibility
for these benefits is the same regardless of the person’s job title, sector, or
labor market status. All citizenship-based systems cover relatively young
labor market “outsiders” such as mothers and children, which accounts in
large part for their relative youth orientation. Universalist citizenship-based
systems also provide protection for workers and pensioners, while means-
tested systems typically leave labor-market insiders to procure insurance in
the market.

On the other end of the spectrum are pure occupational regimes, in which
eligibility for and/or the quality of a full spectrum of social benefits varies
in accordance with a person’s connection to the labor market. Occupational
regimes are elderly-oriented because they focus on providing coverage for
labor market “insiders.” These current or former members of the core work
force constitute an aging subpopulation, because of both the increasing
difficulty of absorbing younger workers into well-protected sectors of the
economy and the increasing lifespan of pensioners.

Figure 3.3 shows twenty welfare states divided into three groups based on
the structure of their main pension, family allowance, and basic social assis-
tance benefits in 1970: predominantly citizenship-based, predominantly
occupational, or mixed.1 Countries such as Sweden and the United King-
dom, which top off basic citizenship-based benefits with a much smaller
occupational tier, are classified as citizenship-based. These countries are
then ranked according to the mean age orientation of their social spend-
ing for the period 1985 to 1998. The relationship between welfare state
structure and age orientation is clear: citizenship-based welfare regimes
are more youth-oriented than occupationalist systems, while welfare states
that substantially mix occupationalist and citizenship-based programs have
intermediate age orientations as well.

1 Information on benefits structures from MISSOC 1995; Palme 1990, 77; and Wennemo
1994, 99.
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Figure 3.3 Age orientation and welfare state program structure.

The First Critical Juncture

How can we understand the development of this connection between occu-
pationalism and pro-elderly spending, and vice versa? The late nineteenth
and early twentieth centuries marked the beginning of a rapid phase of
welfare state development in the countries of Europe, North America, and
the British Commonwealth. There were two fundamentally different ways
that welfare states grew up: along either citizenship or occupational lines.
Accounting for the success of different organizational models in different
countries is a task that has been undertaken elsewhere (see, esp., Baldwin
1990; Ferrera 1993; Manow 1997). Regardless of the precise process that is
thought to generate it, these analyses highlight the same outcome: different
kinds of welfare state programs that cover very different kinds of people.
We can think about the different populations covered by occupationalist
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and citizenship-based regimes in terms of the distinction between labor
market “insiders” and labor market “outsiders.”

In citizenship-based systems, the core of the welfare state is made up of
programs designed to complement, rather than replace, benefits provided
by mutual associations for their members (policies such as old-age and
invalidity pensions, unemployment insurance, or health insurance; Manow
1997). As a result, state welfare programs in citizenship-based regimes cover
labor market outsiders: people with weak ties to unions and mutual organi-
zations, such as children, abandoned mothers, or the indigent. For exam-
ple, in the United Kingdom in 1910, outdoor relief (income maintenance
programs for the poor of all ages) and noncontributory old-age pensions
accounted for 84 percent of all public social welfare spending, while social
insurance programs such as those for occupational accidents and disease
accounted for only 16 percent, and there were no public provisions for
unemployment insurance or occupational pensions (data from Ritter 1983).
These work-related programs were instead provided by nonstate actors,
namely, Britain’s friendly societies.

By contrast, in occupationalist regimes the state takes over from mutu-
alist organizations the job of protecting people with tight links to unions
and the labor market: people with long-term, stable employment in insured
sectors of the economy, as well as retired workers, people in between jobs,
and people with job-related health problems. In other words, state welfare
provision focuses on social insurance programs for labor market insiders. In
Germany in 1910, for example, 52 percent of the labor force was enrolled
in public occupational pensions, 51 percent in public occupationally linked
health insurance, and 87 percent in public occupational injury insurance
(data from Flora and Alber 1981). But basic social assistance and poverty
alleviation were relegated to religious charities, municipalities, and, above
all, families. The task of caring for labor market outsiders in occupationalist
regimes falls to nonstate actors.

If citizenship-based regimes originated by providing state protection for
labor market outsiders, and occupational regimes for labor market insiders,
how does this affect the age orientation of these different types of welfare
states today? To answer this question, we need to understand how the age
composition of these insider and outsider groups changes as welfare states
and private insurance markets matured over the course of the twentieth
century.

In a schematic citizenship-based regime, beneficiaries of state-provided
welfare programs are primarily labor market outsiders: people who do not
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receive benefits through union schemes, friendly societies, and the like.
Because the supply of private old-age insurance was quite limited in the
early twentieth century, most former workers fall into this outsider category
and rely on the state (and their families) to protect them from poverty in old
age. Thus, the majority of the labor market outsiders covered by the public
welfare programs in citizenship-based regimes are elderly people who have
ceased working. As a result, in the early twentieth century citizenship-based
regimes tended to be quite elderly-oriented.

As markets for occupational pension insurance matured, however, more
and more of the elderly became covered under employment-based pen-
sions. One of the things that advanced industrial capitalism does rather well
is look after retired workers – perhaps, as Myles (1989) argues, because it is
in the interest of employers to move older people out of manufacturing jobs
to make way for more productive younger workers. In any event, as more
and more elderly people gain access to private employment-based pensions,
fewer and fewer of them are left as outsiders to be cared for by the state.
Once most of the elderly poor are removed from the outsider group, though,
citizenship-based regimes become much more youth-oriented. The pool of
labor market outsiders who constitute these regimes’ core clients becomes
dominated by young people: children, the long-term unemployed, single-
parent families, and the like. As a result, by the latter part of the twentieth
century, citizenship-based welfare regimes were quite youth-oriented.

The reverse transformation occurs in occupationalist welfare regimes.
Unlike in citizenship-based regimes, these countries began the twentieth
century with fairly youth-oriented welfare states. Social programs covered
labor market insiders, leaving outsiders to be cared for by their families and
by private and/or religious charities. But in the early twentieth century, as
noted above, there were relatively few old people in the insider category
that receives state protection, since employment-related old-age pensions
were not yet fully developed. As employment-related pensions – which in
occupationalist welfare states are publicly provided – grew, retired people
became insiders. This means that occupationalist systems grew increasingly
elderly-oriented over the course of the twentieth century as pension sys-
tems matured. In addition, the aging of the protected core work force has
meant that in occupationalist systems, even public programs such as unem-
ployment insurance or disability pensions that should benefit working-age
people tend to be skewed toward older workers.

Occupationalist programs lead to more elderly spending, and
citizenship-based programs lead to more spending on young people, despite
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the fact that in the early twentieth century these different types of systems
had opposite age orientations. This is because as pension systems and labor
markets develop and mature, the age structure of labor market insider and
outsider groups changes. In interaction with dynamic changes in markets
for labor and insurance, static welfare state institutions create a pattern of
social policy spending that matures over time to result in the age orienta-
tions we observed in the 1990s.

The Second Critical Juncture

But how static are these welfare state institutions, really? Welfare state insti-
tutions are often characterized by policy feedback mechanisms that make
them rather sticky (Weaver 1986; Pierson 1994). But they can and do change
under certain circumstances. We can think about the first critical juncture,
the initial choice between occupationalist and citizenship-based regimes in
the early twentieth century, as setting countries off on one of two tracks
of welfare state development. But an opportunity to switch tracks occurred
in the period around the Great Depression and World War II. The 1930s
and 1940s were a time of great institutional fluidity, when many advanced
industrialized countries had an opportunity to re-evaluate and rebuild their
welfare programs after the disasters of the 1920s and 1930s. Wartime con-
ditions aggravated social problems, while in many countries a drive for
national unity fostered during World War II contributed to a new push
for national social programs. In addition, both public and private insur-
ance programs had been bankrupted throughout much of Europe because
of runaway inflation and wartime destruction of property. This presented
occupationalist welfare states, in particular, with a prime opportunity to
experiment with new forms of social protection.

In most European countries with occupational welfare states, govern-
ments commissioned official studies to investigate the feasibility of intro-
ducing universal, citizenship-based welfare programs along the lines of the
Beveridge Plan in Britain. Such inquiries occurred in France, Belgium, the
Netherlands, Austria, Germany, and Italy in the period between 1945 and
1948 (Ferrera 1993). Under the influence of the International Labour Orga-
nization (ILO) and policy lessons diffusing from Britain, some countries that
before World War II had had purely occupational welfare systems adopted
citizenship-based programs, beginning the process of switching tracks. But
an equal number of occupationalist regimes stayed the course, despite the
conclusions of government advisory panels that encouraged the adoption
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of British-style universal benefits. How can we explain this divergence in
national trajectories after World War II, a divergence that, as we have seen,
would have profound consequences for the age profile of welfare regimes?

Programmatic versus Particularistic Political Competition

The opposing slopes of this second watershed, the division between coun-
tries that stayed on the occupationalist track and those that began the
switch toward the citizenship-based track, are characterized by different
modes of political competition. The switchers were all countries where
programmatic political competition prevailed, while the countries that did
not adopt citizenship-based welfare programs in the 1930s through 1960s
shared a particularistic mode of political competition that inhibited the
development of substantial universal welfare programs. Clientelist poli-
tics and occupationalist welfare programs reinforced each other through a
host of mechanisms, as we shall see. But first, let me clarify the distinction
between the two modes of political competition.

The mode of political competition varies along a continuum ranging
from programmatic to particularistic. Programmatic competition occurs when
politicians and parties vie for votes by promising to enact policies that they
argue will benefit society at large. This type of political competition is char-
acterized by the relatively low degree of selectivity of the beneficiary groups
(e.g., entire classes, rather than particular industries, neighborhoods, or eth-
nic groups). To the extent that policies are designed to benefit somewhat
selective groups (e.g., the working class) rather than the public at large,
they are justified with reference to coherent political ideologies. A vari-
ety of different labels – responsible party government, universalism – have
been attached to this phenomenon. In Shefter’s seminal work (1994, chap-
ter 2), policy orientation is the polar opposite of patronage orientation.
I reject this label because patronage-oriented politicians are no less con-
cerned with policies; they simply care about policies for distributive rather
than programmatic reasons.

At the other end of the spectrum of competitive strategies lie partic-
ularistic political practices ranging from log rolling, constituency service,
and intensive interest group involvement in policy making to an out-and-
out exchange of benefits for votes. Particularism occurs when politicians
offer tangible benefits to selective groups of voters in return for their votes.
Alternative labels for this phenomenon include clientelism and patronage
(and sometimes patron-clientelism). There are subtle distinctions between

63



P1: JZP
0521849985c03 CUNY387B/Lynch 0 521 84998 5 March 16, 2006 16:30

Age in the Welfare State

patronage and clientelism, usefully discussed in Piattoni (2001). I use the
terms particularism and clientelism interchangeably to denote behaviors
that meet the definition offered above. Particularistic politics may or may
not be justified rhetorically with reference to political ideologies or the
common good. A politician operating in this environment might offer, for
example, to introduce favorable public pension legislation affecting workers
in a single industry, in the expectation that the beneficiaries of the proposed
policies would reward the politician with their votes.

Measuring the mode of political competition in a polity presents a num-
ber of challenges. Both programmatic and particularistic modes of political
exchange operate in all polities, so what we are really trying to measure is the
rough balance of the two. But determining the nature of political appeals is
not always straightforward. Piattoni (2001, 6 n. 9) notes, “The most striking
feature of mass clientelism is that, in an effort to truly reach the masses, it
often works through fairly impersonal means, such as the passage of laws
or implementation of measures that favor entire categories of persons.”

The wide variety of practices included under the umbrella term make it
difficult to establish the extent of particularism in any comprehensive way.
And the opprobrium with which many of these practices are viewed makes it
difficult to obtain reliable information about the extent to which they occur
in any given polity. Still, there is wide agreement about the degree to which
political life is dominated by particularistic versus programmatic parties and
politicians in the different countries of the OECD. Specialists most often
classify Austria, Belgium, Greece, Italy, Japan, Spain, and the United States
as possessing distinctively particularistic styles of politics and policy making.
France and Portugal occupy a middle ground, while political competition
in the remaining countries of Northwestern Europe, Canada, and the
Antipodes is primarily programmatic.2 Corruption rankings such as those
summarized for the World Bank in Kaufmann, Kraay, and Mastruzzi (2003)
can be combined with other measures of clientelism to triangulate in a
situation of imperfect measurement. Corruption rankings generally concur
with the intensity of patronage politics noted in case studies. Greece, Italy,
Japan, and Belgium suffer from both high levels of corruption and strongly
particularistic politics, whereas Austria, the United States, and Spain score
somewhat lower on both counts. Some scales report some problems with
corruption in Portugal and France, while the remaining countries of

2 See, e.g., Lyrintzis 1984; Cazorla 1992; Shefter 1994; Cotta 2000; Kitschelt 2000; Garcı́a
and Karakatsanis 2001; and Hopkin 2001.
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Northwestern Europe, Canada, Australia, and New Zealand are apparently
corruption-free zones. The World Bank corruption ranking index does
not measure the same precise phenomenon as do the case-based qualitative
characterizations of the mode of political competition, but the consonance
of the two measures of closely related phenomena should give us some con-
fidence that the characterizations drawn from the case studies are reliable.

Let us now return to the link between occupationalism and particularism.
That such a link exists is clear: each of the countries in the right-hand col-
umn of Figure 3.3, that is, the countries with occupationalist welfare states,
also appear on our list of predominantly clientelist polities, and none of the
countries in which particularistic politics is the norm has anything other
than an occupationalist welfare state. There are several reasons why this
correspondence occurs. At the most intuitively basic level, occupational
programs provide crucial resources for particularistic politicians. Occupa-
tionally based social insurance programs plainly lend themselves far more
than do universal programs to the kind of fine-grained targeting of incen-
tives on which particularistic political competition thrives (Skocpol 1992;
Shefter 1994). Clientelist politicians thus tend to expand welfare policies in
ways that enhance their fragmentation and to oppose proposals that would
harmonize existing programs.

The complexity of occupational programs vis-à-vis a single, uniform
universal benefit also redounds to the benefit of politicians who engage in
particularistic targeting of benefits for votes. Multiple, fragmented benefit
schemes geared toward different kinds of workers and their dependents
generate compartmentalized sets of winners and losers. The costs for society
at large of any individual deal with a small slice of the electorate are very hard
to see. The aggregate effect of a profusion of micro-legislation targeting
benefits toward different groups can confound even professional budgetary
analysts, making it difficult to reach consensus on the “real” impact of social
policy or of proposed reforms.

The reverse is true for universalistic systems. When a raise for one is
a raise for all, programmatically oriented politicians may gain by offering
benefit increases to broad swathes of the population, but particularistic
politicians, who live by targeting, benefit little. Uniform benefits are also
transparent, meaning that both benefits and costs are highly visible. Cost
control is easier to obtain in the big-ticket areas, such as pensions, because
even defenders of generous benefits must confront spending projections
that are easy to calculate and generally agreed on. Universal systems offer
neither the targeting nor the opacity that appeal to particularistic politicians.

65



P1: JZP
0521849985c03 CUNY387B/Lynch 0 521 84998 5 March 16, 2006 16:30

Age in the Welfare State

At a deeper, structural level, particularism and occupational programs
are linked because particularistic politicians are unlikely to support the
development of neutral state capacities. Neutral state capacities clearly
undermine the politics of selective benefits, but without them, universal
social policies are nearly impossible to enact. Tax systems are a prime exam-
ple. Clientelist administration of tax systems often results in ineffective tax-
ation, or outright exemption from taxation, of the self-employed in indus-
try, services, and agriculture. In the absence of effective taxation of these
groups, however, social programs must be financed by industrial workers
and public employees. This makes it harder, both politically and from a fiscal
standpoint, to expand occupational social programs to cover new groups of
beneficiaries among the self-employed. Where the self-employed are taxed
effectively, on the other hand, it is possible to extend occupational pro-
grams to cover the entire population without invoking the ire of industrial
workers and the Left. Neutral labor exchanges and nonpreferential adminis-
tration of social benefits, too, are unlikely to be developed by particularistic
politicians. In their absence, nonclientelist politicans in the system refrain
from supporting nominally universalist social programs that are likely to be
administered selectively.

The shift in political preferences that occurs in the context of particu-
laristic competition is the most subtle, but perhaps the most important, of
the mechanisms linking such competition to occupational, and ultimately
elderly-oriented, social programs. As we have seen, particularistic political
competition tends to undercut support for universal social benefits even
among those politicians and parties who would be ideologically inclined to support
them. In particular, financing general social benefits through payroll
taxes often strains the solidaristic impulses of the Left, while a state
administration that is colonized by a clientelist opposition may lead the
Left to prefer occupational programs where unions retain some control
over administration.

One might well ask whether clientelism and occupational social poli-
cies could be jointly caused by some third factor. A large small-firm or
small-farm sector, weakness of the Left, fears of Communist takeover in
the postwar period leading to tolerance for dirty politics, or a societal pref-
erence for collectivism versus individualism in both politics and policy are
all more or less plausible candidates. Each seems vulnerable to criticism
that it does not fit all country cases (e.g., there are many small firms and
small farms in the Netherlands, but that country has had a pristine and very
effective tax administration for centuries) or that it might be contradicted
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by another equally plausible explanation (should the Left be weak or strong
to encourage clientelism and/or occupationalism?).

Another study linking the large literatures on clientelism and the origins
of solidaristic universal social policies would surely be welcome, but this is
not that book. I stop by noting that in countries where particularistic politi-
cal competition prevails, dominant politicians have an interest in preserving
or extending occupational fragmentation; that in these countries the basic
infrastructure of government necessary for constructing universalistic wel-
fare programs tends to be underdeveloped; and that political support for
universal programs is further undermined by clientelist administration of
taxes, labor exchanges, and social benefits. Under such circumstances, it
hardly seems necessary to ask where clientelism comes from; what matters
is that clientelism and occupationalism reinforce each other so strongly,
and in so many ways, during the period after World War II when the new
global consensus was for universalism. In the presence of particularistic
political competition, countries that entered into the second critical junc-
ture with occupationalist social programs are thus unlikely to introduce the
new citizenship-based programs that would allow their welfare states to
develop in a more youth-oriented direction.

To sum up, the two great divides in welfare state formation represented
by our two critical junctures condition the eventual age orientation of social
policies. The first divide, the split in the early twentieth century between
occupational and citizenship-based regimes, creates divergent age orienta-
tions as welfare programs mature: occupationalist regimes become elderly-
oriented, while citizenship-based ones are more neutral with respect to age.
The second great divide occurs around World War II. Some occupation-
alist countries reduce the elderly orientation of their welfare spending by
becoming mixed systems, adding universal programs to their base of occu-
pational programs. Others remain pure occupational systems and continue
to develop highly elderly-oriented spending patterns. This second divide is
both facilitated and reinforced by the mode of political competition, pro-
grammatic or particularistic, that prevails in these countries.

Conclusion

The next three chapters examine the development of family allowance,
unemployment, and old-age pension benefits in Italy and the Netherlands
through the early 1990s. These Dutch and Italian case studies flesh out
the mechanisms behind the main claim of this book, that the dominant
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mode of political competition is crucial for the eventual age orientation of
social spending. The key conceptual link is the recognition that the mode
of political competition reinforces choices about the structure of welfare
programs. Joining this intuition to our understanding of how different pro-
gram structures mature over time to produce different age orientations, it
becomes possible to visualize, as in Figure 3.2, a tree-like set of branching
pathways by which specific age orientations in social policy emerge.

Italy and the Netherlands both lie on the right-hand path in Figure 3.2,
indicating that both had occupational welfare states prior to World War
II but followed different trajectories toward their respective age orienta-
tions in the postwar period. Of necessity, then, the case material in this
book focuses on how universalism and a moderate age orientation may or
may not develop during this later period, not how they persist on the left-
hand pathway, among those countries that had developed non-occupational,
citizenship-based welfare states already in the early twentieth century. The
medium-N analysis presented in this chapter helps to make the case that
these results generalize to both main branches of the tree.3 Restricting the
case studies in this book to Italy and the Netherlands helps us to hone in on
the precise mechanisms that allow for institutional change or persistence
and that are so important for the story of how age orientation develops.

Italy and the Netherlands are an appealing, though little-used, pair of
country cases for the analysis of welfare states. Esping-Andersen (1990)
classifies both as Conservative-Corporatist welfare regimes in structure,
even though the Netherlands’ very generous unemployment benefits gen-
erated an almost Social Democratic decommodification score by 1985.
More gendered analyses of social policy would see further similarities in
both welfare states’ male-breadwinner orientation, which reflects a shared
origin in Red-Roman (Social Democratic–Christian Democratic) collabo-
ration in the construction of the welfare state through the 1970s. On more
social-structural dimensions, too, Italy and the Netherlands share impor-
tant similarities. Small businesses and the agricultural sector have long been
mainstays of both economies. And while in neither country was the labor
movement moribund, in neither did it come to full force. Unionization
rates are moderate in both countries, and both Dutch and Italian policy
concertation has been episodic during the period since World War II.

3 Further statistical analysis of both cross-sectional and time-series relationships among the
potential causal variables outlined here would also be useful, though care must be taken to
model the path-dependent aspects of these relationships correctly.
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Yet social policies in Italy and the Netherlands had very different age pro-
files by the 1990s. Chapters 4 through 6 explore the institutional features
and the political battles that lie behind the persistence of an elderly social
policy orientation in occupationalist Italy, and the growth of more youth-
oriented policies in the universalist welfare state that developed in the
Netherlands after World War II. Four distinct mechanisms of persistence
emerge. First, the distinction between occupational and citizenship-based
welfare programs alters the costs and benefits to politicians of expanding
programs in different ways. Second, program structure affects the salience
to the public of different types of benefits, and thus the ability of polit-
ical actors to mobilize voters around the expansion of particular welfare
state programs. Third, the way that social programs are structured affects
the degree of transparency surrounding political decisions about spend-
ing, which rewards particularistic and programmatic politicians unevenly.
Finally, the ability of clientelist politicians to use the welfare state for patron-
age affects the preferences of other political actors in ways that lead to the
preservation of occupationalist systems where political competition is pri-
marily particularistic. The effects of program structure and the mode of
political competition work on youth-oriented and elderly-oriented pro-
grams in different ways, resulting in a tight bundling of elderly-oriented
welfare spending with occupationalist regimes and particularistic politics,
and of youth orientation with citizenship-based regimes.
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4

Family Allowances

WAGES, TAXES, AND THE APPEAL
TO THE SELF-EMPLOYED

This chapter traces the development of spending on family allowances
in Italy and the Netherlands from the end of the Second World War
through the early 1990s. Family allowance spending grew dramatically
in the Netherlands during the postwar period, contributing to its youth-
oriented social policy regime, while in Italy the opposite occurred. A focus
of this chapter is the strategic behavior of politicians working within polit-
ical parties, behavior that interacts with the structure of family allowance
programs in Italy and the Netherlands to determine spending outcomes.
The way that family allowance programs are structured – along universalist
lines in the Netherlands and occupationally based in Italy – is in turn an
outgrowth of the competitive strategies of politicians. At the same time,
the structure of family allowance programs sets the parameters for future
growth of benefits by altering both politicians’ and potential constituencies’
perceptions of the benefits to be gained by either increasing benefit levels
across the board or extending family allowances to new constituencies in a
piecemeal fashion.

Family allowances are an important indicator of the age orientation of
social policies because they are usually the largest public expenditure item
for families with children, even in countries where the state provides things
such as day care and other services for families (Gauthier 1996). Other kinds
of benefits for families (day care, parental leave, health care, educational
subsidies) could in principle siphon resources away from family allowances.
But the most recent OECD social expenditure data do not reveal a zero-sum
relationship between spending on cash benefits and services for families
(OECD 2004). For example, France and Denmark in 2001 both spent the
equivalent of 1.5 percent of their GDP on cash benefits for families – near
the OECD average of 1.4 percent. But France spent the least of any OECD
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country on services for families (0.004 percent of GDP), while Denmark
spent the most (2.3 percent of GDP).

Family allowances are an especially good indicator of policy attention to
children, because they involve direct expenditures that are politically salient.
As Pampel and Adams (1992, 527) argue, family allowances are “a direct
and overt expression of a nation’s institutional commitment to families with
children.” The fact that allowances are direct cash transfers, rather than tax
expenditures, makes them “politically subject to close legislative scrutiny,”
and thus a good “measure of the depth and effectiveness of political support
for children and their parents.” So while family allowances certainly are
not the only kind of social welfare spending directed toward families with
children, they are probably the best single indicator of the politics of support
for families with children.

It may come as a surprise to those familiar with contemporary wel-
fare state classifications that “residualist” Italy (Titmuss 1974) began the
post–World War II period with one of the most generous family allowance
programs in the developed world. Family allowances in Italy expanded to
cover an increasing share of the total population until the mid-1970s; but
aggregate and per child spending on families began to decline dramatically
starting in the mid-1960s. Family spending in the Netherlands shows an
opposite trend. In the decades immediately following the Second World
War, spending on family allowances in the Netherlands was quite low, but
in the early 1960s family allowances became a universal social insurance
benefit and both aggregate and per child spending on families began to
rise. The 1970s to mid-1980s marked an important expansion of family
spending in the Netherlands on both a per capita and an aggregate basis,
even as other programs such as unemployment insurance, disability, and
old-age pensions succumbed to austerity measures (see Fig. 4.1).1

What drives the expansion of family allowances in the Netherlands, and
their spectacular contraction in Italy, during the post–World War II period?
This chapter argues that these dynamics are best understood as a product
of the interaction between the structure of family allowance programs,
on the one hand, and the behavior of politicians, who use these programs
in order to build constituencies and win or maintain office, on the other.

1 While this chapter is about family allowances, the spending in Figure 4.1 reflects other
expenditures for families as well. The cross-nationally comparable OECD social expenditure
data on which this figure is based do not allow us to track family allowances and other family
spending separately prior to 1980.
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The strategic behavior of politicians both determines and is determined
by the structure of family allowance programs. The structure of family
allowance programs affects the behavior of politicians, but it also affects the
preferences of potential constituencies, who may choose to place a higher
or lower priority on family allowance benefits versus other kinds of public
policies depending on the characteristics of these benefits. This inter-
twining of program structure, politicians’ behavior, and the preferences of
potential welfare state constituencies explains divergent spending on family
allowances in Italy and the Netherlands. In so doing, it also helps to explain
the age orientation of the social policy regimes in these two countries.

Explanations for the Level of Spending on Family Allowances

Partisan Effects on Family Allowance Spending

Scholarship on the welfare state has long recognized the importance of
partisan effects on social welfare spending. These effects are hypothesized
to occur either because class-based parties translate the power resources of
particular classes into policy preferences or because parties are themselves
carriers of ideologies and values that affect the policy preferences of legisla-
tors and government officials. It is not surprising, then, that many compar-
ative studies of family allowance policies have posited that the strength of
partisan actors, particularly Social Democratic and Christian Democratic
parties and politicians, is a key determinant of policy outcomes. Evidence
for this proposition is mixed, however.

Wennemo’s (1994) study of cash and tax allowances for families in eigh-
teen OECD countries during the period 1947 through 1985, for example,
finds that both left and Christian Democratic power in government make
a difference for the level of family benefits. Both left and Christian Demo-
cratic parties are associated with levels of spending on family allowances
higher than those observed in countries where Liberal or Conservative
political forces have dominated. The political effects she observes may be
moderated by excluded variables, though, as Wilensky (1990) and Pampel
and Adams (1992) in fact find. Demographic variables such as female labor
force participation and the percentage of elderly in the population have
been found to be important predictors of family policy outcomes (Wilensky
1990; Pampel and Adams 1992), as have political variables such as the influ-
ence of pressure groups including women’s, family, elderly, technocratic,
and employer lobbies (Wilensky 1975; Aldous, Dumon, and Johnson 1980;
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Wilensky 1990; Skocpol 1992; Pedersen 1993; Pierson 1994). Still other
research points to the importance of expert opinion (Gauthier 1993), party
system competitiveness (van Kersbergen 1995), and institutional variables
such as neo-corporatist concertation (Wilensky 1990; Pampel and Adams
1992) or the degree of government centralization (Koven and Michel 1990).

Leaving aside some of these more esoteric considerations, we can still
seek independent confirmation of Wennemo’s hypotheses that partisan pol-
itics and demographic constituency groups are important predictors of fam-
ily allowance spending. Pampel and Adams (1992), in an eighteen-country
study spanning the period 1950–80, do find some support for the notion
that partisan politics matters. They do not evaluate directly the effects of
Christian Democratic Party strength on family allowance spending but do
find a substantial effect on the level of family allowance spending relative to
other social spending produced by the percentage of the population that is
Catholic. Left power resources – left party dominance of government and,
more particularly, corporatist institutions – also seem to have an important
impact on family allowance spending.

Van Kersbergen (1995) also considers the effect of both Christian Demo-
cratic and Social Democratic political forces on family policies. Despite his
clearly articulated thesis that Christian Democratic governance results in
stronger benefits for families with children, van Kersbergen’s evidence for
an independent effect of either Christian Democracy or Social Democracy
on family allowances per se is rather weak. Net replacement rates of major
income maintenance schemes for families with children versus single indi-
viduals show no systematic differences between Christian Democratic and
other regimes. Van Kersbergen finds that during the 1960s the combined
effects of wages and taxes do seem to result in higher disposable incomes
for families with children living in Christian Democratic countries, but
the results do not hold for the 1980s. Cash transfers as a percentage of
the gross wage (at average production worker levels) for the (brief) period
1972–6 again offer partial support for van Kersbergen’s thesis, but Sweden,
New Zealand, and Norway cluster with the Christian Democratic countries
on this measure. Neither do differences in post-tax, post-transfer income as
a percentage of gross wages for different family types correspond to differ-
ent political regimes: highly Christian Democratic Italy falls in with Japan
and the United States in offering the least amount of additional support for
families with children.

There is evidence that the working-class base and the egalitarian, redis-
tributive thrust of Social Democratic political parties results in higher (and
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more egalitarian) welfare state spending in general. Likewise, there seems
little doubt that cross-class Christian Democratic parties, with their ide-
ological heritage of Christian social doctrine, also contribute to large but
less egalitarian welfare states. However, the evidence for partisan effects on
family allowance spending per se is quite mixed.

Demographic Constituency Arguments

Might focusing on demographically defined constituency groups provide
a useful corrective to standard “power resources” or partisanship-based
hypotheses about the sources of variation in family policies? Wennemo
(1994) theorizes that while family allowance benefit levels tend to decrease
over time when parties other than left or Christian Democratic are dom-
inant, in general family allowance programs are relatively resilient to
roll-back because they affect such broad constituencies. In other words,
Wennemo finds that partisan politics explains the structure and level of
family allowances, while an electoral argument based on the large size of
the natural constituency of families with children helps to account for the
fate of family allowance programs over time.

Similarly, the papers collected in Aldous et al. (1980) emphasize the
importance of lobby organizations for large families for the development
of family policies. While the authors of these papers find that even very
numerous and well-organized family lobbies probably cannot affect policy
on their own (they argue that what labor and especially employers want is far
more important), family organizations do serve an important role in agenda-
setting. Pedersen (1993), too, finds that employers, not the pronatalist and
family lobbies in France, were ultimately responsible for the passage of
generous family allowance policies. But she stresses that the fit between the
ideological stances of family lobbies and pronatalist organizations, on the
one hand, and the needs of employer groups, on the other, was crucial for
promoting generous family allowance policies. Family lobbies cannot be
held responsible for developments in family policies, but neither can they
be ignored.

Perhaps more surprisingly, several studies have found support for the
hypothesis that large numbers of elderly voters increase the level of
spending on families with children. Wilensky (1990) explains this phe-
nomenon with resort to the assertion that older people, having been through
child-rearing themselves, understand how difficult it is and thus support
public policies that make life easier for parents with children. Pampel and
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Adams (1992) envision a different motivation for the “altruistic” spending
effects of large numbers of elderly voters. While normal pluralist assump-
tions would link larger elderly populations to a stronger emphasis on
pension spending, Pampel and Adams hypothesize that shrinking youth
cohorts may prompt elderly voters (and policy makers) to recognize the
interdependency of generations: without adequate supports for child rear-
ing, younger cohorts will fail to produce the number of new labor market
entrants that is required to maintain solvent social security systems for the
elderly.

Demographically defined voting blocs and/or lobbies – groups of families
with children and/or the elderly – are thus possible rivals to partisan actors
in determining levels of spending on family benefits. And while, as Pierson
(1994) predicts, the impact of such groups may be more pronounced during
periods of attempted retrenchment, plainly there is also a case to be made
that demographically based lobbies have an impact, sometimes indirect, on
the construction of family allowance programs.

An Alternative View: Program Structure and Political Competition
Determine Family Allowance Spending

Both partisanship-based and demographically based hypotheses about the
development of family allowance policies focus their attention on forces
largely exogenous to the welfare state: political parties (and their class
and/or ideological bases), and political pressure groups (and the demo-
graphic trends that create them). While these external forces are surely
important, one important lesson from recent literature on welfare state
retrenchment is that processes endogenous to the welfare state can have an
important impact on future developments.2

2 Even during periods of welfare state construction and consolidation, such endogenous forces
may limit the potential for family policies to expand. For example, developments in other
policy areas with large fiscal demands (e.g., old-age pensions) may constrain the growth of
family allowances. Conversely, granting family allowances to groups of beneficiaries defined
by their very status within the welfare state (e.g., pensioners or people receiving unemploy-
ment benefits) could increase the potential for growth in family spending. So the develop-
ment of family policies may be subject to constituency effects that arise out of the welfare
state programs themselves, rather than out of any objective demographic trends. To cite
another example, the family lobby, one imagines, would be far more politically important
where there were family benefits to lobby for, an administrative structure to talk to, and
perhaps even organizational resources to be gained from the system of family allowances
itself, as in France and Belgium.
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One such endogenous determinant of the development of family
allowance spending is the administrative structure of the programs. Univer-
salist programs allow for a different pathway of development than do occu-
pationally based programs. The former can be expanded only by increasing
benefit levels, either across the board or by raising the income or wealth
limits imposed by means tests. The latter expand in a patchwork fashion,
increasing the number of beneficiaries independently of the level of benefits.
These structural features of family allowance programs condition politi-
cians’ and constituencies’ preferences regarding family allowance benefits.
In interaction with the competitive strategies of politicians, different pro-
gram structures result in very different spending patterns.

When family allowances are universal benefits, they become less useful
to politicians who might wish to use them to make particularistic appeals
to specific groups of voters. Thus, where political competition is partic-
ularistic rather than programmatic, family allowance programs will tend
to shrink in relevance once they are universalized. Where political com-
petition is programmatic, universal family allowances are likely to grow,
particularly if family allowances have become delinked from their origi-
nal meaning as wage supplements and reconceptualized as entitlements of
citizenship.

At the same time, the patchwork expansion of benefits that occurs in
occupational systems means that for particularistic politicians, the level
of family benefits is less important than the number of new beneficiaries.
So in occupational systems, the numerical expansion of family allowance
beneficiaries may actually drive down both benefit levels and aggregate
spending. The continuing linkage in occupational systems between wages
and benefits reinforces this downward trend in the level of benefits by
perpetuating the view of family allowances as a supplement to wages, rather
than an independent entitlement. As long as wages are rising, most potential
constituencies of family allowance programs will perceive these payments
as unimportant relative to either wages or other benefits (such as pensions)
that provide closer to full income replacement.

The cross-national comparative literature on family policy agrees that
family allowance spending is likely to be highest when there are left-
ist and/or Christian Democratic parties in power (Wilensky 1990; van
Kersbergen 1995) and when there is concertation between the social part-
ners in conjunction with a high percentage of elderly people in the pop-
ulation (Wilensky 1990; Pampel and Adams 1992). But while both Italy
and the Netherlands after World War II experienced almost uninterrupted
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participation of Christian Democratic parties in government and a sig-
nificant policy-making role for left parties, they ultimately achieved very
different levels of public support for families.

While both Italy and the Netherlands have undergone periods of intense
concertation, neither growth in expenditures on family allowances nor the
implementation of policies that would promote such growth coincide with
the peaks in intensity of neo-corporatist policy concertation in either coun-
try. Italy has a wealth of older voters, and in the mid-1970s a minor recovery
in the level of family allowance spending was in fact driven by pensioners
eager to enjoy the dependent spouse allowance. But the Netherlands, which
already by the early 1970s spent more on family allowances than did Italy,
has one of the younger populations in Europe. Neither the partisan poli-
tics prediction nor the demographic constituency prediction accounts for
the reversal of fortunes in Dutch and Italian family allowance policies over
the course of the post–World War II period. A closer look at the cases is
needed to account for divergent trajectories in the level of family allowance
spending.

Family Allowances in the Netherlands

The first comprehensive legislation on family allowances in the Netherlands
appeared in 1962, when the General Family Allowances Act (Algemene
Kinderbijslagwet) guaranteed child benefits for all residents of the Nether-
lands starting from the third child. Family allowances were fully indexed to
the cost of living in 1964. In 1980, separate legislation for the first and
second children of public servants, wage earners, and low-income self-
employed was merged with the laws governing family allowances for the
general population. This ratified formally what had existed already in prac-
tice since 1962, a uniform family allowance benefit available to all residents
of the Netherlands.

To understand why Dutch family allowances got off to a slow start rela-
tive to family allowances in Italy, it is useful to understand why the family
allowances system was among the last social programs in the Netherlands to
become universalized. This would be easy to understand if family allowances
were, as is sometimes assumed, primarily pronatalist measures. The high
postwar birth rate in the Netherlands would then explain a lack of interest
in family allowances. But family allowances cannot be properly understood
as pronatalist policies in the Netherlands. The brake on universalization
before the early 1960s was political, rather than demographic, in nature.
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A combination of opposition from employers and the Protestant Reform
Party (Anti-Revolutionaire Partij, or ARP) within the Labor Foundation
and rather weak incentives to expand family allowances to the excluded
Catholic constituency of nonpoor self-employed account for the delay in
universalization. The breakthrough in 1962 came about because of a gen-
eralized trend toward a more universalistic conception of social rights in
Dutch society and increased electoral competition that made expansion of
family allowances to the self-employed a valuable electoral tool for both
Catholic and Protestant politicians. The existence of a tax system capa-
ble of taxing the self-employed made it possible to formulate this policy
expansion as a universalization of benefits.

From the Beginnings to Universalism

The history of family allowances in the Netherlands extends back to the
first years of the twentieth century, and it is worth investigating the process
through which the 1962 system of universal coverage emerged from the
first collectively bargained agreements for textile workers and provisions
for municipal workers.3 The papal encyclical Rerum novarum, published in
1891, advocated a “family wage,” and Dutch clergy quickly adopted the
term. In 1906 the city of Amsterdam introduced a wage supplement for
family heads, and confessional groups in the Netherlands shifted the focus
of their social justice rhetoric from the concept of a minimum, just wage to
a family wage. The year 1912 saw the introduction of the first national-level
family allowances, for postal workers and teachers, and in 1918 Catholic
parliamentarians passed a resolution calling for the government to consider
family size in setting wages for all government workers.

During the interwar period, the national government granted family
allowances to all civil servants, and family allowances were introduced for
employees of some local governments. Private family allowance funds were
also developing – in 1919, Catholic textile mill owners signed the first
collectively bargained contract including family allowances – but by and
large employers supported the idea that the state should bear most of the
costs (Akkerman 1998). In 1920 the Catholic Minister of Labor announced
a plan to establish a government fund for child allowances, and in 1921
the Dutch government, at the urging of Catholic trade union leaders,

3 The historical reconstruction in this section draws largely from van Praag 1977; Damsma
1994; Rigter et al. 1995; and Akkerman 1998.
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commissioned a study of the feasibility of a public family allowance sys-
tem (Damsma 1994).

Socialist unions and the dominant Liberal wing of the Dutch feminist
movement were opposed to the idea of a family wage, supporting instead
the idea of a just minimum wage for all workers that would be high enough
to support a family’s needs regardless of the actual number of children
present. But Catholic support for family allowances was strong, in part
because it dovetailed so neatly with the Dutch Church’s strong pronatalist
stance during that period.4 By the 1930s, Socialist opposition to family
allowances waned as it became clear that confessional parties and unions
were gaining the upper hand among both Catholic and Socialist voters as
“defenders of the family.”

By 1937, some 146 collectively bargained labor agreements included
family allowances (van Praag 1977), and in 1938 the Family Allowances
Act (Kinderbijslagswet) was passed. This act provided allowances for wage
earners only, based on an insurance principle: the level of the benefit
depended on the premium paid, which in turn depended on the wage
level. The impetus for the 1938 bill came from Catholic legislators, but
by this time the Socialist movement had accepted the idea of a general fam-
ily allowance scheme covering male workers. (It is interesting to note that
in the same year the Socialist Party and unions abandoned their advocacy
of a state-financed old-age pension system, believing that population aging
would make public pensions prohibitively expensive [van Praag 1977].) The
only principled opposition to the Family Allowances Act came from Liberal
parliamentarians (Akkerman 1998), who objected to state provision of any
kind. Nevertheless, implementation of the act was delayed due to wartime
exigencies, and it did not come into force until the Nazi occupation gov-
ernment’s reform of the social welfare system (van der Valk 1991).

After the Second World War, legislation in 1946 expanded on the 1938
act by introducing a temporary family allowance measure to cover the first
and second children of wage earners. This temporary expedient was explic-
itly linked to incomes policies, in that it sought to compensate employees
for wage controls in the face of rising living costs. In 1948 the Pensioners’
Family Allowance Act (Kinderbijslagwet Rentetrekkers) introduced child

4 This strong pronatalist position may seem unwarranted, given exceptionally high population
growth in the Netherlands relative to the rest of Europe (Goddijn 1975). It is important to
keep in mind that pronatalism in the Netherlands during this period is essentially a result
of the minority position of Dutch Catholics.
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benefits for old-age and invalidity pensioners, and in 1951 another tem-
porary family allowances act (Noodwet Kinderbijslagwet voor Kleine
Zelfstandigen) introduced benefits for the first and second children of low-
income self-employed families.

In 1962 separate programs for public sector workers and the self-
employed were abolished and replaced by a quartet of provisions that
together covered the entire population. The General Family Allowances
Act (Algemene Kinderbijslagswet) of that year provided flat-rate allowances
for all residents of the Netherlands from the third child, with the amount of
the benefit augmented for each additional child. The Wage-Earners Fam-
ily Allowances Act (Kinderbijslagswet Loontrekkers), the Self-Employed
Persons Family Allowances Act (Kinderbijslagswet Zelfstanigden), and the
1963 Government Personnel Family Support Act (Kindertoeslagregeling
voor Overheidspersoneel) provided additional benefits for the first two chil-
dren of, respectively, employees, the self-employed with modest incomes,
and public servants.

The history of Dutch family allowances up to 1962–3 shows a clear pro-
gression in the direction of citizenship-based entitlement. By the 1930s,
Dutch feminists’ vision of a carer’s wage had been defeated, as had the
Socialists’ goal of a family policy defined by a minimum wage for all work-
ers sufficient to maintain a family, plus collectively provided services for
mothers. Instead, the idea of a family wage for family heads, introduced in
Rerum novarum and favored by confessional parties and unions, prevailed.

Family allowances were introduced as part of the wage package for
working men with dependent children. This type of benefit was gradu-
ally extended from a select group of civil servants and private employees
to include, first, all wage earners, then social insurance pensioners and
low-income self-employed persons, and finally in 1962 all residents of the
Netherlands. This universalization of benefits never occurred in Italy. But
why did it take so long in the Netherlands, despite the popularity of these
programs and the influential report of the van Rhijn Commission, which
advocated universal family allowances?

Gauthier (1993) suggests that the expansion of family allowances intro-
duced as pronatalist policies may stall in the absence of a credible threat
of population decline. Fertility rates were indeed high in the Netherlands
during the immediate postwar period – so high that the Dutch government
actively encouraged emigration in order to counter feared overpopulation.
And it is true that Catholic concerns about their minority status and the
pernicious influence of “Neo-Malthusian” birth control advocates formed a

81



P1: JZP
0521849985c04 CUNY387B/Lynch 0 521 84998 5 March 16, 2006 16:33

Age in the Welfare State

strong impetus for family allowances during the interwar period. But Dutch
Catholics continued to place a high priority on reproduction even in the
postwar period, a priority reflected by their extraordinarily high fertility
rates (van Poppel 1985). At the same time, Catholic families were among
the least likely to receive non-universal family allowances in the 1940s and
1950s, since they were concentrated in agricultural self-employment rather
than in industrial or civil service jobs (Stoffelsma and Oosterhaven 1989).
So despite high levels of fertility in the Dutch territory as a whole, Catholic
politicians were strong advocates of expanding the family allowance system
as quickly as possible – both to encourage higher birth rates among Catholic
self-employed families and to capture electoral support from expansion of
family allowances to this constituency.

Compared with family policies in France, Belgium, or Sweden, coun-
tries that adopted (quite different) family policies for explicitly pronatalist
reasons, Dutch family allowances were considered a component of wage
policies (Rigter, van den Bosch, van der Veen, and Hemerijck 1995, 222).
Old-age and invalidity pensioners became eligible for family allowances in
1948, but by virtue of their status as former workers entitled to a deferred
wage. Social Democratic unions continued to think of family allowances as
an integral component of the wage as late as 1957. Although the Minister of
Social Welfare advocated in 1955 a universal tax-financed family allowances
scheme, and the Socialist trade union confederation (Nederlands Verbond
de Vakverenigingen, or NVV) generally agreed with this recommenda-
tion, they made it clear that family allowances were not to be classed with
other “welfare” benefits. A report from an NVV congress in October 1957
declared that tax financing of social insurance was an important goal since
it would provide a means of balancing the incomes of “non- and semi-
productive groups” with “a reasonable income (including children’s allowance
and after tax deduction) for the productive groups”5 (NVV 1958). Family
allowances were linked primarily to ideas about a just wage, and secondarily
to ideas of poverty alleviation – not to increasing birth rates.

Still, we might reasonably presume that Catholic politicians had an
objective interest in promoting expansion of benefits in order to reach
their large constituency of self-employed families with numerous children.
So it makes sense to ask to what extent these political actors were actually
capable of and/or desirous of extending family allowances to the entire
population. Catholics controlled the social welfare ministry through most

5 Emphasis added.
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of the 1950s and 1960s. And their Social Democratic coalition partners
certainly had no principled objection to universal social programs, having
supported universal old-age pensions in 1947. Union publications indicate
that the NVV supported proposals for both universal family allowances
(NVV 1955) and universal widows’ and orphans’ benefits (NVV 1957),
though expressing a preference that such universalistic programs be
financed through general revenues rather than employer and/or employee
contributions. The ARP generally opposed expansionary social policy, but
was not represented in government until 1952. So introducing universal
family allowances should have been an easy task for Catholic politicians.
What, then, accounts for the delay?

Cox (1993) assigns primary responsibility for the delay in expanding
social welfare benefits in the Netherlands to the influence of confes-
sional organizations within corporatist decision-making bodies. According
to Cox, while the Catholic Party supported universalizing social insurance
benefits, confessional employers’ and labor groups opposed it and launched
“counter-attacks” from within the Labor Foundation (111). In particular,
the ARP’s objections to universalization had an important impact on policy
via the influence of Protestant representatives in the Labor Foundation.
This influence stalled the expansion and universalization of social policies
through the 1950s, despite the fact that a Social Democratic party was in
control of government and the relevant ministries.

Many observers of Dutch social policy argue that growing seculariza-
tion and depillarization of the electorate in the mid-1960s account for
the explosion of new rights and social spending during this period (de
Swaan 1988; Cox 1993; van Zanden 1998). According to these analysts,
both Catholic and Protestant parties and organizations began a “populist
campaign” (Cox 1993, 168–9) using welfare benefits as tender in a context
of declining electoral margins. The ARP, which had traditionally been a
party of fiscal conservatism, softened its objection to government spend-
ing under the influence of a booming economy and pressure from self-
employed groups, which were threatening to exit the weakening party. Once
the Social Democratic Labor Party (Partij van de Arbeid, or PvdA) began
to make serious inroads into the Catholic vote in the early 1960s, Catholic
politicians as well began looking for concrete benefits to offer in exchange
for electoral support. Intense competition with both the PvdA and smaller
left-Catholic parties increased the influence of the left current within the
Catholic People’s Party (Katholieke Volkspartij, or KVP), which was cer-
tainly not averse to expanding social benefits even if that meant increasing
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the state’s role in social provision. Catholic unions were also radicalizing in
response to competition from Social Democratic unions and began to sup-
port universal social benefits in response to their popularity with the public
(Cox 1999).

However, the move to introduce universal family allowances in fact pre-
ceded depillarization and increasing electoral competition by some ten
years (Balkenende 2000 interview; van der Veen 2000 interview). Political
parties could not have changed their policy commitments quickly enough
in response to depillarization to account for such a major change in the
family allowance system as early as 1962 (Cuyvers 2000 interview). The
growth of the welfare state in general, and of family allowances in par-
ticular, may be better understood in terms of the ideological maturation
of Dutch policy makers than in terms of increasing electoral competi-
tion resulting from depillarization. In the judgment of Christian Demo-
cratic Appeal party leader Jan Peter Balkenende, “[KVP social policy
makers] Veldkamp and Klompé were left by conviction, not by strategy”
(Balkenende 2000 interview). Roebroek (1992), too, cites a growing consen-
sus among confessional politicians on the desirability of state intervention
as the key motivator of welfare state expansion in the 1960s, adding that of
course explosive economic growth was a necessary precondition for such a
consensus.

If increased electoral competitiveness in the 1960s cannot explain the
drive for welfare state expansion and the adoption of universalistic welfare
policies, neither did it dampen the interest of confessional parties in expand-
ing social welfare spending. However, whether or not increasing electoral
competition was the key to welfare state expansion, it still would remain to
be shown why expansion of the family allowance program took the form of
universalization. Here the electoral argument may be useful in augmenting
the rather vague argument prevalent in the secondary literature about the
ideological transformation of Dutch political culture in the 1960s.

With the breakdown of pillarization in the Netherlands, when voters’
automatic ties with the traditional religious subcultures weakened, the lead-
ing parties found themselves with a new problem: how to attract voters
who might decide to vote for a party other than the one affiliated with
their religious denomination. For both the Protestant and Catholic parties,
the most consistent source of electoral strength was also the one that was
excluded from family allowances under the old occupational system. This
group of voters resided in the families of the Protestant and rural Catholic
self-employed. Extending family allowances to the self-employed, which in
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the Dutch case was accomplished by universalizing the family allowance
system, covered this precise segment of crucial voters and constitutes a
motive for expansion in a universalist direction.

The universalistic solution was possible because of the comprehensive
Dutch tax system, which allowed citizenship-based benefits to be paid for
out of general revenues. After the introduction of the income tax in 1917,
there was little or no discussion of the administration of the income tax
system in the Netherlands (van der Veen 2000 interview). By all accounts,
it was a system that worked well and was implemented in a bureaucrati-
cally rational manner (see Ferrera 1993). The van Rhijn Commission had
proposed a universal family benefit to be financed out of general revenues,
but in the immediate postwar period Drees opposed the idea of extending
family allowances to the self-employed on the grounds that it would be
too expensive (Rigter et al. 1995, 222). By the late 1950s, however, both
the Socio-Economic Council (Sociaal-Economische Raad, or SER) and a
majority of parliamentarians were eager to integrate family allowances for
the self-employed with legislation for wage earners. In fact, when Minister
of Social Welfare van Rooy proposed in 1958 a law instituting a universal
family allowance system for the third child and up, he was forced to step
down because politicians in the lower house of Parliament did not find his
plan generous enough. Parliamentarians argued that given the feasibility
of funding the system out of general revenues, there was no reason not to
extend benefits to first and second children as well (Rigter et al. 1995, 257).

The construction of a universal Dutch family allowance system based on
a general tax base6 was a key development. The strategic maneuvering of
Catholic and Protestant parties to appeal to the rural self-employed created
a demand for a universal benefit, and effective taxation of the self-employed
made it possible for politicians to please these important constituencies as
well as their urban supporters. On the one hand, politicians could offer the
concrete benefit of improved family allowances to the self-employed. At
the same time, the tax-financed nature of the system ensured the support of
unions and employers, who in general favored universal citizenship-based
social insurance but needed to be reassured that the cost of universalizing
family allowances would not result in increased social insurance contri-
butions. This compromise had, as we shall see, important consequences
for the development of family allowance spending in the 1970s through

6 Note however that until 1980, only benefits for the self-employed were paid out of general
revenues; wage earners continued to fund their benefits via employer contributions.
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1990s. It also provides a useful contrast with the Italian case, where a weak
tax base prevented the implementation of a universalistic family allowance
system.

From Universalism to Entitlement

Following on the universalization of the family allowance system in 1962,
expenditures in the Netherlands showed a steep increase from 1963 to 1968.
The mid-1960s were a phase of major growth in many areas of social pol-
icy spending, initiated by Catholic ministers Veldkamp and Klompé and
strongly supported by the Catholic and Social Democratic unions. This
major expansion of social welfare spending coincided with the depillariza-
tion of the Dutch electorate, beginning around 1965 and characterized by
a very strong increase in competition between the major parties for lower-
and middle-class voters. Between 1963 and 1972, the KVP lost half of
its electorate, mostly to the Labor Party and the Radical Party (Politieke
Partij Radicalen, or PPR, a left-wing offshoot of the KVP; Irving 1979,
201, 224–5). By the late 1960s, many of the Catholic Party’s core voters had
abandoned the KVP in order to support smaller parties like D’66, the PPR,
and DS ’79 (Daalder 1987). Given the intense electoral competition of the
mid- to late-1960s, it is not surprising that spending on family allowances
increased just as the Catholic Party found itself most in need of incentives
with which to retain a key constituency: families with young children.

It is far from clear, however, that increasing electoral competition was
solely responsible for the rise in family allowance spending that began in
the mid-1960s. The abolition of the income ceiling for contributions (in
1963 for employees, 1964 for self-employed) and the indexation of benefits
to the cost of living (1964) surely also resulted in higher spending. And even
as the electoral climate became less favorable for family policy expansion
in the 1970s, expenditures continued to rise.

By 1975, when the Catholic and Protestant parties began the process of
merging to form the Christian Democratic Appeal (Christen Democratisch
Appel, or CDA), the support base of the Christian parties was substantially
older than the average voter (Bakvis 1981, 81), so an expansion of family
allowances would hardly have constituted a tremendous appeal. The merger
of the confessional parties effectively marginalized the left-wing elements
that had pushed for higher social spending in the late 1960s (van Zanden
1998, 71), and between 1974 and 1981 CDA voters moved to the right of the
political spectrum (Daalder 1987). This diminution of the core constituency
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of the family allowance program within the Christian Democratic parties
might account for their willingness to go along with de-indexation of family
allowances in 1972, a situation that continued until 1981. But even after de-
indexation, family allowance spending did not decline. In fact, there was
no significant decline in family allowance spending until 1984–6, when the
level of family allowances was briefly frozen as part of the general austerity
policies of the era.

Aggregate family allowance spending held steady through the 1970s,
and from 1980 onward, the general trend was again one of strong growth
in spending. Why does spending on family allowances start to rise again
just when recipients are farthest from the core of the Christian Democratic
electoral project, and when family allowances are less popular among voters
than other kinds of welfare benefits (Palomba 1995)? While the Dutch
Family Council and the Dutch Association of Housewives were active
in pressing for disability benefits for housewives (Cox 1993, 164), these
organizations do not seem to have been particularly concerned with family
allowances (Cuyvers 2000 interview). Neither do labor unions seem to have
pressed very hard for benefit increases. The combined union Urgency Pro-
gram for 1973 objected to the idea of freezing benefits for the second child
under the wage earner’s program and called for a re-evaluation of the whole
family allowance system (NVV 1973) – a call that is repeated in the Urgency
Program for 1975 (NVV 1975). But it is not clear from these documents
what unions wanted from a potential reorganization of the system, and van
Berkel and Hindriks’s (1991) survey of the relationship between unions and
social insurance claimants makes no mention of the children’s allowance
issue.

The rise in family allowance spending in the 1980s can be attributed to
three factors. First, the general climate of austerity may have led to demands
for increased benefit levels. Second, the 1980 consolidation of Dutch family
allowance legislation into a single law involved a change in the mode of
financing the system. Whereas prior to 1980 the family allowance fund
for employed workers was financed by contributions from employers and
employees, after 1980 the entire system, including benefits for employees,
became entirely financed out of general revenues. According to Balkenende
(2000 interview), popular pressure for increases in the family allowance
benefit arose immediately upon this change in financing, since payments
into the system had effectively been made invisible.

Finally, and perhaps most importantly, changing the structure of the fam-
ily allowance system also changed societal expectations about the function
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that allowances should serve. Bussemaker (1998) argues that the feminist
movement’s drive to obtain equal rights for women under social security law
in the 1970s drove up social spending in general. Individuals increasingly
became entitled to benefits that were once meant to support a family head
plus dependents, but the amount of benefits was not adjusted downward
to account for this new trend toward “individualization” of social rights.
Indeed, the public campaign to “save” family allowances in 1974–5 was
spearheaded by left-wing women’s groups seeking to protect benefits for
single mothers (Vlek 1997; Cuyvers 2000 interview). Women’s organiza-
tions pressed for increases in the level of family allowances in order to allow
single mothers to continue to provide care in the home, without recourse
to income from employment (Nederlandse Vrouwenbeweging 1976; Molin
1977).

The universalization of the family allowance system in 1962 thus had
important consequences for expenditures in later years. The 1920s and
1930s marked a process of defining family allowances socially as a wage
supplement, as we have seen. The occupational system installed in 1938
and continued in the 1940s and 1950s reinforced the notion that family
allowances were primarily an antidote to wage controls and not an inde-
pendent entitlement of parenthood. Once family allowances were univer-
salized, however, they became removed from the realm of workers’ benefits
and came to be seen as an entitlement of citizenship. No longer linked to
wages as a top-off, family allowances in the Netherlands after the 1960s
came to be regarded as an entitlement that should enable a family head,
male or female, employed or not, to support children.

The Dutch family allowance system got off to a slow start after World
War II, relative to Italy’s generous benefits in the immediate postwar period.
The drive to expand the family allowance benefit in the late 1950s and early
1960s may have been a result of increasing electoral competition and a
concomitant desire on the part of Catholic and Protestant parties to secure
the votes of the self-employed, as many scholars argue, or it may have
simply reflected a leftward shift in the ideological orientation of the Dutch
polity at large. Regardless of the motive for expanding the family allowance
system, it is clear that the opportunity for creating a universal, citizenship-
based plan system in 1962 arose from the capacity to fund benefits for the
self-employed via a system of effective taxation.

Once the family allowance system became universalized, the possibility
for further use of the system to provide selective incentives to consolidate
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electoral gains among particular constituencies became more limited. But
the growth of family allowance spending continued through the 1990s, even
in the face of general austerity measures. The move from an occupational
conception of family allowances to a universal, citizenship-based system
changed societal expectations about the nature and function of those ben-
efits. In the process, it created new sources of pressure to increase family
benefits, which resulted in continued spending growth.

Family Allowances in Italy

Family allowance benefits in Italy have followed a path opposite to the
Dutch trajectory. Italian family policy in general, and family allowances in
particular, were by the 1990s widely considered to be utterly inadequate.
Public debate blamed the lack of transfers and services for families for
high levels of child poverty and the world’s lowest fertility rates. But family
allowances in Italy have not always been the “Cinderella” of social pol-
icy, as one influential tract of the late 1970s termed them (Gorrieri 1972).
In the 1950s and early 1960s, family allowances were quite generous by
international standards, and although they were not available to all citi-
zens, progress toward universalization seemed well under way. Why did
the expansion of Italian family allowances stall in the late 1960s? What can
explain the pattern of rapid growth and then equally rapid retrenchment in
the postwar period?

The strategic use of family allowances by party actors, in interaction
with the occupational structure of the family allowance system, explains
the developmental trajectory of family allowances in Italy. The motive for
expanding the scope of family allowance benefits in Italy was the desire
of politicians to reach out with selective benefits to particular groups in
the electorate. Unlike in the Netherlands, however, where electoral incen-
tives led to a universalization of family benefits, in Italy the opportunity to
introduce a universal system of benefits was missing because of the under-
developed tax system, itself a by-product of electoral clientelism. As a result,
expansion of the family allowance system in Italy took place along patch-
work lines, within an occupational structure that continued to feed and
be fed by particularistic politics. The continuing occupationalism of the
system also set a brake on the growth of family benefits by affecting the
priorities of potential constituents. Family allowance funds were siphoned
off to pay for other social priorities, especially pensions, in a move that the
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unions and the Left agreed to quite willingly. As long as family benefits
remained linked conceptually to the wage system, and wages were indexed
but family allowances were not, family allowances came to seem less and
less important, and less and less worth defending.

General Historical Overview

Until the reforms of the mid-1980s, the basic outlines and principles
of Italian family allowances all derived from developments during the
Fascist period. Family allowances were first introduced in Italy during the
Fascist period as a way to compensate employees with children for reduced
wages resulting from reduced hours. After the Second World War, fam-
ily allowances were rapidly re-established as a core feature of the welfare
state and reached a peak of generosity during the mid-1950s and early
1960s. At this point, Italian family allowances, despite being available only
to industrial workers and small farmers, supported a wide variety of fam-
ily dependents (spouses, parents, and siblings, in addition to children and
grandchildren) and were admired both within Italy and by international
observers.

Family allowances were gradually extended to cover new groups of con-
stituents, until by the mid-1970s they covered nearly 80 percent of children
under eighteen in Italy. However, starting in the mid-1960s, the allowances
underwent a dramatic devaluation, and by the late 1970s Italian family
allowances were among the least generous in Europe. By the 1970s, sur-
pluses in the family allowance fund were routinely diverted to pay for pen-
sions, and family allowances dwindled to insignificance despite the favorable
ratio of contributions to payouts.

The mid-1980s brought a series of reforms, including the introduction
of means testing and the graduation of benefits according to family size and
income. However, even after these reforms, family allowances remained
restricted to needy families of dependent employees or the self-employed
in agriculture, and did not become a citizenship-based form of assistance.
The reforms of the 1980s, motivated by the desire to reduce spending
while targeting resources more effectively to needy families, substantially
decreased both the number of recipients and aggregate expenditures on
family allowances. Not until the mid-1990s did there emerge an open debate
on the condition of families in Italy’s welfare state, a debate that has spurred
in recent years a slight increase in aggregate spending on families over 1980
levels.
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The Fascist Period

After some initial experiments during World War I that vanished with the
1920s, family allowances got their true start in Italy during the Fascist
period. With economic crisis and unemployment looming, the corporatist
employer association Confindustria and the Fascist labor unions signed an
agreement in 1934 to reduce working hours in industry from forty-eight to
forty per week, in an attempt to reduce unemployment. Workers agreed to
concomitant reductions in salaries, while those workers with two or more
dependent children received a family allowance to make up for some of the
lost wages. The family allowances were to be funded by joint contributions
from employers and employees. This interconfederal agreement, strongly
advocated by Confindustria, was transformed into legislation in 1936, but
without the linkage to reduced hours. By this time the Fascist pronatalist
agenda was in full swing (the campaign to increase birth rates began in
1927, and in 1931 the government-sponsored Inquiry into the State of
the Family came out), and government policies linked the papal encyclical
Rerum novarum’s call for family wages to the demographic campaign.

In 1937 family allowances were extended from industry and some other
sectors to agricultural employees and the self-employed with incomes under
a certain threshold. Allowances for children were graduated to give greater
per-child benefits to larger families. In 1940 the family allowance scheme
was placed under government authority with the creation of the Single Fund
for Family Allowances (Cassa Unica per Assegni Familiari, or CUAF) within
the National Institute for Social Insurance (Istituto Nazionale per la Prev-
idenza Sociale, or INPS). Allowances were extended to dependent spouses
and parents in addition to children.

Three main forces drove expansion of family allowances during the
Fascist period: poverty, pronatalism, and patronage. Family allowances
were a way to combat poverty by supplementing the wages of low-income
earners. Large families, in particular, were subject to poverty because wages
were so low, and family allowances helped to prop up consumption at the
lower wage levels. The demographic impulse was of obvious importance
as well. Despite the fact that Italy had one of the highest birth rates in
Europe at the time, the Fascist government was concerned about Italian
birth rates for a variety of reasons, including the impact of the French
debate over pronatalist policies, widespread emigration of men, the impor-
tance of human resources for development in a capital-scarce environment,
and the influence of Church doctrine favoring high fertility (De Grazia
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1992, 25). In the end, family allowances did little either to alleviate poverty
or to promote more births. But they served other purposes, which ensured
the survival of the system. Family allowances were a form of patronage for
middle-class cadres, who formed the backbone of support for Mussolini’s
regime. Family allowances were much more generous for this group than
for ordinary workers, despite the fact that state employees had smaller fam-
ilies and higher incomes than the country’s working classes.

During the Second World War, family allowances lost much of their
purchasing power due to declining resources and high inflation. In 1944
the child allowances returned to a flat-rate sum for each child, regardless of
birth order, and the family allowances were supplemented by an additional
cost of living allowance. During the war the state briefly took over financing
of the allowances, but the main outlines of Italy’s family allowance system
had been set in place with the 1940 legislation, and after the war the old
financing system returned.

The Golden Age of Italian Family Allowances: Postwar through 1964

During the immediate postwar period, family allowances rapidly regained
the purchasing power they had lost to inflation, by 1951 surpassing the
highest real value they had achieved during the peak of the Fascist demo-
graphic campaign. While numerous observers (see, e.g., Sabbadini 1985;
Campanini 1993; Silvestrini 1994) argue that poor benefits for Italian fami-
lies in the contemporary period are a result of politicians’ desire to avoid
any perceived continuity with hated Fascist pronatalism – a claim echoed
in Valiente’s (1996) work on Spain – the development of family allowances
is clearly more complicated than that.

Progressive allowances for larger families, a key feature of pronatalist
policies, had been removed already in 1944, and after the war progressive
allowances were not reinstated. So what remained of the Fascist family
allowance system after the war was simply a wage supplement that, by
all accounts, was extremely popular. The system showed no sign of being
dogged by the shadow of Fascism. It just kept growing and growing. From
1946 until 1955, when family allowances were automatically indexed to the
cost of living, there were sixteen legislated increases to the family allowance.
Contributions went up in like measure (despite the massimale, a ceiling on
the total wage bill above which employers did not have to pay contributions,
in place until 1974), so that through the 1950s and 1960s payouts rarely
exceeded contributions received by the Family Allowance Fund.
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Family allowances arrived at this golden age in the 1950s and 1960s
because they were uncontroversial. The Church liked family allowances,
because while it generally opposed the idea of state intervention in the
family sphere, family allowances were a cash benefit distributed to the
(usually male) main earner in a household, a format relatively unthreat-
ening to family autonomy and, within that, patriarchal authority. And after
all, the family wage had been the Pope’s idea to begin with. The Christian
Democratic Party liked family allowances, in part because the Church liked
them, and in part because the socially oriented current that was dominant
within the party through the mid-1950s believed that supporting families
with children, especially low-income families, was the right thing to do.
Confindustria, the large employer’s association, liked family allowances,
because they kept wages down and because the existence of the massimale
meant that the biggest northern employers who had the largest wage bills
and who dominated Confindustria paid the least, proportionally.

Unions liked family allowances, because they were a substantial compo-
nent of the wage (around 20 percent of the average industrial wage in the
1950s and 1960s), and the flat-rate format made the allowances even more
helpful for low-income workers. In fact, according to Franco and Sartor
(1994, 86), during this period family allowances were the social insurance
program with which unions were most concerned. The Left, interested in
social justice and in spurring the economic development of the south, liked
family allowances because workers in the south, whose wages and living
costs both tended to be lower than in the north, benefited substantially. On
aggregate the family allowance system was an effective means of transferring
resources from the rich, less fecund north to the poor, prolific south. Finally,
Italy’s family allowances were well regarded by social policy experts as an
efficient system delivering tangible benefits, something in which the Italian
government could take some pride (see Masini 1953; Pasi 1956). In short,
there was no substantial opposition to maintaining the family allowance
system as it had been laid out in the 1940s, while increasing benefits as it
became necessary and/or possible.

Extending family allowances beyond the original constituency covered
in the 1940 law proved trickier. Some extensions did occur during the early
postwar period. In 1947 and 1948, artisans and tobacco workers came under
the INPS family allowance scheme, and in 1952 all public employees came
to be covered by a separate public family allowances program. In 1958 the
regular family allowance scheme was extended to fishermen. Beginning
in the early 1960s, there were regular proposals by Christian Democratic
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deputies to extend family allowances to small independent farmers, share-
croppers, and tenant farmers, but this did not occur until 1967. Yet despite
frequent extensions to particular economic groups, the family allowance
system remained far from universal. People with weak ties to the for-
mal labor market were excluded, as were the self-employed, and by 1960
only about half of all children under age eighteen were entitled to family
allowances (Franco 1993).

Why was the family allowance program in Italy not converted into a
universal, citizenship-based benefit, despite the fact that it was so popular
and seemed to be on its way toward universalization in the 1950s and 1960s?
Three main reasons stand out. First, family allowances were always linked
conceptually to wages and were not seen as an important tool for poverty
alleviation. As a result, there was little call to extend the system to cover
nonworkers, however needy. Second, neither the Christian Democratic
Party (Democrazia Cristiana, or DC) nor the Left was really interested
in extending family allowances to either non-insured workers or the self-
employed. Finally, the tax system in Italy, which did not adequately capture
income from the self-employed, was not capable of supporting a major
extension of the system.

Unlike in the Netherlands, there was no postwar plan to turn the old
occupationally based family allowance scheme into a Beveridgean, universal
program. The D’Aragona commission on social security, the direct analog
to the Netherlands’ van Rhijn Commission, specifically recommended a
non-Beveridgean system of family allowances (Commissione per la Riforma
della Previdenza Sociale 1948). The commission was explicit that family
allowances were to be considered a wage supplement, not a social secu-
rity benefit, and argued for a work-related benefit available to people
whose main income came from dependent employment (in the form of
either wages or social insurance benefits linked to employment). The self-
employed were to be included in the family allowance plan, but only at a
later date, once the administrative and fiscal obstacles to including them
could be overcome.

The DC’s lack of interest in universalizing the family allowance system
sprang from the fact that their key constituencies were either already cov-
ered or derived greater benefits from not receiving family allowances than
from receiving them. Public employees received an independent family
allowance scheme in 1952, and thus did not need to be integrated into a
universal benefit system. Agricultural workers and small farmers were incor-
porated into the wage earners’ system in 1967, on quite favorable terms.

94



P1: JZP
0521849985c04 CUNY387B/Lynch 0 521 84998 5 March 16, 2006 16:33

Family Allowances

The self-employed constitute the last major constituency group of the
DC that remained without entitlement to family allowances, but they
derived clear benefits from remaining outside the system. In the immediate
postwar years, income from self-employment was not subject to taxation,
and as a matter of basic fairness, it was clear that the self-employed should
not be eligible for tax-financed benefits. To incorporate the self-employed
into a system of universal family allowances, it would have been neces-
sary first to establish levies on income from self-employment, and then to
enforce and collect these taxes. While income taxes on the self-employed
were eventually legislated, the social insurance system (including fam-
ily allowances) did not take on a universalist form to match. There was
ample awareness among the public and among policy experts that the self-
employed were not subject to effective taxation, and thus should not be
included in a universal family allowance scheme.

The self-employed agreed, because in the end the DC was able to
offer them a better deal even than family allowances. The self-employed
remained outside the family allowance system, but in return received tacit
permission to evade income taxes, as well as other kinds of protections that
boosted their incomes far more than family allowances would have (for
example, stiff barriers to competition from large retailers; Livi Bacci 1998
interview). There was not a greater push from the DC for universaliza-
tion of the family allowance system precisely because the main group of
potential DC constituents that was left out under the occupational system
perceived themselves as better off without family allowances.

But policy making in Italy was not nearly as dominated by the DC as one
might expect given fifty years of DC government. Especially in the area of
social policy, and especially after the beginning of the center-left coalitions
in 1963, Socialist Party (Partido Socialista Italiano, or PSI) and Communist
Party (Partido Comunista Italiano, or PCI) politicians were closely inte-
grated into the policy-making process. And indeed, after 1963 there was
an expansion of the family allowance system to cover categories tradition-
ally associated with the Left: unemployed workers, domestic employees,
home-workers (mostly female piece-workers), part-time agricultural wage
workers, and, in 1974, old-age and disability pensioners. The Left did see
the expansion of family allowances as beneficial to their constituencies, and
thus to their parties’ fortunes. But this expansion remained tightly linked
to the wage principle: family allowances were extended only to those who
had a right to a supplement to their wages (or deferred wages, in the case
of the unemployed and pensioners). The self-employed and those outside
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the formal labor market did not benefit from this extension, in the former
case because of the perceived impossibility of adequately taxing them, and
in the latter case because as long as poverty alleviation was not the guiding
principle behind family allowances, people with weak attachments to the
labor market had correspondingly weak claims to entitlement.

In sum, during the 1950s and early 1960s family allowances were not
universalized, but nevertheless experienced substantial growth. The level
of the benefit was raised on numerous occasions, and the pool of beneficia-
ries expanded to cover new constituencies. Indexation between 1955 and
1961 kept the purchasing power of the allowances more or less constant, and
indicates a consensus that the level was about right. So how can we under-
stand what happens next: the quite sudden decline of family allowances
through the de-indexation of benefits and the use of funds contributed to
the family allowance scheme for other purposes?

1964–82: Inattention and the “Sacking” of the Family Allowance Funds

The 1961 reorganization of the family allowance scheme consolidated the
numerous accounts for different sectors into three funds and reduced the
variety of benefit levels to two. It also marked the beginning of the end for
Italy’s family allowances. The indexation of benefits to the cost of living,
instituted in the legislation of 1955, ceased in 1961. This change, which
would have enormous implications for the future of family allowance ben-
efits, came about with relatively little fanfare. Confederazione Generale
Italiana del Lavoro (CGIL), Confederazione Italiana Sindacati Lavoratori
(CISL), and Confindustria documents for the year 1961 contain no men-
tion of the de-indexation. Family allowances had increased along with living
costs before they were indexed in 1955, so unions were probably willing to
concede on the indexation issue, especially since inflation rates in the late
1950s and early 1960s were fairly low. The consolidation of schemes for
different categories of workers, which meant that industrial workers ended
up taking on the large deficits in the artisans’ and agricultural workers’
schemes, was a much more salient issue. Certainly this is what Confindus-
tria was most concerned with, and what the Minister for Labor and Social
Affairs, in his presentation to the Senate in October of 1961, spent the most
breath trying to justify (Sullo 1961).

But there is another reason why de-indexing might not have seemed like
an important change at the time: the massimale was still in place. With the
massimale in place, employers did not have to pay contributions on their total

96



P1: JZP
0521849985c04 CUNY387B/Lynch 0 521 84998 5 March 16, 2006 16:33

Family Allowances

wage bills above a certain ceiling. This meant that smaller employers, and
employers in lower-wage sectors and areas, ended up paying proportionally
more. In addition, since the level of the income ceiling was not indexed
and had not been raised since it was instituted, contributions to the family
allowance fund were not growing with the growth in the total wage bill.
This was seen as putting a constraint on further expansion of the system, as
expressed by Minister Sullo and (repeatedly) by the unions. The hope was
that by getting rid of the massimale, there would be more resources to go
around, and family allowances would be able to grow. The 1961 legislation
agreed to abolish the massimale by 1964, and that was where hopes for
further expansion of family allowances lay.

As it happened, after de-indexation in 1961, the real value of family
allowances dropped sharply, beginning a long slide. There were two reval-
uations in 1964, but that year there was another significant event in the
history of Italian family allowances. With surpluses in the family allowance
fund growing as a result of the declining payouts, the unions and employers
reached an agreement in April of 1964 to allocate the full surplus to fam-
ily allowance increases. However, as the economic situation continued to
worsen, other claims began to intrude on the family allowance fund’s nest
egg. Tripartite policy concertation, in place since 1962 and viewed by the
unions as a vital contribution to keeping the new center-left government
alive, resulted in agreements that weakened the financial autonomy of the
family allowance fund and signaled the beginning of a new set of policy
priorities. Under pressure from the government, unions agreed to delay
part of the planned increase in family allowances, diverting the surplus in
the Cassa Unica Assegni Familiari (CUAF) to funds for short-term unem-
ployment benefits and the construction of workers’ housing. In return, the
government agreed to present a serious plan for pension reform by Decem-
ber of 1964. So despite a small uptick in the real value of the benefit in 1965,
the agreement of 1964 marked the beginning of what key Italian observers
of family policy would term the “sacrifice” (Franco and Sartor 1994, 17)
or the “sacking” (Gorrieri 1979, 129–31) of family allowances in order to
obtain other policy priorities.

Despite the extension of family allowances to new constituencies (short-
term unemployment beneficiaries in 1964, unemployment insurance bene-
ficiaries in 1965, the agricultural self-employed in 1967, and domestic and
home workers in 1971 and 1973), aggregate spending and average bene-
fits would suffer a real decline from 1964 onward. The only respite from
this decline came in 1974–5 when the massimale was finally abolished and
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allowances were revalued to roughly 1966 levels before dropping off even
more steeply again in the following year. Also in 1974 family allowances
were extended to INPS disability and old-age pensioners. Because in Italy
dependent spouses and parents, as well as children, are eligible for family
allowances, many pensioners benefited, and this in fact marked a notable
expansion of the program. After the enactment of this provision, about
55 percent of recipients of family allowances were pensioners (Sgritta and
Zanatta 1993). Ironically, the only major benefit increase of the supposedly
youth-oriented family allowance program after 1961 primarily benefited
pensioners.

After the crucial decisions first to de-index benefits, and then to trade
family allowance increases for progress on the pension front, family
allowance spending underwent a precipitous decline in Italy. At a techni-
cal level, this development is explained by high inflation, which eroded the
value of allowances, and the substitution of other policy priorities for ad hoc
increases that might have maintained the value of the family allowance ben-
efit. Explaining the politics of this sequence of events is somewhat more
complicated.

Because of their link to the wage system, family allowances had simply
ceased to be on the top of anyone’s list of social policy priorities. Union
documents and officials testify that the important fights on behalf of work-
ing families in the 1960s had to do with creating jobs and raising wages,
not increasing family allowances (Roscani 1998 interview; Giovannini 1999
interview; Giustina 1999 interview). And as long as wages continued to rise,
family allowances became less and less important relative to either wages or
major social benefits such as pensions that were, unlike family allowances,
meant to provide a full replacement for wages. Similarly, although fam-
ily allowances might have been useful to employers because they would
have helped to reduce pressure on wages, employers were loath to offer to
pay more for family allowances in a period when demands for other social
contributions (pensions, unemployment, sickness, etc.) were on the rise
(Mariani 1999 interview). One could say that by the time anyone noticed
that family allowances were being devalued out of existence, it was too
late: at that point they hardly seemed worth fighting for anymore. Here
again, pensioners are the exception that proves the rule. Pensioners were
not only organized, vocal, and important constituents within unions and
political parties; their incomes on average were also low enough that family
allowances really did make a difference for them, and they exerted substan-
tial pressure to get them in 1974–5.
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Yet even as family allowance benefits declined in value, the system was
expanded to include more and more people. A close examination of which
new groups received benefits and how these benefits were administered in
the period after devaluation suggests that family allowances were still useful
to the two main parties in office, the Christian Democrats and the Social-
ists. Small farmers were the single most influential lobby group within
the DC in the 1960s (LaPalombara 1964), and they were awarded fam-
ily allowance benefits in 1967. The PSI was also able to please important
constituencies with the extension of family allowance benefits to part-time
agricultural workers, domestic workers, and social insurance beneficiaries.
(Both the DC and the PSI probably perceived it to be in their interest
to award family allowances to pensioners, a fast-growing and increasingly
vocal constituency in the early 1970s.) Benefits for these new groups were
administered directly by the state, rather than through employers. Politi-
cians in the ruling coalition thus gained doubly by the expansion of the
family allowance system, despite low benefit levels. The extension of ben-
efits was targeted at their constituencies, and they had direct control over
the disbursement of allowances.

Recalling the interests of clientelist politicians in the ruling coalition
helps to make sense of the fact that family allowances continued to be
extended while their value declined. What mattered to parties distributing
patronage was not so much how big the benefit was, but how much con-
trol they had over it. Many smaller benefits were more useful for securing
votes than fewer, higher ones. At the same time, unions and the politi-
cal Left became increasingly disinterested in defending the level of family
allowances as their value fell and they ceased to be an important part of
wages.

Post-1983: Structural Reform, or Old Wine in New Bottles?

By the end of the 1970s, observers frequently bemoaned the inadequacy
of family allowances in Italy. Two minor revaluations of family allowances
occurred in 1980, at least partially in response to the debate sparked by
Gorrieri’s influential 1979 publication The Family Budget Jungle (La giungla
dei bilanci familiari). This work launched a scathing critique of politicians
and bureaucrats who had, in Gorrieri’s widely shared view, misused the
funds collected for family allowances to “finance a whole host of clientelist
policies aimed at those who are not really in need of assistance” (Gorrieri
1979, 131). By the early 1980s, there was general agreement within the
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policy-making community on the need to reform the family allowance sys-
tem more fundamentally.

One reason for the new attention to family allowances was a newfound
concern among policy makers and politicians with poverty among families
with children. The postwar Poverty Commission (1951) and Commission
on Unemployment (1953) had identified families with working-age heads,
especially large families, as prime candidates for poverty when adequate
labor market remuneration was not forthcoming. But they had both seen
boosting employment, especially in the south, as the means to alleviate
this poverty. Problem cases that would not disappear as a result of more
and better jobs were expected to be few, and could be taken care of by
regional- and municipal-level charity programs (Camera dei Deputati 1953;
Commissione Parlamentare d’Inchiesta sulla Disoccupazione 1953).

The economic boom of the 1950s and 1960s indeed did dramatically
raise the standard of living of most working-age families, to the point where
poverty among the elderly became the almost exclusive concern of policy
makers, politicians, and union specialists interested in poverty issues. But
when in the 1970s a “rediscovery” of poverty occurred in Italy, as elsewhere
in Europe (see Gauthier 1993), in Italy the policy response was limited to
facilitating local-level efforts to combat social exclusion and poverty among
the hard-core poor such as drug addicts, the handicapped, or the homeless.
The turning point came in 1982, with the publication of a European Union–
sponsored report on poverty directed by Giovanni Sarpellon. Sarpellon’s
report echoed the results of the early postwar studies in arguing that unem-
ployment and bad employment were among the most important causes of
poverty in Italy. Sarpellon called attention in particular to the problems of
large families living in the south, arguing that poverty among the elderly,
while it was indeed the most prevalent form of poverty in the north, was
not Italy’s biggest problem (Sarpellon 1983).

Sarpellon’s report came out in the context of renewed interest in Catholic
circles in the issue of the family wage7 and in the midst of the work of the
government Commission on the Problems of Families (which was commis-
sioned in 1980 and presented its final report in 1983). This commission was
charged by the government with setting a coherent policy agenda for help-
ing families, in particular the families of workers. Its final report advocated

7 The 1981 papal encyclical Laborem excercens and the DC proposal for a large family allowance
increase for nonworking mothers – a proposal that the PCI attacked as a cynical electoral
ploy since it could not possibly be funded – were also presented at around this time.
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focusing resources on poor families, given what the commission members
perceived as inherent limits to the resources that could be made available
for helping families. They suggested a Social Allowance (assegno sociale), to
be given to poor families of dependent employees in order to bring them
out of poverty. While the eventual goal of extending this benefit beyond
employees was deemed desirable, it was argued that the fiscal system’s lim-
ited capacity to collect taxes on income from self-employment made the
prospect of any universal expansion difficult. The commission also sug-
gested merging the social allowance for families with children into a more
general allowance providing a basic income for the elderly poor and inva-
lidity pensioners (Commissione Nazionale per i Problemi della Famiglia
1983). However, the commission rejected acting immediately on this last
proposal, because they were concerned that its greater cost would result
in money being channeled away from families with children (Franco and
Sartor 1990).

In 1983, the same year as the report of the Commission on the Problems
of Families, the family allowance system underwent a seemingly minor
change that was the beginning of a period of substantial reform. Union-
employer-government concertation in 1983 resulted in the Scotti Accord,
a set of provisions designed to revive the flagging Italian economy. Under
this agreement, the indexation of wages to inflation was reduced, and in
compensation a new supplementary family allowance, paid out of general
revenues, was adopted. However, this supplementary allowance would be
available only to some families, based on their income and family size. For
the first time, a means test was introduced into the Italian family allowance
system, and the goal of poverty alleviation through vertical redistribution
came to the forefront after decades during which the principle that family
allowances should mainly aim at horizontal redistribution among wage-
earners had dominated.

In 1984, cost-containment pressures led to the means-testing of regu-
lar family allowances. Meanwhile, the government’s Poverty Commission,
instituted in 1984, was preparing its report, which came out in 1985 (Com-
missione di Indagine sulla Povertá 1985). The Poverty Commission’s rec-
ommendations were similar to those of the Commission on the Problem of
Families, in that they supported the idea of a means-tested benefit to poor
families. However, the poverty commission favored extending the benefit
to the poor elderly as well as to families with children. Responding to these
recommendations, in 1988 Parliament passed a government proposal to
replace the family allowance system with a new program, the Allowance
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for the Family Unit (Assegno per il Nucleo Familiare, or ANF). It would,
like family allowances after 1984, be means-tested, and benefits would be
graduated by family size and income.

The concept of a “dependent” was abolished in favor of the concept of
family or household “need.” Benefits would be granted no longer on the
basis of a person’s status as a provider for dependent children or adults but
on the basis of the overall level of need in the household. Allowances for
children were to be given to parents, but allowances for dependent parents
went directly to the elderly themselves. And single elderly persons became
eligible for the ANF.

But despite the fact that family allowances had been transformed from
an insurance measure into a poverty-alleviation measure for individuals of
all age groups, they were still financed primarily through employer contri-
butions. And despite the fact that the principle of need had taken over for
the essentially insurance-based concept of the old family allowances, non-
elderly families were eligible for benefits only if they were headed by employees,
no matter how needy they might be. As a result, under the ANF, occupa-
tionally based contributions paid for citizenship-based assistance benefits
for the elderly, but the workers financing the system could receive the
benefit themselves only if they passed a means test. And poor non-elderly
families had no entitlement to benefits unless they were headed by workers
in the formal labor market.

This rather bizarre situation came about because of union concerns about
the capacity of a tax-financed system to support adequate benefit levels.
Unions withheld their objection to financing the ANF through payroll
contributions because they were aware that switching to a system financed
out of general revenues would imply a universalization of benefits. And if
entitlement became universal, union leaders feared, the system would prob-
ably become too expensive to maintain benefits at current levels. Shifting
away from payroll financing might in fact result in benefits dwindling even
further. Union leaders calculated that if they could maintain a contribution-
financed system, at least decent benefits would be assured for the poorest
wage workers and pensioners (Saraceno 1999 interview).

What does this episode of reform tell us about the trajectory of ben-
efits for young people in Italy? After the early 1980s key political actors
recognized that families with children were not doing well and agreed
that something needed to be done to combat poverty among this group.
This perception continued and strengthened through the early and mid-
1990s. But at the same time, policy makers believed that costs needed to
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be contained and that there was no room for a real expansion of family
allowances (despite the fact that the family allowance fund was in surplus,
paying out less than half of what it took in in contributions in the period
1980–90). The reforms of the mid-1980s responded to concerns that the old
system of untargeted benefits had not worked well, and directed resources
more effectively to needy families, many of which had children. On the
other hand, these reforms reflected a continuing reluctance to spend even
the money that was actually being collected for family allowances, let alone
to take funding away from other priorities. Quite the opposite, in fact: the
1995 pension reform made official the decades-old practice of transferring
funds from the family allowances account within INPS to cover part of
the deficits in the pension system. The 1980s saw more attention paid to
poor young families, but as was the case for the 1974–5 increase in family
allowance levels, the family allowance system could be improved only on
the condition that more resources also be directed to the elderly poor.

Why do family allowances in Italy follow a trajectory of declining benefit
levels and patchwork expansion of family allowances to new clienteles? In
the immediate postwar period, policy makers were concerned about the
well-being of working families, and no one’s interests were hurt by family
allowances. Expansion made good political and economic sense. But family
allowances were never seen as the main way of ensuring the financial stability
of young families: that task was up to the labor market. Furthermore, the
reliance of the Christian Democratic Party on spotty taxation of the self-
employed made it undesirable for any party to push for a universal family
allowance system. The de-indexing of family allowances and prioritization
of other policy goals (namely, pension reform) in the mid-1960s set the stage
for a rapid devaluation of family allowances. This period was marked by
increasing electoral competition between Christian Democracy and parties
of the Left, but all parties in government could gain electoral support simply
by extending the benefit to new social groups, without regard to the benefit’s
declining real value. Before anyone noticed it, family allowances were so
small that they had ceased to be worth fighting for, and the transfer of family
allowance funds to other policy priorities, backed by a strong elderly lobby,
met with little resistance.

Conclusion

This chapter has examined one program, family allowances, that constitutes
an essential component of the overall age orientation of social policies in
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Italy and the Netherlands. The interests of groups commonly believed to
dominate welfare policy making – labor unions, employers, the Catholic
Church – do not appear to determine the fate of family allowances in the
post–World War II period in either Italy or the Netherlands. Political pres-
sure from age-based interest groups – the family lobby in the Netherlands
and the elderly lobby in Italy – does influence the development of spending
on family allowances, but rarely decisively. The key political actors whose
behavior determines spending patterns on family allowances in Italy and the
Netherlands are politicians working within political parties. In some cases
the demands of age-based lobbies do overlap with the strategic choices of
politicians, and in these situations it is relatively straightforward to inter-
pret policy outcomes as a result of the pressure of electorally important
constituencies for specific policy goals. In other cases, however, the vote-
seeking behavior of politicians affects family policy outcomes in a less direct
way. Politicians’ choices in other policy arenas (e.g., taxation, wage pol-
icy, pension policy) shape the potential constituencies of family allowances
and the growth potential of family allowance policies, which in turn affect
how attractive family allowances are as political currency for vote-seeking
politicians.

If the behavior of politicians helps to create the institutional framework
within which family allowances develop, it is also true that this framework,
once set in place, exercises considerable influence on the behavior of politi-
cians. In particular, the early choice of either universalist or occupationally
based family allowance programs sets the boundaries within which fam-
ily allowances may grow. Universalist family allowance schemes, whether
means-tested or truly universal, result in welfare regimes that are rela-
tively generous to young people. Universalism in welfare programs has
been conceptualized as an indicator of the degree of cross-class solidarity
achieved in welfare states (Baldwin 1990; Esping-Andersen 1990; Ferrera
1993). But if solidaristic principles underlie universalism, they do not also
generate the age profile of the social policies that result from universalism.
Rather, universalism and occupationalism in welfare programs condition
how politicians may use these programs as tender in bargaining for votes,
which is in turn responsible for their expansion or contraction.

The breakdown of pillarization in the Netherlands, with the concomi-
tant increase in electoral competition, coincided with a major expansion
of family allowance benefits. Likewise, in Italy, there was an expansion of
benefits to cover key constituents of the DC and the PSI in the 1960s and
1970s, accompanied by greater government discretion in the disbursement
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of allowances. Both of these indicate a use of family allowance benefits
for particularistic purposes, notwithstanding that the target groups in the
Dutch case are far more encompassing than in the Italian case. But how
politicians use programs to buy votes, and how this affects spending on
family allowances, is altered by the structure (universalist or occupational)
of the programs.

The Dutch family allowance program’s character as a universal bene-
fit after 1962 divorced it rhetorically from its roots as a wage supplement
for workers with large families. Thus, rising wages and standards of living
did not, as in Italy, make the allowances less important. Rather, as family
allowances became an entitlement of parenthood, using them as the cur-
rency of electoral exchange became more costly. The only way to expand the
program was to increase per child spending, and finally the family allowance,
like other Dutch citizenship-based entitlements, was linked to the indexed
minimum wage – even though family allowances by this time had lost their
role as a wage supplement.

In Italy, by contrast, a major expansion of the number of family allowance
beneficiaries coincided with a substantial drop in spending (both aggregate
and per child) and a dramatic decline in the real value of the allowances.
This decline in benefits for salaried workers occurred despite the fact that
this group was the key beneficiary of the family allowance scheme as it was
laid out in the pre–World War II period, and perhaps because it was a source
of the Left opposition’s staunchest supporters. The erosion of benefits for
such a large group of voters was politically tenable, though, because just as
inflation began seriously to impinge on the value of the un-indexed family
allowances, wages were indexed to inflation. The smaller family allowances
became as a share of take-home pay, the less interested unions were in
making them a policy priority, as long as the “earned” component of wages
was rising steadily and eventually became indexed to inflation. And for those
groups that were not included in the original Fascist-era family allowance
system or in the postwar Christian Democratic expansion to small farmers –
groups such as pensioners, the unemployed, domestics, and home workers –
even small family allowances were a nice bonus and sometimes a significant
component of incomes that were largely unprotected from inflation.

The distinction between universalist and occupational program struc-
tures makes a difference for family allowance spending, then, for two main
reasons. First, it is more expensive to expand a population-wide benefit
than a piecemeal one. Second, objections to devaluation of the benefit are
weaker when family allowances are viewed as a component of the wage
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rather than an independent entitlement. So then the important question is
why family allowances were universalized in the Netherlands in 1962, but
not in Italy. These program structures themselves are a result of politicians’
choices about how to get the most out of public policies, in particular, tax
and spending policies.

Extending family allowances to the self-employed, which in the Dutch
case was accomplished by universalizing the family allowance system, was
desirable because it granted cash benefits to a segment of the electorate that
was crucial to the fortunes of both Protestant and Catholic parties during
a period of electoral realignment. Universalizing the benefit was possible
because the comprehensive Dutch tax system allowed benefits for the self-
employed to be paid for out of tax revenues, rather than requiring employer
and employee contributions to finance benefits for the self-employed as
well.

In Italy the electoral situation was quite similar, with intense intra-DC
competition for the rural self-employed electorate. But in contrast to the
Dutch situation, Italy’s famously unenforceable and unenforced tax system,
a system whose only reliable source of revenue was automatic deductions
from the pay of wage earners and salaried employees of large companies,
did not permit universalization of the family allowance system. To make
extending family allowances to the self-employed politically acceptable,
the tax system would have had to be reformed to include small-business
owners and the self-employed, as virtually every commentator on the social
security system since the close of the war argued. While the DC had been
able to “sell” the unfunded expansion of the family allowances system to
small farmers as a necessary solidaristic gesture on behalf of industrial work-
ers (many of whom had relatives living in the south), covering the better-
off self-employed without subjecting them to contributions would have
stretched that solidarity to the breaking point. But the inadequate taxation
of the self-employed in Italy was in itself a valuable political resource for
the DC. The family allowance system was never fully universalized because
both the DC and the self-employed found it advantageous to forgo fam-
ily allowances in order to maintain tax privileges. Of course, this did not
preclude the piecemeal extension of inexpensive family allowances to less
privileged constituencies who could be bought off for less.

In the end, it was politicians’ strategic choices with regard to the tax
system (non-enforcement) and the wage system (indexation of wages but
not allowances) that stymied the growth of family allowances in Italy. In the
Netherlands, the opposite choices made for universalization and expansion
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of benefits, such that by 1990 the Netherlands had the most generous cash
benefits for families in the OECD. This focus on the strategic behavior of
politicians in response to demand from a variety of societal groups (includ-
ing labor unions, employers, family organizations, and pensioners’ groups)
usefully directs attention toward an under-emphasized phenomenon linked
to the development of welfare states. It casts politicians as crucial actors in
the design and magnitude of social programs, through vote-seeking behav-
ior that influences both spending and features of the institutional landscape
that impact social policy outcomes more indirectly.
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Benefits for the Unemployed

YOUNG AND OLD IN THE
FORTRESS LABOR MARKET

This chapter addresses two questions: how and why do unemployment ben-
efits in Italy treat older workers more generously than younger workers,
while in the Netherlands the opposite is true? The answer to the how
question is straightforward. The youth orientation of the Dutch system
of unemployment protection is due largely to two policy features: gen-
erous regular unemployment insurance benefits and universal coverage
that protects first-time job seekers. Italy’s highly elderly-oriented system
of unemployment protection, on the other hand, is characterized by mea-
ger regular unemployment insurance benefits and no benefits for youth
unemployed.

The answer to the why question is more complicated and more interest-
ing. Italy and the Netherlands share features that we might expect would
lead them to develop similar kinds of unemployment policies. Both display
features of what have variously been labeled Conservative-Corporatist or
Christian Democratic systems, combined with a distinct leftist presence in
policy making. The result is a male-breadwinner–centered labor market,
few active labor market policies, and low female labor force participation.
The two countries also share a history of high unemployment, numerically
rather weak labor unions, and high levels of self-employment. Yet Esping-
Andersen’s (1990) characterization of the Netherlands as an almost Social
Democratic welfare state, a characterization driven largely by the generos-
ity of Dutch unemployment benefits, highlights an important difference.
Italy and the Netherlands differ dramatically in the extent to which their
welfare states protect elderly versus non-elderly citizens from a variety of
risks, and nowhere is this difference as pronounced as in their unemploy-
ment policy regimes.
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The elderly orientation of the Italian system of unemployment protec-
tion, and the relative youth orientation of the Dutch system, are a result of
interactions between the structure of labor market policies that politicians
and policy makers have inherited from the past and the characteristics of
the competitive environments in which they find themselves. The quite
different age orientations of the unemployment protection systems in the
Netherlands and Italy are difficult to explain if we consider only the ide-
ologies or power resources of political actors, but not once we include the
institutional and political environment within which they act.

Standard explanations for the extreme generosity of Dutch unemploy-
ment insurance benefits, for example, attribute high replacement rates to
either Christian Democratic dominance of policy making and the resulting
male-breadwinner focus or, more commonly, to the societal consensus on
Social Democratic ideals of universal coverage and generous benefits. Yet
a closer look at the evolution of the Dutch system reveals that the pol-
icy choices that led to a relatively youth-oriented system of unemployment
protection are more strongly influenced by the legacies of pre–World War I
experiments with unemployment insurance and the electoral pressures asso-
ciated with the breakdown of pillarization in the 1960s. Politicians eager
to claim credit for a generous system of regular unemployment benefits
maintained high replacement rates that dated back to 1916, and electoral
pressures contributed to the creation of universalistic unemployment ben-
efits in the mid-1960s. Once this system was in place, it generated across-
the-board entitlements that grew with the pace of the rest of the welfare
state until the mid-1980s. And, as we see in more detail in the following
section, the combination of high replacement rates for regular unemploy-
ment insurance and universal coverage are the most important contributors
to the Netherlands’ youth-oriented system of unemployment protection.

In Italy, as in the Netherlands, policy legacies and the dynamics of parti-
san competition emerge as crucial determinants of the age orientation of the
system of unemployment protection. The low level of regular unemploy-
ment benefits and the lack of coverage for youth unemployed in Italy are
most often attributed to the impotence of unions and the Left in the face of
employer preferences for state-subsidized short-term income replacement
schemes over contribution-financed regular unemployment benefits. As in
the Dutch case, however, this power resources argument begins to break
down under closer scrutiny. In Italy, legacies of clientelist political competi-
tion, including a weakly enforced tax system, precluded setting replacement
rates for regular unemployment insurance at a high level and scuttled plans

109



P1: JZP
0521849985c05 CUNY387B/Lynch 0 521 84998 5 March 16, 2006 16:41

Age in the Welfare State

for universal unemployment benefits. Crucially, unions and the Commu-
nist Left altered their preferences to account for the clientelist behavior of
Christian Democratic and eventually Socialist politicians. The Left consis-
tently concurred with policy choices that led to an elderly-oriented system
of unemployment protection, often despite their stated goals of improving
conditions for younger citizens. As in the Dutch case, policy legacies and
the environment of political competition are important determinants of the
age orientation of the Italian unemployment protection system.

This chapter begins with a comparison of unemployment benefits
regimes in Italy and the Netherlands in the 1990s. The comparison goes
beyond legislated replacement rates and aggregate spending to examine the
consequences for different age groups of national ensembles of different
types of unemployment-related programs. The second part of the chapter
traces the development of the differing age profiles of unemployment policy
regimes in Italy and the Netherlands, which are not a straightforward result
of political pressure from groups of potential beneficiaries, employers, or
trade unions. Rather, they are a long-term effect of program structures
that are driven by politicians’ behavior during periods of intense electoral
competition.

Comparing Unemployment Benefits in Italy and the Netherlands

A comprehensive comparison of the age orientation of unemployment-
related policies should begin with a global comparison of coverage and
benefit levels, to determine how well an average unemployed person is
protected against income loss due to joblessness. But we also want to know
how younger versus older members of the work force fare within the full
range of programs offering income maintenance for unemployed people.
This section reviews the various kinds of unemployment benefits available
in Italy and the Netherlands and the populations covered by each scheme.
Next follows a closer examination of the beneficiaries of different kinds of
unemployment benefits to see how older and younger workers fare under
these programs.

Income Protection Programs for the Unemployed

Since 1916 in the Netherlands and 1919 in Italy, there has existed some
form of state-sanctioned system for protecting workers from loss of income
due to joblessness. Throughout the post–World War II period, moreover,
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a variety of programs supplementing traditional unemployment insurance
have developed in both countries. All of the unemployment benefit pro-
grams outlined below have undergone significant changes in benefit levels,
eligibility criteria, duration of benefits, and so on since their inception. The
most important changes took place during two periods: from immediately
after the war through the mid-1960s, when prewar systems were adapted
to postwar conditions; and from the mid-1980s onward, as welfare reform-
ers sought to adapt the postwar systems to post–oil shock realities. But the
elderly orientation of the Italian system and the youth orientation of the
Dutch system persisted throughout the postwar period. We can summarize
the different types of income-maintenance benefits available to the unem-
ployed in the “mature” Italian and Dutch welfare states, noting that while
the systems have undergone some structural changes, especially since the
mid-1980s, their relative age orientations remain distinct.

Regular Unemployment Insurance The first national-level unemploy-
ment insurance schemes were introduced in 1916 in the Netherlands and
in 1919 in Italy. The Dutch program was a voluntary scheme, financed
50 percent by the state, and paid out benefits equaling 70 percent of the
prior wage for up to ten weeks. The Italian unemployment insurance law,
Italy’s first obligatory social insurance program of any kind, was financed by
employer and employee contributions, with the state stepping in to cover
deficits when necessary. The benefit was guaranteed for up to twenty weeks
but, on the model that had just been adopted in Britain, offered only a
“subsistence” benefit to recipients. This flat-rate benefit had three grada-
tions according to the contribution level, but could in no case exceed 50 per-
cent of the previous wage. For average-income earners, this amounted to a
replacement rate of 36 percent of the average daily wage in industry at that
time – not dramatically meaner than the unemployment provisions extant
in other advanced countries at that time, but still less generous than in the
Netherlands (ILO 1922).

This original divergence in replacement rates continued in the regula-
tion of unemployment insurance benefits after World War II in Italy and
the Netherlands. The Dutch introduced compulsory unemployment insur-
ance for all employees (including agricultural employees) in 1949 with the
Unemployment Insurance Act (Werkloosheidswet, or WW). This insur-
ance provided for a (taxable) benefit equal to 80 percent of the previous
salary (for heads of household), financed jointly by employers, employees,
and the state, and lasting for a maximum of twenty-six weeks. (Benefits were
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lower for nonhousehold heads: 70 percent for singles living on their own,
and 60 percent for singles living with their parents.) In 1964, the Dutch
government passed a supplementary unemployment insurance act (Wijzig-
ing Wet Werkloosheidsvoorziening, or WWV) that provided benefits of
75 percent of the previous wage for people unemployed up to two years
beyond the original six months covered under the WW. In 1987, as part of
a major overhaul of the Dutch system of labor-market–related regulation,
the benefit level was reduced to 70 percent of previous salary, still above
the average replacement rate among European countries.

Italy’s postwar unemployment insurance law, passed in 1949, maintained
the subsistence benefit format of the old unemployment insurance system.
But large increases in the cost of living during and immediately after the
war meant that the new daily benefit (now a flat-rate 200 lire/day) was
nowhere near subsistence level. When the law was introduced, this benefit
provided for a replacement rate of only 17 percent of an average production
worker’s daily wage. The lack of indexation of the benefit to either wages
or prices meant that the purchasing power of the benefit continued to fall,
despite sporadic upward adjustments in its nominal value during the late
1950s to mid-1970s. By 1974, the regular unemployment insurance benefit
had fallen to 800 lire/day, just 8.6 percent of the gross wage of an average
production worker in 1974. It remained at this level until 1988 (in 1987
Italy’s Constitutional Court ruled that 800 lire per day was a constitutionally
inadequate benefit), when the regular unemployment insurance payment
was raised to 20 percent of prior earnings. By 1999, the benefit had again
been revised upward to 40 percent of prior earnings, a substantial increase,
to be sure, but still much lower than in the Netherlands.

Comparing benefit replacement rates across countries can lead to inac-
curate judgments about the relative generosity of different programs net of
taxes and other benefits (Fawcett and Papadopoulos 1997). Unemployment
insurance benefits are taxed as income in some countries and not in oth-
ers, and benefits normally associated with income from work (e.g., family
allowances, housing benefits, or credit for future pensions) also accrue to
unemployment insurance recipients in some cases. It is useful, then, to use
household income data to estimate post-tax, post-transfer benefit levels for
unemployment insurance recipients. It is reassuring to note that even after
taking into account taxation of unemployment benefits and the addition of
family and housing benefits, the Dutch benefit remains among the most
generous in the OECD, and the Italian benefit among the least generous,
for a variety of model family types (Table 5.1).
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Table 5.1 Net replacement rates of unemployment insurance benefits, 1997

Single
Couple with
two children

Ireland 31 Greece 44
Australia 33 United Kingdom 49
New Zealand 39 Italy 53
Italy 42 Ireland 57
United Kingdom 46 United States 57
Greece 47 Australia 62
United States 58 Belgium 64
Germany 60 Japan 64
Austria 60 New Zealand 68
Canada 62 Germany 70
Denmark 63 France 72
Belgium 64 Denmark 73
Finland 65 Spain 73
Norway 66 Norway 74
Japan 67 Austria 76
France 71 Sweden 78
Sweden 71 Portugal 79
Spain 74 Finland 83
Portugal 79 Luxembourg 87
Luxembourg 82 Netherlands 89
Netherlands 82 Canada 91

Note: Data reflect replacement rates of wages at average production worker earnings level
after taxes and including housing and family benefits.
Source: OECD 2002.

The generosity of regular unemployment insurance benefits clearly dif-
fers markedly between Italy and the Netherlands. But regular unemploy-
ment insurance benefits in both countries are supplemented by a wide vari-
ety of other programs for unemployed workers in different sectors of the
economy and with different personal characteristics. So to determine both
the generosity of unemployment benefits in general and the specific orien-
tations of these policies toward different age groups, it is necessary to look
beyond the basic insurance program.

Benefits for Partial Unemployment The Netherlands provides insur-
ance for partial loss of income due to shortened work hours or temporary
layoffs, with the same benefits as for full unemployment. This benefit
may also be used to cover temporary unemployment due to bad weather.
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In 1979 about 24 percent of unemployment insurance payouts were for
partial or short-term unemployment (CBS 1981, 360). In Italy, insurance
for partial unemployment is in fact an important alternative to the ordi-
nary unemployment insurance benefit and takes several forms: the short-
time earnings replacement fund (Cassa per l’Integrazione Guadagni,
or CIG), the “extraordinary” version of the same program (Cassa per
l’Integrazione Guadagni Straordinaria, or CIGS), and so-called mobility
allowances (indennitá di mobilitá).

The earnings replacement fund was established in 1945 to compensate
industrial workers for earnings lost due to reductions in working hours.
With the introduction of bans on mass layoffs after the end of the war, CIG
became an important tool used by employers to manage excess productive
capacity without dismissing workers outright. Throughout the 1950s and
early 1960s, CIG was funded by employer contributions and was used in
place of dismissals during brief periods of slack.

In 1968, however, a new, “extraordinary” form of the benefit (CIGS),
funded out of general tax revenues rather than employer contributions,
was introduced. During the 1970s and 1980s, CIGS became both employ-
ers’ and unions’ tool of choice for compensating workers during partial or
full unemployment resulting from industrial restructuring, sectoral crises,
cyclical downturns, and plant closures.1 From 1975 onward, both CIG and
CIGS paid out a tax-free benefit equal to 80 percent of prior gross wages –
clearly a much more comprehensive form of income replacement than the
ordinary unemployment insurance program.

Mobility allowances were introduced in 1991 to provide an alternative
to the use of CIGS, which was coming under increasing fire. Mobility
benefits are paid to workers laid off by firms in the same sectors covered
under CIGS, who have been employed in the relevant firm for at least
twelve months, and who are available for work in a “suitable job.” The
“suitable job” criteria are more generous than for regular unemployment
benefits, however, and mobility beneficiaries receive special priority for job
placement. The amount of the benefit is similar to CIGS. The duration
of the benefit ranges from twelve to forty-eight months, depending on the
unemployed person’s age and the region of residence, but is longest for
older workers.

1 Although nominally CIGS was for temporary unemployment, in the late 1970s it became
possible for redundant employees to receive CIGS benefits while working for a firm that
had ceased operation.
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Special Unemployment Insurance Benefits Special unemployment ben-
efits (trattamenti speciali) offer another alternative to the low regular unem-
ployment insurance in Italy. These benefits for limited groups of workers
in industry, construction, and agriculture were introduced in 1968, and pay
out a benefit in most cases equal to 80 percent of prior wages. The duration
of the benefit varies from scheme to scheme; in most cases the initial grant
of benefit was for six months, but this can often be extended, as with CIG.

Unemployment Assistance Benefits Protection for the long-term unem-
ployed and first-time job seekers, which in other countries is often provided
by unemployment assistance benefits, is the most conspicuous absence in
the Italian arsenal against income loss due to unemployment. In the imme-
diate aftermath of World War II, Italy introduced a special subsidy (sussidio
straordinario) for unemployed persons, which offered a basic assistance ben-
efit for all unemployed persons regardless of whether they held any unem-
ployment insurance coverage. Similar assistance benefits were introduced in
many European countries in order to ease the postwar transition. However,
in contrast with most other European countries, Italy’s national government
never introduced a permanent, comprehensive unemployment assistance
program.2 As a result, there is no minimum income guarantee in Italy for
unemployed people who have only scattered contribution records, who have
been out of work for long periods, or who have not yet succeeded in entering
the work force. Since both first-time joblessness and long-term unemploy-
ment are phenomena that disproportionately affect younger members of
the work force in Italy, this lacuna biases the system of unemployment
benefits in Italy against younger workers, as we discuss below.

The Netherlands does guarantee a means-tested unemployment assis-
tance benefit to the unemployed. The level of the benefit was equal through
1995 to 100 percent of the statutory minimum wage for married heads of
households; following important revisions to the social assistance law in
1995, childless beneficiaries under the age of twenty-two received only
50 percent of the minimum wage. (The minimum wage is itself linked to
average earnings, such that in 1980 it was equivalent to about 80 percent
of the median wage; by 2003, revisions to the system of labor market regu-
lation and income supports had reduced the minimum wage to 52 percent

2 Nor was there any other form of national-level guaranteed minimum income. A few regional
governments have instituted assistance programs for the unemployed, but these benefits
remain discretionary and cannot be considered a basic citizenship right even for residents
of those regions.
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of the median wage.) Recipients of unemployment assistance before 1995
had to be available for work, but there was no time limit on the benefit nor
was any record of previous employment required. As a result of these two
features, the unemployment assistance benefit was predominantly used by
two groups: the long-term unemployed and first-time job seekers.

Since 1995 the Dutch unemployment assistance benefit has been lim-
ited to twenty-four months, and unemployed persons under the age of
twenty-one can receive unemployment assistance only if participating in
a Youth Work Guarantee ( Jeugdwerkgarantiewet, or JWG) activation
scheme. These changes signal a deterioration in unemployment benefits
for young people relative to the quite generous years from 1964 through
the late 1980s, which has occurred for reasons discussed in the final chapter
of this volume. But despite the restriction of unemployment assistance ben-
efits relative to the “golden age” of the Dutch social spending, youth unem-
ployed in the Netherlands remain better covered by the welfare state than
in Italy. Youth unemployed in the Netherlands in the last resort still have
access to social assistance benefits pegged to the minimum wage, whereas
Italian youth must rely for support on their families.

Unemployment Insurance Extensions for Older Workers The preva-
lence of long-term unemployment among older workers in the Netherlands
has prompted the government to provide extended unemployment benefits
for older workers. In the Netherlands until 1999, unemployed workers over
the age of fifty-seven and a half could continue to receive insurance bene-
fits past the two-and-a-half-year cutoff point for extended unemployment
insurance benefits until they reached the age of sixty-five – at which point
they began receiving an old-age pension. This meant that older workers
received the earnings-related benefit rather than the means-tested social
minimum benefit that long-term unemployed under the age of fifty-seven
and a half received after their unemployment insurance benefits ran out.
In Italy, extended unemployment insurance benefits for older workers have
not been available. In practice, though, older CIG beneficiaries often con-
tinue to receive benefits until they reach retirement (or early-retirement)
age, and the longest duration of benefits (forty-eight months) for mobility
benefits is reserved for older workers.

Early Retirement Provisions Early retirement has been used exten-
sively in both Italy and the Netherlands as a way of facilitating the exit
from the labor market of difficult-to-employ or less-productive older
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workers.3 In the Netherlands, the first experimentation with early retire-
ment schemes began in 1976. These schemes were expanded in the late
1970s in response to high levels of youth unemployment, on the prin-
ciple that facilitating the exit of older workers would make room for
young entrants (OECD 1995, 88). In Dutch law, early retirement contracts
(vervroegde uittreding, or VUT) are negotiated between employers and labor
representatives within an economic sector, and then applied to all firms
in that sector. By 1979, around 80 percent of all private sector employ-
ees were covered by collective agreements granting early retirement pro-
visions (OECD 1995, 88). In most sectors the minimum retirement age
under VUT is sixty or sixty-one years, although in some cases it is as low
as fifty-five (OECD 1993, 71). Early retirees receive the equivalent of a full
state old-age pension and supplementary occupational pension: normally,
early retirement contracts require that employers make up any difference in
supplementary pension benefits that would occur as a result of a shortened
contribution history.

In Italy, laws regulating early retirement in specific sectors were enacted
in the 1970s. Legislation in 1981 responded to the employment crisis gen-
erated in the wake of the second oil shock, expanding early retirement
provisions to include workers in large firms in most sectors of the econ-
omy (Gualmini 1998, 137). Early retirement laws normally allow workers
to retire with full pension benefits up to five years early – although in some
cases early retirement up to ten years early may be compensated.

Disability Benefits Both Italy and the Netherlands recorded exceedingly
high rates of disability among the working-age population in the 1980s and
1990s, a peculiarity that in both countries is widely recognized as a result
of the use of disability benefits as a substitute for open unemployment.
In the Netherlands since the passage of the Disablement Insurance Act
(Wet op de Arbeidsongschickthheidsverzekering, or WAO) in 1967, and in
Italy since 1974, the criteria for disablement included not just a person’s
physical incapacity but the likelihood that he or she could find suitable
work given local labor market conditions. The highly discretionary nature
of this criterion meant that poor labor market conditions for particular
population groups (southerners in Italy, older workers in the Netherlands)
could be used as a reason to grant disability benefits, even in the absence
of a readily identifiable disability. Aarts and de Jong (1992, 345) estimate

3 Neither country, however, has ever had a blanket regulation permitting early retirement.
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that in the 1980s between 33 and 52 percent of disability benefits in the
Netherlands were really hidden unemployment benefits; Franco and Mor-
caldo (1990, chapter 3) estimate a similar figure for Italy. In both countries
the labor market criterion for disability was revised (in Italy in 1984 and in
the Netherlands in 1987 and again in 1993), due to the growing expense
of carrying such a large volume of “hidden unemployment” within the dis-
ability pension system. Still, most observers remain convinced that the dis-
ability systems continue to harbor large numbers of essentially employable
individuals.

Disability benefits are an appealing, and expensive, substitute for unem-
ployment benefits in both Italy and the Netherlands because they pay more
and last longer. In the Dutch case, disability benefits for employees are
related to previous income – not to the social minimum, as was the case for
unemployment assistance benefits. So an unemployed person on disability
would continue to receive a benefit of 70 percent of prior earnings until the
age of sixty-five, while someone receiving unemployment benefits would
have to switch over to the social minimum two and a half years after the
onset of unemployment, when unemployment insurance benefits ran out.
In addition, unions and employers negotiated top-off benefits for disability
in most sectors to bring the disability benefit up to 100 percent of the previ-
ous wage (de Vroom and Blomsma 1991, 104). So even for relatively short
spells of unemployment, disability would still be more generous than the
75 percent extended unemployment insurance benefit. Aarts and de Jong
(1992, 40) report that the after-tax replacement rate of disability benefits
for a modal worker in 1980 was 87 percent.

In Italy, as in the Netherlands, disability benefits have been an appealing
alternate pathway of exit from the labor market. In southern Italy, where
fewer people are covered under CIGS than in the more industrialized north,
and where long-term unemployment has reached epidemic levels, disability
benefits work as a substitute for a regular unemployment insurance ben-
efit pegged far below the subsistence level. Disability insurance benefits,
like old-age pensions in Italy, are calculated based on formulae combining
years of service and prevailing wage rates; there is no uniform benefit stan-
dard for disability claimants in different sectors. But even at the low rate
pegged to the minimum pension (see chapter 6), disability benefits typically
provide a higher income than regular unemployment insurance benefits,
since the minimum pension is indexed to wage growth and/or inflation,
while unemployment insurance is not. In 1998, the mean INPS disabil-
ity benefit was 410.5 euros per month, just above the subsidized minimum
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pension level (data from INPS 2003).4 At average production worker wages,
this amounted to 26 percent of gross pay.

Jobs Programs If extended unemployment insurance benefits, early
retirement, and disability benefits provide supplementary forms of unem-
ployment coverage primarily for people late in their working lives, jobs
programs have been used in Italy and the Netherlands to provide both work
experience and supplementary income for unemployed people. It is diffi-
cult to assess the impact of tax incentives and direct subsidies provided to
private employers to stimulate employment. However, both the Italian and
Dutch governments have also attempted to provide employment directly
through jobs programs.

The main jobs program for unemployed workers in Italy comes in
the form of socially useful jobs (lavori socialmente utili), which in 2000
employed approximately 200,000 long-term unemployed (Ministero del
Lavoro e delle Politiche Sociali 2001, 35). These jobs, which pay a monthly
allowance of 800,000 lire (Renga 1999), are reserved for workers who have
exhausted other forms of unemployment coverage, especially mobility pay-
ments. There are no public jobs for first-time job seekers, although a num-
ber of subsidies are in place to encourage the hiring of youth workers, loans
for setting up new businesses, and the like.

In the Netherlands, the Youth Work Guarantee Act of 1992 guaran-
teed a minimum-wage job for two years for unemployed people under
the age of twenty-one (twenty-seven if school-leavers). In 1998, the Youth
Work Guarantee was incorporated into the Job Seekers Employment Act
(Wet Inschakeling Werkzoekenden, or WIW) of 1998, which required local
authorities to assist in the placement of youth and long-term unemployed,
in so-called WIW jobs if necessary. In 1998 a total of 42,500 formerly
unemployed people were enrolled in WIW jobs and 5,000 in work-training
positions; one-quarter of these were unemployed youth under the age of
twenty-three. An additional 35,000 long-term unemployed were placed in
jobs under the Entry-Level Jobs and Follow-Up Jobs for the Long-Term
Unemployed (Ministerie van Sociale Zaken en Werkgelegenheid 1999, 33).

Summary Table 5.2 summarizes the benefits available to unemployed
people under the variety of programs discussed in this section. The clearest

4 Disability benefits paid out by INPS are representative of what most employees in industry,
agriculture, and commerce would receive, keeping in mind that benefits for specialized
groups of workers were often higher.
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differences that emerge from this comparison between Italy and the Nether-
lands are the striking dissimilarity in the replacement rates of regular unem-
ployment insurance benefits in the two countries; the lack of coverage in
Italy for long-term and youth unemployed; and the importance in Italy of
the CIG, CIGS, and mobility programs that provide superior benefits to a
restricted group of employees.

The Age Orientation of Unemployment Benefits

The comparison of benefits between a variety of more-or-less directly com-
parable programs – regular unemployment insurance, unemployment assis-
tance, early retirement, disability insurance, and so on – is necessary to
comprehend the basic institutional similarities and differences between the
Dutch and Italian systems of unemployment protection. But the overlay of
differentiated benefits makes it difficult to grasp immediately the effects of
the system as a whole on specific age groups. A cross-national comparison
of the age orientation of entire systems of unemployment benefits programs
should take into account both the relative generosity of single programs and
the extent to which these benefits are actually available to workers of dif-
ferent ages.

Standard unemployment benefits do not tell the whole story. In both Italy
and the Netherlands, welfare state “effort” on unemployment coverage is
seriously underestimated when the hidden unemployment component of
disability benefits is not counted. Further, in Italy CIGS (and sometimes
mobility) beneficiaries are not counted as unemployed, but many aggre-
gate measures include CIGS and mobility payments in the unemployment
expenditures category. Per capita spending measures that use registered
unemployed in the denominator and include CIGS payments in the numer-
ator overestimate the average unemployment benefit payment in Italy by
50 to 100 percent, depending on the year.

Standard unemployment insurance benefits cover widely varying per-
centages of the working population across countries and over time. For
example, Italian unemployment insurance legislation in 1975 applied to
only 51 percent of the working population, as compared with 61 percent in
France, 80 percent in the United Kingdom, and 93 percent in Germany
(Mittelstadt 1975, 5). In the mid-1980s, the actual percentage of unem-
ployed persons with insurance ranged from less than 10 percent in Italy,
Greece, and Portugal to over 85 percent in Belgium (Schmid and Reissert
1996, 4). Figure 5.1 shows changes over time in the percentage of registered
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unemployed receiving unemployment insurance benefits in Italy. This fig-
ure peaks in 1965 with insurance coverage for about 35 percent of Italy’s
unemployed, dipping to just over 10 percent in 1981. The new definitions
introduced by Eurostat in 1992 result in even lower reported coverage
rates, hovering around 5 percent for the 1990s (Eurostat, Labour Force Sur-
vey Results, various years).

Despite the fact that CIG benefits in Italy provide for a higher replace-
ment rate than unemployment insurance benefits in the Netherlands, and
despite the fact that as many people receive the generous CIG benefits as
received the meager Italian unemployment insurance benefit, the Italian
unemployment protection system taken as a whole provides remarkably
little to the modal unemployed person, who is a first-time job seeker. The
Dutch unemployment benefits system is far more generous in terms of both
benefit levels and the access that unemployed people of all age groups have
to these benefits.

Measuring aggregate spending on programs for the unemployed rela-
tive to other kinds of social spending tells us how the welfare state treats
the unemployed, in general, relative to other population groups such as
the elderly. But we have also seen that different groups of unemployed peo-
ple receive widely differing amounts of income in unemployment, depend-
ing on which type of benefit program they fall under. To the extent that
different types of benefits are more likely to accrue to persons of one age
group than to another, we can also say that the unemployment system itself
may have a built-in age orientation.

The Italian unemployment system has a very clear bias toward older
members of the work force and against younger ones. In 1996, some 60 per-
cent of all unemployed Italians were under age thirty. The rate of unemploy-
ment was 18.1 percent for twenty-five- to twenty-nine-year-olds, and only
4.8 percent for forty-five- to forty-nine-year-olds (Eurostat 1998, Table
008). Yet coverage under Italy’s bewildering array of unemployment benefits
is clearly concentrated on the older age groups. By 1993, only 4 percent of
registered unemployed people under age thirty in Italy received unemploy-
ment benefits of any kind, while 20 percent of those over fifty did (Schmid
and Reissert 1996, 248). The predominance of younger people in the ranks
of the unemployed means that, overall, Italy provided unemployment
benefits for only 6 percent of the unemployed (Eurostat 1998, Table 093).

The under-thirty category in Italy overlaps with two categories of unem-
ployed that are ineligible for insurance benefits. First-time job seekers,
who have no right to unemployment insurance benefits in Italy, made up
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Table 5.3 Age distribution of long-term unemployed
population

Age Italy Netherlands

Under 25 62 22
25–54 35 73
55+ 3 5

Note: Data are for 1985. “Long-term unemployment”
is defined as greater than one year.
Source: Calculated from Sexton 1988.

Table 5.4 Working-age disability beneficiaries,
by age

Netherlands Italy

Younga 3 >0.5
Prime-ageb 29 25
Olderc 68 74

a Netherlands: age 15–25; Italy: age 15–29.
b Netherlands: age 25–45; Italy: age 30–49.
c Netherlands: age 45–65; Italy: age 50–59.
Sources: CBS 2003; INPS 2003.

54 percent of the unemployed in 1996 (Eurostat 1998, Table 093). The
long-term unemployed, another category of unemployed persons with no
right to insurance benefits under Italian law, are also concentrated in the
younger age groups of the population (see Table 5.3). Even including the
hidden “unemployment component” of disability benefits does not boost
the coverage rates for younger workers, since the age profile of disability
recipients is similarly skewed toward older workers (see Table 5.4).

The Italian unemployment system’s lack of coverage for first-time job
seekers and the long-term unemployed and its concentration of existing
benefits on older members of the work force results in an unemployment
system with two overlapping types of age bias. On the one hand, the system
as a whole is limited in scope as compared with other areas of the welfare
state targeted exclusively at the elderly. On the other hand, even within
the limited confines of the unemployment protection system, coverage is
skewed overwhelmingly toward people over the age of forty-five, and away
from workers at earlier stages of family formation, skills formation, and
wealth accumulation.
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The Dutch unemployment system until quite recently was in this regard
very different from the Italian, despite a legislative framework that is explic-
itly biased against younger workers in important ways. The Dutch system
has since its inception graduated benefits according to the age and family
status of recipients. Younger unemployed, especially those living at home,
as well as single beneficiaries with no family obligations, have both lesser
benefits and stricter eligibility conditions than mature household heads. In
addition to this legal bias against the young, extended insurance benefits
for unemployed workers close to the retirement age explicitly favors older
workers. But this elderly-oriented legislative framework belies a de facto
situation that is much more favorable to younger workers than in Italy.

The situation of younger unemployed workers is less dire in the Nether-
lands than in Italy for several reasons. First, long-terms unemployment is
far less concentrated among the young in the Netherlands than in Italy
(see Table 5.3), which means that more younger unemployed people in
the Netherlands have access to the relatively generous but time-limited
unemployment insurance benefit. But even those who are not able to claim
regular unemployment benefits are better off in the Netherlands than in
Italy. First-time job seekers make up half of the unemployed in Italy, versus
one-quarter in the Netherlands (Eurostat 1998, Table 093). And while first-
time job seekers have no benefit entitlements in Italy, through the 1970s
and 1980s all first-time job seekers in the Netherlands had a right to claim
unemployment assistance benefits. In the 1990s tightened eligibility stan-
dards for unemployment assistance left many more first-time job seekers to
rely on the even less generous welfare (social assistance) benefit. But new
investments in active labor market policies and jobs programs for young
people mean that joblessness among the young remains much less com-
mon in the Netherlands, where the unemployment rate among twenty- to
twenty-four-year-olds is 6 percent, than in Italy, where 33 percent of this
age group are without work (Eurostat 1998, Table 008).

Rates of coverage under unemployment benefits of any kind vary much
less dramatically between age groups in the Netherlands than they do
in Italy: approximately 42 percent of Dutch youth under thirty, versus
approximately 48 percent of Dutch workers over fifty, are covered (Schmid
and Reissert 1996, Figure 8.3). This is in large part because the risks most
common to young and older workers both receive some form of protection.
Disability insurance, the main alternative to formal unemployment subsi-
dies in the Netherlands, displayed a similarly flat curve of coverage rates for
different age groups relative to Italy (see Table 5.4). In sum, not only does
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the Netherlands offer on average better protection to unemployed people
than does Italy, but this protection is less skewed toward older groups in
the work force.

As unemployment expanded radically beginning in the mid-1970s, exist-
ing unemployment policies took on distinctive age profiles in Italy and the
Netherlands. Highly protected labor market insiders in Italy man a rapidly
aging “fortress” labor market, with younger entrants lacking access to both
jobs and preferred forms of unemployment coverage. In the Netherlands,
as in Italy, disability benefits and early retirement buffer the early exit of
older workers from the labor market. But in the Netherlands, universal
unemployment assistance benefits until quite recently covered even first-
time job seekers, so the youth segment of the labor market still had access
to some unemployment benefits. In addition, job-creation targets linked
to early exit mechanisms and subsidies are more strictly enforced in the
Netherlands than in Italy, so that Dutch benefits targeted at older workers
have more closely approximated the desired result of increasing employ-
ment for younger workers. This combines with the more successful Dutch
vocational training system to lessen the concentration of unemployment
within the youngest sectors of the labor market.

In Italy, the absence of coverage for young people, and the very low reg-
ular unemployment insurance benefits that are the only form of coverage
for the noncore labor force, have combined with high rates of youth unem-
ployment and an aging of the core work force to skew unemployment ben-
efits toward the elderly. The combination of legislated coverage for youth
unemployed and higher benefit replacement rates for regular unemploy-
ment insurance in the Netherlands has resulted in a less elderly-oriented
welfare state as a whole, as well as a less elderly-oriented unemployment
policy regime, as unemployment has grown since the mid-1970s. We turn
next to an exploration of the origins and trajectories of these policies that
have resulted in diverging age orientations of the unemployment systems
in Italy and the Netherlands.

Particularism, Universalism, and the Response
to Partisan Competition

As with family allowance policies, the response of politicians to partisan
competition, whether a particularistic or programmatic response, has a cru-
cial impact on the eventual age orientation of unemployment policies. How
has the mode of political competition affected the development of the two
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crucial policy features that result in different age orientations of unemploy-
ment benefits in Italy and the Netherlands: the replacement rate of regular
unemployment insurance benefits and coverage for youth unemployed?

Discussions of Southern European welfare states in general (see Ferrera
1996c; Gough 1996; Rhodes 1997) and Italy in particular (see Paci 1994;
Ferrera 1997) have argued that clientelist party–society linkages are respon-
sible for the fragmentation, particularism, and inefficiency of the Italian
welfare state. Indeed, the parties most implicated in clientelist practices,
the DC and the PSI, can claim partial credit, or take partial blame, for
the unemployment policies that create such a strong elderly orientation
in Italy. The occupationalism and fragmentation of the labor market pol-
icy system, which provides crucial resources for clientelist politicians, is
itself a response to Italy’s predominantly particularistic mode of political
competition.

However, the particularistic competitive strategies of center-right parties
also affected the policy preferences and behavior of left parties and labor
unions. Nowhere is this crucial, but rarely noted, consequence of clientelism
more visible than in the area of labor market policies. In an attempt to
mitigate the political effects of the DC’s and PSI’s clientelist capture of
the system of public administration, the PCI/(P)DS and unions in Italy
unwittingly backed policy solutions that reinforced the elderly orientation
of unemployment policies in Italy.

Of course, the Dutch system of high replacement rates and universal
youth benefits is also a result of politicians’ responses to electoral pressures.
But in the Netherlands, these responses were more programmatic in nature
and resulted in a system of more generous and more universal entitlements
against the risk of unemployment for workers of all ages. A more detailed
look at the genesis of these program features will help to explicate how
politicians’ responses to competition in Italy and the Netherlands structured
the age orientation of the unemployment protection systems.

Unemployment Insurance Benefits

Why did even the earliest unemployment insurance schemes in the Nether-
lands offer such a high (80 percent) replacement rate relative to schemes in
other countries? It may be that, as union leaders at the time feared (Kuijpers
and Schrage 1997, 91), the compulsory unemployment schemes adopted in
countries other than the Netherlands drove down benefits by taking con-
trol of the schemes out of the hands of unions. But the voluntary schemes
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existing in Italy at the time received much less state “interference” than in
the Netherlands, and still offered much lower benefits. A more compelling
explanation for the generous benefit in the Netherlands resides in the fact
that since union funds were subsidized by municipal and later state moneys
(van Leeuwen 1997), they could afford to offer higher replacement rates.
This program structure set the terms for the obligatory unemployment
insurance program adopted after the war. By the late 1930s unions and
employers had reached a consensus that a new, universal unemployment
benefits scheme should cover the costs of “normal” unemployment with
contributions from employers and employees, but the “costs of abnormal
unemployment should be met by government,” as under the old voluntary
system (Kuijpers and Schrage 1997, 93).

If the 80 percent replacement rate was facilitated by rather extensive
state underwriting of the costs of unemployment insurance coverage under
the old voluntary system, how was this generous benefit maintained when
the new obligatory system was set in place in 1949? The path of least
resistance for legislators was to keep the replacement rate where it was,
while universalizing coverage. Certainly, the unions and their allies in the
PvdA would have been reluctant to turn over control of the voluntary system
they had set up if the benefit level under the new law were reduced. But the
near absence of debate in Parliament over the new rate (van Kersbergen
and Becker 1988, 485) signals the eagerness of elected officials from Left,
Center, and Right to accept this solution.5 The unexpected popularity of the
Drees emergency pension provisions, which provided a tremendous boost
for the Labor Party in the 1946 elections, had convinced legislators of the
electoral value of universal social insurance. At the same time, avoiding
blame for cuts in replacement rates served politicians’ interests as well as
those of the unions, while the joint employee–employer management of
the system in the Industrial Insurance Boards satisfied employer demands.

The low replacement rate for Italian unemployment benefits after the
war also is related to the level of benefits in the prewar system. In Italy,
though, the prewar system offered some of the lowest benefits in Europe
(ILO 1922). Even so, Italy’s unemployment insurance benefit continued
to decrease in real terms after the war because benefits were not indexed
to either wages or prices and were only sporadically upgraded. How can
we account for this exceptional decrease in social benefits at a time when

5 Only a small group of Communist Party legislators dissented, instead advocating a 100 per-
cent replacement rate.
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throughout Europe most welfare benefits were increasing? Most analysts of
the Italian situation suggest that because short-time earnings replacement
benefits (CIG and CIGS) provided a more generous alternative to regular
unemployment insurance that was favored by both unions and employ-
ers, there was little pressure to upgrade regular unemployment insurance
benefits. This argument certainly makes sense of the period after 1968,
when wholly state-funded CIGS benefits were introduced. But before 1968,
CIG benefits required employer contributions, and in fact Confindustria
throughout the 1950s and early ’60s launched repeated tirades against the
“inappropriate” use of CIG benefits, caused in their opinion by the pre-
dominance of employee representatives on the provincial commissions that
evaluated enterprises’ requests for CIG benefits.

So if Confindustria was not wedded to the idea of using CIG benefits
as an alternative for unemployment insurance in the 1950s and 1960s, and
if in any case the short-term earnings replacement schemes covered only a
fraction of Italy’s unemployed, why did the regular unemployment benefit
remain so low? Employers during this period espoused low unemployment
benefits for the standard motivations related to preserving work incentives
and keeping labor costs low when Italian industry was pursuing an essen-
tially export-oriented development strategy. And through the late 1950s,
Italian unions, which were by and large excluded from labor policy making,
were probably too weak to counter Confindustria’s efforts to keep unem-
ployment insurance benefits low (Regalia 1984, 54). Unemployment bene-
fits in the 1950s and early 1960s remained low primarily because employers
wanted it that way.

By the middle of the 1960s, however, unions were better positioned to
make demands of employers and the government. And yet raising the level
of unemployment insurance benefits remained a low priority. The electoral
strategy of the Left demanded, paradoxically, that unemployment bene-
fits remain low. Agricultural employees (as opposed to the self-employed
in agriculture) were a crucial constituency for the Left and a major focus
of union mobilization during the years when the CGIL still acted as a
“transmission belt” for the PCI. But extending unemployment benefits to
this low-wage group at the flat-rate level that applied to industrial work-
ers would have been impossible if they were to be funded solely out of
contributions from the agricultural sector. At the same time the Italian
unemployment insurance system received no financing from general gov-
ernment revenues, and could not hope to do so unless the tax system, which
exempted from payments much of the ruling DC’s base of self-employed
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voters, was reformed. A basic condition undermining the expansion of any
social policies during this period (and indeed into the 1990s) was the fact
that the Italian tax system was weakened by ineffective taxation of the self-
employed and small businesses. But reform of the tax system was impos-
sible because small businesses and the self-employed were ineffectively
taxed as a reward for their support of the ruling Christian Democratic
Party.

The only way to finance unemployment benefits was thus to subsidize
them with contributions from the industrial sector, a procedure that Con-
findustria vigorously opposed but was powerless to prevent. Combined
pressure from the Left, which favored extension of benefits to agricul-
ture, and the Right, which opposed tax reform, maintained the cross-
subsidization of agricultural unemployment benefits by the industrial sec-
tor. The result was that the unemployment insurance fund, which if it had
only had to cover industrial workers could have sustained a substantial
increase in benefits without raising contribution rates, ran near deficit lev-
els. Clearly, low unemployment benefits did not worry politicians nearly as
much as they worried the unemployed. As long as politicians could contin-
ually expand the number of beneficiaries by expanding coverage of a frag-
mented occupational system to new groups (which they did until 1977),
unemployment benefits were useful electoral currency even at low benefit
levels.

Coverage for Youth Unemployed

The electoral strategies of Christian Democrats and the Left, more than
their ideologies, influenced the level of regular unemployment insurance
benefits in Italy and the Netherlands. What about differences in the cov-
erage of youth (and long-term) unemployed? In the Netherlands, this
coverage fell under the Unemployment Assistance Act (Rijksgroepsregeling
voor Werkloze Werknemers, RWW), a part of the General Assistance Act
(Algemene Bijstandswet, ABW) of 1964. While some observers attribute
high levels of social assistance benefits in the Netherlands to the Dutch
culture’s widely shared egalitarian beliefs, more convincing accounts argue
that extensive RWW benefits were a result of partisan competition for votes
in a highly volatile electorate undergoing depillarization (van Kersbergen
and Becker 1988; de Swaan 1988; Cox 1993; de Rooy 1997).6

6 Anticipated natural gas revenues also encouraged a generous mind-set.
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In offering RWW assistance benefits for long-term and youth unem-
ployed, the Dutch government brought itself into line with ILO recom-
mendations on unemployment benefits, something that Italy never did
despite being a signatory nation to the same treaty (ILO recommenda-
tion no. 44 of 1934). The problem of youth unemployment has been a
difficult one for Italy for the entire postwar period. Yet the poor results
are not for lack of effort. Unions, employers, left parties, and center-right
parties have been painfully aware of the problem of youth unemploy-
ment, at least since demonstrations in the early days after the war pitted
young unemployed protestors against Roman police and were met with
emergency unemployment provisions. But permanent provisions for youth
unemployed were never established because of the clientelist strategies pur-
sued by the Christian Democrats in office and the strategic reaction of the
unions and the Left to the DC’s clientelism.

The Left in Italy has consistently advocated expanding active labor mar-
ket policies targeted at young people, and the results are clear. When the
PCI has had significant influence at the national level, if not actual cabinet
representation (as from 1976 to 1979 and 1995 to 2000), and/or when unions
have a strong voice during periods of corporatist policy-making arrange-
ments (as in 1984 and from 1996 to 2001), active labor market policies
aimed at employing young people have emerged. When these conditions
have not been met, such policies have not emerged. Yet active labor mar-
ket policies have by and large failed to reduce youth unemployment in any
meaningful way. Employers have not risen to the bait of subsidies and tax
relief for hiring young unemployed persons. In particular, they chafed at
regulations that required them to hire youths in the order of their enroll-
ment at the government unemployment offices, rather than hiring at will.
For example, a year after the passage of a major youth employment initiative
in 1977, only 6,000 of the almost 650,000 youth unemployed registered on
special lists at the unemployment offices had been hired (Gualmini 1998,
129).

Why, then, given the failure of active labor market programs, has the Left
not advocated a cash benefit for youth unemployed? The political Left and
Italy’s unions have continued to place their faith in largely ineffective active
labor market policies combined with restrictive hiring procedures in order
to prevent the DC from mobilizing large numbers of unemployed young
people through clientelist means such as state jobs or special cash benefits.
The position of the union movement in this regard is nicely summed up
by then-Secretary General of the CGIL, Luciano Lama, in a statement at
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a 1977 union congress on the economic crisis and the problem of youth.
According to Lama, “The central problem is this: work, jobs, not assis-
tance” (Bonadonna 1977, 223). Assistance in the context of tight budgets
and clientelist politics meant personalized measures that could be given
out or withheld at will by the ruling parties. With constrained resources
and a very large youth unemployment problem, any extension of gov-
ernment benefits to the youth unemployed was bound to stop short of
covering everyone in need. And any partial solution would offer the oppor-
tunity for discretionary “assistentialism” that would be a rich resource for
the DC.

The demands of social movements of the unemployed, perhaps because
the best-articulated protests were supported by the unions and left parties,
supported this policy of “refusal of assistentialism” (rifiuto del assistenzial-
ismo). Leaders of the Organized Unemployed (Disoccupati Organizzati)
movement in Naples in the early 1970s refused offers of state jobs and
unemployment subsidies for their members, in part to dispel rumors that
the movement had been infiltrated by Mafia and DC operatives seeking to
co-opt desperate youth with such offers (Ramondino 1977).

The lack of comprehensive coverage for youth unemployment played
into the hands of the clientelist electoral strategy of the ruling DC and
their allies, who, with their deep penetration of the state apparatus, could
continue to attract supporters by offering discretionary solutions to the
problems of unemployed individuals. But at the same time, the Left clung
to active labor market policies that employers effectively boycotted, rather
than supporting unemployment benefits that they feared would be admin-
istered in a clientelist manner by the ruling parties. Thus both the Center-
Right and the opposition preferred not to push for unemployment benefits
for first-time job seekers.

Ideology, Strategy, and the Unemployed

The youth orientation of unemployment policies in the Netherlands is due
to both the high replacement rate of regular unemployment benefits and the
existence of universal coverage that includes first-time job seekers. In Italy
an elderly-oriented system of unemployment benefits rests on low replace-
ment rates for regular unemployment benefit schemes and no benefits at all
for the large numbers of youth unemployed. These key policy provisions
implicated in the age orientation of unemployment policies in Italy and
the Netherlands are products in part of partisan competition. Yet it seems
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important to note that these policy outcomes are not as closely linked to the
ideological positions staked out by Social Democratic and Christian Demo-
cratic parties as many scholars of the welfare state (e.g., Esping-Andersen
1985; 1990; van Kersbergen 1995) assert.

While the participation of the Social Democratic PvdA in government
coalitions might explain the generous postwar unemployment provisions
enacted in 1949 and 1954, it cannot account for the generosity of Dutch
unemployment insurance benefits enacted by Liberal governments as far
back as 1916. It is true that the Dutch assistance benefit for long-term and
youth unemployed was introduced during a period of PvdA ascendance
that is often described as being characterized by a widely shared progres-
sive, egalitarian ideology. However, other explanations for the introduction
of the assistance law have little to do with Social Democratic ideology per
se: the changing desires of an increasingly professionalized and politically
influential network of social assistance providers (Cox 1992, 1993) and the
impact of intense electoral competition as a driver of benefits expansion (de
Swaan 1988; Cox 1992; de Rooy 1997). In the Italian case, it was not so much
the Left’s inability to see an ideologically appropriate program of worker-
friendly unemployment protections enacted, but rather the specific policy
positions assumed by the Left in response to the ruling Center-Right’s suc-
cessful clientelism, that determined the age orientation of unemployment
policies.

Key elements of Christian social doctrine, too, including a focus on fam-
ilies as the primary providers of social assistance, have been mustered to
explain both very high unemployment benefits in the Netherlands and very
low benefits and coverage in Italy. The Netherlands’ strong male-bread-
winner model may be partly responsible for the unusually high level of
spending on unemployment benefits in that country, since benefits must be
high enough to support an entire family (Bussemaker 1992). Yet Italy surely
has just as strong a male-breadwinner orientation, and unemployment ben-
efits remain low. The argument for Christian Democratic influence in Italy
typically asserts that subsidiarity doctrine reinforces the need for and ability
of cohesive (Catholic) families to care for their own, thus defusing political
pressure for higher benefits or more adequate coverage for youth unem-
ployed. Neither the Dutch story nor the Italian story about the influence
of Christian Democratic ideology on unemployment policies is implausible
on its face, but both cannot be true at the same time. The very indetermi-
nacy of Christian social doctrine’s policy requisites lends credence to the
argument that Christian Democratic parties’ competitive strategies, and
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not their ideologies, determine the age orientation of the unemployment
policies that they promote.

The policies responsible for the diverging age orientations of Dutch and
Italian unemployment protection systems result from electorally motivated
decision making by politicians and policy makers. But the type of elec-
toral competition that prevails in these two systems – programmatic in the
Netherlands, particularistic in Italy – also affects the structure of unem-
ployment benefits programs and thus ultimately their age orientation.

In the Netherlands, politicians eager to claim credit for a generous system
of regular unemployment benefits maintained high replacement rates that
had been instituted prior to World War II, even during periods of high
unemployment. The creation of a universalistic unemployment benefits
system, via extension of unemployment benefits to youth unemployed in
the mid-1960s, was also achieved quite easily, coming as it did during a
period of rapid economic growth, ideological consensus on universalism,
and intense electoral competition.

In Italy, the absence of universal coverage and low replacement rates are
also a response to electoral competition, but of a very different kind. Italian
politicians, on both the Left and the Right, were loath to create a univer-
sal system of benefits because of pressures arising out of the predominant
clientelist mode of political competition. In the 1950s and 1960s, the PCI
and the unions would not push for higher benefits or universalistic cover-
age as long as financing of unemployment benefits remained squarely on
the shoulders of blue- and white-collar employees. However, the Left was
willing to go along with lower benefit levels if it meant bringing agricultural
workers, a key potential support base, into the system. DC politicians, for
their part, saw no reason to raise benefit levels as long as they could con-
tinue to expand benefits coverage to new groups of potential clients with-
out imposing effective taxation on their key constituency of self-employed
people. A similar logic dictated denying unemployment subsidies to youth
unemployed beginning in the 1970s. The Left, certain that any benefit
administered by a state apparatus thoroughly colonized by the DC would
be used for clientelist purposes, was unwilling to advocate cash benefits for
youth unemployed, and instead supported ineffective active labor market
policies that went ignored by employers.

The age orientations of unemployment policies, as different as they
are in Italy and the Netherlands, came about as a result of policy deci-
sions largely unrelated to the concerns of different age groups in society.
But they affected welfare reform debates and outcomes in the 1980s and
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1990s in important ways, often closely linked with the question of what
different age groups deserve from the state.

The extreme elderly bias of unemployment policy in Italy has not been
carefully documented, but it has not gone unnoticed, either. The imbal-
ance had become an issue in policy-making circles in Italy already by the
mid-1980s. In 1980, INCA (Istituto Nazionale Confederale di Assistenza),
the CGIL’s social services agency, expressed frustration at the union’s fail-
ure to acknowledge and correct the difficult situation of workers trying to
get by on regular unemployment insurance. INCA directors, who believed
that the agency’s direct contact with over 150,000 unemployment claimants
each year made it better able than CGIL leaders to appreciate the gravity
of the situation, argued that unions should take a strong position in favor
of equalizing regular unemployment benefits and CIGS benefits (Moretti
and Santamaria 1990). By the mid-1980s, members of the mainstream labor
union leadership had come around to INCA’s position, recognizing for the
first time the potential danger in pursuing policies that were alienating an
entire generation of workers (Giovannini 1999 interview; Giustina 1999
interview). Unions began in this period a new emphasis on providing ser-
vices for first-time job seekers, unemployed people, and youth in general.

By the early 1990s, progressive politicians, too, had begun to make over-
tures – for the most part unsuccessful – to Italy’s younger voters, whom pub-
lic opinion research had shown to have become alienated from unions and
the Left. Elite Italian newspapers began carrying op-ed pieces by respected
scholars and journalists and pointing out the Italian welfare system’s fail-
ure to provide for Italy’s younger generations.7 Around that time, survey
research in Italy also began to document public fears, increasing over time,
that Italy’s lopsided labor markets and welfare benefits would generate
intergenerational conflict on a level not seen since 1968 (Baldissera 1996a;
1997; Boeri and Tabellini 1999b; Boeri, Börsch-Supan, and Tabellini 2001).
Influential policy makers, including the director of INPS and several mem-
bers of the welfare reform commission established by the government in
1998, have been outspoken advocates of reorienting Italy’s welfare system
toward the needs of the young.8

7 Il Sole 24 Ore, Italy’s equivalent of the Wall Street Journal, took the lead, publishing early
articles in this vein by demographer Massimo Livi Bacci (1993), political scientist Maurizio
Ferrera (1996a, 1996b), journalist Armando Massarenti (1997), and economist Giuliano
Cazzola (1998a, 1998b).

8 See, e.g., Nicola Rossi’s 1997 manifesto Meno ai padri, piu’ ai figli (Less to the parents, more
to the children). Rossi was a key adviser on welfare issues to former Prime Minister D’Alema.
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This new emphasis on youth has already borne fruit. The Italian sys-
tem of unemployment protection has undergone important changes since
the regime of the early 1980s. In addition to the switch-over in regular
unemployment insurance from a minimal flat-rate benefit to a 40 percent
replacement rate in the mid-1990s, in 1991 new restrictions were placed
on the use of CIG and CIGS. These restrictions aimed to return the part-
time earnings replacement schemes to their original function as short-term
buffers for narrowly defined crisis situations. Hiring procedures in the state-
run employment offices were reformed in 1987 and 1991, and a number of
active labor market policies focusing on young workers were either intro-
duced or newly incentivized beginning in 1992.

While there is certainly room in the Italian system for more thor-
oughgoing reform, an unmistakable new presence appeared in Italian
welfare reform discussions of the 1990s. The clear disparities in treat-
ment of different age groups generated by the labor market policies of
the 1970s and 1980s have engendered a politics of conflict around the issue
of age. But at the same time, this very imbalance enabled policy makers and
politicians in the 1990s to mobilize public support behind a shift toward
more youth-oriented labor market policies. Advocating benefits for privi-
leged segments of the working population now plays as a throwback to the
failed and reviled labor market politics of the past, a blatant pandering by
politicians to powerful groups of hyper-protected insiders.

The general outlines of the “miraculous” Dutch reform of labor mar-
ket and welfare policies beginning in the mid-1980s are by this time well
known.9 The implications of these policy changes for different age groups
enjoy less renown. Since 1985 the minimum wage for younger workers
has been reduced, social assistance benefits for young people living with
their parents have been curtailed, the duration of unemployment insurance
benefits has become restricted for younger workers, re-evaluations of dis-
ability benefits have forced many young claimants back to work, and in
general labor market policies targeted at the young have come to include
more work requirements.10 At the same time, early retirement and long-
term unemployment insurance benefits for older workers continue to be
available, and reforms to the disability system have exempted most older
recipients.

9 See Hemerijck and van Kersbergen 1997 and Visser and Hemerijck 1997.
10 On labor market participation policies in particular, see van Oorschot and Engelfreit

1999.

137



P1: JZP
0521849985c05 CUNY387B/Lynch 0 521 84998 5 March 16, 2006 16:41

Age in the Welfare State

Paradoxically, the relatively even distribution of welfare spending across
age groups in the Dutch system of the 1970s and 1980s has made retrench-
ment of youth-oriented programs easier in the Netherlands in the 1990s.
Public awareness of a distributive justice “problem” between generations
has not developed in the Netherlands, in marked contrast to the keen
concern for the potential for intergenerational strife that surfaces in dis-
cussions about Italian welfare state reform. In Italy, the target of welfare
reforms has become stereotyped as a hyper-protected insider, a resident of
Italy’s fortress labor market. In the Netherlands, the conflict lines in welfare
reform debates have instead been drawn between the productive “actives”
and the parasitic “inactives” – who, because of the generosity of the Dutch
welfare system toward the young, were as likely to be young as old. The
age profile of social spending has thus influenced the terms of the policy
reform debate by setting standards of fairness around which reformers can
mobilize new coalitions.
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6

Old-Age Pensions

THE ARCHITECTURE OF
EXPENDITURE

The previous two chapters focused on the denominator of the elderly/non-
elderly spending ratio, exploring the origins of different levels of spending
in Italy and the Netherlands on two key social welfare programs directed at
the non-elderly: family allowances and unemployment benefits. The diver-
gent spending paths that these two countries followed in the post–World
War II period, and the much greater emphasis on spending for youth and
working-age adults in the Netherlands than in Italy, appeared to be a result
of the interaction between the structure of social programs and the kind of
competitive strategies that politicians used to gain support in the electoral
arena.

This chapter focuses on the numerator of the age orientation measure:
pension spending. It argues that the interaction of program structure (uni-
versal or fragmented occupational) and how politicians compete (using
programmatic or particularistic appeals) shapes the development of pen-
sion expenditures in Italy and the Netherlands. In the Netherlands, pub-
lic pensions have been available on a citizenship basis since immediately
following World War II, and political competition has been highly pro-
grammatic. As a result, electoral pressure has not eroded the floors and
ceilings that maintain benefit levels and eligibility rules at levels con-
ducive to moderate pension expenditures, despite coverage rates of close to
100 percent. Italy, by contrast, provides subsistence-level benefits or above
to only about 70 percent of the elderly. But its highly fragmented occu-
pationalist pension system and particularistic political competition interact
to create immoderate demands for pension spending on the part of both
opposition and incumbents. Expenditure levels have proved extremely dif-
ficult to curb even when they are quite widely recognized as pathological
for the economic system as a whole.
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This chapter focuses on explaining the origins of the policy features
that create divergent pension spending patterns in Italy and the Nether-
lands over the course of the post–World War II period. The first section
of the chapter outlines pension expenditure trends in Italy and the Nether-
lands, highlighting the two main factors responsible for the lower aggregate
spending on pensions in the Netherlands than in Italy: the level of pension
benefits, particularly the most generous pensions, and the number of pen-
sion beneficiaries. The second section of the chapter presents a narrative of
the development of policy features that have affected most strongly the level
of benefits and the number of beneficiaries in Italy and the Netherlands:
effective floors and ceilings on pension benefits, and limitations on the age
at retirement. Working from this narrative, the third section of the chap-
ter argues that spending on the elderly, far from representing a response
to either the political weight of growing elderly populations or the power
resources of the Left, follows a logic parallel to that observed in youth-
oriented spending. The interaction between the structure of pension pro-
grams and the competitive behavior of politicians shapes the development
of pension expenditures in Italy and the Netherlands, and thus the eventual
age orientation of social spending more generally.

Pension Spending in Italy and the Netherlands

Since at least 1960, pension spending as a proportion of overall social
spending has been significantly higher in Italy than in the Netherlands
(see Fig. 6.1). In 1960, old-age and survivors’ pensions registered about
55 percent of total nonhealth social expenditures in Italy and only 40 percent
in the Netherlands. Spending patterns continued to diverge through the
1960s and 1970s: pensions as a share of social spending rose to almost
75 percent in Italy in 1979 and continued at very high levels through the
1990s, while in the Netherlands pension spending remained constant at
about 40 percent of social expenditures through the entire period under
study.1 To account for the differing age orientation of social spending in
Italy and the Netherlands, then, we need to understand why pension spend-
ing has consumed an ever-expanding portion of Italy’s social budget during
the post–World War II period, while in the Netherlands pension spending
has never accounted for more than half of total public social expenditures.

1 A slight dip in the pension share of social spending in the Netherlands can be observed during
the early to mid-1980s, when spending on unemployment and disability rose dramatically.
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Italy and the Netherlands both had fragmented occupational pension
systems prior to World War II (despite proposals to introduce universal
citizenship-based state pensions in both countries before the war). Since
1947, however, Dutch and Italian pension systems have come to be orga-
nized quite differently. In Italy, the pension system has remained occupa-
tionally based and highly fragmented. Even after reforms in the 1990s that
simplified the pension system in Italy, there remained forty-seven distinct
public pension funds (Baccaro 1999, 128), each with a different set of rules
and different levels of benefits. There is no citizenship right to a basic pen-
sion in Italy, and pension benefits vary dramatically depending on the sector
of employment, contributory history, age at retirement, and year of retire-
ment. The Dutch system as it evolved in the years after World War II is far
less complex. In the Netherlands a basic pension (Algemene Ouderdom-
swet, or AOW) provides guaranteed retirement income for all residents at
a modest level. For a head of household, the AOW pension is equivalent
to the contracted minimum wage in industry, or about 55 percent of the
median wage. In addition to the basic public pension, most Dutch residents
also receive supplementary private occupational pension benefits accrued
during their (or their spouses’) working lives.

The two-tiered system of pension benefits in the Netherlands means
that a significant portion of total pension spending in the Netherlands is
not reflected in measures of public social expenditures. What effect does this
private pension spending have on the age orientation of public social spend-
ing? It is unlikely that private pensions would have the same “crowding out”
effect on social benefits for the non-elderly that public pension spending
has. On the other hand, the availability of significant private pension bene-
fits could explain lower spending on public pensions, since private benefits
will reduce demand for high levels of public spending. So, a full compari-
son of spending in Italy and the Netherlands should take into account the
existence of private supplementary pensions in the Dutch case.

Including spending on private supplementary pensions, Dutch pen-
sion spending as a proportion of total social spending is still signifi-
cantly lower than in Italy. Private pension spending increases total pen-
sion spending in the Netherlands by approximately 25 percent during
the period under study. The total of public plus private pension spend-
ing in the Netherlands is approximately 45 percent of total nonhealth social
spending – versus Italy’s 60 to 75 percent. The existence of a “second pillar”
of private pensions in the Netherlands has important consequences for
the development of pensions in that country. But it does not explain away
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the very substantial differences in spending levels between Italy and the
Netherlands.

If private pension spending does not account for the dramatically lower
share of social spending dedicated to pensions in the Netherlands as com-
pared with Italy, what does? Differences in coverage rates – the percentage
of elderly who receive pension benefits – cannot account for the spend-
ing differences. In fact, they make the spending differences more puzzling.
The Netherlands, by virtue of its citizenship-based first pillar, provides a
pension to virtually all residents over age sixty-five in the Netherlands.2

Arriving at an analogous coverage rate in Italy is somewhat more compli-
cated, since the various pension administration schemes count the num-
ber of pensions disbursed, not the number of recipients. Italy’s national
statistical agency calculated that in 1999, some 28 percent of pensioners
received more than one pension (ISTAT 2000). Since 1960, the num-
ber of old-age insurance pensions disbursed per person over age sixty in
Italy has risen from about 0.5 to a little over 0.6 in 1990. Social pen-
sions, a minor, means-tested benefit available to impoverished Italians
over age sixty-five since 1969, have added an additional approximately one
pension for every ten persons aged over sixty-five (Franco 1993, 128–9).
Assuming one pension per person, which quite seriously overestimates the
coverage rate, we arrive at a maximum coverage rate of about 70 percent
in the 1970s and 1980s, compared with nearly 100 percent in the Nether-
lands. A substantially higher proportion of elderly residents are protected
against the risk of low income in the Netherlands than in Italy, yet pension
spending is much higher as a percentage of social spending in Italy than in
the Netherlands.

Another possible explanation for the differences in pension spending
between Italy and the Netherlands concerns the average level of benefits.
If pensions are substantially higher on average in Italy than in the Nether-
lands, that could explain why Italy devotes so much more of its social budget
to pensions. At the aggregate level, this explanation is again unsatisfying.
Public pension spending per person aged sixty-five and above as a percent-
age of GDP per capita is higher in Italy than in the Netherlands for most of
the period 1960–93 (see Fig. 6.2). But the differences are not striking, and
in fact during the 1970s average benefit levels were actually higher in the

2 One official of the main Dutch interest group representing pensioners estimates that about
2 percent of seniors living in the Netherlands are without any pension coverage whatsoever,
though they are eligible for social assistance benefits (Lokhorst 2000 interview).
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Netherlands than in Italy. And if one were to add in the amount spent on
private pensions in the Netherlands, mean benefit levels would probably be
much closer throughout the entire period. The rather small difference in
average generosity of public pensions is not responsible for the very large
difference in the level of pension spending as a share of social expenditures
in Italy and the Netherlands.

The large difference in spending levels on public pensions in Italy versus
the Netherlands is due not to the existence of a private second pillar in the
Netherlands, nor to differences in the percentage of the elderly popula-
tion with pension entitlements, nor to differences in the average level of
benefits. What does explain the difference in spending on pensions? Two
factors are most important. First, while pension benefit levels at the low
end are much lower in Italy than in the Netherlands, they are much higher
at the high end. High replacement rates characteristic of the most generous
Italian pensions are partly responsible for the very high levels of aggregate
pension expenditure. Second, large numbers of people under the age of
sixty-five receive old-age pensions in Italy. In the Netherlands, as in Italy,
people under the age of sixty-five may receive benefits such as early retire-
ment pensions, disability pensions, or extended unemployment benefits.
But Dutch people under the age of sixty-five may not receive old-age pen-
sions. This small difference accounts for an enormous savings on pension
spending in the Netherlands relative to Italy. Let us consider each of these
factors in turn.

Benefit Levels

Different levels of pension benefits for various groups of beneficiaries could
account for differences in aggregate expenditures on pensions, all other
things being equal. Pension spending per elderly person (as a percentage of
GDP per capita) does not differ substantially on average between Italy and
the Netherlands. But the amount that individual pensioners receive does
vary widely, both within and between the two countries. Two possibilities
present themselves: pension benefits that are much lower at the low end in
the Netherlands, or much higher at the high end in Italy, could explain the
difference in aggregate expenditure rates. The least generous pensions are
significantly lower in Italy than they are in the Netherlands, a feature that
accounts for persistently high rates of poverty among elderly people in Italy.
But pensions at the high end are higher in Italy than in the Netherlands,
even if we include the private supplementary benefits that top off most
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Dutch pensions. The extreme generosity of the highest Italian pensions
accounts for some of the imbalance between pension spending and other
forms of social spending in Italy.

At the very lowest end of the spectrum of benefits, pensions are quite
meager in both countries. In the Netherlands, the basic AOW pension
is available to any resident, but receipt of the full benefit is conditional
on a full fifty years of contributions (i.e., years of residency). In practice,
though, the number of substandard pensions in the Netherlands is very
small, since contributions are collected directly from payroll in the case of
employees and as part of the income tax in the case of the self-employed.
Dutch citizens living abroad may pay contributions directly for any years
that they resided outside the Netherlands, thus accruing the necessary fifty
years of contributions. As a result, it is only illegal immigrants and legal
immigrants from outside the EU who are likely to receive AOW benefits
of less than the normal level. In 1990, some 6 percent of AOW pensions
were awarded for less than the full level (Sociale Verzekerings Bank data).3

In Italy, the lowest pension benefits are “social pensions” (pensioni sociali),
which account for about 5 percent of public pensions disbursed. These
means-tested pensions were introduced in 1969 in order to provide some
income to elderly Italians who had no other means of support (primarily
women). But the level of the benefit was set extremely low, equivalent to
9.4 percent of the average gross wage in 1969. Beginning in 1973, social
pensions were indexed to the rate of inflation, but even so, by 1980, the
benefit was equivalent to only 14.4 percent of the average wage (Ferrera
1984, 415). The level of the benefit did not improve substantially until the
reforms of the late 1990s. At the very low end, then, both Italian and Dutch
pensions are quite low.

Stepping one rung up the ladder, after immigrants without full pub-
lic pension entitlements, the next worse-off pensioners in the Netherlands
are people who are entitled to the basic AOW pension but have no pri-
vate supplementary pension. AOW benefits are the sole source of pension
income for about 15 percent of the current elderly (Ministerie van Sociale
Zaken en Werkgelegenheid 2000).4 The AOW pension, like other social
benefits in the Netherlands, is pegged to a social minimum standard that is

3 Of course, any resident of the Netherlands who does not have income equal to the social
minimum – which is also the level of the full AOW pension – is eligible for social assistance
benefits.

4 Most of these are unmarried women with no employment history and people who worked for
firms that had not established a supplementary pension plan (van Aartsen 2000 interview).
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meant to allow full participation in social life. Prior to 1968, AOW benefits
were indexed to a combination of prices and wages in the industrial sector.
Beginning in 1964, the social minimum (and thus the AOW benefit) was
set at a percentage of the statutory minimum wage, and in 1968, the social
minimum was fully indexed to the growth of contracted wages in the pri-
vate sector. Beginning in 1970, benefit levels were slowly upgraded rela-
tive to the minimum wage, so that by 1980, AOW pensioners were enti-
tled to a benefit equivalent to 100 percent of the net minimum wage (in
1999, the net minimum wage was equal to 55 percent of the net average
wage). The purchasing power of the AOW was eroded somewhat in the
late 1980s and 1990s when the AOW benefit was temporarily delinked
from growth in the minimum wage as part of a wider agreement to try to
limit social spending and boost labor force participation. Still, the AOW
is widely regarded as a modest but still adequate income for the elderly
(de Jong, Herweijer, and de Wildt 1990; van Aartsen 2000 interview).

Italians who have a limited contributory history but are entitled to some
old-age insurance benefits are the analogous second rung on the ladder of
pension generosity. Such beneficiaries are entitled to “minimum pensions”
( pensioni minimi ). If the normal rules governing the relationship between
contribution period and benefits levels were followed, a limited contribu-
tion period would result in a rather small pension benefit. However, since
1952, participants in the state-run pension system have been entitled after
fifteen years of contributions to a minimum pension. The level of this pen-
sion is less than the full benefit that would accrue to someone in the same
sector with a thirty-five- or forty-year contribution history, but substan-
tially more than would accrue based on a fifteen-year history in the absence
of the minimum pension provision. A combination of state subsidies and
money drawn from the pension system’s reserves makes up the shortfall.

Minimum pensions were introduced for employees in 1952, farmers in
1957, artisans in 1959, and shopkeepers in 1966. Minimum pensions make
up a substantial portion of the total number of pensions disbursed. In 1980,
for example, 60 percent of pensions paid out by the main state pension
administrative body were minimum pensions (data from INPS 1982). The
overwhelming majority of minimum pension beneficiaries are in the agri-
cultural and self-employed sectors, and in many cases these pensions supple-
ment other forms of income (other pensions, unreported self-employment
or farm income, etc.). Still, the benefit levels are quite low – equivalent
to about 25 percent of the average wage (Ferrera 1984, 416), versus the
55 percent of average wage granted to Dutch AOW beneficiaries. Once
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again, the quite low level of the basic minimum benefit cannot explain the
dramatic difference in aggregate expenditure levels between Italy and the
Netherlands – especially since a much greater percentage of pensioners
receives the minimum benefit (60 percent) than receives the AOW alone
(15 percent).

At the upper end of the income scale for pensioners, Italy and the Nether-
lands reverse positions. Unsurprisingly, given the lack of private supplemen-
tary pensions in Italy, high-end public pensions in Italy tend to be higher
than their counterparts in the Netherlands. But the total pension benefit
including AOW and supplementary benefits does not exceed 70 percent
of the average wage earned in the five years prior to retirement except in
unusual circumstances. Prior to 1999, legislation surrounding the supple-
mentary pension provision specified that “qualified” pensions could “not
exceed what society considered reasonable in relation to length of service
and level of salary” (Ministerie van Sociale Zaken en Werkgelegenheid
2000, 12). In practice, this meant a ceiling of 70 percent of the prior wage.
This rule of thumb was formalized in legislation in 1999 that allowed for
a higher ceiling on nontaxable benefits for retirees over age sixty-five with
more than thirty-five years of contributions, but limited the standard benefit
to 70 percent of the prior wage.

In Italy, there is no explicit limitation on the maximum pension benefit, a
situation that has led to very high expenditures on pensions, despite the fact
that extremely generous benefits are reserved for a relatively small portion of
the elderly population. A series of measures introduced in the 1970s through
1990s aimed to reduce the inequality introduced by high replacement rates
for full pensions. These measures included a system of indexation that used
fixed-sum increments rather than percentage increases, resulting in greater
relative increases for lower pensions, and a “solidarity tax” on high-end
pensions. Replacement rates in the main state-administered schemes were
capped at 80 percent of the prior wage, but this ceiling was removed in
1988 (Canziani and Demekas 1995, 3). But even at 80 percent, the Italian
pension system had the highest maximum replacement rate of any Euro-
pean country (9). The highest pensions in Italy accrue to private sector
workers with contributory histories of at least thirty-five years. The most
fortunate of these are workers in specialized segments of the private sector,
such as maritime workers, private sector managers, lawyers, or journalists,
whose pensions are on average more than 150 percent higher than those of
industrial workers with full contributory histories, and 300 percent higher
than average full pensions for the self-employed (data from ISTAT 1999).
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Number of Pensions

Higher replacement rates for high-end pensions in Italy account for part
of the difference between Italy and the Netherlands in aggregate pension
spending as a percentage of total social spending. The other factor that
contributes most heavily to Italy’s relatively high pension bill is the sheer
number of pensions disbursed on an annual basis. Contributing to this large
number of pensions are two peculiarities of the Italian system: Italians can
receive more than one pension at once and are able to enjoy old-age benefits
at a relatively early age. Almost 30 percent of pensioners in Italy receive
more than one pension from the state (ISTAT 2000).5 This contributes to
higher per-person spending levels than would be indicated by the relatively
modest average benefit in Italy. And since recipients of multiple pensions
received benefits roughly 125 percent greater than recipients of single pen-
sions (ISTAT 2000), per-person spending levels are inflated even further.

A second, and more dramatic, cause of high pension spending in Italy
is the very large number of old-age pensioners under the age of sixty-five.
Fully 42 percent of Italian “old-age” pensioners, some 3 million strong, are
under the age of sixty-five. In contrast to the Netherlands, where the official
retirement age is sixty-five for both men and women, the retirement age
in Italy has been set since 1939 at sixty for men and fifty-five for women.
In the 1980s and early 1990s, older members of the work force in both
Italy and the Netherlands were encouraged to make way for younger job-
seekers through a variety of incentives, including early retirement, extended
unemployment benefits, and disability pensions. Large numbers of workers
between the ages of fifty-five and sixty-five thus were effectively retired but
receiving benefits other than old-age pensions in both the Netherlands and
Italy. But as we saw in chapter 5, disability and long-term unemployment
beneficiaries were much more likely to be older workers in Italy than in the
Netherlands. Even taking into account a substantial number of early retirees
in the Netherlands, the average age at pensioning is lower in Italy than in the
Netherlands (OECD 1995), resulting in higher aggregate pension liabilities
in Italy.

It is not just the earlier retirement age that accounts for the large num-
ber of young retirees in Italy. The feature of the Italian pension system
that is most responsible for this phenomenon is the “seniority pension”

5 This figure includes disability pensioners, but there seems little reason to suspect that
disability pensioners would be more likely than old-age pensioners to have multiple
pensions.
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( pensione di anzianitá ), an institution introduced in the 1960s that allows
workers to retire after a set number of years of service regardless of their age.
In the public sector, employees have been able to retire and begin drawing
a full pension after as few as fifteen years of service; in the private sector,
the standard was thirty-five years. In 1998, 2.3 million retirees (14 percent
of all pensioners including disability pensioners) were seniority pensioners
who had retired before the standard retirement age. Of these, one-quarter
were under the age of fifty-five (ISTAT 2000). In addition to retiring earlier
and thus costing more over the long run, seniority pensioners also tend to
receive higher benefits than other pensioners. The mean seniority pension
in 1998 was 30 percent higher than the mean standard old-age pension.
The combined effects of more pensioners, longer periods of retirement,
and higher benefits make seniority pensions a particularly pernicious fea-
ture of the Italian pension landscape for those concerned to cut costs, and
indeed seniority pensions have been a prime target of reformers since the
1970s. Italian seniority pensions contribute to the much higher proportion
of total social spending allocated to pensions in Italy as compared with the
Netherlands, where no such institution exists to facilitate early retirement
on a massive scale.

The responsibility for the divergence between Dutch and Italian lev-
els of pension spending as a proportion of total social spending can be
attributed, then, to a combination of policy features that create broad dif-
ferences between the two countries in pension benefit levels and the number
of pensioners. Benefit levels at both the low and the high ends of the income
scale are affected by policy features such as the definition of an acceptable
social minimum, the availability of private supplementary pensions, the level
of the standard replacement rate, and the existence of specialized schemes
with very high replacement rates. The number of pensions paid out, on
the other hand, is determined both by the proportion of elderly who are
covered and by factors such as the standard retirement age, the possibility
of receiving more than one pension at a time, and the possibility of retiring
with full benefits prior to the official pensionable age.

Divergent Pension System Development in Italy
and the Netherlands

How can we account for the key policy features that inhibit or promote
the growth of very high replacement rates for some public pensions, and
those that discourage or encourage very early retirement with full pension
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benefits? This section focuses on two constellations of policies that prove
particularly important. In the Netherlands, a combination of a well-defined
social minimum, a strong second pillar of private supplementary pensions,
and a firm ceiling on high-end pension benefits works to hold pension ben-
efit spending at a moderate level. In Italy, the combination of a low statu-
tory retirement age and the extensive use of seniority pensions dramatically
increases the number of pensioners.

Floors, Ceilings, and Pillars: Determining the Level of Benefits

The Netherlands The existence of a modest social minimum to which
the level of the AOW benefit is pegged has contributed to keeping public
pension spending in the Netherlands relatively low, while the existence of
a second tier of private occupational benefits has defused pressure for an
escalation of benefits for higher income earners. By contrast, the absence
of a clearly defined benefit floor in Italy has not only contributed to high
levels of inequality and poverty among the elderly. It has also, ironically,
in combination with a limited system of private occupational pensions,
resulted in a very high ceiling on public pension benefits, which in turn
contributes to Italy’s high levels of pension spending.

The first postwar public pension in the Netherlands, established under
Red-Roman leadership in 1947 as an emergency provision, set benefits
at a modest level. Large budget deficits (van Zanden 1998, 63) and the
high start-up costs involved in setting up a new pension system offering
benefits for all elderly citizens prohibited setting benefit levels at such a
high level that they could be seen as an equivalent to the earnings they were
meant to replace. Indeed, Catholic and Protestant employers’ organizations
strenuously resisted the idea of a universal pension set at such a high level
that it would crowd out private occupational pension funds that they had
set up already before the war. Instead, benefits in the new public pension
system were pegged to the cost of living in different municipalities.

The new pension aimed at providing a “decent” standard of living, as
foreseen by the van Rhijn Commission for Social Security Reform, which
had been convened by the government in exile in London during the war
and presented its report in 1947. Under Red-Roman leadership, the emer-
gency law was replaced with a permanent pension provision in 1956, which
established a more generous, uniform benefit level throughout the country,
linked to a combination of price and wage levels. In 1964 all social bene-
fits, including old-age pensions, were formally linked to a nationwide social
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minimum, an amount that should be enough to cover minimum expenses
for a “sober” lifestyle (Vrooman 2000 interview).

The Dutch system of social security, befitting its occupationalist ori-
gins, remains resolutely conceptualized by the public and by politicians as
a system of work-related benefits supplemented by a safety net for those
unable to work (de Jong et al. 1990, 44). However, the belief that the “safety
net” aspect of the system should be based on an adequate social minimum
has from a very early period enjoyed widespread support across the polit-
ical spectrum and among the social partners (van der Veen 2000 inter-
view; Vrooman 2000 interview). Socio-Economic Council recommenda-
tions on benefit levels were generally supported by a unanimous consensus
of labor, employers, and government representatives on the council, and
parliamentary debates surrounding the introduction of social legislation
contain almost no discussion of benefit levels. The most heated arguments
in both the council and the parliament focused on technical details of imple-
mentation and administration, not on the concept of benefits linked to a
standard social minimum (Cox 1993; Vlek 2000 interview).

Under PvdA rule in the late 1960s and 1970s, the level of the social mini-
mum was substantially upgraded. Not only were social benefits such as
pensions linked to the minimum wage in 1964, but beginning in 1968
Social Democrats in government argued successfully that recipients of min-
imum wages should share more equally in the nation’s growing wealth, and
the level of the minimum wage itself was upgraded substantially relative
to median incomes. At the same time the social minimum was upgraded
numerous times, until finally, in 1980, it reached 100 percent of the net
minimum wage. Why did this improvement in the level of the social mini-
mum not result in a dramatic increase in pension spending, as occurred in
Italy at around the same time?

Although the increases in the minimum wage and improvements in the
indexation of benefits resulted in an improved standard of living for pension
beneficiaries, both Social Democratic government officials and the director
of the nonpartisan Central Planning Agency expected that linking benefits
more closely to wages would actually contribute to keeping costs down
(Hemerijck 1992, 325). This strategy failed to contain pressure for wage
growth in the private sector, and resulted in a dramatic increase in social wel-
fare spending, primarily in the areas of unemployment and disability bene-
fits. But pension spending did not spiral out of control, unlike in Italy where
it doubled as a share of the national income between 1960 and 1980. And
despite the numerous critiques of the social welfare system that emerged
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beginning in the mid-1970s, the level of public pension benefits never came
under attack.

Why did pension spending in the Netherlands resist the inflationary
tendencies that plagued the Italian system in the 1970s and 1980s, despite
linkage to an inflation-proof wage index? One possibility is that linking
benefits to an adequate social minimum limits claims for large increases
in benefits because benefits are already adequate. Certainly, once bene-
fits were linked to a minimum wage that was increasing rapidly relative to
average wages, arguments based on criteria of absolute need and relative
social justice would have been disarmed. Even more clearly, the second pil-
lar of private supplementary pensions played an important role in defusing
pressure for higher state pension benefits. Demands for “deferred wages,”
or, in the parlance of Dutch industrial relations of the period, “immaterial
demands,” could be pushed onto the private funds quite easily, since the
administration of these funds was explicitly a subject of collective bargain-
ing. With private pensions serving as both a supplementary form of income
and as a pathway for absorbing nonwage demands during collective bar-
gaining, the public AOW could remain at a level appropriate to its original
intent – a social minimum.

Perhaps more puzzling than the capacity of the AOW to resist upward
pressure on benefits is the resilience of the norm, in place since the early
1960s, setting maximum replacement rates for the AOW plus supple-
mentary pension at 70 percent of prior earnings. Other earnings-related
benefits – unemployment and disability pensions – were set at an 80 percent
replacement rate, so it seems natural that there would have been pressure for
upward revision of earnings-related old-age pensions. During tight labor
markets, employers were not averse to exceeding government guidelines
for maximum wage increases (Hemerijck 1992), so it comes as a surprise
that maximum pension benefits should have been so resistant to increases.
The 70 percent norm was established as part of a tripartite agreement in the
early 1960s that set the target level for pensions at 70 percent, but was never
codified as a matter of public law (Westerveld 2001). The 70 percent norm
was never a subject of debate, though, because if individuals wanted pen-
sion provisions higher than a 70 percent replacement rate, they were free to
take out private insurance in addition to their occupational and state ben-
efits (van Suijdam 2000 interview). Even the trade union confederations
pressed for nothing higher than a 70 percent replacement rate as late as
their 1971–75 Joint Programme of Action (NVV-NKV-CNV Consultative
Body 1971, 34).

153



P1: JYD
0521849985c06 CUNY387B/Lynch 0 521 84998 5 March 16, 2006 16:45

Age in the Welfare State

In the Netherlands, the early linkage of public pensions to a social mini-
mum adequate to cover living costs for most elderly set a standard of benefits
that has proven remarkably resistant to upward pressure. In particular, since
the elderly are no worse off than any other social beneficiaries, and since
during the 1970s the level of benefits grew faster than average earnings, it
has been difficult for advocates of higher pension benefits to make a case
based on either need or social justice. The presence of private schemes
has also defused pressure to adjust public pensions to compensate for wage
restraint. Finally, the ceiling on maximum replacement rates of 70 percent –
high by European standards, but still lower than in Italy – means that even
the combination of public and private benefits is not high enough to create
truly exorbitant pension expenditures as in Italy.

Italy In Italy, a configuration of policy features the reverse of those found
in the Netherlands has led to extremely high public pension expenditures.
The absence of an adequate social minimum, the very limited development
of private supplementary pensions, and the existence of replacement rates
in excess of 80 percent for selected groups of workers all contributed to
Italy’s runaway pension growth in the 1970s through 1990s.

Despite repeated attempts to provide pensions at a level to guarantee
subsistence for the elderly, early steps toward defining an adequate social
minimum did not bear fruit. As in the Netherlands, the principle of a social
minimum was enshrined in Italian law quite early. Article 38 of Italy’s 1947
Constitution stipulated that all citizens unable to work and without means
adequate for subsistence were entitled to assistance from the state. At the
same time, reform commissions called by the government to study the
problem of social security in the 1940s and 1950s fell short of advocating
a universal minimum pension benefit. The 1948 report of the D’Aragona
Commission called in general terms for benefits that would provide “min-
imum economic support” (Commissione per la Riforma della Previdenza
Sociale 1948, 5), but the report established that pension benefits should be
tied to the level of prior earnings.

The minimum pension benefit was established in 1952 and was designed
to assure minimum living standards for those individuals already covered by
the occupational pension system – primarily industrial workers and public
sector employees. This left out large numbers of uninsured people, includ-
ing the self-employed and workers in the still-dominant agricultural sector.
Even so, the main employers’ association Confindustria complained that the
minimum pension “contaminated” the “healthy” linkage between earnings
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and benefits. It objected that the 8.4 percent contribution levied on payrolls
to fund the minimum pensions was too expensive and argued that the state
should really cover the cost of minimum pensions out of general revenues
(Confindustria 1951, 722–3).

In its final execution, the minimum pension was far from adequate for the
needs of many of the insured, and as a result poverty even among the elderly
with pensions remained a serious problem. A 1953 report of the parliamen-
tary commission established to investigate the problem of poverty in Italy
cited inadequate pensions as a major cause of poverty among the elderly,
and recommended moving away from an insurance-based system toward a
social security regime that could guarantee a minimum living standard for
all (Camera dei Deputati 1953). Speakers at a conference on the problems
of the elderly convened by the Christian Democratic Party in 1955 noted
that the majority of old-age pensions were below the subsistence level (Il
problema delle persone anziane 1955, 152–3). A spokesman for a Catholic-
run organization devoted to pensioners stated on a radio program in 1960
that according to the Italian statistical agency’s calculations from their lat-
est household budget survey, even the basic industrial worker’s pension fell
short of the subsistence level (Cuzzaniti 1960).

In 1963 a special commission of experts was called by the tripar-
tite National Council on Labor and the Economy (Consiglio Nazionele
dell’Economia e del Lavoro, or CNEL) to report once again on the social
security system’s problems and prospects. The commission recommended
implementing a two-tiered pension system consisting of a basic minimum
pension for all workers adequate to meet living standards, topped off by
occupational, income-linked supplements (CNEL 1963a, 26). The proposal
was rejected, however, and the idea of a basic, universal pension remained
outside the realm of the possible until 1969. Under pressure from unions
and left parties, the major pension reform of 1968–9 contained provisions
for a means-tested pension that would fulfill Italy’s constitutional obliga-
tion to provide a basic income for elderly individuals with no other pension
rights. Set at the very low flat rate of less than one-tenth of average wages,
however, these social pensions ended up looking more like an empty gesture
than like an adequate safety net for the elderly.

Even after many ad hoc improvements in benefit levels and years of
indexation to inflation and/or wages, the minimum pension benefit today
amounts to only one-quarter of the average wage, and the social pension
less than 15 percent. As a result of the failure to establish an adequate social
minimum, pressure politics surrounding pensions in Italy has been geared
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overwhelmingly toward the acquisition of higher benefit levels, even in cases
where benefits were already well above any reasonably defined social mini-
mum. The significant numbers of the elderly still living in poverty has, until
quite recently, fed into a public perception that Italian pensions are insuffi-
cient (Baldissera 1996a; 1996b; 1997; Boeri and Tabellini 1999a). This has
opened political space for demands to raise replacement rates, a practice
that results in extremely generous pension provisions for small segments of
the population with the most economic and/or political bargaining power.

At the same time, a low-wage strategy pursued by Italian industry
through the 1960s, much as in the Netherlands, encouraged unions to
pursue pension benefits as a form of deferred compensation. Unlike in the
Netherlands, however, in Italy no system of private occupational pensions
exists to absorb pressure for increased benefits coming out of the collective
bargaining arena. In the absence of a private pension system, the strategy of
using pensions as deferred compensation has led to a dramatic increase in
public pension levels, especially for those sectors where workers have held
the strongest bargaining positions.

What accounts for the absence of private pensions in Italy? As in the
Netherlands, the assets harbored in the system of private pension funds
that had been built up in the late nineteenth and early twentieth centuries
were depleted by inflation and wartime destruction of real estate and indus-
trial holdings. As in the Netherlands, the interests of both the Church and
employers lay in rebuilding this private system. However, in Italy private
pension funds have played an extremely limited role since World War II.
The weakness of Italian capital markets, unfavorable tax treatment of private
pensions, and the public system of severance payments have all discouraged
private funds from developing (Franco 2000). Furthermore, according to
Franco, the very generous provisions for some in the public pension system
have “both reduced the demand for supplementary plans and the resources
available to finance them” (10). The relationship between the generosity
of public pension provisions and the development of private sector alter-
natives is a complex one, with causal arrows running in both directions.
However, it is clear that very generous public benefits for select groups and
strong private sector supplements do not coexist nearly as easily as do low
public benefits and strong private supplementary funds.

If in the Netherlands strong upward pressure on pensions as a form of
deferred compensation was absorbed by the system of private occupational
funds, the tacit agreement to limit total pension payments to a 70 percent
replacement rate kept maximum benefits within reasonable limits. In Italy,
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however, norms limiting the level of high-end pension benefits have been
rather weaker. A government pension reform plan in 1952 proposed a rate
of return on contributions that would have given a 90 percent replacement
rate for average earners after forty years of contributions, and a 120 per-
cent replacement rate for white-collar employees retiring at age sixty-five
(Confindustria 1952, 720). While these generous provisions were not intro-
duced (partly because of Confindustria’s insistence that workers should not
be rewarded for staying on past the age of sixty), they signal that very high
replacement rates were by no means anathema to policy makers even at a
time when the majority of Italians still had no pension coverage at all.

The pension reform of 1969 established a new defined-benefit system
that was not linked directly to contributions, and thus a maximum replace-
ment rate had to be specified. At this time an upper limit on pension-
able earnings was also introduced. At the behest of the trade unions and
over the opposition of Confindustria (Regini 1981, 137–8; Regonini 1984,
100), the maximum replacement rate was set at a rather high 80 percent
of prior earnings, which served the purpose of reducing special treatments
for groups such as professionals and journalists while still resulting in an
increase in benefits for industrial workers. Many groups, including pub-
lic sector employees and other professional groups, were exempt from this
ceiling. But even for pensions subject to the 80 percent ceiling, the system of
indexing pensions to wage growth meant that real replacement rates could
in fact rise well above the 80 percent level as long as wages continued to rise
in real value, as they did through the 1970s.6 And the sky became the limit
for all pensions after 1988 when the 80 percent ceiling was lifted. The frag-
mentation of the Italian pension system made it feasible to grant very high
pensions to those segments of the work force who had the most bargaining

6 To understand why this is the case, think of a pensioner, Antonio, who retires with a pension
equal to 80 percent of his earnings in the last year of his employment. Perhaps he earned $100
a week as an employee, and thus his pension in his first year of retirement is $80 per week.
Three years after his retirement, however, workers have received substantial concessions on
the wage front, and wages have increased by 20 percent. So his colleague Giuseppe, who
retired three years after Antonio, earns $120 a week in his last year. Half of this increase
is due to inflation, so Giuseppe’s real wage, relative to Antonio’s ending salary, is only
$110. But since Antonio’s pension has been fully indexed to increases in wages, he now
receives a pension equal in real, inflation-adjusted terms to 80 percent of $110, or $88.
Antonio’s pension three years after his retirement is now giving him a benefit equivalent
to a replacement rate of 88 percent, not 80 percent. And for every year that wage growth
outpaces inflation, the effective replacement rate on Antonio’s pension will make similar
gains.
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power either contractually or because of their close relationship to the polit-
ical parties in government, for example, airline pilots working for the state
monopoly. The absence of strong norms (much less legislation) preventing
pensions from rising above a certain level made this development almost
inevitable.

The combined lack of effective floors and ceilings on pension benefits
has contributed to a costly pension system in Italy, which accounts for part
of the difference in the age orientation of the welfare states in Italy and the
Netherlands in general. But the level of pension benefits is only part of the
explanation. Another key to understanding the high relative cost of the Ital-
ian pension system lies in appreciating the very high number of pensioners
in Italy and the political decisions that undergird this phenomenon.

The Effective Retirement Age: Determining the Number of Pensions

As we saw in the first section of this chapter, a fundamental difference
between the Italian and Dutch pension systems that helps to explain the
dramatic difference in aggregate spending levels is the age at which most
people retire. Retirement occurs much earlier in Italy than in the Nether-
lands because of a lower statutory retirement age, and because of provisions
that have made it possible for workers to retire at full pension after as few
as fifteen years of service, whatever their age. What is the genesis of these
differences, and how has the early average retirement age in Italy been main-
tained for so long despite the obvious pressure that it puts on government
spending?

The Statutory Retirement Age International Labour Office conventions
in the 1930s and 1940s recommended a rather low retirement age. Signatory
nations were required to provide old-age insurance for workers over the age
of sixty-five, but were encouraged to set the retirement age lower than that.
A 1933 ILO advisory on pensions advised that “it is recommended, as a
means of relieving the labor market and of ensuring rest for the aged, that
the pensionable age should be reduced to sixty, in so far as the demographic,
economic and financial situation of the country permits” (ILO 1933). The
1944 convention on pensions required that “the minimum age at which
old-age benefits may be claimed should be fixed at not more than sixty-five
in the case of men and sixty in the case of women: Provided that a lower
age may be fixed for persons who have worked for many years in arduous
or unhealthy occupations” (ILO 1944).
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In the Netherlands the retirement age for the 1947 emergency pensions
was set at sixty-five, a limit that remained in place throughout the ten years
of negotiations that led up to passage of the permanent act on public pen-
sions in 1956. The precedent for a retirement age of sixty-five was set in
pension legislation enacted prior to World War II: the 1913 Invalidity Act
and the 1922 pension provisions for public servants both set the retirement
age at sixty-five. Widespread youth unemployment in the immediate post-
war period was addressed through an active emigration policy rather than
by encouraging older workers to retire early, as per ILO recommendations.
When youth employment again emerged as a problem in the late 1970s,
“exit pathways” such as disability pensions, extended unemployment ben-
efits, and private early retirement provisions provided the means for older
workers to comply with societal demands to make room for younger work-
ers (de Vroom and Blomsma 1991). As a result, there was little pressure
to lower the retirement age. In union documents stretching from the early
1950s through the late 1980s, there was no mention of any demands for a
lowering of the retirement age (NVV 1951–75; FNV 1977–87).

By contrast, the Italian retirement age adhered more closely to ILO
guidelines. This adherence was made easy by the fact that under the Fascist
government, the retirement age had been reduced from age sixty-five to age
sixty for men and fifty-five for women. The rationale for this change was
precisely the same as that stated in the 1933 ILO convention: to ease the
shortage of jobs by encouraging older workers to exit. This of course also
dovetailed neatly with the Fascist government’s pronatalist agenda, which
would have been impossible to maintain in the absence of jobs for workers
with young children (Lapadula and Patriarca 1995, 75). The 1939 retire-
ment age was reaffirmed in 1952 during the first comprehensive postwar
overhaul of the pension system, again because of concerns about a shortage
of jobs for younger workers (Confindustria 1953, 720–1).

The 1952 pension reform law did, however, make it possible for work-
ers to retire up to five years after the retirement age, with a concomitant
increase in benefits of up to 22 percent for women and up to 40 per-
cent for men. Confindustria argued at the time that the increase in pre-
miums necessitated by this provision constituted an unfair tax on workers
(Confindustria 1952), and by 1955 it had come to the conclusion that as long
as it was impossible to force workers to retire at age sixty, the retirement age
should simply be raised (Confindustria 1955, 81). In 1957, the Christian
Democratic Party held a second conference on the problems of the elderly,
during which speakers pleaded for a consideration of the possibility of
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raising the retirement age by at least five years. As more than one par-
ticipant remarked, this would make it possible to raise pensions by 40 to 50
percent over current levels, while maintaining contribution levels at a con-
stant rate (L’invecchiamento della popolazione 1957, 29). One participant also
noted that the low retirement age did not result in any increase in jobs for
younger people, citing a recent survey carried out by INPS that found that
90 percent of old-age pension recipients between the ages of sixty and sixty-
five continued to carry out some form of paid labor (L’invecchiamento della
popolazione 1957, 53). Even pensioners’ organizations had by 1960 come
to the conclusion that raising the retirement age to sixty-five was a viable
solution to the problem of low pensions (see, e.g., Cuzzaniti 1960).

In the 1960s, pressure continued to mount for an increase in the retire-
ment age. The CNEL’s 1963 report on social security also noted that Italy’s
low retirement age made it difficult to raise benefits to the level that the
commission’s members thought necessary (CNEL 1963b, 185). By 1967,
the ILO had begun to soften its position on retirement ages, and in its
convention on invalidity, old-age and survivors’ benefits of that year in
fact allowed for retirement ages higher than sixty-five “as may be fixed by
the competent authority with due regard to demographic, economic and
social criteria, which shall be demonstrated statistically” (ILO 1967). The
government’s and unions’ proposals in Italy for a major pension reform
in 1968 contained provisions for an increase in the retirement age, and
this provision was nearly passed, before opposition from current workers
who opposed an extension of their working careers scuttled the agreement
(Regini and Regonini 1981, 227). Failed reform proposals in 1984, 1988,
1990, and 1991 all stipulated an increase in the pensionable age to sixty-five
for both men and women, but in no case was an increase in the retirement
age enacted.

Seniority Pensions Differences in statutory retirement ages – higher in
the Netherlands than in Italy – account for some of the difference in pension
spending levels between the two countries. However, much of the high
pension burden in Italy is accounted for not by a low statutory retirement
age, but rather by a provision allowing many pensioners to retire at full
pension well in advance of the statutory retirement age.

Seniority pensions were introduced for public sector workers in Italy in
1956, allowing workers to retire with full pension after twenty-five years of
service (twenty years for women) regardless of whether they had reached
the retirement age. In 1962, the CGIL made seniority pensions for private
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sector workers a key demand, citing the rationale that other groups already
enjoyed this privilege (CGIL Segreteria Generale 1962, 224). A provision
permitting retirement with full benefits after thirty-five years of service was
introduced for private sector workers in industry, agricultural workers, and
artisans in 1963, though this provision was not implemented until 1965.

In 1968 the three major union confederations initially agreed with a
government proposal to eliminate seniority pensions in the private sector
in return for higher pension benefits. However, the metal workers’ union
opposed this trade, since their workers enjoyed relatively stable employment
and were thus particularly likely to actually be able to enjoy the seniority
benefit (Regini and Regonini 1981, 227). Under pressure from this strong
category union, the CGIL withdrew from the accord with the government
and initiated a series of general strikes in 1968 and 1969. In the pension
accords of 1969–70, unions were able to defend the seniority pension and
win improved benefits. In a process of “leapfrogging” (Baccaro 1999, 132),
in which public sector employees made up for a relative decline in their
position vis-à-vis private sector workers with even stronger improvements
in their own situation, a new law regulating seniority pensions in the public
sector was introduced in 1973, permitting retirement at full pension after
twenty years of service (fifteen for women). Another law in 1979 introduced
further improvements for public sector workers.7

The full extent of the drain on the pension system that would be created
by seniority pensions did not become clear until the second half of the 1980s,
when the first generation of workers with continuous employment histories
and full pension rights entered into the system. Within the main private
sector pension fund, the number of seniority pensions tripled between 1980
and 1992, and by the early 1990s, seniority pensions constituted the major-
ity of all new pensions granted by the largest state-administered pension
fund (Fondo Previdenza Lavoratori Dipendenti, or FPLD; Lapadula and
Patriarca 1995, 24). The failed government-sponsored pension reform pro-
posals of the 1980s and early 1990s uniformly called for a revision of the
public sector rules to bring their seniority benefit into line with the thirty-
five-year period in effect for private sector workers. This goal was finally
achieved in 1992 with Amato’s reform, which phased in the thirty-five-year

7 Law 1979/29 established that public sector workers could count seniority accrued while
working in another sector, a provision that the Treasury Ministry commission predicted
would result in a dramatic increase in the number of public sector seniority pensions
(Ministero del Tesoro 1981, 74).
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period for public sector workers. Berlusconi’s 1994 reform proposal called
for even more serious cuts to seniority rights. In fact, the vast majority
of the savings envisioned by his plan came from curtailing the seniority
benefit and imposing a 3 percent per year penalty on pensions for workers
who retired before the age of sixty-five (Baccaro 1999, 142). But Berlus-
coni’s reform plan failed, and it was not until the Dini reform of 1995 that
the seniority pension was finally dismantled – and even then, over a long
phase-in period.

What accounts for the resilience of Italy’s very low effective retirement
age? Criticism of seniority pensions has been loud and sustained, at least
since the 1980s. A 1981 report of a study commission convened by the
Treasury Ministry report deemed Italy’s early retirement age “anomalous”
and argued that it was “absolutely necessary” that the retirement age be
raised and that the discrepancy between the retirement age for men and
women be eliminated. It went on to call for an “urgent” reform of the
public sector seniority pension system, bringing it in line with rules in the
private sector (Ministero del Tesoro 1981, 71–5). With regard to the situ-
ation in the private sector, INPS president Giacinto Militello declared at a
1987 conference on “The Future of the Italian Pension System” that “the
progressive raising of the retirement age appears to be a necessary instru-
ment for keeping predictable increases in pension spending under con-
trol” (Militello 1987, 10). A 1988 conference on social insurance convened
by INPS also recommended raising the retirement age as soon as possi-
ble (Alvaro and Carloni 1989, 281), as well as harmonizing rules between
the public and private sectors. And Italy’s main union confederations have
demonstrated a willingness to support raising the retirement age and elim-
inating most seniority provisions, as evidenced by their support of reform
proposals in 1968, 1992, and 1995. So why has the low effective retirement
age not been raised?

Some analysts argue that structural features of the Italian economy have
played an important role in preventing the introduction of a higher retire-
ment age and more stringent early retirement rules. INPS (1989, 279) sum-
marizes the debate over raising the retirement age as a tension between two
conflicting goals: reducing expenditures and responding to an inadequate
supply of employment opportunities. Lapadula and Patriarca (1995) essen-
tially agree, arguing that the “backwardness” of the Italian economy and its
business enterprises are at the root of the “delicate” problem of reforming
seniority pensions. In this view, Italian firms have used seniority pensions
as part of a system of “permanent restructuring” based on restricting labor
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supply rather than finding ways to retrain and use labor more effectively.
The fiscal crisis of the 1980s and 1990s introduced pressure to eliminate
seniority pensions. But the prospect of radically reducing access to senior-
ity pensions is a frightening one given the continuing shortage of jobs, and
political opposition to cuts has been fierce. This structural explanation for
the resilience of seniority pensions in Italy’s private sector does not, how-
ever, explain extremely generous provisions for public sector workers, who
would presumably be protected from market pressures in any case.

Public opinion surely plays a role in maintaining the low retirement age
and seniority pension benefits. In a 1994 nationwide poll, 71 percent of
Italians opposed raising the retirement age (Baldissera 1997). As Regonini
(1990, 359–60) remarks, issues such as raising the retirement age and har-
monizing the rules governing early retirement between public and private
sector workers are particularly unlikely to be passed by legislators, because
the groups that would be affected are so large and cross over party lines. So
political pressure from the electorate at large has made it difficult to raise
the effective retirement age in Italy, even when officials at the Ministry
of Labor, the Ministry of Finance, the governing board of INPS, and the
confederal level of the main unions agreed that it would be desirable.

Explaining Differences in Pension Spending: Competing Hypotheses

The preceding section outlined the political and institutional dynamics
underlying several key policy features that determine the level of pension
expenditures in Italy and the Netherlands. What do these dynamics tell
us about how social policies become oriented toward different age groups
in the population? And how do they reflect on existing claims about the
sources of pension spending in particular?

This section makes the case that aggregate levels of pension spending
are influenced by a combination of how pension systems are structured and
how political competition either reinforces or works to undermine those
structures. Citizenship-based pension programs will lead to lower aggre-
gate pension spending because uniform benefits for all citizens make it easy
to calculate future costs and difficult for politicians to use increased pen-
sion benefits as a currency of political exchange. Fragmented occupational
pension programs, by contrast, provide both a smokescreen to hide behind
and the currency with which politicians may bargain should they wish to
contract private deals with small segments of the electorate. Particularis-
tic political competition can thus be expected to undermine attempts to
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introduce universal citizenship-based benefits and maintain pension policy
structures that are conducive to very high expenditure levels.

But the cautious reader will surely wonder whether this argument is
unnecessarily complex. After all, a large and growing literature in compar-
ative political economy points to the role of power resources in determining
levels of (or changes in) pension spending. Variations in the power resources
of labor and the Left, on the one hand, or the elderly, on the other hand, are
said to determine how much governments spend on old-age pensions. It is
worth addressing these arguments carefully, since they have such intuitive
force.

The left power resources argument holds that pensions are more gen-
erous and more widespread where representatives of working-class groups
are politically powerful. This political power may come about as a result of
strong and centralized labor unions, neo-corporatist labor relations institu-
tions that include labor in policy making, left parties that command a large
share of the vote, or control over key governmental positions. Whatever
the avenue by which the working class arrives at its strength, the outcome
is expected to be broad, encompassing, and generous pension provisions.

On its face, the claim that left power resources could be responsible
for higher pension spending in Italy than in the Netherlands is problem-
atic. Esping-Andersen (1990) and others characterize the Netherlands as
an “almost Social Democratic” country, while no one would mistake Italy
as anything other than a stronghold of Christian Democracy. The Dutch
PvdA has been a partner in government for much of the postwar period,
while in Italy the main leftist party, PCI (which changed its name in 1989
to the Democratic Party of the Left, or PDS), was shut out of government
until 1994. (The Socialist Party of Italy, or PSI, cannot properly be consid-
ered a leftist party, since during the postwar period it has followed a centrist
policy agenda when it has followed one at all.)

Dutch unions, too, have been much more closely involved in policy mak-
ing than have Italian unions, by virtue of the multiple corporatist institutions
in which they participate and in which many key policy decisions are made.
The most important of these institutions, the SER, is a tripartite body that
the government was obliged until the mid-1990s to consult before submit-
ting any social policy legislation to Parliament for consideration. Even after
this obligation was removed, governments have continued to honor it in
practice, voluntarily submitting policy proposals to the SER for review. By
most definitions, then, the Left has had more power in the Netherlands
than in Italy for most of the postwar period, yet pension spending is lower
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in the Netherlands than in Italy. The prediction that left power resources
will lead to higher social welfare spending, including pensions, is not borne
out by a broad characterization of these two cases.

But this broad portrait of Social Democracy in the two countries misses
much. The Left is not as strong in the Netherlands, nor as weak in Italy, as
one might suspect. Despite the presence of Red-Roman political coalitions
in the Netherlands throughout much of the period from 1950 to 1970, the
Ministry of Social Affairs remained controlled by Catholic politicians for
most of the period. Developments in the public pension system following
Drees’s initial emergency provision in 1947 have come largely under the
watch of Christian Democracy, not Social Democracy. As for Italy, despite
its characterization as a Christian Democratic single-party-dominant sys-
tem (Barnes 1990), the Left has not been uninvolved in the area of pension
policy. Communist legislators in Italy have been closely involved in pen-
sion policy making through their positions on the parliamentary commit-
tees responsible for social policy and on the board of directors of the state
pension agency. And as Cazzola (1995, 26–7) remarks, somewhat ruefully,
most social legislation in the 1970s and 1980s was passed in Parliament
with almost unanimous approval of both government and opposition leg-
islators). Finally, Italian unions, like their Dutch counterparts, have been
closely involved in the pension policy-making process during both periods
of neo-corporatist concertation and episodes of more conflicting labor rela-
tions. And while Golden Age Dutch corporatism was primarily a system for
wage control (Hemerijck 1992, chapter 7), in Italy concertation has often
occurred explicitly around the issue of social policy.

So resolving the question of how much impact Social Democracy has
on pension spending is a bit more complicated than it first appears. Lower
pension spending is clearly associated with a more Social Democratically
oriented polity in the Netherlands, and higher pension spending with
Christian Democratic dominance in Italy. Setting aside these broad char-
acterizations, could it still be the case that the variable political power of
the Left is responsible for higher pension spending in Italy and for lower
expenditures in the Netherlands?

Even taking a more nuanced view of the strength of Social Democratic
actors and institutions in these two countries, our conclusion still must be
that the strength or weakness of the Left is not the key to explaining different
patterns of aggregate pension spending. In neither Italy nor the Netherlands
does the level of left power resources bear primary responsibility for the
policy features that most affect the level of benefits and the number of
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beneficiaries, and thus create large differences in pension spending between
the two countries.

The concept of an adequate social minimum, which I argue was crucial
for containing the level of high-end benefits in the Netherlands, seems to
have been supported by a very widespread societal consensus. All political
parties, and employers and crown members as well as labor representatives
on the Socio-Economic Council, agreed on the desirability of a pension
benefit linked to an adequate social minimum, even while they disagreed
quite strongly on key features of how the pension system should be admin-
istered. The establishment of benefit levels based on a social minimum
adequate to meet living costs cannot, then, be attributed to a “weakness”
of Social Democracy, the more so since the Labor Party was an active par-
ticipant in government and particularly in social affairs, and corporatist
institutions were at their strongest, during the period when the social min-
imum was established.

The failure of the PvdA to completely dominate government and neo-
corporatist policy-making bodies in the Netherlands immediately follow-
ing World War II could conceivably explain why a viable system of private
supplementary pensions remained in place, though it must be noted that
unions were supportive of a private system even if the Social Democratic
Party was not. While PvdA politicians would have preferred to replace the
private system entirely with a public universal benefit early in the post-
war period, unions were eager to maintain an important role for private
supplementary benefits on the condition that they be allowed to share in
their administration. The supplementary pension system was also desirable
to unions because it gave them something other than wages to bargain over
in a period of stringent wage controls.

Neither the PvdA nor labor unions in the Netherlands have played an
important role in limiting the number of pension beneficiaries, either. Social
Democrats do not appear to have requested at any point a lowering of the
statutory retirement age, but neither do they seem to have been responsible
for setting the retirement age at sixty-five to begin with. Again, this appears
to have been a matter of rather broad societal consensus dating from the
prewar period. Social Democratic actors have pushed for the maintenance of
avenues of early exit from the work force – for example, disability pensions,
early retirement, and extended unemployment provisions – but employers
have been equally adamant supporters of such measures. It does not appear,
then, that the variable strength of Social Democracy over the years in the
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Netherlands has been responsible for either setting in place or maintaining
the policies that we have seen lead to low pension spending relative to Italy.

Nor is the Left in Italy the primary architect of policies encouraging
higher pension spending. In the period prior to 1969, left parties and unions
both advocated a universal pension system with a fixed social minimum, and
their pressure tactics were aimed primarily at improving low-end pensions.
Neither is there any evidence that the Left or labor unions in any way
stymied the growth of private pensions. High benefit levels for high-end
pensions have certainly been supported by some professional associations,
but the confederal unions have pushed for a ceiling on pensionable income,
and there is a clear relationship between left partisanship and sponsor-
ship of pension bills aimed at the most encompassing and lowest-income
groups (Maestri 1987). Category unions such as those representing metal
workers did press for higher benefits for their own sectors, and sometimes
won. But once the confederal unions gained control of the administration
of INPS in 1971, unions increasingly stood in favor of reducing high-end
benefits (Regini and Regonini 1981, 240). Ultimate responsibility for very
high high-end pensions in Italy lies with politicians, primarily politicians of
the DC and the PSI, whose generosity toward key sectors (public employ-
ees, managers, and professionals) resulted in a constant ratcheting up of
expectations.

The most important provisions determining the number of pension ben-
eficiaries in Italy – the early retirement age and access to seniority pensions
– were put into place during periods when neither unions nor left parties
had any input into social policy formation (the Fascist period in the case
of the retirement age, and the mid-1950s in the case of seniority pensions
for public sector workers). Can they be held responsible for the failure to
reform these system features? Unions, at least at the confederal level, sup-
ported proposals to raise the retirement age and cut seniority privileges at
least as often as they opposed such measures. Left parties have played a
more ambiguous role. While the rhetoric of left politicians has emphasized
reducing the privileges of public sector workers, PCI/(P)DS politicians have
tended to vote in much the same way as other politicians on major pen-
sion legislation (Regonini 1987, 103; Maestri 1994). It does seem to be the
case that when unions are incorporated into the process of reform, reforms
tend to go more smoothly and parties are less tempted to reach out to their
militant base to gain consensus (Regini and Regonini 1981; Baccaro 2000).
However, there is little evidence to suggest a distinctive Social Democratic
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partisan impact on pension reform that would allow us to attribute Italy’s
high pension spending to the power resources of the Left.

If left power resources do not explain differences in pension spending
between Italy and the Netherlands, what about the power of the elderly?
Perhaps pensioners, who stand to benefit most directly from high pen-
sion benefits, are responsible for pushing for the growth of public pension
spending and for opposing any attempts to curtail benefits. To the extent
that the elderly constitute an overwhelming bloc of voters or are organized
into pressure groups that can effectively lobby for pro-elderly legislation,
they may be responsible for the shape and size of a nation’s pension sys-
tem. Of course, other constituencies besides the elderly stand to gain from
generous pensions: one need only think of adult children of the elderly,
who benefit by having the burden of care for their parents taken over by
the state, or of current workers, for whom generous pensions constitute a
promise of payment in the future. Nevertheless, there is good reason to
suspect that a politically mobilized and powerful elderly lobby can have an
important impact on pension spending.

The gray power hypothesis predicts that more elderly voters, and
stronger organizations of the elderly, should result in higher pension spend-
ing. Italy has a substantially older population now than does the Nether-
lands, and pensioners in Italy are organized into powerful pensioners’
unions of their own within the national confederations, while Dutch pen-
sioners have had limited success organizing within the union movement. So
one could conclude that higher pension spending in Italy occurs because
the elderly are more powerful political actors there than they are in the
Netherlands.

But as with the characterization of the Netherlands as “almost Social
Democratic” and Italy as purely Christian Democratic, this image is not
entirely correct. Until rather recently, both Italy and the Netherlands had
quite young populations by European standards. It is only since the late
1970s that the Italian population has begun to age dramatically. And the
elderly have played an important role in Dutch political life, just as they
have in Italy. Since the immediate postwar period, the elderly have been
an important constituency for Dutch political parties, especially the PvdA,
which still enjoys favor among seniors as the party of Drees and the first
universal pension. The elderly in the Netherlands have been represented
since the 1950s by interest groups that work as equivalents to the unions
in Italy. These groups became quite active in the 1980s and 1990s and are
regularly consulted on policy matters relating to the elderly. Furthermore,
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the early 1990s saw the emergence and entry into Parliament of several
pensioners’ parties in the Netherlands. These parties were not large, and
they did not maintain their parliamentary seats for long. But they did suc-
ceed in drawing enough voters away from the Christian Democratic Party
to force that party to back off from proposals to cut pensions (Balkenende
2000 interview; Green-Pedersen 2002).

Not only is the difference in the level of political influence of the elderly
in Italy and the Netherlands not as great as one might initially assume. In
both countries, key policies that set the stage for future expenditure levels
were already in place well before the elderly became a powerful political
lobby. In the Netherlands, seniors strongly supported the universal pension
introduced by Drees in 1947, but had no involvement in the preservation of
the private occupational pillar. And the establishment of a social minimum
and the retirement age of sixty-five seem not to have been issues of public
debate. In Italy pensioners’ organizations lobbied for better low-end ben-
efits and a universal pension system, but had little success. And they were
involved neither in the establishment of public sector seniority pensions nor
in the setting of the low statutory retirement age. The gray power hypothe-
sis then cannot account for the establishment of the program features most
responsible for high pension spending in Italy and lower spending in the
Netherlands.

It might still be the case, however, that the elderly have played a more
important role in maintaining program features that might otherwise have
gone by the wayside. This would accord with Pierson’s (1994) argument
that beneficiaries of the welfare state come into their own as important
political actors primarily during periods of attempted retrenchment. There
is some support for this argument on the Dutch side. The elderly in the
Netherlands in the 1980s and 1990s have tended to mobilize reactively
around proposed cuts to their benefits, not proactively to counter such
proposals as has been the case with other groups such as single mothers
or the disabled (Vlek 2000 interview). Dutch elderly organizations have
spoken out against effective cuts in AOW pension benefits resulting from
de-indexation (in the 1980s and early 1990s) and the imposition of taxes on
AOW benefits (in the mid-1990s). However, it was not until pensioners’
parties posed a serious threat to the Christian Democratic Party in the late
1990s that these protests began to see any results. Protests by elderly orga-
nizations successfully derailed an attempt to introduce social security taxes
on AOW benefits in 2000 and have effectively brought to the agenda the
issue of pensioners’ representation on the boards of private pension funds.
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Paradoxically, the record shows that Italy’s very strong pensioners’ unions
have actually taken quite moderate stands on the issue of pension reform,
contrary to the presumption of many commentators that they would oppose
any reforms. Pensioners’ unions were formed after World War II to advance
the interests of former workers, and through the mid-1970s their demands
were focused almost entirely on improving pension provisions and health
care for the elderly. As the pensioners’ unions gained experience and inde-
pendence, their leadership gradually became a source of expertise for the
union confederations in the area of social policy as a whole. And rather than
using their new role to push solely for policies in the short-term self-interest
of current pensioners, the pensioners’ unions began increasingly to adopt
a broader view of their role as defenders of the welfare state. For example,
in 1976, well before the union confederations or political parties had taken
up the call for pension reform, the CISL pensioners’ affiliate (Federazione
Nazionale Pensionati, or FNP) argued that unless the pension system were
reformed substantially, there was a danger of collapse in the long term (FNP
1992, 12).

Pensioners’ unions supported the failed pension reforms of 1978–9 and
the successful ones of 1992, 1995, and 1996. The yearly unified policy docu-
ments put forth by the three largest pensioners’ unions in the 1990s express
consistent support for proposals to introduce more equity into the pension
system by limiting seniority pensions and raises for the highest public old-
age pensions. In 1992, the assistant secretary general of the FNP stated, “We
know that the current public pension system is characterized by injustice,
corporativism, waste, and unfair distribution, especially between public and
private sectors; pension spending is ungovernable. . . . The reform of public
pensions can no longer be delayed. It is necessary to rationalize, reorganize,
and overcome imbalances and unfair inequalities” (Noseda 1992, 89).

In 1995, pensioners’ union members voted an overwhelming 91 percent
in favor of the proposed pension reform in the union referendum called by
the confederations to solicit the opinion of the membership (Baccaro 1999,
150). One could argue that the pensioners’ unions supported these reforms
because they placed most of the cost of reform on future pensioners. Indeed,
the end result of the negotiated reforms placed the heaviest burdens on cur-
rent workers with less than eighteen years of accumulated contributions.
However, many provisions did affect current pensioners, most notably min-
imum pension recipients and public servants about to retire on seniority
pensions. Contrary to the expectations of the gray power hypothesis, strong
pensioners’ groups in Italy have in many instances advocated reforms that
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would reduce pension spending, whereas in the Netherlands rather weaker
pensioners’ parties have nevertheless successfully acted to protect pension
benefit levels even when other kinds of social benefits were subject to cuts.

Political Competition and Program Structure

The level of the standard replacement rate and the existence of specialized
schemes with very high replacement rates are the key policy features that
account for differences in benefit levels between Italy and the Netherlands.
We’ve seen that neither differences in the strength of Social Democratic
actors nor the relative power of elderly lobbies can explain these policy
differences. But the structure of the welfare state and the nature of political
competition do affect these policies in important ways.

In the Netherlands a comprehensively enforced tax system that included
the self-employed as well as employees provided a firm fiscal basis for a
universal pension system, just as it allowed the development of universal
family allowance and unemployment policies. The Left and the Right were
able to agree on a pension system that covered both employees and the
self-employed, because employees and the self-employed both contributed:
employees through payroll deductions, the self-employed via the tax system
(Ferrera 1993, 169). And as we have seen, the universalistic nature of the
pension system impeded the growth of pension expenditures by establishing
a basic social minimum that prevented claims for benefits expansion based
on criteria of need.

The primarily programmatic mode of political competition in the
Netherlands, combined with the removal of much negotiation over pen-
sions to the private second pillar, has provided little incentive to attempt
to upgrade benefits for small constituencies. This in turn has allowed the
Netherlands to avoid the phenomenon of leapfrogging benefits for different
groups that contributed to ever-increasing expenditures in the Italian case.
At the same time, the universal pension system provides few footholds for
those politicians who might wish to use it to pursue a more particularistic
mode of interest aggregation in the Netherlands. Finally, the flat-rate struc-
ture of the AOW means that projecting pension outlays is a simple matter.8

8 The legacy of expertise in economic forecasting left by Jan Tinbergen, the first Nobel
Prize winner in economics and director of the Dutch Central Planning Bureau during the
immediate postwar period, also added to the ease of pension forecasting in the Netherlands.
Comparable expertise did not exist in Italian economics departments at the time.
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Thus it has always been obvious, even to actors who might have advocated
higher pension benefits, what would be the consequences for other social
programs of raising pension benefits. So the universalistic structure of the
Dutch pension system and the programmatic nature of political competi-
tion have reinforced each other and help to explain why the system estab-
lished immediately after World War II did not take on more particularistic
features.

The opposite configuration, a tight bundling of particularistic politi-
cal competition and fragmented occupational program structure, is clearly
visible in the case of Italian pensions, where the highly complex and differ-
entiated public pension scheme and a clientelist mode of political competi-
tion reinforced each other in several ways. First, as with family allowances
and unemployment benefits, Christian Democratic politicians’ particular-
istic use of the tax code made it impossible to introduce universal pension
benefits at a guaranteed social minimum level, which could have helped to
contain costs. Second, the eagerness of politicians, particularly of the DC
and the PSI, to provide benefits for key political supporters contributed to
the proliferation of special treatment for public sector employees, which
we have seen increased both the level of benefits and the number of ben-
eficiaries in the pension system as a whole. Finally, the fragmentation of
the pension system impeded reform, by setting the stage for competition
between different sectoral groups and by hampering the ability of pension
administrators and other experts to formulate accurate projections. Let us
address each of these points in turn.

Particularism, Taxation and the Failure of Universalism The main
obstacle in Italy to implementing the universalistic pension proposals of
the early postwar period was the tax system. The reports of the D’Aragona
Commission (Commissione per la Riforma della Previdenza Sociale 1948)
and the CNEL reform commission (CNEL 1963a; 1963b) both cite the
impossibility of adequately assessing and collecting pension contributions,
especially among the self-employed, as reasons to continue providing pen-
sion benefits on an occupational basis. Labor unions, too, which professed
support for the idea of universal coverage, feared that any universalization
of the system would be paid for out of increased payroll taxes on employ-
ees, and so repeatedly called for fiscal reform as a prerequisite of pension
reform (see CISL Consiglio Generale 1950, 13; 1956, 150; 1958, 178; CGIL
Segreteria Generale 1962, 226; CGIL-CISL-UIL Segreteria Interconfed-
erale 1970, 201).
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By the early 1960s, Italy’s pension system was categorized by two types
of funds: those running a surplus, primarily the FPLD and the special funds
for small groups, such as journalists; and those running large deficits, pri-
marily the funds for agricultural workers, artisans, and shopkeepers. The
latter funds had been set up in the late 1950s and early 1960s by DC gov-
ernments in order to benefit clienteles that were particularly important to
the DC (Regonini 1996, 90). These funds ran large deficits because con-
tribution rates were very low and access to benefits was available even for
people with very limited contributory histories. While the state subsidized
these pensions out of general revenues to some degree, in large part it was
the employees’ funds that were asked to make up for shortfalls in a form of
“enforced solidarity” (Ferrera 1993, 262). By the late 1960s, both Confind-
ustria and the unions were complaining about the increased payroll taxes
that had become necessary to support this burden, and union support for
universalizing the pension system waned.

The implementation of the social pension provision between 1965 and
1970 was the final nail in the coffin of the Left’s hope for a universal pension
system with an adequate social minimum. A tripartite agreement in 1964
established this new benefit for persons over sixty-five without other means
of support, and it was agreed that benefits should be financed out of state
revenues deposited in a new Social Fund. It was also agreed that the level of
the benefit would be sufficient to provide for a “decent” standard of living,
as stipulated in Article 38 of the 1947 Constitution. By 1968, however,
both Confindustria and the labor unions had lodged complaints that state
contributions to the Social Fund were inadequate to cover its costs, and
the fund was instead drawing resources from the FPLD. At this point it
had become clear that social pensions , which constituted the benefits floor
in the Italian system, would have to be paid out of employees’ pockets if
they were to be paid at all, and union support for upgrading the level of
the benefit to an adequate social minimum faded (Ferrera 1993, 262). As
a result of the state’s inability to finance a universal social minimum out
of general revenues, the safety net that was implemented for retirees in
Italy remained at a level so low as to constitute a meaningless support. This
absence of a social minimum and the continued fragmented, occupational
nature of the Italian pension system contributed, as we have seen, to Italy’s
very high pension expenditures in the 1980s and 1990s.

The reluctance of successive administrations to execute the tax laws con-
tinued even after the definitive defeat of proposals to establish a univer-
sal pension system with an adequate social minimum. Evasion of pension
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contributions for employees continued to be an important issue from the
late 1970s onward. In 1978 the CGIL and the PCI began to complain quite
insistently about the failure of employers to make contributions on behalf
of their employees. This practice contributed to the deficits that had begun
to plague even the stronger funds administered by INPS. A 1978 union pro-
posal to make evasion of payments a criminal offense was defeated by the
DC government – in part because it would have meant absorbing the sys-
tem of occupational injury compensation into INPS, which was controlled
by the unions, and thus would make unavailable a key source of patron-
age for the government (Regini and Regonini 1981, 233). A 1980 study
commissioned by the Labor Inspectorate, INPS, and unions revealed that
in the 10,074 firms studied, there was evasion of payment for 42 percent
of employees (Regonini 1984, 106). A report by an independent watchdog
group noted that evasion of contributions was facilitated by the very small
proportion of the work force of either the Labor Inspectorate or INPS
devoted to enforcement (CENSIS 1983, 237). “Administrative incentives”
for evasion that emanated from the government bureaucracy fostered a lack
of compliance with the tax code (Regonini 1984, 106).

Both the tax laws (failure to adequately tax key clienteles of the DC)
and their implementation (failure to enforce those laws that were in place)
sprang from the particularistic mode of political competition pursued by
politicians of Italy’s leading political parties during the postwar period.
The inability to collect revenues from key economic sectors in turn made
it impossible to universalize the pension system and provide an adequate
social minimum without placing an excessive burden on employees. This
constellation of problems radically altered the Italian Left’s preferences
with regard to universalization and benefit levels. And, most importantly
for the future of pension expenditures in Italy, the continued fragmentation
characteristic of Italy’s occupationalist pension regime led to a system in
which reform became nearly impossible for a period of almost thirty years.

The Pension System as a By-product of Clientelism If particularistic
political practices prevented the implementation of a tax system capable
of sustaining a political coalition for universal pensions, clientelism also
had more direct effects on the pension system. In particular, the extreme
generosity of pension provisions for public sector workers, which as we
have seen contributed both to high benefit levels (via the absence of a ceil-
ing on benefits) and large numbers of pensioners (via generous seniority
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provisions), can be seen as a direct outgrowth of the competitive strategies
of the DC, PSI, and PCI.

To most observers, Italy’s proliferation of pension provisions, each with
its own benefit formula, contribution rate, degree of state subsidy, rules
governing retirement age, years of service required to enter into the plan,
and so on, constitute proof positive that the pension system has been used
as a way to attract support from particular groups in the population (Regini
1981; Regini and Regonini 1981; Ferrera 1984; Paci 1984; Maestri 1994).
So does the practice of staffing pension agencies with party supporters and
of deciding pension claims based on an applicant’s party affiliation (Regonini
1996, 90–1). This perception is not limited to the scholarly community, of
course. Even the undersecretary of labor, in the midst of the 1982 pension
debate, dispatched a telegram accusing two representatives of the major-
ity coalition of “rampant particularism for pernicious electoral reasons”
(quoted in Regonini 1984, 108).

Christian Democratic politicians advocated extending pension benefits
to the self-employed on very generous terms during the 1950s and 1960s
as part of a strategy to purchase loyalty from these groups. But during the
postwar period, state employees have been the most important target of
clientelist pension legislation, for obvious reasons. As the staff of public
and quasi-public organizations came to be dominated by supporters of the
governing parties, public sector pension benefits took on special cachet
with politicians associated with these parties. Special provisions for pub-
lic sector employees reach back into the Fascist period (Cherubini 1977;
Paci 1984). During the postwar era, however, special provisions for pub-
lic sector workers were defended and extended by parties in government,
as a fundamental aspect of their electoral strategy. Not only have public
sector employees been the recipients of the largest volume of pension leg-
islation during the period 1948–83, but attention to this sector has come
predominantly from DC and PSI lawmakers (parliamentarians and govern-
ment officials; Maestri 1994). The extremely generous pension provisions
enjoyed by public sector employees, provisions that have contributed in
no small way to the development of high pension expenditures in Italy,
can be quite directly attributed to the particularistic competitive strategies
employed by politicians of the ruling parties in Italy during the postwar
period.

What is perhaps less widely appreciated is the extent to which the clien-
telist behavior of the DC (and later PSI) drew parties of the opposition
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into a mode of pension policy making that has exacerbated the expenditure
problem. In the 1950s and 1960s, the Left was opposed to the DC’s prac-
tice of extending pension rights to new groups without making these new
groups responsible for financing them. However, the Left was too weak
to block this practice (Regini 1981, 122). But even after 1969, when they
had more control over pension legislation, unions opposed moves to uni-
versalize the pension system in part because they feared that a state-run
system would bring their constituencies into the clientelist orbit of the DC,
as had happened earlier with agricultural employees (127). Instead, they
followed a strategy of attempting to upgrade benefits for their constituen-
cies to the level enjoyed by public sector employees (Baccaro 1999). In the
words of Ferrera (1993, 267), “The biggest novelty of [the reform of ] 1969
in a political sense was . . . the enlargement of the spoils system to include
the PCI and unions, opening the way to that ‘assistential grand coalition’
responsible for the profound imbalances that characterized the Italian wel-
fare state in the years to come.” The Left and the unions tried to match
every gain made by public sector workers (and other privileged clients of the
ruling parties), and to the extent that they succeeded, in turn the privileged
clients demanded more privileges. This led to an upward spiral of benefit
levels, and a downward spiral of contributory requirements, in the 1970s
and 1980s. These developments are attributable in the first instance to the
particularistic mode of competition engaged in by the DC and the PSI. But
the strategy of the opposition parties and of labor unions has been condi-
tioned by this mode of competition among the dominant parties, such that
the Left ultimately shares responsibility for the expansion of the pension
sector at the expense of other social spending.

Fragmentation and the Difficulty of Reform The ratcheting up of ben-
efits and privileges in the Italian pension system is a by-product of partic-
ularistic political competition, but also of pension system fragmentation.
This dynamic is much less likely to occur in the absence of multiple differ-
ent regimes for different occupational categories, since it would require an
audacious first-mover to break the status quo of benefits equality. But the
high degree of fragmentation in Italy’s pension system has made it difficult
to achieve reform for other reasons, as well.

First, the pre-existing occupational system contributed to the demise
of universalistic reform proposals in the 1940s–60s. In principle the Ital-
ian Left, particularly the Center-Left, supported a universalistic pension
scheme. But in a context of particularistic behavior by the ruling DC, unions
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had a strong incentive to maintain the pre-existing occupational funds, over
which they had some modicum of control, rather than giving everything
over to a central, DC-run universal scheme (Ferrera 1993). Once again
the interplay of clientelism and fragmentation affects the Left’s preferences
and behavior, with the opposition parties and unions coming to support
particularistic fragmentation under the threat of an even more damaging
particularistic universalism.

Fragmentation further impinges on prospects for reform because it
makes forecasting expenditures more difficult. In one of the earlier pro-
jections of pension expenditures in Italy, the 1963 CNEL report predicted
that pension spending would reach 56 percent of total social spending by
1980, an amount that the commission considered to be too high. But this
projection failed to take into account the potential for explosive growth of
the pension sector inherent in the existing, segmented regime (Franco 2000,
18–19). Even apart from the political dynamics of reform that a highly frag-
mented system generates, it has proved remarkably difficult to arrive at any
agreement about future pension liabilities based solely on economic con-
siderations. At a 2000 conference convened by the research arm of INPS,
one employee of INPS reported that the complexity of the pension system
in Italy was such that the bureaucracy lacked the econometric tools neces-
sary to forecast pension expenditures accurately. In fact, the first long-term
forecasts of pension expenditures in Italy date from the late 1970s (Franco
2000, 12). Competing studies from the 1980s (Franco and Morcaldo 1986;
Alvaro, Pedullá, and Ricci 1987; Ministero del Tesoro 1988; INPS 1989)
resulted in widely varying forecasts, with the most optimistic scenarios sug-
gesting little need for reform. Under such circumstances of uncertainty, it
is not surprising that it has been difficult to make a strong case for reform.
The high levels of fragmentation and differentiation in the Italian pension
system, a feature closely allied to the particularistic nature of political com-
petition in that country, have made it difficult to see who benefits and who
loses from the current system, and thus to generate a viable coalition for
reform.

Conclusion

This chapter has argued that differences in pension spending, an impor-
tant determinant of the age orientation of social spending in Italy and
the Netherlands, are a product of differences in both the structure of
pension programs and the type of political appeals that politicians make

177



P1: JYD
0521849985c06 CUNY387B/Lynch 0 521 84998 5 March 16, 2006 16:45

Age in the Welfare State

to the electorate in these two countries. Contrary to the standard liter-
ature on comparative social policy, I find that the level of spending on
pensions in Italy and the Netherlands is not reducible to differences in
the power resources of either organized labor and the Left or the elderly
lobby.

A number of specific policy choices have contributed to high pension
spending in Italy and lower expenditures in the Netherlands. The estab-
lishment of an adequate social minimum, the presence of a second pillar of
private occupational pensions, limits on maximum pension benefits, and a
relatively high retirement age have contained pension costs in the Nether-
lands. At the same time, weak income guarantees for the poorest elderly,
unlimited pension benefits at the high end, and a very low retirement age
have contributed to extremely high pension expenditures in Italy. Analy-
sis of the role of left-leaning and pro-elderly actors in the formation of
these policies reveals that neither the power resources of the Left nor so-
called gray power can explain divergent spending patterns in Italy and the
Netherlands. Rather, these developments provide support for the political-
institutional argument developed in chapter 3.

If a universalistic pension program and programmatic political competi-
tion in the Netherlands serve as a kind of null hypothesis, the development
of pension spending in Italy provides a clear illustration of how the interac-
tion of particularistic political competition and occupationalist program
structure leads to high levels of spending on the elderly. The citizenship-
based pension program in the Netherlands, a program built on the base of
a comprehensive tax system and a politics of programmatic appeals, keeps
spending down because uniform benefits for all citizens make it easy to
calculate the future costs of raising pensions. This universal system also
discourages politicians from using pension benefits as a currency of political
exchange, since it is impossible to raise pensions for one segment of the
electorate alone. This in turn prevents the ratcheting up of pension benefits
for different sectors that proved so expensive in the Italian case. Italy’s
fragmented occupational pension system, by contrast, provides crucial
resources for clientelist politicians, whose opposition to reforming such a
system in turn provides occupationalism with a means of self-propagation.
In addition, the combination of fragmented occupationalism and political
particularism also alters the incentives and behavior even of political
actors whose normal mode of operation might be more programmatic,
such that eventually they, too, come to support the fragmented pension
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system status quo. Both the universalism-programmatic politics dyad and
the occupationalism-particularistic politics dyad are resilient and self-
reinforcing, properties that explain the ability of these political-institutional
characteristics of welfare states to shape the flow of benefits to different
constituencies over long periods of time.
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Conclusion

This book has sought to elucidate how and why social policies in the rich
democracies vary in the way that they treat older and younger members
of society. Yet in the course of devising a strategy for measuring the age
orientation of social policies, testing alternative theories, and elaborating
mechanisms through the use of case studies, less attention has been paid
to the question of why, after all, the “age” of welfare matters. This final
chapter, then, explores the implications of the book’s findings about the age
orientation of welfare states for the well-being of different age groups and
for scholarship about the welfare state.

Age Orientation, Poverty, and Inequality

How does the age orientation of welfare states contribute to the well-being
of different groups in the population? We might think first of the wel-
fare state’s capacity to reduce the incidence of poverty among children,
working-age adults, or the elderly. It seems reasonable to assume that, other
things being equal, elderly-oriented welfare states would do a better job at
reducing poverty among the elderly than among non-elderly adults and
children. On the other hand, in relatively youth-oriented welfare states,
which in fact merely spend roughly equally on the old and the young, the
poverty reduction due to taxes and transfers should be more equal across age
groups.

This proposition is in theory testable using cross-nationally comparable
household-level data on income from the market and from social programs.
Such data are available from the Luxembourg Income Study (LIS) project.
Unfortunately, in practice we can do little more than speculate with these
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data. Measuring the amount of poverty reduction that a welfare state carries
out depends on having reliable household-level data on income both before
and after taxes and transfers are taken into account. But recall that opaque
administration of tax systems is a prime resource for clientelist politicians,
who are concentrated in the elderly-oriented welfare states. As a result,
many countries characterized by particularistic political competition either
do not participate in LIS (e.g., Japan, Greece, Portugal) or do not pro-
vide LIS with pretax income data (e.g., Italy, Belgium), making it impos-
sible to estimate the poverty reduction carried out by the welfare states in
these countries. It is of course telling that the problems in the data reflect
the causal mechanism hypothesized to underlie the very outcomes that
interest us.

Eliminating many of the most elderly-oriented countries from consid-
eration due to a lack of data also makes it harder to examine the effects of
age orientation on poverty even in those countries for which pretax income
data are available, by reducing the already small number of cases. Poverty
and poverty reduction are complex phenomena, and the weight of any one
potential cause (e.g., age orientation) must be considered in light of other
attributes of welfare states and labor markets that may also affect income
distribution and poverty. The amount of poverty reduction carried out by a
welfare state is likely to be related to the amount of poverty before taxes and
transfers, as well as to the size of the welfare state and the level of inequal-
ity generated by the labor market, not to mention the political, societal,
and economic variables that are the root causes of the intermediate-level
phenomena. Without these controls it is impossible to estimate the impact
of age orientation per se. But once we remove Italy, Belgium, and other
countries for which there is no pretax data from the analysis, we have LIS
data to work with for only eleven (mostly youth-oriented) countries – not
enough to allow for any statistical control.

What we can say, then, about how age orientation affects the ability of
welfare states to reduce poverty in different age groups is limited to what
the raw data tell us from those countries where information is available.
A very low level of aggregate spending seems to limit the quality of out-
comes for the very young regardless of how much or how little is spent on
other age groups. None of the smallest welfare states (the United States,
Australia, Ireland, Canada) is able to substantially reduce poverty levels in
families with children (Fig. 7.1). At the same time, there is a great deal
of variation in how much even these small welfare states reduce poverty
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Figure 7.1 Welfare state spending and poverty reduction: children. Note: Poverty
reduction is percentage change in poverty rates pre- and post-taxes and transfers.
Poverty rate is percentage of children aged 18 and under and not household heads
living in households with income of less than 50% of size-adjusted median. Sources:
Spending: OECD 2004; poverty: author’s calculations from LIS (Wave IV data).

among elderly and non-elderly adults (Figs. 7.2 and 7.3). Relatively youth-
oriented Ireland does much better for non-elderly adults than any of the
other residualist welfare states, and Australia and Canada do better than the
quite elderly-oriented United States. Size matters – but at the margin, so
does age orientation.

The age orientation of welfare states may also affect the degree of
inequality among different age groups. Clearly, elderly-oriented welfare
states are not likely to reduce inequality much in any age group, despite rel-
atively generous spending on the elderly. (The occupational programs that
generate high aggregate spending on the elderly are designed to preserve
status differentials, so they tend to reproduce labor market inequalities.)
But we lack the pretax income data that would allow us to see whether
most elderly-oriented welfare states differ systematically (and net of other
factors) from more youth-oriented ones in the way that they mitigate mar-
ket inequalities among different age groups. Another revealing and still
more data-intensive test of the effects of age orientation on inequality
would come from examining inequality within cohorts over time. Does a
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Figure 7.2 Welfare state spending and poverty reduction: non-elderly adults.
Note: Poverty reduction is percentage change in poverty rates pre- and post-taxes
and transfers. Poverty rate is percentage of adults aged 18–64 living in households
with income of less than 50% of size-adjusted median. Sources: Spending: OECD
2004; poverty: author’s calculations from LIS (Wave IV data).

youth-oriented welfare state reduce inequality over time? If so, does all
youth-oriented spending have this effect, or only some? Is the cost over
a cohort’s lifetime greater or less than if the same degree of reduction
in inequality were achieved through transfers to older age groups alone?
These answers are surely worth knowing, as welfare states in the industri-
alized countries shift their budget allocations across different age groups
and different types of policies (e.g., active vs. passive labor market policies,
services vs. transfers).

The results of elderly-oriented social spending for the capacity of welfare
states to perform arguably their most important function – protecting vul-
nerable outsiders – are pernicious. In the account presented here, the quality
of political life emerges as a key determinant of the quality of social benefits
and ultimately social welfare, echoing Marshall’s (1950) linkage of politi-
cal and social citizenship. Where programmatic party competition prevails,
new social programs can come forward to meet the emerging social needs
of adults and children struggling to balance work and caring responsibili-
ties in a changing labor market, and can constrain the otherwise powerful
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Figure 7.3 Welfare state spending and poverty reduction: elderly adults. Notes:
Poverty reduction is percentage change in poverty rates pre- and post-taxes and
transfers. Poverty rate is percentage of adults aged 65 and older living in households
with income of less than 50% of size-adjusted median. Sources: Spending: OECD
2004; poverty: author’s calculations from LIS (Wave IV data).

budgetary expansionism of social benefits for protected core workers and
pensioners. In settings where particularism prevails, however, benefits are
concentrated on a relatively small group of privileged, aging insiders, while
the growing mass of outsiders is left to fend for itself. Let us review how
and why this comes to pass.

Program Structure, Political Competition,
and the “Age” of Welfare

This book has argued that the age orientation of welfare is a largely unin-
tended consequence of the structure of social programs and the mode of
political competition in which politicians engage. Early choices about the
structure of social programs are reinforced by the way that politicians use
these programs to compete for votes, and give rise to welfare states that
treat the old and the young quite differently. The causes normally adduced
to explain differences among welfare states – the economic circumstances
facing welfare states, the political power of Social Democrats or Christian
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Democrats, the influence of welfare state constituencies such as senior cit-
izens – tell us rather little about why some countries spend more on their
elderly or their children than others do.

Welfare state programs organized in different ways and put in place dur-
ing a first critical juncture in the early twentieth century mature into wel-
fare states that privilege different age groups. But in order for welfare state
structures selected at this first critical juncture to “stick” for long enough to
affect the age orientation of welfare spending in the 1990s, initial choices
about the structure of social programs must be continually reinforced. The
competitive environment within which politicians operated during a sec-
ond critical period after World War II supplies just such a mechanism of
reinforcement.

The countries that in the 1980s and 1990s had the most elderly-oriented
social spending – Greece, Japan, Italy, the United States, Spain, and
Austria – were welfare states that entered World War II with occupa-
tional social programs and never, or only recently, added a significant layer
of citizenship-based benefits. Other countries that had occupational wel-
fare states after World War II – the Netherlands, Germany, and France –
were able to develop more youth-oriented citizenship-based programs, to
“switch tracks,” as I termed it in chapter 3. What accounts for the different
pathways pursued by these two groups of countries following the second
critical juncture? I argue that above all the path to highly elderly-oriented
social policies versus a more moderate age orientation is determined by
the way in which politicians use social benefits and other policies, such as
taxation and labor market policies, to compete with one another.

In countries where politicians competed in an environment of particular-
istic politics and clientelism, fragmented occupational program structures
provided critical resources for politicians, and were thus never abolished.
At the same time, the attachment of clientelist politicians to particularistic
administration of taxes, social security, and labor market regulation made
universalistic social programs unpalatable even for leftist politicians, who
were, in most countries, less inclined to compete along particularistic lines
for reasons of ideology. In countries where political competition occurred
along primarily programmatic lines, it was easier to introduce citizenship-
based programs because politicians were less tempted to undermine tax sys-
tems in order to reward self-employed voters. They were also less tempted
to tailor existing fragmented occupational social programs to appeal to
micro-clienteles, and thus less devoted to the preservation of occupational
program structures.
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The original choice to organize social programs along either citizenship-
based or occupational lines had a lasting influence on the age orientation of
social policies in a wide range of industrialized countries. But this choice was
not necessarily a permanent one. At key moments such institutional choices
need to be reaffirmed. In the welfare states of Europe, North America, and
the Pacific, the predominant mode of political competition in the period
following World War II served as the backdrop against which institutional
structures were either reaffirmed or renegotiated. The mode of political
competition, programmatic or particularistic, thus has important conse-
quences for the age orientation of social spending, channeling as it does
the choices politicians make about how to structure and distribute social
welfare benefits.

The development of family allowance policies, unemployment-related
benefits, and old-age pensions in Italy and the Netherlands illustrates how
the structure of social programs and the competitive behavior of politi-
cians interacted to produce an elderly-oriented welfare state in Italy and
more youth-oriented spending in the Netherlands. Italy’s elderly-oriented
welfare state is characterized by fragmented occupational social programs
that do very little for children and working-age adults. At the same time,
Italian pension spending is lavish (even if the distribution of this spending
means that many elderly are left without adequate resources). The relatively
youth-oriented Dutch welfare state has universal citizenship-based benefits
that are quite generous for children and working-age adults, and moder-
ate public pension spending that is supplemented by an equally moderate
private occupational pension system. These very different constellations
of policy outcomes can be explained by the mutually reinforcing dynam-
ics of social program development and political competition in the two
countries.

Britain’s victory in World War II ensured that the Beveridgean model of
social protection would become the archetype of the modern welfare state.
Universal citizenship-based programs such as those in the Netherlands
became the stock-in-trade of programmatically oriented politicians seeking
to make their mark by providing public goods, rather than private benefits.
Programmatically inspired political competition in the Netherlands in the
postwar period thus spurred the development of universal social programs
to complement or replace pre-existing occupational ones. Politicians in Italy
also sought to use the programs of the welfare state to generate electoral
support. Much as in the Netherlands, Italy’s moderate Communist Party
hoped to consolidate its working- and middle-class base by offering a vision
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of a new, universal, citizenship-based system. But Italian Christian Demo-
cratic (and later Socialist) politicians’ strategic use of the welfare state, tax
system, and public employment service soon made the goal of universal-
ism seem less possible, and less desirable, to the mainstream Communist
Left.

When politicians in the Netherlands used the welfare state to “buy”
votes during periods of intense electoral competition, the universalization
of benefits such as family allowances and pensions was one result. But in
Italy, when social programs became the currency of electoral competition,
occupational programs became more fragmented and more entrenched.
The presence of a large group of powerful politicians competing in a clien-
telistic mode explains the persistence of fragmented occupational family
allowances, unemployment benefits, and pensions in Italy during a period
when many other countries of Europe were moving toward a more univer-
salistic conception of the welfare state.

The earliest traces of clientelism followed in this book are to be found
not in the welfare state itself but in the tax systems that underlie social
programs. Clientelist domination of the legislature and the public adminis-
tration in Italy in the early postwar years impinged on the development of a
well-functioning tax system. Politicians and tax collectors looked the other
way as valuable electoral constituencies such as the self-employed failed to
report income or pay taxes on the income they did report. A fragmented
and highly complex tax system eventually reified many of the special priv-
ileges granted in practice to valuable friends and allies of the Christian
Democratic Party. The result was a tax system in Italy that could not sup-
port, either financially or politically, the weight of citizenship-based social
programs.

Political coalitions advocating universal family allowances, unemploy-
ment benefits, and old-age pensions unraveled in Italy by the 1970s as
it became clear that universalizing social insurance would mean adding
benefits for the self-employed that would be financed by taxing industrial
workers. Clientelist use of the tax system had made universal social pro-
grams impossible in Italy. In the Netherlands, quite the opposite occurred:
there, a capable fiscal administration was the precondition for agreements
that extended occupational family allowances, unemployment benefits, and
old-age pensions into a full-fledged safety net entitling the self-employed
and non-employed to the same benefits as employees.

Clientelist use of the tax system ensured that occupational social pro-
grams in Italy could not be replaced. But these programs, which provided
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different levels and types of benefits for different groups of workers, were
also a gold mine for politicians who used particularistic strategies to com-
pete for votes and win elections. Multiple, differentiated benefit categories
within a single program – such as Italy’s scores of separate public pen-
sion funds or multiple different programs providing cash benefits for the
unemployed – are not just ex post facto evidence that politicians used the
welfare state to target benefits to small groups of voters. The existence of
such fragmentation also made it easier to justify new forms of discretionary
targeting of benefits like a better replacement rate here, or a shorter refer-
ence income period there. As the fragmentation of the Italian welfare state
increased, the very complexity and opacity of what Italian commentators
have come to call “micro-corporativism” in turn protected the politicians
who engaged in it. A thicket of highly specialized provisions has made it
difficult for the public (and sometimes even for policy makers) to know
when changes have occurred, and even harder for them to understand what
the consequences of such changes might be for the public interest. For all
of these reasons, politicians who compete using clientelism have been loath
to see occupational fragmentation overturned, or even reformed.

Occupationalism stuck in Italy for two main reasons. First, clientelist
political competition made it difficult to develop the neutral state capacities,
like strong tax systems or functioning labor exchanges, that are necessary
to make universal social programs politically and financially viable. Second,
occupational welfare programs themselves provided valuable resources for
clientelist politicians. In the Netherlands, on the other hand, neutral state
capacities provided strong foundations for universal, citizenship-based pro-
grams. These programs, in their transparency and lack of differentiated ben-
efits, both reflected and encouraged programmatic political competition.

The distinction between occupational and citizenship-based social pro-
grams also affected the demand side of social policy making in important, if
less obvious, ways. Prior to the 1960s, benefits for children and working-
age adults were, in Continental Europe, typically cast as wage supplements.
Family allowances were put in place to make up for wage restraint or
reduced hours; unemployment benefits were extended to those excluded
from the labor market on a long-term basis only in cases of emergency
or restructuring. When such benefits become a part of the apparatus of a
citizenship-based welfare system, though, as they did in the Netherlands
in the 1960s, they take on a different meaning. No longer simply wage
supplements, in the Netherlands family allowances and long-term unem-
ployment benefits grew into full-fledged entitlements, with accompanying
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expectations about the appropriate level of the benefit.1 In Italy, however,
where family allowances and benefits for the unemployed remained occu-
pational in nature, benefit levels were allowed to drift downward as wages
and standards of living grew. Non-indexation of unemployment benefits
and of family allowances in Italy doubly doomed those programs: as long
as wages were rising, few people noticed that the benefit levels were falling,
and once the benefit had shrunk to insignificance, very few people cared to
spend political capital defending them.

Universal programs for the non-elderly grew quite rapidly in the
Netherlands because, once divorced from wages, these benefits turned into
expensive individual entitlements. At the same time, their undifferentiated
structure meant that if politicians used these programs in an attempt to cap-
ture the votes of any group interested in the program, benefit levels would
increase across the board. A raise for one is a raise for all in a citizenship-
based social program. Occupational programs in Italy, on the other hand,
could remain modest and yet still provide valuable currency to politicians.
Even cash rewards too small to be much more than symbolic could be used
to secure votes, as long as there were people who were not getting anything
at all. This was an important reason why the Left came to oppose modest
cash benefits for the youth unemployed in Italy.

If even small youth-oriented benefits can be useful for clientelist politi-
cians in an unsaturated marketplace, large and highly salient benefits such as
old-age pensions take on a life of their own. Differently situated constituen-
cies press for ever better benefits, and the lack of transparency inherent to
fragmented occupational regimes makes it possible for politicians to provide
without invoking the public’s wrath. This situation has made Italy’s pension
system extraordinarily resistant to change – more resistant, I would argue,
than a policy feedback model based simply on blame-avoiding politicians
would suggest.

In universal, citizenship-based pension systems such as the Netherlands’,
on the other hand, private or supplementary occupational pensions often
act as a release valve for pressures to increase pensions. This safeguard is
necessary since the budgetary consequences of increasing benefit levels in
a universal program that provides even a modest income for retirement are
so visible. Universal benefits that by their nature are relatively large – that

1 Bussemaker (1992) has usefully discussed this transformation with reference to the “indi-
vidualization” – extension to women as an independent entitlement – of benefits previously
reserved for male breadwinners.
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is, provide more than temporary or partial income support for large groups
of people – thus are more resistant to expansionary politicking than either
fragmented occupational benefits or smaller citizenship-based benefits such
as family allowances or unemployment benefits.

Clientelist political competition in Italy locked into place pre-existing
occupational programs, resulting in declining benefits for the non-elderly
and an explosion of pension spending. In the Netherlands, citizenship-based
programs grew on a base of neutral state capacities provided by program-
matic political competition, and in turn reinforced the tendency in that
system to compete along programmatic lines. The development of social
spending in different areas (strong growth in the area of new entitlements
of the non-elderly, and more cautious growth in the larger old-age pension
program) resulted in a relatively youth-oriented welfare state.

Implications for the Study of Welfare State Politics

The argument presented in this book highlights two features of welfare
states that have until now received very little attention in the literature on
comparative social policy: (1) how the structure of welfare state programs
interacts over time with demographic and labor market shifts and (2) the
use that politicians make of such programs in their competitive battles with
one another. But the explanation for why welfare states differ in their age
orientation is perhaps most surprising because it has so little to do with
age. The political power of age-based political actors and the beliefs they
are presumed to carry with them about what is a just distribution across the
life course play far less of a role in determining the “age” of welfare than
one might expect.

At the margins, pressure groups representing both elderly and non-
elderly constituencies (pensioners, families with children, and the unem-
ployed) have certainly had an impact on social policies. And there is no
question that the age orientation of social policies has become a subject
of political contention for demographically defined pressure groups. But
the age orientation of social policies should not be mistaken for a result of
these constituency demands. Rather, policy drift (see Hacker 2004) result-
ing from sticky institutions in a changing environment is responsible for
the outcomes we observe. It creates policies that benefit particular groups
and for which these groups now fight, but which are actually the result of
long-term processes having little to do with the demands of welfare state
clienteles.
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The interpretation of welfare state age orientations as a product of Chris-
tian Democracy falters on similar ground. Not only is the relationship
between Christian Democratic strength and age orientation inconsistent
(Italy, the Netherlands, Germany, and Ireland all have strong Christian
Democratic political actors, but their age orientations range across the
spectrum from rather youth-oriented to very elderly-oriented). Perhaps
more important, welfare state structures such as status-preserving occupa-
tional social insurance programs and family policies that reinforce patriar-
chal authority – which accord with Catholic social doctrine and are often
assumed to be a result of the power of actors motivated by it – are not
necessarily the result of Christian Democratic power. The thoroughness
with which Christian Democracy dominated the state in Italy makes that
country a hard case among the Christian Democratic welfare states for
this argument. But even in Italy, these classically “Christian Democratic”
welfare state structures appear more as spandrels (see Gould and Lewontin
1979), by-products of some other set of evolutionary processes, than as true
outcomes of Christian Democratic actors pursuing ideologically motivated
policy goals.

The power of Social Democracy proves to be an equally poor predic-
tor of the age orientation of welfare states. The egalitarian ideologies of
working-class actors do not necessarily favor age-neutral social spending.
The Left may defend either an aging core work force or younger labor
market outsiders, depending on dynamics internal to the organized labor
movement, on which policy solutions seem possible, and on the tactics of
the opposition. In our cases, we saw the Left’s social policy preferences
change depending on the competitive strategies of the Center-Right. It
would be impossible to pin variation in the age orientation of social spend-
ing to the strength of working-class ideologies and actors without knowing
much more about the political and institutional environment within which
they operate.

As with Christian Democracy and Social Democracy, the preferences of
employers are unlikely to be homogeneous enough across space and time to
account for variation in the age orientation of welfare states. Still, we might
expect employers in small, open economies to create and defend universal-
istic social policies, on the theory that these would lower employers’ direct
nonwage labor costs. This could, over the long run, have the unintended
consequence of creating more youth-oriented social policies in countries
whose economies are highly exposed to international markets. But not all
small, open economies opted for citizenship-based welfare states at our
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first critical juncture around the turn of the century (the Netherlands and
Ireland did not), and even after the second critical juncture, some small,
open economies (e.g., Belgium and Austria) maintained their occupational
welfare states. The presumed preferences of employers within this rela-
tively homogenous set of countries do not then account for the divergences
in welfare state structures that produce varying age orientations.

As this brief summary makes clear, the argument presented in this book
differs in some fundamental ways from traditional studies of comparative
social policy. In the first place, my argument focuses more on the sup-
ply side of welfare politics than do explanations that appeal to the logic
of constituency demand. While welfare state beneficiaries certainly have a
role to play in requesting or acquiescing to certain policy solutions, both
politicians and existing institutions are critical in shaping these demands.
Welfare states cannot be read simply as the revealed or congealed prefer-
ences of powerful constituency groups. But neither can the supply of social
policies be read simply as an expression of politicians’ power to enact ide-
ologically motivated or interest-based programmatic goals. What political
representatives of employers and the working class want, and what they
can get, affects the choice for universalism versus occupationalism at our
first critical juncture. But we have seen that the competitive environment
in which politicians of all ideological stripes find themselves determines
crucially the kinds of social policies that they will support.

In this view, (some) institutions are the result of purposive action, but
not necessarily of rational choice in the sense of action that pursues opti-
mal policies given a certain set of ideologies or a certain demographic base.
Because (other) institutions constrain the preferences of political actors, it
is not possible to read their policy choices from their ideologies, their con-
stituencies, or their place in the productive structure. This is not simply to
say that political actors seek office or votes but not policies. Politicians are
policy seekers, but the policies they seek are not necessarily the ones that
inductive logic tells us they should prefer, in part because pre-existing insti-
tutions constrain their choices and make some options seem more appealing
than others.

Still, the unintended consequences of institutional design may look very
much like results of the ideologically motivated policy choices of powerful
political actors. Elderly-oriented welfare states look like the outcome of
successful lobbying by powerful senior interest groups. Age-neutral social
spending looks like a victory for the egalitarian principles of working-
class-based parties. But an important conclusion of this book is that such

192



P1: JYD
0521849985c07 CUNY387B/Lynch 0 521 84998 5 March 16, 2006 16:48

Conclusion

appearances can be misleading. While political actors do come to have a
stake in these social policy institutions, they did not invent them. The age
orientation of welfare states is a result of formal policy institutions, kept
rigid by their bundling with informal political institutions and failing to
adjust to long-term processes of demographic and social change.

Deep structural configurations such as these can coincide with and/or
conceal what scholars and lay observers alike more often view as the short-
to medium-term preferences of parties, politicians, or interest groups. This
capacity for masquerade is probably part of what gives some institutions
their resiliency. But if welfare state outcomes are marked by the unintended
consequences of institutional design, then it makes little sense to think about
the development of welfare states over the relatively longue durée of the
postwar period purely in terms of purposive action guided by partisan goals
and ideologies. In fact, observing the process by which both institutions and
interests develop over the entire postwar period, rather than focusing on
the correlation between interests and institutions in recent years, highlights
a less actor-centered alternative set of causes of welfare state consequences
(see Pierson 2004).

The unintended consequences of institutional rigidities undoubtedly
play a larger role in structuring welfare state outcomes than much of the
previous literature has allowed. Policy drift allows old institutions and struc-
tures to generate new outcomes as the context within which they operate
changes. The age orientation of welfare states is an outgrowth of early
choices about welfare state structures, choices that were made without con-
cern for the shape of the labor market, public finance, family structures, or
demographic trends one hundred years hence. Yet as the societal substrate
within which institutions are embedded changed, so too did the effects of
these institutions. It seems likely that other attributes of welfare states that
are also affected by the institutional form of social policies – attributes
such as aggregate social spending or the extent to which welfare states
decommodify workers – may also rely more than has often been recog-
nized on policy drift and the unintended consequences of earlier policy
decisions.

If this is true, then neither the age orientation of welfare states nor some
of these other characteristics of welfare states that interest scholars should
be interpreted purely as offshoots of the standard configurations of ideolog-
ical or power resource variables. To focus on pre-existing institutions and on
the prevailing political rules of the game forces us to consider the resources
that specific contexts of competition confer on (or deny to) politicians,
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as well as these actors’ ideologies and goals. Even when politicians are
ideologically committed to particular policy goals, they may eventually
press for other, sub-optimal policy solutions, as is vividly illustrated in
the studies of Italian policy development in chapters 4 to 6. Left-leaning
political actors in Italy repeatedly chose not to pursue the generous uni-
versal social benefits that they had once advocated because the political
strategies of center and right politicians made other, second-best solutions
preferable. This is not to deny the importance of power resources or of
purposive action on the part of politicians and other policy makers, both
of which have undeniably contributed to the shape of welfare states as we
know them today. But all politicians must do their work within specific con-
texts, only some of which permit them to choose policies that are optimal
from the standpoint of their ideological or organizational commitments.

This finding illuminates an important but often overlooked characteristic
of the roughly one-half of polities in the advanced industrialized countries
where programmatic political competition is not the norm. Particularistic
political competition, even when it is the preferred style of a minority of
politicians, sends out ripples that affect the entire political system. This is
because clientelist behavior on the part of ruling politicians is infectious:
it informs not only the strategies of the clientelists, but also the strategies
and eventually policy preferences of opposition politicians. The clearest
example from this work is the way in which particularistic manipulation
of the tax system in Italy contributed to left politicians’ and union leaders’
decision to abandon the project of building a universalistic welfare state.

When even a small set of powerful politicians begins to shape institu-
tions in a way that optimizes their particularistic competitive strategies, it
forces other politicians to change their strategies and preferences as well.
This gives a first-mover advantage to politicians who build institutions,
because these institutions reinforce particular competitive strategies. And
it accounts for the persistent bundling of the mode of political competition
and the structure of welfare state programs. Sets of institutions become
path-dependent because of the increasing returns that each generates for
the other.

Possibilities for Institutional Change

The persistence of social policy institutions set in place in the late nineteenth
century and reinforced by different types of political competition creates,
unintentionally, patterns of social spending that generate inequalities in
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well-being among different age groups in the late twentieth century. But
are these outcomes set in stone for all time? How does the “stickiness” of
these institutions affect the development of welfare states during the current
period, when policy makers have become more aware of how current demo-
graphic and labor market conditions combine with welfare state institutions
to produce sometimes undesirable spending patterns? What circumstances
might we expect to contribute to changing the long-established age orien-
tations of welfare states?

A new critical juncture could occur, signaling a dramatic shift in age
orientations, if some external force were to generate a change in either the
competitive behavior of politicians or the way social programs are orga-
nized. This would effectively decouple the two, allowing one to change
without requiring that the other give way at the same time. A few candidates
present themselves, especially in Europe, where the collapse of Commu-
nism in the East in 1989, the globalization of trade, and European monetary
union in 1992 have had far-reaching effects on social, economic, and polit-
ical institutions. So far, though, none of these exogenous shocks seems to
have generated enough momentum to shift the age orientation of social
spending meaningfully.

The fall of the Berlin Wall contributed to the overthrow of clientelist
political regimes in Italy and Austria in the early 1990s, as electorates that
had once tightly held their noses and voted for stability against the Commu-
nist threat began to consider other options. But while clientelist politicians
have passed out of office (temporarily, in many cases), it will take more time
to undo the effects of fifty years of particularistic public administration.
Left governments in Italy in the 1990s – the first in the postwar period –
were finally able to reform the tax system and lay the groundwork for tax
financing of a variety of new citizenship-based social programs. But whether
these changes will weather alternation with a right that is still largely partic-
ularistic in orientation, and whether they will be enough to turn the ocean
liner that is the Italian pension system and free up resources for a more
age-balanced repertoire of social spending, remain to be seen.

The internationalization of trade might also generate pressure for a shift
in the age orientation of social spending. Growing international competi-
tion has increased employers’ sensitivity to nonwage labor costs, resulting
in a push from some Continental European employers to convert payroll-
financed occupational benefits to citizenship-based programs paid for out of
general revenues. (Rising health care costs and private pension fund insol-
vency have led some large employers in the United States to call for more
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public welfare solutions, as well.) However, at the same time, governments
(particularly subnational governments) are looking for ways to shift costs
onto the social partners (see, e.g., Campbell and Morgan 2005), so the net
effect of these counterpressures may be no movement at all.

A third potential source of pressure for change in domestic institutions,
European monetary union, is probably the most likely candidate to gen-
erate a critical juncture signaling a new path toward substantial changes
in the age orientation of social spending. In particular, the criterion that
government budget deficits not exceed 3 percent of GDP generates pres-
sure both for tax reform and for spending cuts. Tax reform, as we have
seen, is a necessary (but not sufficient) condition for financing citizenship-
based social programs that would be more youth-oriented in nature. More
immediately, the Maastricht criteria demand fiscal restraint even where the
public, unions, or employers might not be sensitive to the costs of social
spending. When the possibility of deficit financing of social welfare dis-
appears, spending begins to look more like a finite pie. Under these new
circumstances welfare state politics are more likely to focus on the alloca-
tion of total social spending among different competing groups, including
different age groups. Indeed, in Italy the reframing of the “crisis of the
welfare state” as a crisis of intergenerational allocation coincided with that
country’s drive to join the monetary union.

In theory, there is no reason that a shift in age orientation must await a
cataclysmic change or a new critical juncture (Streeck and Thelen 2005).
If the age orientations observed in the 1990s are largely a result of how
social policy institutions “fit” with a society’s demography and labor mar-
ket, new demographic and economic changes could cause a change in age
orientation as well. But societal changes of a magnitude capable of generat-
ing a new age orientation without concomitant institutional changes seem
unlikely to occur in the near future. Even with loosened immigration con-
trols and more generous family policies, populations in the rich democracies
will continue to age. And while the fortress labor markets of Continental
Europe are becoming increasingly open to younger and female workers,
these former labor market outsiders are often integrated on a part-time or
flexible basis without access to the same social rights as the aging core work
force. So social policies are not likely to “drift” their way toward new age
orientations.

Another potential source of change is a breakdown in the tight cou-
pling between the mode of political competition and the structure of social
programs. If dynamics internal to the welfare state – some kind of policy
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feedback – were to break down the supportive relationship between clien-
telism and occupationalism, or between programmatic competition and
universal social benefits, so that they no longer generated increasing returns
for one another, we might observe a shift in the age orientation of a welfare
state.

Pierson (1994) and Campbell (2003) posit a type of policy feedback in
which welfare state programs create and define over time beneficiary groups
with the potential to act politically to preserve their benefits when they are
threatened. This constituency-based feedback model leads us to expect that
in youth-oriented welfare states, all other things being equal, we would
see movements of single mothers, youth unemployed, families on assis-
tance benefits, and so on, springing up to protect from retrenchment the
programs that benefit them.2 In elderly-oriented welfare regimes, on the
other hand, the absence of meaningful social spending programs geared
toward working-age adults and children should discourage the growth of
policy feedbacks in which groups of relatively youthful beneficiaries coa-
lesce to defend “their” programs from cuts. In fact, though, movements
of and/or for the elderly (pensioners’ parties, pensioners’ unions, elderly
advocacy groups) exist in all advanced industrialized countries. And while
the elderly are not responsible for the age orientation of social spending as it
has emerged in the twentieth century, there is good evidence to suggest that
organized gray power may actually help to limit spending on the elderly in
certain contexts (Campbell and Lynch 2000; Anderson and Lynch 2003).

The reform trajectories of welfare states with varying age orientations
do not appear to follow a pure constituency feedback model. It is true that
some of the most youth-oriented countries (Finland and Denmark) have
become even more youth-oriented since 1990, while some of the most
elderly-oriented (Japan and the United States) have moved even further in
that direction. The recent enactment of a prescription drug benefit for the
elderly in the United States while over forty million working-age adults and
children go without any health insurance, for example, pushes that country
toward an even more pronounced elderly orientation. However, the Dutch
and Italian case studies suggest that the age orientation of social spending

2 Of course, all other things are not equal, and the likelihood of such groups emerging prob-
ably depends not only on a variety of program characteristics independent of expenditures
(the degree of stigma associated with benefits, the method of financing, the locus of admin-
istration, etc. – see Ingram and Schneider 1993; Schneider and Ingram 1993; Soss 1999;
Mettler 2002) – but also on characteristics of the broader political, economic, and social
environment.
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may instead generate a different kind of policy feedback – one based on
norms rather than voting blocs – that impacts the politics of welfare state
reform in different ways.

The numerical and organizational strength of the elderly has been
important in the politics of welfare reform in the last decade in elderly-
oriented Italy, as a constituency-based feedback model would lead us to
expect. The elderly in Italy have indeed exercised a powerful constraining
role in pension system reform debates. But it is worth noting that since
the mid-1970s this role has been played predominantly by pensioners as
voters, and not by the pensioners’ parties (insignificant and ephemeral)
or pensioners’ unions (large and significant, but surprisingly moderate in
their demands; Campbell and Lynch 2000; Anderson and Lynch 2003). Fur-
thermore, we saw in chapter 6 that Italian politicians have developed their
own distinctive interests in maintaining expensive pension provisions, quite
apart from demands arising independently from the elderly. Constituency-
based feedback models do not help us to distinguish in this case between the
possibly contradictory demands of organized interest groups as opposed to
voters, and they discount the importance of politicians’ independent inter-
est in particular programs.

From the point of view of the policy feedback literature, it is more sur-
prising that the elderly in the relatively youth-oriented Dutch welfare state
have also proven to be a powerful political lobby. In 1994, elderly organiza-
tions reacted to the Christian Democratic leadership’s threat to cut pensions
by forming two new pensioners’ parties and placing seven members in Par-
liament. As a result of this political strength, the elderly have been able to
contain cuts to their programs, including exempting pensions from freezes
at a time when other social benefits were subject to austerity measures. In
the field of labor market policies, similarly, older workers have been much
less affected by retrenchments than have younger ones. At the same time,
sustained mobilization of younger welfare state beneficiaries was notably
absent in the 1990s, with the exception of some important protests against
disability insurance reform. How are we to understand this paradox?

Policy feedbacks in Italy and the Netherlands do not appear to depend
just on the nature of social programs, and hence on the size and shape of
the constituency groups that these programs create. Rather, the age profile
of social spending seems to set the parameters for emerging debates over
intergenerational equity. In a pathway that echoes Levy’s (1999) vice-into-
virtue framework more closely than Weaver’s (1986) and Pierson’s (1994)
blame-avoidance scenario, reforms in the Netherlands and Italy are taking
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place in the areas where they are arguably most needed, and not simply in
the areas where groups of welfare state beneficiaries are weakest.

In Italy since the mid-1990s, the educated elite have increasingly come to
blame the welfare state’s maladies on the “hyper-protected” elderly and on
the groups that in reality or in perception work on their behalf (the splinter
Communist party Rifondazione Comunista, which has assumed the musty
mantle of defender of the existing pension system, and the pensioners’
unions). These are the new villains in a country that many have come
to see as, in the words of former Prime Minister Massimo D’Alema, “a
society organized against the young” (Di Caro 1997). As a result, some
politically vulnerable categories of pensioners, especially women, have seen
cutbacks that affect them immediately, and benefits for future pensioners
have been scaled back. At the same time, efforts to increase protections for
the young and for working-age adults in Italy have seen real results, even
at a time of fiscal contraction. By contrast, the young in the Netherlands
are the ones cast in the role of the villain. Successful welfare state cuts in
the 1990s targeted “inactive,” “parasitic” working-aged adults, especially
young adults, while pensioners came out ahead.

The age orientation of social policies then seems to create a kind of
ideational policy feedback among elites, structuring how they perceive the
welfare state to administer intergenerational justice, and thus setting new
parameters for discussions about welfare retrenchment and reform. Under
what circumstances ideational feedbacks (a kind of backlash against the
existing age orientation of the welfare state) can take root among mass
publics is a question for further research. But there is reason to think
that ideational feedbacks may be particularly important in shaping political
struggles over the age orientation of a welfare state, where, to borrow strong
words from Albert Hirschman (1977), questions of justice and fairness may
move the passions nearly as much as interest does.
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