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Abstract

European labour markets are increasingly dividetivben insiders in full-time
permanent employment and outsiders in precariouk wo unemployment. Using
guantitative as well as qualitative methods, thissts investigates the determinants
and consequences of labour market policies thgétdinese outsiders in three separate
papers.

The first paper looks at Active Labour Market Piggc (ALMPS) that target the
unemployed. It shows that left and right-wing pestichoose different types of
ALMPs depending on the policy and the welfare regimwhich the party is located.
These findings reconcile the conflicting theordtiexpectations from the Power
Resource approach and the insider-outsider theory.

The second paper considers the regulation and giateof the temporary work
sector. It solves the puzzle of temporary re-regpain France, which contrasts with
most other European countries that have deregulegborary work. Permanent
workers are adversely affected by the expansideraporary work in France because
of general skills and low wage coordination. Thieiests of temporary and permanent
workers for re-regulation therefore overlap in FE@rand left governments have an
incentive to re-regulate the sector.

The third paper then investigates what determineguality between median and
bottom income workers. It shows that non-inclusteenomic coordination increases
inequality in the absence of compensating insthgi such as minimum wage
regulation. The deregulation of temporary work adlvas spending on employment
incentives and rehabilitation also has adversecesffen inequality. Thus, policies that
target outsiders have important economic effecthemest of the workforce.

Three broader contributions can be identified. tFinelfare state policies may not
always be in the interests of labour, so left partmay not always promote them.
Second, the interests of insiders and outsidersnatenecessarily at odds. Third,
economic coordination may not be conducive to &gainism where it is not

inclusive.
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Note on the structure of the thesis

This thesis conforms to the guidelines of the Lan@&thool of Economics and
Political Science specifying that a series of thpapers of publishable standard, with an
introduction, and conclusion, where the total waalint does not exceed 100,000

words, can be submitted instead of a conventionak bhesis.

In line with the guidelines, this thesis startshadin introductory chapter, followed
by a series of three articles, and finishes wittbacluding chapter. The first paper of
the thesis has already been published in barnal of European Social Policy
(Vlandas, 2013a). The second paper has been pedlisiPolitics&Society(Vlandas,
2013b). The third paper is under review (revise mxlibmit) at thesocio-Economic
Review.All of the work submitted in this thesis has beemried out following my

initial registration for a PhD at the European itosé.
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INTRODUCTION

THE DETERMINANTS AND CONSEQUENCES OF
LABOUR MARKET POLICIES

“Outsiders have become a significant part of thditmal economy of industrialised
nations. The emergence of outsiders... is the re$ybblitical factors and, in turn,

has political consequences”

Rueda (2007: 220 ocial Democracy Inside Out.

What determines what workers get in contemporarpitalisst societies? More
specifically, what explains the continuing diffeces in labour market policies and
outcomes across European countries? These questiercentral to the comparative

political economy research agenda and the orgamisatf capitalism in Western

Europe.

During the post-war period, advanced industrialitedipm was organised to
solve three recurrent problems concerning the lefelages, work and productivity
(Hall, 2007: 42, 43). First, the ‘wage problem’ @ted striking the right balance
between wage moderation to retain competitivenesssalfficient wages to support
aggregate domestic demand. Second, solving th&k‘pmblem’ required maximising

employment rates while guaranteeing workers’ |Ihvetid when in unemployment.
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Third, the ‘productivity problem’ concerned theieiént use of workers and capital,

which required endowing workers with sufficient aadequate skills.

With the shift to a post-industrial economy and thdvent of mass
unemployment and precarious wdrlabour markets have become more dualised as
the “rights, entitlements, and services provided”intsiders in permanent full-time
employment and outsiders in precarious work or pileyment are increasingly
differentiated (Emmenegget al., 2012: 10). This trend has profoundly altered the
ability — and preferences — of governments to sdhe three problems that all

advanced economies face.

Mass unemployment has challenged the ability ofaxelstates to guarantee
the livelihood of unemployed workers. The expansibprecarious work also means
that countries with lower unemployment rates arenezessarily more conducive to
labour’s interests. While temporary work providdsxibility at the margin for
companies, it also discourages both the worker tiedemployer from investing
sufficiently in skills. Precarious work may alsod@mmine workers’ bargaining power
and result in excessively low wage growth with pttdly adverse effects on

domestic aggregate demand.

Although labour market dualisation is not a newrgreenon (e.g. Piore and
Doeringer, 1984; Piore and Berger, 1980), its elcgdirprevalence and theoretical

relevance has increased tremendously in the leest thecades. Indeed, unemployment

| use ‘precarious work’ for simplicity to refer twon-standard forms of employment which include

both temporary and involuntary part-time work.
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and temporary work has evolved from being a matgihanomenon to being a major
feature of nearly all Western European countridser&fore, labour market policies
that target outsiders are increasingly salient rgittee rise of outsiders in Western

Europe and the wide implications these policiessHay the whole workforce.

As a result of labour market dualisation, the anstwethe question of what
workers get and how to make sense of the diversitiabour market policies and
outcomes across Western Europe needs to be reembidlherefore, the starting
point of this thesis is the increased dualisatibfewropean labour markets between
insiders and outsiders, which means the answetises®e questions can no longer be
assumed to be the same for all workers. While thenrmapproaches in comparative
political economy explain a great deal about theddmns of workers in standard
employment and the policies that target them, Weksiow comparatively little about

labour market outsiders.

This thesis provides an answer to these questmmhé case of labour market
outsiders: the unemployed and workers in non-stanfdams of employment such as
temporary work. It also shows that policies thaigeéa outsiders have significant
implications for labour market insiders. More sfieally, this thesis demonstrates
that labour market policies that target differemoups of outsiders have distinct
political and institutional determinants and impoitt consequences for wage

inequality among insiders.
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The background: European labour markets under pness

Western European countries have faced a number xofjeeous and
endogenous structural shifts during the last foecadles. First, two supply side oil
shocks hit Western European economies in the 1@#gkng to a rise in non-labour
costs in a context where workers’ productivity gtioewvas slowing down (Blanchard,
2006). Second, the composition and sectoral digidgh of employment in the
economy was drastically altered as the share okaverin the industrial sector fell

while women'’s labour market participation rose.

Third, the demise of Fordism and the process aidiestrialisation weakened
complementarities between various workers and assalt generated a conflict
between the interests of skilled and unskilled wosk(lversen and Soskice, 2009).
Lastly, technological progress and greater tradenoess led to a rise in the demand
for skilled workers relative to unskilled workeiss a result, the market premium for
skill rose generating greater inequality betweears¢hworkers (Wood, 1994; Burtless,

1995; Freeman and Katz, 1995; Acemoglu, 2002; @Gadd Katz, 1996).

Deindustrialisation, greater openness, technolbgicange and the expansion
of labour supply have resulted in a profound reigumation of European labour
markets. The share of outsiders - understood relecuding both precarious and
unemployed workers - in the total workforce of VestEuropean countries has risen
drastically since the 1970s. Explaining the detaemis and consequences of labour
market policies that target outsiders is therefarereasingly theoretically and

empirically relevant.
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While these shifts have led to significant pressuwed problems in the labour
market, policy makers have been increasingly camstd in their ability to tackle
these problems. The adhesion to the European Ugdeitlin and Pochet, 2005;
Leibfried and Pierson, 2000; Scharpf, 1997) anditicecased globalisation of trade
and finance (Goodman and Pauly, 1993; Andrews, 18&termans, 1993) have
generated significant budgetary and competitivesqurees which have severely

restricted governments’ policy choices.

As economic liberalism spread (Simmaegisal, 2006), the scope of policies
available to governments has also been restrictatidodemise of Keynesianism as a
guiding policy paradigm, alongside its replacembgt monetarism (Hall, 1986).
Whereas in the post-war period unemployment was s&ethe responsibility of
macroeconomic authorities, since the 1980s unemptoy became the responsibility
of social partners in the labour markets (Noterma080: 14). With respect to labour
market policies, instruments that were designednsmure workers against labour
market risks increasingly had adverse effects ompleyment rates (Nickell and

Layard, 1999).

Notwithstanding these common trends in Europe, dbéity of different
systems to adapt existing policies and institutibtmsnew problems in the labour
market varies a great deal (Scharpf and SchmidQ;2Bsping-Andersen, 1996; Hall,
2007; Rhodes and van Apeldoorn, 1998). Indeed, f&am countries are characterised
by different welfare and production regimes (Espitrmglersen, 1990; Hall and

Soskice, 2001; Kitschebt al, 1999; Soskicet al, 2000). As labour market policies
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and institutions remain diverse across Europe, uakty, poverty and precarious

employment do not affect all countries to a simdatent.

Point of departure: The dualisation of labour maske

The broad theme of this thesis is the determinaintsoss-national differences
in labour market policies and outcomes. Existinigogarship in comparative political
economy tends to approach this topic by identifyangonstant set of factors, such as
left-wing and union strength or economic coordioati which arguably determine

workers’ employment conditions and benefit entiténts across the board.

For proponents of the Power Resource approach Kagi, 1983; 2006;
Huber and Stephens, 2001; Korpi and Palme, 2008)our’'s interests are
homogenous and their representatives - whethegfirphrties or trade unions - best
serve these interests by expanding the welfare,stdtich in turn fosters egalitarian
wage outcomes. The strength of labour determinesgtnerosity of welfare state
policies, how egalitarian society is, and also @Hesubsequent welfare state reform

dynamics (e.g. Allan and Scruggs, 2004).

By contrast, the Varieties of Capitalism (VoC) dgture (Hall and Soskice,
2001; Soskiceet al, 2000; Kitscheltet al, 1999) contends that the degree of non-
market coordination between different actors, esfigdirms, is a key determinant of
welfare state policies and outcomes. Firms neealge coordination problems in five
spheres of the economy: vocational training andcation, corporate governance,
inter-firm relations, internal management and dtme of the firm, and industrial
relations.
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In Coordinated Market Economies (CMEs), firms rebyn non-market
coordination to solve these problems. Firms dev@aamluction strategies based on
incremental innovation that require workers witredfic skills. For employers to
invest in these specific skills, in turn, necedsitguarantees that firms do not poach
high-skilled workers from their competitors. Simila workers need to know that
they are unlikely to be dismissed after having sted in those non-transferable skills.
As a result, CMEs are characterised by high empémgnprotection legislation and
more egalitarian wage bargaining. In sum, for theCVliterature, the type of

coordination ultimately determines what workerset

However, both theories implicitly agree that thetéas they identify can be
systematically associated with a set of policiesciviare beneficial or detrimental to
the whole of labour. Thus, these theories assumeldébour is a homogenous actor
with common interests and preferences and thataveeKtate policies and economic
coordination are conducive to these interests. Bb#ories provide convincing
explanations of the cross-national variation inolabmarket policies such as passive
unemployment benefits and Employment Protectionidlatipn (EPL) of permanent

workers that were historically created for labowarket insiders.

However, they are less able to explain the crosisima variation in policies
that concern outsiders such as EPL of temporarkeverand Active Labour Market
Policies (ALMPSs). In line with recent dualisationelature, | argue this is due to

labour interests and preferences becoming incrglgsitivided (Rueda, 2007; Iversen

2 Though note that the theory can accommodate additfactors — see Hancké al.(2007).
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and Soskice, 2009; Hausermann and Schwander, 2B&®@nenegger, 2009).

Mirroring these divisions within labour, welfareatt policies and institutions are also
becoming more dualised by generating systematferdifices in the entitlements and
policies that accrue to insiders and outsidersi¢Pand Thelen, 2008; Palier and

Thelen, 2010; Eichhorst, 2010; Emmeneggieal, 2012).

As a result, the conditions of different outsideoups and the labour market
policies that target them are driven by distinctitpal and institutional dynamics.
Studies of labour market policies must therefostinguish between workers in full-
time permanent employment: the insiders; and thoseprecarious work or

unemployment: the outsiders.

Building on this literature, | argue further thatweed to look at specific
groups of outsiders separately, given the hetemigenf this category of workers.
The conditions and interests of unemployed, temyoead low income workers
cannot be assumedpriori to be the same. Also, each outsider group haffexatit
degree of economic and political salience. Polidiest target different types of
outsiders are therefore not necessarily drivenhgysame political and institutional
determinants. As a consequence, it is necessalgokoat different outsider groups

separately and to develop different explanationsttie conditions of each outsider

group.
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Research question and brief summary of argument

In this thesis, the ‘black box’ of labour markettgiders is unpacked by
separately considering different outsider grougse Thesis unfolds in three separate
papers that address distinct questions. The atele related through their common
focus on the comparative political economy of labdwalisation in Western European
countries and are united by the broad questionhatwccounts for the cross-national
variation in outsiders’ conditions and in turn, hdhese affect the rest of the

workforce.

More specifically, in the first two articles, thisesis analyses the political and
institutional determinants of outsiders’ welfarelbgking at two groups of outsiders:
the unemployed and temporary workers. Each growqutsider is treated in a separate
and self-contained article. The third paper therestigates the effects of policies that
target distinct groups of outsiders on inequaligtween low income and median

income insiders. The overall structure of the thessummarised in Figure 1.

The first article looks at ALMPs targeted at uneoyeld workers. There are
currently contradictory theoretical expectationsa@ning the political determinants
of ALMPs. The Power Resource approach contendstheateft always prefers to
spend more on ALMPs (e.g. Huet al, 2008; Boix, 1998) whereas the insider-
outsider literature (Rueda, 2006; Rueda, 2007) ewgthat left parties do not
necessarily care about the potential fate of oatsidand hence may not spend more

on ALMPs.
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Figure 1: Outline of thesis
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To solve these conflicting expectations, | arguat tALMPs encompass
distinct policies that have very different effeots insiders and outsiders. The choice
of ALMPs by political parties is determined by bdtte impact of the policy and the
welfare regime in which it is located. Specificallyshow that left-wing parties spend
less on policies that have adverse effects onensjcdsuch as employment incentives
and rehabilitation. By contrast, left parties inn@inental Bismarckian welfare regimes
spend more on direct job creation. Finally, spegdom training is not driven by
partisanship but rather by the welfare and produactegimes in which governments

make policy choices.

The second paper investigates the political andtutisnal determinants of
changes in EPL of temporary workers. Most of thengarative political economy

literature has so far focused on EPL of permanemkers (e.g. Algan and Cahuc,
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2004; Emmenegger, 2011). While most countries tdaregulated their temporary
work sector, France went in the opposite directdmspite sharing many of the

conditions that are presumed to lead to deregulatio

| argue that in France, permanent workers are adlyeraffected by the
expansion of temporary work because they are piatly replaceablé As a result,
permanent workers have overlapping interests veithporary workers and the left in
France seeks to regulate temporary work. Replalgalsiin turn higher in countries
where wage coordination is low, workers’ skills ageneral and temporary and

permanent workers have a more similar educatiomdilg.

The third paper looks at gross earnings inequbbktyveen median income full-
time permanent workers and those located in theotmotdecile of the income
distribution. Previously egalitarian countries thatve coordinated market economies
or social democratic welfare regimes hawesome casebecome more unequal than
countries with Bismarckian welfare regimes and Bnigish liberal market economy.
To solve this puzzle, | investigate the effect abdur market dualisation and revisit

the impact of economic coordination and welfargéespmlicies on inequality.

The findings suggest that increased labour mankalishtion - in the form of a
more deregulated and larger temporary work sectorcreases inequality among
insiders. Second, while decommodifying labour manselicies do indeed reduce

inequality, recommodifying policies, such as empieyt incentives increase

% Replaceability can be defined as the ability ofptayers to replace permanent staff by temporary

workers (see paper 2 for more information).
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inequality. This article thereby uncovers the intpaicthe dependent variables of my
first two papers on inequality among insiders. @heconomic coordination can have
adverse effects on inequality in the absence ofinglusive union movement or

national minimum wage regulations.

The remainder of this introductory chapter begins rhore extensively
documenting the broad trends in labour marketsolidies that target insiders and
outsiders. The second section briefly investig#tesstrengths and weaknesses of the
existing literature in explaining labour market ip@s. In the third section, each

paper’s puzzle, argument and contribution is theaussed in more detail.

1. Trends in labour markets and policies

The problem load in the labour markets of most sEuropean countries
has risen tremendously in the last three decadesmiployment and inequality have
been rising in most countries and welfare statecigsl have become increasingly
unable to cope with the emergence of new sociks §$.1). In addition, a number of
new constraints on policy makers’ margin of maneoeuvave appeared (1.2). As a
result, new policy prescriptions and instrumentsreventroduced in the 1990s,

however certain labour market problems neverthglessist (1.3).
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1.1. Therise of labour market outsiders

After the two golden decades of sustained Europeanomic growth and low
unemployment (1950-1973), mass unemployment beealame scale and long-term
phenomenon. This threatened to undermine the edonefficiency and social
stability of European capitalism. In the period @264, the standard unemployment
rate was inferior to 2.5% in the vast majority oé€%tern European countries. By 2002,
only four European countries had an unemploymetg vader 5% (Layareet al,
2005: xxi). This rise in unemployment is partly &iped by broader structural and
exogenous factors such as deindustrialisation &stzhlisation but was also driven by
the policy choices of various governments, foranse the shift from Keynesianism to

the low inflation regime of monetarisi.

As shown in Figure 2, unemployment was a margihehpmenon in Western
Europe in 1970. The unemployment rate of most Eemopcountries was under 4%
and was under 6% in all Western European counttieemployment rates started
rising from the mid-1970s in most continental Ewwap countries, and in the 1990s it
began to rise in Scandinavia. By 1997, many coesitrunemployment had risen

above 10% and almost all European countries hachplogment rates above 5%.

The contractual position of those participating labour markets has also
undergone profound changes. Part-time and temperapfoyment, as a share of total

dependent employees, has been rising significamilgss Europe since 1980. This is

* See sections 1.2 and 1.3 for details on the exmgeand endogenous factors that account for the ris
of unemployment. Labour market dualism thereforencé be seen as being completely exogenous of

governments’ policy choices.
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particularly the case among “women, low skilled kess, ethnic minorities and young
people” (Daguerre, 2007: 7). This significant irage in non-standard forms of
employment was in many cases driven by governmeetsims that deregulated the
labour markets at the margin. These reforms hasiétéded the hiring of workers on

non-standard contracts by firms seeking to increas@loyment flexibility in the

context of strict labour market regulations of pamant contracts. By 2007, 15% of
dependent employees were in temporary contractsabout 18% were in part-time

contracts in Europe.

Figure 2. Unemployment in Western Europe between I and 1997
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By 2005, many countries had more than 20% of thrkforce either in
unemployment or in temporary contracts. Some c@asguch as Spain had more than
30% of dependent employees in temporary contrctShe prevalence of
unemployment and temporary work among young workeas even higher. The
increase in the number of precarious workers ram®mel policy challenges because
these workers bear most of the so-called new soclké (Armingeon and Bonoli,

2006).

Resilient unemployment, rising wage inequality dedegulation at the margin
of the labour market have contributed to divisiavighin the labour movement. This
has generated strategic issues for both left-wialifigal parties and trade unions.
Long-term unemployment means that sections of lalbave become permanently
disconnected from the labour market leading to tigali apathy. Workers with
discontinuous and unstable employment patternsigitber well-represented by trade
unions, which find it hard to organise them (Ebhiags, 2006), nor well-integrated in

“cross-class coalitions” (Daguerre, 2007: 9).

Wage inequality has also polarised high skill ama skill workers, potentially
undermining the traditional coalition between theserkers (lversen and Soskice,
2009). The interests and preferences of full-tineekers and those at the margin or
outside the labour markets have as a result beabstiact (Rueda, 2007). In turn,
dualisation of labour force preferences and intsrés increasingly reflected in the
dualism of welfare state policies (Hausermann astdv@nder, 2009; Eichhorst, 2010;

Palier and Thelen, 2010).

® Source: OECD Annual Labour Force Statistics da@at§a010).
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1.2. Constraints on labour market policies

The 1973 and 1979 oil shocks led to a fourfold ease in the price of oil
while total factor productivity growth experiencadmarked slowdown (Blanchard,
2006). Thus, while the productivity of labour fetipn-labour production costs were
increasing. In addition, governments had to addtkess‘double threat of cost-push
inflation and demand-gap unemployment” (ScharpQ®0190). These shocks had
adverse effects on unemployment, though it is ctetewhether these effects have
been temporary or permanent (Blanchard and Wolg080; Nickellet al, 2001). In
this context, three sets of constraints on Europpalicy makers emerged: (1)
ideological developments and discredited polici@3;economic internationalisation

and Europeanisation, and; (3) deindustrialisat®waell socio-economic changes.

The apparent inability of Keynesianism to deal witle stagflation of the
1970s marked an important turning point. Fiscalqyahs an expansionary policy tool
to ensure full-employment was at least partly abaed (Pierson, 2006). The new
paradigm, New Classical Economics, introduced tit@n of rational expectatiohin
the perfect market clearing assumptions of claksimanomics. Fiscal policy could at
best have a short run impact on the economy. Ifotinge run, agents would adapt their
inflationary expectations upwards. Unemployment Mfaeturn to its natural rate and
be determined by institutional fundamentals, bat ¢itonomy would be at a higher
natural rate of inflation. In its most restrictedrsion, the new theory argued that a

perfectly benevolent government could not improperuthe market clearing outcome

" Rational expectations are “expectations based umwmnaccurate knowledge of the parameters

describing the economy and all available informatigHillier, 2004: 174).
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even in the short-run. Any fiscal or monetary imgtion aimed at the macro
management of aggregate demand would be fullyipated and hence neutralised by

private agents in the economy (Hillier, 2084).

Meanwhile, the monetarist revolution emphasised ithportance of low
inflation and the primacy of monetary policy (Hall986). Central banks became
independent from elected politicians (MarcusserQ520As a result, governments
became more limited in their ability to manage agate demand through both fiscal

and monetary policy to deal with labour market peais.

Moreover, some policy options were discredited hgirt perceived failure to
succeed in solving policy problems. For instante, promotion of older workers’
early exit from the labour market as a solutionuttemployment has not been a
success. In fact, the reliance on early retirersehemes in the 1980s has drastically
reduced employment rates in continental Europeen@iso significantly increasing
social contributions costs (Huo, 2009; Layatdal, 2005). Similarly, unemployment
benefits have been criticised for their detrimergtiects on unemployed workers’

incentives to return to work (Nickett al, 2005).

A number of broader structural changes in the labmarket have further
limited policy options. First, changing gender sl€astles, 2004; Esping-Andersen

et al, 2002) generated new pressures in labour marketsxavel needs for welfare

8 However, see Buiter (1980) for an early rebuttilttds argument. Contradicting New Classical
Economics, more recent New Keynesian literature diasgs demonstrated that the ineffectiveness of
government policy is not determined by rationalestptions but by the assumption that prices are not
rigid (Iversen and Soskice, 2006; Carlin and Sask906).
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state policies. Indeed, female labour force paréitton increased in most countries
leading to a marked increase in total labour suggdumotte, 2003). For instance,
between 1956 and 2006, the share of women in aivémployment increased from
33% to 47% in France, from 36% to 45% in Germamg, f'om 32.9% to 46% in the

UK.®

Second, the transition from an industrial to a ®eroriented economy
(lversen and Cusack, 1998:. 346) has eroded thelestafi-time employment
relationship and undermined the ability of welfatate institutions to address the new
risks atypical workers face (Armingeon and Bon@06; Esping-Andersest al,
2002; Bonoli, 2007). Indeed, between 1985 and 280%yestern European countries
experienced falls in the share of their workforogpyed in the manufacturing sector

(see Figure 3).

While new problems in the labour market have entrgelicy makers have
been increasingly constrained in their ability &ockle these problems. The increased
globalisation of trade and finance (Goodman andhyRal®93; Andrews, 1994;
Notermans, 1993; Scharpf and Schmidt, 2000; Gat®88) has generated significant
budgetary, as well as competitive pressures, aadrely constrained governments’
policy choices. Between 1985 and 2005, only Norexsyerienced a drop in its Trade

to GDP ratio (see Figure 4).

° See the OECD Annual Labour Force Statistics dagl2007).
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Figure 3. Deindustrialisation in Western Europe
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Figure 4: Openness in Western Europe
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The adhesion to the European Union (Zeitlin andhBg2005; Leibfried and
Pierson, 2000; Scharpf, 1997; Scharpf, 1999) aksb dn impact on labour market
policies because certain policy options have bedrout by the constraints imposed
by the EU while certain policy reforms have beeonpoted. For instance, certain
policies, such as state subsidies to companieg pr@hibited under articles 92-94 of
the Rome Treaty while other policies, such as Actiabour Market Policies, are

being promoted (van Vliet and Koster, 2011).

At least initially, these changes have led to mant,less spending on welfare
state policies (lversen and Cusack, 1998; Rod8R8). Most studies contend welfare
state spending increases as governments attemaickte the risks generated by
openness (Katzenstein, 1985; Cameron, 1978: 7XeGat998; Rodrik, 1998: 997).
Between 1985 and 2005, only the Netherlands arndnieexperienced significant

falls in total social expenditure (see Figure 5).

However, higher unemployment rates (Swank, 200Bnspn spending
commitments (Myles and Pierson, 2001) and healdieé expenditure (Giaimo,
2001) are straining public budgets. On the finagaide, all OECD countries, apart
from the UK and the US, experienced marked ince@seheir level of taxes and
social contributions (Scharpf, 2000: Table 3, 19Bhus, European governments
increasingly operate in a context of heightenedafi@usterity where the politics of
welfare state retrenchment cannot be assumed toormihose of welfare state

expansion in the post-war period (Pierson, 2001).
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Figure 5: Total Public Social Expenditures in Westen Europe
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1.3. New policy recommendations

While European governments cannot easily retrerfedir twelfare state
arrangements (Pierson, 1996), they cannot eastdyease the financing of their
welfare state either, because higher payroll tawesy undermine employment
(Scharpf and Schmidt, 2000). Therefore, Europedifareestates have to tackle new
social risks while operating under conditions ofstadty and facing significant

resistance to reforming pre-existing social posdiierson, 1994; 1998; 2001).

Countries increasingly seem to be faced with acgdiilemma, where they
can only achieve two out of the following threeattjves: equality, high employment
and budget stability. Anglo-Saxon countries haveral achieved higher employment
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rates but this has been at the cost of much higleguality. Scandinavian countries
have achieved high employment rates and equality tis may generate
unsustainable debt levels. Continental Europe Igts équality and budget stability
but this results in low employment rates which magermine the long-term viability

of the system (lversen and Wren, 1998).

Moreover, as a result of the apparent inabilityeristing policy paradigms to
deal with unemployment, new policy prescriptiongevdevised by both economists
and international organisations. In the 1994 Jdisl\s the OECD advocated more
flexible wages, lower employment protection andghér emphasis on active labour
market policies (OECD, 2006: 6). Employment pol®ing promoted at the EU level
also reflects this trend. For instance, the 19%®eR%uropean Council emphasised the
need to have “more flexible work organisation” gsr@dmote the “reduction of non-

wage labour costs to encourage hiring”.

Thus, in the field of labour market policies, refr were mostly about
‘recalibrationi rather than cost containment (Pierson, 2001). tMabour market
policies were reformed towards a ‘workfarist’ orcti@ating’ welfare state (Peck,
2001; Torfing, 1999; Clasen and Clegg, 2006). Aatton increases the incentives of
unemployed workers to return to work while workfamgposes stricter conditions to

benefit recipients. Notwithstanding this commonntreacross European countries,

2 See EU online summaries of legislation (accessetti® 26' of November 2012) at:

http://europa.eu/legislation_summaries/institutloaffairs/treaties/amsterdam_treaty/a13000_en.htm
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different paths of reforms that follow existing Week regimes can still be delineated

(Dingledey, 2007; Barbier, 2004; Barbier and LuchMgyerhofer, 2004).

In sum, as labour markets have undergone profoumghges, enduring
problems in the labour market have since emergednwhile, previous policies were
challenged, ideological paradigms were overhauled @ew constraints on policy
making appeared. The emergence - and unanticigéfiects - of new policies as well
as significant changes in existing labour markeicp@s raise the question of various

governments’ policy responses.

2. Diversity and change in European labour markets

Labour market policies have important implicatidies unemployment and
inequality (2.1). Despite common pressures andcpgiroblems, Western European
governments have responded in very different wa&2)( The Power Resource
approach and the VoC literature are the two maimpaorative political economy
literatures to explain the cross-national variation labour market policies and

outcomes (2.3).

2.1. The effects of labour market policies

By solving various market failures, welfare stateligges can increase
efficiency (Barr, 2005). However, debates remaimcitoncern the optimal design of

specific welfare state policies such as unemployrbenefit systems and EPL. There
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is a large portion of literature looking at the etetinants of labour market
performance (Siebert, 1997; OECD, 1994; Bruno aachS, 1985; Armstrongt al,
1991). Prima facie there seems to be a slightly negative relationween
unemployment rates on the one hand and the repéatdenate and duration of
unemployment benefit systems on the other (Scap#®96; Elmeskoet al, 1998;
Nickell, 1997; Blanchard and Wolfers, 2000; Nicketlal, 2005; IMF, 2003; Bertola

et al, 2001).

However, there is still disagreement concerningdfiects of unemployment
benefit systems on the level of unemployment (Ldyetr al, 2005; Howellet al,
2006; Howell, 2005; Baccaro and Rei, 2007). Sonugliss even find that higher
replacement rates are associated with lower ungmaot (Belot and van Ours, 2004:

Table 7, 635).

Similarly, the effects of EPL on unemployment anelaar. Some authors find
that it is associated with higher unemployment (JB03; Blanchard and Wolfers,
2000; Scarpetta, 1996; Lazear, 1990; Grubb and sWwelb93; Di Tella and
McCulloch, 1998). There is also evidence that tHeces of high EPL are more
marked on young workers’ access to the labour maikee to the idea that EPL may
reduce flows out of unemployment, high EPL alsateto be associated with a higher
incidence of long-term unemployment (Salvanes, 198ckell, 1998). On the other
hand, high EPL also mitigates job destruction anflows into unemployment

(Bertola, 1992).
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Moreover, the presumed adverse impact of EPL ooulamarket performance
has been widely challenged (Esping-Anderg¢ral, 2000; Bentolila and Bertola,
1990; Oesch, 2010; Freeman, 2005). Deregulatioangfloyment protection at the
margin has been a partial success at best: whiterigased turnover, the reduction in
unemployment duration was limited (Blanchard anddier, 2002). Deregulating
employment protection at the margin may also haveersuated the existing
segmentation or dualisation of labour markets (@Gordt al, 1982; Piore, 1983;

Lindbeck and Snower, 2002).

Even overall lower employment protection reduceth libe outflow and the
inflow into unemployment. Therefore the net effentunemployment is unclear and
empirical studies yield conflicting results (OECID04: Chapter 2, 63). Amabét al.
(2011) find that EPL actually improves employmewrtfprmance. If high EPL is
necessary to sustain institutional complementarite CMEs, reducing it may also
have adverse consequences on incremental innoviatitthese economies (Bassanini

and Ernst, 2002).

There are also mixed findings concerning the impatt ALMPs on
unemployment and employment (Card, 2010; Martin @ndbb, 2001; Nickell and
Layard, 1999; Oesch, 2010; Boone and van Ours, ;2B8@vao, 2003; Heckmaat
al., 1999). The effectiveness of ALMPs is also corgimgon macroeconomic
conditions. More specifically, to be effective taggogrammes require “a reasonably
buoyant supply of job vacancies in order to beatiffe” (Martin and Grubb, 2001:

107).
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In addition, current research yields contradictngings concerning which
ALMP is most likely to enhance labour market perfance. Some studies conclude
that job search and training schemes are mosttie#em reducing unemployment
whereas direct job creation programmes have natefféard, 2010). Layaret al
(2005: xvi) notes that “job search assistance tetadfiave consistently positive
outcomes but other types of measures, such as gmefd subsidies and labour
market training, must be well-designed if they &webe effective”. By contrast,
considering instead the impact of ALMPs on privagetor employment, Estevéo

(2003) finds the most successful programme is tmexation.

Despite the on-going debates concerning the eftefcksbour market policies
on employment performance, what is not contesteldasthe design of these policies
has important efficiency implications. In additiolapour market and welfare state

policies more generally also have important distidnal implications.

Figure 6 displays the cross-national variationoitalt welfare state expenditure
as a percentage of GDP and wage inequality betwsertop and bottom income
deciles for full-time dependent employees acrossté/a European countries in 2005.
Countries with more developed welfare states tendldcommodify workers to a
greater extent. Greater decommodification leaddigher reservation wages and
hence generates lower patterns of inequality. Thosial democratic welfare regimes
in Denmark, Sweden and Finland produce more egalit@autcomes, while the liberal
welfare regimes in the UK and Ireland tend to hawere inequality (cf. Esping-

Andersen, 1990).
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Figure 6:
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Figure 7:
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Figure 7 displays the relation between wage inetyuahd unemployment
benefit replacement rates in the first year of upleyment. The shorter duration of
unemployment benefit eligibility may increase theantives of unemployed workers
to accept lower wages (Gangl, 2004; Addison anccklarn, 2000; Petrongolo,
2009). There is evidence that stricter EPL as vesll unemployment benefit's

replacement rates and duration ultimately redueguality (Koenigeet al, 2007).

Labour market policies are but one set of facttist influence inequality.
Other relevant institutional and political factamslude the tax system, union strength,
wage bargaining centralisation and coverage, andinmim wage regulations
(Checchiet al, 2007; Wallerstein, 1999; Freeman, 1980; Freerh882; Fortin and
Lemieux, 1997; Traxler and Brandl, 2009; Catdal, 2003). Countries with a larger
share of their employees working for the publictesealso leads to lower inequality
because the wage distribution of government empl®yends to be more egalitarian

(Pontussoret al, 2002; Garrett and Way, 1999).

2.2. The diversity and determinants of labour market policies

European countries exhibit a wide diversity in tldesign of their
unemployment benefit systems (Clasen and Clegg3;20sen, 2000). In the past
three decades, the generosity of unemployment iesyftems has evolved along
different paths across Europe. Figure 8 displagsatolution of the unemployment
benefit replacement rates in the first year of upleyment in different countries. Two

features stand out. First, countries have resporidddbour market challenges in
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vastly different ways in the last two decades. &dca@ountries continue to exhibit
various arrangements in their labour market pdiciehe continued cross-national
diversity in labour market policies is also appanehen considering EPL of regular
workers (see Figure 9) and spending as a percenfaG®P on active and passive

labour market policies in 2005 (see Figure 10).

Two main literatures in comparative political ecomno have attempted to
explain this cross-national diversity in labour kerpolicies and institutions. The
Power Resource approach explains developments ilfiareestate policies by
analysing the strength of labour and its represeeta (Korpi, 1978; Korpi, 1983;
Korpi, 2006; Stephens, 1979). Where unions wereligally stronger and the left
controlled the government, the welfare state hasine increasingly generous and

universalistic (Huber and Stephens, 2001; Cast82; Korpi and Palme, 1998).

Figure 8: The evolution of unemployment benefits nelacement rates
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Figure 9: The evolution of employment protection lgislation of regular workers
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Figure 10: Spending on active and passive labour mket spending in 2005
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For instance, the origins of high EPL can alsorbeed back to the strength of
labour (Emmenegger and Marx, 2011: 192; Emmeneggetl; Korpi, 2006).
Looking at recent changes in unemployment bengftesns, Allan and Scruggs
(2004) show that left-wing governments were lekslyi to retrench unemployment
benefit replacement rates. Given the relevancéefstrength of labour, one can also

observe distinct clusters of countries exhibitiggtematically different welfare states.

The welfare state literature has emphasised thmdislustering of countries
into three distinct types of welfare regimes (Egpindersen, 1990; 1999). Liberal
welfare regimes entail low decommodification anstrang emphasis on targeted and
means-tested benefits. Bismarckian welfare reganesnore decommaodified but also
more stratified because social insurance principiean different groups of workers
have systematically distinct entittements. Lasigcial democratic welfare regimes
have universalistic and strongly decommodifying dfén systems based on

citizenship.

Consistent with this literature, the reform pathsabour market policies have
also been different across regimes (Kvist, 2003jePa@and Martin, 2007; Palier,
2006). The extent to which recent welfare staterre§ have entailed cost containment
and retrenchment, recalibration or re-commodifaatiof existing policies, for
instance, has been partly regime-dependent (Pie28@1): cost containment and re-
commodification have been most prevalent in libevelfare regimes, whereas social
democratic and Bismarckian welfare regimes haveded on containing costs and

recalibration.
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In Esping-Andersen’s work (1999: 27), a countryhadt Bismarckian welfare
regime was in the worst of both worlds, achievingthrer efficiency nor equity.
Similarly, Sapir (2007) argued that the continenElropean social model is
inefficient while the southern European social magéoth inefficient and unequal.
The specific clustering of countries into Espingd@rsen’s welfare regimes has been
challenged and amended (Ferrera, 1996; Leibfrie@21Castles and Mitchell, 1993;
Bonoli, 2007; Arts and Gelissen, 2002; Scruggs Afan, 2006) but it remains an

influential reference point for comparative reskarc

A second strand of literature has argued that thwep resource account
underplays the centrality of firms to explain difaces between distinct types of
capitalism in Europe (Hall and Soskice, 2001). Vo€ literature explains policies by
considering how they are embedded in broader unistital complementarities.
Institutions across several spheres of the econcomyplement themselves thereby

maximising efficiency and solving various coordinatproblems that firms face.

Generous unemployment benefits and high EPL magdpaired to protect the
investments in specific skills that workers make&MEs. Also, because workers may
lose the wage premium associated with firm specifidls when they lose their job,
they will only make such risky investments if theag unlikely to become unemployed
and if they receive generous benefits when thapéagm By contrast, workers with
more general skills in Liberal Market Economies (E8) may not require such a high
level of social insurance and employment protectidall and Soskice, 2001; Estevez-

Abe et al, 2001).
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The VoC literature also suggests that distinctitutsdnal complementarities in
LMEs and CMEs make some changes more likely in seo@omies than others
(Hanckéet al, 2007; Hall and Soskice, 2001). Specifically, hegmed competitive
pressures arising from economic internationalisatidl push both CMEs and LMEs
to reinforce their pre-existing institutional corapientarities: the former will
therefore retain generous welfare states and higbh &hereas the latter will have

incentives to retrench and deregulate.

For VoC, a number of European countries such ascErand Spain, did not fit
easily in the initial dichotomy between CMEs and E&4 Mixed Market Economies
(MMESs) were later introduced as a third type ofitism (Hanckéet al, 2007). The
economy of MMEs in many respects underperformedeho CMEs and LMEs (Hall
and Gingerich, 2004). While CMEs and LMEs can bpeeted to react to pressures
by reinforcing their institutional complementargjethe expectations for MMEs are

therefore unclear.

3. Starting point and plan of thesis

3.1. The starting point: labour market dualisation and policies that target outsiders

Both theories do a good job at explaining labourkeia policies such as
passive labour market benefits and EPL of permaweriers that were created when
most of the labour force was homogenous. Indeespitdetheir diverging emphasis on

the causal primacy of labour or firms, both thesrmplicitly posit that the factors
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they identify can be systematically associated watiset of policies which are
beneficial or detrimental to the whole of labour.dther words, these theories assume
that labour is a homogenous actor with common astsrand preferences and that

welfare state policies and economic coordinati@encanducive to these interests.

Contradicting the ‘homogenous labour’ assumptiom,ogean labour markets
have become increasingly dualised. One can disshgbetween the process of
dualisation, the extent of dualism in policies tteiget different groups of workers,
and the resulting divide between insiders and datsi (Emmeneggest al, 2012).
There is growing evidence that the interests amfiepences of labour are becoming
increasingly divided (Rueda, 2007; Iversen and Besk2009; Hausermann and
Schwander, 2009; Emmenegger, 2009). Mirroring thesgsions within labour,
welfare state policies and institutions are alsoob@ng more dualist as they entail
systematic differences in the entitlements andcpadi that accrue to insiders and
outsiders (Palier and Thelen, 2008; Palier and érheR010; Eichhorst, 2010;

Emmeneggeet al, 2012).

As dualisation has increased, the economic andalseffects of different
labour market policies and institutions on insidangl outsiders have become more
differentiated. The political and institutional dehinants of labour market policies
that target outsiders and insiders are therefotd&aiy to be uniform. As a result,
theories that were developed to explain labour etapklicies and outcomes without
explicitly taking into account dualisation are hgmssed to explain novel policy

developments targeted towards outsiders.
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Two policy domains are noteworthy in this respe&t:MPs targeted at
unemployed workers and the EPL of temporary workiExssting literature suggests
that various ALMPs have distinct economic and doeiiects on insiders and
outsiders, and hence should have different poliica institutional determinants. As
Figure 11 makes clear, countries choose very éiffetypes of ALMPs and it is not
the case that those countries which spend morenerpmgramme necessarily spend
more on other ALMP schemes. The relation betwedtiwiag control of the
government and aggregate spending on all ALMPs doésappear straightforward
(see Figure 12). As | will argue in the next sattithe existing literature using
aggregate spending on ALMPs as their dependentablarihas therefore, not

surprisingly, yielded contradictory empirical fimdjs.

Figure 11: Disaggregating spending on ALMPs in Westn Europe
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Figure 11 (continued): Disaggregating spending onl&MPs in Western Europe
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Figure 12: Spending on ALMPs in 2005 and control ofhe cabinet by the left (1970-2007)
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Figure 13: EPL for regular and temporary workers in Western Europe
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With respect to EPL, the expansion of temporary kwmoreans it becomes
increasingly problematic to aggregate EPL of regalad temporary workers into an
overall EPL index. Recent research has looked atddgterminants of overall EPL
(Bonoli, 2003; Emmenegger, 2011; Esping-Anders®&961 Siegel, 2007). However,
comparatively fewer studies to date have lookedesyatically at the determinants of
the evolution of EPL of temporary workers. Thipreblematic because the pattern of
EPL for regular and temporary workers respectivislyery diverse across European
countries (see Figure 13) and hence one cannotcexipe EPL of temporary and

regular workers to be determined by similar pdditior institutional drivers.

A similar problem occurs for labour market outconmgh as inequality,

where different types of inequality can no longer dssumed to be determined by
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similar political economy processes. The relativability of mainstream economics’
explanations to account for the existing diversityvage inequality has prompted new
research in comparative political economy (Ruedd Bontusson, 2000; Rueda,
2008). However, whereas inequality between theatogh bottom deciles of income
distribution conforms fairly well to the expectatiaghat social democratic welfare
regimes and CMEs have lower inequality (see Fiddne inequality between median

and bottom income deciles does not (see Figure 15).

In sum, | argue that we need to look at specifaugs of outsiders separately,
given the heterogeneity of this category of workdiise conditions and interests of
unemployed, temporary and low income workers cabeassumed priori to be the
same. Each outsider group also has a differentedegf economic and political
salience. Therefore the policies that target differtypes of outsiders are not
necessarily driven by the same political and instihal determinants. As a result, it is
necessary to look at different outsider groups isgply and to develop different

explanations of the conditions and policies theggteach outsider group.

Following Rueda (2007), the underlying conceptidnootsiders adopted in
this thesis is categorical in the sense that wharmdividual is seen as an outsider, or
insider depending on their contractual positiontie labour market: workers in
permanent contracts are insiders whereas those empdrary contracts or
unemployment are outsiders. By contrast, some auitunceptualise outsiders along
a continuum where the degree of ‘outsidernesséterthined by the occupational risk

of unemployment that a particular individual fagegy. Hausermann and Schwander,
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2012) Workers employed in occupations with high unemplent are therefore
seen as outsidersgardless of their contractual positiomhis is problematic because
it collapses permanent and temporary workers withigiven occupation as being
influenced by the level of unemployment in theic@gation to the same extent. Such
a premise is fundamentally at odds with the stgripoint of the insider-outsider

theory that links insider’s job security to theesend welfare of the outsider group.

The rest of this section outlines in more detagl guestion and argument of the
three papers that examine the determinants of ALNEPL. for temporary work and
wage inequality between the median and the bottmmme deciles, respectively.

Figure 14: Inequality between top and bottom incomeleciles in 2000
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M Qutside of the dualisation literature, other amhaso posit that individual preferences for gelc
are crucially shaped by the unemployment rate @irtbccupation (e.g. Cusacét al, 2006; Rehm,
2011).
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Figure 15: Inequality between median and bottom iname deciles in 2005
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3.2. Paper 1: The determinants of active labour market policies

The first paper investigates the political and itngbnal determinants of
ALMPs. There are currently contradictory theordtiexpectations and empirical
findings concerning the effect of partisanship ohM®s. Following the Power
Resource approach, some studies emphasise thatrédmgth of the left is a key
determinant of cross-national differences in spegdin ALMPs (Huoet al, 2008;

Swank, 2007; Swank and Martin, 2001; Boix, 1998pH2009).

By contrast, Rueda (2005; 2006; 2007) has forceflyued that insiders and
outsiders have different preferences for labourketapolicies because they face

systematically distinct risks of becoming unempthyBecause insiders face a low
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probability of becoming unemployed, they will noamt ALMPs that need to be
financed out of taxation and may push the unemplopack into work with

potentially adverse effects on wages and work dmrdi. As a result, “insiders care
about their own employment protection much more thlaout labour market policies
aimed at promoting the interests of outsiders” @@ye2007: 212). In turn, social
democratic parties should promote employment ptiot@anuch more than ALMPs

because insiders constitute their core constituency

However, both the power resource and the insidesider approaches share
the implicit assumption that ALMPs entail progransntbat have similar effects on
insiders as well as outsiders. By contrast, weltdade and economics literature has
shown that ALMPs incorporate programmes with déféraims and effects. Some
ALMPs aim to upgrade the skills of the unemployetijle others raise incentives for
the unemployed to take up jobs and yet others ttireceate jobs (Bonoli, 2010). The
varying degree of emphasis on different types oM#ls across Europe documented

earlier in Figure 11 remains to be fully explained.

The first paper of this thesis asks how partisgngiffects different ALMPs
across welfare regimes in Europe. | argue thatshioelld distinguish between distinct
ALMPs because they have various functions and #&ffen insiders and outsiders.
Employment incentives and rehabilitation programinegntivise the unemployed to
accept jobs. Direct job creation reduces the sumglylabour by creating non-

commercial jobs. Training schemes raise the hunagitat of the unemployed. Party
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preferences for ALMPs also crucially depend onwedfare regime in which political

parties are located.

Using regression analysis this paper confirms that positions of political
parties towards these three types of ALMPs areuwdifft. Specifically, the findings are
threefold. First, in Scandinavia left-wing partiesipport neither employment
incentives nor direct job creation schemes. Secondontinental and Liberal welfare
regimes left-wing parties also oppose employmementives and rehabilitation
programmes but they support direct job creationirdlhthere is no impact of
partisanship on training which is exclusively dnviey the type of welfare regime in

which the particular government is located.

By disaggregating ALMPs, the paper therefore rettemche contradicting
expectations and findings of previous literatureor®bver, there are three broad
implications of this paper. First, political padieare particularly important to
understand the labour market policy mix. Seconflerint political parties continue
to favour different policies. However, ‘more’ istnoecessarily better and there is not
a unified position of the left on different type$ labour market policies. Third,
welfare regimes affect the preference of similditigal parties towards labour market

policies.

3.3. Paper 2: The determinants of temporary work (de)regulation

The second paper investigates the political andtutisnal determinants of

temporary work (de)regulation. The existing literat contends that, faced with rigid
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labour markets and unemployment problems, govertsreroose to reduce the EPL
of temporary workers. Labour market flexibilitytisereby increased while insiders in
permanent employment remain unaffected. Most camtwith high EPL for

permanent employees have indeed lowered regulatifctesnporary work.

However, France went systematically in the oppatitection. Despite having
both high EPL and high unemployment, by 2007 Freleahporary work regulations
had become the highest in Western Europe. To dbigepuzzle, | argue that the
French left has attempted to tackle the high regabtity of permanent workers. This
higher replaceability is the result of a greateiitgbof French employers to replace

permanent staff by temporary workers.

Employers have an incentive to replace permanenkes® by temporary
workers in rigid labour markets but their ability do so is contingent on two factors,
which are most present in France. First, temponatkers must be able to do the job
of a permanent worker which in turn depends onl skiécificity and the temporary
workers’ level of education. Second, where wagerdioation is high, the labour
representatives have more control over the usempaorary employees at company
level which makes it harder for companies to replgermanent by temporary

workers.

Using large N regression analysis | show that warkéth more general skills
in countries where wage coordination is low feeé tmost replaceable. As a
consequence, reforms that reduce temporary wonklaggns are most likely where
coordination is high. While partisanship has noststent overall effect, the left is
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more likely to tighten EPL of temporary workers low coordination settings but
more likely to deregulate it in high coordinatioettgrgs. In-depth analysis of EPL
reforms of temporary work regulations in Franceesds that the left has indeed

tightened regulations to compensate a particuladi degree of replaceability.

3.4. Paper 3: Theeffects of labour market policies on inequality

The third paper focuses on distributional labourkeioutcomes. One of the
most profound changes of the past three decaddkeirdeveloped world is the
significant rise in inequality after its relativedine in the post-war years (Kenworthy
and Pontusson, 2005). These trends in inequalitye hmotivated important new
research in economics (Atkinson and Piketty, 20Q03igh, 2007). So far, standard
economic explanations fail to fully account for &g inequality and the cross-
national variation in wage inequality therefore uiegs an institutional and political

explanation (Gottschalk and Smeeding, 1997).

However, wage inequality between median and bottmmme deciles workers
still constitute an under-analysed phenomenon diiti@n, inequality between these
workers represents a puzzle for existing politeanomy theories. Indeed, the latest
data on wage inequality reveals that Germany, thbeesiype of the CME, now has
higher inequality than the UK; the classic caseanfLME. Similarly, inequality is
now higher in Denmark which is characterised by@a democratic welfare regime

than in France or Belgium that have Bismarckiarfavelregimes.
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| argue that to solve this puzzle one must uncalerincreasingly adverse
effects of labour market policy developments aredyis the first and second paper of
this thesis as well as economic coordination. Sigedly, certain ALMPs such as
employment incentives increasingly recommodify l@band therefore put downward
pressure on the wages of low income workers. Thegidation of temporary work
and the subsequent expansion of this sector haeeegitailed adverse effects on the

wage distribution, even among full-time workers.

Lastly, economic coordination has become incredgingn-inclusive, where
core workers remain covered whereas low income &rsriare left unprotected. As a
result, economic coordination is only associatethower inequality where union
density is high, such as Sweden, or where therec@amnatervailing minimum wage
regulations, such as in France. This argument stedeusing large N regression

analysis on a panel of fifteen Western Europeamtizs.
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Paper 1

I: MIXING APPLESWITH ORANGES? PARTISANSHIP
AND ACTIVE LABOUR MARKET POLICIES IN EUROPE

Published in the Journal of European Social Poli¢pl. 23, No. 1, pp. 3-20, February 2013)

Recipient of the 2013 Doctoral Researcher Prizerded jointly by the Journal of European
Social Policy and the European Social Policy Anialys$etwork

Abstract

There are competing theoretical expectations andflictng empirical results
concerning the impact of partisanship on spendmd\ctive Labour Market Policies
(ALMPs). This paper argues that one should disistgietween different ALMPs.
Employment incentives and rehabilitation programinegntivize the unemployed to
accept jobs. Direct job creation reduces the supglylabour by creating non-
commercial jobs. Training schemes raise the huragitat of the unemployed. Using
regression analysis this paper shows that the ipositof political parties towards
these three types of ALMPs are different. Partygences also depend on the welfare
regime in which parties are located. In Scandinaeitt-wing parties support neither
employment incentives nor direct job creation sob®nin continental and Liberal
welfare regimes, left-wing parties oppose employimroentives and rehabilitation
programmes to a lesser extent and they supporttdiod creation. There is no
statistically significant impact of partisanship waining. These results reconcile the
previously contradictory findings concerning thepawt of left-wing control of the
government on ALMPs.
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Introduction

What drives the evolution of welfare states hasnbaecentral question in
comparative political economy for more than threeatles (Wilensky, 1975; Korpi,
1983). Attention has increasingly shifted to expilagj more specific welfare state
policies. This is best exemplified by Active Labdvarket Policie¥ (ALMPs) which
aim to reduce unemployment and raise labour mavédicipation. ALMPs include
spending on public employment services, employnresgntives, training, and direct
job creation. These programmes have been promagtdubth the OECD in its 1994

Jobs Study and the EU in its 1997 European Emplayi@tategy.

In the early 1990s, Janoski and Hicks declared ‘thespite two decades of
use, ALMP is still a new term ... and few analysesstea@n this policy” (1994: 62).
Since then, three streams of literature have studieMPs from different angles.
First, the welfare state literature analyses hasséhprogrammes work. This literature
also assesses the extent to which the introduofitimese policies changed the welfare
state (Clasen and Clegg, 2006; Daguerre, 2007)on8eadhe economics literature
studies the impact of ALMPs on unemployment and leympent levels across
countries (Nickell and Layard, 1999; Estevdo, 200@3)ird, comparative political
economy investigates the determinants of ALMPs XBd998; Rueda, 2007; Bonoli,

2008; Huoet al, 2008; Armingeon, 2007).

However, important debates remain concerning theand effect of political

parties on ALMPs. Two seminal studies on the impaEcpartisanship on ALMPs

12 Note that | use the word ‘programmes’ and ‘pokciaterchangeably.
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reach opposite conclusions and generate contragittteoretical expectations. On the
one hand, Boix (1998) argues that social democaities promote ALMPs more
than conservative parties. On the other hand, Ru20a7) argues that social
democratic parties will at best be indifferent tod®ALMPs and at worst be against
them. Both authors find strong empirical supporttfeir theories. As a result, there
are competing theoretical expectations concernimg effect of partisanship on

ALMPs. This paper investigates the impact of partghip on ALMPs.

The next section reviews the existing literaturggreater depth. | argue that
contradictory theoretical expectations are the ltesutwo fundamental issues. As
shown in the second section, the first issue iByappropriate aggregation of ALMPs
into a single conceptual category whereas diffefdri¥iPs are promoted differently

by distinct political parties.

The second issue concerns the omission of welégienes which, as the third
section shows, are likely to influence the impdcpartisanship on different ALMPs.
The fourth section describes the data and presemtsmpirical model and estimation
strategy. In the fifth section, the results aredssed with a focus on how the control
of governments by social democratic parties affesgtending on three groups of
ALMPs in different welfare regimes: employment intiees and rehabilitation, direct
job creation and training schemes. The last sectioncludes and draws some

implications for further research.
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1. The impact of partisanship

Partisanship has been a particularly important goofi the comparative
political economy literature examining governmeaotigges and economic outcomes.
Previous studies have looked at the impact of gsrthip on economic performance
(Alvarezet al, 1991; Hibbs, 1977), inequality (Pontussaral, 2002; Bradleet al,
2003), welfare state reform and generosity (Allamd &cruggs, 2004), and public

spending more generally (Cusack, 1997).

The power resource theory posits that strong labonavements push for
greater welfare state expansion. One way they ds isothe “electoral arena in which
politicians, answerable to voters, make the keysitats” (Pierson, 2001: 7). There is
then a direct impact of political parties on puldikpenditure through new legislation
and budgetary decisions (Janoski and Hicks, 199dgial democratic parties are key
initiators of social policies (Korpi, 2006). Thisiplies that the control of governments

by the left results in more spending on welfargéespmlicies (Korpi, 1983).

The earliest quantitative analysis of ALMPs wagiedrout by Janoski (1990).
He argues that left-wing parties undertake ALMPsatllress economic problems
“important to the working class” such as unemplogtngbid: 263). Time-series
analysis of West Germany provides support for jolthesis ipid: 236). In a similar
vein, Huoet al (2008) as well as Iversen and Stephens (2008)siwial democratic
control of government an important determinant @M®s. This is because ALMPs
increase employment which is conducive to labointsrests. These arguments are

consistent with Esping-Andersen’s (1990: 168) workwelfare regimes. He shows
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that “active labour market policy...became...the instemt through which an

accommodation to full employment was pursued.”

Other authors have stressed the possibility th#twieg parties support
ALMPs only under certain conditions. For instanBenoli (2008) has argued that
left-wing parties will only support ALMPs in operc@nomies. In relatively closed
economies, left parties favour decommodificatiod high employment protection for
their core constituents. However, in open economidss would hinder
competitiveness. Thus, ALMPs represent a way tdeaehthe twin objective of

promoting the interests of workers and retaininggetitiveness.

Bonoli's (2008) study echoes that of Boix (1998 Bhowed that left-wing
parties will support ALMPs because this allows themachieve the objectives of
equality and economic growth. This is because drawbstly depends on the supply
side of the economy. By raising the physical andhéw capital of the economy,
supply side policies increase the productivity afrkers. Higher human capital makes
it possible for the unemployed to command wages$ @n@ higher than the social
wage. These higher wages make it worthwhile fomthe enter employment. Thus,
this strategy reduces unemployment. It also ine@ga&sguality since the unemployed

now earn a wage which is superior to the socialevag

On the other hand, Rueda’s seminal work (2007) shitmat labour is divided
between insiders and outsiders. Insiders are wsrkar full-time permanent
employment while outsiders encompass the unemployed some workers in
temporary or part-time contracts. Insiders represea core constituents of social
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democratic parties. If they are well insulated fridra risk of unemployment, they will
not support ALMPs. Outsiders are relatively unimaot for both trade unions and
political parties. Social democrats will therefatebest leave ALMPs unchanged and

at worst reduce spending on them.

There are two cases where this prediction shoulduadified. If insiders have
very low employment protection, their exposure tee trisk of unemployment
increases. In such a case, their preferences fddPPS.may change as they are more
likely to benefit from these policies by becomingemployed. Second, if many
outsiders are members of unions, the latter map@tipALMPs more than would
otherwise be the case. Rueda finds conclusive se@#or his insider-outsider theory
of ALMPs. In sum, there are contradicting theowdtiexpectations and empirical

evidence concerning the impact of partisanship biIRs spending?

2. Disaggregating Active Labour Market Policies (AIMPSs)

A significant part of political economy literatureviewed earlier assumes it is
appropriate to subsume these different programmelerua common heading. For
instance, Huo (2009: 103) argues that “ALMPs daesliae common characteristic of
making an offer to the unemployed”. This sectioralE@nges the assumption that

ALMPs can be considered as a unified category. iBhis line with literature that has

13 Note that there are contradictory findings elsewhia the literature. For an exhaustive summary

Table of existing findings concerning the determisaof ALMPs, see Table A1.5 in the appendix.
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emphasised that there are different types of amivaBarbier, 2001; Barbier and

Ludwig-Mayerhofer, 2004).

More recently, Bonoli (2010) also argues in favotidifferentiating between
types of ALMPs. This qualitative evidence thus £dir an analysis of what ALMPs
include and which political parties support difieré\LMPs. Note that for reasons of
space, the discussion of the official rationaleifdroducing the various reforms that
underpin spending on ALMPs in each country is nemely limited and where it
occurs it is mostly for illustrative purposes (Faoore on this see Dingledey, 2007;

King, 1995; Bonoli, 2010).

Following the OECD classification one can distirgjubetween seven types of
programmes that are counted as spending on ALMPig section, | first argue that
three out of these seven programmes are not apgi®po test for the impact of
partisanship on ALMPs: start-up incentives, puldimployment services, and job
rotation (section 2.1). Concerning the remainingggammes counted as ALMPs, |
then show that one should distinguish between thypes of programmes (section
2.2). Direct job creation schemes create jobs Herunemployed. Two programmes,
employment incentives and rehabilitation, incesvihe unemployed to take up jobs
through various measures (section 2.3). Trainirfieses are a last programme in
ALMPs which attempt to increase the productivitytieé unemployed (section 2.4). |
conclude with some implications for how politicarpes support different ALMPSs in

distinct ways.
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2.1. Public employment services, job rotation schemes and start-up incentives

The first programme is Public Employment Serviced administration (PES)
which includes placement and related services aedatiministration of benefits.
Spending on PES includes the cost of employing leetip administer benefits and
organise the placement services. It is entirelylaarc whether this benefits the
unemployed or whether PES is used to monitor benatipients more closely. For
instance, the 2001 plan to help people return tpl@ygment made it compulsory for
the unemployed in France to “take an ‘acceptalib” j(Barbier, 2009: 178). The
impact of this programme on unemployment and emp&yt is also contested.
Estevdo (2003: 15) for instance finds that spendim PES is associated with lower

employment rates.

Spending on job rotation and job sharing is a séqoogramme that is not an
appropriate case to test the impact of partisanshidLMPs. This programme was,
for instance, used by Germany, which increased dipgnon Kurzarbeit schemes
during the recent economic crisis. This is a waprevent redundancies rather than to
reduce unemployment or increase employment ratstlyl, expenditure on start-up
incentives entails helping the unemployed starthmgr own business and becoming
self-employed. The promotion of self-employment li@e to do with the interests of
labour or with worker-employer relationships. Ndtat spending on job rotation and

start-up incentives represent a very small shaeggfegate ALMPs.
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2.2. Direct job creation

‘Direct job creation’ is a fourth type of ALMP. Thisort of programme has a
much longer history than ALMPs as an integratedceptual category. Germany was
implementing “national job creation policies” aslgaas the 1920s (Janoski, 1990:
63). In the 1970s, Sweden expanded public sectmogment and used ALMPS to
provide an occupation for unemployed workers. Timsluded “temporary jobs
arranged mostly in the public sector” (Bonoli, 2018). These job creation schemes
were therefore classic interventions on the densiahel of the labour market. In 1979,
the Danish left created a Job Offer Scheme guaange job for seven months to the
long-term unemployed (Huo, 2009: 105). The DutcHipfaan de Arbeid’s left party
also offered government subsidised jobs in the ipud#ctor. For instance, the so-

called ‘Melkert job schemes’ directly created j¢isd: 124, 125).

In France, the left-wing government introduced 1€diive Utility Work’ in
1984 (Lgdemel and Trickey, 2000). Similarly, it wtee socialists who, in 1997
introduced theéNouveaux Services Emplois Jeumpesviding 18-30 year olds with 5
years’ full-time employment (Daguerre, 2007: 11B)e impact of this initiative on
spending on direct job creation in France, wheee Socialists were in power from
1988 to 1992 and 1997 to 2002, can be seen in d&igbr In France, the underlying
public rationale of these schemes was both to ergdis in the context of large
unemployment and to address “unmet needs in thdicpabctor” (Lademel and
Trickey, 2000: 60). Governments that initiated theshemes did so with the official
objective to deal with mass unemployment throughaled side programmes to “keep

jobless people occupied” (Bonoli, 2010).
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Figure 16: Spending on direct job creation as % oG DP in France
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Thus, direct job creation involves the use of pulilinds to directly create
employment. Most often these jobs are createddrptltblic or non-commercial sector.
Therefore, this measure directly reduces unemployniéere is evidence that direct
job creation was effective in increasing employmarthe 1990s (Estevao, 2003: 15).
By reducing unemployment while not putting pressomeworkers in private sector
jobs, direct job creation may therefore be in woskdest interest. As a result, this

measure is consistent with the interest of botrethployed and unemployed workers.

Spending on direct job creation is associated Witker inequality which
represents an important policy objective of sodamocrats. Using survey data to
analyse the preferences of left-wing constituetditbva me to derive some micro-
foundations. Specifically, | find evidence that tieing respondents are more
favourable towards job creation than respondeiatisate not left leaning. The detailed

analyses of the determinants of inequality and epegices for job creation (not
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included here for reasons of space) can be fouritidnappendix Al.2. | therefore
argue that social democratic parties can be exgpéctsupport direct job creation both
because this allows them to reduce unemploymentetisas inequality, and because

this is consistent with the preferences of thereamnstituents.

2.3. Employment incentives and rehabilitation

Spending on ‘employment incentives’ constitutesfiftle type of ALMP. This
includes both recruitment incentives and employnmeaintenance incentives. This is
part of a broader agenda that reinforces incenfethe unemployed to take up jobs.
Economists (Snower, 1997; Phelps, 1997) have stletse role of (targeted)
employment subsidies in reducing unemployment ardkimy low wage workers

better off.

However, this type of ALMP may also put downwareégsure on wages in
private sector employment. This occurs through mwezhanisms. First, by subsidising
low wage work in the private sector, this makemdre appealing for employers to
offer low wage jobs. Such a substitution effeatassistent with some of the empirical
literature (Calmforset al, 2001). Second, this programme rewards the acueptaf
any jobs by the unemployed. This makes it mordytikeat the unemployed will take
up jobs that they would otherwise not accept. Regiom analysis of the effect of
employment incentives on inequality does suggesis itassociated with higher

inequality (for reasons of space, the results meudsed in full in appendix Al.2).

71



Thus, employment incentives may promote low wagerkwand make
employers substitute non-subsidised labour by digesi labour. This means that
ALMPs may become “financial subsidies that firmgplex for hiring cheap labour”
(Huo, 2009: 111; Martin and Swank, 2004). Thisas Iikely to be popular with core
social democratic voters. This concern of a po#dgti detrimental effect of
employment incentives on the type of employment theen voiced by French trade
unions (Naton, 2009). Similarly in Sweden, the abdemocratic position was that

“the state should not subsidise or encourage logeveanployment” (Huo, 2009: 116).

Liberals as well as Conservatives have supported reinforcement of
incentives (Bonoli, 2010). This type of programmiemotes market mechanisms and
reduces unemployment by raising incentives, whilcansistent with Liberal and
Conservative ideology. Survey analysis of individpeeferences for policies that
incentivise unemployed to accept jobs reveals tbftitwing constituents are less
favourable to these schemes than non-left respesid&or reasons of space, the
analyses of the determinants of inequality andepegices for job creation can be

found in the appendix Al1.2.

The historical evidence also supports the contanti@t conservative parties
have supported this policy. For instance, in 1988,Danish centre right government
introduced a scheme that promoted the young unemglto participate in activation
(Huo, 2009: 104). The impact of this initiative spending on employment incentives
in Denmark, where a liberal conservative coalitialed from 1982 to 1993 and after

2001, can be seen in Figure 17 above. Similarky,dbntre right government in the
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Netherlands introduced a programme, theonsuppletie which granted the
unemployed a temporary wage supplement. This wisaovarded where the wage of

the new job was inferior to that of the previous {ibid: 123).

Figure 17: Spending on Employment incentives as %f &DP in Denmark
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The programme ‘supported employment and rehabditapromotes mobility
on the part of the unemployed to get into employimehis is done, for instance, by
providing mobility grants to unemployed workers whocept to move to another
region to seize an employment opportunity. It atemsists of “subsidies for the
productive employment of persons with ... a long-ternreduced capacity to work”
(OECD, 2010). This programme makes it more likdlgtta job seeker in a given

region would move to another region.

Thus, supported employment and rehabilitation hasimailar effect to

employment incentives. Most often the stated airtheée programmes is to promote
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re-entry into the labour market (Bonoli, 2010). Bomeasures incentivise the
unemployed to take jobs, thereby potentially pgttdownward pressure on wages.
This is in line with recent work by Rueda (2007:) #dho argues that ALMPs
“promote entry into the labour market of outsidetso will underbid insiders’ wage
demands”. Note however that in contrast to employnreentives and rehabilitation,
direct job creation does not lead to outsiders thidding insiders’ wages, as revealed

by their opposite effects on inequality (see appeAd.2).

2.4. Training schemes

Training schemes in ALMPs aim to raise human chpitais was the main
reason for the promotion of ALMPs by Swedish sodinocrats in the early 1950s.
The Rehn Meidnemodel involved a solidaristic wage system whicltga out low
productivity industries. The resulting unemployeduld then be retrained and
incorporated into high productivity industries (H@®09). Thus, contrary to measures
that incentivise the unemployed to take up jobsining schemes aim to enable the
unemployed to re-skill, thereby increasing theiartes of successfully attaining their

preferred employment position.

It is precisely because training ALMPs raise humapital that Boix (1998)
argues that the left would support these programBwesaising the productivity of the
unemployed, this allows social democrats to ragé kBconomic growth and equality.
On the contrary, the conservatives may see publitahded training as unnecessary.

For instance, when the centre right party took pawe&weden in 1991, they reduced
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spending on “skill and competence development” ilM#®s (Huo, 2009: 113), and it
was a left-wing government that introduced the atamal training programme’ in
Norway (bid: 120). Consistent with this expectation, | do fexddence that left-wing
respondents are more favourable to providing tngirto the unemployed and that
training schemes are associated with lower inetyuéfior reasons of space, the full

analysis can be found in the appendix Al1.2).

However, some historical evidence partly contesis<B argument. In 1963,
the Gaullist party in France attempted to introducaining schemes in the
unemployment benefit system. This was partly oppolg unions who resented
additional state involvement in unemployment insaea(Clegg, 2005; Bonoli, 2010).
The promotion of vocational training to addressmp®yment also occurred around
the same time in Germany. This took the form of 1869 ‘Employment Promotion
Act’” which was proposed by the coalition composédthee Christian Democratic

Union and Social Democratic Party (Bonoli, 2010).

As Bonoli (2010: 17) concludes, training was supgabrby very different
political parties: “Swedish Social democrats, thhenleh Gaullists, Italian Christian
democrats and a coalition government in Germany'addition, training may not be
relevant for unemployment or employment levels. sThlaim is consistent with
Estevao’s (2003: 15) findings that “training pragraes for unemployed ... adults

seemed irrelevant” for employment.

One possible explanation for this mixed historiesidence for the effect of
partisanship on training schemes, as | discussarerdetail in section 3, is that the
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type of capitalism has implications for businessf@rences, which might in turn be
taken up by conservative parties. In additiontafring has some important efficiency
implication for production, both left and right pas might be expected to spend more

on training.

2.5. Partisanship and different ALMPs

This section shows that there are important diffees between ALMPs, and |
have identified three distinct types: employmergemtives and rehabilitation, direct
job creation and training schemes. From this dsons my argument is that social
democratic parties, all other things being equabpsrt direct job creation but do not
support employment incentives and rehabilitationisTis because direct job creation
benefits the unemployed without putting pressureeamployed workers, whereas
employment incentives and rehabilitation may hawvesse consequences for

employed workers.

Historically, both social democratic and consematparties have supported
training schemes. Training also matters to empkyerd hence these schemes are
more likely to be driven by the coordination regitim@an partisanship. | therefore

derive the following hypothesis and three obsemalbplications:

H1: The control of the government by social democrgiarties (a) is
positively related to spending on direct job creatibut (b) negatively related
to spending on employment incentives and rehatidita and (c) There are
mixed expectations concerning the effect of pamgs# on training schemes.
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3. ALMPs in different welfare regimes

This section shows that the type of welfare regame variety of capitalism in
which ALMPs are located can be expected to affaet amount that is spent on
different ALMPs. The welfare state literature hbaswn that countries cluster in three
distinct welfare regimes (Esping-Andersen, 1990)e Possibility that ALMPs may
cluster in different regimes is a well-supportedpéioal and theoretical phenomenon

(Droppinget al, 1999; Barbier and Ludwig-Mayerhofer, 2004).

3. 1. The potential impact of welfare regimes and varieties of capitalism

Welfare regimes may affect the preferences of ipalitparties for different
ALMPs. There are three sets of reasons why welieganes affect political parties’
choice of labour market policies. First, there emeluring historical differences in the
sorts of problemsdifferent regimes have faced. Long-term unemploymeas
traditionally much higher in Continental Europenthia the Nordic cluster (Esping-
Andersen, 1990: 152). Norway and Sweden were arttenéew countries to achieve
unemployment rates of around 2 to 3% during the-pas era ipid: 163). More
generally, Scandinavian countries have much lowesedy and inequality rates than

other European countries (Hausermann and Pali6g)20

The second reason is that the ability to underpadteeies may also be regime-
dependent. Political parties also choose policiehé context of existing policy tools
which may differ significantly in different regimesScandinavian social democratic

parties can expand public sector employment masa tim the continent. Their tax
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revenues are larger which allows them to spend mmohe on all welfare state
policies. Similarly, the introduction of ALMPs ié¢ 1960s in Scandinavia was made
easier by the expansion of the welfare state dttime. Today, the long history of
ALMPs in Sweden makes them an easy policy tookfraed. Later retrenchment may
be prevented by the popular support these progranimee created. This is what
Armingeon (2007: 913) calls the “regime specificegisposition of expanding
ALMP”. The logic of the welfare state becomes paitidependent of “temporal

political power distribution”ipid: 914).

Third, there are different coalitions and ideolsgieehind left-wing parties in
different welfare regimes. For instance, the Saaenan left drew its strength from a
coalition between labour and the peasant movenfembsidies for farmers were
granted in exchange for a “full employment welfatate” (Esping-Andersen, 1990:
30). The labour movement was therefore much moo®rapassing in Scandinavia
than in Continental Europe. The labour movement alag be more divided because
of religious cleavages, as in the Netherlands,etween different left-wing parties, as
in France (Clegget al, 2010). This could imply that left-wing parties ynpromote

different types of ALMPs in continental Europeamiatrsies than in Scandinavia.

The main contender to the Power Resource appromde Varieties of
Capitalism literature (Hall and Soskice, 2001), ethunderscores the importance of
the type of capitalism for the sort of social pglend social protection that emerges
(Estevez-Abeet al, 2001). Recall that the previous section suggettere were no

clear partisan drivers of training. This does maply that training is irrelevant in other
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respects. Given the importance of skills for theustry, spending on these types of
ALMPs is likely to be driven more by the type opdalism than by partisanship (Hall
and Soskice, 2001; Estevez-Abtal, 2001). If employers need workers to acquire

specific skills, political parties may support triaig schemes for the unemployed.

For instance, Coordinated Market Economies (CMEm)eh*high levels of
vocational educational and ... industry specific &énd specific skills” (lversen and
Stephens, 2008: 31). This is consistent with hisébrevidence that most political
parties in CMEs supported training measures for uhemployed. There is also
evidence that employers in Sweden had a strongestten the development of
training schemes (Swenson, 2002). Similarly, Danehployers were heavily
involved in the extension of training schemes (ha#ind Thelen, 2007: 24). Indeed,
the drastic expansion of training programmes ingbst-world war Il period was at

least partly driven by a need to address impogkifis shortages (Bonoli, 2010).

In line with this theory, Continental and Scandiaavwelfare regimes may
have fewer different preferences or needs foritngibecause both these regimes have
broadly similar coordination structures compared Liberal Market Economies
(LMEs) such as the UK. This logic is only convingim the case of CMEs, where
employers may push conservative parties to alsndspere on training, which might
be important for their production strategies. In E8§/ partisan differences could, in
principle, still be expected. However, running arvey analysis of individual

preferences for providing training to the unemptbyredifferent regimes suggests that
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there is no statistically significant differenceween left and right wing respondents

in European liberal market economies (see appehtlik).

As a result, we should not expect partisan diffeesnin LMEs because left-
wing constituents do not have stronger prefereaesraining schemes than right-
wing constituents. We should not find partisan efiéhces in CMEs because
conservative parties may want to support trainiclgemes, despite their constituents
having weaker preferences for this program, to rtfeziheed of companies. Whether
constituents’ preferences or the type of capitalse stronger explanatory power in
explaining expenditures on training for the unergptb is ultimately an empirical

issue.

3. 2. Mapping ALMPsin different welfare regimes

Ferrera (1996) distinguishes between four types wadlfare regimes:
Scandinavian, Continental, Liberal, and Southeor.dimplicity, liberal and southern
regimes can be put together under the label ‘milgtiabour market policy’ welfare
regimes. Their welfare regimes are smaller and des®mmodifying than in the rest
of the Continent. Thus, the Scandinavian welfargimme comprises of Sweden,
Denmark and Finland. The Continental cluster inetudrrance, Germany, Austria,
Belgium, and the Netherlands. The minimalist catggacludes the UK, Ireland,

Spain, Portugal, Greece and ltaly.
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Social democratic parties in Scandinavia are se&prtigan in other regimes.
We should therefore expect the difference betwepanding on employment
incentives and rehabilitation under a left-wing amdier a right-wing government to
be more significant in Scandinavia. In addition éft-wing parties in Continental
Europe are less inclusive, they may care less ahewtdverse effects of employment
incentives and rehabilitation. Workers in precasi@mployment may also be less

important to social democrats in Continental Eurthyaa in Scandinavia.

The ability to expand public sector employment gai&linavia is higher than
in the other two regimes. If social democrats dre & expand standard permanent
public employment, they may not promote direct gpbation. This is because direct
job creation schemes are more temporary and poesathan standard public sector
employment. The more inclusive nature of the labnavement in Scandinavia means
that social democrats may want to offer standatdipsector jobs to the unemployed.
The recent opposition of unions and social demectatvards a work scheme
introduced by the centre right government in Sweldest illustrates that the left may
be strongly opposed to certain types of ALMPs (&atler and Bjornberg, 2011). This

is ultimately an empirical matter.

As argued in the previous section, the effect atiganship on training is
historically unclear and theoretically less impattéhan the type of capitalism in
which government policy making takes place. Thibasause training is particularly
important to employers and economic performancesrgenerally in CMEs (Hall and

Soskice, 2001; Swenson, 2002). Thus, one can exécing spending to be higher

81



in the two welfare regimes that encompass moredooated market economies, such
as the Scandinavian and, to a lesser extent, thér@atal welfare regime. From this

discussion, the following hypothesis is posited:

H2: (a) The negative correlation between left parties irvegoment and
employment incentives and rehabilitation will beosger in Scandinavia; (b)
the control of government by left-wing parties igssjlively correlated with
direct job creation in Continental and minimaliselfare regimes, and; (c)

training spending is higher in non-minimalist wefaegimes.

4. Empirical analysis

One important limitation of studies focusing on fae state spending is that
“the existence of a social programme and the amotintoney spent on it may be
less important than what it does” (Esping-Anderdd90: 2). Relying on total social
expenditure for comparing welfare states has eatad significant “dependent
variable problem” (Clasen and Siegel, 2007). Thisbfem partly goes beyond the
remit of this paper. While acknowledging that tigsa valid limitation, this paper
follows Castles’ contention (2009: 46) that “if theoblem is the aggregation of unlike
categories of spending, the ... way forward is toichen inappropriate elision of

spending categories.”

Recent literature shows that disaggregating soempenditures Yyields
important insights into welfare state policy (KaitR011). Indeed, this is precisely the

rationale for disaggregating ALMPs. Moreover, te gxtent that the rights and duties
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as well as the extent of decommaodification assediatith spending levels follow
Esping-Andersen’s typology, controlling for the Yeeé state regimes in which
spending is located, may also further alleviats timitation. The rest of this section
describes the data that is used for my dependehirmiependent variables (4.1). It
finally presents the empirical model used to té&t hypotheses and explains the

appropriate estimation strategy (4.2).

4. 1. Description of data

Throughout, | rely on panel data for fourteen Ewanpcountries (EU15 minus
Luxembourg) over the period 1990 to 2007, thoudia daailability varies depending
on variables and countries. The analysis stari®980 because of data availability but
is also pertinent since most countries outside c&n8inavia did not undertake
significant ALMPs prior to the 1990s. The perioddanconsideration stops in 2007 to

avoid the bias that the recent economic and firsduecisis would introduce.

With respect to my dependent variables, | rely de OECD statistics
database. The OECD provides annual data on speadidg of GDP on these three
types of ALMPs. My first dependent variable is donsted by summing employment
incentives and supported employment and rehalwiitatThe second dependent
variable is training measures in the database;th@adhird concerns the ‘Direct Job
Creation’ category. More details on the definitioaad average values of the

dependent variables for each country can be foand@lables Al.1 to A1.3 in the
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appendix. Definitions and sources of independentlibes are discussed in Al1.4 in

the appendix.

ALMPs aim to address problems that are driven Hyoda market and
macroeconomic developments (cf: Bonoli, 2010)s ltherefore particularly important
to control for the performance of the labour marketl the economy. To control for
the labour market, the analysis includes annuambaised unemployment rates
defined as the number of unemployed people as @mpge of the civilian labour
force. The state of the economy is controlled bgluding annual GDP growth in
percentages because higher growth of GDP may alffettt the cyclical and the
discretionary components of policies. Further, oahbhg for the degree of

deindustrialisation or trade openness does natthieresults?

The measure of the impact of partisanship is amtgadversion of the Schmidt
index taken from the Comparative Political Data [Bef1990-2009 (Armingeort al,
2011). This calculates the political compositiortlué Cabinet. The original coding is
from (1) hegemony of right-wing (and centre) patiarough to (5) hegemony of
social democratic and other left-wing parties. Véaescaled this variable to take

values from -2 to +2.

4 These results can be found in Tables A1.21 to 2n2he appendix.
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4. 2. Empirical model and estimation strategy

| construct two dichotomous variables to capture tmpact of welfare
regimes. The dummy ‘MIN” is equal to 1 when theuotry has a minimalist welfare
regime, zero otherwise. Similarly, the dummy ‘CON3Jequal to 1 when the country
is a continental welfare regime, and zero otherwi8ben both dummy variables are
zero, the intercept then captures the impact oStendinavian welfare regime on the

dependent variables.

The mediating effect of welfare regimes on the iotpaf partisanship on
different ALMPs is captured by introducing an iaetion term between my measure
of partisanship and the set of dichotomous regimeatles. Panel data regression
analysis of the three dependent variables is usedest my hypotheses. More

specifically, the general regression model thégssed is as follows:

Yie = Po+ P1PARTY; + B,PARTY;, x MIN; + B3PARTY;, * CONT; + B4MIN;

+ BsCONT; + BeHU; 11 + B7GDP;i_ 1 + a; + &

where y; is the dependent variable in country i at timélliere are three
dependent variables expressed in levels: spendirdjrect job creation, employment
incentives and rehabilitation, and training as ec@etage of GDP. With respect to the
explanatory variables, PARTY is the index meastingastisanship that was explained
earlier. MIN and CONT are dummy variables measurihg intercept effect of

belonging to minimalist and continental welfareinegs, respectively.

In addition, the interaction terms PARTY*CONT andRPTY*MIN capture

how welfare regimes influence the impact of partstap on the dependent variable.
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For instance, to assess the effect of left-wing grow Continental Europe one should
look atpi+ Bs. Unemployment (HU) and GDP growth (GDP) are lagged period.
Lastly, theofs are t-1 year dummies argl; is the residual. Time dummies are
included to capture time effects but a Hausman(tégtisman, 1978) and F-tests (see
Tables Al1.7 and Al1.8 in the appendix) confirmed thadom effects should be used
to estimate this model. Note further that includinged effects would rule out any
investigation of the effect of my independent vialeg on the cross-national variation
in my dependent variables and that the welfare stainmies would be collinear with

fixed effects.

As my dependent variables are time-series dataesgpd in levels, it is
necessary to test for stationarity. The Im-Pesaearel data unit root stationarity test
is used to test for non-stationarity (see Table6Aih. appendix). Only spending on
direct job creation is found to be non-stationaryhe 10% significance level. This
problem is hard to address because taking thediiiference is not an option since we
are interested in explaining the levels of differé&iMPs, not their change. To the
extent that partisanship is not trended (see figdtel in the appendix), my main

independent variable will not be spuriously reldi®the dependent variables.

The regression method that was initially used wees Feasible Generalised
Least Square (FGLS). However, the LR test of heterdasticity and the Woodridge
test for autocorrelation revealed that the ressluaking FGLS were both
heteroskedastic and auto-correlated (see Table® &id A1.10 in appendix) thereby

violating the assumptions of spherical disturbancd@he errors are also

86



contemporaneously cross-sectionally correlated {sdde Al.11 in appendix). It is
therefore inappropriate to rely on robust clusteggdrs, which assume that panels are

independent (Hoechle, 2007).

In sum, the diagnosis tests suggest that there aterdskedasticity,
contemporaneously cross-sectionally correlated antb-correlated errors. The
appropriate estimation method in such a casedanty out OLS with Panel Corrected
Standard Errors (PCSE) and Prais-Winston transfaom@Hoechle, 2007: Table 1, p.
4). PCSE was developed by Beck and Katz (1995)ismdbust to the presence of
heteroskedasticity. To eliminate serial correlatioh errors, the Prais-Winsten
transformation introduces an autoregressive procdssrder 1 in the estimated

equation (Plumpeet al, 2005: 349).

5. Results and discussion

This section discusses the results of the regmnessialysis for each dependent
variable: (5.1) employment incentives and rehadiibtin, (5.2) direct job creation and
(5.3) training. These results are broadly robusick<knife robustness checks,

inclusion of competing variable¥, running the regression with fixed effects,

15 See Table A1.15 in the appendix for the resulthefack-knife analysis.

16 See Tables A1.12 to A1.14 in the appendix for ltsswith the inclusion of employment protection
legislation, wage coordination, union density apdrgling on passive labour market programmes as %
of GDP.

17 See Tables A1.16 and A1.17 in the appendix fsults of the regression with fixed effects.
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distinguishing between employment incentives angleyment rehabilitatiorl® and
using an alternative clustering of welfare regiffe@nith four distinct regimes

following Ferrera, 1996) did not fundamentally aliee results.

Note that the effect of GDP growth on the dependemtables should be
interpreted with caution. Given that the dependemiables are all expressed as
percentages of GDP, there may be a spurious negatiation between GDP growth
and the dependent variable. Consistent with thistpthere is a significant negative
relation between GDP growth and direct job creatod training (Tables 2 and 3).
The effect of unemployment may, in principle, pd®ia better proxy for the
macroeconomic context but the results suggest walging is positively related to

unemployment (see Table 3).

5. 1. The determinants of employment incentives and rehabilitation

The results for employment incentives and rehalitih are presented in Table
1. Results suggest that left-wing control of thevegoment and spending on
employment incentives and rehabilitation are negétirelated. This is in line with
the qualitative evidence and with the hypotheses@nted earlier. This contradicts the
empirical results of the Power Resource approaah dhalysed the determinants of
ALMPs. It also contradicts Boix’s (1998) contentitimat left leaning governments

necessarily undertake a supply side strategy, waatiés nature or the domain in

18 See Table A1.18 in the appendix.
19 See Table A1.19 in the appendix.
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which it is applied. This finding is consistent wvihe notion that left-wing parties will

not want to spend more on employment incentivesrahdbilitation because this may
be neither beneficial for workers nor for the unégpd. This result is stable and
significant across specification. Note that inchglemployment protection legislation,
union density, an index of wage coordination, cgrgbng on passive labour market

policies did not affect this resuf.

Second, the coefficients of both regime dummiesnagative and significant
(Columns 2 and 3). This is consistent with the gmtithat both Minimal and
Continental welfare regimes spend less on employnmeentives and rehabilitation
than Scandinavian regimes. Omitting regimes mighirisusly attribute the higher
spending to partisanship. This is because Scandim@ountries have on average been

ruled by social democrats more so than in theaeBurope.

Third, the interaction terms between partisansiapd the type of welfare
regime is positive and significant. This suggebtd the left in Scandinavia is indeed
more negatively related to employment incentives r@mabilitation than is the case in
Continental welfare regimes. This finding is alemsistent with Jensen’s (2010: 282)
argument that “in countries that have a traditiéreft-wing incumbency ... right-
wing governments compensate for the distrust ofpthidic because of the popularity
of the welfare state and strong vested interegts.’a result, there is a significant
positive relation between “right-wing governmentsl a&ocial spending in traditionally

left-wing countries” ipid). Lastly, though significant and positive the dam#ént’'s net

%0 See Table A1.12 in the appendix.
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effect of the left in minimal welfare regimes istneery large. This small positive

coefficient is consistent with the adherence of lgfé to the third way in the UK

(Giddens, 1998) thereby mitigating partisan diffexes.

Last but not least, using an alternative measurgogérnment control by the

left, whether in cabinet or in parliament, does alt¢r the results. In addition, running

two separate regressions for continental and Scawidin welfare state regimes,

respectively, also yields similar results. | alsmra fully interactive model (no

constant) between the left and welfare regimeserfitst difference of my dependent

variable. Again the results are unchanged (seeraipal.3).

Table 1: Determinants of spending on employment iremtives and rehabilitation

Columns

(1)

) (3)

Government partisansh

(from -2, right-wing, to +2, left-wing)

Dummy variable for Minimal welfare regime
Dummy variable for Continental welfare regime
Minimal welfare regime*Partisanship
Continental welfare regime*Partisanship

Harmonised Unemployment Rate (lagged

period)

GDP growth (lagged one period)

Constant
Observations

R-squared

-0.0098**

-0.0013

-0.001
0.2580**
242
0.1438

-0.0097**  -0.0324***

-0.4439* -0.4310***
aex*  -0.2892***

0.0312**
0.0303**
0.0021 0.006
-0.0006 0.001
0.5417**  0.5275***
242 242
0.2743 0.3029

Note: *p<0.1; *p<0.05; **p<0.01.
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5.2. The determinants of direct job creation

The results for the determinants of direct job tiomaare presented in Table 2.
The coefficient for the Minimal welfare regime isgative but not significant, while it
is positive but not significant for the Continentagime (column 2 and 3). This cannot
conclusively confirm that the Continental welfaegime spends more on direct job
creation than the other two regimes, regardlegsadisanship. However, this would
be consistent with earlier qualitative evidencet tshows the tendency of the
continental regime to reduce labour supply; eaeffrement schemes in the 1980s
fulfilled such a role. The fact that the minimallfaee regime may spend less than the

other two regimes would be in line with their sreallvelfare states.

Moreover, as shown in columns 1 and 2, the coefiiicfor partisanship is not
significant. However, in the fully specified modeblumn 3) left power does have a
significant negative coefficient in Scandinavia.iSTmeans that left-wing parties in
Scandinavian countries are associated with lessdapg on direct job creation. By
contrast, the impact of the left in Minimal and @pantal welfare regimes is
significant and positive. Both results are in limgh the hypothesis that in Continental

welfare regimes left-wing parties will favour ditgab creation.

It is important to recall that ALMPs have spendiaggeted at the unemployed.
In Scandinavia, a large and expanding public seugy have played the role of direct
job creation in the Continental regime. Iversen @udack (1998) have argued that the
large public sector in Scandinavia made it possfblethem to achieve the twin

objectives of employment and equality. Consistent logic, the left is indeed
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associated with more public sector employees astéb ¢mployees in Scandinavian
but not in continental welfare regime (see TablelAA in appendix Al.3). Thus,
while left-wing parties will not support employmeimtcentives and rehabilitation,
these results show that left-wing parties will nppose all ALMPs in all regimes. In
contradiction with Rueda’s (2007) findings, thetlefoes support some ALMPs,

provided that this does not hurt employed labour.

To further check that the partisan effect on digett creation does indeed
depend on the welfare regime in which the left oasated, | run two separate
regressions on continental versus Scandinaviaraveetegime. The results, shown in
table AA1.10 in appendix Al.3, confirm that thetlef indeed associated with an
increase on spending in the Continental welfaranregbut with a decrease in

spending in Scandinavian welfare regime.

Table 2: Determinants of spending on direct job cration

Column (1) @) 3)
Government partisanst
_ _ _ -0.0039 -0.0043 -0.0217**

(from -2, right-wing, to +2, left-wing)
Dummy variable for Minimal welfare regime -0.0815 -0.0699
Dummy variable for Continental welfare regime a.97 0.0814
Minimal welfare regime*Partisanship 0.0236**
Continental welfare regime*Partisanship 0.0235**
Harmonised Unemployment Rate (lagged

_ 0.0026 0.0044 0.0034
period)
GDP growth (lagged one period) -0.0074**  -0.0068** -0.0055**
Constant 0.0832*** 0.0823 0.0703
Observations 242 242 242
R-squared 0.1935 0.2266 0.255

Note: *p<0.1; **p<0.05; ***p<0.01.
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5.3. The determinants of training schemes

The results for spending on training schemes aesemted in Table 3. First
and foremost, the coefficient of partisanship i$ significantly related to training
schemes, regardless of the specification. Table .A21n appendix Al.3 confirms
using an alternative measure of partisanship tieatdft is not associated with more or
less spending on training, regardless of the welfagime under consideration. Thus,
spending on training schemes is not driven by peitties’ power. This contradicts
Boix’s (1998) argument that left-wing parties wikcessarily spend more on training
as part of a broad supply side strategy. ftrimma facieconsistent with Rueda’s (2007)
findings that social democratic parties have no ralvestatistically significant

association with spending on ALMPs.

A second reason for the statistically insignificamipact of partisanship on
training is that the welfare regime could by itdelty determine the amount spent on
training. This is partly consistent with the resulpresented here. Indeed, the
coefficient of the dummy variable for the contir@nivelfare regime is negative and
significant. Moreover, the coefficient of the dumwgriable for the Minimal welfare

regime is much more negative than that of the @ental welfare regime.

Governments in Scandinavian welfare regimes spalhdyther things being
equal, more than those in continental welfare regimwhich spend more than
governments in Minimal welfare regimes. This islime with the expectation that
training should be higher in CMEs than in LMEs. fother investigate whether

spending on training is driven by the degree ofrdmation, | have run a regression
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with the Hall and Gingerich index of coordinatiadall and Gingerich, 2004). The
coefficient for coordination is significant and o& while partisanship has no
impact. The results thereby confirm that trainisgindeed driven by the degree of

coordination of the economy, and not partisanéhip.

The differences in the effects of Scandinavian @odtinental welfare regime
require more explanation. The Continental regimeoarpasses economies such as
France that are in fact closer to being a Mixed kdaEconomy (MME) than a CME.
Training may hence be less important in MMEs the@MESs, which is then captured

by differences in the results for Scandinavian @odtinental regimes.

Another possibility is that differences in the wasaining systems are
organised within CMEs have implications for the amto of spending that is
channelled towards training the unemployed. Whitarlinavian CMEs such as
Sweden and Norway rely on vocational colleges, @ental CMEs rely instead on
the dual apprenticeship system (Estevez-abal, 2001: 170, 171). If much more of
the training in Continental CMEs is provided prelgtby firms, this may explain why
public spending on training for the unemployed rbaylower in Continental CMEs

than in Scandinavian CMESs.

% The results can be found in Table A1.24 in thesapljx.
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Table 3: Determinants of spending on training schees

Columns

1) ) ®3)

Government partisansh
(from -2, right-wing, to +2, left-wing)

Dummy variable for Minimal welfare regime

Dummy variable for Continental welfare regime

Minimal welfare regime*Partisanship

Continental welfare regime*Partisanship

Harmonised Unemployment Rate (lagged

period)

GDP growth (lagged one period)
Constant

Observations

R-squared

-0.003 -0.0031 0.0069

-0.298#* -0.3111***
2> -0.1923%*
-0.0143
-0.012

0.0074* 0.0108***  0.0106***

-0.0070*  -0.0060** -0.0066**
0.1822**  0.3528***  0.3703***

241 241 241

0.2 0.2818 0.3081

Note: *p<0.1; **p<0.05; **p<0.01.

Conclusion

Despite significant insights, the comparative it economy literature has

produced competing theoretical expectations coimgrthe role of partisanship in

driving spending on ALMPs. To solve this puzzleéstpaper has made four points.

First, drawing on qualitative evidence in the wedfastate literature, analysis of

individual preferences for labour market policiewl ahe effect of these policies on

inequality, this paper contributes to this debateatguing that ALMPs have distinct

political determinants. The question for compastigolitical economy should

therefore be what is driving spending on differggges of ALMPs, rather than on

aggregate spending on ALMPs.
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Second, | argue that the importance of welfaremnegihas been overlooked in
existing quantitative studies of ALMPs. The findngonfirm this contention:
Scandinavian welfare regimes spend more on employmacentives and
rehabilitation. Scandinavian and Continental welfaegimes also spend more, all
other things equal, on training schemes than Mihingfare regimes do, in line with

the notion that training may be less central ®rthroduction regimes.

Third, the findings of this paper concerning empheyt incentives and
rehabilitation contradict both the traditional RowResource approach and the
argument advanced by Boix (1998). Left-wing partggend less on employment
incentives and rehabilitation than other partieszause of the adverse effects these
programmes may have on workers. This invalidatesirtiplicit claim in the welfare
state literature that ‘more is better’. As a resumlbre welfare state spending may not
always be driven by the strength of labour. Mor@antantly, this negative relation is
even stronger in Scandinavia. In other words, & $bithe left in Scandinavia is
associated with a greater fall in employment ineest and rehabilitation than in

continental Europe.

Fourth, left-wing parties are positively associateth direct job creation in
the Continent and negatively associated with tipedieies in Scandinavia. This is an
important result in a number of respects. It con$irusing regression analysis that
different ALMPs have different partisanship dynasnién line with what Bonoli
(2010) argues through qualitative methods. It a@sggests that parties of a similar

ideology may behave in opposite ways in differeetfare regimes. For instance, the
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ability of Scandinavian left-wing parties to expastdndard public employment may

explain why they do not spend more on direct jaaton.

Moreover, this result shows that, contrary to wiBaix (1998) argues, supply
side policies are not the only arena where meauningdrtisan differences remain.
Direct job creation is a classic demand managenpatity tool. The evidence
presented in this paper shows that left-wing psrtie spend more on direct job
creation. In addition, Rueda (2007) argues thatasoemocratic parties do not spend
more on ALMPs because these programmes do notib#dresf core constituents. On
the contrary, this paper demonstrates that so@alograts do spend more on some
ALMPs, provided that these are in line with theenests of both outsiders and

insiders.

This paper suggests further research into theiqaléconomy determinants of
different ALMPs may prove fruitful. It also raisése possibility that left-wing parties
may have vastly different preferences for distinatlfare state policies. These
preferences may also be contingent on the ingtitatisetting in which these parties
operate. While this paper focuses on showing thaenewith a simple
operationalization of welfare regimes, the effettpartisanship on distinct ALMPs
may differ, more research would be instrumentahuestigating which characteristics

of welfare regimes drive this process.

In addition, a question that was not investigateteltoncerns the possibility
of changing social democratic positions towards Advbver time. For instance, the
emergence of the ‘Third way’ entails a greaterarede on market mechanisms to
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reach social objectives. Considering the case obleyment incentives and
rehabilitation and comparing the period 1990-199h what of 1999-2007 does
indeed suggest this may be a worthwhile avenuéuftiher researcf’ Similarly, this
paper did not systematically analyse the relatignbletween disaggregated ALMPs
and Passive Labour Market Policies (PLMPs) or il activation of labour market
policies. Additional resulfs show that there is a positive relationship betwa#n
types of ALMPs and PLMPs, suggesting that theseipsl seem to be complements
rather than substitutes. Further research conagrthi@ relation of different ALMP

measures with more qualitative aspects of actimatiould prove valuable.

2 \While the basic regression results are the samiaéowhole period as from 1990 to 1998, for 1998 t
2007 the effect of partisanship retains the samgmpssbut loses statistical significance. Note thi t
may due to losing too many degrees of confidenceetycing the sample size. Hence, more research
on this is needed. The results are presented ile Febh20 in the appendix.

% See Table A1.25 in the appendix for these regrassisults.
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Paper 2

lI: THE POLITICS OF TEMPORARY WORK
DEREGULATION IN EUROPE SOLVING THE FRENCH

PUZZLE

Published in Politics&Society (2013)

Abstract

Temporary work has expanded over the last thread#escwith adverse implications
for inequalities. Temporary workers are a constitiyethat is unlikely to impose
political costs, meaning governments often chooserdduce temporary work
regulations. While most European countries haveeddimplemented such reforms,
France went in the opposite direction despite h@wath rigid labour markets and
high unemployment. My argument to solve this puizléhat where replaceability is
high, workers in permanent and temporary contrhatge overlapping interests, and
governments choose to regulate temporary work tiept permanent workers. In
turn, replaceability is higher where permanent wosk skills are general and wage
coordination is low. Logistic regression analysishee determinants of replaceability,
and how this affects government reforms of tempovasrk regulations, supports this
argument. In-depth qualitative analysis of Frenetonms also confirms that the left
has tightened temporary work regulations to comgienfer the high replaceability.
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Introduction

A growing literature documents the increased datbs of welfare state
policies and employment protection in Europe (Emeggeret al, 2012). Welfare
states have been reformed in ways that reducentiteements, protection and welfare
of outsiders, understood here as precarious anchploged workers (Eichhorst and
Marx, 2011; Emmenegget al, 2012). The literature argues that governmentesdo
to preserve existing institutional arrangements hasiders while reducing the
entitlements and employment protection of outsidershis paper | consider the case
of temporary workers, which represents a good césmutsiders. The expansion of
temporary work also has political implications hede workers have distinct political
preferences (Lindvall and Rueda, 2012) and distpreferences for labour market
policies?* More importantly, like other labour market outsiletemporary workers
have lower electoral turnout raising the risk ofiacreasingly large segment of the
population being politically excluded (Rueda, 200Hauserman and Schwander,

2012).

The emergence of temporary work also has wide-rgngmplications for
inequality. Besides having lower objective and satiye employment security
(Burgoon and Dekker, 2010; Erlinghagen, 2008; Ga6A8), these workers also earn
comparatively less, report lower job satisfactiomd ehave less access to training
(Appelbaum, 1992; Blanchard and Landier, 2002; Bazital, 2002; Postel-Vinay

and Cahuc, 2002; Kalleberg, 2003; D'Adeétoal, 2007; Jahret al, 2012). In Europe,

% For instance, they favour unemployment protectionch more than permanent worker (See:
Burgoon and Dekker, 2010).
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temporary workers earn on average 20% less than ghananent counterparts and
the pay gap remains when controlling for differenge seniority, skills and sector
(Gash and McGinnity, 2007). The OECD estimates ttha pay penalty of working

with a temporary contract may be as large as 25%nvdontrolling for gender, age,
working hours and education (Brown and Session852Comi and Grasseni, 2012;

OECD, 2012).

As a result, temporary workers are twice as likedybe in poverty than
permanent workers (12% compared to 6%) (ETUI, 2032). Wage inequality
increases as the regulation of temporary work guced and the employment
protection of regular workers is raised (OECD, 20They are also less often eligible
for unemployment benefits and social insurance (EP012: 36; Segal and Sullivan,
1997; Armingeon and Bonoli, 2006; Emmeneggeal, 2012) and raise particularly
acute challenges for private insurance systemdgbealg, 2006). Being employed on
a temporary work contract also has adverse efi@ttbealth (Virtaneret al, 2005;

Gashet al, 2007).

To the extent that temporary work is not evenlytridisted among different
groups of the population, these contracts also exkate pre-existing inequalities
between workers of different gender, age and edtradtlevel (Kahn, 2007; Hagen,
2002). Women are more likely to be temporary waskirereby increasing gender
inequality (Rani, 2008). Youth are particularlyeadfed with 42% being on temporary
contracts in the EU27 (ETUI, 2012: 35). More th@&%of those with low educational

attainments are in the temporary work sector, tvesenuch as for those with high
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educational attainments (ETUI, 2012: 36). Lastipoag low income workers, the pay

gap between temporary and permanent workers islavger (OECD, 2012).

The evolution of Employment Protection Legislati¢BPL) for temporary
workers in Europe (EU) has important implications ihequality and for the politics
of labour market policies. Despite the adverse equsnces of temporary work for
inequality, poverty and economic efficiency, thes@ng politics of temporary work
regulations holds a particular challenge for gowsents. Specifically, it is particularly
difficult for governments to increase the protectad temporary workers because they
are unlikely to impose political costs on governtsethat neglect their interests. To
the extent that governments need to choose whalpgio protect or to focus on, they
are unlikely to choose temporary workers. Thus p@mary work should be construed
as a case of the political challenges that govemtsrface to protect politically weaker

groups.

Most governments have indeed reduced the EPL opdesny workers in the
last two decades (see Table 4). There are threeriany exceptions to this trend: the
UK, the Republic of Ireland (henceforth Ireland)de&France. Both the UK and Ireland
are liberal market economies, with very flexibl®dar markets (Hall and Soskice,
2001) and comparatively few temporary workers ($able 4). Though they have
slightly tightened the EPL for temporary workels resulting level in 2007 was still

among the lowest in Western Europe.

The case of France is much more puzzling as its f6Ptemporary workers in
2007 was the highest in Western Europe. This slyosigggests that France has been
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moving in the opposite direction to other Europeamunties. Whereas left-wing
parties in other EU countries have deregulated ¢earg work when in government,
the left in France has repeatedly increased ragoktof temporary work. This is
puzzling because France has all the conditions timatliterature identifies for a
reduction of outsiders’ status, such as lower EdtLtémporary workers, to occur.
Regular workers in permanent employment, insidams,well-protected. Unions have
neither temporary workers among their memiG@rsor are they strong enough to
protect them. France also had as much ‘need’ ax ethuntries (e.g. unemployment,

trade openness) to deregulate temporary work.

The question this paper addresses is: why has é&régbtened EPL for
temporary workers in contrast to all other Europeauntries? | argue that left-wing
governments in France have systematically tightétfeld for temporary work because
politically powerful workers in permanent contrattave overlapping interests with
the relatively powerless group of temporary workerhis then allows temporary
workers to benefit from the political strength afrmanent workers. The degree of
overlap in the interests of permanent and temponankers depends on the extent to
which firms can replace permanent staff by tempovesrkers. Where replaceability
is low, the degree of overlap between temporary @arhanent workers’ interests is
more limited. As a result, the ability of temporavgrkers to benefit from the greater

political strength of permanent workers disappelrgurn, this fear of replacement

% The estimate is that less than 0.8% of agency everire unionised; see Francois MichBrance:
Temporary Agency Work and Collective Bargaining the EU (2008), available from
http://www.eurofound.europa.eu/eiro/studies/tn08®&fr0807019q.htm.
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stems from the incentives those companies haveptage their workforce in rigid

permanent contracts by temporary workers.

However, the ability of firms to replace permanewbrkers by temporary
workers depends on three factors: skills spedjficiskill deviation’ and wage
coordination. The higher the degree of skill speitif of regular workers the more
difficult and unattractive it becomes for firmsreplace them with temporary workers.
Where firms have invested in workers’ skills, tharg less likely to replace them with
temporary workers. Firms are also more likely tefer permanent contracts for
workers with specific skills since workers will grihvest in specific skills when their
jobs are well-protected (Hall and Soskice, 200%kill deviation’ between regular and
temporary workers refers to the differences inlskitat these two groups of workers
have. Where they have more similar educationainatants, it becomes easier to
replace permanent staff by temporary workers. Wamggdination enables labour to
prevent both replaceability through its say onnmé labour market organisation and
the detrimental effects of replaceability on wagésough its bargaining power over

wages.

My argument encompasses two steps. First, | shatvpdrmanent workers feel
the most replaceable where they have fewer spesitils and national wage
coordination is low. Second, | argue that the iefinore likely to tighten regulations
of temporary work where replaceability is high ande versa Consistent with my
argument, workers in France are much more likelthiok it is very easy for firms to

replace them because of the low skill specificitg éow wage coordination as well as
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similar skill profiles between temporary and reguheorkers. Replaceable workers
represent an important constituency for left-wirggtigs in France. As a result, the
French left has decided to tighten the protectibriemporary work on numerous

occasions during the last four decades with théi@kgim to prevent replaceabilit§’

This paper is organised as follows. The next sectieviews existing
explanations of policies that target outsiders argles that they cannot explain the
case of France. The second section tests the desans of both replaceability and
changes in the protection of temporary workers.ti®edhree then shows how this
argument solves the French puzzle. The final sectoncludes with some

implications for the politics of pro-outsider refios in France and beyond.

1. The puzzle of temporary work regulations in Framce

1.1. Temporary workers and employment protection legislation

Following the convention of the Organisation foroBomic Co-operation and
Development (OECD), | define temporary employmentirtclude both workers in
interim agencies and those on fixed-term contr&étBesides having lower

employment protection than regular workers, temyowaorkers also earn on average

% While the puzzle is therefore why France was the @ountry to re-regulate significantly the
temporary work sector, solving this puzzle requineasking sense of why the French left made the
policy choices that it did.

%" Throughout this paper temporary employment or tamy work refers to the sum of interim or

agency contracts and workers on fixed term cordract
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less than regular workers, have lower eligibilitysocial benefits (Bazeet al, 2000;
OECD, 1998; Schmid, 1994) and report having lovady $atisfaction (Eurofound,

2007: 11; Eurofound, 2007: 9).

Temporary work has been on the rise in most Europeantries. The EU15
share of temporary workers relative to total depam@mployees increased from 10%
in 1990 to 15% in 2007 (Burgoon and Dekker, 20107)1and the number of
temporary contracts has increased by an annualofat®-20% in the EU since the
1980s (Hausermann and Schwander, 2009: 5). Thisshimportant cross-national
variation (see Table 4). Between 1983 and 2007poeany work fell in Greece by
5.36 percentage points whereas it increased byetéeptage points in Spain. The
pattern in 2007 ranged from a low of 5.85% in th€ td a high of 31.66% in Spain.
Among EU15 countries, France occupied the sixthésg position in terms of the size
of its temporary work force in 2007, and the thiighest increase in temporary work

over the period.

The OECD constructs a yearly index - EPL for terapprworkers - that
captures restrictions on the hiring and firing efporary workers since 1985The
index is calculated through the weighting of diéfier sub-componenfS.An initial
division can be made between the regulations ofpbteary Agency Work (TAW) and
those of Fixed Term Contracts (FTCs). The formeiudes three criteria: “types of

work for which temporary work agency employmenegal”, “restrictions on number

% This refers to version 1 of the EPL OECD indexafthis available from 1985 to 2008.
% The values of these sub-components for differemintries in 2007 are shown in Table A2.2 in the

appendix.
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of renewals”, and “maximum cumulated duration ofWWAontracts.” Regulations of
FTCs focus on “valid cases for use of fixed-ternmtcacts”, “maximum number of

successive FTC”, and “maximum cumulated duratiosuztcessive FTC*

Table 4: EPL for temporary workers and size of temprary work sector in the EU

EPL temporary workers Temporary workers

(share of total dependent employees)
Countries 2007-198¢ 2007 2007 2007- earliest year  Reference yea
France 0.57 3.63 15.08 11.74 1983
Ireland 0.38 0.63 8.05 1.94 1983
UK 0.13 0.38 5.85 0.35 1983
Austria 0 15 8.89 2.9 1995
Finland 0 1.88 15.96 -2.38 1997
Spain -0.25 35 31.66 16.07 1987
Portugal -0.63 2.75 22.36 7.96 1986
Netherlands -1.19 1.19 18.08 12.26 1983
Greece -1.62 3.13 10.88 -5.36 1983
Denmark -1.75 1.38 9.05 -3.4 1984
Belgium -2 2.63 8.65 3.26 1983
Sweden -2.45 1.63 17.45 2.85 1997
Germany -2.5 1.25 14.64 4.68 1984
Italy -3.5 1.88 13.21 6.6 1983

Source: OECD statistic website, own calculations.

Note: EPL for temporary workers is a composite indeated by the OECD.

The steepest declines in the EPL for temporary wemrkoccurred in
coordinated market economies such as Germany, $w8atgium and Denmark. A
second group of southern European mixed marketoso@s (e.g. Greece, Spain and

Portugal) experienced drops which were slightlg lesportant. Two countries did not

30 Seehttp://www.oecd.org/employment/employmentpolicieddata/42740190.pdf
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experience a change in the overall index over #reog under consideration: Austria
and Finland. Only three countries saw an increashe index. The UK and Ireland
both tightened protection for temporary workersedllfrom a very low level, so that

they retained a comparatively flexible temporarykweector.

By contrast, France tightened EPL for temporarykems the most and had by
2007 the highest level of regulations on tempoveoyk of Western Europe. There are
three groups of potential explanations for the idecbf EPL of temporary workers,
none of which can satisfactorily account for whas happened in France: socio-
economic pressures; partisanship and unions; ariticab as well as economic

institutions. | now consider each group of explaat in turn.

1.2. Socio-economic pressures

A first set of determinants for lowering EPL is etefiorating socio-economic
situation which raises the incentives of governmeatundertake unpopular reforms
(Vis, 2009). International organisations and acadescholarship alike have long
voiced concerns about the detrimental effects gidriemployment regulations on
labour market performance (Blanchard, 2006; Blardtlaad Summers, 1986; OECD,
1994). A number of studies have found that high H®lassociated with lower
employment rates and higher unemployment ratesT@lla and McCulloch, 1998;

Lazear, 1990; Scarpetta, 1996).

When faced with long standing high unemploymentyegoments may
therefore attempt to deregulate temporary work legguns. Most labour market
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reforms are indeed undertaken where there is pommognic performance(Tompson,
2009) and this is particularly the case of two-tedyour market reforms that are often
undertaken when unemployment is rising (Boetial, 2006; Ochel, 2008). This
narrative is consistent with the decision to lowes protection of temporary workers
in Spain and ltaly, but if it were true this shoaldo have occurred in France. Indeed,
unemployment has increased from less than 5% iredhly 1970s to more than 10%
by the mid-1990&! The average unemployment rate in the period 19@® 2vas also
higher in France than in some countries that déaéepl at the margin such as

Germany (see Table 5).

A second type of pressure concerns competitivei®s®ggulation of EPL was
seen as important to keep wage inflation under rognthereby retaining trade
competitiveness (Nickell, 1997; Nickell and Layat®99). When faced with greater
international competition and higher trade openngssernments may also be more
likely to deregulate EPL (Fisher and Somogyi, 20Ratrafke, 2010). Globalisation
may result in regulatory competition between caest(Bhagwati and Hudec, 1996)
or weaken the sectors that are more unionised (B®4u2009), thereby reducing the
ability of labour to prevent deregulation. Howevegde openness was similar or
higher in France than in other southern Europeamtcies that deregulated their

temporary work sector (see Table 5).

31 statistics taken from the French National Institef Statistics and Economic Studies, INSEE,

accessible at: http://www.insee.fr/en/
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1.3. Partisanship and unions

All governments face important electoral costs @&ducing insiders’
advantages, as policies create their own constiteer{Pierson, 2001). By protecting
most existing employees, reforms of temporary wark less likely to generate
significant opposition (Saint-Paul, 2000). Consistavith this, more than half the
reforms in Europe since the 1980s have been ‘terd-in the sense that they

concerned only some portion of the workforce (B0o20iL0).

The ideology of the political party in power maygalaffect a government’'s
decision to deregulate EPL. Following the ‘Nixonegao China’ logic (Cuckierman
and Tommasi, 1998; Ross, 2000), it could be palitjceasier for the left to undertake
deregulatory labour market reforms, for instancecdnse it is easier for left
governments to elicit union agreement for a refdivhile it may indeed be easier for
the left to pass labour market reforms, it hasrgjrelectoral and ideological reasons
not to do so. Indeed, the Power Resource appraaxtohg shown that more stringent
EPL is conducive to wage earners’ interests anshsald be supported by left-wing
parties to improve the bargaining power of wageear relative to employers (Korpi,
1983). As Boteroet al (2004: 1344) argue, “regulations protecting woskeare
introduced by socialist, social-democratic, and engenerally leftist governments to
benefit their political constituencies”. The worgirtlass has strong preferences for
higher employment protection and represents a megrstituency of the left
(Emmenegger, 2009; Dalton, 2006). Therefore thehig$ clear electoral incentives to

increase — or at least not reduce — EPL.
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While the left has in a very limited number of cgspassed labour market
reforms reducing EPL (Tompson, 2009), the histex@ence shows that the labour
movement has played a key role in pushing for ERLSwitzerland, Germany,
Denmark, Italy and Sweden (Bonoli and Emmeneggei,02 Emmenegger, 2009;
Emmenegger and Marx, 2011). The vast majority ajdaN regression analyses of
EPL also suggest the left is less likely to rediee protection of permanent workers.
Some econometric analyses find support for thencldiat liberalising reforms in

general are less frequent when governments arkedefing (Hgjet al, 2006).

In an analysis of EPL in eighty five countries, 8atet al. (2004: 1339)
conclude that the power of the left is associatath vhigher levels of labour
regulation. Rueda (2007: 90) finds significant emepl support for the claim that in
the long run the left is associated with higher EPB sample of sixteen industrialised
countries. Similarly, Fisher and Somogyi (2011 dfitat left-wing governments are
more likely to support higher EPL. Conversely, 8F1(2004) study and Algan and
Cahuc (2004) show that conservative governmentsreme likely to reduce EPL.
Only one study by Potrafke (2010) finds no evidetitat left-wing parties were

associated with changes in EPL.

The expectations concerning the impact of partisigngn EPL for temporary
workers are less straightforward. The insider-algsiiterature suggests that insiders
may only care about their own employment protectdmle being indifferent to the
fate of the unemployed and precarious workers (Ru2d07). Faced with the need to

increase labour market flexibility, deregulatingnf@rary work may be the only
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viable electoral choice for left-wing parties ttzae reluctant to reduce the protection
of regular workers. While this literature does daectly speak to left-wing parties’

preferences with respect to EPL of temporary warkére expectation should be that
more protected regular workers have less probglfibecoming unemployed and are
less affected by a weakly protected temporary veaittor. As a result, where insiders
are well-protected, left-wing parties should natecabout temporary workers and they

should have higher incentives to find flexibilitythe margin.

Left governments have indeed reduced the regustdriemporary work in a
number of EU countries (e.g. t®zialdemokratische Partgi Germany in 2004, the
reform of workers’ statutes bartido Socialista Obrero Espafial Spain in 1984 —
see Table 5). However, the problem with this exgii@m is that countries with low
indices of EPL for regular workers (e.g. Denmarkl &elgium — see Table 5) have
also lowered the protection of temporary workerdilev France which has a

comparatively high EPL for regular workers has goniae opposite direction.

The inclusiveness and strength of unions should adatter for EPL. Union
density has traditionally been used by power resoacholars to gauge the strength of
unions (Bradleyet al, 2003; Korpi, 1989; Korpi and Palme, 2003). Unianth larger
membership are expected to be stronger, and arerirexpected to be better able to
protect existing employment protection regulatioReench unions are particularly
weak according to this measure, and in any cagh, tmion density countries have

also reduced EPL for temporary workers (see Tahlefbe low union density for
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temporary workers in Frantealso rules out the possibility that unions in Eeamwere
more inclusive of temporary workers and hence thekr interests into account more

than elsewhere.

1.4. Political ingtitutions and varieties of capitalism

Governments of all political stripes may be conesgd by political and
economic institutions. Fragmented states or coalijovernments should be less able
to undertake reforms (Tompson, 2089)f anything, France’s majoritarian electoral
system and centralised political system (Lijpha€12) should therefore increase the
government’s ability to reduce EPL for temporaryrkers. Where the role of social
partners is institutionalised, for instance in @ygiist countries (Schmitter, 1974),
governments should also be more limited in theiiliteds to implement reforms
(Ochel, 2008). However, France is closer to a jikirthan a corporatist system, and
in any case, certainly less corporatist than mammgroEuropean countries (Keeler,
1985; Siaroff, 1999) as interest groups mostly uefice policy-making through

lobbying and protests (Wilson, 1983).

Moreover, governments operate in distinct varietiesapitalism characterised
by systematically different degrees of non-marlairdination in key spheres of the

economy such as training system, industrial rebatidinancial markets, and internal

%2 The estimate is that less than 0.8% of agency everltre unionised (see: Michon, France: Temporary
Agency Work, 2008).
3 Similar arguments have been made regarding tHiéyahi governments to curtail deficits (see for

instance Alesina and Drazen, 1991).
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management (Hall and Soskice, 2001). In liberalketaeconomies, flexible labour
markets are needed to ensure wage moderation. tatalility is also conducive to
knowledge transfer and hence to the radical innonat characteristic of liberal

production systemsiqid).

By contrast, in coordinated market economies a EBh is seen as necessary
to incentivise employees to invest in the specH#ldlls on which their firms’
production strategies rely (Estevez-Aéeal, 2001; Wood, 2001; Hall and Soskice,
2001). As a result, employers and regular workar¢arge companies may have a
common interest in deregulating temporary work. Exygrs may see in temporary
workers the flexibility necessary to adjust to a#ons in economic activity while
retaining the institutional complementarity necegdar their diversified production

strategy (Hassel, 2011).

Governments in coordinated market economies mafive have a greater
incentive to facilitate the hiring and firing ofnbporary workers. Deregulation of
temporary work promotes employment creation whigaining the institutional
complementarities of the system. This narrativeassistent with the experience in
Germany, but the expectations are less clear fimder since it has been categorised as
a mixed market or statist economy (Hanokg€ al, 2007; Schmidt, 2003). The
expectation should be that France follows a simgath to other mixed market
economies and statist countries. However, whilerSpad Italy have indeed reduced
EPL for temporary workers significantly over thespahree decades, the reverse

occurred in France (see Table 4).
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Table 5: Changes in the protection of temporary wdkers across Europe

Countries Unemployment | Openness| Reform direction AEPL temporary worker) by yes Union EPL regular Index of wage
rate and party in power when reform occurred density workers coordination
Austria 3.82 75.38 No changes 41.26 2.92 411

Fall (1997): coalition Christian democrat — left

Belgium 10.88 131.48 dominant (53.3%) 54.00 1.68 4.43
Denmark 7.43 72.96 Fall (1995): coalition liber#ft dominant (75%) 76.03 1.65 3.46
Finland 11.71 62.19 No change in index 77.89 2.42 3.68
France 9.63 46.41 Rise (1990): left (70%) 8.92 2.34 2.11
Fall (1994): right CDU-CSU-FDP (76% 4.00
Germany 7.84 51.92 | 51997;: right ©3.3%) (76%) 29.37 2.65
Greece 9.74 47.93 Fall (2003): left (100%) 31.68 252. 4.00
Ireland 11.50 138.47 Rise (2003): right (100%) 84.4 1.60 3.86
Fall (1997): centre left coalition (50%)
Fall (1998): centre left coalition (49.6%) 3.36

Italy 11.27 43.55 | Fall (2000): centre left coalition (57.9%) 37.44 1.77
Fall (2001): centre right coalition (40%)
Fall (2003): centre right coalition (70%)

Netherlands 5.81 114.81 Fall (1999): grand coalitio 24.75 3.07 4.11

Fall (1996): left (77.78%) 2.82

Portugal 5.43 62.24 Fall (2004): right (94.69%) 25.26 4.38

Fall (1994): left (100%)

Spain 19.29 45.32 Rise (2001)Right (100%) 16.04 3.12 3.42
Fall (1993): right (61.90%) 3.54

Sweden 7.37 69.49 Fall (1997): left (100%6) 81.56 2.87

UK 7.85 53.28 Rise (2002): left (100%) 33.91 1.16 .001

Sources: EPL regular workers (average 1990-20Qf8nmess (average 1990-2000), unemployment ratea@vel 990-2000) and union density
(average 1990-2000) taken from the OECD statistbsite. Note: Reforms to change the EPL temporamkwndex developed by the OECD,
party in power follows the comparative politicataset coding of % of cabinet seats held by the ¢efitre and right (% in brackets refers to right o
left parties, excluding centre) and wage coordaoraindex (average 1980-2007) taken from Visser $200
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2. Replaceability and the regulation of temporary verk

2.1. Do regular workers benefit from lower protection of temporary workers?

Insiders in permanent full-time employment haveemtoses to ask for higher
than market-clearing wages where employment piioteés high. The higher wage
settlements restrict the access of the unemployehet labour market (Lindbeck and
Snower, 1988; Solow, 1985). High EPL increasesntheket power of insiders, who
therefore are the main defenders of sketus quowhen the latter is defined by high
levels of EPL (Lindbeck and Snower, 2001). Supparthigh levels of EPL will be
higher where the bargaining power of insiders ghh{Saint-Paul, 1999). There is
some evidence that insiders do indeed favour hidéeels of job security than
outsiders (Rueda, 2006), though this is contesieatber authors who argue that
insiders and outsiders have similar preferences éonployment protection

(Emmenegger, 2010).

To the extent that permanent employees are an taygoconstituent for all
political parties (Fernandez and Rodrik, 1991; Rye2D07), this should result in a
status qudbias among policy makers (Saint-Paul, 2000). Highgosure of insiders
to unemployment may push them to internalise theeim@ effects of EPL on labour
market re-entry and hence increase their supporERL liberalisation (Saint-Paul,
1996). The implications for the politics of emplogm protection of temporary
workers are less straightforward, but most of tiberdture seems to assume that

regular workers are unaffected by such reforms.e@uwents are seen as more likely
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to reform EPL for temporary workers because regwarkers will fight against
reductions in their protection but are unaffectgdchanges in EPL for temporary

workers.

However, where regular workers hagle jure high employment protection,
employers will have an incentive to replace themthwtemporary workers.
Conversely, if EPL for regular workers is very lospmpanies have no need to
employ temporary workers. If this is true, lowerititge EPL of temporary workers
may make this process of substitution easier. Inymaspects, this is consistent with
substitution effects between different types ofsjohlready documented in the
economics literature (Kahn, 2007). Cross-nationdtence shows that “policies
making it easier to create temporary jobs on average the likelihood that wage and
salary workers will be in temporary jobs” which magsult in a "substitution of
temporary for permanent workersibid: 1). As a result, decreasing protection for
temporary contracts may raise incentives for fitmsubstitute permanent contracts

by temporary jobs (Blanchard and Landier, 2002).

Regular workers may therefore be adversely affebiedower protection of
temporary workers. In the most extreme case, a aognmay be more willing to fire
permanents worker and replace them by temporarkereras the regulations of
temporary work are reduced. Permanent workers ney lze affected through the
pressures that the lower protection of temporarykess creates. For instance, a large
temporary work sector may put pressure on regudmpanent workers by forcing

them to also increase their flexibility (Eichhomshd Marx, 2011). Similarly, the
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substitution of permanent for temporary jobs in ¢aenomy has also been shown to
reduce the welfare of the average worker (Poste&yiand Cahuc, 2002). | argue that
the ability of employers to replace permanent dstgftemporary workers is dependent
on three factors: skill specificity, the educatibpeofile of the temporary workers

relative to permanent workers, and the degree geveaordination.

The first factor - skill specificity — matters beise regular workers must have
fairly general skills for the employer to replabem. The literature generally contends
that workers with specific skills should be straupporters of high EPL. Job security
protects their investment in non-transferable assétich would be wasted in the
event of job losses (Estevez-Abeal, 2001). What is less often emphasised is that
the reverse is also likely to be true. Where skilis general, the pool of labour from
which employers can choose workers is more homagenéds a result, “the
individual members ... are substitutable for eacheottithout serious loss of

productivity” (Goldthorpe, 2000: 216).

Where skills are specific, long-term tenure is alsguired for the employee to
acquire the necessary skills. Workers with specifidls are therefore more important
to employers than those with general skills andleygys are consequently both less
willing and able to replace them with temporary keys. Consistent with this
argument, workers with more general skills are msupportive of employment
protection than those with specific skills: “empé@g who perform tasks that are easy
to monitor and do not require specific skills dechanore job security regulations”

(Emmenegger, 2009: 424).
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Moreover, for employers to hire temporary workersteéad of regular workers,
the former need to have a similar educational lesetegular workers. Where skills
are general and regular workers have similar eduetprofile as temporary workers,
employers will be most able to replace regular woskoy temporary workers. Their
ability to do so may also depend on the degreeagfercoordination in the economy,
which grants workers and their representatives ssme in how internal labour
markets are organised. Coordination is importantabse in highly coordinated
economies, unions are better able to segment t@mpand regular work, so that

insiders and unions should be less concerned abguiwing unregulated temporary

work sector.

To sum up, | expect regular workers to feel momaseable where skills are
general and similar between regular and temponaupi@yees, and wage coordination
is low. Where replaceability is high, temporary gmekrmanent workers may have
overlapping interests as regulation of the tempovesrk generates externalities that
affect permanent workers. The degree to which éstsroverlap in turn determines the
politics of temporary work regulation. Where theirterests overlap, temporary

workers are able to benefit from the greater praltstrength of permanent workers.

2.2. The determinants of replaceability

The concept of replaceability is particularly difiit to operationalise. The
2005 work orientation package of the Internatiddatial Survey Programme (ISSP,

2005) provides, to my knowledge, the most faithpresentation of the concept of
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replaceability. More specifically, variable v56 esdrespondents’ answers to the
guestion “how easy or difficult it is for firms teeplace you” and covers 43,440
respondents, including most Western European desntAs shown in Table 6,

French respondents have the highest share (25%peé that say it is “very easy” to
replace them followed by lIreland, Spain and Italyhereas East Germany and
Denmark have the lowest degree of replaceabilitgnstiering the ratio of the

percentage of respondents that say it is “very e@syeplace them by those that say
that it is “very difficult” yields a similarly highfear of replacement in France (see

Table 6).

Table 6: Perceived ease with which workers feel thdirms can replace them

Country % Respondents that s % respondents that s“very easy”
“very easy” divided by those that say “very difficult”
Franc: 25 6.2t
Irelanc 19.1 1.9¢
Portuga 18.2 2.9
Spair 13.¢ 1.5¢€
Flander 12.t 1.51
Finlanc 12.2 1.5¢
Great Britair 11.¢ 1.2
West Germar 11.¢ 1.7¢
Swedel 11.t 1.72
Norway 11.1 1.6
Switzerlan 11 1.3¢
East Germar 10.5 2.2¢
Denmarl 10.2 0.9¢

Source: ISSP 2005, work orientation package, ownoutsions by cross-tabulation of question on
replaceability by country in the sample.
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Iversen and Soskice (2001) and Cusack, Iversen Reildn (2006) have
undertaken the most thorough attempt to date tesyically measure the degree of
skill specificity of individuals. They assign diffent degrees of skill specificity to
different ISCO occupations in the following waysbdbdlute skill specificity of an
occupation is highest where: (1) it has the higineshber of sub-occupatiofi$and;
(2) where it has the lowest empirical share inlg®ur force® Using this scheme,
each occupation is assigned different degreesibsglecificity.*® Craft workers, plant
and machine operators and technicians have thesstigibsolute skill specificity,
while clerks and service workers and market saleskevs have the least specific

skills.

To investigate the relation between skills andfées of replaceability, | run a
logistic regression using the 2005 ISSP survey.ddyendent variable is binary: it is
coded 1 if the respondent says it is “very easyfifons to replace them”, and zero
otherwise. | control for a number of individual caeteristics through the inclusion of
dichotomous variables that take the value 1 ifrdspondent is young (under 25 years

old), old (above 50 years old), female, working fbe public sectof! and zero

34 They infer that the workers in an occupation hanee specific skills when the occupation is broken
down in many sub-occupations.

% The smaller percentage of the workforce in an patian makes the skill associated with that
occupation harder to re-use should the worker aaekher job.

% See Table A2.3 in the appendix for the skill dficsstions Table reproduced here from Torben

Iversen’s website available dittp://www.people.fas.harvard.edu/~iversen/SkillSfieity.htm

" The public sector dummy equals 1 when the respurdilares that they are “currently working for
the government”
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otherwise. My sample consists of eleven Europeamtcies™ and | restrict my

sample to respondents who are in full-time emplaytme

In a first step, | test for the effect of belongitegthe following occupations:
professionals; legislators, senior officials andnagers; technicians and associate
professionals; plant and machine operators andrdmses; elementary occupations;
craft and related trade workers; and agriculturatkers. The reference category is
composed of clerks and service workers, which laegetwo occupations with the two
lowest indices of absolute skill specificity thdd@have low levels of skills. | expect
workers in occupations with more specific skillsféel less replaceable. For a given
degree of skill specificity, employers should diisal it harder to replace workers with
higher level skills (e.g. legislators and managdrs)clude fixed effects to control for
unobserved heterogeneity and to identify which tgumas the highest fear of

replaceability when controlling for an individugspondent’s characteristics.

Column 1 in Table 7 shows the results for thisdtgiregression with robust
standard errors clustered by country. Female amtkrolespondents feel more
replaceable, while working in the public sector dateve coefficient) and being a
young worker (positive coefficient) has no sigrafit effect. Employees working in
professional, technical and legislative or managerccupations feel less replaceable.
This confirms that workers with high and specifldlls feel less replaceable than

those with low general skills (i.e.: my referencgegory - workers in service and

3 My sample consists of all EU countries availabi¢hie ISSP sample: West Germany, Great Britain,

Ireland, Norway, Sweden, Spain, France, Portugahrark, Flanders and Finland.

122



clerical work). Workers with few specific skills glementary occupations experience
the same replaceability as my reference categdrg. archetype of the specific skill
worker working in craft and related trades feelssle@eplaceable than clerks and
service workers. Thus, consistent with my expeateti workers with high and/or

specific skills feel less replaceable than thogé Waw and/or general skills.

However, occupations alone do not capture the higiaceability in France,
since the French country dummy (not shown) hasldahgest value among country
dichotomous variables. In the second step, | intceda number of country level
variables: EPL for temporary workers (defined e#))i a measure of wage
coordination, and the unemployment rate as pergentd the labour force in each
country for the year 2005. My measure of wage doattbn, taken from Visser
(2009), is a “five point classification of wage tg&fj coordination scores”. The index
gives a score of 5 to countries where there isrfenty wide bargaining”, 4 where
there is a combination of industry and economy viidegaining, 3 where there is only
industry bargaining, 2 where it's a mix of indusémyd company level bargaining, and

1 where bargaining is fragmented and mostly at @mpevel.

The results are shown in the second column of T@bl€onsistent with my
expectations, respondents in countries with higivage coordination feel less
replaceable, controlling for individual level chetexistics. The presence of a high
unemployment rate also increases the fear of replality. Crucially, a higher
protection of temporary workers is associated waittower fear of replaceability of

full-time workers. Thus, permanent and temporarykess may have overlapping
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interests to push for higher regulations of temporaork in contexts where

permanent workers are replaceable.

In column 3, I include three additional relevantiotyy level variables: the size
of the temporary work sector, EPL for regular waoskand a proxy for the difference
between the educational level of temporary andleeguorkers. As the ISSP does not
include a variable allowing me to identify who teongry workers are, | compute the
standard deviation of educational attainment gboaslents in each country as a proxy
for the differences in educational attainments etw temporary and permanent
workers. The higher the standard deviation the nhaepect temporary and regular

workers to have different educational attainments.

My results suggest that a larger temporary workoseiacreases the fear of
replaceability, while higher protection of regulavorkers reduces the fear of
replaceability. Consistent with my argument thaffedences in the educational
backgrounds of temporary and permanent workerslghoatter, a larger standard
deviation in the educational attainment of respotsiés associated with a lower fear
of replacement. In other words, where differencesducational attainments between

respondents are larger, respondents on averagddvamefears of replacement.
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Table 7: The determinants of replaceability acros&urope

Column: D (2) 3)
Reference: clerks and service
workers
Professiona -0.55698*** -0.55698*** -0.55698***
(0.153 (0.153 (0.153
Technical / associate professiol -0.57816*** -0.57816*** -0.57816***
(0.149 (0.149 (0.149
Legislators, senior officials/manag -0.99378*** -0.99378*** -0.99378***
(0.283 (0.283 (0.283
Agriculture -0.3551: -0.3551: -0.3551:
(0.437 (0.437 (0.437
Craft and related trade work -0.46438*** -0.46438*** -0.46438***
(0.174 (0.174 (0.174
Plant/machine operators/assemt 0.1594° 0.1594° 0.1594°
(0.145 (0.145 (0.145
Elementary occupatio 0.1547¢ 0.1547¢ 0.1547¢
(0.159 (0.159 (0.159
Female responde 0.31059 0.31059 0.31059
(dummy 0, 1 (0.181 (0.181 (0.181
Young responde 0.4733( 0.4733( 0.4733(
(16-25 years olc (0.354 (0.354 (0.354
Old respondet 0.36940*** 0.36940*** 0.36940***
(>50years (0.098 (0.098 (0.098
Public sectc -0.0642: -0.0642: -0.0642:
(government or public compar (0.087 (0.087 (0.087
National level variable
Wage coordination inds -0.21901 *** -0.22742%*
(0.026 (0.016
Unemployment ra 0.27236*** 0.21035***
(0.015 (0.014
EPL temporary worke -0.55514*** -0.07209***
(0.046 (0.022
Temporary workel 0.01816***
(% of total dependent employe (0.002
Standard deviation educatiyear: -0.04386***
(0.003
EPL regular worke! -0.10508***
(0.025
Constar -2.40318*** -2.40318*** -1.66949:
Observation 4,167 4,167 4,167
Log pseud-likelihood -1406.1¢ -1406.1¢ -1406.1¢
Pseudo R 0.064: 0.064: 0.064:
Methoc Logistic regression (clustered standard eri

Note: Robust clustered standard errors in pareefheé®* p<0.01, ** p<0.05, * p<0.1. The dependent
variable is the share of respondents that say\veig easy for firms to replace them (coded 1, @nd

otherwise).
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2.3. Determinants of EPL for temporary workers across Europe

| expect the tightening of EPL for temporary woskéo be most likely where
replaceability is high because it increases theetegf overlap between the interests
of permanent and temporary workers. Interest ogaraurn affects the incentives of
all political parties to regulate temporary workowkver, this does not mean
partisanship becomes irrelevant. Left politicaltiggrare much more responsive to the
interests of their key electoral constituents: dess. Where insiders in permanent
employment share the interests of temporary worteemush for greater regulation of
the sector, the left is therefore comparatively enlikely to tighten temporary work

regulations than conservatives.

Replaceability is highest when workers’ skills general, wage coordination
is low and when educational attainment between ¢earng and permanent workers is
most similar. Thus, tightening of EPL for temporavgrkers will not happen where
coordination is high and skills are specific (eagrmany), where the temporary work
sector is small (UK) or where temporary workersengery different skills to regular
workers (e.g. Spain). France is the only countryerghall conditions were present
which created a comparatively higher degree of lapebetween the interests of
permanent and temporary workers in France. In tthis, explains why left-wing
parties tightened EPL for temporary workers muchamo France than elsewhere. To
test my argument more systematically, | carry ol#rge N regression analysis of the
determinants of EPL for temporary workers in thet & this section, while the next

section looks at France specifically.
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Three methodological challenges arise. First, datavorkers’ perceived ease
of replacement is only available in 2005 and forELB countries (see Table 6), which
makes any systematic large N investigation padityichallenging. Second, the level
of the OECD index for EPL of temporary workers aes very little over time: for
the EU15, there were only 20 cases of reductioddiga cases of increases in EPL of
temporary workers between 1985 and 2007. Thiréwkelrshown that replaceability is
affected by EPL of temporary workers, hence anatyshow EPL of temporary

workers is influenced by replaceability suffersnfreevere endogeneity problems.

To address these limitations | test my argumentobking at how variables
which affect replaceability in turn determine chesdgn EPL for temporary workets.
Investigating changes in EPL for temporary worl@rer time means | cannot directly
test the impact of replaceability but this hasablgantage of bypassing the problem of
endogeneity. Given how little the OECD EPL of temgyg work changes, my
empirical strategy relies on a different dataset foy dependent variable: the
Fondazione Rodolfo de Benedetti database (FRDB7)20Dhis database has the
advantage that it is much more refined in its iso of different reforms of
temporary work, that it identifies which type ofrtporary work is affected by the
reform, and that it starts as early as 1980. | codanges in the flexibility of

regulations in three domains of temporary employimenconstruct the following

39 Note however that running a cross-sectional resipasof the level of EPL of temporary workers in
2005 on replaceability and other relevant contreff®ws that replaceability is indeed positively

associated with EPL of temporary workers (see TABI®: in appendix).
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three dependent variables: temporary agency woptedf term contracts and

introduction of new types of temporary contracts.

Note that a reform measure of temporary work in FRDB dataset has a
“positive sign ... if it increases the flexibility dhe system (i.e.: if it makes easier or
cheaper for firms to dismiss workers)” and a negasign if it increases regulations.
Each dependent variable is therefore coded 0 wlhieeee are no changes in
legislation, +1 where a reform increasing flexilyilhas occured and -1 where the
reform reduced flexibility. | then construct a fdudependent variable which is the
sum of changes in the latter three domains of teargemployment in a given year

and is therefore scaled from -3 to +3.

My sample covers the period of 1980-2007 for 14 &duintries. | test the
impact of variables that determine individuals’ rfed replaceability, as shown in
section 2.2: EPL of regular workers and the sizdeofiporary work (both lagged
once). More importantly, | include a measure of gagordination as discussed
earlier, which | recode for simplicity into a didbaous variable that takes value 1
where wage coordination is high (i.e.: when thesins 3, 4 or 5), and zero otherwise.
For partisanship, | create a dichotomous varidide takes value 1 if the left controls

more than 50% of cabinet shares and zero othefAiseingeonet al, 2011).

There are no accepted measures of national skitlisgity for which there is
data across time and countries. However, to thenexthat the degree of skill

specificity of an economy overlaps strongly witle thegree of economic coordination
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of each type of capitalism (Hall and Soskice, 200&pge coordination is an

appropriate proxy and indeed would have riskeddeaoilinear with skill specificity.

Throughout, | control for socio-economic pressuf@ECD statistics) such
unemployment (lagged and expressed as a perceotdbe labour force) and trade
openness (lagged and defined as exports plus impsria share of GDP). | run an
ordered logistic regression with robust standardrerclustered by country. Country
fixed effects are included to account for unobséreeuntry heterogeneity in my
sample. | also include a linear, squared and ctreied, which has been shown to
perform better than most alternatives to control ttmporal dynamics (Carter and

Signorino, 2010).

The results are presented in Table 9. In line with expectations, high
coordination increases the likelihood of governragmssing flexibilisation reforms,
and low coordination reduces the probability ohtening regulations for all three
dependent variables (columns 1 to 3). Higher oV&®BL and higher unemployment
also makes it more likely that governments flexdsil temporary agency work,
consistent with the argument that more rigid labooarkets that have higher
unemployment incentivise governments to flexibiliase the margin (column 1).
However, while unemployment also increases theghiiby to flexibilise fixed-term
contracts and new contracts, overall EPL has rngstally significant effect on new

contracts or on fixed term contracts (column 2 and

A larger temporary work sector increases the pritibabof tightening
regulations on fixed-term and temporary agencyreatd where no country effects are
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included (not shown here), but the effect becomsgynificant when country effects
are included. Interestingly greater trade openhassno effect on changing temporary
work regulations (column 3). Lastly, the left ha® mstatistically significant
independent effect (columns 1 to 3) consistent withargument that the left only has
an incentive to regulate temporary work where pemené workers feel replaceable,

and hence have overlapping interests with tempavarkers.

In columns 4 and 5, | investigate the determinanftsny fourth dependent
variable, total changes in EPL for temporary wavkjch is a sum of changes in my
three dimension specific dependent variables. Adrayerall EPL and coordination
increases the likelihood of introducing reformsttharegulate temporary work. To
investigate whether the left has a different effecthigh and low coordination

countries, | interact coordination and left contwbthe government in column 5.

Table 8 shows the marginal effect of the left #fiedent levels of coordination.
In both low and high coordination settings left-grigovernments are more likely to
tighten regulations than the right, and less likielyderegulate temporary work than
the right. The left is much more likely to deredala and much less likely to re-

regulate - the temporary work sector in high camation countries.

Table 8: The effect of the left conditional on coadination

Party Coordination Deregulating | Re-regulating
Right Low 0.056*** 0.128***
Left Low 0.00¢ 0.379***
Right High 0.115%** 0.059***
Left High 0.108*** 0.064***
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Table 9: Determinants of changes in temporary workegulations in Europe

Column (1) (2) (3) (4) (5)
Dependent variable Temporary  Fixed term New $hange in temporary work fixed
Independent variables work contracts contracts temtracts and new contracts
Coordination Dummy 1.13356*  1.15475**  15.84202**  1.31708*** 1.051971***
(0 low coordination, 1 high coordination) (0.661) (0.386) (0.754) (0.375) (0.313)
Left Power 0.03174 -0.41369 -0.35977 -0.54269 -2.35864***
(1 if left controls > 50% of cabinet seats) (0.968) (0.390) (0.636) (0.460) (0.783)
Strictness of employment protection 3.69201*** (B30 -0.42700 1.36507** 1.39009**
(overall,lagged once) (0.922) (0.579) (0.645) (0.659) (0.674)
Share of temporary employment -0.03951 -0.13637 008R7 -0.06649 -0.07715
(% dependent employment, lagged once) (0.088) (0.099) (0.217) (0.102) (0.094)
Rate of Unemployment 0.35190** 0.21170* 0.20869**  0.26694*** 0.26973***
(% of Civilian Labour Force, lagged once) (0.146) (0.124) (0.097) (0.092) (0.074)
Total Trade -0.02588 0.01377 -0.13921 -0.01233 -0.01052
(Trade-to-GDP-ratio, lagged once) (0.031) (0.028) (0.087) (0.023) (0.022)
Coordination * Leftpower 2.25386**
(0.948)
Constant cutl 2.27250 2.98431 -21.18828*** 0.14138 0.09893
Constant cut2 11.29549**  8.77471*  32.97417*** 275 2.78426
Constant cut3 8.10290** 8.26309**
Constant cut4 9.47446*** 9.63703***
Constant cut5 11.22124%* 11.38235***
Observations 269 269 269 269 269
Fixed effects (i) Yes Yes Yes Yes Yes
Cubic trend (ii) Yes Yes Yes Yes Yes
Log pseudo-likelihood -72.72 -130.05 -39.76 -180.33 -177.62
Pseudo R-squared 0.25 0.12 0.31 0.12 0.13

Source: Dependent variables coded using the FRD#bdse. Note: All dependent variables are scalkaWing the FRDB convention, that is
increases in the dependent variable refer to refahat introduce more flexibility (i.e.: reduce wéggions and/or protection of temporary work).
Ordinal logistic regression with robust standander (clustered by country) in parentheses; *** B340 ** p<0.05, * p<0.1. (i) Fixed Effects

not shown; (ii) Cubic trend refers to the inclusifra trend, a squared trend and a cubic trend@smmended by Carter and Signorino (2010).
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Stability of results and robustness checks

A number of robustness checks and alternative Spatoons were tested to
investigate whether this altered the results inld&b First, running a regression with
an alternative estimation method (xtreg with robalsstered standard errors and time
as well country fixed effects) on the same datddgie® the same results (see Table

A2.4 in the appendix).

Second, testing the same model using EPL for teampoworkers as my
dependent variables also confirms my findings. édssrsectional model is presented
in Table A2.5 in the appendix. Note also that ragna cross-sectional regression of
the level of EPL of temporary workers in 2005 oplaeeability and other relevant
controls shows that replaceability is indeed pesiyi associated with EPL of
temporary workers. In Table A2.6 in the appenditedt my claims using the first
difference of EPL of temporary workers as my degendariable, which again shows
that coordination is positively associated withedgdation, and vice-versa (see Table

A2.7 in the appendix calculating the marginal efgc

Third, the results from Table 8 remain unchange@mwaxcluding the cubic
time controls (see Table A2.8 in appendix) or toentry fixed effects (see Table
A2.9 for the results without fixed effects and T@bA2.10 in appendix for the
marginal calculation). Fourth, as it could be adytigat openness and unemployment
take time to affect the decision of governmentsi¢oegulate, | include the 3 years
moving average transformation of these variablesyrregression. Table A2.11 in the

appendix shows that my results for coordination wedeft are the same.
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Fifth, the decision of governments to deregulate témporary work sector
could be influenced by the strength of unions. Xaneine this possibility | tested the
effect of three different measures of union strengtTable A2.12 in appendix: union
density, bargaining coverage and union centratisafsee Table A3.3 in appendix for
definitions). Union density has no effect, whiletbbdigher bargaining coverage and

more centralised unions reduce the probabilityevedulation.

| also checked whether my results are unchanged ahernative measures of
coordination are used. Table A2.13 in the appenrglorts the results for the Hall and
Gingerich (2004) index of coordination and a diietr scaling of wage coordination
(from 1 to 5 instead of the dichotomous O to 1 ie#r$ used in Table 8). Results using
both indices are unchanged. To the extent that rgynaent is about the control of
permanent workers over the use of temporary workhieyr firm, the presence and

influence of work councils might be relevant.

Two measures of work councils by Visser (2009)wmed. The status of work
councils codes whether there are no work coun@)jlswhether they are voluntary and
non-binding (1) or whether their existence andtsgh mandated by law (3). Rights of
work councils range from no rights, only informati(®) to economic and social rights
including codetermination (3). Both measures of kmoouncils’ power show that in
cases where they have more influence, the probabfltemporary work deregulation
is higher. A number of alternative measures ofléfiecontrol of the government are

presented in Table A2.15 in the appendix.
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In addition, one could argue that a more direckpmaf skill specificity such as
the share of craft workers should be usedieu of coordination. There are three
reasons why in my view coordination is more appedpr First, note that coordination
is a pre-requisite for a high share of skill speciforkers to be present in an economy
(Hall and Soskice, 2001). Second, actual skill spp#y is notoriously difficult to
properly measure, especially in a cross-nationtdinge where the same occupation
such as craft workers might not have similar lexa#lIskill specificity. Measurement
problems are further compounded by the fact thatdiggree of skill specificity of an
occupation may also change across time, so thavem ghare of workers in an
occupation might suggest a different level of s&gkcificity in the economy. Third, |
have tested the effect of the share of craft wark@ghe ultimate specific skills
occupation) on temporary work reforms and the tesare consistent with my

expectation (see table A2.22 in appendix in appeAai5).

The lack of effect of openness on government déaéiga is surprising, so |
tested for three alternative measures: (1) imp@jsexports, and (3) total trade, with
emerging and developing market economies (see TABI& in appendix for
definitions). Exports and total trade with this seb of economies are positively
associated with temporary work deregulation (sed€ra2.14 in appendix). Lastly, |
checked whether the results are stable to the gxclwf any one country (Jack-knife
robustness check) in Table A2.16 and carried @iépwise inclusion of my variables
to investigate whether the specification was sasib any one variable (Table A2.17

in appendix). The results were also unchanged.
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Overall, these findings are consistent with theuargnt that factors which
increase replaceability make permanent workersestiae interests of temporary
workers for a higher level of EPL of temporary workis allows temporary workers
to benefit from the greater political strength efpanent workers and makes it more
likely that governments tighten regulations of temgvy work. In the next section, |
test my argument on France, which allows me to temliate causality and to

demonstrate that my explanation does indeed sb&/&itench puzzle.

3. The Left and temporary work regulations in Frane

Temporary work has been a major concern of polieiers in France since the
late 1970s. There has been a tremendous rise shtre of temporary employment in
the French economy since 1983 from under 4% to rti@me 12% since the end of the
1990s. Due to high replaceability in France, therigsts of permanent and temporary
workers overlap, and the aim of the left has caestyy been to increase the cost of
temporary work and to limit the number of valid easvhere a company can hire

temporary workers.

3.1. Why isreplaceability higher in France?

Table 6 showed that the share of respondents #yait $s very easy for the
firm to replace them was the highest in Franceavehargued and shown using

regression analysis that replaceability can be @egeto be higher in countries where
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wage coordination is low, skills are more geneaall where temporary workers and

regular workers have more similar educational bemlgds.

Consistent with my expectations, countries whiclveha low degree of
replaceability such as Germany, Denmark and Swéskm Table 5) have high wage
coordination scores. Denmark scored between 3 andhe 1980s, 3 in the 1990s and
between 3 and 4 in the 2000s. Similarly, Swedemescbetween 3 and 5 throughout
the 1980s and between 3 and 4 in the 1990s. Gerswmgd 4 throughout the period
under consideration. By contrast, France which thachighest level of replaceability

scored 2 throughout most of the period under cemattn.

A second reason for higher replaceability in Frahes with the nature of
workers’ skills. Two aspects are particularly impot. The first concerns the
specificity of skills. It is notoriously difficulto measure the degree of specificity of
skills, and even harder to compare skill specifiecitross countries. With this caveat
in mind, the weight of the evidence does suggeat tine French labour force has
general skills, and in any event, has much moreemgnskills than typically
coordinated market economies like Germany and Swe€tench workers’ skills were
particularly low and general in the 1980s whenléfiein France tightened regulations
surrounding temporary work. Hancké (2001: 308) asginat there was a large pool of
low and semi-skilled workers carrying out very wartasks in the 1980s. For
instance, 60% of the workforce was low or semits#liin 1982. The general nature of

skills in turn stems partly from the education syst In contrast to Germany, French
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workers mostly have general skills such as “mathmsand languages” which allow

them to carry out administrative and quality cohtagks (Hancke, 2001: 324).

Four additional indicators can further substantidie claim that France has
more general skills. A first indicator is the ambwh company training that workers
receive. Company training is a good indication ofvhspecific workers’ skills are
since employees acquire specific skills mostly tigioon-the-job training (Busemeyer
and Trampusch, 2012). In 2001, 67% of French engalsydeclared receiving no
employer training in the past 5 years, comparet Wit.5% for Germany and 34.2%
in Sweden. Moreover, this represented a 5 percergamt increase from 1996 where

61.7% declared receiving no training (Gallie anddan, 2002: 82).

Second, over time the occupational structure imégdhas made replaceability
more of a problem. The share of manual workers/fer) has been falling from
30.2% to 22.9% in the period 1982-2006, which wassthy driven by a fall in the
share of unskilled manual workers. In contrast, dame period witnessed the rise of
the share of employeesngployé¥ from 24.7% to 29.3%, mostly driven by the
increase in the share of unskilled employ®dsnskilled employees include clerks and

service workers which are in occupations requiningch less specific skift5than

0 INSEE, employment study. More details on the déffe categories can be found at:
http://www.insee.fr/frimethodes/default.asp?pagen@oclatures/pcs2003/liste_nl.htm;

The data can be accessed at: http://www.inseélfigies/detail.asp?ref_id=ir-
martralO&page=irweb/martralO/dd/martral0_pag2.htm

1 See skill specificity scores of different occupat developed by Iversen and Soskice (2001) and

Cusack, Iversen, and Rehm (2006), reproduced bleTa2.3 in the appendix.
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occupations such as craft workers which | have shtawfeel less replaceable in the

previous section.

The share of the workforce carrying out repetitagks represent a third metric
for how specific skills are. Variable q20_a of ttierd (2000) European Working
Conditions Survey asks respondents whether thieimjeolves repetitive tasks of less
than 1 minuté? Between 20% and 22% of respondents in Denmarkiriaustaly said
yes, compared with 30.16% in France. Fourth, theessurvey reveals the share of the
workforce carrying out complex tasks, which is aldogood indicator of how
replaceable a worker can be. The share of resptsxdarrying out complex tasks was
76.54% in Austria, 67.2% in Denmark, and 65% inr@my compared to 50.8% in

France.

In addition to wage coordination and the degreskdf specificity, the gap in
educational attainment between permanent and tempuaiorkers is also a condition
of the extent to which employers are able to stistiregular workers by temporary
workers. The share of an age group that completednslary education increased
tremendously in France and reached 75% in 1995 qk¢ar2001: 322). Using the
fourth wave of the European Social Survey (ESS8200able 10 shows that France
has a very high share of temporary workers who rarapleted upper secondary

education, indeed it is one of the highest in the*Elt is also the only country along

2| cross-tabulate the share of respondents thay caut repetitive task by country (source of EWCS
available at: http://www.eurofound.europa.eu/ewan/gys/index.htm).
3 For reasons of space, | only report in the bodshefpaper the numbers for France in Table 10, the

numbers for other EU countries are available inld@2.18 in the appendix.
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with Belgium where the share of temporary workeithwpper secondary education

is higher than for permanent workers.

To sum up, France is the only country that haswage coordination, general
skills and a high share of temporary workers withper secondary education.
Although the UK and Ireland also have general skidhd a small educational gap
between temporary and regular workers, permanenkes® are not well-protected,
thereby giving little incentives to employers tdostitute permanent with temporary
workers. Although Germany and Austria have welltpcted permanent workers, high
wage coordination and more specific skills hindempiyers’ ability to replace
permanent by temporary workers. Lastly, althoughiBgvolves in a similar type of
Capitalism as France, and temporary work has alpargled fast there, the share of
temporary workers with only upper secondary edoocatvas much lower than in

France®*

3.2. Composition and political preferences of temporary and permanent workers
To investigate the implications of replaceability, now analyse the
demographic composition of temporary and permawenkers in France, their degree

of replaceability, and their political preferences.

*4The share of temporary workers that have completey upper secondary education was 17.6% in

Spain, compared to 48.4% in France (See Table AR.aBpendix).
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Fixed-term contracts are particularly concentratethe service sector whereas
interim contracts are mostly found in industry.2002, 12% of workers in personal
care, education and health were on fixed-term ectdr about 5% in the food
industry, but less than 3% in the car industry (dgrand Michon, 2010: 54). By
contrast, 8.1% of the workers in the constructiester and 6.9% of those in the
industrial sector were interim workers, compared . for the tertiary sectoib(d:
49). Men are over-represented in the interim sebtdr under-represented among
fixed-term contracts. In 2008, 69.3% of interim ens but only 38.5% of workers on
fixed-term contracts were meibi@d: 51). Interim workers also tend to have lower
skills: 38.4% were unskilled manual workers, 39.4kllled workers, compared to
only 13.2% working as employees and 9% in manageorantermediary professions
(ibid: 8).

The low level of skills of temporary workers is @lseflected when considering
their educational background. In 2007, among thbaefinished their education less
than 4 years ago, 31% were in temporary contréeA8p in private permanent
contracts and 11% in public permanent contracts.tfi@se that had not completed a
secondary school degree, 45% were in temporaryraxiat compared to 22% for
those with university education. Even when consnderespondents that finished their
education more than 11 years ago, 10% of thosematbecondary education were on
temporary contracts compared to only 4% of thodé wniversity education (Kornig

and Michon, 2010: 51).

Temporary work is also particularly concentratedoagyounger workers. In

2008, 26.4% of those within the 15-24 age groupsevea fixed-term contracts and
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6.6% were in interim work. By contrast, the respecinumbers for the 25-49 age
groups were 7.5% and 2.1%bi¢l: 51). However, transitioning from temporary to
permanent employment is slow. In 2003 only 25%hmfse that were initially on a
fixed-term contract were on a permanent contraet ygar later, and only 17.3% of
those in interim contracts had managed to get engeent contract one year later

(ibid: 57).

Immigrants are also more likely to be employed urtdenporary contracts. In
2009, 11.4% of newly arrived migrants in France kedr for interim agencies and
26.1% had a fixed-term contract (ELIPA, 2010). Thisvalence of temporary work
among immigrants extends well beyond the first ydaarrival. In 1999, for the 18-40
age group, 7% of male immigrants that had arrivéeerwthey were older than 10
years old were interim workers and 11.5% were xediterm contracts. By contrast,
for the same age group only 3.8% of male nativeeweinterim work and 10% on
fixed-term contracts. For those born in France fiooitn parents born in a foreign
country, 5.2% of male respondents were in interiorkwand 11.6% in fixed-term
contracts. Within the immigrant population, morearthone third of males that
emigrated from sub-Saharan Africa were in precaricentracts compared to 19% for
natives (Meurs, 2006: 780). Controlling for ageueation, and marital status, male
immigrants were still three times more likely to e a precarious contract than

natives ipid: 781).

In the last 2007 French election, more than 60%ewnfporary workers voted

for left-wing parties (see Table 10) and nearlycevas many temporary workers as
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regular workers voted for the extreme I&ftThe tightening of temporary work
regulations that the left has undertaken in theé thsee decades was therefore
beneficial to these workers. This involved prowsidor equal pay between regular
and temporary workers, ‘end of contracts bonuse€dmpensate for the precarious
nature of temporary work, as well as better actes$sining and paid holidays. Legal
restrictions on the use of temporary workers cao dle beneficial to them. For
instance, thanks to the regulations in place imégatheCourt de cassationuled in

2004 that certain agency workers employed by aubdeacompanies should be

transferred to permanent contracts (Math, 2004).

However, temporary workers alone cannot push fatebavork conditions.
These more stringent regulations of temporary wagke also in line with many of the
left's constituents’ concerns for replaceabilityithVrespect to occupations, 55% of
technicians, 58% of machine operators and a stagp&2% of workers in elementary
occupations voted for left-wing parties in thetfirsund of 2007 (see Table 10). Those
occupations were characterised by a high implenientaf temporary work: 28% of
respondents in elementary occupations, and ne@#ydf those in craft work reported
being on limited duration contracts. As many as 4df%%espondents in elementary
occupations and 33% working as plant and machirgabgrs declared it was “very
easy” for the firm to replace them (see Table K@y constituents of left-wing parties
in France are therefore adversely affected by teamgowork and feel very

replaceable.

> Detailed analyses of temporary workers’ votingords for different political parties in the 2007

elections are presented in Table A2.19 in the agigen
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3.3. The evolution of temporary work regulation in France

Since key constituents of the left feel very replae, one should expect that
the left in France has attempted to regulate thgoeary work sector to mitigate and
prevent this risk of replaceability of permanent teynporary workers. This section
shows this is precisely what has happened sincesthee of temporary work was

politicised in France.

Temporary agency or interim work was legalised e tright-wing
government in a law passed in 1472nd implemented through a government decree
in 1973*" While the practice of interim work haik factobeen tolerated before, this
law was meant to promote interim work by providiitgwith a clearer legal
framework. Right-wing policy makers saw this newnfioof work as positive to fulfil
both economic and social functions (Alibert, 1974)the time of the law, only 1% of
the active labour force was in interim woiki¢: 13) and the user company did not
have to pay the same wage for interim workers ag #hctual workers (Fossaert,

1981).

Similarly, the first law concerning th€ontrat a Durée Déterminéethie main
type of FTC in France, was passed in March 1§7% with the 1972 law, the 1979
law was meant to promote this type of employmentdujucing the legal uncertainty
that employers faced when using these types ofractst (Poulain, 1979; Couturier,

1980; Lyon-Caen, 1980). Theapporteur of the national assembly argued that

%6 39 January 1972 Law.

47" Decree N73-53.
48| oi du 3 Janvier 1979 relatif au Contrat a Durégdbminée.
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achieving their objective to increase the relianoeFTCs required removing all the
apprehensions that employers had felt regardingetheontracts before the law
(Couturier, 1980: 38). The French employers’ asgar not surprisingly welcomed

this law which made it easier and cheaper to hir€d=(Darcel, 1980).

The 1972 and 1979 laws passed by the right, sebation the process of
replaceability’® which ultimately increased the degree of overlagiween the
preferences of permanent and temporary workersraitvated the labour movement
and the left to tighten regulations of temporarykv@Vriting in 1981, Robert Fossaert
(1981: 509) argued that this growing segment otameus work would lead to a
twofold pressure on wages. These pressures wowdhtpdirectly through the lower
wages that temporary workers received but alsareaty through competition and
substitution effects with respect to regular empls; The union movement was
already opposed to lowering temporary work regateti at the time because they
thought this would bypass collective agreements asgllations on collective
dismissals (Lyon-Caen, 1980: 9). Similarly, therdetors of the 1979 law on the left

saw the law as promoting the ‘précarisation’ of eyment (Couturier, 1980).

It is in this context that Mitterand, the first &lcst president of the fifth
republic, was elected on the *2df May 1981 (EIRR, 1981). In his speech to the
national assembly in July 1981, the newly electach® Minister Mauroy announced

the government’s intention to tackle temporary wdrk introducing “improved

“9 At the end of the 1979, 35% of newly registere@rployed workers come from ending FTCs
(Darcel, 1980: 19).
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controls on temporary work agencies and employecsuiting workers on FTCs.
Workers employed on a temporary basis will alsgiven improved rights”ibid: 3).
The Aurouxreport which represented the basis for the upcgragislative activity of
the new government attacked the use of “inferiomf of employment” that have
been used by employers in the form of agency wolKT&Cs (EIRR, 1981: 4). The left
government identified the fast expansion of temporavork as resulting from
companies’ attempts to the avoid costs of permaaepioyment by using temporary

workers (EIRR, 1982: 6).

Three ordinances were issued by the governmerfi82 1o address the shared
concerns of permanent and temporary workers coimgethe protection of temporary
work. With the 24 February 1982 ordinance, the legislator statedirtiEntion to
“avoid that jobs, that should normally be permanan¢ undertaken in a permanent
fashion by workers holding precarious contractsfa@iel, 1984: 521). Temporary
work was as a result surrounded by a number ofitond and formalities. The new
law tightened the set of reasons under which comparould hire FTCs or agency

workers.

Specifically, temporary employment could be used f@ temporary
replacement of a regular worker, to cope with tbheuorence of an unexpected and
significant increase in economic activity, or torrgaout a specific task in pre-
authorised sectors (EIRR, 1982; Lyon-Caen, 1983). IMaximum duration,
authorisation procedures and sanctions for non-tange with regulation were also

tightened ipid). Specifically, the new maximum duration of thessidon could no
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longer exceed six months, whereas there were relimits before (EIRR, 1982). The
legislator also introduced higher civil sanctiorighee employer if they terminated the

contract before the end of the agreed durationg$tef, 1983).

New rights were also granted to temporary agencike&rs. The legislation
granted, for the first time equal rights in ternfsa@ges® and collective advantages
between interim and regular workers in the userpgaomg. For FTCs, equality of rights
concerned paid holidays, right to training, sickve and indemnities for accidents.
Interim agency workers received an increase ifitisecurity bonus’ of up to 15% of
their total gross earnings at the end of their lmissFTC workers were for the first
time also made eligible to a similar end of corttriacdemnity equal to 5% (EIRR,

1982; Pelissier, 1983: 20).

In March 1986, the right won the legislative elens with a clear intention to
relax restrictions on temporary work (Belier, 1986he 11" of August ordinance
removed restrictions on FTCs and agency work tge‘gnore freedom to companies
in human resources management” (Seguin, 1986: 828.available conditions to
employ an FTC were expanded by abandoning theofistases in which hiring
temporary workers is authorised (Savatier, 1987)rther, the administrative
authorisation for companies to hire temporary wkevas suppressed and the
maximum duration of contracts was extended to 2#&thso(Pelissier, 1987; Seguin,

1986).

0 That is the interim worker will get the same waggsomeone in a similar post/occupation in the
using company.
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When Mitterand won a second term as president @3 1he left also returned
to the government with Michel Rocard as Prime MavisA bill was presented to the
parliament by the left on thé"@ecember 1990 to place “limitations on the usé tha
employers may make of these forms of employmentd amainly involved re-
introducing restrictions on temporary work that legn removed by the 1986 decree:
the use of temporary work was limited to only thceses, the maximum duration was
shortened back to 12 months, and employers wenrepted from hiring temporary
workers to cope with increased economic activityisTill was generally favoured by

Socialist MPs but generated “fierce opposition mpkyers” (EIRR, 1990: 4, 5).

The main employers’ organisation insisted thatdegiors should let the social
partners negotiate on the issue of temporary wdist of the socialist party wanted
the bill to be debated in the parliament diredblyt the government nevertheless chose
to let the social partners negotiate (EIRR, 1990:The 1" July 1990, a law was
passed that incorporated most of the agreementitéatocial partners had reached. Its
objective as stated in its first article was toatglback the share of precarious jobs by

bl

facilitating their transformation into stable emyreent.”™" Union representatives were

granted the right to evaluate the increase in pi@es employment in the annual

®1 Author’s translation from the following quote: “daire reculer la proportion d’emplois précaires en

facilitant leurs transformations en emplois stab(B&aise, 1991: 11).
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negotiation between social partners, both at tetos and company level. Sanctions

for unlawful use of fixed term and temporary emphant were also reinforcéd.

The 1990 law therefore represented a return to @ rsiict limitation of the
cases where a company could use precarious can{Bleise, 1991). The maximum
duration was fixed at 18 months compared to 24 hsomt the 1986 law (EIRR, 1990:
13, 14). The principle of equal pay between tempoend permanent workers was
also reinforced by extending provisions that exigte interim workers to fixed term

contracts’>

From 1993 to 1997, the right controlled the govesntm with no major
changes in the legislation of temporary work. IneJd997, the left won the legislative
elections bringing Lionel Jospin to the post oinfiriMinister. A social modernisation
bill was approved by parliament in 2001. Article21124 of this law entailed a
number of initiatives concerning the fight agaipsgcarious work, aimed at restricting
temporary contracts. The exceptionality of temppraork was re-affirmed (Roy-
Loustaunau, 2002} As before, the aim of the law was to prevent camgsfrom
replacing permanent workers by temporary workersamork to be carried out that is

in fact of a permanent nature. The law also furtharmonised the ‘instability

%2 Regarding the unlawful use of fixed term and terapp contracts by a company, any infractions
concerning the duration or number of renewals oftrazts, and the minimum waiting period for using
consecutive a temporary contract on the same post.

>3 With the new 1990 law, the rate is now 6% for ixerm contracts and 10% for interim workers
(Blaise, 1991).

¥ For instance: “Fixed term contracts, whateverrtedtives cannot aim or result in the permanent
placement of an employee linked to a normal andhpaent activity of the company” (author's own

translation, from article L122-1 of the labour cedme : Raveyre, 2001).
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indemnity’ of agency and fixed term contract woskdry setting the indemnity for
both at 10% of their total gross income of the veork ast but not least, sanctions and

controls were further reinforcedid: 311).

In sum, the left has consistently tightened theaulagns of temporary work
whereas the right has supported the deregulatioth@fsector. Thus, temporary
workers in France have benefited from their shamerests with politically more
powerful permanent workers. The main employer dsggion in France® was
strongly opposed to further restrictions on temporork in both in 1990 and 2001,

and was supportive of the right’s deregulation9@@a.

By contrast, unions have throughout the period beencerned about
replaceability. For instance, the two biggest usiém France, the CGT and CFDT,
have been systematically opposed to temporary waodkcalling for more regulations
to prevent replaceabiliy/. Unions have also increased their presence adnessiain
temporary work agencies such as Randstadt and ¢r@ated novel organisational
structures within their confederations such as@GR®T Services-Interimvhich aims

to represent temporary workefs.

> The Mouvement des Entreprises de Fran®4EDEF). Interviews with MEDEF representatives
carried out in September 2011 further confirmed their preference is for reducing the level of EPL

* CGT stands for “Confédération Générale du Travaifid “CFDT for Confédération Francaise
Démocratique du Travail”.

*" Interviews with CFDT and CGT representatives earout in July and September 2011.

%8 |nterviews with CFDT Services Federation and C6t&rim and temporary work Federations carried

out in July and September 2011.
149



Table 10: Occupations, replacement, votes, contractind education in France

Employment status (1)

% respondents (2)

By occupation Unlimited Limited No contract

(as % of total workforce)

Not Very easy  Verysga

% respdaderted left in
2007 presidential election (3)

Legislators, senior officials and managers 83.59  964. 11.44 78.72 21.28 22.6
Professionals 84.16 10.96 4.87 78.1 21.9 56.2

Technicians and associate professionals 83.6 11.86 4.54 79.55 20.45 55.6

Clerks 73.89 16.85 9.26 69.4 30.6 51.78
Service workers and shop and market 69.26 20.48 10.26 66.56 33.44 4561
sales workers

Craft and related trade workers 74.89 16.39 8.73 87.62 12.38 44.77
Plant and machine operators and 78.97 11.87 916 66.39 33,61 58.13
assemblers

Elementary occupations 58.31 28.9 12.79 58.02 41.98 62.93
For all occupations

Voted in 2007 for the left (4) 53.05 61.44 45.41

Only upper secondary education 423 48.4 na

completed (5)

Notes and sources (1) to (5) can be found in TABIR1 in the appendix.
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Conclusion

In the last three decades, temporary work has beethe rise across Europe
both in the form of temporary agency work and fstedn contracts. The expansion of
temporary work is partly the result of companidsrapting to bypass what they see as
rigid regulations of permanent contracts by hiriamporary workers. In many cases,
it is also the result of government policy choite<reate flexibility at the margin of
the core employment relation, while leaving thetustaof insiders unaffected. The
protection of temporary workers represents a padicchallenge for governments
because these workers have little political powermptomote their interests while
temporary work has wide-ranging implications foreguoality. Indeed, temporary
workers are on average less well-off than permanenkers in terms of pay, access

to training, job satisfaction and job security.

Whereas most countries have reduced temporary wegikiations, France has
moved in the opposite direction with left-wing gowaents tightening regulations on
a number of occasions. All the conditions that literature identifies to explain
deregulation at the margin in other countries (hsgitio-economic pressures and
insulated insiders) are also present in Francegueathat solving the puzzle of French
temporary work regulations requires challengingnaplicit assumption of most of the
literature, namely, that permanent workers are fantdd at worst and at best even

benefit from deregulation at the margin.

151



Specifically, there are good theoretical reasorts sirong empirical support for
the claim that some permanent workers are adveeddgted through the ability of
employers to replace regular by temporary workéfgorkers in occupations
characterised by more general skills and in coestithat have low wage coordination
and a large temporary work sector feel the modaceable. Where replaceability is
high, permanent and temporary workers have inanghsoverlapping preferences for

higher protection of the temporary work sector.

As a result, governments, especially when conulobig left-wing parties, are
more likely to tighten temporary work regulatiomslow coordination settings with a
large temporary work sector but more likely to regldemporary work regulations in
countries with high wage coordination. Thus, thghtiening of EPL for temporary
workers will not happen where coordination is highd skills are specific (e.g.
Germany), where the temporary work sector is srfldk) or where temporary

workers have very different skills to regular warkée.g. Spain).

By contrast, where a sufficiently large number @frpanent workers feel
replaceable, as in France, they share temporarkensirpreferences for increased
protection of temporary work. As a result, the pcdi of temporary work regulations
are significantly altered and the gains from tigimg temporary work regulations
may outweigh the costs of not deregulating. Coeststwith my argument, | have
shown that the high share of replaceable worker&rance is the result of three
factors: general skills, low wage coordination asichilar educational background

between permanent and temporary workers.
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Faced with stringent regulations of permanent egtpknt, French employers
are both willing and able to replace permanentdomypiorary workers. Both temporary
workers and permanent workers that feel most replale are important constituents
of France’s left-wing parties. French unions haig® deen strongly opposed to the
deregulation of temporary work. As a result, th# ks systematically tightened
temporary work regulations (1982, 1990, and 200hg right is in principle more
favourable to deregulation, which is also suppofbgdemployers, and has indeed

deregulated temporary work in 1986.

My findings have implications for the dynamics oPIE of temporary work
across Europe but also for other policy domaing=tance. Indeed, the political
implications of this higher replaceability of Frénworkers have also manifested in
other domains of the French welfare state. In 208t3) public social expenditures as
a share of GDP in France was the highest of We&erape (OECD statistics) and its

statutory minimum wage one of the high&st.

My findings have implications for the dynamics oPIE of temporary work
across Europe. Specifically, they suggest thattitved towards the deregulation of
temporary work across the EU may become unstalddameversed. If replaceability
starts affecting insiders in permanent employmetporary workers may become
able to benefit from the greater political strengtttore constituents of the left. There
is some evidence that this may have started hapgeniother European countries

that share the French combination of protectediersi but do not have sufficiently

%9 By 2007 it had reached more than 60% of the medfge (Champsaut al, 2009: 45).
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high coordination to avoid substitution between keos. Spain is a case in point: after
nearly two decades of deregulation, the unionstestapromoting temporary work
regulations by the end of the 1990s, and the govent passed a law in 2006 (Law
43/2006) aiming to promote permanent contracts eeslrict the expansion of

temporary work (Villarejo, 2008).

Lastly, two broader implications emerge from thisper. First, highly
coordinated market economies may paradoxically lemadmore durable divides
between workers, since permanent workers are mardated from the pressure of a
growing temporary work sector. Crucially, this heglprotection of insiders does not
stem from highede jure EPL but rather from the more specific skills tiragiders

possess and from a higher degree of wage coordimati

Second, the argument and evidence presented inptper challenges the
premise of much of the insider-outsider literatwbere reductions in working
conditions and benefit eligibility of outsiders has impact on insiders. This may
guestion the relevance of dualism as an analytatdgory. Further research should
therefore investigate whether and why more cootdohanarket economies may be
more dualised, the determinants of the extent tehwthe interests of insiders and
outsiders overlap, and the ensuing politics of nma® that affect outsiders in other

policy domains.
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Paper 3

[ll: THE ADVERSEEFFECTS OFDUALISATION,
RECOMMODIFICATION, AND NON-INCLUSIVE

COORDINATION ONWAGE INEQUALITY

Abstract

What explains wage inequality in countries thatevence seen as fairly egalitarian?
Research on inequality in comparative politicalremay stresses the role of welfare
state spending and economic coordination in redpiciequality. However, the pattern
of gross earnings inequality between median and ilm@me workers in Western
Europe contradicts this conventional wisdom. Udlinig measure of inequality, the
German coordinated market economy is now more widtfpan the UK, a typical
liberal market economy, and Denmark, charactergeds social democratic welfare
regime, is now more unequal than countries withmBiskian welfare regimes such as
France and Belgium. To solve this puzzle, | argoat thon-inclusive economic
coordination, recommodifying welfare state policiasd labour market dualisation
have increased inequality. | test - and find sigaifit support for - this argument using
a large N quantitative analysis of wage inequalitya panel of fifteen Western
European countries over the last three decades.
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Introduction

One of the most profound changes of the past ttieeades in the developed
world is the significant rise in inequality afteés relative decline in the post war years
(Kenworthy and Pontusson, 2005). These trends gquality have motivated
important works in economics (Atkinson and Piket2907; Leigh, 2007). Despite
common trends in technology, openness and educdtiene are important cross-

national differences in inequality among Europealitipal economies.

One should distinguish between wage income, mankeime and disposable
income. Wage or earnings represent the monetargrcefor the provision of labour
by workers. Market income also includes non-wageketancome such as capital or
property gains. Deducing taxes and adding beneétult in disposable income
inequality (Beramendi and Cusack, 2009: 258). Haiger focuses on gross wage or
earnings inequality. Earnings are the main deteantinof overall income for
employed workers. Gross earnings inequality also d&arucial impact on workers’
incentive to acquire skills (Blau and Kahn, 1996)d amay adversely affect the
employment probability of low skill workers (CarddaKrueger, 1995; Neumark and

Wascher, 1999).

Economic factors alone cannot account for the enas®nal diversity of wage
inequality. For instance, markets forces alone @aqurkedict that inequality between
middle and low skilled workers should be lower e US than in EU countries (Blau
and Kahn, 1996: 831). This calls for an institutiband political explanation of cross-

national variation in wage inequality. Followingetmecent research in comparative
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political economy undertaken by Iversen (1999), tBssonet al. (2002) and Rueda
(2008), | focus on wage inequality between tffeahd bottom 19 gross earnings

deciles of full-time dependent employees compilgdie OECD.

When considering gross earnings, there are thesons to restrict the analysis
to full-time employees. First, to the extent thawlincome part-time workers would
by definition be further away from full-time middiecome workers, focusing on full-
time wages provides a low estimate of the actuaetging degree of inequality.
Second, including part-time workers in the analydisnequality would misconstrue
inequality which stems from different pay and inaliy, which stems from
insufficient work. Third, there is very limited alability of time-series cross-section

data for hourly earnings inequality.

Moreover, wage inequality between full-time work@rsmedian and bottom
income deciles displays surprising patterns bottrass-national terms and over time.
More specifically, the difference between Europeanntries in their ratio of gross
earnings of the 5th and the bottom decile of fuiet workers presents us with a
puzzle. Coordinated Market Economies (CMEs), whigte portrayed as an equally
efficient - but more egalitarian - type of Capisai compared to their liberal
counterparts (Hall and Soskice, 2001), have expee@ particularly steep rises in
inequality. Most strikingly, Germany is now moreegual than the UK. Denmark
which is characterised by its social democraticfavel regimes (Esping-Andersen,
1990) now has higher levels of inequality at thédoro of the income distribution than

Belgium or France.
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In this paper | make three arguments to solve pozzle. First | argue that
higher inequality over time is the result of labowmarket dualisation where an
increasingly unprotected temporary employment sdtds grown significantly in the
last three decades. While a large part of thedlitee has looked at welfare state and
labour market dualisation, no studies - to my kremge - have carried out a
systematic empirical investigation of the effectlikation has on inequality across

countries.

Second, European welfare states have undergoneumeieforms, where the
emphasis has been to incite the unemployed to upkpbs whether through lower
generosity of unemployment benefits or higher emplent incentives to accept low
income jobs. In other words, higher inequality nib@ythe result of both reductions in
decommodifying policiesand the introduction of recommodifying policies such as

employment incentives.

Third, following recent research by Thelen (20122)Y and Swanlket al.
(2008), | argue that one must distinguish betwdsn degree of coordination of
institutions and their degree of inclusiveness acia solidarity. Economic
coordination on average enhances the productivity \wage bargaining power of
employees. However, one should not conflate “comdid” with “egalitarian
capitalism” (Thelen, 2012: 143). Instead, the degi@ which coordination affects
workers in different income deciles depends crician the inclusiveness of

bargaining institutions. As a result, the higheoremmic coordination and the lower
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the inclusiveness, the larger the income gap betweedian income workers that are

coordinated and low income workers that are not.

European countries with more coordinated but lestusive wage setting
institutions should thereforeeteris paribusexhibit more inegalitarian outcomes.
Coordination is therefore consistent with lowerquality only where unions are
strong and encompassing (e.g. Sweden) or wheré&Sthie intervenes through the
regulation of minimum wages (e.g. France). Whemnemic coordination is high but
unions are smaller and there is no minimum wageallagign (e.g. Germany),

coordination actually leads to higher inequality.

These three arguments are tested using panel egtassion analysis on a
sample of Western European countries over the tlase decades. The paper is
organised as follows. The next section reviews éhesting literature on wage
inequality and argues it cannot account for theerurpatterns of inequality in the

lower half of income distribution in Europe.

The second section identifies a number of hypothesacerning the impact
on inequality of labour market dualisation, decomdifiang and recommodifying
welfare state policies and economic coordinatiodifferent institutional contexts. In
the third section, the data, empirical model andredion method are discussed. The
fourth section presents the results of the empidnalysis. The last section concludes
with some implications for further research on taktion between coordination, the

welfare state and egalitarianism, and hence beteHeiency and equity.
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1. Previous literature on the determinants of wageequality

An important area of the literature in economicsl)land comparative
political economy has looked at wage inequality21However, patterns of wage

inequality over time and across countries conttatiis conventional wisdom (1.3).

1.1. Economic determinants of inequality

Economics has attempted to explain inequality bwlywing supply and
demand for workers with different levels of skillEhe literature generally agrees that
a shift in the demand for skilled workers has rdigee wage skill premium of skilled
workers relative to non-skilled workers (Gottschalkd Smeeding, 1997: 647). One
group of authors emphasise the role of technolbgibange (e.g. introduction of
computers) in making skilled workers more produetito employers and hence
increasing the demand for skilled workers (Acempg02; Freeman and Katz, 1995;
Blau and Kahn, 1996; Goldin and Katz, 1996). Change the structure of
employment, not least deindustrialisation, may algee reduced demand for low skill

employment (Levy and Murnane, 1992).

Rising trade competition may also have increased rdfative demand for
skilled workers as well as the supply of less skillvorkers in developed countries
(Wood, 1994; Freeman, 1995; Burtless, 1995). Thipiment generally assumes a
Heckscher-Ohlin trade model where countries predantly export goods that use
their more abundant factor of production. If slkdllevorkers are more abundant
relative to unskilled workers in developed courgrithen they will export high skill
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products and import low skill goods. The increasehie supply of low skills goods

leads to a lower domestic price for these goodss ifhturn puts downward pressure
on unskilled workers’ wages. As trade with devehgpcountries increases, inequality
between skilled and unskilled workers in developedntries therefore rises (Wood,
1994: 58-60). To the extent that immigrants are,awerage, less educated than
natives, increases in immigration may also putierdownward pressure on unskilled

workers’ wages (Borjast al, 1997: 357; Rueda and Pontusson, 2000: 357).

In sum, trade openness and technological changeseea to increase
inequality (Gottschalk and Danziger, 2005; Katz axdor, 1999; Burtless, 1995;
Atkinson, 2003; Gottschalk and Smeeding, 1997; Wd&94). However, economic
factors alone fail to fully account for existingenuality. For instance, these
explanations cannot easily make sense of the lfattihequality has increased even
within skills groups (Gottschalk and Smeeding, 19945). In addition, inequality in
literacy seems to explain only a small part of #aiation in earnings inequality

(Freeman and Devroye, 2002; Blau and Kahn, 2002).

Last but not least, while technological change iacceased trade has occurred
in all EU countries, and could plausibly explaimise over time of inequality, these
factors are less able to explain variation betwkhcountries at one point in time
(Mahler et al, 1999). The cross-national variation in wage iraity therefore

requires a political and institutional explanat{@ottschalk and Smeeding, 1997).

%0 Note that even for changes in inequality withincaintry over time, institutional change may matter

more than other economic factors (see for inst@melon, 1996 and Fortin and Lemieux, 1997).
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1.2. Political and institutional determinants of inequality

Important changes in inequality and the relatiabihty of economics to make
sense of the cross-national diversity have mottvate emerging area of literature
from a comparative political economy perspectivehérefore briefly review the

political and institutional factors that have bekiown to affect inequality.

Political factors

In line with other works in comparative politicsatthave examined the impact
of partisanship on economic outcomes (Hibbs, 194P87; Alt, 1985), the Power
Resource approach (Korpi, 2006) stressed the ingfattte ideology of the political
party in power on the level of inequality. Whileetkeft can directly affect household
disposable income through redistribution, the madm through which partisanship

would affect gross earnings inequality is lessiclea

One channel through which the left can affect waigg&ibution is indirect. For
instance, the left can decommodify labour more resiteely through more generous
social benefits and more regulated labour markbeeseby increasing the reservation
wage of workers and in turn reducing inequality.isTlargument is therefore
contingent on whether the left does indeed incremsHdare state spending. The
evidence concerning the impact of the left on tledfave state is mixed. While some
studies find that the left increases welfare stpending (Garrett, 1998), other authors
contend that partisan differences over the welfdaatde are fading (Pierson, 2001,
Huberet al, 1999). More recent evidence by Rueda (2008) sigdkat policies that

reduce inequality are themselves undertaken motefbgovernments.
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Another way the left may affect the distributiongrbss earnings is by using
policies that have a direct effect on wages. Thasnoel is best illustrated by the use
of minimum wage regulations that impose a flooage settlements (Dolad al,
1996). The left may also reduce inequality by exinag the size of the public sector
which often entails more egalitarfdrwage settlements (Kahn, 1999). Last but not
least, the left may influence private sector wageeements. Governments can for
instance extend collective bargaining agreementalltevorkers in an economy or
change the wage distribution “through arbitratiantiee imposition of mandatory

wage controls” (Wallerstein, 1999: 655).

Besides political parties and welfare state pddicearly studies of inequality
have focused on the role of unions. While, in gpleg unions can raise inequality by
increasing the wage premium for union members owlyije leaving the wages of
non-unionised workers unchanged, empirical evidenagggests that the presence of
unions has overall equalising effects. More speally, unions have been found to
mitigate inequality both within and across uniodissompanies (Freeman, 1993;
Freeman, 1980; Freeman, 1982; Swensson, 1989) filitliag is consistent with the
notion that unions operate in a more democratitidas than markets do. If the
median income is lower than the average income af@nised worker, lower
inequality should be favoured by the majority ofamsed workers, and unions can be

expected to reduce inequality (Rueda and Pontu288@: 359).

®1 See for instance Katz and Krueger (1991) on theulsic sector.
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Institutional factors

However, union density may not be an adequate pfokythe number of
workers covered by a wage agreement in countriéis v union density but high
bargaining coverage. This is for instance the g¢aderance, where union density is
very low whereas wage bargaining coverage is pdatity high as a result of the
extension of bargaining agreement by the governnidost empirical tests confirm
that a high bargaining coverage mitigates the degk inequality (Fortin and
Lemieux, 1997; Freeman and Katz, 1995; Traxler Brahdl, 2009: for a review of

the evidence).

Since Katzenstein (1985; 1987) it is recognisedt tbauntries exhibit
fundamental differences in the way their institnioare structured and in the way
their markets are organised (Soskice, 1990). GHffees in these institutions have far
reaching implications for the extent of wage indiyacross countries. For instance,
institutions such as wage bargaining and unionrabsdétion have been shown to have
significant negative effects on inequality (Catcal, 2003; Wallerstein, 1999F.Most
of the literature finds that centralised wage Bgiti where “national union
confederation and the national employers’ orgamsatan influence and control
wage levels and patterns across the economy” @adtTzannatos, 2001: 9), reduces

inequality more than company level bargaining.

2 Though note that bargaining centralisation hasnbfeind to be less prominent (Golden and
Longredan, 2006) than initially argued by Walleirstg.999).
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Wallerstein (1999: 673-675) identifies three sefsreasons why higher
centralisation leads to lower wage inequality. itfreason is that market determined
(decentralised) pay agreements may be inefficiertheé presence of some strongly
unionised industries. In such a context, the usixhisector earns above market
clearing wages. This leads to a misallocation bbla, and a sub-optimal aggregate
employment level. Centralisation therefore reduicesjuality by restoring efficient

pricing of different labour inputs.

Second, centralisation may empower certain worketbe expense of others.
More specifically, centralisation is likely to emyper median income workers. Since
these workers have an incentive to reduce inegualitontexts where the mean wage
is higher than the median wage, this results irelomequality (Freeman and Medoff,
1984). Third, higher centralisation may increase #bility of workers to impose
norms of fairness on the wage distribution and raakenore likely that low wage
unions “demand redistributive measures” (Rueda Bodtusson, 2000: 361). The
extent of wage centralisation may also mitigate ithpact of falls in unionization

rates or growing trade openness on inequality (8ska, 2005; Kenworthy, 2007).

However, institutions may matter beyond the wag#irge process. The
seminal work on VoC underscored the relation betwie type of capitalism and
economic outcomes (Hall and Soskice, 2001). Moezifipally, CMEs were seen as
being as efficient as their liberal counterpartsilevtachieving more egalitarian
outcomes. CMEs are characterised by higher employpretection, more developed

welfare states, stronger and more encompassingsi@e well as more coordinating
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wage bargaining institutions than LMEs. Seen is tight, they therefore combine all
the institutional and political factors that haveeh shown to reduce inequality. The
particular constellation of institutions followsethnterests of firms in CMEs. These
firms’ interests are in turn consistent with theoguct market strategies that they
follow:

“Product market strategies that rely on high lewaflsndustry specific and firm specific
skills are likely to create more egalitarian sdeethan product market strategies based on
general skills” (Estevez-Abet al, 2001: 156, 157).

The link between skill regimes and inequality opesacrucially through the
impact that skill regimes have on the opportunitiE®w income workers:

“Countries with well-developed ... vocational traigisystems provide a stable economic
future even to those students who are not acadbynsteong. General education systems,
in contrast, offer these students relatively fewpanpunities for improving their labour

market value outside of the school systeihid).

Rueda and Pontusson (2000) further show how the tf VoC may also
mediate the influence of various factors on wagsuality. Their analysis confirms
that wage bargaining centralisation reduces inéyuaut the effect of centralisation is
stronger in Social Market Economies (SMES) addition to affecting the impact of
centralisation, the type of capitalism also detessi whether partisanship has an
effect on inequality. More specifically, they finldat left control of government only
reduces inequality in LMEs consistent with the altithat governments are more
constrained in SMEsHid: 375-376). Only union density is found to haveoasistent

(negative) effect on inequality in both LMEs and B84 {bid: 379).

8 While they focus on the difference between Sodfatket Economies (SMEs) and other economies,

the overlap between their SME category and CMEs$ra1g, and the underlying logic similar.
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1.3. The puzze of inequality at the bottom of the income distribution

Table 11 summarises the results of previous studiemmparative political
economy that have looked specifically at wage imditju between the % and the
bottom decile. Iversen (1999), Pontussiral (2002) and Rueda’s (2008) results all
show a strong and significant negative effect ofjevdargaining centralisation on
inequality. Minimum wages, higher government empient and union density also
reduce wage inequality. Unemployment and corparatiave ambiguous effects with
the negative effect being significant only in caertapecifications. The coefficient for
partisanshifi? trade, the size of the female labour force or migte sector services

and monetary policy are not statistically signifita

In 2005, European countries exhibited significardss-national variation in
this measure of inequality (Table 12). A numberpakzling features are apparent.
Denmark, despite its social democratic welfaremegihas a higher inequality than
countries with Bismarckian welfare regime such adgBim and France (Esping-
Andersen, 1990). The Power Resource approach anddlfare state regime literature
suggest that Social democratic welfare regimes aikrong labour movement should
have lower inequality (Korpi, 2006; Esping-Anders&890). However, Denmark has
a higher level of union density than France, Betgiand Norway, so Danish

inequality is hard to reconcile with this literagur

% Note, however, that Rueda does find that the obutrthe government by the left affect variables
that reduce inequality ((2008))
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Table 11: Summary of determinants of inequality beween %" and bottom deciles

Variables Iversen (1999) Pontussonet Rueda (2008)
al. (2002)

Centralisation of wage bargaining

Corporatism 0/-

Left partisanship 0 0

Union density 0/- -

Welfare state generosity 0

Minimum wage --/-

Monetary policy accommodation 0

Government employment --/-

Private sector services 0 0

Female Labour force 0 0

Trade from least develop:

countries 0 0

Total trade 0

Unemploymer - 0 0/-

Note: ---, --, - negative effect at the 1%, 5% 41080 significance levels; 0 no significant effecth&v

results differ between specifications, both resatessmentioned separated by /.
Source: Iversen (1999), Pontusstral. (2002), Rueda (2008).

Similarly, the higher degree of centralisation ierithark than in France and
Finland is hard to reconcile with the finding irethterature that wage centralisation
reduces inequality. Also, one cannot make sensgki®higher inequality in Denmark
with either Openness which was higher in Belgiumyith the size of its public sector

which was higher than in Finland and France.

Even more striking, Germany, the archetype of theor@inated Market

Economy (CME), has a higher inequality than Libdvirket Economies (LMES)
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such Ireland and the UK. The higher degree of doatthn generally attributed to
Germany is reflected by its higher degree of céisiton. Wage coordination is also
— not surprisingly — much higher in Germany thanthe UK. In sum, there is
surprising variation in wage inequality both witreamd across welfare regimes and
types of capitalism. This variation cannot be gasKplained by the Power Resource
or the VoC literature, nor is it consistent withetfindings of the three studies

reviewed in Table 11.

Given that wage inequality is measured among fetdependent employees,
it is important to ensure that the surprising Germaad Danish ranking is not the
result of a bias. This could be the case if lonome workers in the UK, France and
Belgium are, on average, more likely to be in terappor part-time work and hence
the measure of inequality is biased downwards @seéhcountries. This is unlikely to
be the case as the share of temporary employméngher in Germany than in the
UK, and higher in Denmark than in Belgium. Simyarthe share of part-time
employment is higher in Germany than in FrancegBeh and Ireland, and higher in
Denmark than in Belgium (see Table 13). Thus, idiclg part-time and temporary
employees when measuring wage inequality betweemmiédian and bottom deciles
of the income distribution would likely increaseequality more in Germany and

Denmark than in the other countries.

Furthermore, hourly earnings inequality between kes employed in the
industry and services — regardless of the typeootract they have — is higher in

Germany and Denmark than in Belgium, France, Ickkamd the UK. The same is true
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when analysing the hourly earnings ratio of work@randefinite contracts relative to
those on fixed term contracts. If one considersea the hourly earnings ratio of
workers with medium, relative to low education, therman ratio is again larger than
in France, Belgium, Ireland or the UK, and theadth Denmark is larger than in

Belgium or France.

Table 12: European wage inequality between 80and 10" deciles in 2005

. Wage Public

Country Wage Union coordination | Centralisation sector Trade

inequality | density Openness

index employees

Germany 1.95 21.64 4.00 0.50 24.54 76.92
Ireland 1.83 36.81 5.00 0.45 24.55 151.55
UK 1.82 29.27 1.00 0.30 26.31 56.17
Greece 1.72 22.98 4.00 0.40 30.45 53.91
Austria 1.70 33.00 4.00 0.76 24.58 104.40
Spain 1.67 14.98 4.00 0.46 19.81 56.64
Netherlands 1.65 21.92 4.00 0.60 28.06 130.72
Portugal 1.61 n.a. 3.00 n.a. 22.34 64.96
ltaly 1.61 33.77 4.00 0.35 22.75 51.96
Denmark 1.53 71.70 3.00 0.44 32.33 93.07
France 1.47 8.01 2.00 0.24 30.08 53.35
Norway 1.46 54.87 4.00 0.52 n.a. 72.80
Finland 1.42 72.43 4.00 0.43 30.76 79.49
Belgium 1.40 52.86 5.00 0.48 32.58 156.44
Sweden 1.35 76.04 3.00 0.53 34.23 89.04

Note: Centralisation and wage coordination aredridbr higher values of the index.

Source: See section 3.1 for data sources.
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Table 13: Temporary and part-time employment, and lourly earnings inequality

Temporary Part-  Hourly earnings Ratio indefinite Ratio medium/low

work time ratio duration/fixed- educational

work  industry/services term attainment

Belgium 8.86 19.29 1.033 1.146 1.107
Denmark 9.84 17.59 1.117 1.463 1.179
France 13.88 13.92 1.001 1.147 1.147
Germany 14.24 21.84 1.115 1.328 1.555
Ireland 3.67 20.37 1.064 1.279 1.102
UK 5.76 23.04 1.034 1.165 1.304
Year 2005 2005 2002 2006 2006

Source: Temporary and part-time employment as eesbfaotal dependent employees (OECD statistic
website), hourly earnings ratio industry/servicet) (KLEMS database) and ratios of indefinite/fixed

and medium/low educational attainment (Eurostat 3806; earn_ses06_22).

2. Hypotheses: Power resources, coordination, andidlisation

This section derives a number of hypotheses comzethe impact of welfare
state policies, economic coordination and labourketadualisation on inequality. The
expansion of the temporary work sector and thellpaderegulation of employment
protection legislation in this sector have put upWgressure on inequality
(Hypothesis 1). | challenge the conventional wisdaoncerning the effect of
coordination and welfare state policies. Welfaratestpolicies may increase or
decrease inequality depending on whether they dewmiy or recommodify benefit
recipients (Hypothesis 2). Also, economic coordoratis consistent with lower
inequality only in settings where the unions amrgy and inclusive and/or where

there is a national statutory minimum wage regafa{Hypothesis 3).
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2.1. Hypothesis 1: Labour market dualisation and inequality

In parallel to changes in inequality, European ecoies have undergone the
dualisation of their labour market policies andtimsions (Palier and Thelen, 2010;
Iversen and Soskice, 2009). For the purpose ofpidyer, dualisation is understood as
a process of differentiation in rights, protectiand conditions of work that can be
observed between insiders, regular workers intfole permanent protected and well-
paid jobs, and outsiders in temporary or part-timoek, low protection and low pay
jobs. This conceptualisation of insiders is akirPtore’s (1972: 2) characterisation of
jobs in the primary sector with “relatively high ge&s, good working conditions,

chances of advancement, equity and ... employmelpitista

One should further distinguish between the procéskialisation, the dualism
in policy outputs that this process generates thadlivides between different workers
in terms of wage outcomes, for example (Emmenegget, 2012). The analysis of
dualisation remains in its infancy and no attentée been made to systematically
link policy dualism to developments in wage ineqyalnequality in wages between
low income and middle income full-time workers #fere represents a good testing
ground for the impact of the dualisation processes the effect of insiders’

institutions on outsiders’ welfare (cf. Oliver, 21

There is both a quantitative (i.e.: number of alégss) and a qualitative (i.e.:
how much they are protected) aspect to labour matkelisation. Here | focus on

temporary work for which there are data for both ¢ize of the temporary work sector
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and the extent to which the sector is regulate@. [ahger the size of temporary work

and the less temporary workers are protected the thalised a labour market.

| expect labour market dualisation between tempgoaad permanent workers
to lead to greater inequality among permanent wsrkimdeed, to the extent that
temporary workers have on average lower skills aradjes, the growth of the
temporary work sector should put greater pressar@eymanent workers with low
income, thereby increasing inequality. From thiscdssion | therefore derive the

following hypothesis:

Hypothesis 1: The more dualised the labour marlatvben temporary and
permanent workers the higher the inequality betwaexdian and low income

workers.

2.2. Hypothesis 2: Power resources, decommodification and recommodification

In the Power Resource (PR) approach, the strerigttedabour movement is a
key determinant of positive labour market policeesh as generous unemployment
benefits and also outcomes such as lower unempiatyamel inequality (Korpi, 19883;
Korpi, 2006; Stephens, 1979; Esping-Andersen, 1998it-wing parties are seen to
represent the interests of labour and hence wpheg welfare state institutions in a
way that is conducive to workers’ interests. Thieetfof these policies that the left
generally expands - total social expenditures, fiemgenerosity, labour market

policies, and so on — are then seen to lead to mgaétarian distributive outcomes
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(Bradley et al, 2003). Therefore the argument has two observialybdications: (1)

the left expands welfare state policies, and;{B) feads to lower inequality.

Though in the PR literature, the effect of the leéirks through welfare state
policies, so there are two reasons why one shoutdider the effect of partisanship
and welfare state policies separately. First, havie shown in the first paper of this
thesis, the left may actually oppose some welfatase policies if they have a
detrimental impact on employed workers. Second,many European countries
governments also have a direct role in the wageggirocess (Wallerstein, 1999). If
left-wing governments prefer lower inequality th@ght-wing governments, then one
should expect that left control of the governmeas fa direct mitigating effect on

inequality, distinct from the effect which they miagve through welfare state policies.

In addition to partisanship, union strength car lealower inequality through
two mechanisms. First, as discussed earlier ifitdw@ture review, unions have both
more preferences for the compression of wages aock roapacity than isolated
individuals to negotiate wages (Kenworthy, 20102dfnan and Medoff, 1984). The
stronger the unions, the more they will be ablempose their preferences for low
inequality in the wage bargaining process. Secdnd, important to analyse union
strength separately from left government contrataose these two actors may not
have the same preferences for welfare state psl{diensen, 2011). Stronger unions
may successfully push for certain welfare statécpas, regardless of the government
in power. | therefore expect higher union densityhéive a negative effect on wage

inequality.
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Lastly, a vast area of the literature has arguedl ttie welfare state serves to
decommodify labour which shoulaeteris paribusreduce inequality (Esping-
Andersen, 1990). However, welfare states have goder profound reforms of the
design of existing policies, for instance througtivaation (Clasen and Clegg, 2006;
Daguerre, 2007), and new policies such as in-wakelits have been introduced
(Leppik, 2006). The implication of these reformslarew policies is that welfare state
policies may have become increasingly recommodifyierson, 2001), in the sense

of incentivising workers to accept low income jobs.

If this is true, recommodifying welfare state p@& should be associated with
higher, not lower, inequality. For instance, amahg set of Active Labour Market
Programmes (ALMPSs) that countries can undertake, grogrammes - employment
incentives and rehabilitation - incentivise unenypld workers to return to
employment. To the extent that these programmesnmewdify - rather than
decommodify - workers, they should be associateti Wigher inequality. In sum, |
test the following two hypotheses concerning thepdot of the left, unions and

welfare state polices:

Hypothesis 2a: Stronger unions and the control @feggnment by the left are
associated with lower inequality.
Hypothesis 2b: Decommodifying welfare state pdigieduce inequality but

recommodifying welfare state policies increase usdiy.

175



2.3. Hypothesis 3: The ambiguous effect of economic coordination

Different types of capitalism can be equally effidi but with important
differences in terms of social and egalitarian onotes (Hall and Soskice, 2001). The
efficiency of an economy depends on the abilityfiohs in capitalist countries to
solve various coordination problems across sphefébe economy. These spheres
include the provision of skills (training), workemployer relations (industrial
relations), internal management practices and actescapital (financial system).
Problems can be solved either through market ormarket coordination. One should
distinguish between CMEs where firms rely mostlyrmm-market coordination and
Liberal Market Economies (LMEs) where firms coomti® through the market.
Countries that rely on a mix of market and non-readoordination belong to Mixed
Market Economies (MMEs) and are generally les<ieifit (Hancke et al, 2007; Hall

and Gingerich, 2004).

The high skill and high value added productiontstgg of CMEs is seen to
allow for more solidaristic wage settlements. Asswdiscussed earlier in section 1.2,
the VoC literature expects CMEs to be more sucakssf mitigating inequality
between median and low income workers because afe nooordinated wage
bargaining and a greater ability to raise the skdf low income workers. The
expectation from this literature is that CMEs sldodde associated with more

egalitarian outcomes than non-CMEs.

However, as was documented in section 1 using iiser data, wage

inequality at the lower end of the income distribntis now higher in a number of
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CMEs than in other MMEs and LMEs. To understand wiag might be the case, it is
important to distinguish the degree of coordinatioh an economy from the

inclusiveness of its coordinating institutions.

Recall that the neoclassic economics literatureldvag shown that unions win
higher wages for their members as opposed to nonb®es, a process commonly
referred to as ‘union wage gap’ (Borjas, 2005: 428kre is a large body of evidence
to substantiate the claim that there exists sughi@n wage premium (Budd and Na,
2000; Freeman, 1984; Hirsch, 2004). However, tlaeectwo contradicting effects at
work. On the one hand, unionised workers earn mewerything else being equal,
than their non-unionised counterparts, but on therchand, unions reduce inequality

between their members (Freeman and Medoff, 1984).

If unions are more likely to unionise median anghhincome workers than
low income workers, only unions which cover the tvamjority of the workforce
would have low income workers among their ranksis Tdssumption is consistent
with existing evidence which documents the overasentation of the top quintile
relative to the bottom quintile in most other Ewrap countries (Becher and
Pontusson, 2011: Table 2). Perhaps more diredgyaat, and further confirming this
assumption, Checclet al. (2007: 17, 18) show that “trade unions mainly aatr
workers from the intermediate earnings group.” Mepecifically, their findings
demonstrate that the probability of union membgrshiower when the income of the

worker is further away from the median. This effectstronger for workers with
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incomes below the median than those with incomesalthe median. This result

holds for the vast majority of European countrieghieir sample.

If unions often do not count among their membews illcome workers, and if
economic coordination increases the productivity cafordinated workers and
strengthens the union movement, higher coordinagioould increase the wages of
median income workers more than of low income wigkés a result, economic
coordination that covers only median income workacsually leads to greater
inequality between median and low income workely argument entails a similar
logic to theories that emphasise the adverse effayi implications of centralised but
insufficiently encompassing institutions (e.g. Clra and Drriffill, 1988), but stresses
instead the equity implications: coordination i #ibsence of a strong and inclusive

labour movement creates inequality at the bottoimadme distribution.

In constructing a conceptual distinction betweere tboordinating and
equalising effects of institutions, | follow thestinction developed by Swardt al.
(2008: 8) between coordination, the “extent to Wwhictors rely on non-market
coordination”, and egalitarianism, “egalitarian ente and employment.” As a result,
both “high levels of equality with liberalisatiordind “declining solidarity in the
context of continued significant coordination” repent possible paths (Thelen, 2012:

137).

My expectation is therefore that economic coordamatwill not increase
inequality where the union movement is still stromgd encompassing, as is for
instance the case in Sweden. Where high coordmaixurs in the presence of
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national statutory minimum wage regulations, thisowidd also mitigate the
inegalitarian effects of coordination. In other @W®r minimum wage regulation is a
functional equivalent to encompassing coordinatibm.sum up, two hypotheses are

tested concerning the effect of coordination:

Hypothesis 3a: On average economic coordinationeases inequality.
Hypothesis 3b: The effect of economic coordinatorinequality is negative
only where unions are strong and encompassing and/d¢he presence of

national minimum wage regulations.

3. Testing the hypotheses: empirical model and estation method

This section briefly describes how | operationalisg hypotheses (3.1),
identifies the data and specifies the empirical ehd8.2) and discusses the chosen

estimation method (3.3).

3.1. Operationalisation of my hypotheses

To test my first hypothesis concerning the efféclabour market dualisation
on inequality, | create an index of dualisation ethis obtained by calculating the
ratio of temporary work (share of the labour forakyided by the employment
protection legislation for temporary workers. Thtiss index captures the fact that
dualisation increases as the size of temporary wrpands and the regulations of the

sector are reduced. | expect this dualisation intexoe associated with higher
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inequality (hypothesis 1). This index is lagged ema account for the fact that the

effect of dualisation on inequality is unlikelybe instantaneous.

The second set of hypotheses partly build the PdRemource approach by
expecting wage inequality to be negatively assediatvith left control of the
government, union strength and welfare state gsicTo test the effect of the strength
of the left (hypothesis 2a), | include the shar¢hef cabinet controlled by the left in a
given yeaf® and the size of the union, captured by the shérevaskers that is
unionised (i.e.: union density - see appendix tmreses and detailed description of all

the variables).

To investigate the impact of the decommodifying faued state policies on
inequality (hypothesis 2b), | focus on the unempient benefit system which is an
important determinant of workers’ reservation wagere specifically, | include the
unemployment benefit replacement rate in the fyesair of unemployment (CEPS-
OECD data). In addition, to show that not all wedfatate spending is necessarily

"®6 which sums spending

conducive to equality, | also create a variabledBd-MPs
on employment incentives and employment rehabomaprogrammes. Employment
incentives and rehabilitation programmes are gowdmples of recommodifying

policies. | expect this variable to be positivebgaciated with wage inequality.

% Note that other measures of left strength wilbdls tested.
% Note that the adjective is used purely for coneeoé: though the choice of the adjective seemsvalu
loaded, | do not wish it to convey a normative poirhese ALMPs are only ‘bad’ insofar as they may

have adverse effects on wage inequality.
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Finally, to test whether CMEs have systematicallydr inequality than LMEs
(hypothesis 3a) the analysis maitilyelies on the Hall Gingerich (2004) index of
coordination that ranges from 0 (low coordinatibm)l (high coordination). If VoC is
correct, this index should be negatively associatéti inequality. By contrast, |
expect this variable to be either insignificantpasitively associated with inequality
because economic coordination raises the bargapomagr of median income worker

but leaves the bargaining power of low income wskenchanged.

Furthermore, | test whether the effect of coordoraton inequality is
contingent on the strength of labour and instingi¢hypothesis 3b). To do so | create
two interaction terms between coordination on the bband and union density and the
presence of the minimum wage regulations. My exgigpet is that coordination only
increases inequality where union density is low #refe are no statutory minimum

wages.

3.2. Data and Empirical model

My sample includes 15 European countries (EU15 mibuxembourg plus
Norway) for all available years up until 2007, tigbuthe sample when all relevant

independent variables are considered jointly, casepr10 EU countries (Belgium,

671 also test the effect of union centralisationmiage bargaining which captures “both union autkorit
and union concentration at multiple levels” (Viss2009). As a robustness check | also test this
hypothesis using the wage coordination index whiets also developed by Visser (2009). See Table

A3.3 in the appendix for more details on these vadables.
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Denmark, Finland, France, Germany, Ireland, Ne#meid, Norway, Sweden, UK).

The baseline regression that is estimated for nta@s in t years is:

INEQ;; = Po + p1UD;¢ + BoLEFT;, + 3TSS;+ + f4COORD; . + sDUA; ;
J
+ B¢REP,, + B;BADALMP;, + Z A; CONTROLS; ;, + &,
j=1
Where INEQ is the dependent variable, wage inetyuaktween the median

and bottom income deciles in year t in country 19 union density, LEFT is control
of the cabinet by the left, TSS is total publiciabspending, and COORD is the index
of coordination mentioned earlier. The variables DUREP, and BADALMP
represent the index of dualisation, unemploymemiebts replacement rate and the
sum of spending on employment incentives and rétetlmn programmes,
respectively. The description and sources of eactable can be found in Table A3.3
in the appendix. | also control for a number of remmic factors identified in the
economic literature (see section 1.1) such as ulwgment, GDP growth and trade

openness (total trade as a % of GDP).

While openness can be expected to increase inggusiliood, 1994), the
expectations for growth and unemployment are ldsmrc To the extent that
unemployment puts downward pressure on low inconoekevs, this could raise
inequality. On the other hand, if low skill workease priced out of the labour market
as a result of institutions that prevent wages ffaling too low (e.g. minimum wage

regulation) then the two might be positively coatet.
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Last but not least, the analysis also considersimber of other factors that
may have an effect on my dependent variable: tlee ©f the public and
manufacturing sector (% of total employees), iidlat educational attainment, and the
presence of statutory national minimum wage, thewrh of the minimum wage
relative to the median income, and the structuréheflabour market (share of self-

employment, part-time and temporary employmentikado total employment).

3.3. Preliminary statistical tests and estimation method

A number of preliminary statistical tests were matout to identify the correct
estimation method. The null hypothesis that all gamels contain a unit root is
rejected, so | conclude that non-stationarity i$ agroblent® Heteroskedasticify
and auto-correlation are preséhso the appropriate estimation method is robust

clustered standard errb.

The Hausman test does not suggest that colfriised effects should be
included. Note further that my index of economiombnation is time invariant and so

partly captures cross-national variation. Indeedenvincluding fixed country effects,

% More specifically, the Fisher unitroot test wasdls

%9 LR test of heteroskedasticity rejects the nulhofnoskedastic disturbances.

" Wooldridge test for autocorrelation rejects th# afino-first order autocorrelation.

" The stata command that was used in Stata 11reg xt. , vce (cluster id).

2 The Hausman test was performed on a regressidnweige inequality as the dependent variable and
a number of independent variables (GDP growth, yt@yment rate, the degree of openness and the
control of the cabinet by the left, union denstttal social public expenditures, and the Hall @irich

index of coordination).
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Stata automatically drops the index of coordinatibme effects were included as an

F-test rejected the null hypothesis that all yesaficients are jointly zero.

Multicollinearity tests were also undertaken on the&in independent variables
(GDP growth, unemployment rate, left share of cabimpenness, union density,
economic coordination, total social public expemdis, index of dualisation, ‘bad
ALMPs’ and the replacement rate). The varianceatidh factors for my independent
variables were all under 4.05 and tolerance leveisler 0.84, suggesting

multicollinearity is not a concern.

4. Results

This section first presents the results for theshas regression (4.1). Next, |
investigate the stability of the results when agearof variables accounting for
competing explanations are included and carry onumber of robustness checks
(4.2). The effect of coordination on inequality anow it varies depending on the
strength of unions and the presence of minimum wagelation is then discussed

(4.3).

4.1. Basdlineresults

Table 14 presents the regression results. | fiegont the results for a
parsimonious model that tests the impact of powesources, coordination and

economic factors on wage inequality. Each columentimtroduces an additional
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variable: dualisation, ‘bad ALMPS’ (i.e.: employntdncentives and rehabilitation),
and the replacement rate. The fully specified magipfesented in column 4. Column
1 shows the results for a baseline model. GDP drowtemployment, openness and
the left share of the cabinet have no statisticsignificant effect on the dependent
variable. The index of coordination is similarhsignificant. Union density and public

expenditures have a negative significant effecivage inequality.

The second column introduces my index of dualisatihich is positive and
significant as expected. Other coefficients renemisentially unchanged. The third and
fourth columns introduce the unemployment benefilacement rate and my variable
‘bad ALMPs’. More generous replacement rates haveegative effect on wage
inequality, whereas ‘bad ALMPSs’ are associated withher wage inequality. The
negative effect of openness also becomes statigt&ggnificant in the fully specified

model.

In the fifth column, I include fixed country effecinstead of time effects,
which results in the regression dropping the indéxoordination (since it is fully
time invariant). Union density, social expendityrdbe replacement rate and
employment incentives become insignificant as thenty fixed effects absorb the
cross-national variation in my dependent variablete however that my index of

dualisation is still significant in the presencecofintry effects.
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Table 14: Determinants of wage inequality betweent® and bottom decile

Column (1) (2) 3 (4) (5)
GDP growth rate 0.00602 0.00818 0.01532 0.02362* 00318
(0.007) (0.007) (0.012) (0.012) (0.009)
Rate of Unemployment 0.01130 -0.00295  -0.01877** 0.00430 -0.02206
(% of Civilian Labour (0.010) (0.009) (0.008) (0.007) (0.016)
Force)
Trade-to-GDP-ratio -0.00096 -0.00082 -0.00050 -07@3** -0.00240
(Total trade) (0.001) (0.001) (0.001) (0.000) (@po
Union density -0.00294*** -0.00378*** -0.00387*** -0.00385*** 0.01220
(0.001) (0.001) (0.001) (0.001) (0.008)
Left cabinet 0.00004 0.00014 -0.00028 -0.00007 @Qo
(0.000) (0.000) (0.000) (0.000) (0.000)
Public Social -0.02647**  -0.01901* 0.00153 -0.01799**  -0.00458
Expenditures
(0.0112) (0.011) (0.0112) (0.008) (0.010)
Index of coordination -0.00378 0.38517 0.59213** 5@422***  (omitted)
(Hall Gingerich) (0.215) (0.273) (0.122) (0.070)
Index of dualisation 0.01704**  0.02285*** 0.01497* 0.00690**
(lagged) (0.007) (0.006) (0.004) (0.003)
Replacement rate -0.00410***0.00700***  0.00501
(first year) (0.001) (0.001) (0.012)
Employment incentives 0.35813**  (0.36326
and rehabilitation
programmes
(Spending as % of GDP) (0.048) (0.244)
Constant 2.27639** 1.88898*** 1.58844** 2.09955** 1.12538
Observations 195 146 107 107 107
Number of id 14 14 10 10 10
Country FE No No No No Yes
Year FE No Yes Yes Yes No
R-squared within 0.24 0.29 0.35 0.44 0.34
R-squared between 0.60 0.80 0.97 0.99 0.39
R-squared overall 0.67 0.72 0.87 0.91 0.31

Note: Robust standard errors in parentheses; *&.p%, ** p<0.05, * p<0.1.
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The control of the government by the left doessesm to have an impact so |
further investigate whether alternative proxies toese variables have an effect on
inequality. The results are presented in TableQ&umns 1 and 2 investigate the
effect of the left share of parliament and a movawgrage of left cabinet shares,

respectively.

Column 1 shows the result when the left share bined is replaced by the left
share of parliament. The effect of the left islstisignificant, in line with the
expectation that the control of the government does directly alter wage
distribution. It is plausible that the effect ofrpsanship takes a significant amount of
time to feed into economic outcomes, so | also fi@sthe inclusion of a four year
moving average of my variable, left share of théimat. This does not alter the

results.

The negative coefficient for openness was alsorsimg as it ran counter to
theoretical expectations that more openness mant ieshigher inequality by putting
downward pressure on low income workers’ wagds.columns 3 and 4, | therefore
look at imports and total trade with emerging arevedoping market economies,
because trade with these countries tends to beoaalsgythat utilise low skill low
income workers. The negative significant coeffitisnggests that higher imports

from developing countries are also negatively assed with inequality.

3 This suggests that openness may put more downgrassure on median income workers than on

those in the bottom income decile.
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Table 15: Alternative measures of left and openness

Column Q) (2 3) (4)
GDP growth rate 0.02350*  0.02400** 0.01376 0.01608

(0.012) (0.012) (0.015) (0.014)
Rate of Unemployment -0.00615 -0.00470 -0.00709 .00824
(% of Civilian Labour Force) (0.008) (0.007) (0.006) (0.006)
Trade-to-GDP-ratio -0.00185***-0.00173***
(Total trade) (0.001) (0.000)
Union density -0.00387*** -0.00383*** -0.00442*** -0.00405***

(0.000) (0.001) (0.000) (0.000)
Public Social Expenditures -0.01683** -0.01763** .00164 -0.01061

(0.008) (0.009) (0.007) (0.007)
Index of coordination 0.57153** (0.55805*** (0.59007F 0.58866***
(Hall Gingerich) (0.077) (0.068) (0.071) (0.070)
Index of dualisation 0.01545** (0.01487** 0.01687* 0.01665***
(lagged) (0.005) (0.004) (0.003) (0.003)
Replacement rate -0.00713***0.00691*** -0.00725*** -0.00737***
(first year) (0.001) (0.001) (0.001) (0.001)
Employment incentives and 0.35982*** (0.35384** (0.31002*** (0.30097***
rehabilitation programmes
(Spending as % of GDP) (0.056) (0.058) (0.046) (0.044)
Left parliament -0.00090

(0.001)
Left cabinet -0.00015
(4 years moving average) (0.000)
Left cabinet -0.00005 -0.00005

(0.000) (0.000)
Imports from Emerging and -0.01655***
developing economies
(0.003)
Trade to and from Emerging and -0.01025***
developing economies
(0.002)

Constant 2.13341** 2.09796*** 1.97839*** 1.92307**
Observations 107 107 107 107
Number of id 10 10 10 10
Country FE No No No No
Year FE Yes Yes Yes Yes
R-squared within 0.44 0.44 0.37 0.37
R-squared between 0.99 0.99 0.99 0.99
R-squared overall 0.91 0.91 0.90 0.90

Note: Robust standard errors in parentheses; *%.p%, ** p<0.05, * p<0.1.
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4.2. Controlling for additional factors and robustness checks

Table 16 investigates the impact of additional dexton the stability of the
results presented in column 4 in Table 14. Colunjusi reproduces the results from
column 4 in Table 14 to facilitate the investigatiof the stability of results. Columns
2 and 3 test the effect of other characteristicthefunion movement on inequality.
Column 2 shows the results when union centralisagancluded. The coefficient of
union centralisation is not significant, while tlmgher coefficients of my main
independent variables are unchanged. In column 8si for the inclusion of

bargaining coverage which does not have a significtapact.

Columns 4 to 6 consider the effect of labour mankstitutions. A particularly
important institution for inequality at the lowend of the income distribution is
minimum wage regulations. Here the main differebeéveen countries is whether
they have a statutory national minimum wage. Usligger’s (2009) minimum wage
setting data, | create a dummy variable that takessalue 1 when the country has a
national statutory minimum wage and 0 otherwise.eXpected, the presence of a
national statutory minimum wage has a significaagative impact on inequality

(column 4).
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Table 16: Determinants of wage inequality: includiig additional controls

Column (1) (2) 3) (4)
GDP growth rate 0.02362* 0.02342* 0.02827** 0.02282
(0.012) (0.013) (0.012) (0.014)
Rate of Unemployment -0.00430 -0.00473 -0.00733 .001003
(% of Civilian Labour Force) (0.007) (0.007) (0.004) (0.007)
Trade-to-GDP-ratio -0.00172%** -0.00168*** -0.0026 -0.00156***
(Total trade) (0.000) (0.000) (0.001) (0.000)
Union density -0.00385*** -0.00384*** -0.00396***  (0.00417***
(0.001) (0.001) (0.000) (0.000)
Left cabinet -0.00007 -0.00006 -0.00025 0.00003
(0.000) (0.000) (0.000) (0.000)
Public Social Expenditures -0.01799** -0.01824** .00429 -0.01937**
(0.008) (0.009) (0.009) (0.008)
Index of coordination 0.56422** 0.57483*** 0.47836 0.51023***
(Hall Gingerich) (0.070) (0.083) (0.077) (0.071)
Index of dualisation 0.01497** 0.01513*** 0.01118* 0.01298***
(lagged) (0.004) (0.004) (0.003) (0.004)
Replacement rate -0.00700*** -0.00700*** -0.00788** -0.00658***
(first year) (0.001) (0.001) (0.001) (0.001)
Employment incentives and 0.35813*** 0.36117*** 0.40694*** 0.35322***
rehabilitation programmes
(Spending as % of GDP) (0.048) (0.049) (0.063) (0.055)
Union centralisation -0.02512
Bargaining coverage (adjusted) -0.00042
Minimum wage dummy -0.03647**
Constant 2.09955%** 2.10871*** 2.19678*** 2.14930**
Observations 107 107 104 107
Number of id 10 10 10 10
Country FE No No No No
Year FE Yes Yes Yes Yes
R-squared within 0.44 0.44 0.46 0.43
R-squared between 0.99 0.99 0.99 0.99
R-squared overall 0.91 0.91 0.92 0.91

Note: Robust standard errors in parentheses; *&.p%, ** p<0.05, * p<0.1.
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To further investigate the impact of minimum wage®d ensure that my
analysis does not suffer from an omitted varialies,bl also test for the effect of the
level of the minimum wage in countries that do hatatutory minimum wage
regulations. More specifically, my variable measuttee value of the minimum wage
relative to the median wage in each country. Aghmm coefficient is negative and
significant (column 5). Besides minimum wage regatg employment protection
legislation may also affect the wage bargaining groaf workers. Higher employment
protection legislation for regular workers couldable skilled workers to extract
higher wages relative to low income workers on terapy contracts. The coefficient
for employment protection legislation for regulaonkers is not however statistically

significant (column 6).

Columns 7 to 11 analyse the effect of other econand structural factors.
Column 7 tests for the effect of the supply of legkkills in the economy. Previous
literature has underscored the possibility thatjuadity was driven by an increase in
the educational attainments of some workers. FatigwVallerstein (1999), | use
educational attainment of the total population agjfgdnd over, expressed as average
years of schooling® There does not seem to be any significant impsote that
studies using more sophisticated measures of edoadd not find any impact on my

measure of inequality either (Mahler, 2011).

" Taken from a dataset collected by Barro and Le&@p
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Table 16 (continued): Determinants of wage inequdli: stepwise inclusion of additional

controls
Column (5) (6) @)
GDP growth rate 0.03147* 0.02524* 0.02363*
(0.014) (0.013) (0.012)
Rate of Unemployment -0.00705 -0.00443 -0.00535
(% of Civilian Labour Force) (0.005) (0.007) (0.007)
Trade-to-GDP-ratio -0.00133*** -0.00171*** -0.00172
(Total trade) (0.000) (0.000) (0.000)
Union density -0.00504*** -0.00419*** -0.00373***
(0.001) (0.001) (0.001)
Left cabinet -0.00019 -0.00005 -0.00007
(0.000) (0.000) (0.000)
Public Social Expenditures -0.01320* -0.01826** 00792**
(0.007) (0.009) (0.009)
Index of coordination 0.39400%*** 0.61912%** 0.5765%4
(Hall Gingerich) (0.105) (0.117) (0.084)
Index of dualisation 0.00989** 0.01566*** 0.01522**
(lagged) (0.005) (0.005) (0.004)
Replacement rate -0.00742*** -0.00657*** -0.00704**
(first year) (0.001) (0.001) (0.001)
Employment incentives and 0.38208*** 0.36862*** 0.35419%**
rehabilitation programmes
(Spending as % of GDP) (0.060) (0.064) (0.051)
OECD minimum wage relative to -0.13329**
median
Employment Protection Legislation -0.02604
(regular workers)
Educational attainment -0.00411
Constant 2.1994 7+ 2.10331*** 2.13123***
Observations 105 107 107
Number of id 10 10 10
Country FE No No No
Year FE Yes Yes Yes
R-squared within 0.48 0.44 0.44
R-squared between 0.98 0.99 0.99
R-squared overall 0.92 0.91 0.91

Note: Robust standard errors in parentheses; *&.p%, ** p<0.05, * p<0.1.
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In column 8, | examine whether inflation affectsstdict income groups
differently. The coefficient is positive but nogaificant. Technological change was
identified as a potential driver of recent trenalsniequality in section 1. Following the
OECD (2012), I use spending on Research and Deweopin the private sector as a
proxy for technological change. The coefficienn@ significant further confirming
that economic factors do not seem to drive wagguakty at the low end of the

income distribution.

In columns 10 and 11, the effect of the size of it@ufacturing and public
sector employmefitis analysed. Public sector employees are genezafigeived to
have more egalitarian wage structures. Howevand mo empirical support for this
claim (column 10), which may be consistent with theve towards more flexible
wage scales emblematic of New Public Managememnidésie, 2004; Taylor-Gooby,

2008; Grimshaw, 2009), which has been taking plageiblic sectors across Europe.

Deindustrialisation may have reduced the availgbdf well-paid jobs for low
income workers, whereas the concurrent expansiotheofservice sector may have
increased the supply of well-paid jobs for skilledrkers. | find no empirical support
for this claim as the coefficient of my manufaatgyivariable is not statistically

significant (column 11).

> Both are expressed as a share of total laboue foesee appendix for details.
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Table 16 (continued): Determinants of wage inequdli: stepwise inclusion of additional

controls
Column (8) 9) (20) (12)
GDP growth rate 0.02332* 0.02317 0.02325* 0.02298*
(0.013) (0.014) (0.013) (0.012)
Rate of Unemployment -0.00374 -0.00616 -0.00585 .00871
(% of Civilian Labour Force) (0.007) (0.006) (0.008) (0.008)
Trade-to-GDP-ratio -0.00174**  -0.00181*+* -0.00172 -0.00182***
(Total trade) (0.000) (0.000) (0.001) (0.001)
Union density -0.00386**  -0.00391***  -0.00341** (.00363***
(0.001) (0.000) (0.001) (0.001)
Left cabinet -0.00005 -0.00010 -0.00003 0.00002
(0.000) (0.000) (0.000) (0.000)
Public Social Expenditures -0.01793** -0.01984*  .00644* -0.01959**
(0.009) (0.010) (0.009) (0.010)
Index of coordination 0.55339***  0.59456**  0.51566  0.55600***
(Hall Gingerich) (0.066) (0.074) (0.102) (0.059)
Index of dualisation 0.01483**  0.01560***  0.01378* 0.01335***
(lagged) (0.004) (0.004) (0.005) (0.004)
Replacement rate -0.00707**  -0.00654**  -0.00606** -0.00702***
(first year) (0.001) (0.001) (0.001) (0.001)
Employment incentives and 0.36249**  0.34625**  0.29997**  0.32172***
rehabilitation programmes
(Spending as % of GDP) (0.046) (0.056) (0.064) (0.050)
Consumer price index 0.00331
Spending on R&D (business sector) -0.00409
Public sector employees (% total -0.00443
employees)
Manufacturing sector (first 0.03006
difference)
Constant 2.09705%*  2.12875**  2.18723*** = 2.21947**
Observations 107 96 100 100
Number of id 10 10 9 9
Country FE No No No No
Year FE Yes Yes Yes Yes
R-squared within 0.43 0.45 0.46 0.47
R-squared between 0.99 0.99 0.99 0.99
R-squared overall 0.91 0.91 0.91 0.91

Note: Robust standard errors in parentheses; *%.p%, ** p<0.05, * p<0.1.
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Columns 12 to 14 test whether including the shafeself-employed,
involuntary part-timers and temporary employmeffe@s the results. My measure of
wage inequality is for full-time dependent emplayealy, so it is important to control
for the share of workers not covered by my dependamable. None of my results are
affected and only the (negative) coefficient foe tehare of involuntary part-time

workers is statistically significarif.

Last but not least, columns 15 to 17 display tlsailts when including a proxy
for the extent of immigration, the share of the &erlabour force and a control of unit
labour costs. My findings concerning the effectoofordination, dualisation, ‘bad
ALMPs’ and replacement rate are unchanged. Thrauglcolumns 2 to 17, the
substantive results for my independent variablesefiore remain stable. In line with
my hypotheses, total social expenditures and udensity have a negative impact on
inequality” whereas economic coordination is positively asged with economic
inequality. Dualisation and ‘bad ALMPs’ are asst@ia with higher inequality

throughout, whereas high unemployment benefit cepteent rates reduce inequality.

® Note that when including temporary work, the dsmtion index has to be dropped since it is
composed of temporary employment.
" Except in column 3 where bargaining coverage dtuhed and the coefficient for total social public

spending loses statistical significance.
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Table 16 (continued): Stepwise inclusion of additiwal controls

Column (12) (13) (14)
GDP growth rate 0.02368* 0.02726** 0.02778**
(0.013) (0.012) (0.012)
Rate of Unemployment -0.00632 0.00387 0.00960
(% of Civilian Labour Force) (0.006) (0.008) (0.011)
Trade-to-GDP-ratio -0.00194*** -0.00156*** -0.0023¢
(Total trade) (0.001) (0.000) (0.000)
Union density -0.00387*** -0.00395*** -0.00300***
(0.001) (0.000) (0.001)
Left cabinet -0.00010 0.00000 0.00049
(0.000) (0.000) (0.000)
Public Social Expenditures -0.01753** -0.01271* 0B768***
(0.008) (0.007) (0.010)
Index of coordination 0.56872*** 0.47943*** 0.3498F
(Hall Gingerich) (0.070) (0.064) (0.094)
Index of dualisation 0.01480*** 0.01453***
(lagged) (0.005) (0.004)
Replacement rate -0.00692*** -0.00599*** -0.0090a**
(first year) (0.001) (0.001) (0.001)
Employment incentives and 0.36902*** 0.32500%*** 0.50698***
rehabilitation programmes
(Spending as % of GDP) (0.056) (0.044) (0.069)
Self-employment (% of civilian 0.00386
employment)
Share of involuntary part-timers -0.02748**
(total employment)
Share of temporary employment (% 0.00179
Dependent employment)
Constant 2.06456*+* 1.91668*** 2.78138***
Observations 107 99 112
Number of id 10 10 10
Country FE No No No
Year FE Yes Yes Yes
R-squared within 0.44 0.51 0.35
R-squared between 0.99 0.99 0.96
R-squared overall 0.91 0.92 0.87

Note: Robust standard errors in parentheses; *%.p%, ** p<0.05, * p<0.1.
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Table 16 (continued): Stepwise inclusion of additiwal controls

Column (15) (16) a7
GDP growth rate 0.02417* 0.02617* -0.00791

(0.015) (0.012) (0.006)
Rate of Unemployment -0.00364 0.00005 -0.00524
(% of Civilian Labour Force) (0.006) (0.008) (0.004)
Trade-to-GDP-ratio -0.00157*** -0.00179*** -0.00108
(Total trade) (0.001) (0.000) (0.002)
Union density -0.00402*** -0.00397*** -0.00366***

(0.001) (0.000) (0.000)
Left cabinet -0.00006 0.00007 0.00036

(0.000) (0.000) (0.000)
Public Social Expenditures -0.01757* -0.01868** 0@553

(0.009) (0.008) (0.010)
Index of coordination 0.56757*** 0.55773*** 0.42472
(Hall Gingerich) (0.076) (0.068) (0.120)
Index of dualisation 0.01500*** 0.01395%*** 0.01289*
(lagged) (0.004) (0.004) (0.005)
Replacement rate -0.00714*** -0.00718*** -0.00630**
(first year) (0.001) (0.001) (0.003)
Employment incentives and rehabilitation 0.35833** 0.38973*** 0.26010%***
programmegSpending as % of GDP) (0.049) (0.052) (0.044)
Civilian labour force females % of pop 15-64 0.0608

(0.003)
Unit Labour Cost 0.00888*

(0.005)

Inflows of foreign population by nationality 0012
(lagged once) (0.006)
Constant 2.03406*** 2.05980*** 1.82396***
Observations 107 107 51
Number of id 10 10 8
Country FE No No No
Year FE Yes Yes Yes
R-squared within 0.44 0.45 0.57
R-squared between 0.99 0.99 1.00
R-squared overall 0.91 0.91 0.98

Note: Robust standard errors in parentheses; *&.p%, ** p<0.05, * p<0.1.
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Table 17 summarises how the key results hold whieareht variables are
included. Three sets of robustness checks areualdertaken. First, | run a jack-knife
analysis (stepwise country exclusion) on my EUlfiea using the baseline model
(i.e.: equivalent to column 4, Table 14). This skdhat the key results for dualisation,
‘bad ALMPs’, replacement rate, union density andltsocial expenditures are robust

to the exclusion of any one country in my sampée (§able A3.1 in appendix).

Second, since changes in wage inequality are slowing, | run the analysis
replacing annual observations by a 3 year peri@lame. Column 4 in Table A3.2 (in
appendix) shows that this does not affect the fgrsignificance of my main
variables. Note further that including fixed effeat this smaller sample (maximum
65 observations) does not affect the coefficiendadlisation nor of ‘bad ALMPS’
(column 3). In columns 5 to 10, | test for the digbof these results to the inclusion
of other relevant economic and structural factorgeducational attainment, size of
manufacturing sector, imports from emerging markebnomies, consumer price
index, size of manufacturing and public sector, apgnding on research and
development) as well as institutional factors (gtaty minimum wage, union

centralisation, bargaining coverage). My main rissate unchanged.

Third, | rerun the analysis using different measufer two of the key
independent variables: coordination and dualisatiar coordination, | rely on the
wage coordination index developed by Visser (2008jich ranges from zero - low
coordination - to five - high coordination (see Teah3.3 for details on this variable).

My previous index of dualisation was calculateddwyiding the share of temporary
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work by the EPL for temporary work. Instead, | nstandardise and rescale from 1 to
10 both EPL for temporary workers and the shareteofiporary work in total
employment. The results using wage coordinationthiginew index dualisation are
the same as before, as shown in Table A3.4 ingheradix.l also carry out a standard
jack-knife robustness analysis, shown in Table AB.the appendix, to investigate the
impact of any specific country on my results. Theults concerning labour market
dualisation are sensitive to the exclusion of Gewynd his was not the case when
using the dualisation index that attributed lowegight to EPL of temporary work
(Table A3.1). Given the measurement problems aawtiwith EPL indices, more
confidence can be attributed to the index thatgadower weight to the EPL index.
Recall further measuring only the ‘quantitative dimsion’ of dualisation by testing

the effect of the size of the temporary work seateo yielded similar results.

One therefore faces a trade-off between choosinigdicator that has greater
conceptual validity and one that has greater eg#dirvalidity. On the one hand,
measuring both the quantitative (share of temporoyk sector) and qualitative
(EPL) dimensions of dualisation seems conceptwadliyranted. On the other hand, the
gualitative dimension of dualisation (EPL index)ffets from more severe
measurement problems. The dualisation index thigtgimes a more limited weight to
the index EPL strikes a good balance between exgutthe index all together and

giving greater weight the EPL of the temporary wsektor.
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Table 17: Summary stability of results when additimal factors are included

Effect on: Included | Coordination | Dualisation | Union | Replacement| Bad
variable density | rate ALMPs
Left parliament 0 +++ 4+ _— — 4+
Left cabinet (4y MA) 0 +++ +++ . - +4++
Left Cabinet 0 +++ 4+ — - +++
Imports from EMEs —_— +++ +4++ — — 4+
Total trade with
-—- +++ +++ - - +++
EMEs
Union centralisation 0 +++ 4+ — — 4+
Bargaining coverage 0 +++ +++ _— — +++
Minimum wage
-- +++ +++ - - +++
dummy
Relative minimum _ et ot . . et
wage
EPL regular workers 0 +++ +++ — — +++
Educational
. 0 +++ +++ - - +++
attainment
Consumer Price
0 +++ +++ - - +++
Index
Spending on R&D 0 +4+ +++ _— — +++
Share employees in 0 et it . . it
public sector
Share empl.oyees in 0 et it . . it
manufacturing secto
Share of self-
0 +++ +++ - - +++
employment
Share of involuntary
. -- +++ +++ - - +++
part-timers
Share of temporar
porary 0 +++ excluded --- --- +++
employment
Civilian labour force
females % of pop 15¢ 0 +++ +++ - - +++
64
Unit Labour Cost + +++ +++ — —_ +++
Inflows of foreign
. 0 +++ ++ -- +++
population
Note: +++-, ++, + positive effect at the 1%, 5% ddo significance levels; ---, --, - negative effat

the 1%, 5% and 10% significance levels; 0 no sigaift effect. EMEs stand for Emerging Market

Economies. All variables’ sources and definitioas te found in Table A3.3 in the appendix.
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4.3. The effect of coordination

Together these results strongly rule out an impdrtausal force of economic
drivers alone. My results also suggest that ecoa@mdrdination has a positive effect
on inequality, contradicting the expectations ofCydut consistent with Germany’s
high wage inequality. To test whether this posigfkect is contingent on the strength
of labour and the presence of mitigating institasiq Hypothesis 3b), | create two
separate interaction terms between coordinatiothenone hand, and union density

and the presence of minimum wage regulations ootner.

The results for these two interaction terms aremeg in Table 18. Column 1
and 2 show that economic coordination has a moséipe effect on inequality where
union density is low and where there are no nati@tatutory minimum wage
regulations in place in the country. These reseiglain why France’s coordination
was consistent with egalitarian outcomes whereasdamation may have resulted in
higher inequality in Germany and Denmark. The nraigeffect of coordinatiofi on
inequality is .195 (p-value 0.018) when there isnational statutory minimum wage
regulation as in Germany but -0.17 (p-value 0.00Bgre there is a minimum wage

regulation such as in France.

8 These marginal effects were calculated using tlegin command in Stata on the following
regression: “quietly xtreg w5010 gdpgr ur ud mditcléss |.dua c.minimum##c.hi i.year, vce (cluster
id)"//l “margins , dydx(hi) at( (mean) _all minimurD(1)1))".
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Table 18: The contingent effect of Coordination andts mediating role

Column D) (2)
GDP growth rate -0.00107 0.00634
(0.009) (0.009)
Rate of unemployment -0.02719*** 0.00108
(% of Civilian Labour Force) (0.007) (0.007)
Manufacturing employees 0.02972*** 0.00957
(% of total employees) (0.011) (0.009)
Left cabinet 0.00037 0.00003
(0.000) (0.000)
Total public social expenditures -0.00830 -0.02069*
(0.006) (0.005)
Index of dualisation 0.00772%** 0.00601***
(lagged) (0.003) (0.002)
Index of coordination 0.54021** 0.19515**
(0.259) (0.083)
Union density 0.00770* -0.00469***
(0.004) (0.000)
Union density *Index coordination -0.01799***
(0.006)
Minimum wage dummy 0.09343***
(0.026)
Minimum wage*Index coordination -0.36707***
(0.047)
Spending on R&D
(Business sector)
Spending on R&D* Index of coordination
Wage share
(% of GDP)
Wage share * Index of coordination
Constant 1.11730*** 1.94175%+*
Observations 136 136
Number of id 13 13
Country FE No No
Year FE Yes Yes
R-squared within 0.28 0.33
R-squared between 0.77 0.91
R-squared overall 0.80 0.87

Note: Robust standard errors in parentheses; *%.p%, ** p<0.05, * p<0.1.
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These findings are also consistent with the faat @MEs such as Sweden that
have a strong and encompassing union movement o lbw levels of inequality.
Indeed, the marginal effect of coordination on ueddy is 0.344 (p-value 0.047)
when union density is 20% (cf. Germany in 2005) U552 (p-value 0.004) when

union density is 60%

Last but not least, recall that | argue in the sdcpaper that replaceability is
higher where coordination is low. The implicatidntloe second paper therefore is that
dualisation should have a more detrimental effecinequality in low coordination
countries than in high coordination countries.dt tehether the effect of dualisation
on inequality is indeed mediated by the level obrdmation. The results of the
regression including an interaction effect betwelrlisation and coordination is
shown in table AA3.1 in appendix A3.2. Calculatittge marginal effect of the
interaction term confirms, consistent with my argunabout replaceability, that a
large temporary work sector has more adverse seffert inequality in low
coordination countries than in high coordinationumtbies (see table AA3.2 in

appendix A3.2).

¥ These marginal effects were calculated using tleegin command in Stata on the following
regression: “quietly xtreg w5010 gdpgr ur open redit tss |.dua c.ud##c.hi i.year, vce (clustet id
“margins, dydx(hi) at( (mean) _all ud=20 hi=0.9)/ fmargins , dydx(hi) at( (mean) _all ud=60
hi=0.9)".
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Conclusion

This paper has investigated the political, instoal and economic
determinants of inequality between median and botgposs earnings deciles. The
cross-national variation in this type of inequalggross Western Europe seemed at
odds with the main approaches in comparative palittconomy. Whereas the VoC
literature had underscored the potential for CM&Ede as efficient as LMEs while
achieving more egalitarian outcomes, Germany is mosome respects more unequal
than the UK. Similarly, the PR approach stresses $luccessful egalitarian
achievements of social democratic Scandinavian tcegn However, by 2005
Denmark had become more unequal than France, amdafianore unequal than

Belgium (Table 12).

To solve this puzzle, this paper has argued that meeds to distinguish
between the degree of coordination of an econohy,effect of social democratic
parties in government as well as the policies tisepport, and the degree of
inclusiveness and strength of unions. More spetificthree sets of hypotheses were
tested. First, | tested the effect of labour mar#aalisation on inequality, and
convincingly show that dualisation is associatedhwhigher inequality. In other
words, a growing unregulated temporary work seellso has adverse effects on
inequality between permanent workers. Increasedisdtian between insiders and

outsiders therefore also exacerbates inequalityd®t insiders.

Second, | argue that stronger unions and the doafrthe government are

associated with lower inequality. While convinciegjdence was found for unions, no
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empirical support was found for the left. This ignsistent with a general trend
towards activation, where governments of diffengalitical leanings converge on a
similar activation agenda and dualisation (Emmeeegg al, 2012; Rueda, 2007),

where the left increasingly disregards the intare§iprecarious workers.

| followed the PR approach in contending that welfstate policies are
conducive to lower inequality. Policies that aradttionally associated with social
democrats, such as high replacement rates havetigatimg impact on the wage
inequality by increasing the reservation wages oV income workers. Similarly,
institutions such as statutory national minimum ag play a key role in reducing
inequality. However, this article departed in oneuc@l respect concerning
recommodifying weflare state policies. | argue ttiet shift of the welfare state away
from decommodifying policies such as unemploymermndits and towards
recommodifying policies such as employment incegivwhould be detrimental to
wage inequality. In line with this expectation, rfigdings show that spending on
employment incentives and rehabilitation have austbpositive effect on wage

inequality.

The third set of hypotheses concern economic coatidin. In contrast to VoC
literature, | argue that economic coordinationksly to increase inequality because it
increases the productivity and bargaining powemafdian income workers much
more than of low income workers. Furthermore, tfiecé of economic coordination
on inequality is negative only where unions arergjrand encompassing and/or in the

presence of national minimum wage regulations.
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Overall my findings therefore qualify in importargspects the effect of PR
and VoC on inequality. This paper demonstrates tiimatlink between coordination,
welfare state spending and egalitarianism is natigdttforward. Wage inequality at
the low end of the income distribution is showrb®driven mostly by political and
institutional — rather than economic — factors. Téet that coordination can actually
increase inequality in the absence of inclusivéituntgons or interest groups has two
sets of broader implications for further reseafébst, this calls for a reconsideration
of the link between coordination and the degree egilitarianism. Second,
disentangling the effects of coordination on outesrfrom those of inclusiveness may

shed new light on the relationship between efficyeand equality.
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CONCLUSION

“The precariat is not a class-for-itself, partlychase it is at war with itself.
One group in it may blame another for its vulndighj...]. A temporary low-
wage worker may be induced to see the ‘welfareusager’ as obtaining more
[...] at his or her expense. [...] Tensions within tpeecariat are ...
preventing them from recognising that the social esonomic structure is
producing their common set of vulnerabilities.”

Standing (2011Yhe Precariat: The New Dangerous Class.

This thesis has analysed the political economyrdetants of labour market
policies targeted at outsiders in Western Eurogktheir consequences for inequality
between insiders in the median and bottom incomeilede European political
economies have undergone profound changes in gtetHeee decades with wide-
ranging implications for their labour markets. Tédieshanges have been driven by
external pressures such as globalisation in tradk fmance as well as European

integration, and internal shifts such as deindalssation and socio-economic changes.

As a result, the share of labour market outsiders tisen across Western
European countries and the prevailing consensuscecoimg the appropriate
macroeconomic and labour market policy tools hasenbchallenged. The growing
number of outsiders has increased the political eadnomic salience of labour
market policies and institutions that target thdime main approaches in comparative
political economy continue to explain the crosderal variation in traditional labour

market policies such as unemployment benefits &ld & regular workers.
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However, the literature’s ability to explain labooarket policies that target
outsiders in Europe became more limited as thedste and conditions of insiders
and outsiders diverged. This thesis has therefokestigated the political and
institutional determinants of labour market policiargeted at outsiders and their
consequences for inequality between insiders. Qensiare heterogeneous in their
preferences and interests, therefore this broadgkestopn was tackled in three separate
articles united by their focus on labour marketsadrs and embedded in the
emerging literature on dualisation, policy dualiamd divides (Emmenegget al,
2012). Each article has addressed its own reseguektion and presented a self-

contained and empirically tested argument.

The first paper looked at the political and ingtdnal determinants of different
ALMPs targeted at unemployed workers. In the secpaper, a regulatory labour
market policy was considered by taking the casERif of temporary workers. Both
articles shared a focus on government policy clsoancerning outsiders and paid
particular attention to the interactions betweesiiintions and partisanship. The third
paper shifted the focus to the labour market oueoof insiders, by investigating the
determinants of inequality between workers in thedian and bottom deciles of the

income distribution.

The rest of this concluding chapter is organisedfiadlews. | first briefly
summarise the findings of each paper. | then iflenéi number of broader
contributions to the comparative political econorigrature and discuss some

potential avenues for further research.
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1. Summary and findings of each paper

1.1. Paper 1 - Partisanship, welfare regimes and ALMPsin Europe

The first article was motivated by conflicting tmetcal expectations
concerning the role of left-wing parties in explagp cross-national differences in the
level of spending on ALMPs. This raised the questid how left-wing parties in
governments affect spending on ALMPs. | argued treg should look at distinct
ALMPs separately since they have different econoefiects and hence distinct
political determinants. Political parties are digely to be influenced by the welfare

regime in which they are located when choosing WiAtMPs they prefer.

Through an in-depth qualitative investigation ofavhdifferent political parties
have done across Europe and applying a quantitageession analysis of the
determinants of spending on different ALMPs in anpke of fifteen Western
European countries, the paper yielded three maidirfgs. First, the left does not
promote policies such as employment incentivesrahdbilitation because these have
adverse effects on labour market insiders. Thiglifig is consistent with the
expectation of the insider-outsider literature tedit-wing parties should not promote

policies that benefit outsiders.

Second, the left in continental European welfaa¢estwas more favourable to
direct job creation schemes than the right becthessee schemes benefit both insiders
and outsiders. Thus, the left can indeed expandipslthat benefit outsiders if they

are also consistent with insiders’ interests. Havewn Scandinavia where there is
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more capacity to expand the public sector andaheur movement is more inclusive,

the left is reluctant to create temporary jobsdotsiders.

Third, training schemes are important for the éficy of the economy and
hence are driven by non-partisan dynamics, mostbipthe welfare state regime in
which the government makes policy choices. Govenimef all political stripes that
are in welfare regimes that have coordinated mazkehomies such as Scandinavia

have more incentives to spend more on training.

1.2. Paper 2 - Partisanship, coordination and EPL for temporary workersin Europe

By solving the puzzle of the surprisingly good fatietemporary workers in
France, the second article addressed the broadestign of what determines
temporary work regulations across Europe, how #ffects permanent workers’
welfare, and how this in turn creates the poteritalcross-class coalitions between
temporary and permanent workers. Whereas most Earmogountries have been
deregulating temporary work in the last three desad find flexibility at the margin
and address their competitiveness and unemploypretiiems, France went in the

opposite direction.

| argue the left in France has an incentive toegpitate the temporary work
sector because permanent and temporary workers besdapping interests in
protecting temporary work. The high degree of eséoverlap in turn results from the
greater ability of employers to substitute permanéy temporary workers.

Specifically, low wage coordination, general skilad the educational profile of
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temporary work makes it easier for employers totesgporary workers. The fear of
replaceability of permanent workers is higher; ¢h@re they support policies that

make it less attractive for employers to replaeartiby temporary workers.

The argument was tested using both a small N ithdapalysis of the French
reforms of temporary work regulations and largeoljistic regression analyses. After
showing that permanent workers in France repottdridear of replacement, findings
from a regression analysis showed that replacéaislindeed higher when skills are
more general and wage coordination is lower. Im,twage coordination is a strong
predictor of government choices to deregulate aegelate temporary work, and the
effect is especially strong where the left is iwpo Last but not least, the study of
French reforms of temporary work EPL demonstrates the French socialist party
did indeed tighten temporary work regulations ie thst three decades to prevent

replaceability.

1.3. Paper 3 - Power resources, coordination and wage inequality in Europe

In the third paper, the focus shifted to explaioolar market outcomes and the
effects of ALMPs and temporary work deregulationtioese outcomes were analysed.
The case of wage inequality between median andfnothcome deciles workers
represents a puzzle because previously egalitmoamtries such as Germany and
Denmark were shown to have become much more unetjbal fact that German
inequality was, by 2005, higher than in the UK &mat Danish inequality had become

higher than in France, seems at odds with the ¢afi@cs of the two main approaches
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in comparative political economy. The Power Reseuapproach and the VoC
literature would have us expect that inequalityudtidoe lower in Germany than in the

UK and lower in Belgium and France than in Denmark.

Using a panel data regression analysis, the papgres that solving this
puzzle requires a disentanglement of the positheereegative effects of both welfare
state policies and economic coordination. More #igady, while decommodifying
policies do indeed reduce inequality, recommoddypolicies such as employment
incentives have adverse effects on inequality. [&@nhyi the deregulation - and
increased share of temporary work - has adversectsffon inequality between

permanent workers.

Moreover, where economic coordination becomes iledssive, low income
workers are excluded from its beneficial egalitarieffects. Thus, economic
coordination is associated with lower inequalityryoim high union density countries
or where the government intervenes in the labourketathrough minimum wage
regulations. The findings therefore identify the ndiions under which the

expectations of Power Resource approach and thelit@&ture continue to hold.

Lastly, by considering the impact of the dependeamtables of the first and
second articles of this thesis, the findings frome third paper demonstrate the
distributive relevance of these dependent variablepecifically, spending on
employment incentives and increased labour markatightion are associated with

greater inequality. The results from the thirdcetialso further confirm the argument
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made in the first paper that employment incentitiese adverse effects on wage

inequality between insiders in the median and Inofteccome deciles.

2. Four broader contributions

By confronting the main theories in comparativeitpzd! economy with the
emerging phenomenon of dualisation and the riseutsiders, several new research
avenues open up. Considered together, the argumedtBndings of the three papers

lead to four broader contributions to the existiteyature.

First, the three articles point to the relevanceystematically investigating the
link between the determinants of dualisms in welfstate policies and how these in
turn influence the extent of divisions between veosk Second, they contribute to a
better understanding of the interplay between tiberésts of actors such as left-wing
parties and institutions such as welfare regimegebermining labour market policies.
Consistent with the expectations of historical itngibnalism, countries’ institutions
such as coordination and welfare regimes both canstand determine actors’

preferences.

A third broader contribution is that the welfaratstmay not always be in the
interests of labour and it therefore cannot be rassuthat the left necessarily spends
more on all welfare state policies, regardlesdeirtactual effects. Conversely, right-
wing parties’ interests may be consistent with aiartvelfare state policies. Seen in

this light, further research should investigate thbe enduring welfare state spending
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is driven by the fact that all parties can find rtsgthing they like’ rather than the
traditional lock-in and feedback effects of polgiéinally, the findings of this thesis
suggest that the relation between economic coaidmand egalitarianism is more
complex than is often recognised with theoreticathportant consequences for the

relation between efficiency and equity in Europe.

2.1. Dualisation, dualism and divides

Dualisation is a multi-dimensional process, wheree should distinguish
between the analysis of its process, the policyislnathat results and the divisions
that this generates (Emmenegg@gral, 2012). This thesis has taken as its starting

point that distinct dimensions of dualisation né@tie considered separately.

The findings from the second and third papers shtwevanalytical value of
distinguishing between the determinants of poliaglsm and the effect this dualism
may have on the divide between workers that emedgecifically, the second paper
shows that temporary work deregulation dependshenchoice of political parties
operating under different institutional contextfieTthird paper in turn uncovers the
impact of temporary work deregulation on wage iradty between median and
bottom income deciles. The extent to which insidars affected by the working
conditions of outsiders therefore determines potilegices that may have significant
implications for distributive outcomes among ins&deThus, this thesis confirms that
there are linkages between different spheres ofett@omy as well as between

developments in the labour market and policiesHafier and Thelen, 2010).
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Moreover, when analysing the determinants and cuesees of dualisation,
the interests of insiders and outsiders cannosbamed to be constant across various
policy domains. As the first and third papers shogrfain policies are consistent with
both insiders and outsiders’ interests whereasrstimay be detrimental to insiders.
The preferences of left-wing parties for policiesl wh turn be influenced by the
particular impact of the policy under consideratidike the seminal research of
Rueda (2007), the findings of this thesis emphasise relevance of insiders’
preferences and show that the left does not nedgssapport all labour market

policies.

However, the findings of this thesis also suggésitt the overlap between
insiders and outsider preferences is potentialgea than assumed by earlier
literature. Future research should further invegéigthe political and institutional
determinants of cross-national variation in polkitialism and how this in turn shapes
the evolution and diversity of divides in Westerar@pe. Last but not least, further
research should investigate the extent to whichtipal parties respond to the
demands and preferences of insiders and outsidetshaw they exploit insider-

outsider divides strategically in the electorana’®

8 At the time of writing, new promising researchjpais are currently emerging to fill this gap ($ee
instance the work of the ECPR Political Economydiag group which recently hosted a workshop on
“Socio-Economic Inequalities and Political Cleavade Post-Industrial Societies” convened by Jose

Fernandez Albertos, Silja Hausermann, and Achim ikerting in March 2013 in Mainz, Germany).
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2.2. Actors, ingtitutions and labour market policies

A second theme that runs through the three artiobeserns the continuing
relevance of political parties, despite the variquessures that governments are
subjected to (Boix, 1998; Garrett, 1995; BonoliD@0Cameron, 1984; Hibbs, 1977).
In contrast to some literature that contends paatifferences are fading (e.g. Huber
and Stephens, 2001), my analysis of the recenbghshiows partisanship continues to

matter.

Indeed, the findings of both the first and secorappgs demonstrate that
partisanship continues to matter even for — thed'ltase’ of — specific policy outputs
that target outsiders such as spending on diffeAdti¥iPs and temporary work
deregulation. In addition, the relevance of pantsap is not merely limited to supply-
side policies as shown by the significant effecttloé left on direct job creation
schemes in the first paper (cf. Boix, 1998). To éx¢ent that welfare state policies
continue to affect important distributional outcanehe relevance of political

contestation for office therefore remains.

Moreover, consistent with the expectations from itigitutionalist literature,
the preference and ability of political actors aracially shaped by the institutional
context in which they operate and how it shapegtiérences of their constituents.
Thus, the policy choices of left-wing parties amntingent on both the welfare
regimes and the degree of economic coordinatioth@fcountries in which they are
located. The findings of the articles suggest tHaster institutions affect both the

scope and preferences of core left-wing constigimwards labour market policies.
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Throughout this thesis, the focus on interestsiastitutions followed loosely
a historical institutionalist approach (Hall andylte, 1996; Hall, 1997; Steinmet
al,, 1992). Indeed, the findings suggest that instihg do not merely act as
constraints but also shape the interests and prefes of actors. For instance, the
pressure to find flexibility at the margin is meid by how institutions shape the
effects of reforms on the electorate (cf. temponaork deregulation in the second

article).

In some cases where policies have important effagieimplications (e.g.
training in the first article) the institutionalrgtture even fully determines actors’
choices. Thus, the extent to which employers arel |#it are ‘protagonists’ or
‘consenters’ of welfare state policies (Korpi, 2D@&pends on the specific policy
under consideration. Further research should tbexdtirther analyse the conditions

under which institutions constrain, shape or fdiétermine actors’ choices.

2.3. Welfare state expansion is not always in the interests of the Left

The findings from the first and second paper alsdsew light on two claims
generally associated with the Power Resource appr@tduber and Stephens, 2001;
Korpi, 1983; Korpi and Palme, 2003; Het al, 2008): (1) that welfare state policies
are in the interests of labour, and; (2) that they therefore supported by left-wing
parties. In contrast to the first claim, the thpdper demonstrates that some labour
market policies such as employment incentives naaae ldetrimental effects on wage

inequality because they recommodify labour. As msegquence, such policies are not
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necessarily in the interest of labour, and hencg attually be opposed by left-wing

parties.

Thus, left-wing parties may not favour all welfatate policies and this is not
only because they are increasingly constrained ktereal pressures such as
globalisation, nor only because they are indifferem the interests of outsiders.
Conversely, even right-wing political parties magtually promote the expansion of
the welfare state in certain policy domains. Presititerature has emphasised the role
of Christian democrat support for the developménhe welfare state in Europe (Huo
et al, 2008; Castles, 1994; Castles, 1989; Castles andgér, 2007; Kersbergen,
1995). Employment incentives schemes may on ther dthnd be supported by right-
wing parties because they are consistent with thwrket-enhancing agenda. In
countries where the welfare state is well-develoged the left is strong, right-wing
political parties may also have an incentive tonsbenore on the welfare state to

“compensate for the lack of public trust” in thpolicy agenda (Jensen, 2010: 282).

However, opposing welfare state expansion may behnfarder for the left
than opposing retrenchment. This is because righg-vparties are able to play
outsiders against insiders and frame policies sscim-work benefits as ‘progressive’
because theprima facie benefit low income worker&. If this is true, the overall
resilience of welfare state spending attributegdath dependence by the new politics

of the welfare state (e.g. Pierson, 2001) may @h i@ driven by the right's preference

81| have shown elsewhere that this was for instéineease in France with the recent adoption by the

conservatives of an in-work benefit scheme (Vlan@ag3c).
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for different welfare state policies rather thanright retrenchment. Further research
should examine other recent instances of welfaate stxpansion undertaken by the
right, such as in-work benefits, and the implicasiahis has for the resilience of

welfare states in Europe.

2.4. Coordination and egalitarianism

A final broader contribution that emerges from thied paper of this thesis is
that one should distinguish between the coordigatism well as efficiency improving
functions of institutions, from their effects onaditarian outcomes which depend
crucially on institutions’ inclusiveness. Where otioation becomes less inclusive it
may actually increase inequality between segmeritsthe economy that are
coordinated and those that are not. In other warassinclusive coordination may not
only have adverse effects on efficiency (cf. Calmfand Driffill, 1988) but also on

equality.

This finding echoes Thelen’s (2012) and Swan&tsal. (2008: 8) recent
contributions that emphasise the necessity to quoa#y distinguish between
coordination and solidarity or egalitarianism. Térés framework further suggests that
capitalism may evolve along both dimensions so kwaer coordination can occur
while equality increases; and conversely, continceardination may involve falling

levels of solidarity.

As an illustration of how this argument may be atiwohile avenue for future
research, one can compare the evolution of unempgay rates on the one hand, and
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wage inequality between the median and bottom egsndeciles in Europe on the
other. One can distinguish between four cases dengal paths along two
dimensions: the degree of efficiency of an econasigaptured by the unemployment

rate, and the degree of egalitarianism as captwedage inequality.

For instance, Germany has become more unequalebu#imed as efficient
between 1994 and 2007: wage inequality betweenntbdian and bottom income
deciles increased from 1.71 to 1.93, while unemplent barely moved from 8.49% to
8.71%°%? By contrast, over the same period France and theséém to have become
both more efficient and more egalitarian: ineqyatlecreased from 1.59 to 1.47 in
France and from 1.83 to 1.81 in the UK while unemgpient fell from 10.83% to
7.94% in France and from 9.61% to 5.3% in the U&&m$ countries such as Finland
and Denmark became more efficient but marginalbg legalitarian: inequality rose
from 1.4 to 1.45 while unemployment fell from 16%630 6.86% in Finland, while in
Denmark inequality rose from 1.47 to 1.55 while mp&oyment fell from 6.9% to

4983

Using Thelen’s (2012: 146) conceptualisation, Geryntherefore seems to
have retained its “strategic employer coordinatiaiile becoming more dualised and
less inclusive, whereas France has undertakerategyr of embedded flexibilisation
combining liberalisation and higher equality. Thdsstinguishing between the degree

of coordination and the inclusiveness of coordimtnstitutions may help make sense

82 Source: OECD Labour Force Statistics (2008).

8 Note data for wage inequality in Denmark is migsior 1994; the closest available year is 1996.
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of the movements of European countries along varefticiency-equality paths, for
instance in terms of unemployment and wage inetyualihe relation between
coordination and inclusiveness and how this deteemivarious measures of
inequality and performance would also representoathwhile avenue for further

research.

Conclusion

The diversity in labour market policies, institutgoand outcomes has been and
will remain an important topic of inquiry for commadive political economy.
European labour markets have undergone profounagelsain the past three decades.
Most notably, the share of outsiders has risendretausly across Western European
countries, which has resulted in a number of chghs to existing institutions and
political organisations. Policies and institutidasgeting insiders and outsiders can no
longer be assumed to be driven by similar politthaiamics nor can they be assumed

to be equally conducive to the interests of ingderd outsiders.

The labour market position of outsiders is undemgrthe ability of welfare
states to cope effectively with the risks that widlials face. Resilient and large-scale
unemployment is putting strain on unemploymentiiasoe systems designed to cope
with transitory risks. The growth of temporary werk with discontinuous
attachments to the labour market undermines thie loigsocial insurance, as these

workers are unlikely to work sufficiently to be gible to these benefits. This new
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‘reserve army’ of precarious workers also challentjee ability of unions to organise

the disadvantaged workers and, as a result, thempesources of labour.

This thesis has confronted the main approachesomparative political
economy with this reconfiguration of labour marketéore specifically, the three
papers in this thesis have addressed the overgrghiestion of the political as well as
institutional determinants of outsiders’ conditioaad their consequences for the
extent of inequality between insiders. As the pyasi sections make clear, taking
labour market dualisation seriously yields a numietheoretical contributions and

suggests fruitful avenues for further research.

Welfare state policies and economic coordinatian res longer automatically
in the interests of labour — if indeed they everav&Vhile having a large welfare state
and a highly coordinated economy may be condu@ve or even necessary for the
achievement of — labour’s interests, these arerlgleaot sufficient conditions.
Whether welfare state policies recommodify or decmdify labour and the degree of
inclusiveness of economic coordination are crugigdrmediary factors to take into
account. The conditions under which different welfatate policies and structures of
economic coordination are conducive to labour'snests will need to be further

investigated.

Perhaps not surprisingly then, the left does nqipett all welfare state
policies and right-wing political parties may hawn interest in increasing
expenditures on recommodifying policies, rather nthaushing for outright
retrenchment. Seen in this light, the resiliencetlod welfare state is a direct
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consequence of partisan differences concernindebgn of welfare states rather than
its level of spendinger seor the mere presence of policy feedback, path ridgrece

and institutional lock-in effects that the literegthas traditionally emphasised.

Moreover, parties of the left — and potentially e\a# other ideological stripes
— are increasingly forced to navigate this newtelat environment. We still know
comparatively little about the extent to which fiohl parties of the left specifically
respond to the needs of outsiders and whetherinkised clashes with insiders’
preferences. A fruitful emerging research agendailsriooking at the political supply
by various parties to different outsider groups &gy this political supply in turn

affects various policy outputs when parties taketiad of the government.

While it is important to conceptually differentiateetween insiders and
outsiders, it does not follow that these groups vafrkers necessarily have
contradicting interests. The degree of overlap betwthe interests of insiders and
outsiders depends crucially on various instituticgh as the level of economic

coordination but also on more structural factochsas workers’ skills.

Insider-outsider divisions weaken labour’'s orgatmisel power not only
because it creates a drift within labour but alscdwuse outsiders belong to a much
more heterogeneous group than insiders. As a yemulthe share of the workforce
increasingly belongs to the outsider group, labsusignificantly weakened. This
problem is further accentuated by the fact thaidersoutsider divisions also entail

strong centrifugal forces. As the divides betwawsiders and outsiders grow through
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a process of heightened labour market dualisatios,in turn exacerbates inequality

between insiders themselves.

As the current economic crisis unfolds, unemploytmemains high and most
job creation occurs in temporary contracts. If aimg, outsiders are therefore likely to
become a much larger class. The political andtinginal determinants of insider-
outsider dynamics and their consequences for labmauket policies and outcomes is
therefore likely to remain a central line of inqufor research in comparative political

economy for the foreseeable future.
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Appendix A1.1

Table Al1.1: OECD Description of different ALMPs

Full name Description

These programmes create additional jobs - usudllgommmunity benefit of
socially useful, and usually in the public or nawdjt sector - for the long-term
Direct job creation| unemployed or persons otherwise difficult to platiee majority of the labouy
cost is normally covered by the public finance.visions for lifetime sheltered

work in a non-productive environment should notrmuded.

1. Recruitment incentives are programmes makingmeays for a limited
period only to facilitate the recruitment of unewy#d persons and other target

groups into jobs where the majority of the labowstcis covered by th

11

employer. They include payments to individuals tha conditional upon the
Employment ) - ]
. i take-up of a new job (back-to-work bonus, mobitiéydcation allowance of
incentives
similar) only if they are targeted (e.qg. restrictedhe long-term unemployed).

2. Employment maintenance incentives are similar fagilitate continuing

employment, in a situation of restructuring or $&mi Generally-available in

work benefits for low-income groups should not beluded.

1. Institutional training refers to programmes wéhenost of the training tim

11%

(75% or more) is spent in a training institutioch(gol/college, training centre
or similar).
2. Workplace training refers to programmes wherestnud the training time
(75% or more) is spent in the workplace.
Training 3. Alternate training (formerly called Integratedihing) refers to programmes
where training time is evenly split between a firagninstitution and the
workplace.

4. Special support for apprenticeship refers tg@ammes providing incentive

"

to employers to recruit apprentices from labourkagpolicy target groups, 0

=

training allowances for particular disadvantagenligs.

1.1 Placement and related services include opennitetion services, referral to
) opportunities for work, training and other formsasfsistance, counselling and
Public case management of jobseekers, financial assistetttéhe costs of job search
Employment

Services (PES)

and administration

or mobility to take up work, and job brokerage aradated services for
employers, if spending on these functions can parsgely identified. Services
provided by the main public employment service dnd other publicly-

financed bodies are included.
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Full name

Description

1.2 Benefit administration expenditure includes lhelget of institutions tha
manage the unemployment and early retirement lemeforted in Categorie
8 and 9, if this spending can be separately ideditif
1.3. Other expenditure includes the budget of tustins that provide

placement and related services (if the relevamdipg could not be separate

reported in Category 1.1 above); institutions tmaanage labour marke

programmes in Categories 2 to 7 below (except éstscalready included i

these categories); and institutions that adminigterbenefits in Categories

and 9 below (if these costs could not be separadeytified in Category 1.2

above). However if these institutions’ budgets edmctions that are outsid
the scope of this database (neither placement aladed services, nor th
management of active or passive labour market progres within the scope

Categories 2 to 9), estimated spending on thosgifuns should be excluded.

Job rotation and

job sharing

3.1 Job rotation refers to schemes promoting tHe dubstitution of an
employee by an unemployed person or a person frmthar target group for
fixed period.

3.2 Job sharing refers to schemes promoting th@apaubstitution of an

employee by an unemployed person or a person frmthar target group.

ly

—

=)

[¢)

of

[

Source: OECD Employment outlook.
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Table A1.2: Average spending on different ALMPs ireach country

Employment
Country Direct job creation incentives and Training

rehabilitation
Austrie 0.033¢ 0.067¢ 0.216¢
Belgiumr 0.500( 0.253¢ 0.160¢
Denmarl 0.046¢ 0.720( 0.530(
Finlanc 0.265: 0.181" 0.406:
Franct 0.217( 0.200( 0.362¢
German 0.204: 0.179¢ 0.400(
Greec: 0.002: 0.061¢ 0.069:
Irelanc 0.321 0.062: 0.382¢
ltaly 0.023: 0.165( 0.218¢
Netherland 0.148" 0.603¢ 0.177¢
Portuga 0.032: 0.150¢ 0.187¢
Spair 0.088: 0.201° 0.154¢
Swedel 0.199: 0.828: 0.614¢
UK 0.043¢ 0.027( 0.167(
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Table A1.3: Dependent variables by country

Austria Obs Mean Std. Dev. Min Max
ALMPs 23 0.4513044 0.1428701 0.26 0.72
Public Employment Services 23 0.1313043 0.0254602 .1 O 0.17
Training 23 0.2165217 0.0863191 0.1 0.4
Employment incentives 23 0.0408696 0.0210871 0.01 .090
Employment rehabilitation 23 0.0269565 0.0087567  010. 0.04
Direct job creation 23 0.0334783 0.0107063 0.01 40.0
Belgium Obs Mean Std. Dev. Min Max
ALMPs 23 1.147826 0.0703211 1.05 1.31
Public Employment Services 23 0.1782609 0.0180031 .150 0.21
Training 23 0.1604348 0.0234479 0.11 0.21
Employment incentives 23 0.1247826 0.0978343 0.02 370
Employment rehabilitation 23 0.1291304 0.0190485 10. 0.17
Direct job creation 23 0.5 0.1184752 0.34 0.81
Denmark Obs Mean Std. Dev. Min Max
ALMPs 22 151 0.3084832 1.01 1.89
Public Employment Services 22 0.1727273 0.0977938 .08 0 0.33
Training 22 0.53 0.1959592 0.25 0.85
Employment incentives 22 0.3863636 0.1203386 0.13 690
Employment rehabilitation 22 0.3336364 0.147827 30.1 0.57
Direct job creation 22 0.0463636 0.0540322 0 0.18
Finland Obs Mean Std. Dev. Min Max
ALMPs 23 1.06 0.2991047 0.73 1.63
Public Employment Services 23 0.1617391 0.0353749 .1 O 0.23
Training 23 0.406087 0.1236468 0.25 0.6§
Employment incentives 23 0.093913 0.0384636 0.04 18 0.
Employment rehabilitation 23 0.0878261 0.0175697  050. 0.12
Direct job creation 23 0.2652174 0.1644238 0.07 20.6

231



France Obs Mean Std. Dev. Min Max
ALMPs 23 0.9730435 0.2134018 0.6 1.23
Public Employment Services 23 0.173913 0.0367719 130. 0.24
Training 23 0.3626087 0.0597888 0.27 0.48
Employment incentives 23 0.1421739 0.0732342 0.01 3 0
Employment rehabilitation 23 0.0578261 0.0073587  050. 0.07
Direct job creation 23 0.2169565 0.1203191 0.04 04
Germany Obs Mean Std. Dev. Min Max
ALMPs 23 1.04 0.2671567 0.45 1.49
Public Employment Services 23 0.2213043 0.0280104 .180 0.29
Training 23 0.4 0.143432 0.04 0.66
Employment incentives 23 0.0634783 0.0199109 0.03 .110
Employment rehabilitation 23 0.116087 0.0362741 10.0 0.15
Direct job creation 23 0.2043478 0.1089131 0.06 104
Greece Obs Mean Std. Dev. Min Max
ALMPs 13 0.23 0.0787401 0.16 0.4
Public Employment Services 13 0.0815385 0.0315822 .04 0 0.12
Training 22 0.0695455 0.0530478 0.02 0.21
Employment incentives 23 0.0617391 0.0352462 0.02 210
Employment rehabilitation 23 0 0 0
Direct job creation 23 0.0021739 0.0042174 0 0.01
Ireland Obs Mean Std. Dev. Min Max
ALMPs 23 0.9904348 0.2266049 0.62 1.35
Public Employment Services 23 0.1991304 0.0831709 .120 0.35
Training 23 0.3826087 0.1735254 0.21 0.72
Employment incentives 23 0.0591304 0.0439951 0.01 .130
Employment rehabilitation 23 0.0030435 0.0047047 0 0.01
Direct job creation 23 0.3213043 0.1581514 0.08 50.6
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Italy Obs Mean Std. Dev. Min Max
ALMPs 4 0.5375 0.0788987 0.45 0.63
Public Employment Services 4 0.0875 0.005 0.08 0.09
Training 18 0.2188889 0.0377124 0.17 0.3
Employment incentives 18 0.165 0.1168836 0.03 0.42
Employment rehabilitation 18 0 0 0 0
Direct job creation 18 0.0233333 0.0232632 0 0.07
Netherlands Obs Mean Std. Dev. Min Max
ALMPs 23 1.37913 0.1255502 1.08 1.58
Public Employment Services 23 0.4478261 0.0610482 .36 0 0.54
Training 23 0.1778261 0.0591575 0.09 0.28
Employment incentives 23 0.0291304 0.0192857 0 0.08
Employment rehabilitation 23 0.5743478 0.0566349 470. 0.68
Direct job creation 23 0.1486957 0.0932886 0.02 90.2
Portugal Obs Mean Std. Dev. Min Max
ALMPs 23 0.5069565 0.1547853 0.17 0.69
Public Employment Services 23 0.1208696 0.0292191 .07 0 0.18
Training 23 0.1878261 0.0946744 0.01 0.35
Employment incentives 23 0.1152174 0.0499881 0.02 2 0
Employment rehabilitation 23 0.0356522 0.0107982  010. 0.05
Direct job creation 23 0.0321739 0.0124157 0.01 50.0
Spain Obs Mean Std. Dev. Min Max
ALMPs 23 0.6334783 0.1558148 0.33 0.85
Public Employment Services 23 0.0969565 0.020766 06 0. 0.13
Training 23 0.1547826 0.0448097 0.03 0.23
Employment incentives 23 0.1791304 0.0935129 0.06 340
Employment rehabilitation 23 0.0226087 0.0054082 010. 0.03
Direct job creation 23 0.0886957 0.0303471 0.04 30.1
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Sweden Obs Mean Std. Dev. Min Max
ALMPs 23 1.954348 0.5701182 1.12 3.04
Public Employment Services 23 0.2556522 0.0251949 .220 0.31
Training 23 0.6147826 0.2263117 0.18 1.06
Employment incentives 23 0.516087 0.1555266 0.37 88 0.
Employment rehabilitation 23 0.3121739 0.0863374  180. 0.45
Direct job creation 23 0.1991304 0.1898543 0 0.58
UK Obs Mean Std. Dev. Min Max
ALMPs 23 0.4678261 0.187664 0.22 0.84
Public Employment Services 23 0.2208696 0.0771016 .130 0.4
Training 23 0.1669565 0.1372931 0.02 0.41
Employment incentives 23 0.0130435 0.005588 0.01 03 0.
Employment rehabilitation 23 0.013913 0.0049901 10.0 0.02
Direct job creation 23 0.0434783 0.0859497 0 0.2
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Table Al.4: Description of independent variables

Name of variable

Description

Source

Harmonised
Unemployment

rate

The harmonised unemployment rates shown in thiseTgilee the numbers of unemployed persons as a
percentage of the civilian labour force. Civiliabbur force consists of civilian employees, thé sel
employed, unpaid family workers and the unemployégk definitions of employment and unemployment
conform with the definitions adopted by the 13tm€wence of Labour Statisticians (generally reféteas
the ILO guidelines) with the exception that empl@yrhand unemployment estimates are based on labour
force surveys which cover only private householu$ exclude all people living in institutions. Undbese
guidelines the unemployed are persons of workirgvelgo, in a specified period, are without work anel
both available for and are actively seeking wortke Btatistical Office of the European Communities
(Eurostat) gave a more precise definition of un@yplent through the Commission Regulation (EC),
no.1897/2000 in September 2000. Details aboutthg definition and its implementation are availatihe

Eurostat Internet site: http://europa.eu.int/comurdstat/.

OECD Annual Labour

Force Statistics

database.

GDP growth

Period covered: 1960-2008.

Missing: Australia: 1991; Germany: 2002; GreecQQdtaly: 2003; New Zealand:
1990; Spain: 1979; Luxembourg and Portugal: 2008.

Source: Until 1970: OECD Economic Outlook, varigesrs; 1971 onwards:
OECD Factbook 2010: Economic, Environmental andé@&tatistics - Online
Version, http://new.sourceoecd.org/ (Download: 206611).

Note:

UK 1971-1980: data is taken from OECD Factbook 2009

Comparative Political
Data Set |, 1990-2008

235



Name of variable

Description

Source

Cabinet composition (Schmidt-Index): (1) hegemohsight-wing (and centre) parties (gov_left=0), (2)
dominance of right-wing (and centre) parties(goft<l&3.3), (3) balance of power between left and

right/centre (33.3<gov_left<66.6), (4) dominancesofial-democratic and other left parties(gov_I6&%6),

Cabinet ) ) ) ) Comparative Political
- (5) hegemony of social-democratic and other leftipa (gov_left=100).Calculations of authors based
composition ] ) o ) Data Set Ill, 1990-2008
gov_rightl, gov_centl, and gov_leftl.Period covel€®0-2008. Missings: Bulgaria 1993/94 (non-party
government), Italy 1995 (caretakergovernment).rimfation was not available for Romania 1990 and
Slovenial992. Source: Own calculations accordingdiomidt (1992).
OECD and J.Visser,
ICTWSS database
(Institutional
Trade union density corresponds to the ratio ofjevand salary earners that are trade union members, Characteristics of
Trade Union | divided by the total number of wage and salary ear(OECD Labour Force Statistics). Density is waled Tragit?:éogé \t/ZaQe
Ing,
density using survey data, wherever possible, and admatigtr data adjusted for non-active and self-employe Intervention and
members otherwise. Social Pacts:
http://www.uva-
aias.net/)
Additional costs for collective dismissals: mostntiies impose additional delays, costs or notifca
Employment procedures when an employer dismisses a large nmushlerkers at one time. This measure includey on
) N ) ] S o OECD Employment
protection additional costs which go beyond those applicadaénfdividual dismissal. It does not reflect theeoall

legislation overall

strictness of regulation of collective dismissalkjch is the sum of costs for individual dismissat&l any

additional cost of collective dismissals

database
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Name of variable | Description Source

5 = economy-wide bargaining, based on a) enforecapleements between the central organisations
of unions and employers affecting the entire economnentire private sector, or on b) government
imposition of a wage schedule, freeze, or ceiling.

4 = mixed industry and economy-wide bargainingcex)tral organisations negotiate non-enforceable
Coordination of | central agreements (guidelines) and/or b) key w@m employers associations set pattern for the
wage bargaining | entire economy. ICTWSS database
3 = industry bargaining with no or irregular patteetting, limited involvement of central
organizations and limited freedoms for company &isigg.

2 = mixed industry- and firm level bargaining, witleak enforceability of industry agreements

1 = none of the above, fragmented bargaining, masttompany level ; note - before 1990: West Gaeyma,

o (Import of goods and services + export of goodssarglices at current price in national currendgyéss OECD Main Economic
penness ) . i .
domestic product at current market prices (UVQ@Dpational currency Indicators database
Following Iversen and Soskice; deindustrializatib®0 minus the sum of manufacturing and agricultura OECD Structural

Deindustrialisation| employment as a percentage of the working-age ptipal - OECD, Labour Force Statistics (Paris: OECD Analysis Database an

various years). Labour Force Statistics

Annual deficit (government primary balance) as eetage of GDP.

Period covered: 1970-2008.

Missing: Denmark: 1970; Luxembourg and Switzerlat@i70-89; New Zealand
Deficit 1970-85; Portugal: 1970-76.

Source: OECD, OECD Economic Outlook Database, Ezon®@utlook:

Annual and quarterly data, Vol. 2009, release @p,;#ew.sourceoecd.org/
(Download: 2010-02-03).

Comparative Political
Data Set |, 1990-2008
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Table A1.5: Summary of the determinants of ALMPs

Unemployment
Openness
Deindustrialisation
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Notes + = positively significant; - = negatively signifciant; 0 = not significant; n = not considered
(a) Capital mobility but not significant with trade openness

Religious parties in government found significant

Christian democratic parties

Only sector coordination found significant; national coordination insignificant

(b)
)
(d)

(e) tripartite council variable found significant

(f) Government consumption

(9) Bargaining centralisation or coverage

(h) Government deficit

(i) Employer coordination

(j) Bargaining coordination

(k) Macrocorporatism

(1) Organisational power of labour index partly
based on unionisation of labour force

Legend Where Variable is positively (+) or negatively (-) significant in at least one specification; 0 implies variable was not significant; n suggests it was not considered in the study
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Table Al.6: Stationarity tests of dependent variables

Public Employment Employment Employment Direct Job

Im-Pesaran-Shin unit-root test for: ALMPs (a) senices (a) Training incentives rehabilitation (b)  creation

Number of panels 14 14 15 15 13 15
Avg. number of periods 22.21 22.21 22.53 22.6 22.92 22.6
Pvalue 0.6275 0.7931 0.2999 0.2731 0.7253 0.3754
P-value (with time trend) 0.7602 0.0115 0.0404 0.0982 0.0049 0.6625
P-value (first difference) 0 0 0 0 0 0
Hypotheses: Ho: All panels contain unit roots

Ha: Some panels are stationary

Note: the stata command that used is “xtunitrost.ip

The null hypothesis of non-stationarity is rejecfedemployment incentives and rehabilitation adl we for training. However, it is not rejected irect

Job Creation.
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Figure Al.1: The evolution of partisanship in EU15
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Table A1.7: Hausman test results for regression witeach dependent variable

Employment incentives and rehabilitation
Test: Ho: difference in coefficients not systeig
chi2(22) = (-B)[(V_b-V_B)*(-1)](b-B) = 0.11
Prob>chi2 =  1.00(

Direct job creation

Test: Ho: difference in coefficients not systeig
chi2(22) = (-B)[(V_b-V_B)*(-1)](b-B) = 1.8(
Prob>chi2 : 1.000(
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Table A1.8: F-test results for country dummies

F-test on country dummy

Employment incentives and rehabilitation

chi2( 10) =10895.5
Prob > chi2 = 0.00(

Direct job creation

chi2(11) = 1849.4
Prob > chi2 = 0.00(

Training

chi2( 11) = 1391.&
Prob > chi2 = 0.00(

Table A1.9: Results of Heteroskedasticity tests faegression with each dependent

variable

Employment incentives and rehabilitation

Likelihood-ratio tet LR chi2(13)= 268.¢
(Assumption: . nested in heterosupplyfe) Prob > chi2 = 0.0000
Direct job creation

Likelihood-ratio test LR chi2(13)= 338.t
(Assumption: . nested in heterodemandfe) Prob > chi2 = 0.0000
Training

Likelihood-ratio test LR chi2(13) = 138.1
(Assumption: . nested in heteroHKfe) Prob > chi2 = 0.0000

Note: Null hypothesis of homoskedastic disturbansesjected for supply, demand and training

ALMPs.
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Table A1.10: Results of Auto-correlation tests foregression with each dependent
variable

Employment incentives and rehabilitation

Wooldridge test for autocorrelation in panel (

HO: no firs-order autocorrelatic

F(1, 13)= 550

Prob > F = 0.00(

Direct job creation

Wooldridge test for autocorrelation in panel (

HO: nofirst-order autocorrelatic

F( 1, 13)= 229.3

Prob>F = 0.00(

Training

Wooldridge test for autocorrelation in panel (

HO: no firs-order autocorrelatic

F( 1, 13)= 176.6

Prob>F = 0.00(

Note: Null hypothesis of no autocorrelation is otgel for all three cases.

Table A1.11: Results of cross-sectional tests foegression with each dependent variable

Cross-sectional dependence

Employment incentives and rehabilitatior

Pesaran's test of cri-sectional independence =-0.871, Pr = 1.61¢

Direct job creation

Pesaran's test of cri-sectional independence =-0.647, Pr = 1.48:

Training

Pesara's test of cros-sectional independence =-1.878, Pr = 1.93¢

Note: Null hypothesis of no cross-sectional depandecross panels is rejected.
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Table A1.12: Employment incentives and rehabilitatbn — robustness to inclusion of

other variables

Spending on
Passive Labour

Employment Market

Union Protection Wage Programmes as
Variable included density Legislation | coordination | % of GDP
Governmen
partisanship -0.0330%*** -0.0328*** -0.0319%** -0.(B3**
Minimal welfare regime
dummy -0.3776** -0.4402*** -0.4237*** -0.3329***
Continental welfart
regime dummy -0.2345 -0.2990*** -0.2947*** -0.270%*
Minimal*partisanship 0.0321** 0.0310** 0.0302** 020 7*
Continent*Partisanship 0.0309** 0.0310** 0.0295** .0219*
Harmonisec
Unemployment (lagged
one period) 0.0011 0.0014 0.0018 -0.0077*
GDP growth (lagge
one period) 0.0012 0.0012 0.0008 0.0026
Union density 0.0011
Employment Protectio
Legislation 0.0363**
Wage coordination 0.0179
Spending on Passi
Labour Market
Programmes as % of
GDP 0.0740***
Constant 0.4402** 0.4513*** 0.4602*** 0.4525***
N 242 242 242 241
r2 0.2938 0.3031 0.3149 0.357

Note: * p<.1; ** p<.05; *** p<.01; Inclusion of umin density (positive significant effect), Employnien
Protection Legislation (positive significant effeet in contradiction with Rueda’s finding), wage
coordination (no significant effect) and passivieolar market programmes (positive significant effect
does not affect my results for the regression @pBUALMPs.
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Table A1.13: Direct Job creation — robustness to olusion of other variables

Spending on
Passive Labour
Employment Market
Union Protection Wage Programmes as

Variable included density Legislation | coordination % of GDP
Government partisanst -0.0229** -0.0217* -0.0214** -0.0183**
Minimal welfare regime
dummy 0.1600** -0.0617 -0.064 -0.0357
Continentawelfare
regime dummy 0.3184*** 0.0895 0.0772 0.0894
Minimal*partisanshi 0.0260*** 0.0241* 0.0228** 0.0181’
Continent*Partisansh 0.0244* 0.0235** 0.0229’ 0.01971°
Harmonisec
Unemployment (lagged
one period) 0.0032 0.0031 0.0046 0.0008
GDP growth(lagged one
period) -0.0054** -0.0056** -0.0056** -0.0042*
Union densit 0.0052***
Employment Protectio
Legislation -0.0242*
Wage coordinatic 0.0142°
Spending on Passi
Labour Market
Programmes as % of GDP 0.0319**
Constar -0.2955*** 0.117: 0.014¢ 0.032¢
N 242 24z 242 241
r2 0.285¢ 0.263: 0.26¢ 0.26¢

Note: * p<.1; ** p<.05; *** p<.01; Inclusion of umin density (positive significant effect), Employnhen
Protection Legislation (negative significant effeavage coordination (positive significant effeat)d

passive labour market programmes (positive siganificeffect) does not affect my results for the
regression of Demand ALMPs.
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Table A1.14: Training — robustness to inclusion obther variables

Spending on
Passive
Labour
Employment Market
Union Protection Wage Programmes
Variable included density Legislation | coordination | as % of GDP
Governmen
partisanship 0.0068 0.0072 -0.0214*% 0.0121
Minimal welfare
regime dummy -0.2986*** -0.3064*** -0.064 -0.2537*
Continental welfar
regime dummy -0.1794*** -0.1874*** 0.0772 -0.1826**
Minimal*partisanship -0.0141 -0.014 0.0228** -0.221
Continent*Partisanshig -0.012 -0.0125 0.0229% -801
Harmonisec
Unemployment (lagged
one period) 0.0106*** 0.0106*** 0.0046 0.0058*
GDP growth(lagged
one period) -0.0066** -0.0067** -0.0056** -0.0057**
Union density 0.0003
Employment
Protection Legislation -0.0138
Wage coordination 0.0142*
Spending on Passi
Labour Market
Programmes as % of
GDP 0.0412*
Constant 0.3501%** 0.3959*** 0.0146 0.3285***
N 241 241 242 241
r2 0.3078 0.31 0.265 0.3291

Note: * p<.1; ** p<.05; *** p<.01; Inclusion of wag coordination (positive significant effect) and
Passive Labour Market Programmes (PLMPs - posdigaificant effect) does affect my results for
the regression of training ALMPs but in differerdwys for wage coordination and PLMPs.
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Table A1.15: Jack-knife robustness test stepwise @usion of countries.

Employment
incentives

Regression and Direct Job
Coefficient for rehabilitation creation

Excluding Coefficien P-value Coefficien P-value
Governmen
partisanship Austria -0.0326521 0.026 -0.0222165 049.
Minimal*
partisanship 0.0315733 0.045 0.0241091 0.0¢
Continent*
Partisanship 0.0306076 0.067 0.0252689 0.06
Governmen
partisanship Belgium -0.0323228 0.004 -0.0216148 02D.
Minimal*
partisanship 0.0323053 0.011 0.0235996 0.01
Continent*
Partisanship 0.0295333 0.027 0.0233223 0.05
Governmen
partisanship Denmark -0.0485346 0 -0.0301766 0.02
Minimal*
partisanship 0.0473907 0.001 0.0322633 0.01
Continent’
Partisanship 0.0470368 0.002 0.0324229 0.0
Governmen
partisanship Finland -0.0340504 0.005 -0.0214654 018.
Minimal*
partisanship 0.0326076 0.015 0.0222096 0.01
Continent*
Partisanship 0.0309926 0.029 0.0211149 0.0
Governmen
partisanship France -0.032036%5 0.004 -0.0217241 140.0
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Employment

incentives

Regression and Direct Job
Coefficient for rehabilitation creation

Excluding Coefficien P-value Coefficien P-value
Minimal*
partisanship 0.0311738 0.014 0.0240802 0.00
Continent*
Partisanship 0.0330889 0.021 0.0298284 0.01
Governmen
partisanship Germany -0.0311954 0.004 -0.0211437 02 0.
Minimal*
partisanship 0.0295606 0.016 0.0223998 0.01
Continent*
Partisanship 0.0265821 0.055 0.0205913 0.10
Governmen
partisanship Greece -0.0327268 0.004 -0.021789 0.4
Minimal*
partisanship 0.0310756 0.013 0.0264994 0.00
Continent*
Partisanship 0.0312234 0.02 0.0238293 0.04
Governmen
partisanship Ireland -0.0314779 0.005 -0.0191206 049.
Minimal*
partisanship 0.0301023 0.019 0.0198651 0.04
Continent*
Partisanship 0.029407 0.031 0.0197457 0.10
Governmen
partisanship Italy -0.032275 0.004 -0.021645 0.01
Minimal*
partisanship 0.0344996 0.005 0.0236124 0.00
Continent*
Partisanship 0.0299645 0.023 0.0239173 0.03
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Employment

incentives

Regression and Direct Job
Coefficient for rehabilitation creation

Excluding Coefficien P-value Coefficien P-value
Governmen
partisanship| Netherlands -0.0299832 0.006 -0.023707 0.021
Minimal*
partisanship 0.0282662 0.024 0.0235497 0.014
Continent*
Partisanship 0.0298861 0.026 0.0238498 0.05
Governmen
partisanship Portugal -0.0319424 0.005 -0.0215002 .02
Minimal*
partisanship 0.0282345 0.037 0.0234972 0.019
Continent*
Partisanship 0.0300009 0.026 0.0235614 0.049
Governmen
partisanship Spain -0.032359 0.005 -0.0209603 0.023
Minimal*
partisanship 0.0303101 0.017 0.0226992 0.017
Continent*
Partisanship 0.0322957 0.016 0.0233433 0.047
Governmen
partisanship Sweden -0.0078721 0.683 -0.0100378 990.3
Minimal*
partisanship 0.0068492 0.733 0.0117858 0.324
Continent*
Partisanship 0.0045667 0.827 0.0093161 0.501
Governmen
partisanship UK -0.0323096 0.004 -0.0215561 0.022
Minimal*
partisanship 0.0312721 0.016 0.0229024 0.018
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Employment

incentives
Regression and Direct Job
Coefficient for rehabilitation creation
Excluding Coefficien P-value Coefficien P-value
Continent*
Partisanship 0.0302358 0.027 0.0233752 0.0
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Table A1.16: Results for employment incentives ancehabilitation are robust to

inclusion of fixed effects

Random effects Fixed effects
Government partisanst -0.0324*** -0.0362***
Minimal welfare regime dumn -0.4310*** -0.6776%**
Continental welfare regime dumi -0.2892*** -0.6393***
Minimal*partisanshi 0.0312* 0.0312*
Continent*fartisanshi 0.0303** 0.0371***
Harmonised Unemployment (lagged ¢
period) 0.0006 -0.0013
GDP growth(lagged one perio 0.001 0.000¢
Constar 0.5275** 0.6887***
Observation 242 242
r2 0.302¢ 0.77

Note: * p<.l; ** p<.05; *** p<.01; Fixed effects dmot affect significance of results, though R2
increases to 77%. Net effects of partisanship onplByment incentives and rehabilitation in
continental Europe becomes slightly positive. Nadg® that given the results of the Hausmann tésts,

tests for country inclusions, and the fact thaedixeffects are likely highly correlated with wetar

regime dummies, the results for the fixed effegreasion are unreliable.
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Table A1.17: Results for direct job creation are rdust to inclusion of fixed effects

Random Fixed
Government partisanst -0.0217* -0.0225*
Minimal welfare regime dumn -0.069¢ -0.1552°
Continental welfare regime dumi 0.081: 0.055¢
Minimal*partisanshi 0.0236** 0.0253**
Continent*fartisanshi 0.0235** 0.0224°
Harmonised Unemployment (lagged ¢
period) 0.0034 -0.0011
GDP growth (lagged one perit -0.0055* -0.0066***
Constar 0.070:¢ 0.1301’
Observation 242 242
r2 0.25¢ 0.442°

Note: * p<.1; ** p<.05; *** p<.01; Fixed effects doot affect results, though R2 increases to 44%.

Table A1.18: Results for employment incentives witland without employment

rehabilitation

With employment

Without Employment

Variable rehabilitation rehabilitation
Governmenpartisanshi -0.0324*** -0.0236***
Minimal welfare regime dumn -0.4310%*** -0.2086***
Continental welfare regime dumi -0.2892*** -0.2211%**
Minimal*partisanshi 0.0312** 0.0213*
Continent*Partisansh 0.0303** 0.0215**
Unemployment (lagged orperiod 0.000¢ 0.00¢
GDP growth (lagged one peric 0.001 0.001:
Constar 0.5275** 0.2743***
Observation 242 242

r2 0.302¢ 0.218:

Note: * p<.1; ** p<.05; *** p<.01; the results ar®ot dependent on including employment

rehabilitation in supply ALMPs.
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Table A1.19: Results for direct job creation and employment incentives with four

regimes
Employment
incentives and
Variable rehabilitation Direct job creation
Government partisanst -0.0325%** -0.0217*
Liberal welfare regime dumn -0.5026*** 0.037¢
Southeriwelfare regime dumn -0.4042*** -0.106¢
Continen welfare regime dumn -0.2892*** 0.081¢
Liberal* partisanshi 0.0310** 0.0379***
Southern* partisansh 0.0312* 0.0206**
Continent* partisansh 0.0304** 0.0239**
HarmonisecUnemployment (lagge
one period) 0.0003 0.0036
GDP growth (lagged one perit 0.001: -0.0059**
Constar 0.5296*** 0.066¢
Observation 242 242
r2 0.308¢ 0.273¢

Note: * p<.1; ** p<.05; *** p<.01. Ferrera (1996Jggested that the southern European countries may
belong to a fourth welfare regime distinct from tlileeral, Scandinavian and Bismarckian welfare
regimes. My main results concerning the effectspaftisanship on employment incentives and
rehabilitation as well as direct job creation inaBdinavia and Bismarckian welfare regimes are
unchanged by this new clustering. As a dummy, ffexieof liberal and southern regimes is similar fo
employment incentives and insignificant for dirgmb creation. Partisanship has the same effect on
employment incentives in both the southern anddibeegimes. The effect of partisanship on direbt j
creation is positive in liberal welfare regimes hagative in southern welfare regime.
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Table A1.20: Results for employment incentives fasub-samples in different time

periods

Variable Full sample 1990-1998 1999-2007
Government partisanst -0.0324*** -0.0392* -0.005¢
Minimal welfare regime

dummy -0.4310*** -0.4927*** -0.3785***
Continental welfare reginm

dummy -0.2892*** -0.3140*** -0.2825***
Minimal*partisanshi 0.0312* 0.0410* -0.003¢
Continent*Partisansh 0.0303** 0.033¢ 0.010¢
Harmonised Unemployme

(lagged one period) 0.0006 -0.0023 -0.0058
GDP growth (lagged or

period) 0.001 0.0018 -0.0059
Constar 0.5275%* 0.6322%** 0.5824***
Observation 242 11¢ 124

r2 0.302¢ 0.395: 0.503¢

Note: * p<.1; ** p<.05; *** p<.01. The third way eails a greater reliance on market mechanisms to
reach social objectives. Political parties may ¢f@ne have converged towards the median voter. One
way to test this is to compare the period 1990-1888B that of 1999-2007. The results indeed suggest
that partisanship may have lost some significarfter 4998, though more systematic tests of this

would be required to investigate this more thordyugh
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Table A1.21: Results for employment incentives ancehabilitation when controlling for

deindustrialisation and openness

Variables D) (2) ) 4)
Government partisanst -0.0324*** | -0.0306*** | -0.0284*** -0.0235*
Minimal welfare regime

-0.4310*** | -0.3702*** | -0.3630*** | -0.3701***
dummy
Continental welfare reginm

-0.2892*** | -0.2826*** | -0.3001*** | -0.3117***
dummy
Minimal*partisanshi 0.0312* 0.0286** 0.0276** 0.0232
Continent*Partisansh 0.0303* 0.0294** 0.0274** 0.0228
Harmonised Unemployme

_ 0.0006 0.0001 -0.0013 -0.0021
(lagged one period)
GDP growth (lagged or
) 0.001 0.0004 -0.0008 0

period)
Deindustrialisatio 0.0075*** | 0.0079*** 0.0081***
Opennes 0.0008* 0.0009**
Deficit -0.0058**
Constar 0.5275*** -0.015!: -0.09¢ -0.101:
Observation 242 242 242 242
r2 0.302¢ 0.331: 0.363: 0.382:

Note * p<.1; ** p<.05; *** p<.01; see Table Al.4 falescription and source of deindustrialisation,
deficit, and openness variables.
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Table A1.22: Results for direct job creation when entrolling for deindustrialisation and

openness
Variables D) 2) 3) 4)
Government partisanst -0.0217** -0.0213** -0.0201** -0.0152*
Minimal welfare regime
-0.0699 -0.0541 -0.0366 -0.0496
dummy
Continental welfare reginm
0.0814 0.0837 0.0566 0.0409
dummy
Minimal*partisanshi 0.0236** 0.0230** 0.0241** 0.0196**
Continent*Partisansh 0.0235** 0.0233** 0.0223* 0.0167
Harmonised Unemployme
. 0.0034 0.0035 0.0027 0.0035
(lagged one period)
GDPgrowth (lagged on
) -0.0055** -0.0056** -0.0068*** -0.0058***
period)
Deindustrialisatio 0.0019 0.0012 0.0012
Opennes 0.0017*** 0.0020***
Deficit -0.0049%**
Constar 0.0703 -0.0696 -0.1677 -0.1764
Observation 242 242 242 242
r2 0.255 0.2568 0.2857 0.3236

Note: * p<.l; ** p<.05; *** p<.01; see Table Al.4if description and source of deindustrialisation,
deficit, and openness variables.
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Table A1.23: Results for employment incentives andehabilitation when controlling for

deindustrialisation and openness

Variables D) (2) €©)) 4)
Government partisanst 0.0069 0.0092 0.0084 0.0123
Minimal welfare regime
-0.3121%** -0.3396*** -0.3378*** -0.3458***
dummy
Continental welfare reginm
-0.1923*** -0.2052*** -0.1997*** -0.2099***
dummy
Minimal*partisanshi -0.0143 -0.0175 -0.017 -0.0209*
Continent*Partisansh -0.012 -0.0146 -0.0137 -0.0175
Harmonised Unemployme
. 0.0106*** 0.0098*** 0.0098*** 0.0093***
(lagged one period)
GDP growth (lagged or
) -0.0066** -0.0064** -0.0062* -0.0054*
period)
Deindustrialisatio -0.0025 -0.0022 -0.0023
Opennes -0.0002 -0.0001
Deficit -0.0042*
Constar 0.3703*** 0.5639*** 0.5586*** 0.5789***
Observation 241 241 241 241
r2 0.3081 0.3359 0.3312 0.3453

Note: * p<.l; ** p<.05; *** p<.01; see Table Al.4if description and source of deindustrialisation,
deficit, and openness variables.
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Table Al1.24: Results when including the Hall Gingdch index of coordination

Variable Spending on training
Government partisanst -0.0031
Hall Gingerich index o

coordination 0.1181*
Harmonised Unemployme

(lagged one period) 0.0088*
GDP growth (lagged or

period) -0.0071**
Constar 0.1071*
Observation 225
r2 0.2427

Note: * p<.1; ** p<.05; *** p<.01

Source for index of coordination: Hall gingericto(2: Table page 14).
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Table A1.25: Results when controlling for spendingn passive labour market policies

Employment
incentives and Direct job
Variable rehabilitation creation Training

Governmenpartisanshi -0.0253* -0.0183* 0.012:
Minimal welfare regime
dummy -0.3329*** -0.0357 -0.2537***
Continental welfare reginm
dummy -0.2702*** 0.0894 -0.1826***
Minimal*partisanshi 0.0217° 0.0181" -0.0212
Continent*Partisansh 0.0219° 0.0191° -0.018:
Harmonised Unemployme
(lagged one period) -0.0077* 0.0008 0.0058*
GDP growth (lagged or
period) 0.0026 -0.0042* -0.0057**
Spending on passive labc
market spending 0.0740*** 0.0319** 0.0412**
Constar 0.4525*%** 0.032¢ 0.3285***
Observation 241 241 241
r2 0.357 0.26¢ 0.329:

Note: * p<.1; ** p<.05; *** p<.01. See Table Al.4/f description and source of passive labour market
spending.
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Appendix Al.2: Empirical evidence supporting assumptions made in paper 1

This appendix presents some empirical evidencadsumptions that 1 make
in the theoretical section of my first paper conaeg (a) the effects of labour market
policies on inequality and (b) the preferenceseaft-wing individuals for different

labour market policies.

(a) The effects of labour market policies on wage iradity

To calculate the effects of different labour mankelicies on wage inequality,
I run several regressions where the dependentblesiacapture different forms of
inequality and my key independent variables captspending on employment
incentives, direct job creation and training schefiee unemployed, respectively. The
two measures of inequality that | choose as my widgat variables are the ratio of the
median to bottom income deciles and the ratio eftthp to bottom income deciles,

respectively.

The regression corrects for panel specific autoetation and | report panel
corrected standard errors. | control for the uneyplent rate, GDP growth, and
spending on passive labour market policies. | daesi whether the inclusion of
country and year effects as well as a trend afféetgesults. The findings are shown
in Table AA1.1 and suggest that employment incestimcrease inequality, whereas

both direct job creation and training schemes ase@ated with lower inequality.
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(b) The preferences of left-wing constituents for labmarket policies

| test in turn preferences for direct job creatiemployment incentives, and
training schemes by relying on various surveys nogea sample of western

European countries.

Preferences for direct job creation

As a proxy for views on job creation, | test theedminants of the following
dependent variable (V25 in the 2006 ISSP surveyghvasks respondents their views
about the following statement: “It is the governinesponsibility to provide a job for
everyone”; where respondents have the followingsibbs responses to choose from:
Definitely should be (coded 1); Probably shouldd@w 2); Probably should not be

(coded 3); Definitely should not be (coded 4).

I run an ordered logistic regression on this depahd/ariable with robust
standard errors clustered by country. The samptmisposed of a large number of
respondents in 11 European member countries fochmtiata is available: Denmark,
Finland, France, Germany, Ireland, the Netherlanderway, Portugal, Spain,
Sweden, and the United Kingdom. My key independeaiable is whether the
respondent self identifies as holding left-wing wse Specifically, | create a left
dummy that is coded 1 if the respondent identiiecentre left, left or far left, and O
otherwise. | also include a number of controls tlee age, education, gender, and

occupation of the respondent.
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The results, presented in Table AAl.2, suggest teihg a left-wing
respondent reduces the likelihood of being in disagent with the statement that it is
the government’s responsibility to provide a joly fveryone. | interpret this as
consistent with my expectation that left-wing vetare more favourable to direct job
creation than non-left-wing voters. This resultdsolvhen controlling for the gender,
age, education, and current employment status efrédspondent, as well as for
country fixed effects. The age of the responderst i@ - stable - significant effect,
while being unemployed, in education and female aakes it less likely that the
respondent disagrees with job creation. Being ir-fi@e work has no statistically

significant effect.

Preferences for employment incentives

To test the partisan determinants of people’s peefses for employment
incentives, | rely on the 2001 Eurobarometer surf&y1). The sample is composed
of citizens of the EU, aged 15 and over, residingthie following 15 European
member states: Austria, Belgium, Denmark, Finlakdance, Germany, Greece,
Ireland, Italy, Luxembourg, the Netherlands, Paatu@pain, Sweden, and the United

Kingdom.

As a proxy for preferences on employment incentimeg dependent variable
captures respondents’ response to the statemdm: tiiemployed should be forced to
take a job quickly, even if it is not as good asittlprevious job”; where respondents
can choose from: strongly agree (coded 1), slightjsee (coded 2), neither agree nor

disagree (coded 3), slightly disagree (coded 4pngty disagree (coded 5). This
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guestion captures both the preference for incestigi the unemployed to return to
work and whether this should be done at the expaispb quality. The key

independent variable is a self-placement of respotsdalong a ten points left-right
scale. For simplicity | have recoded this variaii® a dummy variable that takes
value 1 if the respondent holds left-wing viewstémpreted as locating themselves

between 1 and 4 on the 10 points scale), and \abtberwise.

I run an ordered logistic regression on this depahd/ariable with robust
standard errors clustered by country. The resphessented in Table AAL1.3, suggest
that left-wing respondents are more likely to dreggwith forcing unemployed to take
jobs. | use this as proxy of the extent to whidh denstituents want to incentivise the
unemployed to return to employment. This resuldbakhen controlling for the age,
gender, occupation, education (age at which fimlsb@ucation), and income of the
respondent. | include country fixed effects thromgh Temporary workers and —
surprisingly — more educated respondents are als@ iikely to disagree with the

statement. Older respondents are less likely tagdee.

Preferences for training schemes

To test the partisan determinants of people’s peefies for training schemes,
| rely on the 2001 Eurobarometer survey (56.1). Sdmmple is composed of citizens of
the EU aged 15 and over residing in the followirtlgBuropean member countries:
Austria, Belgium, Denmark, Finland, France, Germa®reece, Ireland, Italy,

Luxembourg, the Netherlands, Portugal, Spain, Swealed the United Kingdom.
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The dependent variable is respondents’ responséhdo statement “The
unemployed should be given the time and opportuoitynprove their education and
skills”; where they can choose from: strongly agfeeded 1), slightly agree (coded
2), neither agree nor disagree (coded 3), sligibagree (coded 4), or strongly
disagree (coded 5). The key independent variabée gelf-placement of respondents
along a 10 points left-right scale. | have rescdled variable to take value 1 where
respondents hold left-wing views (interpreted astimg themselves between 1 and 4

on the 10 points scale), and value 0 otherwise.

I run an ordered logistic regression on this depahd/ariable with robust
standard errors clustered by country. The resphessented in Table AAl.4, suggest
that left-wing respondents are less likely to disagwith providing the unemployed
with training opportunities. | use this as proxytloé extent to which left constituents
want left-wing parties in government to spend mamnetraining schemes. This result
holds when controlling for the age, gender, ocdopateducation (age at which
finished education), and income of the respondeaiso include country fixed effects

throughout.
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Table AAL.1: The effect of different labour marketpolicies on inequality

Columr

(1) () ®3)

(4)

Dependent variab

Ratio of fifth to bottom tenth incomnr

decile (first difference)

Ratio of top to bottom incornr

decile (first difference)

Spending on employme 0.13299°  0.15152*  0.16107* 0.33865***
incentives and rehabilitatic (0.070 (0.075 (0.076 (0.115
(first difference)
Spending on direct jo -0.11080° -0.13017* -0.13936*** -0.21679*
creation schemes (fir (0.067 (0.057 (0.052 (0.100
difference)
Spending on training schen -0.12852** -0.11613* -0.18398***
(first difference (0.048 (0.047 (0.064
Unemployment ra 0.0019° -0.00907***  -0.0055¢ -0.01178*
(first difference (0.003 (0.003 (0.005 (0.006
GDP growth rat 0.0003t -0.0028¢ -0.00432: -0.0058:«
(0.003 (0.002 (0.002 (0.004
Trenc 0.0004 0.0004: 0.00092:
(0.000 (0.000 (0.001
Spending on passiVaboul -0.0230: -0.05021:
Market policies (firs (0.018 (0.026
difference)
Constar 0.0173! 0.0109: 0.0165! 0.0304:
Observation 17C 17C 17C 17C
R-square 0.24 0.1¢ 0.1¢ 0.1¢
Number of countrie 15 15 15 15
Country FE No Yes Yes Yes
Year FE Yes No No No
R-square 0.239¢ 0.189: 0.192: 0.193(
Trenc No Yes Yes Yes

Note: Panel corrected standard errors in parerdh@gth panel specific autocorrelation); ***

p<0.01, ** p<0.05, * p<0.1. Sources and definitigee appendix to paper 1 and 3.
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Table AAL.2: Preferences for job creation

Columns (1) (3) (4) (5)
Left power in cabine -0.39156***  -0.39007***  -0.39813***  -0.40712**  -043330***
dummy (0.128) (0.129) (0.132) (0.157)
Female dummy -0.34796**  -0.35547**  -0.35040***  -B3008***  -0.30642***
(0.049) (0.048) (0.068) (0.053)
Age of respondent -0.00438*** -0.00019 0.00305 0080
(0.002) (0.002) (0.002)
Years of schooling 0.00584*** 0.00942*** 0.00547*
(0.002) (0.002) (0.001)
Reference: Employed, full-
time, main job
Employed, part-time, main job 0.13140 -0.08491
(0.165) (0.091)
Employed, less than part-time -0.05680 -0.15569
(0.152) (0.164)
Helping family member 0.47424 0.31094
(0.511) (0.605)
Unemployed -0.71858***  -0.68376***
(0.150) (0.166)
Student, school, vocational -0.53315***  -0.46444***
training
(0.172) (0.107)
Retired -0.28747**  -0.32701***
(0.096) (0.080)
Housewife,-man, home duties -0.35848** -0.36184*
(0.157) (0.062)
Permanently disabled -0.69078***  -0.77155***
(0.217) (0.169)
Other, not in labour force -0.34824* -0.34901***
(0.184) (0.103)
Constant cutl -1.09180***  -1.30803***  -1.05224*** (0:99243***  -1.62883***
Constant cut2 0.41366** 0.45387* 0.53071** -0.03053
Constant cut3 1.76490*** 1.81461** 1.8@4** 1.38868***
Observations 12,590 11,889 11,743 11,743
Country No No No Yes (not
shown)
Pseudo R-squared 0.01 0.01 0.01 0.04

Note: Ordinal logistic regression, robust clustered séadckrrors in parentheses; *** p<0.01,

** n<0.05, * p<0.1.

Source:ZA4700 International Social Survey Programme (ISSP 20B®)e of Government

IV (Dataset SPSS Portable).
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Table AA1.3: Preferences for forcing unemployed tdake accept jobs

Columr 1) (2) (3) 4) (5

Left power in cabinet dumn 0.36817** 0.36909*** 0.36914** (0.35931*** (.34541***
(0.060 (0.058 (0.058 (0.058 (0.076

Occupation - reference: Self-

employed with employees

Selfemployed without employe  0.2922¢ 0.2880t 0.2883¢ 0.2894- 0.36247
(0.181 (0.180 (0.181 (0.179 (0.215

Manage 0.29495 0.27166°  0.27209 0.2172: 0.1704:
(0.161 (0.163 (0.164 (0.164 (0.209
Foreman or supervis 0.1445; 0.1096! 0.1093: 0.1636. 0.1412¢
(0.130 (0.137 (0.136 (0.128 (0.186
Other employee, permanent 0.0994¢ 0.0544¢ 0.0552! 0.1221: 0.0823¢

(0.140 (0.148 (0.150 (0.146 (0.201
Other employee, temporary | 0.39255* 0.33847: 0.33964° 0.41656*  0.2864!

(0.170 (0.174 (0.174 (0.172 (0.226
Other employee, fixed time peri  0.1237¢ 0.0504¢ 0.0518t¢ 0.1485t 0.1888:

(0.211 (0.225 (0.228 (0.232 (0.288
Othel 0.3302: 0.2804° 0.2816¢ 0.3674 0.4763t

(0.228 (0.232 (0.235 (0.240 (0.372
Age - reference: 15 - 24 years

25- 39 year -0.0115 -0.0112¢ -0.0510¢ -0.0675
(0.110 (0.111 (0.109 (0.123
40- 54 year -0.1437! -0.1436! -0.1382: -0.1347!
(0.127 (0.128 (0.120 (0.130

55 years and old -0.28076° -0.28051* -0.2326( -0.32911*
(0.162 (0.163 (0.161 (0.163
Female dumm -0.0053: -0.0238t -0.0641
(0.049 (0.049 (0.059

Educatior 0.06127*** 0.07098***

(0.012 (0.014
Income quartile — reference:
Lowest income quartile

Next to lowest incomquartile 0.0600:
(0.102
Next to highest income quari -0.0347:
(0.091
Highest income quarti -0.0795¢
(0.109
Constant cut -0.38209* -0.49551* -0.49699* -0.1109¢  -0.1331¢
Constant cut 1.23391*** 1.12334*** 1.12187** 1.51563*** 1.49117***
Constant cut 2.22076** 2.11132** 2.10986*** 2.50634*** 2.43687***
Constant cut 3.51685*** 3.40824*** 3.40677*** 3.80473*** 3.78063***
Observation 5,92¢ 5,92¢ 5,92¢ 5,92¢ 4,54¢
Country (not showr Yes Yes Yes Yes Yes
Pseudo -square 0.01 0.01 0.01 0.0z 0.0z

Note: Ordinal logistic regression, robust clustered séadderrors in parentheses; *** p<0.01, **
p<0.05, * p<0.1.

Source: Eurobarometer 56.1: Social Exclusion and Modetiunaof Pension Systems, September-
October 2001.
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Table AA1.4: Preferences for training schemes fornemployed

1) (2) (3) 4) (5)
Left power ir cabine dummy -0.22074** -0.21476*** -0.21473** -0.21443** -0.17008*
(0.067 (0.067 (0.067 (0.067 (0.073
Occupation - reference: Self-
employed with employees
Selfemployed without employe  -0.1285( -0.1357¢ -0.1329( -0.1329: -0.0500:
(0.135 (0.135 (0.136 (0.136 (0.159
Manage -0.1155: -0.1251¢ -0.1213° -0.1202: -0.0733t
(0.121 (0.121 (0.123 (0.130 (0.121
Foreman or supervis -0.0473( -0.0560° -0.0571: -0.0583 0.0485!
(0.194 (0.194 (0.194 (0.189 (0.194
Other employee, permanent -0.0047 -0.0256° -0.0198t¢ -0.0213 0.0212¢
(0.105 (0.108 (0.110 (0.103 (0.114
Other employee, temporary | 0.0255t¢ -0.0115¢ -0.0042¢ -0.0060 -0.0250¢
(0.166 (0.175 (0.176 (0.172 (0.212
Other employee, fixed time peri  0.0145! -0.0354: -0.0273¢ -0.0294- -0.0619:
(0.178 (0.187 (0.192 (0.180 (0.216
Othel 0.1020: 0.0720¢ 0.0800: 0.0784! -0.0310°
(0.172 (0.175 (0.180 (0.177 (0.214
Age - reference: 15 - 24 years
25- 39 year -0.0813: -0.0797: -0.0789( -0.1175¢
(0.096 (0.096 (0.099 (0.118
40- 54 year -0.1730: -0.1722¢ -0.1723¢  -0.24224*
(0.107 (0.108 (0.108 (0.120
55 years and old -0.1204¢ -0.1194! -0.1204- -0.23248
(0.118 (0.119 (0.116 (0.128
Female dumrr -0.0326! -0.0322¢ -0.0440¢
(0.056 (0.055 (0.065
Educatior -0.0012¢ -0.0039!
(0.014 (0.014
Income quartile — reference:
Lowest
Next to lowest income quart 0.0346!
(0.113
Next to highest income quari 0.1235:
(0.167
Highest income quarti 0.1000:
(0.170
Constant cut -0.58004** -0.70550*** -0.71399*** -0.72225*** -0.53484***
Constant cut 1.68075** 1.55673** 1.54831** 1.54006*** 1.74462***
Constant cut 3.11389** 2.98991** 2.98161** 2.97336*** 3.11404***
Constant cut 4.49204**  4.36780*** 4.35952** 4 35126*** 4.43469***
Observation 5,95¢ 5,95¢ 5,95¢ 5,95¢ 4,55¢
Country Yes Yes Yes Yes Yes
Pseudo -square 0.0 0.0 0.0 0.0 0.0

Note: Ordinal logistic regression, robust clustered séadderrors in parentheses; *** p<0.01, **
p<0.05, * p<0.1.

Source: Eurobarometer 56.1: Social Exclusion and Modetiunaof Pension Systems, September-
October 2001.
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Next, | run the same model as in Table AAl1.4 buthwnteraction terms
between three regime types (Scandinavian, Bismamckand minimalist) and the
dummy variable for holding left views. The marginaffect of the left on the
probability of strongly agreeing with “The unempéalyshould be given the time and
opportunity to improve their education and skilis” only significantly positive in
Bismarckian and Scandinavian welfare regimes (abée tAA1.5 below). Thus, in
liberal market economies, left and right wing cdansnts do not have different

preferences for training schemes.

Table AAL.5: Preferences for training schemes fornemployed

Marginal effect of left in dy/dx | Standard Z P>|z| [95% Conf.
error Interval]
Scandinavian welfare regime .082 .022383A.71| 0.00 .039 A2
Bismarckian welfare regime .058  .0229118.55| 0.01 .013 103
Minimalist welfare regime .006| .0170179D.36| 0.71 -.027 .039

Note: this table presents the results of interacéffects calculated using a similar model to
that presented in table AAl1.4 but where the leftnthy is interacted with three types of
welfare regimes, as defined in paper 1.
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Appendix A1.3: Additional empirical tests with alternative partisan measure

The left and employment incentives and rehabititati

In table AA1.6 | run a regression to assess thecefif the left on spending on
employment incentives and rehabilitation in all cwies. | try two different measures
of left control of government (share of cabinettsahat are held by the left and the
share of parliament that is held by the left) inucans 1-2 and columns 3-4
respectively. Column two runs the model on the ddpat variable expressed as a
first difference whereas columns 1, 3 and 4 run hedel on the level of the
dependent variable. While columns 1 to 3 includly ime fixed effects, running the
model on the full sample without controlling fognme dummies also allows me to
include country fixed effects in column 4 withoigking multicollinearity. Note that
excluding Sweden from the regression in column @sdaot affect the results. In all
columns, there is a statistically negative assmridbetween the left and spending on

employment incentives and rehabilitation.

Next, | look at the effect of the left on employmemcentives and
rehabilitation in continental versus Scandinaviaifare regimes. | therefore run two
separate regressions on each welfare regime closteahe first difference of the
dependent variable using a proxy for the left {fefver’) that | code 1 if the left
controls more than 50% of the cabinet and O otlewTl he results (shown in table
AA1.7) confirm that the effect of the left is neyat in both sub-samples and the
effect is more negative in the Scandinavian thandbntinental welfare regime, as

was the case in my baseline results discussee iodte of the paper.
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| also run a fully interactive model (no constatatlassess more formally how
the effect of the left on the first difference ofydependent variable is mediated by
each of my three welfare regimes (the results amve in table AA1.8). | then
calculate the marginal efféof left power in parliament in each welfare regi(see
table AA1.9). Last but not least, | test whether three interaction terms (one for each
regime) within the regression are statisticallyfetiént from one another and reject the

null hypothesis that they are jointly equal (Prob = 0.1961§°

84 Using the following command in stata 12:

reg d.eireha i.leftpowerparl##i.cont i.leftpowelgéi.scan i.leftpowerparl##i.min d.ur gdpgr i.year
cluster(id) noconstant

margins, dydx(leftpowerparl) at(cont=0 min=1 scan=0

margins, dydx(leftpowerparl) at(cont=0 min=0 scan=1

margins, dydx(leftpowerparl) at(cont=1 min=0 scan=0

8 Using the following command in stata 12:

testparm scan#leftpowerparl cont#leftpowerparl Hafigowerparl, equal
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Table AA1.6: The effect of different measures of th left on spending on employment incentives and rabilitation

Column: (1) (2 3 (4)
Dependent variab Spending ot Spending ot Spending ot Spending ot
employment incentiveeemployment incentivesemployment incentivesemployment incentives
and rehabilitation  and rehabilitation (first and rehabilitation and rehabilitation
(levels) difference) (levels) (levels)
Left cabine -0.00054 -0.00020*
(share of cabinet held by le (0.000 (0.000
Left parliamen -0.00316*** -0.00323***
(share of parliament held by le (0.001 (0.001
Rate of Unemploymer -0.0018t 0.0006t -0.0011: -0.0009:
(as % of Civilian Labour Forc (0.004 (0.001 (0.004 (0.004
GDP growth rat -0.0035! -0.00336 -0.0032¢ -0.0030!
(0.005 (0.002 (0.005 (0.005
Constar 0.26343*** 0.0200! 0.37175** 0.37330***
(0.098 (0.013 (0.115 (0.071
Observation 324 30¢ 324 324
Number of ic 15 15 15 15
Country fixed effect No No No Yes
Year fixed effect Yes Yes Yes Yes
R-squared withi 0.1¢ 0.1¢ 0.1¢ 0.1¢
R-squared betwe: 0.0C 0.2t 0.01 0.01
R-squared overe 0.0z 0.1¢ 0.01 0.0C

Note: Robust clustered standard errors in pareeghés: p<0.01, ** p<0.05, * p<0.1.
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Table AAL1.7: The effect of the left on employmentiicentives in Continental and Scandinavian

welfare regime

Column: (1) (2)
Dependenvariable Spending on employment incentiv ~ Spending on employment incenti\
and rehabilitation (first difference) and rehabilitation (first difference)

Sampl Continental welfare regime clus Scandinavian welfare regime clu
Left power in cabine -0.01361*** -0.01864*
dummy
(0.002 (0.008
Unemployment ra 0.0008: -0.0014¢(
(lagged once (0.001 (0.004
Union densit 0.0003t -0.0000¢
(0.000 (0.000
GDP growth rat -0.0091¢ -0.0023°
(0.006 (0.005
Constar 0.0093t 0.0227.
(0.031 (0.026
Observation 10¢ 87
Number of ic 5 4
Country FE No No
Year FE Yes Yes
R-squared withi 0.17 0.4¢
R-squared betwe: 0.3¢ 0.97
R-squared over: 0.1¢ 0.4¢

Note: Robust clustered standard errors in pareashés* p<0.01, ** p<0.05, * p<0.1. Left power
dummy takes value 1 if left controls more than 5684he cabinet and O otherwise. Continental
Bismarckian welfare regime refers to Austria, Belgj France, Germany, and Netherlands.
Scandinavian welfare regime refers to Denmark arit) Norway, and Sweden.
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Table AA1.8: The effect of the left on employmentiicentives — interactive model

Dependent variab Spending on employment incentives

rehabilitation (first difference)

Continental welfare regin .016¢
(.0131
Scandinavia welfare regime dumn .019¢
(.0137
Minimalist welfare regime dumn 021«
(.0149
Left power in parliament dummy * continent -.009¢
welfare Regim (.0075
Left power in parliament dummy * scandinavi -.0228***
welfare regim (.0071
Left power in parliament dummy * minimalis -.0081**
welfare regim (.0038
GDP growitt -.001¢
.002(
Unemployment ra .0081
(first difference .005¢
Observation 291
Number of ic 15
Country fixed effect No
Year fixed effect Yes
R-squarec 0.154"

Note: Robust standard errors in parentheses; **0.p% ** p<0.05, * p<0.1 Continental
Bismarckian welfare regime refers to Austria, Beigj France, Germany, Netherlands. Minimalist
welfare regime refers to UK, Ireland, Spain, ItaBortugal and Greece. Scandinavian welfare

regime refers to Denmark, Finland, Norway, and Saed

Table AA1.9: Marginal effects of left in different welfare regimes

Marginal effect of left ii dy/dx Standarc | Z P>z | [95% Conf. Interva
error

Scandinavian welfarregime -.031( .007( -4.4C | 0.0C .044¢ -.0171

Continental welfare regin -.018( .00¢ -2.72| 0.007 | -.031( -.005(

Minimalist welfare regim -.0081 .003¢ -2.15| 0.03z | -.015¢ -.0007
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The left and direct job creation

To further check that the partisan effect on dijebtcreation does indeed depend on
the welfare regime in which the left is locatedyih two separate regressions in continental
welfare regime and Scandinavian welfare regimgyaetsvely. The results, shown in table
AA1.10, confirm that the left is indeed associateith an increase in spending in the
Continental welfare regime but with a decreasepangding in Scandinavian welfare regime.
Note that excluding Sweden from the regressiorolaran 2 does not affect the results. Last
but not least, consistent with my explanation, l#feis indeed associated with more public
sector employees as % total employees in Scandindut not continental welfare regime

(see table AA1.11).

Table AA1.10: Effect of the left on direct job credion in different welfare regimes

Columr (1) (2)
Welfare regime clust Continenta Scandinavia
Dependent variab Spending on direct jo Spending on direct jo
creation (first difference) creation (first difference)
Left power in parliament dumr 0.02148 -0.03089*
(0.011 (0.013
Unemployment ra -0.00260* -0.00412
(0.001 (0.002
GDP growil 0.0072: -0.01520***
(0.007 (0.004
Constar 0.0351( -0.0005¢
(0.033 (0.047
Observation 11C 87
Number of ic 5 4
Countryfixed effect: No No
Yearfixed effect: Yes Yes
R-squared withi 0.3¢ 0.52
R-squared betwe: 0.5¢ 0.6¢
R-squared over: 0.3¢ 0.4¢

Note: Robust clustered standard errors in pareethés* p<0.01, ** p<0.05, * p<0.1. Continental
Bismarckian welfare regime refers to Austria, Belgj France, Germany, and Netherlands.
Minimalist welfare regime refers to UK, Ireland, &8p, Italy, Portugal and Greece. Scandinavian
welfare regime refers to Denmark, Finland, Norwaygd Sweden.
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Table AA1.11: Effect of the left on direct job credion in different welfare regimes

Columr (D) 2)
Welfare regim Scandinavian welfare regin  Continental welfare reginr
cluster cluster

Dependent variab Public sector employees as % total emplo

(first difference)

Left power in parliamerdummy 0.21003*** -0.0196!
(0.068 (0.087
Unemployment ra 0.02962 -0.0172:
(lagged (0.018 (0.017
Union densit -0.03825*** 0.0009:
(0.007 (0.002
GDP growtt -0.13187*** -0.14352
(0.042 (0.080
Constar 3.77356*** 0.78277***
(0.091 (0.204
Observation 81 134
Number of ic 3 5
Countryfixed effect: No No
Yearfixed effect: Yes Yes
R-squared withi 0.7¢ 0.6t
R-squared betwe: 0.3¢ 0.1¢
R-squared over: 0.72 0.6¢

Note: robust clustered standard errors in pareathed* p<0.01, ** p<0.05, * p<0.1. Continental
Bismarckian welfare regime refers to Austria, Belgj France, Germany, and Netherlands.
Minimalist welfare regime refers to UK, Ireland, é8p, Italy, Portugal and Greece. Scandinavian
welfare regime refers to Denmark, Finland, Norwayd Sweden.

Source: Data on share of public sector employdenthom the OECD statistics website.
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The left and training schemes
Table AA1.12 confirms that the left, using a diffiet measure of left control of the
government that the one | relied on in the coréhefpaper, is not associated with more or

less spending on training, regardless of the welfagime under consideration.

Table AA1.12: Effect of the left on training scheme in different welfare regimes

Columr (1) 2 (3) 4 (5)
Welfare regime clust All three All three Continente Minimal Scandinavia
Dependent variab Spending on trainin Spending on training schemes (first differel
schemes (levels)
Left power in 0.0187¢ 0.0026: -0.0079: 0.0030¢ 0.0258¢
cabinet dumm (0.025 (0.006  (0.010  (0.007 (0.022
Unemployment ra 0.0096: -0.0005¢ -0.00093* -0.0008 0.0030
(0.008 (0.001 (0.000 (0.001 (0.002
GDP growitt -0.0082¢ -0.0011: 0.0102¢ -0.0004: -0.0075¢
(0.008 (0.002  (0.010  (0.001 (0.010
Constar 0.1605( 0.0101° 0.0117. -0.0019: -0.0136t
(0.099 (0.008  (0.016  (0.006 (0.018
Observation 33¢€ 322 11C 12t 87
Number of ic 15 15 5 6 4
Country fixed effect No No No No No
Year fixed effect Yes Yes Yes Yes Yes
R-squared withi 0.1¢ 0.0¢ 0.2¢ 0.1¢ 0.2¢
R-squared betwe: 0.0 0.0z 0.07 0.04 0.8
R-squared overe 0.0z 0.0¢ 0.2¢ 0.14 0.2¢

Note: robust standard errors in parentheses; *0.0%, ** p<0.05, * p<0.1
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Table AA1.13: Effect of the left on employment incetives and rehabilitation — Jacknife robustness cheks

Columr 1) 2 (3) (4) (5) (6) (7)
Dependent variab Spending on employment incenti and rehabilitatio (first difference
Left power in -0.01696*** -0.01735*** -0.01731**=* -0.01696*** -0.01244*** -0.01816*** -0.01536***
cabinet dumm (0.006 (0.006 (0.006 (0.006 (0.005 (0.007 (0.006
Unemployment ra 0.0007: 0.0006t¢ 0.0005( 0.0007: 0.0005( 0.0009: 0.0007"
(0.001 (0.001 (0.001 (0.001 (0.001 (0.001 (0.001
Union densit 0.0000t¢ 0.0000° 0.0000: 0.0000t¢ 0.0000: 0.0001: 0.0001:
(0.000 (0.000 (0.000 (0.000 (0.000 (0.000 (0.000
GDP growtt -0.00403 -0.00384 -0.0033( -0.00403 -0.0030! -0.0040° -0.0036:
(0.002 (0.002 (0.002 (0.002 (0.002 (0.003 (0.002
Constar 0.0146: 0.0134¢ 0.0182° 0.0146: 0.0144: 0.0141. 0.0084¢
(0.016 (0.018 (0.016 (0.016 (0.017 (0.021 (0.018
Observation 291 27C 26¢ 291 27C 26¢ 26¢
Number of ic 14 14 14 14 14 14 14
Country FE No No No No No No No
Year FE Yes Yes Yes Yes Yes Yes Yes
R-squared withi 0.1t 0.1¢ 0.1¢ 0.1t 0.1: 0.1« 0.1¢€
R-squared betwe: 0.2¢ 0.2¢ 0.2¢ 0.2¢ 0.2¢ 0.3: 0.3¢
R-squared over: 0.1t 0.1¢ 0.1¢ 0.1t 0.1: 0.1« 0.1€

Note: Robust clustered standard errors in pareashést p<0.01, ** p<0.05, * p<0.1.

277



Table AA1.13 (continu