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Abstract 

This paper reviews the recent development of the welfare state and social policy in Italy. 

On the empirical level, our study is concerned with the benefits received and taxes paid 

by the working population. This measurement will enable us to find out whether the 

working population has received a net gain (or net social wage). The paper offers a 

comparative study of the trends of the “social wage” in Italy in the last decades before 

the Great Recession. It addresses two major questions. The first question is whether the 

expansion of social expenditures has posed any drag on capital accumulation and 
economic growth in this country.  The second question is whether the increasing 

ideological challenges from the right and the competitive pressures of globalization 

have led to retrenchment of the Italian welfare states in the recent decades.  

 

 

This study concentrates on the development of the welfare state and social 

wage in the last decades before the Great Recession of 2008. The Great 
Recession may have caused some disruption on the trends of social 

expenditures. In fact, Italy was unprepared to withstand the blow of the great 

recession. However, the Italian welfare state has witnessed significant changes 
since 2012. The sovereign debt crisis led to an external push for consolidation, 

which was accompanied by a wave of social policy reforms. These reforms did 

not necessarily entail retrenchment of the welfare programs. During both the 
Mario Monti and the Matteo Renzi governments, the policy of liberalization and 

economic reform was associated with the expansion of social rights, 

particularly, income support. As a result, today, the Italian welfare state looks 
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more comprehensive than it was before the crisis (1). In fact, the recent 

indications show that the ranking of Italy in terms of public and social 

expenditures has not significantly changed. A more careful evaluation of the 
possible changes in the trends of social expenditures and social wage requires a 

separate study. 

Italy and France are treated by Pontusson (2) as separate categories out of 

his classification of “Liberal” and Social Market Economies”. Unionization is 
relatively low for these countries, 10 percent for France, and 35 percent for Italy.  

The Italian unionization (35 percent) and collective bargaining (80 percent) is a 

better match for the social market model.  But her level of social spending as a 
percentage of GDP (23.9 percent) is at the lower end of the SMEs and its effect 

on income redistribution is significantly lower than many other SMEs. 

According to the International Monetary Fund, in 2008 Italy was the 

seventh-largest economy in the world and the fourth-largest in Europe.  With a 
GDP per capita of around $32000 in 2007, Italy’s living standard was just about 

the average of the EU. Italy’s diversified industrial economy is driven in large 

part by the manufacture of high-quality consumer goods produced by small and 
medium-sized family owned enterprises.  The Italian economy is divided into a 

developed industrial north, dominated by a highly-developed and capitalistic 

economy, and a far less advanced welfare-dependent, agricultural south, with 
high unemployment rate. 

The inflation rate in Italy has been low with an average of 2.15 percent 

from 1997 until 2010.  It was reported at 1.80 percent in July of 2010, slightly 

above the Euro Area of 1.60 percent, but lower that 3.4 percent in 2007.  The 
2010 rate is not, of course, representative of the usual trend of the Italian 

Economy.  The rate of unemployment is 8.5 percent ( June 2010), up from 6.8 

percent in 2008; but lower than 10 percent for the Euro Area. (3)  
Public expenditures have been in the upper middle range of the OECD 

Countries, 48.1 percent of GDP (2005-2007 average) as compared to 45.8 

percent for Germany and 52.9 percent for France.  Public expenditures have 
been substantially lower in the LMEs (liberal Market Economies): 36.7 percent 

for the United States, 39.9 percent for Canada, and 43.9 percent for the United 

Kingdom. (4) Italy ranks 8thaccording to its spending as a share of GDP, and 

15th in terms of GDP per capita. (4) The Italian government is seeking to curb 
government spending, but the policy makers face a severe economic constraint: 

Italy's official debt remained above 100% of GDP, and the fiscal deficit -1.5% 

of GDP in 2007 - could approach 3% in 2009 as the public demand to stimulate 

http://en.wikipedia.org/wiki/International_Monetary_Fund
http://en.wikipedia.org/wiki/List_of_countries_by_GDP_%28nominal%29
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the economy and the costs of servicing Italy's debt rise.  The economy has 

continued to contract through 2009 as a result of the recent global financial and 

the declining demand for the Italian exports.  The current account deficit is, on 
the other hand, manageable: $-78.03 billion in 2007, ranked 188th in the world. 

(5)  

While the state expenditures increased in the early 1990s by about 3 

percent of GDP, they have subsequently declined gradually.  The highest level 
of the state expenditures in1993 at 56 percent of GDP; its lowest was in 2000 at 

46 percent.  But in the entire period, it has declined by 4 percent, from 53 percent 

in 1990 to 49 percent of GDP in 2006.  Social wage has, however, remained 
stable over time.  It was 26 percent of GDP in1990 and 27 percent in 2006; its 

lowest being in 2000 at 24 percent, the same year in which the state expenditures 

were the lowest.  Despite the government’s apparent effort to control public 

spending, social wage has been maintained at a minimal level with the European 
standards.  The share of social wage in GDP has been consistently lower in Italy 

than any social market economy (including France), but higher than all liberal 

market economies, except for the United Kingdom-being roughly the same level 
as the percentage of GDP. (See Figure 1 for the state expenditures and social 

wage ratio trends.) 

Figure 1. Social Wage & State Expenditures as a Percentage of GDP  

Italy 
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Figure 2. Social Wage Received & Taxes by the Working Population  

Italy 

 

Figure 3. Social Wage & Labor Taxes as a % of GDP  
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As Figure 3 shows, social wage and labor taxes (taxes paid by the working 

population) have remained relatively stable relative to GDP, both moving in an 

almost parallel manner.  The share of the net social wage in GDP has fluctuated 
between 5 and 8 percent in this period. (See Figure 5)  

Figure 4. Social Wage & Net Social Wage as a % Labor Income  

Italy 

 

Figure 5. Net Social Wage as a percentage of GDP  
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Figure 4 shows that social wage has accounted for a large share of the 

working population’s compensations (and consumption), increasing from 57 
percent of labor income in 1990 to 65 percent in 2006.  This ratio has been lower 

than the French ratio, but moderately higher than that of Germany.  But this 

trend does indicate that the Italian public policy has been more egalitarian than 

that of Germany.  As we indicated, before, the Italian spending on social wage 
as a percentage of GDP has been lower than all SMEs, including Germany.  The 

more substantial contribution of social wage to the working population’s 

consumption reflects the fact that their overall living standards and wages have 
been lower than what the working population have been earning in the social 

market economies of Europe.  Moreover the Italian average annual  growth rate 

for labor compensation (per unit of labor), has been one of the lowest among 

the OECD countries in the last decade -2.3 percent for 1998-2008 period. (6) 
The share of the net social wage in labor’s earning has also increased from 12 

percent to 19 percent in 2006.  

The Italian state social policy has contributed to a more egalitarian income 
distribution.  In the mid-1980s, the pre-taxes and transfers Gini Coefficient was 

0.42, while the after taxes and transfers Gini Coefficient was 0.31.  In the mid-

1990s, the pre-taxes and transfers Gini Coefficient increased to 0.51, while the 
after taxes and transfers Gini Coefficient increased to 0.34. The inequality 

increased further in the next decade.  In the mid-2000s, the before tax and 

transfers Gini Coefficient increased to 0.56, while the after taxes and transfers 

increased only slightly to 0.35. (7)  Thus the market induced inequality has 
substantially increased in Italy.  However, state tax and social policies have 

effectively contributed to maintain a relatively equitable income distribution by 

the international and European standards.  The Italian after taxes and transfer 
level of inequality has been higher than the social market economies, but lower 

than the liberal market economies, though very close to the British scale.  Its, 

before taxes and transfers inequality, has increased substantially to a level, 
which is significantly higher than all liberal market economies including the 

United States and the United Kingdom.  
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Figure 6. Net Social Wage & Budget Deficit  

Italy 

 

Figure 7. Net Social Wage & Budget Deficit as a % of GDP  
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Both Figures 6 and 7 reflect a partial correlation between net social wage 

and the budget deficit, in absolute terms and as the proportions of the GDP.  

There is a clear association between net social wage ratio and the budget deficit 
as a proportion of GDP after 1997.  On the other hand, the budget deficit 

declines relative to GDP from 1990 to 1997.  As it appears, the government has 

made a concerted effort to reduce the budget deficit from 11 percent to 3 percent 

of GDP.  This is because, as we indicated before Italy has often experienced one 
of the highest levels of public debt among the OECD countries.  

Figure 8. Net Social Wage as a percentage of GDP & Unemployment Rate  

Italy 
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Figure 9. Net Social Wage & Budget Deficit as a % of GDP                                

Italy (Counting cons. Taxes)  

 

Figure 10. Net Social Wage as a percentage of GDP & Unemployment Rate     

Italy (counting cons. Taxes)  

 
 

-0.15

-0.10

-0.05

0.00

0.05

0.10

New Net Social Wage as a percentage of GDP(SemmlerRecom.)

Budget Deficit as a percentage of GDP

0.00

0.02

0.04

0.06

0.08

0.10

0.12

New Net Social Wage as a percentage of GDP(SemmlerRecom.)

 Unemployment Rate



Revista Economică 71:1 (2019) 

 

36 

 

Figure 9 displays the association between the net social wage ratio and 

budget deficit and Figure 10 between net social wage ratio and unemployment 

rate.  These two figures are based on the second assumption of production tax 
incidence.  Figures 9 and 10 confirm our earlier discussion based on Figures 7 

and 8 assuming no production tax incidence for the working population.  Once 

again, the post-1997 shows a clear correlation between the budget deficit and 

net social wage in terms of GDP.  In fact, Figure 10 shows that the variations in 
the unemployment rate have often been more distinct than the changes in the 

net social wage ratio.  The net social wage ratio has remained relatively stable 

over this period, while the unemployment rate has been slowly declining from 
2000. 

Figure 11. Social Wage Received and Taxes Paid by Workers per worker 

Italy 
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Figure 12. Net Social Wage per worker & GDP Per Worker 

Italy 

 
 

Figure 12 shows that while GDP per worker has been increasing at a 
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