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Abstract: The French and German political econor@s been significantly
reconfigured over the past two decades. Althohglchanges have been more piecemeal
than revolutionary, their cumulative effects arefpund. We characterize the changes
that have taken place as involving the instituti@aéion of new forms of dualism, and
argue that what gives contemporary developmenifeaaht character from the past is
that dualism is now explicitly underwritten by gtgolicy. We see these developments
as the culmination of a sequence of changes, biegimm the field of industrial relations,
moving into labor market dynamics, and finally fimgl institutional expression in
welfare state reforms. Contrary to theoreticabaods that suggest that institutional
complementarities support stability and instituéibreproduction, we argue that the
linkages across these realms has helped to traresigbloyer strategies that originated in
the realm of industrial relations into a stable reewd less egalitarian model with state
support.



Introduction

In the face of significant new challenges assediatith changing international
markets, increased competition in manufacturingd dhe rise of services, many
Continental European political economies have tsmgnificantly reconfigured over the
past two decades. Although the changes have beem precemeal than revolutionary,
their cumulative effects are profouhdCentralized collective bargaining has not broken
down, but national contracts delegate more and nssges to firm-based bargaining.
Labor markets have not been deregulated wholebatethe number of “atypical” or
“non-standard” employment relationships has ridesr@y in recent years, as has been
the number of working poors. Welfare state infbts have not been scrapped, but
rather “recast” -- though in ways that make them very distant ftise that prevailed
twenty or even just ten years ago. Politicallye @hthe most interesting features of these
changes is that some of the most significant haseiroed under the cover of a high
degree of formal institutional stability, and mahgve been negotiated and “sold”
politically as a way opreservingnot undermining, traditional arrangements andckthd
of social order they reflect and represent.

This paper tracks developments across threedtistial arenas (industrial
relations, labor markets, and welfare regimesjvn important continental political
economies, Germany and France. While some auseerdevelopments in each of these
realms as representing a trend toward liberalingtive argue instead that both the
politics and the outcomes point more toward thétutgonalization of new forms of
dualism. Accounts of change-as-liberalizationtgpécally premised on a model that pits

“capital” against “labor,” and in which employercaess is seen as a function of labor’s



weakness and inability to defend traditional instiins. By contrast, we argue that
dualization in the continental CMEs has been drivgm@nintensification of cooperation
between labor and capital within the core econamsgpciated however with shrinkage in
the system and, with that, a growing number of wesloutside the cofeln both France
and Germany, actors in the traditional “core” eqagare well positioned to defend their
own interests, even if they are no longer ablestgesthe leadership functions they once
did, providing crucial collective goods for allIn fact, we claim that the very same
coalitions that have allowed the continental Euaspeountries to avoid succumbing to
liberalization have also helped to promote dualirat In other words, France and
Germany are resistant to outright liberalizatioh djppear at the same time and for the
same reasons to be especially vulnerable to dtializa

Our dualization thesis bears a family resembland@and draws inspiration from)
theories from the 1970s and early 1980s, when apgaf economists and political
scientists identified trends toward labor markegnsentatiorf. They saw these
developments as a response on the part of capitednditions of uncertainty, relating
both to labor market militancy in the late 1960d dater, market turbulence in the wake
of the oil crises of the 1970s. This literatureggested cycles of change in which
employers pursued segmentalist strategies in kdgadr markets (erecting barriers around
skilled workforces within the firm and achievingeXibility though the flexible use of
unskilled labor), but abandoned these strategieddst as possible” in periods of high
unemploymenf. These theories, however, failed to explore thermaolitical and
especially institutional effects of these firm-leagjustments. Thus, where the labor

market segmentation theories of the previous pesad segmentation and fluid and



cyclical, we suggest a more durable new pattercadme dualism has been progressively
institutionalized across successive institutionamdins (industrial relations, labour
market and welfare systems), and because thesasiodisi are now increasingly
underwritten by state policy.

Some authors have already taken this macro-pdliticaw. The most recent
proponent is David Ruefla Rueda’s is a powerful and nuanced analysis hriigtst of
his argument is that labor market insiders andiderts have distinct (and in many ways,
contradictory) preferences with respect to laborkeiapolicy — with insiders preferring
strong employment protections over more flexibitibtyease the re-entry of outsiders into
the labor market, and outsiders preferring the ejjgo Rueda finds that Social
Democratic governments pursue policies that prortietenterests of insiders over those
of outsiders. He finds that corporatist arrangesietitat provide for centralized
bargaining and more unified representation of laimberests — and that in principle
should bridge the gap between insiders and outsidéave no noticeable effect on social
democrats’ propensity to bring the interests obmlgrs on board.

While we take inspiration from Rueda’s work we adp build on it in a couple
of ways. First, while Rueda’s analysis is orgadiaeound voter preferences on the one
hand, and policy outcomes on the other hand, wematt here to get closer to the
intermediate level — the coalitional alignmentsttim@ediate between the two. In
particular, where Rueda attributes dualism to Ilpsftties as they respond to their core
constituents, we see dualism as driven much mareally by cross-class dynamics and
alignments. This somewhat different (political-egoric, coalitional) vantage point we

adopt here allows us to draw connections betweetrémds that Rueda observes in labor



market policy with other realms that he does ngti@e—above all, industrial relations
and social protection.

To our view, thenstitutionalizationof dualism is a process that has been tied up
in the linkages— unexplored in the earlier literatan labor market segmentation or in the
current literature on insiders/outsiders cleavagbstween industrial relations changes,
labor market policy, and welfare state reforms.eHee rely on political economy
literature that has underlined the importance étitutional complementarities” in the
functioning of economic and social models. As idl weown, in Germany the economic
model was premised on large export firms in tradii industry (e.g., automobiles and
machine tools); in France it was rooted in natizea “champions nationaux” — like
Renault, national railways, national electricity tloe aeronautics industry bankinign
the heydays of the German model (during the 1966s1870s), large manufacturing
industries were leading collective bargaining imr@any, and defined what was named
the "Standard Employment Relatiof'As, among others, Karl Hinrichs has shown, as a
norm, theStandard Employment Relatianplies continuity and stability of employment
with not more than short interruptions of gainfudnk, in a full-time job based on an
unlimited contract from the end of education urgtirement. Resting upon employment
at ‘standard’ conditionsocial insurance schemésriginally developed for industrial
workers under Bismarck legislation), financed mainy employers and workers, and
managed by their representatives, provide wagacepient when typical risks of wage
labor occur and workers are temporarily unableatm @ market income (sickness,
unemployment) or are no longer expected to dorsal(dity, old age)™* In France, such

a leading role for industrial relations and empl@ytprotection was given to the



nationalized firms (such as Renault acting asihatsociale") and the State sector.
Organized in a similar way as in Germany, S@&surité socialevas first made for the
workers in the private industry and trade.

In both countries, the core industrial sectors,cvhwere having the highest
productivity gains, defined the norms and provitlegimodel for the other economic
sectors, in terms of wage and working conditioalpl contracts and social protection. In
both countries (even though through different prditprocesses, see below), the social
partners from manufacturing industry, unions fréva public sector as well as State
policies have contributed to the diffusion, geneedion and institutionalization of this
model beyond the core industry to cover the (alinobble population, directly for male
wage earners, and indirectly for their relative® Will argue that, in order to preserve
the logic of the model for the sake of the corditranal economic activities, the very
same agents have more recently contributed to omiderthe capacity of this model to be
encompassing and to provide standard jobs andasisukial protection to all.

Some authors have suggested that the connectionssarelated institutional
realms operate as a stabilizing force, since woeldeformers in one area will have to
consider as well the costs of possible “collatéi@hage” to complementary institutions.
13 In the political economy literature for exampiejs argued that employers will be
loath to undertake reforms in one arena if achigtire desired effects is contingent on
adjustments in all other arenas as WellBut most of these accounts also acknowledge
the possibility of a reverse effect, essentially lamavelling, as changes in one area
destabilize relations in others. This second pdgyiis in fact more consistent with

what we observe in Germany and France. In thesescatight coupling among



institutional realms is an important driver of chanas responses to emerging pressures
in one arena created new problems and thus inspiredideed required reforms in
adjoining policy arenas as well.

The basic sequence runs as follows: In both Geyraad France, early responses
to the economic crisis created by the new inteonali context were organized around
saving their core manufacturing economy — which thasfoundation for both the
economic and the social model. This was accommislyereducing the size of the
workforce employed in the industrial sectors (tse of early retirement exploded in the
late 1970s and during the 1980s) and increasindugtovity (and job security) among
remaining workers through increased internal fléityband intensification of work. This
mode of adjustment, however, robbed the core imgastits ability to serve as lead for
the rest of the economy; essentially it survivebgoming “selfish,” as employers
streamlined operations and outsourced non-comytiton productive activitie’s.

By concentrating on restoring competitiveness ankideping only the most
productive workers, the core sectors provided niew &f deals inside (job security
against increased productivity) and left out mard more people and activities. For the
latter, it appeared progressively that the normbiefcore could not apply anymore: for
them, new types of jobs (more flexible, less pridrshould be created, and new social
protection should be developed (and financed diffdy).

Creating new types of jobs in the low skill seevgector (cheaper and more
flexible) thus appear as the second step. Insteadjeneralized labor market flexibility
for all, new types of work contracts are creatadaltowing the development of new (and

less productive) jobs, next to the core ones. Thesasures have contributed to the



emergence of a secondary labour market made off¢anthese activities and operating
according to different rules: more flexibility ske security. The term “atypical jobs” itself
implies that different rules apply; to the extdmttsuch employment is considered
“exceptional,” even as it grows, it is also nobaled to compete with the core sector (i.e.
putting so much pressure on it so as to comprothes&ages and security of labor
market insiders).

The decrease in employment rate, especially deady retirement, the increase
in long term unemployment and the development efsgcondary labour market based
on new rules for “atypical” employees in turn geated financial and political pressure
for the development of a secondary type of welfacgection. In systems such as the
German and French which are premised on segregakeplools, financed by social
contribution paid by employees and employers (dagral not general taxes), and where
eligibility to the benefits is based on past cdnition'®, the growth of inactivity rate and
of a secondary labor market made of jobs that@adiélly) exempting from paying
social contribution, is bound to undermine the fiicial basis of the traditional regime.
This system was by definition not designed to foethe social protection of those who
did not participate in the “normal” economy and tcdoute to the traditional social
insurance funds. By the 1990s, when financialquresincreased tremendously on social
insurance schemes, it was eminently clear thadénsicould no longer support the same
level of protection for outsiders (either the unémgpd who pay no social contribution,
or those having "atypical” jobs, whose careersssahtinuous and who are usually
paying a lower level of social contribution). Deée of their own benefits could be

achieved, however, by quarantining these agaimatidds by outsiders, for whom the



state was then asked to take responsibility. Timasthird step, welfare reforms were
developed that were premised on sharpening thdéhgeen social insurance for those
who had paid their social contributions, and soagslistance and in-work benefits for
those excluded from the normal labor market, furtbeenforcing dualist tendencies.
Each of the next three subsections sketches eut#jor changes in these three
central areas of the German and French politicahemies. For each domain, we
provide some evidence of dualization processes, gawel an account of the political

dynamics that are driving them.

Developments in Industrial Relations: Local “egquisand the erosion of collective

bargaining

Germany and France have always diverged sharphy dne another in terms of
the usual measures of labor organization and dtiethgt matter for industrial relations
institutions. Germany’s organization rate peakedraund 35% in the 1970s though it
has since dropped below 25% today, while Franc&qukat about 20% of the workforce
in 1955 and is down to under 10% currerfflyThe German labor movement has also
been relatively centralized, featuring a few nompeting multi-industrial unions,
whereas French unions are notoriously fragmentewigaideological lines. Nonetheless,
in both countries mechanisms were in place for mafadhe postwar period that provided
for very high levels of collective bargaining coage (at around 80% in both countries),
as well as a relatively high degree of nationakleharmonization of working conditions

and wages.
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In Germany, this effect was achieved through theepsetting role traditionally
played by the manufacturing sector. High levelgmiployerorganization in this sector,
combined with pattern bargaining led informally the powerful Metalworkers Union
(IG Metall), allowed Germany in the 1970s and e%880s to emulate the outcomes of
the “more corporatist” countries of Scandinatfia.In France, by contrast, the state
loomed larger in securing similar outcomes. Int tbauntry, high coverage and high
harmonization were traditionally achieved throubk tead role played by nationalized
companies as well as tipeocedure d’extension a tool that extends sector- or national-
level agreements to all firms active within theustty or the country, even if they are
signed by only a minority of the trade unions ampyers’ associations.

In both Germany and France, however, the usuahamsms for achieving
harmonization/standardization have been severehpoomised over the last three
decades, as a result of decentralization of colledtargaining, and a shrinkage in the
traditional “core” and an associated “inward tuam’the part of firms and sectors that
once led the economy. In Germany, the declinearfufacturing employment has been
accompanied by falling organization levels amontilveorkers and firms, as well as a
decline in collective bargaining coverage. Unimmsity among the actively employed
(excluding retirees and unemployed) dropped inMest between 1980 and 2004 from
32.7% to 21.7%, a result primarily of the declifiemployment in manufacturingf
However, despite the decline in manufacturing imgugas Hassel notes, the structure of
German unions still largely reflects employmentistures of the 1960s, with strongholds
in manufacturing and low representation in serviteShese trends are mirrored on the

employer side, where association membership among fs low outside of
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manufacturing, so that collective bargaining cogereates in emerging new sectors are
well below industry?

In France as well, big changes occurred in thecgtra of employment.
Employment declined in the industrial sector (frd8% of jobs in 1978 to 14% in 2006,
but services to industry increased in parallelwshg a trend of outsourcing services out
of industrial firm$®), major public companies have been privatized 4f86. Overall,
the unionization rate fell from 17% to less than.3%wever, the structure of
unionization remained similar to the one beforehwiie rate of unionization being three
times higher in big companies (public or privateggrt in small ones, and the rate of
unionization (and the presence of at least onestugibn in the place of work) being two
or three times higher in industry than in servieetsrs such as services to industry,
construction or restaurant, or personal servites.

As the traditional core shrank, it also turnedangivin ways that compromised the
ability of leading firms and sectors to continueplay the role of defining the level of
wage and protection for all, traditionally assignedthem. The decline itself was
relatively orderly because it was accomplishedangé measure through early retirement
policies negotiated consensually between labor eapital at the local levEl What
contributed to the “inward turn” of collective baiging was the decentralization of
negotiation, both in France and Germany. Legal vations in both countries in the
1970s and 1980s — the extension of works courghitsiin Germany through the Revised
Works Constitution Act of 1972 and the Auroux Lawfs1983 in France — enhanced
labor’s plant-level powers and set the scene foalltabor representatives to participate

in personnel policies organized around stabilizngployment for the current workforce
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while accommodating market fluctuations through thee of overtime and similar
measure$®

The legal supports for labor’s plant powers — desigby social democrats (or
socialists) — ironically had ambiguous effects wilspect to the power of national
unions, since enhancing labor’s local-level poweas certainly magnify union strength
in important ways, but it can also invoke “segmésifatendencies in times of high
unemployment! This negative effect on unions was especiallymdtéc in France,
where as Howell points out, rather than become c¢hie@ads for union activity in the
firm,” the Auroux laws instead created local lewampetitors by encouraging the
“development, reinforcement, and use of firm-speddrms of worker organizatiorf®

The growth in both countries of plant-level bargag in the 1980s and 1990s can
thus be seen as a logical extension of these eddieelopments. In Germany, the last
ten years have seen a massive growth in compaey-fgacts for employment and
competitiveness negotiated with works councilet(iebliche Blndnisse zur
Beschaftigungs- und Wettbewerbssichejidlg While there is nothing new in local
bargainingper se,the kinds of pacts that have emerged since th@sl8tbody a new
and clearly more segmentalist logic, involving #auffs and compromises in which
managers secure cost-saving concessions on wdrkiegand pay flexibility in exchange
for increased job security. Thus, while very fevajon companies have abandoned the
system of centralized bargaining, a large and gigwiumber have negotiated some kind
of company level pact along these lifiés.

France, too has seen a trend toward the increasipgrtance of firm-level

bargaining, and this despite the continued usi@nsion clauses. The result has led to
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more favorable agreements in large firms than ialsfinms, in industry than in services,
for skilled workers than for unskilled ones, for mmlnan for women. Very similar to
Germany, “the French political economy has seensthengest individual employers
(large firms) and the strongest individuals (puldites and managers) rely increasingly
on their individual market power to improve thestative position.®* Industry bargains
appear no longer to place a floor on local negotist As Culpepper puts it, “in the
early 1980s, wage agreements which covered endictors provided the minimum
threshold below which wages and other working cthoias could not fall. Yet (...) a set
of legal exemptions first introduced in the 198@sadily eroded the primacy of the
sectoral level, capped by a 2004 law on sociabdia which reinforced the autonomy of
firm-level bargainers in almost every domain saeges.®?

The Politics of the inward turn

Intensified cooperation between labor and managenenlarge (mainly
industrial) companies at the local level has geedranore fragmentation, undermining
broader (more solidaristic) national strategiesthe extent that it compromises the
willingness of these firms to play the roles tramtitlly assigned to them in national level
bargaining. In both countries, large companiethépast have been expected to support
-- and in fact lead the charge for -- industry-lewage settlements that all firms in the
association could tolerate even if they themseteedd pay more. On the labor side, too,
workers in large firms (with higher levels of orgeation and union strength)
traditionally have been expected to “carry” theams through strikes.

In Germany, where the system was held togetheellatyy organized employers

and unions, solidarities in both camps broke doathar dramatically in the 1990s,
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beginning on the employer side. In 1995, for exiamhe position of the powerful Metal
Employers’ Association (Gesamtmetall) collapsed mpkant managers proved unwilling
to disrupt relations with their local works coumsci refusing to heed the association’s
call for a lockout® In 2003 the shoe was on the other foot, as labffered the key
defections. In a major industrial conflict in thegar, works councils in the West were
unwilling to continue striking for gains that wouledound to the benefit of workers in
the East* More generally, a divide has opened up withinléb®r movement across
different industries employing different kinds obikers. In Germany this has become
manifest among other things in debates over tmednttion of a statutory minimum
wage. This is something that, traditionally, Gennaaions have viewed with skepticism,
worrying that it would interfere with their colleeé bargaining autonomy. But by the
early 2000s, low-skill unions have come around toage positive view. The main
service sector union (Verdi) is now in support statutory minimum wage (Schulten,
EIRO 1999/11). But manufacturing unions are opgp&saring that a low minimum
wage would compromise bargaining autonomy and puingvard pressure on wages in
their sectors (Dribbusch, 2004/09 and Funk andiL.@8€5). These unions are joined in
their opposition to a statutory minimum wage by tiin employer confederations, the
German employers’ association (BDA) and the Confatitn of German industries
(BDI).

In France, as stated by Chris Howell, the progvessecentralization of
industrial relation from sector to firm level hasngrally accompanied the weakening of
Trade Unions and their capacity to keep relativegh wage level and employment

protection for all. The unintended effects of therédux laws, and afterwards the
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Legislation in the 1990s on the working time reduttvere especially important in this
regard. Each law on working time reduction (steytin 1993 with the Robien laws and
ending with the Aubry Il law in 2000) called fordal negotiations. Whereas in the past
unions had relied on strikes or government actosettle conflicts at the industry level,
now “the French model of industrial relations appeacreasingly oriented to outcomes
that are negotiated and debated at the levelmffrather than the sector."However,
one should not conclude that the consequencescehttalisation of industrial relations
have been the same for all workers and for allossdte flexibility for everybody). As in
Germany, this decentralisation has lead to a distin between high productivity sectors
and workers and low productivity sector and worKemainly in low skill services). As
Michel Lallemand notes, in the previous (Fordisdal, “every job was linked to a
coefficient included in salary scales that had besgpotiated by unions and employers at
the sectoral level... Since the 1980s, the rangeagfes has increased as firms have
added different bonuses to a basic wage...At theoétite 1990s, individual bonuses
represented about 15% of the wages of senior mes)a@&% for lower-level managers,
and 2 % for blue-collar workers®

One has indeed to differentiate the impact of deisentralization, between
sectors, between large and small firms, and betweetypes of workers concerned.
Negotiation in large (industrial) firms and in pigbdectors (where unions remain present
as stated above and have not been replaced bymon-workers' representatives)
usually traded working time flexibility and incream productivity for job security, while
in small firms, and in general in (low skilled) gee sectors, working arrangements and

conditions have deteriorated and external flexiphias increaséd As shown by
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Hayden, the 35 hours lead to wage moderation, gneaiability in schedules, and
intensification of work for lower-paid and less{#d workers, when the white collars
and high skilled workers appreciated the bettekvand life quality that the negotiation

of the 35 hours brought to theth.

In short, and contrary to accounts that mostly esse conflicts between labor
and capital, some of the most destabilizing tremd$serman and French industrial
relations go back to an intensification of cooperabetween the two where they are still
important actors (in both countries especially witharge firms, in Germany in the
manufacturing sector and in France in the latted am the state sector), which
complicates rather than reinforces coordinatiohigher levels. In both Germany and
France we can see that the structures put in pratee 1970s and 1980s to enhance
labor’s voice at the plant level ironically provatledeal vehicles for fuelling these trends
toward dualism.

Thus, one of the consequences of the shrinkingetbre sectors (in size and in
the social coverage of their agreements) and thbiligation of employment and
protection within this core is that it drives a geasl outsourcing of certain functions that
were formerly done within large firms. In Germanlge use of temporary workers is
providing flexibility in key industries. Ten perdeof the workforce at the Mercedes Benz
factory in Worth, for example, consists of tempsaaother auto plant the proportion is
nearly a third (29%J° Other forms of atypical work (discussed at lertygtow) flourish

in the service sector and at the service of the sectors, as manufacturing enterprises
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increasingly outsource peripheral, low-productiyafps such as maintenance or cleaning
to this more flexible labour market.

France has gone through a similar process, andai@mpwork is also pervasive
in French industry. On average, during the 208Beut 10% of the French car industry’s
workforce was temporary worket3. Increased outsourcing also provides flexibility i
France. As INSEE shows, the share of servicesHidog firms has multiplied by 2.5
between 1959 and 2006, to become the fourth largastgory of intermediary
expenditure by firms. Buying cheaper labor from tlutside has progressively replaced
hiring staff to perform services such as cleanisggurity, recycling, transportation,
consulting and information technologies within thme.

These trends, along with the development of adeoeange of new services
(construction, restaurants, goods delivery, chilecalder care, which are aimed at
responding to the increasing demand for servicdallmyr market insiders) have fuelled
the rise of a secondary labour market, marked loy-standard” work contracts and
lower standards (for pay, working conditions andagprotection).

In sum, in Germany and France, industrial restmiregusometimes meant closing
down whole industries, but mainly it involved shngyiup the competitiveness of core
sectors by reducing the size of the workforce aedeiasing the productivity of the
remaining workers. Early retirement allowed foektively orderly retreat, even if the
departure of older workers did not — as advertisatake room for younger workers so
much as it stabilized the remaining jobs whosehithats were also then expected to
worker harder and more flexibly than before. Aeginig competitiveness through

increased productivity and internal flexibility ¢alg with wage moderation, especially in
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Germany) made it difficult to continue to align \Wiorg standards for the unskilled (those
lacking university diploma or vocational trainingjth those of more productive workers
in the core. Labor market reforms reflect thisidev They did not impose a unified
flexibilisation for all, as theories of generaldifalization would argue. Instead, the labor
market reforms did not really touch the statusypfdal jobs, maintaining strong
protections for workers in “normal employment” tedaships in exchange for them to
work stronger to preserve or regain core sectorapetitiveness. For those not able to be
productive enough, though, labour market policiegetbped new types of (subsidized)

jobs, much more flexible and insecure, mainlyhie (low skilled) service sectots

Labor market reforms: the growing divide betweer thsiders and the “a-typical”

secondary labour market.

Against the idea of a generalized flexibilisataflabor markets in both Germany
and France, there were and continue to be mulpig&ections for core workers in regular
employment in these two countries. In Germany quciections involve various legal
stipulations but large companies also feature vsipng workers councils with
significant rights in the area of plant personneliqy. Among all of the various
proposals for flexibilizing the labor market anccisb policy in Germany that have been
floated over the last two decades, one idea (es®acespecially with the F.D.P.) that has
gone nowhere is the demand for a general relaxatibremployment protection
legislation (p. 403). In France as well labor kedrreforms since the 1980s have not

significantly relaxed protections for regular workén the core economy. Initiatives in
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the mid-1980s (under the Chirac government of 18@6+emoved mandatory prior
authorisation for collective dismissals on econogrmunds, and at the same time made it
easier for firms to use new fixed-term, temporarggency work, and part-time contracts
(see below). However, as soon as Mitterand waslectesl in 1988, the Rocard
government re-instated protections for regular wosly introducing a new requirement,
the ‘social plan,” which again extended the roletlod public administration and then
courts of justice in controlling economic dismissaln 1993, this requirement was
reinforced by a further law that required socighnd to contain detailed provisions
concerning the workers to be dismis&&d.

However, alongside these stable and still wellgxetad jobs, various forms of
“atypical” employment have been on the rise in bmgbintries over the past two decades.
In the two countries, under employers’ pressurerfgriementing more flexibility on the
labor market, trade unions have resisted too bamgas in the employment protection of
core workers. However, they have accepted increafbexibility for other types of jobs,
by the creation of specific work contracts andustes at the margin of the core labor
market, thus institutionalizing a secondary labarket with its own specific jobs an
rules. In order to protect the core sectors, tinesejobs — often subsidized — are
considered “atypical” and as Isaac Martin has puffectively quarantined so as to
avoid their becoming the new norm for the wholeldorce®?

In Germany, the increase in atypical jobs datek badche mid 1980s but their
numbers have increased steadily since the latesl®@én as their pay and benefits have
declined relative to “regular” employe&s. Reforms in the 1980s eased restrictions on

the use of agency workers and temporary contrates preferred type of atypical
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employment within manufacturing). The use of fixedn contracts has expanded. Since
this type of employment was first regulated in Gany (in 1972), limits on the duration
of temporary contracts were successively extengedicularly in the 1990s in the
context of growing unemployment -- up to 12 monilys1997. The Hartz reforms of
2002 further relaxed the duration of such contréztsvo years? But the most important
measures are those that have promoted the growgh oélled mini jobs (legislation in
1999 and especially 200%). Mini-jobs refer to low-level, part-time work this not fully
covered by social insurance contributihs.

These jobs have been around a long time. In tledd&h Era” of the 1960s and
early 1970s, they were occupied by students, hauesvand others who were covered
through derived benefits and who preferred very\wawking hours and in any event did
not rely on such jobs as a primary source of incomeenefits. Employers who hired
such workers on a part time basis had traditiortadign absolved of all contribution
requirements up to a ceiling of earnings set aD82@er month. Instead of
contributions, employers paid a lump-sum tax amogrtb 20% of the worker’s
earnings, though the tax was often passed on tadhleers, who in many cases were tax
exempt (being high schoolers, university studemtsetirees) (Bundestag debates). As
non-wage labor costs grew in the 1980s and 199@ogeTrs increasingly turned to this
form of employment, and as a result the numbeuoi gobs increased well beyond the
originally intended clientele (see also Silvia 202

Over the course of two reforms (1999 and 2002) Rbd-Green government has
promoted the growth of these forms of work, workiregy much against the interests of

low skill unions and workers but with the tacit sent of manufacturing workers. Thus a
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first round of reform in 1999 rejected calls bywsee sector unions (and the left wing of
the SPD) to limit minijobs and in fact replaced thenp sum tax with employer
contributions that would flow into funds on whichimjobbers could not themselves
draw unless the minijobbers themselves make additieoluntary contributions (which
they typically do not do, given their low incomes)ln other words, employer
contributions for this low wage work actually flowto the social insurance funds that
cover regular full time workers! Subsequent leggish (in 2002) expanded the low wage
sector by raising the threshold of earnings abovechv regular contributions (and
benefits) kick in (as well as eliminating a prewolimit of 15 hours per month, and
allowing tax- and contribution-free mini-jobs assecond job, something that had not

been possible under the 1999 legislation).

The softening of limits on so-called mini-jobs wasimportant component of the
labor market reforms associated with Hartz IV @melsubsequent Agenda 20°F0.
Not surprisingly, these changes were welcomed bypiéak employers’ confederation,
BDA,*® but they were not actively opposed by core martufamg unions. Indeed, when
the 1999 legislation was being debated, SPD spakediessler noted that employer
contributions from these jobs (as well as from abbumillion so called pseudo self
employed were needed to bring 10 billion DM inte gtrapped insurance funds. These
additional resources, he noted, are “urgently n@eheorder to avert another increase in
social contributions on standard, full time jobshigh otherwise would be “nearly
unavoidable” (pfn 12 August 1998), and necessaryels to avoid a “zero round for

retirees” (ibid).
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Manufacturing workers had fought tenaciously toaggpproposals that promoted
a low wage sector but only so long as it looked tikeir own members would bear some
of the costs? Once the new proposals came out that reversdddieand tapped low
wage work to replenish their social insurance fufwdgh virtually no benefits for
atypical workers)), they sat back. None of the major manufactudnigns including the
metalworkers and the chemical workers submittedtipogpapers on the final bill in
parliamentary hearings and mostly they stayed guittte press as well, with the notable
exception of the Metalworkers union which, aftex thw’s passage, “welcomed” the new
regulations as a way of moving beyond the shad@mm@uny and stabilizing the social
insurance funds (PFN 20. May 1998) These unions did not have a strong interest in
preventing the growth of low wage work becausekihd of workers who occupy these
mini-jobs (often women) are not direct competit@sd this form of employment is
really more prevalent in services than in manufacgu(Carlin and Soskice). The
subsequent 2002 legislation that vastly relaxedifsogintly the restrictions on minijobs
passed without much of a fight.

Since 1999 the rise in mini-job employment has mdystantial, increasing from
about 2 million in 1991 to 4.7 million in 2005, natunting about 1.7 million additional
secondary mini jobs (the increase in the latteringmstrongly after the 2003
legislation)>® Mitlacher cites a study that shows that betwe@arl 40 percent of all
unskilled Germans perform minijoB$Studies have shown that over 2/3 of these jobs are
in the service sector, and about the same perae(8dgo) are held by women.Backer
notes that very often in these cases, “women arstetl into the traditional role of

supplemental family income®



23

The divide in Germany thus has a strong gender ooemt to i’ The growth of
atypical work has opened new possibilities for wonte enter the labor market and
participation rates have increased noticeably (yt&tween 1995 and 200°%). While
some research has shown that certain forms of clygmployment (e.g., fixed term
contracts) can serve as a bridge to permanentijplidermany (see, especially Gash and
McGinnity and Gash}’ it is not at all clear that this is true for mistis (which are far
more prevalent among womell). Women’s' groups argued strongly against the
expansion of minijobs in 1999 because the lackeofefits reinforces women’s continued
dependence on husbands. Moreover, these jobs tdeegae into high skills or better
wages over time. In fact, representatives of lexyise sector unions (in which women
are heavily employed — like retail trade and thepm@lity industries) worried openly that
workers would be drawn into these jobs becauseith&ct offered more take home pay
than regular part time work. In one example raisgdhe working group of municipal
women’s bureaus, in order to make 640DM net, alaequart time worker (responsible
for taxes and contributions) would have to earnerthian 1200 DM gross per month.
Labor representatives were concerned that the gtrontadvantages (with respect to take
home pay) would make regular part time work letsetive, even though workers would
be depriving themselves of the longer term benefitsuch employment.

Beyond this, they worried about perverse incentivath respect to wage
increases, whereby workers in these minijobs wonldact fear wage increases that
would take them above the 620DM limit and push theto an employment zone
(subject to full contributions) that would drastlgaeduce their take home pay. The late

addition into the law of a stipulation that enhaheeorks councils’ rights in the area of



24

hiring minijobbers was (accurately) dismissed astigarrelevant in the sectors of the

economy where mini jobs are most prevalent — simadinesses that have no works
councils to begin with, and low wage sectors wham®ns and labor representation is
especially weak. So, the expansion of the low wseggtor in Germany has certainly

increased both incentives and opportunities for aro become more active in labor
market, though it is not at all clear that these good jobs and that they really reduce
dependence on male breadwinner.

In France as well, the number of “a-typical” worgicontracts and jobs has
expanded massively since the 1970s. In 1970, adljmbs (fixed term, part time and
agency jobs) represented 3% of all employment,raoiit than 25% in 2007 (see details
below). Moreover, 70% of the new job contracts@meently “a-typical”® As in
Germany, we see in France a strong resistance lons/to allow for a general
flexibilisation of the labor market, especially tre hiring and firing regulation, but a
specific support for the development of cheaperrante flexible jobs at the margins of
the labor market, through the relax of conditiomsthe use of fixed term contract, part
time and agency work. In a detailed analysis oftWigacalls dual reforms, Johan Bo
Davidsson analyses the position of French emplogedsunions. He shows that since the
early 1980s, employers have pushed for more flktilain the French labor market, but
that Unions resisted this general tréA@hey have however accepted (since new
legislation have always been “pre-negotiated” dsmddo Davidsson puts it) more
flexibility at the margin of the labor market.

As already said, the part of the 1986 reform teatoved mandatory prior

authorisation for collective dismissals on econogrmunds has been changed by the
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(left-wing) Rocard government in order to bettegulate economic dismissals. In 1989, a
new law extended the role of the public adminigirain controlling economic dismissals
by introducing a new requirement, the ‘social pldn’1993, this requirement was
reinforced by a further law, which established that social plan must contain detailed
provisions concerning the workers to be dismiskkxvever, the other aspect of the 1986
legislation, the easier use of new fixed-term, terapy or agency work, and part-time
contracts has not been changed. The ordinance@igk 1986 enabled firms to hire
temporary workers for their normal activities, vehihe maximum period for such
arrangements was extended for two years. The empdogontributions for these jobs are
especially low in order to encourage the partiegrain the labour market of the young
people (under age 25). The socialist governmeMiolfiel Rocard, named by Francois
Mitterrand who was re-elected in 1988, did not regehis trend and kept the reforms
intact. As David Bo Johansson shows, most tradensnjapart from CGT) supported this
dual approach to flexibility in the labor markets Ae puts it: “When the unions have had
the possibility to influence reforms they have ptired to defend the employment
protection legislation for regular workers and hawatead agreed on the introduction of
flexibility at the margins, in the form of easifgetregulations concerning temporary
employment, and thereby creatingual reform”

As a consequence of this “dual reform” of the labw@rket, in France, the share
of agency workers in the total workforce increafedn 0.6% in 1982 to 2.5% in 2001
and 2.2% in 2005, which translates into 585,70thgabs (full time equivalent? The
increase in fixed term contracts has also beerdrdmm 4.7% of total employment in

1985 to 12.5% in 199%. Part-time work represented 10.9% of total emplaynire 1985,



26

11.9 in 1990, 15.5% in 1995 and 16.6% in 1997. W&en 1990 and 2000, people
employed with a short-term contract grew by 60%sthwho benefited from a training
period or special contract with public financing 8%, and temporary workers by 130
%. During the same period, employment in “regul@tis increased by only 2%. The
victims of this kind of flexibility are mainly fowshamong youth, women, and groups with
lower skill populations.”® One could argue that this increase in contingeimcgnly
temporary for people, if mobility on the labor markas also increased and if people
start by temporary jobs but end up with full-tined$. Gazier and Petit reviews several
panel surveys to test this hypothesis and finds dbtually in France workers in short-
term work contracts are trapped in this situafion.

Regarding who are concerned by these new trendsigif skill people may
sometimes enjoy suitable flexibility, Gazier andifPeonfirms that high skill people are
mainly participating in a primary internal labor rket: “figures of average job tenure
have been slowly rising in France since the eighfldney remained at a position similar
to Germany and Sweden between 11 and 12 yearssi#iigity suggests that more and
more well protected workers stay longer in theiteeprise (possibly fearing the
consequences of a mobility decision), while anotireup of less favoured workers is
trapped into a circuit and alternate unstable jahd spells of unemploymer"Those
concerned by a-typical jobs are mainly the lowleHil on a growing secondary labor
market. According to the yearly survey of the labmarket conducted by INSEE in
2007, low skilled people are much more hit by unleympent than skilled people, and
unskilled women more than men. Most of part timesjare taken by women (80%), 30%

of women are working part time, and 30% of themlatecthey would rather work more
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hours. Low skilled young people finds it more ditfit than before to get an open-ended
contract’® Recent studies have also shown that migrants ¢esiyefrom North African
origin) are much more unskilled and concerned thidwer by contingency and a-typical
jobs: unemployment rate of immigrants is twice ligthan the one of non-immigrant,
migrants workers are more concentrated in low efiljobs than non-immigrants
workers, and 25% of female immigrants are occupyimgm skilled employmert.
Children of immigrants, despite having French rmatliies, continue to encounter
difficulties in the labor marke®

Assessing the impact of labor market policies anl&bor market segmentation,
Gazier and Petit conclude that they have actualhtriduted to re-enforce dualism rather
than reduce it: “The results of preceding polidiese been quite deceiving. They range
from the successful integration into regular jobs hore and more skilled workers to
persisting high levels of unemployment and a widmez of situations intermediate
between work and welfare, situations which tendo#éodurable, notably for the less
skilled and less favoured workers”. Among othehng, multiplication of subsidised (but
poorly paid) jobs for specific (low skilled) poptilan have contributed to this increased
segmentation of the labor market.

As in Germany, subsidized jobs have increasecedime early 1980s. Starting in
1982 with “Travaux d'utilité collective, and thenContrats emplois solidarities,”
followed in the late 1990s by the “emplois jeuneamd then Contrat d’insertion RMI or
CIVIS in the early 2000s, there has been aroundi8érent types of these subsidized

types of jobs (called “contrats aidés” in Frenci)e number of these subsidized fixed-

term, low paid jobs for the low skilled workers ged in 2005 at around 500,000. In its
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“Rapport Annuel”, the French Cour des comptes stétat in 2004, 5,7 billion Euros
were spent on these jobs, to which one should laeldacial contribution exemption of
17 billion Euros for the low paid “normal” jobs.

In France, the creation of these jobs were paihgértion policies politiques
d’insertion”” Similar to the so-called mini-jobs and “one-eurjobs in Germany, their
official goal was to enable the young and long-teumemployed to remain in the
mainstream of society by providing a minimum incomeaxchange for some kind of
activity, be it work or training. In contrast toettprotected, permanent workers whose
rights (to unemployment compensation) were deferaethe trade unions, the young
and the long-term unemployed represented a weak|yporganised constituency. Thus
targeted programmes were the favourite policy umsants for implementing Active
Labor Market Policies (ALMPS) since the late 198@§wing various governments to
avoid direct confrontation with the representatiséthe more permanent segment of the
labor force, while allowing them to present sulbmation as the price to pay for job

creation in the service sector.

In short, the trends in France are very similathtose for Germany, and both
countries present a picture that seems quite diffefrom the Nordic pattertf. As
Maurin and Postel-Vinay note, “the starkest corntreigh France or Germany seems to
come from Scandinavia.” Between 1991 and 2001 ¢eamp jobs account[ed] for 50%
of total employment growth in France and 100% opkyment growth in Germany. By
contrast, “temporary jobs account[ed] for less tR&86 of total employment gains in

those years in Sweden, and in Denmark temporaryoyment in fact fell.”> Germany,
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atypical employment of all varieties increased frbdim5% to 25.5% between 1997 and
2997, while coverage of social insurance droppeld® (between 1995 and 2007).

Ebbinghaus and Eichhorst’'s conclusions with respeececent developments in
German labor market policy echoes French experislgsion on the French situation :
“labor market institutions foster a dual labor netriwith high security and stability at the
core and higher turnover and instability at the gimarin order to enhance labor market
flexibility without threatening the stability of gellar employment, gradual reforms
fostered atypical employment. Thus the increasimgbers of temporary work agencies
and fixed-term contracts but also of part-time aratginal employees (mini job holders)
together with persistent long-term unemploymentehglowed the increase in labor force
participation of women, and also account for lowptayment levels of older workers.
Hence, German labor market institutions favor ataersegmentation of the labor
market, maintaining security at the core and sldntyeasing flexibility at the margir(®
M. Malo, L. Toharia and J. Gautié conclude on Featftat “some sort of incomplete
legal round trip appears to have characterisecetimdution of the French regulation of
economic dismissals. Fixed-term contracts allow egoments to introduce some
flexibility into the labor market without endangagi the employment security of most
permanent workers. Overall, the results of thesangbs can be summarised as a
relatively minor and short-lived expansion of enyphent together with an expansion of
the secondary, unstable segment of the labor mafket

Eichhorst and Kaiser, similarly, write of a compaentalization of regular
employment and the “encapsulation” of low wage eyplent—keeping the two strictly

separate. “So while regular employment is stdbsdized through existing welfare state
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arrangements and benefits from more flexibility dollective bargaining, the overall
structure of the German labor changes as it molesercto a dual labor market®” This
clear and impervious division of labour marketgginal flexibility but job security for
the insiders, labour market flexibility and lowetarsdards for the others) seems to
represent a typical continental answer to the neamemic context, and differs from both
flexibility for all as in Liberal economies, andeficurity as in the Netherlands or

Denmark.

The dualising dynamic of Welfare Reforms in Fraand Germany

Confronted with financial deficits and a growingmber of a-typical situations
that they were supposed to continue to protect,défenders of the traditional social
insurance system asked for their welfare systebetpreserved by focusing it on its core
mission (i.e. guaranteeing income security for ¢hesro have previously worked) and
allocating responsibility for the protection of tb#ners (young, long term unemployed, a-
typical workers) to the state.

As is well known by now, the extensive use in Feaand Germany of early
retirement in the 1980s and 1990s had a stultifgiffigct on employment. These policies
created a vicious cycle in which increasing numloéretired workers had to be
supported by fewer active workers, driving up ncege labor costs (in both cases to
over 40 percent of gross wages) and dampeningrgtion’® A first response to these
problems in both countries was to adjust the ruteger which social insurance benefits
were calculated, making it more difficult to obtaire highest replacement rate. In

Germany, for example, the Kohl government cut urlegmpent insurance coverage for
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regular workers from 70 to 64 % of previous wagesieasure that was rescinded by the
first Red-Green government of 1998 but subsequédoitiied back into their own pension
reform.

In France, an agreement signed by the social pariné-ebruary 1984 excluded
those with the shortest contribution records fram entitlement to unemployment
insurance and shortened the duration of paymentstiiers. In 1992, another agreement
replaced the pre-existing unemployment insuranoefits with a new integrated benefit
(AUD, allocation unique dégressiyevith benefit levels that declined as the pewéd
unemployment continued according to a mechanistactalegressivity.” The AUD
increased the minimum contribution period requii@daccess to any unemployment
insurance benefit from 3 to 4 months in the ladt 8lso sharply reduced the duration of
benefit entitlement for those with only 6 monthsohtributions in the last year, from 15
months for persons under 50 years old and 21 mdothikose over 50 to only 7 months
for unemployed of all agé8. Such cuts were designed not to undermine tiititaal
based system but rather shore it up by strengtbetsimasic principle, i.e.
‘contributivity.’

When these measures failed to solve the crisielery further reforms came into
play. The core problem in both countries wasgiteeving number of workers who had
not and would not make contributioiméo the system in proportion to what, under the
existing laws, they would likely be drawimgit ofthe system. In both countries, this
applied to the increasing number of long-term uneyex as well as the growing

numbers of atypical workers just discussed. Im@ery, these numbers also of course
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included very significant numbers of workers inteas Germany, who did not have
contribution records but were heavily supportedasritle existing laws.

In this context, the search for solutions to dizdithe Bismarckian insurance-
based model came increasingly to focus on “clargyithe line between occupational
insurance/contributory benefits and non-occupatinna-contributory benefits — with
the idea that the state should take more respditsiior the latter. The result has been to
produce residual, income-tested and in-work benédit some (outsiders), with
continued contributory benefits (albeit lower) fosiders that can however be
supplemented through collective bargaining or fiewel deal$® Thus, while those with
full-time permanent jobs continue to be insured(th relatively less well than before,
thus needing to complement their protection witligie schemes), more people must
now rely on other types of social protection thgpidal social insurance (mainly
assistance). In response to growing numbers oégsblyouth and single parents or long-
term unemployed, new benefits have been creatddrrmer marginal benefits have been
developed. These flat-rate assistance benefitgllydinanced by taxation and run by the
state, are targeted to the excluded. This hastheerase for the unemployed in both
Germany and France (notably with the Hartz refommSermany, and the creation of
RMI in France). We deal first with the changes iarf€e since that is where
developments in this field started earliest.

The period between winter 1982 and spring 1984 was of intense public
conflict over unemployment insurance in France. Bwas also a period during which
an implicit compromise was being negotiated betwtberunions, the employers, and the

government over a way of adapting labor marketcyolo an emergent preoccupation
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with fiscal austerity. This implicit compromise pexted the Bismarckian heritage of
UNEDIC, but reinterpreted it in a manner compatiblgh cost containment, if not —
initially - retrenchment. The idea was to bettestidguish between the sphere of
insurance (benefits financed through social coatiiims and managed by the social
partners) and the sphere of ‘solidarity’ (bendfiitnced through taxes and managed by
the state). An agreement signed by the social @esrtan February 24, 1984 excluded
those with the shortest contribution records frony @ntitlement to unemployment
insurance benefits.

The restriction, and then retrenchment, of unemmpknt insurance was
negotiated on the basis of the state taking ovepamsibility for benefits that had
previously been financed out of social contribusicend managed by UNEDIC. The
creation of state-managed, tax-financed unemploymessistance benefits — the
Allocation Spécifique de SolidaritéASS) for the long-term unemployed, and the
Allocation d’Insertion(Al) for labor-market entrants — was the explicingpensatory
measure agreed by the then socialist Minister v&fée Pierre Bérégovoy in the protocol
agreement of January 1984, allowing the socialngastto arrive, one month later, at an
acceptable compromise over reform of unemploymesurance. Relieving UNEDIC of
certain responsibilities while simultaneously coming the position of contribution-
financed, social partner-managed unemployment amsar as the principal instrument of
French labor market policy -- thiguid pro quowas enough to help the social partners
agree on the limited cuts decided at this tffe.

Due in part to these reforms, the number of ‘edetupeople’ increased during the

1980s, so that it became one of the most presstigl $ssues of the late 1980s. In order to
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cope with new social problems that social insuranes unwilling and unable to deal
with, governments have been developing new pohsyruments, with reference to new
social policy goals. The creation of the RNRgvenu Minimum d’Insertignis the most
important of these new social benefits. This nontgbutory scheme, meant for those
having no or very low income, was introduced in &aber 1988. Its main features are
the guarantee of a minimum level of resources yoa@ aged 25 or over, which takes the
form of a income-tested differential benefit. Inddtbn, the RMI has a re-insertion
dimension, in the form of a contract between thegpient and ‘society.” Recipients must
commit themselves to take part in some re-insenpi@yramme, as stated in a contract,
signed by the recipient and a social worker. Thegramme can involve intensified
searching for employment, undertaking vocationaihtng, or participating in activities
designed to enhance the recipient’s social autonomy

When it was created, this new benefit was supptsdze delivered to 300,000-
400,000 peopleHdowever, by Decemb&007, 1.2 million persons were receiving RMI.
Including spouses and children of recipieBt§% of the French population have become
involved. Besides RMI, France has now seven other socialnmuim income benefit
programs. More than 10% of the French populatioouisently receiving one of these.
This means that through the development of newakgaiicies and the development of
minimum income benefits, part of the French sopiaitection system is now targeting
specific populations and using new instruments ofine-tested benefits delivered
according to need, financed through state taxadioth managed by national and local
public authorities), with reference to a new lo@iw combat social exclusion instead of

guarantee income and status maintenafite).
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The creation of the assistance schemes easethc¢hts unemployment insurance
scheme itself. Each time retrenchments were inttedumore people were shifted from
insurance benefits to social assistance. Exempliattyis trend is the 1992 unemployment
insurance reform, which was accomplished throughagreement between one trade
union (CFDT) and the employers’ association. Thérme replaced all previous
unemployment insurance benefits with a new one,Alecation Unique Dégressive
(AUD). The new unemployment insurance benefit igapsée only for a limited period of
time, depending on contribution record. The amaifrhe benefit decreases with time,
and entitlement expires after 30 months. Afterwatdemployed persons must rely on
tax-financed income-tested benefits. The level thrdvolume of unemployment benefits
started to fall after 1992, the reduction beingrsgler for the income-tested benefits than
for the insurance one. As AUD was delivering snidilenefits for a shorter period, the
minimum income benefits increasingly functioned easafety net for the long term
unemployed.

Overall, this whole ‘clarification’ process haseaeforced the distinction between
workers who are still linked to the core labor nerkeven though temporarily
unemployed) and those who are moving away frofoitywvhom assistance and in-work
benefits have been creatdd.order to improve the incentives to go back te tabor
market, the Jospin government in 2001 created artedit, called “Prime a I'emploi,”
which is a negative income tax for low paid jobs\{iork benefits). With that, a totally
new rhetoric (unemployment trap, work disincentiaed a totally new type of social
policy instrument (working family tax credit) hauweeen imported into the world of

poverty alleviation in France. In the same vein2@93, the Raffarin government wanted
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to transform the RMI into RMArévenu minimum d’activij)éfor those having benefited
from RMI for two years, in order to increase inéees to work. Since June 2009, a new
scheme, calle®evenu de solidarité actian income given to those entering subsidised
low skill low paid jobs), is planned to progressjveeplace RMI.

Like the French system, the German social ins@agystem became untenable in
the 1990s due to increasing unemployment (partiguia the East), increasing old age
pension and health care expenditures and the staggeosts of supporting the early
retired and the unemployed. The previous divissbriabor between social insurance
funds (administered by social partners) and stesestance broke down, de facto, as the
government was repeatedly called upon to bail betformer on a massive scéfe.In
the mid 1990s the CDU/FDP government carried aérees of reforms that first cut sick
pay and then pension benefits, but these measuees evoked by the Red-Green
government that came to power in 1998. Meanwtulegoing fiscal crisis drove the
search for new solutions, as efforts at achievinggotiated solution foundered.

The Red-Green government’s solutions to thesel@mmbmirrored those adopted
in France, drawing a sharper line between those witlobe supported by insurance
funds and on a contributory basis, and those wipoositside this system and into state-
financed, income-tested assistance. As the hettedfederal Chancellery (and Minister
in Charge of Special Tasks) under the first Schrgd@ernment put it, “social assistance
should be concentrated on the neediest, and tadé&tween contribution- and tax-based
benefits should be drawn more shargly.”The most comprehensive reforms in this
direction were undertaken in the so-called Hartarres, of which Hartz IV is the most

directly relevant in this context. Before Hartz, iViere were three levels of assistance:
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unemployment insurance (benefits related to eashjingnemployment assistance (lower
benefits but still earnings related) and sociaistasce (income tested) for the long term
unemployed. Hartz IV brought two important changese was to reduce the duration
of unemployment insurance (for older workers, frpravious 32 months to 18 months,
for other workers down to 12 months); the second twado away with the middle tier of
unemployment assistance altogether and insteadentieigwith social assistance (geared
not toward status/income maintenance but basic rpoadeviation). In other words,
under Hartz IV, workers who exhaust their unemplegininsurance benefits drop
immediately to flat-rate income tested social aanise®®

The aim of the Hartz IV reform was to merge themployment assistance and
the social assistance schemes into one institutioa.people eligible for the new benefit
type Arbeitslosengeld I{ALG Il) are those of employable age who are “able to work”
and obliged to seek employment. The logic of AL@ ldlistinct from the system of
unemployment insurance (ALG I) that continues teecavorkers with sufficient
contributions, at least through shorter bouts @mployment. As Karl Hinrichs puts it,
“only those with no prior or insufficieALG | entitlements are dependent on the flat-rate
benefit [in 2007, of € 347 per month] from the startheir claim.ALG Il is not merely a
basic security scheme for registered unemployeitidbler, it is designed to serve all
needy people of working age. As with social asestebeforeALG 1l may be paid if
income from employment is too low to meet the nesfdhe household® In this sense,
receipt of ALG Il assistance under Hartz IV “goeshivthe one-euro jobs for the long-
term unemployed discussed above. It also alloWwsrdipes of in-work benefits (e.g.,

the mini-jobs discussed above), so that in Oct@b86, about 1.2 million persons
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combinedALG Il and income from waged wo#k an increase of 500,000 compared to
early 2005°

As Eichhorst and Kaiser point out, these measuage served to “encapsulate”
low wage employment through benefit top up, becalusge one-euro jobs (and mini jobs
as well) set earnings and working time threshdids are difficult to pass, making it hard
for these workers to segue into regular employm@hus as they note: “Given the
implicit in-work benefits, Hartz IV turned into aassive spending program with more
and more people topping up low earnings througHipuesources. As benefit
recipients, low wage earners, and employers quiathpted to the new incentives in an
unexpected way, the low wage sector was furthdneigh the back door, thus
contributing to the growth of the low wage se&brStrong “activation” requirements in
this segment of the workforce fit with the non-iremce based logic on which support in
this “secondary” part of the labor market is prezdis where worker benefits no longer
have the character of deferred (earned) wages wbekers receiving assistance seem to
be getting “something for nothing” — which alloweetstate to then ask for something in
return as a condition for continued support, namaelyation.

Hartz IV is typically characterized as part oti@ght neoliberal offensive visited
upon the German working class by a social demacgatvernment that had abandoned
tripartism and embraced unliaterialism as the evdy forward. It is true that Hartz IV
was certainly not passed with the active suppo@@&fmany’s unions; however the
reality is that the effects of the law are unevethe extreme. Clearly, skilled workers in
the core manufacturing industries are unlikelyeaiectly affected. In light of the very

strong employment protections cited above, worketarge firms in particular, are not
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likely to become unemployed in the first place, akitled workers (particularly in the
West) are highly unlikely to stay unemployed forrmthan a year. This accounts for
why centrist unions like the chemical workers unjolassically representing highly
skilled workers with stable employment) were rathigoportive of the new law, or
certainly not on the barricades (Streeck/Tramp@8€b). Unions like the IG Metall.
took a more vocal position against the legislatisnt worked its way through the
parliamentary committees — but mostly they carembbbnemployment support of long
duration because it was a foundation for theiryeatirement negotiations with
employers’® Low skill workers and service sector unions Nee.di, by contrast, were
justifiably concerned both about the activatioresuand associated wage effects, since
ALG Il recipients have to accept any legal job tlaeg offered, whether or not it is
covered by a collective bargain (EIRO 2004/05).

There is also a strong regional dimension toitiygaict of Hartz IV since the
hardships it imposed were more likely to be borp&brkers in the East. Before the law
took effect, there had been some protest in the,Wasonce the cuts to long term
unemployment assistance were actually being impi¢sae the demonstrations were
strongly concentrated in the East. Surveys wamneigeluly 2004 to all recipients of
unemployment assistance to assess their eligitdditpenefits under Hartz 1V), and this
triggered weekly protests that ran through July Andust. But the vast majority of
these “Monday demonstrations” (harking back toNMmday demonstrations that had
precipitated the fall of the communist regime) tgdéce in the East. While some low
skill unions like ver.di participated, the natiomade union confederation (DGB)

declined to call its members out (citing politiexiploitation of the demonstrations by the
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radical right) (EIRO 06-09-04). What was very clbg this time was that the

willingness of western members to fight battlesdastern workers was fully exhausted.
After all, the strike in metalworking just one ye=sarlier had collapsed precisely because
western works councilors refused to shut down petido in support of the strikes in the
East.

Moreover, analyses that focus on the cuts to ezgubrkers on the benefit side
miss the fact that, on the financing side, Hartaz/&¢y much shores up the traditional
model, preserving a social insurance logic for cmestituencies — above all skilled
workers in manufacturing — while for others legghtly linked to the labor market “social
benefits break with the principle of status pratatiand turn more and more into a basic
protection regime” (Eichhorst and Kaiser 22). Haatz reforms move toward a system
organized more around poverty reduction than in¢statis maintenance for labor-
market “outsiders,” including — all important —lafsin financing that relies more
heavily on taxation to support the (non-contribgjivorking poor. Thus, viewed from
the finance (as opposed to benefit) side, laboketansiders did benefit, since this shift
in financing has meant savings for the unemploynrenirance funds. By 2007, the
social insurance contribution paid to unemploynmestirance could be lowered from
6.5% to 4.2% (Hinrichs 2009).

It is thus also clear that these measures preseseeial insurance logic for core
constituencies even as they recognize that the at@ysver when benefits to male
breadwinners will suffice to cover all. No wondtrerefore, that recent proposals to
revise Hartz IV do not attack the core logic theggarates contributory social insurance

from income-tested social assistance. They faailer, on (re-)extending insurance
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coverage to reincorporate long-time contributirapdeard workers. Thus in December
2007, the Grand Coalition government amended tleenpioyment rules to allow
unemployed persons over the age of 50 to draw aeguemployment benefits for 15
(rather than 12) months, for 55+ year olds, fondghths, and for 58+ for two yeats.

In sum, these reforms have set in motion in Gegnaatmend that is very similar
to that in France. Hartz IV, by merging unemploytiasurance for the long term
unemployed with social welfare assistance (povaltgviation), moved toward a system
organized more around poverty reduction than in¢statis maintenance for labor-
market “outsiders.” At the same time, there hanbeeshift in funding as the welfare
system has come to rely more heavily on taxatissupport the (non-contributing)
working poor®® This shift in financing has meant savings for tinemployment
insurance funds: the social insurance contribypiaid to unemployment insurance was
lowered from 6.5% to 4.2% in 2087.In conjunction with all of this, as Eichhorst and
Kaiser note, “social benefits break with the pnoteiof status protection and turn more
and more into a basic protection reginie.”

Summing up developments in welfare reform in boohintries we can observe
that the last two decades served to reinforce tbader trend toward dualization. When
the reform process began in the 1990s, the proposadges were not presented as a
means of dismantling the Bismarckian welfare statg, of shoring it up in a changed
economic environment (slow growth, high unemploymeging population). At that
time and in later reforms, the main techniques poticies used to reduce welfare
benefits referred to the foundational principlesha system — i.e., the link between work

and welfare rights. These reforms have incredsedcbntributivity’ of the benefits, i.e.
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they have strengthened the link between the amafwdntribution and the volume of the
benefits (through a change in the calculation fdarand/or stricter entitlement rules).
They relied on the already existing logic of theseial insurance schemes (where one
earns the right to social benefits by paying sociahtributions), even though these
reforms usually meant a shift away from redistidit(horizontal and vertical) towards
actuarial principles and a reduction in the coverafthe social insurance.

As we have shown, many of these changes have be®ed in order to organize
aquid pro quéd® -- one that is based on the distinction between whatld remain in the
world of occupational social protection (and beafined through contributions) and what
should be distinguished as a new world of sociatgation, aimed at those with an
atypical employment situation (and be financedulgiotaxation). Retrenchment in social
insurance programs thus reinforces dualism to #tene that it is accompanied by a
clarification of responsibility: the government posing to the social partners to assume
the financing of non-contributory benefits (flateasocial minima for the elderly, the
handicapped, the long-term unemployed; the cregliincontributions for periods out of
work because of unemployment, child rearing andiked in exchange for reductions in
social insurance benefits but also the guarantetheoimaintenance of a secure social
insurance systems for the insiders.

Daniel Clegg summarizes developments in such Biskian systems this way:
“Generally, policies have enhanced protection fosilers’ while targeting both benefit
cuts and new activation initiatives on ‘outsidesfter a quarter-century of reforms these
are thus neither fully activating nor fully compatwy welfare states, but ones that

combine these facets in apparent contradiction.relli® a suggestive parallel — and
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probably a two-way causal link - here with the dkral of labor market regulation
increasingly found in much of continental Europehewe precarious employment
contracts have been expanded as ‘exceptions’ tmatiltaneously contradict and

reinforce the ‘rule’ of the standard employmenatieinship for core workers™”

Conclusion:

By tracing the interrelated changes in industestions, labor market policy, and
welfare reforms in Germany and France, we demaesttat these processes of
dualization occurred incrementally and often wille tsupport — explicit or tacit — of
“‘insiders” on both sides of the class divide whaselerstandable defense of their own
position within a context of retrenchment has besatively successful but has largely
come at the expense of a growing number of “outsitle Instead of a process of
liberalization within these “coordinated” markete@omies, continental CMEs like these
two appear to be building a new (less egalitariainpossibly quite robust) equilibrium in
order to adapt their political economies to the newore competitive, international
economic context. This does not mean that Germamy Erance are becoming
Americanized, since on the one hand a-typical jsh# benefit from status and
regulation, and on the other hand, outsiders biefiefn State support so that a minimum
income is guaranteed.

In Germany, recent reforms (including pensionmaftn 2001 and even the Hartz
IV reforms of 2004) involve an increase in solitharat least at the lowest end of the
social spectrum. Even as pensions were reducedofoe core groups in Germany in

2001, a new minimum pension was introduced thatr@nuther things redounded to the
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benefit of women [elaborate]. And Hartz IV, whithconsidered the harshest of the
recent reforms, actually provided a boost for tlevdst tier of social assistance
recipients. Both the old social assistance benafid the new ALG Il are income-tested,
but the benefits under the latter are in some wagee generous than under the former
(among other reasons because fewer private asstiess privately owned property are
counted against a recipient’s claims to benefitdearthe new ALG Il). Goebel and
Richter show that one-third of previous recipienftsocial assistance are actually better
off in monetary terms under Hartz 1V (2007: 753 gragsim). Hartz IV also represents
an upgrade in benefits for single mothers, who unlle new legislation (and unlike
previous social assistance) are not forced firstuta to their parents and children for
support before becoming eligible for public bersefiHassel and Schiller 14). For the
first time, this group has an entitlement to beseghat is completely independent of their
husbands and families (Hassel and Schiller 13)n sum, while these reforms have
mostly spared the core workforce in the ways weeh@@scribe above, they also have
involved some redistribution among the lowest ineogroups, redounding to the
disadvantage of low wage workers but benefiting esarh the most marginal groups
(women and the lowest tier of social assistancépiets) -- with all caveats about
activation applying to both groups (Hassel and I&aii

In the same vein, the development of RMI and tlghteother social minima in
France are here to guarantee that nobody can bewi#f no support.Revenu de
Solidarité Active (RSAIs even promising a better situation for thoseovalecept some
activities. This new benefit provides social cdmiition exemptions to employers hiring

RMI beneficiaries or long term unemployed, and gnsges a permanent negative
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income tax to the new low-wage workers so that thetyat least 200 euros more than
what the RMI would have provided them with. Withe tdevelopment of these basic
safety net, despite the dualisation trends, powvantthe whole has not increased as much
in France than in other OECD countries. As showrOIBCD, « the poorest 10% of the
French population have an income of almost US$®@0 year — about 25% higher than
the average for OECD countrieS®However, as Gazier and Petit point out: “the
composition of poverty changed dramatically. The@m@lefined as households living
with less than 50 % of the median household incoatehe beginning of the eighties
were mainly out of the labour force; during theatias, poor households with at least one
member belonging to the labour force became theniyaj And in this group, more and
more households have one or two members engagedpat work. What is more
disturbing is that situations of poverty appear enand more for stable workers, not even
in part-time contracts. We find here again the ioijpkemerging norm, fostered by two
connected processes. First, the “structural” efféot integrating workers focussed on a
lessening of existing employment protections, sasnbarriers; this has been done
through the multiplication of special, dispensattalgour contracts for the newcomers;
second, incentives problems appeared, notably leith- paid jobs and intermediate
situations mixing some work with welfare paymerisr example, the RMI’'s benefit is
approximately half of minimum wage for one persart keaches the minimum wage
level when paid to households with two adults aedegal children. In order to fight
exclusion, the French policies largely contributeml create a new segment of
disadvantaged workers: the working poor often coinigi low pay and transfers

payments.”
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In the end, then even if Germany and France havesmok to the American
model, the developments we document here represemhportant break from the past.
In each of the realms we have analyzed — industakdtions, labor market policy,
welfare regimes — the changes we document havedradoal and mostly undertaken in
the name of stability, billed as necessary adjusts® preserve core economic activities
and the existing institutions around them. What diaappeared though is the capacity of
the model to be encompassing and to cover alleciainder one type of work contract
and social protection. In both countries, the stdal relations system has seen a gradual
erosion that has proceeded not so much throughineipir even a full frontal attack by
employers, but rather though the effects on theappery of an intensification of
cooperation between labor and management in asetill core with its center, in
Germany, in large manufacturing companies, andramde, in large manufacturing and
public sector firms. Related to this, labor marketorms have generally promoted
developments in which the status and privilegdaladr market insiders remain relatively
well protected, with the flexibility necessary ttalsilize the core being achieved at the
expense of a growing number of workers in “atygical “non-standard” employment
relationships. Welfare reform are also characterizy a gradual dualisation, a sharper
line being drawn between occupational insuranceéviutory benefits for core workers
and a new but growing world of assistance and irkimon-contributory benefits for

labor market outsiders.
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