A Long Good Bye to Bismarck?

The Politics of Welfare Reforms in Continental Europe

Paper presented at the RC19 conference

Social policy in a globalizing world:
developing a north-south dialogue
6-8 September 2007-07-18 Florence University

Draft

Comments are welcome

Bruno Palier

Cevipof/Sciences po

98 Rue de l’Université

75007 Paris

bruno.palier@sceinces-po.fr

Abstract:

This paper aims at synthesizing the main results of a collective research launched in late 2005, comparing the welfare reform trajectories in so-called “Bismarckian welfare systems” (Old age, health and unemployment insurances in France, Germany, Italy, Spain, Austria, Switzerland, Belgium, Netherlands, Visegraad countries). In order to understand these changes, we will start by discussing what the main characteristics of Bismarckian welfare systems are. Second we will synthesise the main changes that have occurred in these systems, and say why it is appropriate to speak of the “realignement” of Bismarckian welfare policies to the dominant social policy agenda. Third, we will emphasise the specificity of the trajectory followed to join this common agenda, being highly determined by the typical Bismarckian welfare institutions. We will conclude finally that the consequences of these changes are increasing the insider/outsider cleavage
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While during the 1980s, attention was centred firstly on analysing welfare state crisis, and then on understanding the differences between welfare states, the key preoccupation now is the analysis and understanding of welfare reforms. In pursuit of this latter objective, recent comparisons have either analysed all types of welfare regimes (Esping-Andersen, 1996; Ferrera, Rhodes, 2000; Scharpf, Schmidt, 2000, Ebbinghaus, Manow, 2001; Leibfried, 2001; Pierson, 2001; Sykes, Palier, Prior, 2001; Huber, Stephens, 2001; Swank, 2002; Wilensky, 2002), or focused instead specifically on the liberal or else on the Nordic regimes (Pierson, 1994, Orloff, O’Connor, Shaver, 1999; Kautto et al. 2001; Revue Française des affaires sociales, 2003). But to date no systematic comparative research has been conducted on recent developments in the “conservative corporatist” or Bismarckian welfare regimes based mainly on social insurance mechanisms
. 

Comparisons of welfare state reforms that have been carried out recently have almost all been framed by Esping-Andersen’s seminal typology of welfare capitalism. Despite a number of criticisms, it seems that recent research on welfare reforms inevitably comes back to this three-fold distinction. Indeed, most collective books either refer to the ‘three worlds’ in their choice of countries (see Scharpf and Schmidt, 2000 or Pierson, 2001), or organise the comparison explicitly through groups of countries that reproduce this division (see Esping-Andersen, 1996 or Sykes, Palier and Prior, 2001). Moreover, findings usually suggest that there are ‘three worlds of welfare reforms’, with comparative studies concluding that there are different processes of welfare state adaptation that can be associated with each world of welfare (Scharpf and Schmidt 2000; Pierson 2001b). The three paths for welfare state change result from the three different contexts of historical and institutional constraints in each welfare system. Scharpf and Schmidt (2000) convincingly show that the three worlds do not experience the same kinds of vulnerabilities in the face of the new global and European environment. Examining the implementation of several policies, Pierson proposes that -  besides cost containment which is common to all welfare reforms - a specific type of reform is predominantly pursued in each world of welfare capitalism: ‘re-commodification’ in the liberal welfare states, ‘rationalising re-calibration’ in the Nordic countries and ‘up-dating re-calibration’ of the Continental systems (Pierson, 2001b: 455).

The findings of recent research have led to the conclusion that reforms had a limited impact on the structure of the different welfare states, not threatening but instead preserving and even reinforcing the very nature of each system. Thus, due to various processes of marketisation in social protection, and the re-commodification strategy adopted, liberal welfare states have become even more residual and liberal (Taylor-Gooby, 2001). Social democratic welfare states, thanks to an egalitarian distribution of cuts (around 10 per cent across all benefits) and a rediscovery of ‘the workline’, are similarly returning to their traditional road to welfare (Kuhnle 2000, Revue française des affaires sociales, 2003). And, from the point of view of much comparative research, most of the continental welfare states have remained essentially the same, not only because reforms have reinforced their characteristics, but also because of an apparent inability to implement any substantial reform at all (giving rise to terms such as ‘eurosclerosis or ‘frozen fordism’). 

Despite the absence of systematic comparison within the Bismarckian family of welfare systems, the general literature on welfare state change paints a picture of these systems’ development, based on their contrasts with other regimes. From this standpoint, the general literature usually concludes that - despite the fact that they are facing the biggest challenges and are the most in need of transformation – the Bismarckian welfare systems have proved almost wholly incapable of implementing important reforms.

However, our project presents a systematic comparison of the development of social insurance programmes over the last three decades – and demonstrates, on the contrary,  that Bismarckian welfare systems have changed a lot. We show that, after a period when increasing social expenditure and social contribution to finance a “labour shedding” strategy was the main answer to economic crisis, they have recently developed policies aimed at restructuring their welfare systems, in line with the dominant social policy agenda set at the international level.

In order to understand these changes, we will start by discussing what the main characteristics of Bismarckian welfare systems are. Second we will synthesise the main changes that have occurred in these systems, and say why it is appropriate to speak of the “realignement” of Bismarckian welfare policies to the dominant social policy agenda. Third, we will emphasise the specificity of the trajectory followed to join this common agenda, being highly determined by the typical Bismarckian welfare institutions. We will conclude finally that the consequences of these changes are increasing the insider/outsider cleavage. 

I. What is a Bismarckian Welfare system?

There has been continuous debate about the Esping-Andersen typology
. Instead of trying to read Esping-Andersen’s typology as a description of the ‘real worlds’ of welfare capitalism, it is useful here to conceptualise it as isolating ideal-types, differentiated both in terms of policy goals (logic or conception) and policy instruments (‘ways of doing’, institutions). 
A number of broad normative/ideational elements are (more or less) common to Bismarckian welfare systems. The main aim and emphasis is to provide job and income security for male workers : security seems indeed the basic word (where poverty alleviation could be the one of ‘liberal’ public welfare programmes, and equality the central aim of the Nordic ones). Security appears in the name of the main social insurance schemes: Soziale Versicherung, sécurité sociale, securidad social, securita soziale, etc…. Beside this central point, one should also mention the importance of professional belonging in defining individuals’ social identities and the importance of collective protection and collectively negotiated rights. As far as social justice is concerned, these schemes are less concerned by poverty or inequalities than by ensuring the proportionality of benefits with regard to former wages (the so-called equivalence principle, which is a specific conception of equity). There is also a shared historical basis to the Bismarckian welfare systems, linked as these are with industrialisation, whose expansion were largely constructed in the (post-war) heyday of Fordist, industrial capitalism - unlike many liberal (Anglo) welfare states that were established earlier (pre-industrial) and social democratic welfare states that only took off later (post industrial) (Bonoli, 2007).

In the Bismarckian systems, the level of social protection offered depends on the employment situation, market performance and merit. As a result of the relatively generous level of the social benefits provided, it also guarantees insured individuals a certain level of independence in relation to the market in the event of a contingency. In this case, dependence on the market is indirect, in so far as the level of social benefits provided by these systems is itself related to prior employment (and family situation). Universality of coverage is therefore dependent on the capacity of society to ensure full employment. As we know from gender studies, these systems were also characterised by a strong orientation towards the support of traditional family roles. This model is frequently associated with a family structure based on the male breadwinner, which implies that women are left with prime responsibility for caring (Lewis, 1992). Under this model, the participation of women in the labour market is fairly low (France being an exception). 

As far as policy instruments or « ways of doing » are concerned, Bismarckian welfare systems have (more or less) a number of commonalities in respect of four key institutional variables:

1. modes of access to social protection are based on work/contribution; these systems were primarily aimed at insuring salaried workers who were paying contributions.

2. Social benefits are merely in cash, transfer-based, proportional,  earnings-related,  expressed in terms of replacement rates;

3. Financing mechanisms are based principally on social contribution (payroll taxes)

4. Administrative structures are para-public, involving social partners in the management of the social insurance funds (“Kassen”, “caisses”, “caza”…)

This type of welfare system is found mostly in Continental Europe. Indeed, most countries of the European continent, having followed the Bismarckian route of welfare state development, can be considered as ‘social insurance states’ and share these common “welfare institutions”
: access to benefits is linked to work position (instead of citizenship or need); most of the benefits are in cash and contributory (instead of flat-rate benefits or social services in kind); much of their social outlays are financed via earnings-related social contributions (instead of general taxation); and they have established a more or less ‘corporatist’ management of their schemes via funds that are more or less independent from the state. The comparative welfare state literature has shown that Germany, Austria, France, the Netherlands, Luxembourg, Italy, Spain, Belgium, Hungary and Czech Republic have all developed welfare systems close to this ideal-type (Germany usually being the reference case). Our basic hypothesis is that this similarity of welfare conception and institutions partly explains the similarities in the problem profile and in the trajectories of reform. However, this has not prevented the policies being implemented from changing a lot, from the 1970s to the 2000s.

II. Bismarckian welfare systems have gone through important changes to align with the new and common welfare reform agenda

The recent literature on comparative welfare state development did not focus specifically on Bismarckian welfare regimes, but drew a comparative picture of their development by contrasting them with other regimes. When he analysed ‘national adaptation in global economies’  and compared the various capacities of different welfare regimes to face the new economic challenges, Esping-Andersen emphasised the rigidity of the continental welfare state arrangements, speaking of a ‘frozen continental landscape’ resulting from the ‘frozen Fordism’ found in Germany, France or Italy (Esping-Andersen, 1996). He concluded that ‘the cards are very much stacked in favour of the welfare state ‘statu quo’ in these countries’ (ibid.: 267). Scharpf and Schmidt (2000) have shown that if all welfare states do present vulnerabilities to the new open economic context, the welfare systems based on social insurance face the biggest difficulties of all welfare states, while Pierson (2001) argues that reforms have been rarest and most problematic in conservative corporatist regimes. 

As depicted by the current literature, most of the continental welfare states were supposed to remain the same, not only because their reaction to the crisis (the “labour shedding strategy”, Esping-Andersen, 1996) reinforced their characteristics but also because they seem unable to implement any structural reforms. While other welfare regimes have been able to overcome their difficulties through the introduction of reforms inspired by their own tradition, Bismarckian welfare systems not only appear unable to find a way out of the crisis in their own traditions, but actually seem to be locked into their difficulties by the very weight of that tradition. However, if one focuses merely on Bismarckian welfare systems, and if one includes the most recent reforms (implemented since 2000), one can see that tremendous changes have occurred in the policies implemented. 

And yet they changed!

In our project, we concentrate on the reforms of social policies that are the closest to the “Bismarckian” model: old age insurance in Germany, France and Italy, health insurance in Germany, France and the Netherlands, unemployment insurance in Germany, France, Belgium and the Netherlands, child- and elderly-care policy reforms in the same countries, national reform trajectories in Germany, France, Italy, Spain, Belgium, the Netherlands, the Visegrad countries, Switzerland and Austria, structural reforms in financing, governance, specific influence of the EU. 

Our common and basic hypothesis is that the similarity of welfare conception and institutions partly explains the similarities in the problem profile and in the trajectories of the reforms. However, this has not prevented the policies to be implemented to change a lot from the 1970s to the 2000s. Our comparisons demonstrate that in Continental Europe, welfare reforms have followed a similar trajectory, starting with the well known “labour shedding strategy” (in line with the basic conception and institutions of Bismarckian welfare), followed in the 1990s by attempts at retrenchment and multiplication of “institutional” reforms, all these enabling at the beginning of this century a multiplication of structural reforms (in line with the new global social policy agenda). 

In pension, France, Italy, Germany, (but also Austria and Spain) have all gone through several waves of pension reforms both in the 1990s and in the early 2000s. Comparing the politics of these reforms in various countries shows some similar trends: reforms were usually postponed until European integration and/or economic recessions forced governments to act. Before the first wave of reforms, the main “action” was to increase payroll taxes to finance pensions. In the 1990s, reforms were usually negotiated on the basis of a quid pro quo, where benefits were planned to progressively decrease in exchange of the fact that non contributory pensions will be financed from general tax revenues and not through the insurance schemes any more. In the second wave of reforms (during the 2000s), more innovation seems to have been introduced, with new goals such as the development of voluntary private pension funds and the necessity to increase employment rate of the elderly and to stop early retirement. In the late 2000, with some hindsight, it is clear that even in Bismarckian countries pension systems are more amenable to reform than expected. Reform processes have been difficult and several governments have lost political capital (and sometimes admittedly elections) because of pensions. This trend suggests that once pure social insurance pension systems are, slowly, being turned into multipillar ones.  

In health insurance, changes are also visible, since competition between insurers has gain in importance in Germany and the Netherlands and the State is re-inforcing its controlling capacities in France and Germany. Up to now, continental health insurance systems remain Bismarckian (they are still mainly financed by social contribution, managed by Health insurance funds, delivering public and private health care, and freedom is still higher than in National health systems), but a new “regulatory health care State” is emerging  in Germany, France and the Netherlands. Beyond the remaining role of Health insurance Funds, they combine a logic of universalization through the State intervention and a market logic based on regulated competition. They associate more State control (directly or through agencies) and more competition and market mechanisms. Those changes are embedded in the existing institutions, they follow a “conversion” type of change (Thelen, Streeck, 2005). Hence, structural changes occur without revolution in the system. 

Unemployment insurance have also changed, shifting away from the (not enough productive) “labour shedding strategy” and leading the way to the development of activation policies. D. Clegg speaks of qualified cost-containment and reactionary recalibration and shows that activation has developed mainly at the margin, focusing on the “outsiders” of the labour market. In fact, many of these policy changes have helped to preserve the integrity of insurance-based, contribution financed and managerially autonomous unemployment protection arrangements, but for a shrinking number of “insiders”, heading off pressures for more fundamental institutional change. Activation at the margins has allowed insurance arrangements to de facto renounce their responsibility for ‘bad risks’ without undermining the normative primacy of the employment basis of rights to guaranteed income replacement on which the survival of Bismarckian social insurances depends. Unemployment policies in continental Europe have changed not in spite of attempts to preserve the institutional statu quo, but rather because of them. This process of dualization in unemployment compensation and employment policies occurred incrementally with the support of the “insiders” representatives defending their position at the expense of a growing number of “outsiders” for whom most of the losses are reserved. 

As in the other policy field, Nathalie Morel traces a U-turn in care policies, since during the late 1970s and 1980s Germany, the Netherlands, but also France and Belgium tried to keep or bring back women at home, when since the late 1990s, attempts are made to facilitate the (re-) entry of (certain) women in the labour market, by development of formal caring facilities and specific leaves. She shows however that care policy reforms have provided a backdoor for the introduction of labour-cheapening measures and for increasing employment flexibility in otherwise very rigid labour markets. Here, a focus on promoting ‘free choice’ has justified the introduction of measures that have simultaneously reinforced social stratification in terms of access to the labour market – meaning that some women have much more ‘free choice’ than others -, and weakened certain labour-market rigidities.

Realigning Bismarckian Welfare Systems  

If a large part of the literature on welfare state reforms centred around a hypothesis of convergence, - either to defend the progressive development of a ‘European social model’ or the idea of a ‘downward harmonization’, this seems largely inappropriate in respect of the current reforms. By comparing the variations in social expenditure in Europe and OECD countries, Francis G. Castles, wondering whether European welfare states are converging, answered that “they are in some respects and not in others” (Castles, 2004: 91). It seems indeed inadequate to defend this idea of a convergence or even a simple downsizing of the welfare states: the bulk of the welfare programmes we are studying remain “Bismarckian” in their objectives and in their instruments; i.e. they follow a specific trajectory. Nevertheless, considering the policies implemented, we can see big changes in the policy agenda. During the 2000s, governments have adopted new policy objectives, rather distant from the type of “frozen fordism” that G Esping-Andersen once described. 

In the new context of the 1970s, the first reaction (typical of Bismarckian welfare regimes) was to remove people (especially women and the elderly) from the labour market and to increase social benefits (financed by increases in social contributions). The reaction now, however, is to try to encourage (re-)entry into the labour market and to stabilise or even diminish public social spending. Joining the others who did it before them, the governments of Bismarckian welfare systems have now adopted  the common or “orthodox” social policy agenda, as framed during the 1980s and 1990s by the main international agencies. 

It is not the purpose here to analyse the development, content and differences of this new and global social policy paradigm. We should just remind ourselves what its main traits are (acknowledging that this is of course a sketchy caricature). The agenda is especially readable from the recommendations made by various experts, particularly within international organizations such as the World Bank, the OECD and (with modification) the EU
, but we can outline the main features of these new norms of action, and hence recognize that they now constitute the reform agenda of Continental Europe
. Whereas social spending was long conceived as favorable to economic growth (under the Keynesian macro-economic paradigm), one of the main new orientations is now to reduce public social spending in order to boost economic activity by bringing back firms’ profitability. The reforms should make social protection schemes more conducive to employment by reducing their cost, rather than increasing social spending. The advent of retrenchment policies paved the way to begin seeking new economic functions for social protection. As a rule, the basic philosophy has been to adapt social protection schemes to a supply-side rather than a demand-side macro-economic policy. According to the new norms being developed, the welfare state should be placed in the service of competition (among businesses, states, individuals). 
In this perspective, social programs are supposed to be more employment friendly by linking benefits to incentives that made it preferable to work rather than to receive social security benefits for doing nothing. Employment and social policies are more and more thought of in terms of incentives (negative or positive in the case of “social investment”) rather than in terms of rights (or decommodification devices). Employment policies are now focused on stimulating labour supply and activation strategies (Clasen, 2000). Increasing female participation in the labour market and therefore facilitating family/work reconciliation is also at the heart of the new social policy paradigms. In pensions, a multi-pillar system which include both Pay-as-you-go and funded schemes (in order to promote investment capacities in the country) is promoted, with an emphasis on the tight link between the level of the pension and the volume of contribution paid (Palier, 2004). In health care systems, the introduction of managed competition has become the main tool for regulation (Palier, 2005b). 

If these are the main features of the new (global) social policy agenda, then, according to our accounts of the recent reforms, we can say that even the Bismarckian welfare systems have incrementally adopted it. This does not mean that they have been successful in reaching the outcome supposedly associated with this policy agenda, nor that they have totally transformed their ways of thinking and doing. It simply means that they cannot be characterised by blockages, stickiness to the past and “welfare without work” strategies any longer. Since most of the recent literature has been explaining that conservative corporatist welfare systems were almost unable to adapt to the current economic and social environment or to adopt the new reform agenda, how should we explain the implementation of these changes ?

III. How did they change? A sequential process of transformation.

Our cases offer no instances of brutal departure from the Bismarckian way of thinking and doing, but rather an incremental and slow shift away from what the first reaction to the crises was. This first reaction to the crises was highly determined by the institutional logic of the Bismarckian system (labour shedding and increases in social contribution), but the orientation of the reforms has progressively been changed, by a succession of measures taking into account the consequences of the preceding ones. If we want to understand these systemic changes, we should be able to do two things. First to differentiate among changes, second to analyse welfare reforms trajectories. Thereafter, we can trace back the sequential process of transformation of the Bismarckian welfare systems.

Differentiating between social policy changes

When emphasising the inertia of institutions (‘frozen landscapes’ and ‘path dependency’), current research often ignores the structural impact which public policies may sometimes have. While integrating phenomena of path dependency in welfare state analysis is essential, this should not prevent us for examining the impact of different reforms on social policy. In other words, recent developments within the social protection systems are not only due to their own evolutionary dynamic, but also about the implementation of public policies. Incorporating public policy aspects of change into the study of the ways in which social protection systems adapt suggests the advantages of making use of the tools of public policy analysis, and particularly of Peter Hall’s approach to policy change. An increasing number of scholars are adopting this framework of analysis to promote understanding of social policy reforms, especially in Bismarckian countries (see for instance Visser and Hemerijck, 1997, Palier, 1999, Hinrichs, 2000, Guillemard, 2003). 

Elaborating his framework for analysing macro-economic policy changes, Hall (1993) distinguished between three different types of changes
. This approach helps to differentiate between the different impact which a reform will have, depending on whether or not it changes the instruments and/or the overall logic. It provides a grid for assessing the type of change beyond a purely quantitative approach (more or less retrenchment) and a means for judging the degree of innovation introduced by a specific reform. A first type of change will not imply profound changes as far as a historical path is concerned. It simply implies a change in the setting of instruments (such as raising the level of social contributions or lowering benefit levels without changing the mode of financing, the type of benefit or the mode of access to it). It does not imply a change in the general principles and logic. 

A second type of changes involve the introduction of new instruments (i.e. the introduction of new calculation rules or new entitlement rules in pension). These types of changes appear to be path dependent. Most of them appear to be using new instruments in order to preserve the existing system and its principles. Yet, they may lead to substantial changes once they have been put in place and developed over time
. Studies of recent welfare state changes have mainly, framed by the notion of retrenchment, have mainly identified these two fist types of changes

However, further reforms may introduce new instruments associated with new goals, and thus possibly represent in the long run what Hall has termed ‘paradigmatic changes’ (Hall refers to the shift from Keynesian to monetarist policies; an equivalent in social policy might be the shift from unemployment compensation to activation policies). Adding to these three categories of changes, Hemerijck and Visser (1997) identify an intermediary type of change between instrumental and paradigmatic change, which they call ‘institutional change’. This is when a basic institution of a welfare system is reformed, such as through privatisation of a public service, or a change in the financing mechanism (taxes replacing social contributions, for instance). These institutional reforms are focused on institution themselves, without explicitly mentioning the goals, but usually they also imply a change in social policy goals. Therefore, they could be associated with third order changes, but incremental ones.

Beyond quantitative criteria (more or less spending), it is then possible to distinguish different categories of changes, on the basis of qualitative, but objective, criteria. We can now apply this framework of analysis to the main developments of various welfare reforms, trying to identify the specific trajectory of in Bismarckian welfare systems.

Analysing a sequential process of transformation

If one wants to understand the changes in Bisamrckain welfare systems, on should not be analysing any one (big or small) reform separately from the others but, on the contrary, focus on the whole “reforms trajectory”, in which each stage closes down some ventures and opens up new opportunities. Our understanding of the changes is thus based on the idea of “cumulative but transformative” development (Thelen, Streeck, 2005, Palier, 2005c), a sequential process of change whereby one reform is partly to be explained by the (consequences of the) previous ones, and where learning plays an important role. 

All in all, and acknowledging that the actual process varied from one country to another - as well as from one policy field to another - we can discern four main stages to this sequential process of change
. 

1. The first reaction to the crises consisted mainly in preserving the most productive male breadwinner’s job and social protection by removing all his potential competitors from the labour market. This first phase happened ‘before retrenchment’, and signified a labour shedding strategy and an increase in social contributions. 

2. However, these measures had the consequences of decreasing the global employment rate and increasing labour costs (through the continuous increase in social contributions): fewer people working had to pay more and more to preserve their social protection and to provide the inactive ones with income. This trend was in great tension with the new economic context of the early 1990s, when the single market was implemented (1992) and the single currency was under preparation (Maastrich criteria adopted in 1993). Hence a second phase of the “reforms trajectory” can be identified, associated with a lot of decisions aimed at stabilising if not retrenching social expenditure. However, the retrenchment have been negotiated with the social partners, guaranteeing relatively a low cost for the current “insiders” (long phasing-in of reforms in pension, the reactionary recalibration of unemployment insurance benefits (more for those who worked full time before, less for the precarious careers), the targeting of activation measures at outsiders – including lone mothers)  and introducing a new world of welfare through the development of tax-financed non contributory benefits. 

3. The political difficulties caused by these attempts at retrenchment (the mid 1990s have witnessed strong political opposition to such measures) and their relative failures (social expenditure continued to increase, unemployment to be high), led governments to learn that the institutional setting of the systems had become a problem. They went in for more and more “institutional reforms”, aimed at transforming the very bases of these welfare systems: changes in the financing mechanisms (toward less social contribution and more taxes) as well as in the governance arrangements (weakening of the social partners, privatisation or “étatisation”). These changes weakened the traditional pillars of the Bismarckian welfare systems, thus allowing for further structural changes, since the early 2000s. 

4. This last phase has been made of paradigmatic changes, since the objectives and instruments of reform are quite different from what had been the traditional reaction of Bismarckian systems to social problems: the introduction of funded schemes for pensions (as well as reductions in early pensions), the activation of the inactive population (including mothers - even lone mothers), hence the defamilialisation of care and the introduction of competition and rampant privatisation into Health insurance systems. These structural changes mean first a shift away from the typical answers to the difficulties of traditional Bismarckian welfare regimes in the 1970s and 1980s, ie the “labour shedding strategy”. Governments are currently trying to escape the “welfare without work” trap. In the long run, this may also mean a structural transformation of the Bismarckian welfare systems themselves. So far, we can at least identify on-going processes of dualisation.

We will now develop these four phases, in showing how much they have been shaped by the typical Bismarckian institutional setting, but also how much the consequences of the first reaction led to further progressive change in  the policy agenda.

1. Before retrenchment, the weight of Bismarckian institutions.


The literature has identified several causes of the welfare state’s crisis since the mid-1970s, including socio-economic challenges such as mass and structural unemployment, low fertility and population ageing, rising female labour market participation, increasing capital mobility and intensified competition between economies. Though these trends are important everywhere, the literature on welfare state change has shown that they do not impact in exactly the same way on all countries, since they are filtered by welfare institutions and are influenced by the initial choices (path dependence). “With its institutionalization, a welfare state becomes a powerful societal mechanism which decisively shapes the future” (Esping-Andersen 1990: 221). Pierson (1994) has shown the importance of welfare programmes in influencing the allocation of economic and political resources, modifying the costs and benefits associated with alternative political strategies, and thus altering ensuing political development. Bonoli and Palier (2000) also underline that welfare institutions structure debates, political preferences and policy choices. They affect the positions of the various actors and groups involved in reform processes. They frame the kind of interests and resources which actors can mobilise in favour of, or against, welfare reforms. In part, they also determine who can and who cannot participate in the political game leading to reforms. Depending on how these different variables are set, different patterns of support and opposition are likely to be encountered. In order to understand their difficulties and to demonstrate why Continental welfare states are the most challenged, a number of analysts refer to the institutional settings of their welfare programs.

For many analysts, the welfare institutions typical of Bismarckian welfare systems can be said to have long prevented necessary change. Esping-Andersen (1996) has argued that the difficulties met by Continental Europe are partly due to the necessity to defend the so-called ‘family wage’ (thereby excluding the youngest, the oldest and women from the labour market). By family wage one has to understand the status associated with employment: a salary plus all the social benefits associated with it. Here, Esping-Andersen underlines the problem of a system in which social benefits are mostly linked to work, given to the male breadwinner - and mainly in cash and contributory. It is thus the type of social benefits delivered in Continental Europe which helps to explain the specificity of the problems these systems face. 

In a similar perspective to Scharpf and Schmidt (2000), Daly (2001) has shown that the Bismarckian welfare states present three specific pressure points in the face of globalisation: the funding structure and methods for financing (which create problems of labour costs), the highly legitimate nature of the claim structure (which hamper retrenchment), and the lack of flexibility in a cash benefit-based system (which prevent new social risks being covered). One could thus argue that all the institutional characteristics of the Bismarckian welfare states contribute to its resistance to change: contributory benefits enjoy a particularly high level of legitimacy and are therefore difficult to be cut back radically. Transfers are ‘paid’ by social contributions, so workers assume that they have ‘bought’ social rights. Benefits are usually generous, so their loss would be more significant than the reduction of a benefit which is already at a low level. People prefer to pay more (contributions) than seeing their benefits (bought by their own work) diminished. Finally, insurance-based transfers are well defended by organised interests, and in particular by trade unions of the different branches corresponding to the different professional schemes. 


Looking carefully at the early reaction to the economic crises, during the 1970s and 1980s, one can indeed see the importance of welfare institutions in shaping the responses. In Continental Europe, governments have long preferred to increase social contributions rather than cut social benefits. This is counter-intuitive from an Anglo-Saxon (and even a Scandinavian) point of view, where the most politically risky thing to do is to raise taxes and where the population prefers some cuts in social programmes to any tax increases. 

These differences are due to the differences in the type of benefits and, moreover, in the way in which they are financed. Where a Reagan, a Thatcher or a Major could denounce the excessive weight of taxes and the unwarranted cost of the social benefits delivered to those who do nothing, it was much more difficult for continental European politicians to attack social insurance rights acquired by all the working population through the payment of social contributions. Instead of reducing highly legitimate benefits, it was much easier to raise social contributions, as long as this was to preserve the social rights of all workers and families, and the level of their benefits. On the benefit side, it is also more feasible to reduce flat-rate or means tested benefits than earnings-related ones. Since earnings-related benefits are often expressed as a proportion of a salary, there is a form of ‘automatic’ indexation on earnings, which tends to be the most generous form of indexation. In the case of contributory benefits, they remain constant in terms of replacement rates unless cuts in the benefit formula are adopted. These are highly visible and politically difficult to implement. 


Whereas, for retrenchment in liberal welfare regimes, the population targeted was usually weak and not well represented - and whereas, in Universal regimes, it was the whole population which was to be affected by the reforms - in Continental Europe, the beneficiaries of social protection susceptible to cuts are well represented and defended by labour trade unions. This explains why the State encountered such difficulties in trying to impose retrenchment policies. In most Bismarckian welfare systems, management is shared with trade unions and employers; responsibility tends thus to be diluted, diminishing the capacity of the state to control the development of the social protection system - and particularly its levels of expenditure. Union involvement in the management of social security grants unions a de facto veto power against welfare state reforms (Bonoli and Palier, 1996).


We see that each trait of Bismarckian welfare institutions works to render welfare retrenchment extremely difficult. Therefore, during the late 1970s and the early 1980s, governments in Continental Europe responded to social difficulties mainly by raising the level of social contributions. In recognition of the new problems which they were confronting, governments thus spent more, rather than less: In Germany, ‘The 80’s were not a time of simple retrenchment. Under conditions where neither federal nor state government was obliged to pay the welfare bill, the door was open for increased benefits or expanded entitlements’ (Manow and Seils 2000: 279). During the 1980’s, while they were decreasing the level of direct income taxation, French governments were raising the level of social contributions paid by employees. As a proportion of taxation, the share of social contribution has increased dramatically (from 39% in 1970 to 46% in 1995) as well as as a proportion of GDP: in 1978, the volume of social contribution equalled less than 20% of French GDP, but had reached  almost 23% by 1985 (Palier, 2005a). The state was not paying the welfare bill: it was financed by the social contributions given to social insurance funds. 

This increase in social spending in the 1970’s and early 1980’s can be understood in different ways. In part, governments paid the bill for commitments made in an earlier period (See Pierson, 2001 for such an explanation). But governments, especially in continental Europe, also increased the generosity of social benefits, notably for those who were particularly hard-hit by the economic crisis (redundant industrial workers, lone parents, poor elderly, long-term unemployed…). In particular, many governments developed benefits aimed at removing job seekers from the labour market – such as early retirement schemes and invalidity pensions -  implementing what Esping-Andersen called the ‘labour shedding’ strategy and thus paving the way for the ‘welfare without work’ trap (Esping-Andersen, 1996). The point here is that this policy path appeared feasible, since all the related increases in expenditure were offset by politically acceptable increases in social contributions, which occurred repeatedly in these countries during this period. Governments used the instruments already available: their policies consisted mainly of increasing the generosity of existing benefits and increasing the level of existing social contributions.

2. Retrenchment to save the system: the 1990s

From the early 1990s, a changing context prohibited the continuation of these kinds of policies. Under conditions of economic recession (in the early 1990’s), and with the economic constraints of the European Single market and single currency becoming stronger, Continental European governments decided (or rather felt obliged) to opt for retrenchment in the social protection system. 

Reforms were introduced which aimed at reducing the level of social benefits while preserving the logic of a given system. One can refer here to the so-called ‘consolidation’ reforms implemented in Germany at the end of the 1980s and during the early 1990s, or to the French sectorial reforms, aimed at “rescuing the social security system” (new medical agreements in health care, a new benefit in unemployment insurance and new modes of calculating retirement pensions; cf. Palier, 2000:122-126). One might also refer to the Italian pension reforms of 1991 and 1995, or to similar ones in Spain (included in the Toledo pacts in 1995), and so on.

Such reforms introduced new instruments but remained within the traditional (historical and institutional) logic of Bismarckian welfare system. The reforms appeared to share certain features, related to the specific institutional settings of these social insurance welfare systems.

First, the retrenchment reforms were not presented as a means of dismantling the Bismarckian welfare state, but of preserving and consolidating it. In the political discourse justifying the reforms one heard that, if reform was necessary, it was not because the system was dysfunctional but because it was suffering the ill-effects of the current situation, where resources were decreasing (because of economic slow down, unemployment…) and spending was increasing (because of unemployment, aging, new social demands…). Since it no longer appeared possible to further increase resources, governments had to retrench (a bit). This discourse can be understood if one remembers the high legitimacy of the benefits delivered by this kind of social insurance systems and the strong attachment of the population to them. These reforms were not made in the name of criticisms of welfare redistribution, but in the name of the crucial necessity to restore their sustainability.

Second, such reforms were usually negotiated, often between different political parties, and almost always with the social partners (for pensions, See Schludi, 2005). This can be understood as a consequence of the participation of the social partners in the management of social insurance schemes. Since the systems are financed through social contributions levied on wages (and not through taxation), the representatives of those who pay to and benefits from the systems are central players in the political game concerning social policy reforms. They have a say in the process of reform, and have the power to eventually block them if they do not agree. Here, the role of these veto players should be understood not merely with reference to the particular political institutions but with reference to the entire welfare state design. France is far from being a consensual political system; however, as in other Bismarckian systems, no social policy reforms could be passed in France without the (at least implicit) agreement of (at least a majority of) the social partners.

Third, the main technique used for reducing welfare benefits in these reforms was to increase the ‘contributivity’ of the benefits, i.e. strengthening the link between the amount of contribution and the volume of the benefits (through a change in the calculation formula and/or stricter entitlement rules). This of course relied on the already existing logic of these social insurance schemes (where one gets the right to social benefits by paying social contributions), even though these reforms usually meant a shift away from redistributive (horizontal and vertical) to actuarial principles.

Finally, the acceptance by the social partners of these decreases in benefits was usually based on a quid pro quo (Bonoli, 2000), linked to the distinction between what should be financed through contributions and what should be financed through taxation. Retrenchments in social insurance programs are often accompanied by a clarification of responsibility: the government proposing to the social partners to assume the financing of non-contributory benefits (flat rate social minima for the elderly, the handicapped, the long-term unemployed; the crediting of contributions for periods out of work because of unemployment, child rearing…) in exchange for decreases in social insurance benefits.


These changes have been based on new instruments (changes in calculation rules, a shift from defined benefits to defined contribution systems, the creation of new state subsidies…), but were perceived as preserving the very nature of social insurance, and sometimes even at reinforcing it (the social partners, for example, often think that making the state pay for non contributory benefits helps to ‘purify’ and thus reinforce social insurance). They do not really challenge the principles of social insurance. 

3. Beyond retrenchment: institutional reforms

However, since the early 1990’s, the welfare systems based on social insurance have increasingly been perceived as exacerbating economic, social and political difficulties. Before retrenchment, social insurance benefits were used as a support for the victims of the crisis (compensation) and as a tool to counter it (reflation policies, welfare without work strategies). In the following period, when continuous increases in social spending appeared unaffordable, retrenchments were attempted, but essentially to save social insurance, which was perceived as a victim of the crisis (less resources, more expenses). However, in the analyses supporting further and deeper reforms, these systems have become part of the cause of the crisis. In France, for example, social insurance has been accused of partly causing a number of economic, social and political problems: the contributory nature of most social benefits is accused of reinforcing social exclusion; the weight of social contributions of hindering competitiveness and preventing job creation; the participation of social partners in the systems of weakening the state’s capacity to control expenditure and to implement reforms (Palier, 2005a). One can see here that, in recent analyses of the problems being met by the Bismarckian welfare systems, the causes of their difficulties seem to be the very characteristics of the systems themselves (contributory benefits, financed by social contribution, managed by the social partners). If this is the case, they need not only to be retrenched but profoundly transformed.

It is not only social scientists who acknowledge the impact of institutions on problems, and their role in shaping, and sometimes preventing, change. Through learning processes, experts and politicians come to recognise these effects - and sometimes therefore to decide to change the institutions. In most of the social insurance welfare systems, (some) structural changes are taking place in order to tackle the structural difficulties. 

For instance, in response to growing numbers of jobless, youth and lone parents or long-term unemployed, new benefits have been created, or former marginal benefits have been developed: these are targeted flat-rate benefits, usually financed by taxation and run by the state. Governments have also started to develop more active labour market policies (Clegg, in this volume). In order to cope with uncontrolled increases in health expenditure, the level of public coverage has been reduced, leaving more room for private insurance (Hassenteufel, Palier, in this volume). To face demographic ageing, pension reforms have introduced small private top ups, voluntary and pre-funded pensions over above the PAYG mandatory pensions (Bonoli, Palier, in this volume). To face the new risk of long term care or the ‘dependency of the elderly’, new policies have been implemented in the late 1990s (Martin, 2003; Morel in this volume). 

In all cases, the coverage by social insurance (in terms both of its generosity and its universality) is diminishing, leaving room for other types of social policy instruments – and also goals.

Besides changes in benefits, some other basic pillars of social insurance have been under scrutiny: contribution financing and the involvement of the social partners in the management of social security. Some recent reforms have been aimed at modifying these institutional arrangements. This is certainly the case in France with the increase of exemptions for social contributions, as well as the development of a new tax to finance non-contributory social benefits (CSG); and with the empowerment of Parliament in the social policy-making process (Palier 2000, 2005a). One could also mention reforms introduced in other Bismarckian countries (for example, the introduction of a ‘green tax’ in Germany during the 1990s and the switch between recently raised VAT and employers’ contribution in Germany). Changes have also marked the governance of the system, usually at the expenses of the social partners (see the increasing role of the State in France or Germany, as well as the privation of employment services in the Netherlands or the creation of a new agency to finance the French long term care policy, Martin, 2006). These institutional reforms introduce new instruments usually linked to a different logic of welfare (taxation, public or private management of the benefits). They are structural changes which may transform the very nature of the system.

4. The structural reforms of the 2000s: adopting the new social policy agenda

Since the early 2000s, a new wave of reforms is developing in Continental Europe: the 2003 pension reforms and the 2004 Health reforms in France, the Hartz reforms and the 2010 Agenda in Germany, etc. These reforms are not only retrenching social insurance benefits, they are implementing structural adaptations rendered possible by previous institutional reforms presented above. As all the following chapters show, they signify the adoption of the new social policy agenda mentioned earlier. With regard to pensions, not only are benefits planned to be reduced, but a new basic safety net is implemented in Germany, and additional, fully funded schemes are proposed for German (Riester funds), French (PERP and PERCO) and Italian citizens. In Health, more and more room is being given to competition and private actors, as with the Douste Blazy reform or again through the 2003 German changes. Activation measures are gaining force in the unemployment reforms implemented in France, Germany and other continental European countries since the early 2000s. Cheaper and more flexible jobs are being created through care policies.

The accumulation of all these recent institutional and structural changes in social insurances, new employment policies (activation, making work pay) and new developments in care policies may signify a general paradigmatic change for the continental welfare states, evincing a shift away from systems aimed at income and status maintenance towards activated and employment friendly welfare systems. Such structural adaptations may appear marginal in the first place. However, the study of the national cases shows that, however trivial they may appear when introduced (being usually presented as a mere complement to the still central social insurance systems), these policies can develop little by little, to eventually form a veritable ‘second world’ of welfare within one country (as is the case for the new targeted benefit introduced -RMI or the new tax - CSG in France, See Palier, 2005c, 2007). 

A dualisation of welfare

The Bismarckian welfare systems are being changed by the current reforms. It is too early to know whether this means a structural transformation of the Bismarckian welfare systems as such. However, we can already identify a process of dualisation of the welfare system, as well as of the population protected. 

It has become clear that France has now a dual welfare system (Palier, 2005). On the one hand there are ‘national solidarity schemes’: family benefits, health care and poverty alleviation, delivering either universal or targeted benefits, mainly financed by taxation and controlled by the state. On the other hand, pensions and unemployment/employment policies have been retained in the social insurance world, even though the meaning of social insurance is changed, becoming more reliant on actuarial and activation principles. Ferrera (1996) has shown that dualisation also marked the development of Southern European welfare states, and Bleses and Seeleib-Kaiser (1006) speak of the dual transformation of the German Welfare State.

This dualisation also means that the whole population is not covered any more by the same principles and institutions. When the insiders (with full-time permanent jobs) continue to be insured (relatively ‘less well’ than before, thus needing to complement their protection with private schemes), a growing part of the population is experiencing the development of ‘a-typical’ jobs, and more people must now rely on other type of social protection than typical social insurance (mainly assistance).

This process of dualisation, meaning a change in the welfare system itself, should be understood by the political dynamic created by the Bismarckian welfare institutions themselves.
 As both Daniel Clegg and Nathalie Morel show, it is in the name of the spirit and practices of typical conservative corporatist social policies that changes are introduced in a segmenting way. As Daniel Clegg puts it “Generally, policies have enhanced protection for ‘insiders’ while targeting both benefit cuts and new activation initiatives on ‘outsiders’. After a quarter-century of reforms these are thus neither fully activating nor fully compensatory welfare states, but ones that combine these facets in apparent contradiction. There is a suggestive parallel – and probably a two-way causal link - here with the dualism of labour market regulation increasingly found in much of continental Europe, where precarious employment contracts have been expanded as ‘exceptions’ that simultaneously contradict and reinforce the ‘rule’ of the standard employment relationship for core workers.” In the same vein, Nathalie morel shows that “Care policies have not attempted to modify the traditional gendered division of labour in the household, and the family (or at least a family-like) environment is still considered as the best locus of care. Care policies have also tended to reproduce and reinforce the social stratification dimension of Bismarckian welfare systems: while low-income women have been encouraged to make use of long, low-paid parental leave schemes, and thus to withdraw from the labour market, various measures facilitating the use of private forms of childcare have been developed for higher income women.” 

We see here that everything happens as if the institutions had been changed in order to preserve the social order prevailing in the Bismarckian world of welfare! Does that mean that the future will be like the past? One can hypothesise that this dual way of reforming is the typical (conservative and corporatist) way of adapting to the new economic and social world
, and that this segmented pathway is quite robust and will shape the future of Continental Europe. Even if the situation was already fragmented and inegalitarian, the recent trend would deepen the divisions towards a more cleaved world: a dual labour market, a dual welfare system and a society divided between insiders and outsiders. Some others may think that this period of apparent contradiction in policies (activation AND compensation, defamilialisation, conciliation policies AND maternal wages) is merely a period of transition, the old world only starting to disappear (hence its remaining traces for the old insiders) while the new one is still young (new schemes and benefits will gain in importance, the new generation will not be treated like the old one was). Since we now better grasp the direction and content of the policy changes, the next research agenda will be to analyse their economic and social outcomes, once these changes will have matured enough to show what their impacts have been.
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� One can only find isolated national case studies, for example on the Netherlands (Visser, Hemerijck, 1997), Italy (Ferrera, Gualmini, 2004), Germany (Bleses, Seeleib-Kaiser, 2004) or France (Palier, 2005a).


� For a review of the main critiques of Esping-Andersen, see Arts and Gelissen, 2002. Esping-Andersen considers himself that the most relevant critiques come from the gender studies which suggest another theoretical perspective and new concepts, like “defamilialization”, to organise the comparison and propose a typology (Lewis, 1992, Orloff, 1993; Hobson, Lewis and Siim, 2002). 


� Regarding the World Bank’s approach, see for instance, Palier, Viossat (2001), on the OECD approach, see Armingeon, Beyerler (2004), on the EU, see for instance Palier, Pochet (2005). 


� In the recent literature, this new agenda is analysed as having two main versions, the neo-liberal one, and the social-democratic one (often called then the “social investment” approach by for instance Esping-Andersen (2002) or Jenson, Saint Martin (2006))


� ‘We can identify three distinct kinds of changes in policy… First, [a change of] the levels (or settings) of the basic instruments. We can call the process whereby instrument settings are changed in the light of experience and new knowledge, while the overall goals and instruments of policy remain the same, a process of first order change in policy… When the instruments of policy as well as their settings are altered in response to past experience even though the overall goals of policy remain the same, [changes] might be said to reflect a process of second order change… Simultaneous changes in all three components of policy: the instrument settings, the instruments themselves, and the hierarchy of goals behind policy… occur rarely, but when they do occur as a result of reflection on past experience, we can describe them as instances of third order change’ (Hall 1993: 278-279).


� Myles and Quadagno (1997) illustrate this. Within pension systems, a transition from a defined benefit to a defined contribution scheme implies a change in the mode of pension benefit from deferred wages to savings, for instance.


� For a broader presentation of these sequences, see Palier, 2006.


� These dualisation processes seem specific to the Bismarckian world since in Liberal countries, one speaks more of the squeezing of the middle class and of fragmentation (instead of dualisation) of societies, and in Nordic countries, unions, governments and their policies seem to have been able to remain encompassing.
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