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Current social expenditure trends

In Italy it is quite commonly believed that public ex-
penditure is excessive, not only in absolute terms,
but also in relation to other industrialized countries.
In fact, however, European countries spend on av-
erage more than what is spent in Italy. This is not
true only in the case of pension-related expenditure,
whereas for social assistance and social security,
Italy ranks among the last positions of European
countries. One of the most critical aspects lies in
the fact that as an ageing country, Italians are now
increasingly paying more for their elderly without a
sufficient generational exchange that can produce
enough revenue to cover all social security costs.

Social protection expenditure in Italy represents
roughly a quarter of GDP. During the last five years it
has grown at a relatively high rate, though at a slower
pace if compared with previous periods. The average
increase in nominal terms between 2001 and 2005
was 4.9%, while it was 5.2% between 1996 and 2000
and 6.5% between 1990 and 1995. The ratio between
social expenditure and GDP has grown by 1.6 percent-
age points during the last five years, rising from 24.5%
in 2001 to 26.1% in 2005 (Pizzuti, 2007)." Most of the
increase, however, is due to a slowing down of GDP
growth. In 2005, for example, Italian GDP increased
by 0.1%, while in order to maintain the same services,
public expenditures had to grow by at least the same
amount as the inflation rate, i.e. 2.4%.

Most of the increase in social protection expen-
ditures is due to public institutions. Nevertheless,
expenditure by private institutions — representing
the activity of non-profit social institutions and the
interventions of companies in favour of their em-
ployees—grew more in 2005 than public expenditure
(4.4% vs. 3.5%).

Pension-heavy social expenditure

Considering the breakdown by sectors, there has been
aclear decrease inthe weight of the social security sec-
torinfavour ofthe health sector, while social assistance
remained stable during the last decade. Nevertheless,

1 It must be noted that, unlike in other European countries,
social expenditure also includes severance payments. The
actual value for 2005 should therefore be 24.7%.
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Despite the common conception that public expenditure is excessive, Italy actually ranks last among
European countries in almost all areas of social protection spending. The one exception is the public
pension system, which is now the target of a drive towards privatization. Attempts to privatize the
provision of public services, however, have been tempered through the efforts of civil society.
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social security still covers more than two thirds of total
social expenditure, descending from 72.2% in 1995
to 68.5% in 2005. In terms of GDP, social security
absorbs 17.7% of the 26.1% of GDP represented by
total social expenditure. Most of this corresponds to
pension contributions —14.6% of GDP —while illness,
maternity, unemployment, wage integration and fam-
ily allowance benefits all combined total 1.7% of GDP.
Health expenditure represents 6.4% of Italian GDP,
having increased significantly during the last decade
from 4.8% in 1995. Its main component is hospital
services, which represent 43% of health expenditure
and account for most of the increase. Finally, social
assistance is the component that changed the least,
remaining stable at around 2% of GDP.

Italy and the EU

A comparison with other European countries is pos-
sible only for the year 2004. Overall social expendi-
ture in Italy was 1.4 percentage points below the
EU-152average (25.2% of GDP vs. 26.6%) and if per
capita expenditure at purchasing power parity for
the EU-15 were set at 100, Italian expenditure would
reach only 86.7.°

With regards to social expenditures other than
pensions, Italy presents very low levels, below most
European countries. This is the case of health, for
which Italy spends nearly one percentage point of
GDP less than the average. But much worse is the pat-
tern for assistance policies, such as support measures
for families and the unemployed, as well as those for
housing and social exclusion. For these areas Italy
scores at the bottom of the European ranking.

2 The 15 EU member countries before the 2004 enlargement.

3 <epp.eurostat.ec.europa.eu>
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Another indicator of the quality of social ex-
penditure is the share of monetary and in-kind
transfers within total social benefits. While in Ire-
land, the UK, Sweden and Denmark the in-kind ben-
efits share is around 40%, in Italy itis around 25%,
one of the lowest in Europe, showing a preference
for monetary transfers instead of the provision of
Services.

Social security cushions

There is an obvious imbalance in the composition
of social protection expenditure in different areas,
particularly for protection against risks other than
old age. From a detailed analysis of labour poli-
cies the social security cushions system appears
as a “non-systematic and nearly ungovernable set
of tools characterized by continuous overlapping”
(Chair of the Council of Ministers, 1997). Inconsist-
encies are twofold: a sectoral one, since employees
of bigger companies are more protected because of
the strength of their union representatives; and a di-
mensional one, depending on whether employment
is permanent or temporary and on the fulfilment of
contributory requirements in periods previous to
unemployment (Pizzuti, 2007).

The insurance nature of unemployment benefit
schemes leads to inadequate or absent coverage of
job loss risks for occasional workers or for young
people who have been working for a short time.
Moreover, the Italian system is completely lacking in
protection measures for ‘atypical workers’, i.e. those
working within the contractual frameworks aimed at
a higher flexibility of the labour market introduced in
2003. Such contracts have been left with no social
security safety net, resulting in an increase of pre-
cariousness together with flexibility.
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The overall expenditure for social security cush-
ions totals no more than 1.5% of GDP, and active
unemployment policies represent 0.5% of GDP. The
scarcity of resources for social security in Italy is
demonstrated by the amount of benefits per unem-
ployed person as a percentage of an active person’s
income. Italy shows an expenditure slightly higher
than new EU member states, but much lower than
Northern countries. Unemployment benefits as a
percentage of income are below 10% in Italy, while
the EU averages are 18% for the EU-15 and 15% for
the EU-25.

The biased ‘proof’ for privatization
of social security

One of the most noteworthy developments in the so-
cial protection sector is the privatization of the Italian
pension system. The issue is very complex and does
not only involve welfare considerations.

The need for drastic reform of the public and
compulsory pension system due to its financial un-
sustainability is an issue that began to have major
public resonance at the beginning of the 1990s.
There are basically three factors used as ‘proof’ of
this necessity: serious accounting imbalances in the
Italian Institute of Social Security (INPS), population
ageing, and the forthcoming retirement of the so-
called ‘baby boom’ generation.* All these factors are
used to justify the reduction of benefits guaranteed
by the public system and a shift to a private pension
system. Italian public opinion is deeply convinced
that some sacrifices need to be made in order to
permit the system to survive. What public opinion
is not told is that there are strong biases behind this
‘proof’.

First, one important reason for the INPS ac-
counting imbalance is that it is responsible for pro-
viding other social security benefits that should be
paid with general fiscal revenues. The INPS balance
sheet includes expenditures that have nothing to do
with pensions; revenues and expenses related to the
pension system are more than balanced. Further-
more, pension expenditure is expressed in gross
terms, which means a significant part of this money
is going to return back to the state as tax revenues.

Second, it is not only the ageing population
that should be taken into account, but also those
who are currently unemployed, especially since the
unemployment rate is not decreasing. Finally, the
retirement of the baby boom generation, which com-
prises approximately 60,000 people, will imply an
expenditure peak 20 or more years from now, while
the reforms introduced are supposed to reach full
application in 2010.

Contributory and earning-related pensions

Based mainly on the abovementioned considera-
tions, a reform process began in the mid-1990s and
is still ongoing. The goal is to convert the system
from a pay-as-you-go system with earnings-related
pensions aimed at guaranteeing a replacement rate

4 Inthe 1960s, due to improved living conditions, there was
an increase in the birth rate, and the people belonging to this
generation are supposed to retire in the mid-2030s.
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close to 80% in many cases, into a funded system
with contributory pensions. Basically, this implies
abandoning a system based on the principle of inter-
generational solidarity where active workers pay for
the pensions of the former workers who contributed
to their growth, education and the build-up of the
infrastructure essential for their work. Under the
funded/contributory scheme, instead, every worker
is self-reliant, saving an amount of money to provide
for an adequate pension upon retiring. The reform
has reduced the public retirement system for future
generations to a social security transfer meant to
avoid extreme poverty among the elderly popula-
tion. The replacement rate guaranteed is on average
around 40%.

Private pension funds

This brings us to the core of the process aimed
at inducing people to shift to a private retirement
scheme based on private pension funds. This inten-
tion is always justified through the idea of the public
scheme’s unsustainability combined with the sup-
posed ‘evidence’ that the market is in the long run
more remunerative than the public provision system
(essentially based on the average GDP growth rate
over the last five years). The point that is not made
clear is the contradiction of a financial market grow-
ing constantly faster than the real economy. This
phenomenon represents a redistributive process
from the real economy made up of firms, work and
wages towards the owners of financial assets: finan-
cial markets do not create wealth, they only redirect
it. The outcome of this flow is the reduction of the
wage share in the economy in favour of the capital
share.

Pension funds have incredible power in the
financial markets: they represent 30% of the finan-
cial instruments present on the New York Stock
Exchange. Whoever has access to this enormous
amount of money has access to enormous economic
and political power: it is not by chance that pension
funds are managed by a financial oligopoly com-
posed by Merrill Lynch, Rothschild, Crédit Suisse,
ABN AMRO and a few others (in Italy a handful of
banks — San Paolo, Unicredit, Generali, Arca, Fineco-
Capitalia and Monte dei Paschi — manage 70% of
the funds).

In spite of the efforts of past governments to en-
courage people to shift to a private system, pension
privatization is still at an early stage, mainly because
of the complexity involved in the shift from a pay-as-
you-go system to a funded system that will probably
take generations to be definitively implemented.

Defence of public social services

Another ongoing process is aimed at reducing wel-
fare universalism in favour of a market structure
through the privatization of the provision of public
services such as education, health care, energy dis-
tribution, collective transportation and water supply.
Although the privatization process has been pre-
sented to the public as unavoidable and somehow
‘scientifically tested” by economists, a great debate
has arisen between those who believe that the mar-
ket is the only way to reduce losses caused by the
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public structure’s lack of incentives, and those who
highlight the distinct role of public services which
cannot simply be converted to commodities. In fact,
even though their production might be feasible (and
profitable) for private firms, the nature of these serv-
ices has historically induced the state to guarantee
and protect their provision, keeping the production
or process under public democratic control.

Mainly following the European Commission’s
directives, the current government prepared a law
approved by the parliament (the so-called Lanzil-
lotta Bill, named for the minister of Regional Affairs)
concerning the privatization of local public services.
The final version of the law was fairly different from
the first version presented to the parliament. The
constant work of many civil society campaigns
not only prevented the complete realization of the
government’s intentions, but also opened the way
for a possible future return to local management of
important public services. While within the earlier
legislation the only way to provide those services
was through a joint-stock company only partially
controlled by the municipalities, the forthcoming law
clearly distinguishes between two ways of provision
of public services: the private one and public one.
This might be seen as animportant step to overcome
the ambiguity nested in a system that used to con-
sider as public the provision of services by a stock
company which is actually a private institution aimed
at creating economic profitability hardly consistent
with the provision of public services.

Another significant outcome of the negotia-
tions between governmentand civil society concerns
water management. An amendment to another im-
portant law aimed at introducing more competition
within certain markets (such as taxis, mobile tele-
communications, petrol distribution and pharma-
cies) made it possible to exclude water from those
goods and services managed by private companies.
In Italy, water has been at the centre of an increas-
ingly successful struggle against privatization. The
Forum for Public Water, which brings together about
70 campaign groups and trade unions and over 700
municipalities, recently launched a national initiative
to halt local water privatization processes and bring
back the already privatized regional and local water
services to public management. m
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