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During Ure 1970s, July cxperienced imp:cssivc compression of wase differentials,
similar 10 the belier-known sirvzuon in Sweden. Most evidence sugpests that this compression
camme 10 3 stop round 1952-83, coincident with 2 majoc instittionzl change (in the form of the
esc2210r clause in Jizfian vnion contracts), a mejor economic change (the slowdown in inflation), 2
major technalogical change (industria) restructuring 2nd the computer, revolution), and a major
political change (the loss of support for unioas zad their cgalitarian pay policies). There is some
stight evidence of re-opening of differentials siaze then, but the evidence is uncven, 2nd even where
2 re-opening is apparent, the dagree of jnequatiy is stll genzrally below thz level of the carly- 1o
nid- 1970s.

In CUs chapier, we 2n2lyze'the cvolution of wage differenti2ls 2cross skill 20d ozcupational
Jevels 2nd individual charzeicnistcs in Naly for wockers employed in the regular seclor of the
cconamyt workers who 2rc not sclf cmploycd. have “zbove ground™ jobs, and are not covered bty
specizl Tewswage wraining conacts. The evidence we provide is consisteat with 1]\.-. view that
eaiozs wese 2ble 10 push for instivional reforms that compressed wege differentials in the 1970s,
znd that this egalitarizn wrend has bean oaly panially, if 2t 2)l, reversed jn the 1950s. While we
czonot dednfiwely disinguish 2mong the relztive influences of insutadons, market forces,
tzzhaclogy and polities 0a the evolution of czrmings inequality in Nialy, our znalysis of skiil level
differendals 2ad our comparison zt the individual level with the more Jaissez-faire syStem of the
United Sizics surgest that both inflziicn and egzlitarian wage-seing institutions have imponanly
influenced hizlizn wage ouicomas. | .

In the n:xi section, we dascripe the stylized evidence on the rccr.nl»cvolulion of wage
ifereniiads across industrics, occupatonal levels, 2nd indi x—-idu.i!_s. We then briefly J2y out, ia
section 11, te instttional set-up of wage determination in hialy, We also examine the evolution of
ths compensatica structere 2nd its effects 02 wage differentiz!s acsoss skill levels in meta-
manufacusing, conceatrating in panicular on the effects of inflaion. Our primary Sindings hare
zze thzt the main “macker” porion of weges (the individually contracied part) znd the mzin
“iastinuion2l™ ponica (the escalator p.ymcms) largely serve'1o cancel cach other out, but thit
inflzdon did have a significant effect on wage compression before 1953, less so recendy. In
secion J11, we exdmbne the dsicrminznts of znnual wage 2nd salary income- 2nd the degree of

inzqueality 3t the individesl Jevel, comparing 12w inequabity 2nd camings regressions from 2
rcp'cscntzmc s..rnpl- of 1i2%2n houssholds with the Uniled Sl:ncs Current Population Survey, we
find 2 moce ccmp::ss..d canp:nszaon structure jn J12ly along almos: all dimensions and 2 weak
wend 10ward less insquality, in mzrl.l:d contrzst 10 the V.S, Finally, iy the concluding section, W=
ex2mine the possible impacts of this compression oa self employment, the undzrground cLONOMY,

~d low-w2ge training contracts, three mechanisms which may have increased overdll inequabity in
1121y but 2r¢ not capiured in our quanbiatve analysis of the regular scctor of the cconomy.




1 Raw Evidence on Italian Earnings Inequality

The main focus of this chapler is on carnings incquality across skill and occupational
categorics within scctors and across individual characteristics. First, however, we examine some
aggregate data on differentials across scctors. Figure 1 displays the cocfTicient of varation of blue
collar hourly wapes across industries from 1974 (0 1985 (after which the serics was discontinued),
The figure indicates a clear compression of differentials until 1982; aficr 1982 the dispersion of
blue collar wages increased somewhal, but remained below its 1974 Jevel in [985. Again, this
measure of incquality is not our primary intcrest, but it gocs back the furthest, and is consistent
with the view that differentials have not significantly widened recently.,
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Figure 2 prescnts the ratio between average white collar and average blue collar monthly
wages within the metal-manufacturing scctor. Two scrics arc presenicd here: the Assolombarda
serics, consisting of metal-nanufacturing firms in the Milan arca, and the Federmeccanica serics,
consisting of metal-manufucturing firms nation-wide.! Once again, we obscrve an unambiguous
compression until 1933, followed by no clear rend in the Assolombarda serics and some evidence

1 These dala sets have been previcusly analyzed in ASAP 1986-1991 and Camiti Commission

l:::'. They are described in greater detail in the data appendix, along with the other data scts used in this
chapier.




of a widcning of differentials in the Federmeccanica series, but not to the level of the mid-1970s by

the beginning of the 1990s.
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Finally, Table 1 displays the standard deviation of the logarithm of annual carnings from
employment from a survey conducted for the Bank of Haly over he period 1977-1987 (excluding
1981 and 1985).2 At this individual level, we find a continuing downward trend in inequality; in
Section [11, we analyze this downward trend and the detcrminants of individual labor income.

TABLE | DISPERSION OF INDIVIDUAL ANNUAL LABOR INCOME

Year 1977 } 1978 | 1979 | 1980 | 1982 | 1983 | 1984 | 1986 | 1987

Standard Deviation | 6 40t g4 | 044 | 041 | 042 | 041 { 039 | 038 | 037
of logarithms

Source: Banca D'linlia

Ovecrall, then, we do not sce a clear trend toward significant wideaing of wage inequality in
these findings, though the aggregatc cvidence docs scem to indicalc a leveling off of wage -

2 The number given is tie standard deviation of the log of camings from cmployment for full-thmc,
full-year, non-agricultural, non-sclf employed workers between the ages of 18 and 65. This data sct is
further explained and analy2ed in section 111 and in the data appendix.




compression around 1982-83. In the nexl section, we will sce what the institutonal set-up of wage
determination cante!l us about the trends we observe here.

1] Institutionnl Framework and Wage DilTerentinls:
Descriptive Evidence from the Metal-Manufacturing  Sector

m1 The Actors® |

Three major unions (CGIL, CISL, UIL) have represented workers in Italy during the post-
war period. These unions had their origins at the beginning of the cold war with the splitting of a
unificd union under povernment and U.S, pressures aimed at isolating the Italian Communist Party
(PCI). The three unions were initially, and 10 some extent still are, characierized by differcnt
political inspirations, more or less related to the three main strains of ltalian politics: communist,
christian democralic, and social democratic, respectively. The political pressures 10 split the Lialian
labor movement were, however, not cnlirely successful, given that after a decade and for most of
the remaining post war period the three unions have acted together, following a unified strategy,
particularly in pur.éuing cgalitarian compensation policies. It is only recently, as we shall see
below, that they have disagreed on some major substantive issues, and in particular on the reform
of the indcxal.ion systcm,

It should be noted that CGIL, CISL and UIL are confederations of sectoril unions. The
cxtent 10 which bargaining strategics are coordinated across scctors is not, however, immcediately
clear. Yct, some sectors scem to have played ’a leading role in the bargaining process; this is
particularly truc for the metal-manufacturing sector, on which we will focus our analysis in this
section. Contracis in metal manufacturing cover a vast amray of industrics, including all metal
wransformation acivities: industrial, clecirical, and transportation machinery, computers, other
precision instruments and scveral smalier metal and machinery industrics.? Unions have
traditionally had their strongholds in these industrics, and, thercfore, metal-manufacturing
contracts have ofien been the first to introduce significant pro-worker rules laler extended (o other
sectoral bargaining unils, On a few occasions, metal-mamefacturing contracts have cven been
translated into law,

3 Sce Neufeld 1960, Giugni 1984, and Locke 1992 for more cxtensive English language analysis of
lalian industrial relations history and structure.

) Mctal-mamfacturing workers accounted for approximately 13 of all non-sclf employed
industrial workers and 1710 of all non-self employed workers in 1990; we say “approximatcly” because It
is not possible to know exacily bow many workers are covered by the ierms of the metal-manufacturing
contract.  Mectal-mannfacturing production accounted for 38% of wtal indusirial production. Source:
Confindustria, '




All private industrial employers are represenied by a single association (Confindusiria)
that has wraditionally played the Icading role in bargaining. Other sinsilar associations represent
cmployers in the other niain sectors (rade, other services, artisans, agriculture), and an important
role is also played by the association of companics that are partially owned by the government
(Pariecipazioni Staiali) but operatc under market rules. Finally, the role of U public -
administration as an cmiployer has become increasingly intportant, particularly in recent years
during which, in contrast to the past, industrial relations oulcomes in the public scctor have started
to influence the private sector.>

The relative strength of workers' unions and employers® associations, and e exient to
which they have been able to achieve their bargaining goals, have gonc through quitc substantial
swings in the postwar period; we identify three major phases here. The 1950s and 1960s were a
period of relative weakness of unions, although some initial sicps were undertaken toward the
construction of the suongly pro-worker legislation that now characterizes Italian industrial
relations.6 The Aumunno Caldo (Hot Autumn) of 1969 was the first important tuming point: a
period of widespread social unrest and acute class conflict which gave unions cnormious popular
support and bargaining power. The result was a tremendous pro-worker shift in lcgislation and
bargaining outcomies: the most important example is the Statuto deilLavoratori (Charter of
Workers Rights) that provided the world-famous ltalian workers® protection against firing as well
as other significant labur market regulations that hicavily constrained the frecdom of emsployers in
the labor market

During the 1970s, the achievement of an cgalitarian distribution of inconie was one of the
focal objectives of unions, and given their relative strength during this period, they were able to
induce a strong compression of wage differentials. Scveral collective contracts in the carly 1970s
granted equal contractual increascs to all workers, and in 1975 a new indexation system, to which
we will return below, provided for cqual increasces to all workers for cach percentage point of
inflation. The slogan "equal pay for all work™ would have been subscribed to by most union Ieaders
during this period, and it is difficult to doubt that a large part of the compression of wage
differentials observed in the 1970s (scc scction I) was caused by the unions' successful pursuit of
cgalitarian pay policics.

Thc march against unions by 40,000 high-level white collar workers in Turin (the location
of FIAT) in the fall of 1980 may bc considered the second turning point. The compression of wage
differentials had rcached a threshold of unacceptability for high-skilled workers, and Uwir

3 Particularly important was the wave of contract renewals in public administration in the Iate
1980s that granted larpe wage increases (o public sector workers and apparcatly caused a ratchct effect on
ivale sector workers.
For cxample: laws on layofls and firing, on the protcction of female workers, and on the
prohibivion of gender and regional based contractual pay differences.




opposilion to cpalitarianism, probably latent in the previous years, came explicitly to the surface.
In the meantinie, the process af heavy plant restructuring, spurred by the oil shocks and begun in
the fate 1970s, hiad extended to a large part of the industrial scctor, resulting in major LayofTs in the
industrialized regions. The unions progressively began (o lose members and public support, duc in
no small measure to their inability to protect less-skilled workers from layolTs and the opposition of
the high-skilled wou‘ kers to cgalitarianism.

Table 2 presents some illustrative figures on this recent diminution of union strength. The
first Iwo columns rcport measures of strike activity for the national industrial scctor and for the
Lombardy mctal-manufacturing scctor, respectively: both scries display a significant decrease in
the number of hours lost to labor conflicts aficr 1983.7  The last column reports union
membership for the metal-manufacturing scctor in the Milan arca. Different definitions of the
"Milan area” in the publications from which these numbers were taken cast doubt on the exact
comparability of these numbers across years. We are, nevertheless, coafident about the basic
message that can be taken from this cohsmin: union membership has been steadily falling since the
mid-1970s, with a significant drop at the beginning of the 1980s.

The result of these rends was a loss of bargaining power from which the three traditional
niajor mnions do not secem o bave recovercd. Furthermore, new corporative unions representing
small groups of warkers in crucial positions have acquired suhstantial power, panticularly in public
scctor services, exacerbating the cumrent weakness of the traditional Halian Iabor movement. All of
this adds up 0 a labor movemnent with a dinsinished ability (and perhaps willingness) to push

through their cgalitarian pay policies.

1.2 The bareaining structure and the Inquadramento®

On the basis of an extensive interpretation of the Constitution, and in the absence of rules
concenming unions’ certification, collective contracts signed by the three main unions have erga
omnes validity as far as compensation is concerned (i.c. they apply (o all workcrs'rcgnrdlcss of
union status). Therefore, in ltaly union membership may differ dramatically from union coverage:
the latter is always virtually 100% within cach unit for which a collective contract is signed.
Furthermore, coliective contracts have on a few occasions been translated into law, Hence, the

7 An additional interesting fact conceming the significant reduction of strike activity in 1978 is
that that was the ycar of the kidnapping of the Christian Democrat eader Aldo Moro by the Red Brigades.
A govemment of national solidarity against tcrrorism and the economic crisis, with the external support of
the PCL. was put in power on that occasion, Thie gencral fecling of national solidarily against the Red
lalngndcs. shared by uic PCI, contributed to the decrease in strike activity.

The litcrature on the lialian bargaining structure and on the inquadramento is large; we draw in
particular on Carinci 1987 and P, Ichino 1992,




influence of unions has reached those parts of the economy that the unions have not direcily

organized.

TABLE2  LABOR CONFLICTS AND UNION MEMBERSHIP, 1974-1990

Avernge numberof hours  Total number of hours lost CGIL, CISL & UIL

Year lost to strikes per month, lo strikes per ycar mcmbers
(catire industrial seclanr)l (mctal-manufacturing, {mctal-manufacturing,
Lombardy)2 Milan Arca)?
1974 6516 ' 196022
1975 8424 19930 200288
1976 10653 29553 193738
1977 4138 17598 191108
1978 2604 7173 184721
1979 9635 28947 183436
1980 11859 18549 179434
1981 4067 10872 115340
1982 4369 25267 102524
1983 6216 | 19035 921563
1984 800 5676 78574
1985 1276 4531 72717
1936 1182 | 2894 07854
1987 12 2705 42819
1988 1161 1190 403606
1989 622 2271
1990 1953
NOTES
1) Avcrage of the January, April, July and October number of hours lost (o strikes in millions, from
the Bank of Italy.

2) Tolal numbcer of bours lost in cach year in thousands, from Annuario di Statistiche dei Lavoro,
ISTAT (Official Italian statstical office).

» Numbcr of members of the FLM (Federation of meta)-manufacturing workers); this is the
confederation Lhat joindy organizes CGIL, CISL and UIL workers in metal-inanufacturing,

Source: These data were collecied at the FLM historical archive in Milan,




Bargaining takes place at the national, sectoral, provincial and firm levels. Esscatially all
aspects of labor relutions may be a subject of ncgotiations, as long as the bargaining outconie is at
lcast as favorable for the workers as what is implicd by the law, Bargaining at the national or
provincial Jevel can be characterized as a stale-contingent process in the sease that it usually
occurs when specific issues of gencral relevance need to be discussed; as far as compensation
differentials are concerned, the most important issuc discussed at the mational level has been the
indexation systein. In contrast, scctoral and firm level bargaining arc better characterized as time-
contingent processes. Typically, sectoral contracts last approximalely three years and, after the
signing of cach sccloral contract, bargaining at the firm Jevel begins. The sectoral contract provides
a wage floor for the firm level, but bargaining docs not necessarily occur at the firm level. Indeed,
during the carly 1980s Confindusiria often advised its members not (o bargain on wages at the firm
level; morcover, unions at that time did not have enough strength, in many firms, o push e
discussion of wage increases beyond those granted by the sectoral contracl.

Many of the outconies of collective agreements are differentiated acruss workers according
to a skill ranking system. The Jaw first divides non-sclf employed workers into four categorics:
blue collar workers, while collar workers, quadri and managers. The nature of the occupation,
whether manual or intellectual, traces the border line between blue collar workers and the other
catcgorics. while the amount of directive responsibilitics traces the distinctions among the higher
categorics. High level white collar workers with directive responsibilitics, known as the quadri,
were first recognized by Whe Jaw as a scparale category- in 1985, However, after the march of the
40,000 in 1980, collective contracts and employers acting independently from the contracts had
already staried to grant them some preferential treatment, ‘The process that led (o the recognition
of the quadri as a separale calcgory was onc of the many signs that the compression of differentials
achicved in the 1970s had gone (00 far for Lhe unions’ constituencics and the public at large.

Within the ranks of the non-managerial workers, collective contracts at the sectoral level
further subdivide workers into several quasi-skil) categories called inguadramento levels. Wages
and working conditions arc attached o these levels and contracts establish which types of workers
arc in which level; instcad of job descriptions, there are inquadranicnto descriptions.

In the 1950s and 1960s there were different inquadramiento Jevels for blue collar and white
collar workers, while the quadsi calegory did not yet cxist. The distinction between blue collar
workers and while collar workers was, however, in cvident contrast 10 the cgalitarian goals of the
unions. Therefore, during their period of strength in the easly 1970s, the unions tried o push,
through collective barpaining, for the Inquadramento Unico: a single ranking structure for bluc
collar aud white collar workers, The poal was 10 miake explicit the eyuivalence of tie skill content
of manual wund intellecctual work, The attemipt was, however, only partially successful, with bluc




and white collar workers ranked together only in the botom half of the inquadramento while onl y
whitc collar workers were ranked in the upper half,

In the nwctal-manufacturing scctor, for cxample, there arc cight inquadramento levels.?
All blue collar workers arc ranked in the first five levels; some blue collar workers with directive
respoasibilitics arc called “inteomediates™ and are ranked in the fourth and fifily levels, White collar
workers are ranked in all levels but the ficst. Finally, the quadei arc ranked in ihe seventh level,
Thus, despile the cgalitarian gains of the unions, it is possible o identfy 15 different skil! runks of
workers in metal-manufacturing: 5 bluc collar levels, 2 intermediate levels, 7 white collars levels
and 1 level for the quadn.

Our analysis in this section is based on the average monthly wages for these catcpories of
workers for samples of firmis from (wo data scts. The Assolombarda data set is collected by the
Lombardy scction of Confindustria fromn questionnaires sent lo mefal-manufacturing firms in the
Milan Arca. This dala sct provides fairly disaggregated information on the components of the
comipensation package. The Federmieccanica dala sct is coliecied by the metal-manufacturing
section of Confindustria and is based on firms in the wholc country, bul provides morc limited
information on components of the compensation package. !0

First, we belicve il is iniportant to get a sense of the extent of homogencity of these 15
calegorics across firms, in terms of monthly compensation, From the Assolombarda data set we
have access o the average monthly wages paid by cach firm (o the workers in cach of the 15
catcgorics for the years 1983-1990. The¢ inquadramcnio level of the workers cxplains
approximately 80% - 90% of the total variance of average mionthly wages across inquadranicnto
levels and firms. Furthermore, the (employmeat weiglted) within-inquadramento cocflicient of
variation of the average monthly wages paid across the firms in the sample is never above 10%
(i.c. the standard deviation is never larger than 10% of the mican).

Looking separately at bluc collar workers and while collur workers, tiere is the most
homogeneity within the central ranks of each of the two groups. It should be kept in mind,
however, that very few firms in the Assolombarda data sct rank workers in the lowest blue collar
and whitc collar levels, 5o the cocflicicats of variation arc not very significant for these two levels.
In the rest of our analysis bascd on the Assolombarda data set we will drop these two levels, Intra-
inquadramicnto pay for whitc collar workers scems (0 be on average less homogencous than for
bluc coilar workers, and for high whitc collar levels the coeflicicar of varation is significantly

larger. There is, then, appareatly less pay homogencity across firms at high inquadramento levels .

9 The icvels are numbered from 1 fo 7, but an additional catcgory called 5-super has been added
between the [ifih and the sixth levels.
Further descriplions of these Lwo data sets arc provided in the data appendix,
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Since we do not have access 1o individual wages in these data sets, we have little to say
about within-finm variability. Limiting ourscives (0 differences across firms, we take the above as
evidence that inquadramento levels explain a large part of the variability of monthly compensation.
In other words, workers in a given level scem to receive fairly similar wages in different firms,
although his is less true the higher the skill level. If onc is willing to belicve that wape homogencity
refiects skill homogeneity, and in the absence of better measurcs, inquadramento levels can then be
considered as fairly satisfactory proxies for skill ranks.

The distribution of workers across inquadramento levels has undergone interesting changes
in recent years. The Federmeccanica data set contains information on the proportion of workers in
cach level which is comparable across years, Between 1976 and 1991 the proportion of bluc collur
workers in the rion-managerial metal-manufacturing labor force decreased from 75.8% to 63.5%.
This decrease seems to have been mainly due (o a decrease in the proportion of workers in the three
lowest inquadranicnto levels; since relatively few workers are ranked in the first two levels, most of
the decrease in the blue collar fraction of the labor foroe comes from the third level, As for white
collar workers, (he increase in their proportion of the labor force is almost entirely due 0 an
increase in the proportion of workers ranked in the (wo highest levels. These trends are
particularly cvident between 1970 and 1987,

This evidence suggests that the metal-manufacturing sector underwent a significant change
in the composilion of its labor force across inquadramento levels between 1976 and 1987, There
are (wo prinéipal interpretations of this change in composition.  First, inasnwch as (he
inquadramento levels reflect skill levels, there may have been a shift away from lower skills and
toward higher skills  Unfortunately, with our data, we have no way to measwre how much of this
shift was duc (o Jabor demand forces and how much (o labor supply forces.

Sccond, these trends may simply be the result of internal promotions during a period in
which cmployment growth in the metal-manufacturing secior was ntnimal, In centralized
bargaining systems, upgrading is a typical response to market forces pushing for more wage
dispersion, resulting ulimately in an implicit form of wage drift. Again, however, we cannot
discntangle with our data the cxtent to which these Irends in the composition of the labor force
reflect technological shifis toward miore skill-intensive production and the cxtent 10 which they
represent a form of wage drift. While reading the succeeding sections, though, keep in mind that
on top of the wage drift that we will cxplicitly measure (as the non-collectively contracicd portion
of the compensation package), wage drift is also likely (o have taken place implicitly through
promotions,

11




I3 The compensation structure and compensation differentials! !

The structure of the typical compensation package for an Italian jodustrial worker is
detailed in Table 3. The contractual mininum is deteenined at the scctoral bargaining fevel; the
indexation system (scala mobile = cscalator), regulated by sccloral bargaining or by law, is
thought of as protcction for the purchasing power of the contractual ntinimum. These two
components make up the contractual compensation. Bargaining at the firm level adds to this {loor a
wagc incrcase called the collective superminimum and a component called the production premium;
the latter component originally had an incentive function that was abandoned in the 1970s under
union pressure, though it stll remains in the compensation packape. More recently, annual
boouses, sometinics in the form of profit sharing, and plant level inceative componcnts have also
been introduced inio fimm level bargaining; scniocrity increases, in contrast, have always been
determined at the sectoral Ievel, The individual supermininwm is the last component of the so-
called basc monthly compensation; it is determined by the cmiployer outside of any direct influcnce
by unions - as we will sce, because of this feature, it has played a significant role in the
determination of wage dilferentials,

Adding some minor extraordinary payments!2 and overtnic payments,!3 we get to the
total monthly compensation. The annual compensation is not just equal to twelve monthly
installments, however, becausc in addition (o the annual bonuses mentioned above, at [east one (by
lawy), or lwo or in some cases up to four additional "months™ are added according to the sectoral
contracts. Finally, scverance payments are pranted by law in any case of job secparation.

Not all of these componcnts are equally imponant, particularly as far as wage differentials
arc concerned. As shown in Table 4, the contractual minimum, the cumwulated scala mobile
payments |4 and the individual superminimum accounted for betwoen 80% and 90% of the total
monthly wage in 1991 in cach inquadramento level, though their relative weights varied, as will be
discussed below. Furthennore, because overtime payments, severance payments and 13th month
(and above) installments depend on the base monthly compensation, the behavior of these tiree
components ¢ssentially shape the behavior of the entire compensation package. In the remainder of
this subsection, we describe the evolution and the determinants of these three key components.

1 The data sets on which this section is based have been used by scveral previous rescarchers. This
seclion owes a lot to that literature, particularly ASAP 1986-1991, Camiti Commission 1988, Bingioli
1985, Biagioli 1988, Frey 1988, Bordogna 1988, and Lucifora amnd Presute 1990.

12 Paymsents for missions or compensating payments for specific job chamcteristics, for example.

13 Ovcrime paywents are not included in the montlily compensation data we usc int the rest of this
section.

14 Here and elsewhere in the figures and tables, we refer to scala mobile payments cumuliicd since
1981.
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TABLE 3 THE STRUCTURE OF THE TYPICAL COMPENSATION PACKAGE"

d

Contractual minlnium (scctor)

+

Scala Moblle component (scctor, nation, or law)

= Contractual compensatlon

+

-+
+
+

Collective superminimum {{irm)
Individual superminimum (individuat)
Seniority increase {scctor)

Production premium (sector / firm)

Dase monthly compensatlon
+ cxuordinary pay {sector, law)
+ overtime payments {sector, law)

= Monthly compensation
. 12
+ [3th-14thnonths, cle. {scctor f law)
+  Other annual bonuses (scctor f firm)

= TOTAL ANNUAL COMPENSATION
+ Severance pay (law)

"= TOTAL COMPENSATION

The bargaining level at which the component is discussed, or whether it is detenmnined by law, is in
parcnthescs.
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TABLE 4 MAIN COMPONENTS OF THE MONTHLY WAGE AS A PERCENTAGE OF THE
TOTAL, MILAN AREA METAL-MANUFACTURING SECTOR, 1991

Inquadranento level Coslt{nctual Scala Mobile lndividt.ml Collective Other
minimum supermin, supcrmin,
BC2 3147 5838 0.51 2.67 6.96
BC3 3162 53.12 1.30 295 11.01
BC4 31.76 49.9 327 4.01 11.05
BCS 3235 45.62 3.54 396 14,53
INS 31.19 49.06 6.75 2.60 10.40
INS 30.35 42.80 12.10 4,54 10.20
wWC3 31.54 53.00 4 444 1.97
WC4 3nL22 49.08 4.8 5.86 9.01
wWC5 31.53 44.47 9292 5.18 890
WCsS 30.28 39.56 1437 4.15 11.63
WC6 30.18 35.57 21.48 5.16 7.62
wWC7 29.47 27.91 30.06 422 8.34
Qu7 26.15 23.11 38.59 4.16 7.98

Source: Assolombarda
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The contractual minimunt
As previously mentioned, the floor of the cntire wage structure is the contractual minimum,

cslablished al the secloral bargaining Jevel. For cach inquadramento level and for each year of the
contract, @ minimum wage is agreed upon. As shown in Table 4 this component amounted (0
approximatcly 30% of total monthly wage in each inquadramento level in 1991,

With the exception of a few contracts in the carly 1970s, contracicd minimum increases
have always displayed somc differentiation across inquadramcnio levels. Nevenhicless, the
comnpression of differentials for contracied levels continued until the end of the 1970s. For metal-
inanufacturing in the Milan arca, these trerds are shown in Figure 3.15 1n 1976 the contracted
minimum for white collar workers in the seventh level was 80% more than for blue collar workers
in the sceond level, “Ihis percentage fell to 60% in 1979 and then grew more «r less steadily up 1o

1991: in ahis year the highest contracted minimuin was almost twice the lowesl

Ad, 3: MATAN RATION ACAOSS INOUADRAMENTO LEVELS
([.4 T K} m'“ [ a By 4 :

1976
197
1978
197¢
930
1981
1982 -
1983
1584 +
1928
1906
1987
1588
1989 4
1950
1991

Figure 3 also shows the samie dispersion measure for total monthly conipensation. 16 This
differential is larger than the contracted onc in every year and has a U-shape, with 2 minimum in

15 Each point in this figure represenis a compensation ratio between the seventh while collar level
and the second blue collar level, with the exception of the upper obscrvations oa monthly compensation
Yosl-l987 {sce next foutnote).

6 Afier 1957 the figure reports Iwo max/min rmtions for otal compensation. The upper onc uscs the
average wage of the quadr as the max. This should not necessarily be interpeeiced as a widening of
difTerentials with respect to previous years, since the catcgory of the quadrei was created by splitting the
seventh white collar category, As discussed above, the quadn started being reated differently long before
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1983; this minimum occurs four years after the minimum of the contuacled differcntial. In other
words, despite the {act that cbnu::ctc.d diffcrentals began o widen iﬂ the late-1970s, total
diffcrentials continucd to compress. 1f the coalracted minimum plus scala mobile component is
considered (the third scrics displayed in Figure 3), the max/min ratio for this scries also kecps
decrcasing until 1983, This cvidence suggests that inflation, in conjunction with the indexation
system, bore major responsibility for the compression of monthly wage differentals between 1979
and 1983.

The scala mobile!7

Irklexation has a long and conflictual history in Laly, full of cansequences for the evolution
of wage differentials.  The first escalutor (scala mobile) was introduced in bargaining at e
natonal level immiediately afier the war.  For cach unit increase in e price index, cqual wage
increases {called purnti di coutingenza = points) weee paid (0 workers in all scclors and
inquadramento levels, but the increases were differentiated by region (lower in the south), pender
(lower {or women). and age (Qower for young workers). A referenee basket of poods was
established, which remains cssentially unchanged today. The agreement, initially proposcd by
Confindustria, was cxplicilly interpreted by the parties as an cxchange of indexation for social
peace. |

The provision of cqual scala paymients for all workers (which cnsured 100% coverage for
the mean worker's contracted wage in 1946) clearty induced a compression of wage diffcreatials. It
also esscntially provided zcro coverage for subscquent contracied wagc increases; yet, on the other
hand, since the punﬁ di contingenza were paid for cach unit increase in the price index (rather than
for cach percentage point drop in the mean wocker's real ‘wagc. for cxampic), this systcm
accelerated the reaction of wages (o inflaton. Such a system, thercfore, requires pcnodlc
adjustmcnis, first o provide coverage for subscquent contractcd wage increases, and seoond (0
reduce the built in aceeleration of the wage-price spiral.

The compression of differentials caused by this indexation system, in conjunction with the
high post war inflation, soon led to calls for the climination of the cgalitarian aspects of the
escalator. The system was slightly changed in 1951: the ncw systemt was still bascd on points, but
the escalator increascs were diffesentiated (o provide 100% coverage for cach inquadramento level

and to maintin inter-inquadramento differentials on a F00-239 scale fram the fowest blue collar

this split The figurc indicates, though, (hat dic differential wcatment of the quadsi, bidden in the scventh
Jevel before 1937, was indecd significant

For additional information on the debatc conceming the scala mobile and on its history, sce
D'Apice 1975, Quarchioni 1979, C.N.E.L. 1981, Alleva 1986, Faustini 1987, and Mariani 1991.
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level to the highest white collar level. Al other aspects remained unchanged, including zcro
coverage for future wage increases and the built-in accelerator.

The scala mobile maintained this same basic structure until the nid-1970s, with peradic
readjustments to provide coverage for interim contracted wage increases and (o reduce the reaction
specd of the cscalator. One major change, concerning not only the indexation system but also
contracted wages, was the climination by law of scala mobile paynicals and contracted wage
difcrentiation by gender, age and region. The escalator, originally introduced in bargaining, was
extended by law to the entire industrial scctor in 1960. With few exceptions (the financial sector,
for example) it was extended through contracts to the rest of the economy, although its nontrivial
drawbacks in term of coverage and wage-peice spiral were already cvident.

Then, when union strength increased dramatically after the Autunno Caldo, Uic unions
sought changes in the sysiem. Most obviously, the cgalitarian aspirations of the carly 1970s
clashed with the differentiation of scala mobile payments across inquadramento levels; in addition,
given the large contracted wage increases of the carly 1970s, and despite the periodic
readjustments, the coverage provided by the system had deereased, Finally, the first appearance of
oil shock inflation suggested to the unions the need for better protection of real wages.

Upon the unions’ request (0 Confindustria, a return to 2 fully cpalitarian escalator was
ncgotiated in 1975: the partics agreed on a two year Lransition 10 a sysiem where all workers would
receive, at a guanterly frequency, cqual escalator increases for cach point increase of the price
index in the previous quarter (i.c., similar to the 1945-46 system, but without differentiation by
region, gender and' age). 18 The scala point was st equal to the highest point of the previous
system (upward equalization). In addition, a quite substantial fixed sum was paid to all workers as
compensation for the lack of full coverage of interim wage increases under the old system. A 1977
law prohibited cscalator sysicms more favorable to workers than the cscalator negotiated in 1975;
Uds implicd dc facto legal extension of the industrial sector escalator to the entire cconomy.

Soincwhat surprisingly, the two nijor drawbacks of the previous system (zero coverage of
subscquent contracted increases and acecleration of the wage-price spiral) remained in place, while
the potential for dramatic compressionary cffects on wage differentials in 2 country already facing
infation in double digits was built in. In addition, the average coverape was dramatically raised by
thc upward equalization of the punti, increasing real rigidities potentially incompatible with the
conscquences of the oil shocks,

Indeed, between 1975 and 1983, while inflation Nuctuated between 10% and 20% (Fipure
4), the potential for wape compression became a reality, as shown by the evidence presented in the

13 .Notc the similarity of this system 1o the escalator clauses in many US. union contracts: in the
automobllc-nnd acrospace industries, for example, COLA clauses oficn specily across-the-board cents-per-
hour wage increases for given increases in the consumer price index,
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first section and in Figure 3: the dispersion of all the micasures we consider (except the contracted
miniinum alone) and in particular the contracted plus scala mobile component of the conpensation
package display a continuing compression until 1982-83. Despite the increasing high-skilled
workers' opposition 0 wagce compression, untons remained attached to the egalitarian nature of the
scala mobile. They also opposed any attempts to cut the degree of coverage and the reaction speed
of the escalator.

G, 4: ANNUAL INFLATION L TTALY
(CP1 growth whth 144 pe 2t 18 gaine month, previovs Fewr, Sowrce: Benk of Laly)

% role

On these latter issues, however, the three unions came to fundamental disagreement after
many years of unificd action. In 1983, CISL and UIL joined in an agreement with employers
(spcarhcaded by the government) which implemented a 15% downward adjustment in the degree of
coverage, followed in 1984 by a predetermined cap on scala payments. The communist majority
within the CGIL opposed the agrecments, and together with the PCL they pushed for a refecendum
against the 1984 aprecmient,  The referendum, held in 1985, acquired a political importance that
went far beyond the relevance of the money involved: it became a referendum on the scala mobile.
The result was a defeat for the PCI and the CGIL that signalled the end of the old indexation
systen,

On the wave of the referendum results, Confindustria was strong enough to fully reject as
a wholc the old indexation system. However, the bargaining process over 2 ncw system between
Confindustria and the unions came to a dead end, The Government was therefore compelied to
directly intervenc in order to avoid social unrest, doing 5o in 1986 with a faw on indexation that
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impased a new ;‘.ublic scetor escalator on the cnlire cconomy. The point-based systcin was
abandoned for something analogous 10 a progressive 1ax sysl'cm: 100% coverage for a portion of
the contracted compensation (cquivalent to the contracteal mininwem of a medivm level worker),
with the renminder up to the total contracteal compensation (contractual minimum plus scala
mobile: scc Table 3) indexed at 25%. AH other compensation coinponents were uncovered. The
average overall dégrcc of indexation was approximaltely 50% for blue collar workers and 40% for
whilc collar workers.

The law expired in 1990 and was extended for one year in the hopes that the parties would
reach a solution. In December 1991 the parties decided to suspend the existing indexation sysicm
(begun in 1986) and o0 open, in Junc 1992, a new barpaining round aimed at a comprehensive
reform of the cntirc compensation system, including indexation, The trade unions, the employers
and thc govemment came (o 2 first agreement at the end of July 1992. Despite the suong
opposition of the communist left in the CGIL, the July agreement brought the death of the scala
mobile: in exchange for the climination of the indexation system, Nalian workers were (0 receive
monthly lump sun1 payments beginning in January 1993 equal, for everyone, (o slightly more than
1% of the nionthly wage of the lowest level blue collar worker in 1990. In addition, bargaining at
the firm level was suspended by the July agreement until the end of 1993, 19

This agrcement clearly has the flavor of a large concession from workers o empldyers,
and in fact generated much opposition among some union members. In addition, the subsequent
exchange rate crisis of the Lira, initiated in September 1992 and followed by a stabilization
program proposed by the government, made the July apreement even more difficult for the unions’
base conslituency to accept: the devaluation gencrated a widespread fear of growing inflation in the
absence of indexation, while the stabilization propram (more taxes and fewer social éxpcnditurcs)
contradicted some of the commitments made in July by the govcnmian

Returning to the 1986 reform, it apparently did not induce very much differcntiation across
inquadramento levels: Figure 3 indicates that the max/min ratio of the contracted minimum plus
scala mobile component increased only slightly in the late 1980s, although the differential for the
contracled increase shows a more marked vpward trend. We sce in Table 4 that in 1991 the
portion of total compensation accounted for by the scala mobile payments cumulated since 1981
still shrinks as we move to higher inquadramento levels; during the 1980s, the indcxation system
did not fully protect the wages of high-skilled workers. Table 4 scems, however, to suggest that
the third main component of the compensation package, the individual superntinimum, has at least
partially compensated the high-skilled workers for the Jow coverapge provided by the scala mobile
sysicm.

19 As for the comprehensive discussion of the entire compensation structurce, the agreement only
menlions a geacric commitment of the parties Lo discuss the issue in future bargaining rounds.
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The collective and ihe individual su -

Bargaining at the firm level has clearly influenced wage differentials. The main portion of
the compensation package that is determined at Uus level is the collective superminimum (sce Table
3). The ratio between the highest and the lowest inquadramento levels for the cross-firm average of
this wage component (from the Assolombarda dalta sct) ranged (rom 233 in 1976 (0 339 in 1991,
while for the contracted ninimum the ratio ranged from 187 to 201 over the same time period;
however, the collective superminimum ratio is still relatively small if we compare it (o the ratio for
the individual superntinimum, which ranged from 3670 in 1976 to 12708 in 1991.

The individual superminimum is the part of the monthly wage that is delermiined by the
employer specifically for each worker and, therefore, is the only component of the compensation
package that is not regulated by collective bargaining or by the law. As shown in Table 4, this
component is practically insignificant at low inquadramento levels but grows (o almost 40% of the
compensation package at the highest white collar level. All together, Utis evidence suggests that the
individual supcrminimum is the main instrument by which individual employer-worker bargaining
influences wage dispersion

Somic interesting descriptive evidence on the role of this component is provided in Table 5.
This table, based on Federmeccanica data, displays the l‘ollowing decomposition of the annual

increase in monthily compensation.

WT, , WCS WT,
_— _ AL N LS
‘ot (WTI-I) = log (er-l) v o WCSl)

where: WT = total monthly compeasation, WCS = contracted minimum wage plus cumulated scala
mobile, and t indexes years, That is, the (otal percentage monthly wage increase belween (wo
years can be decomposed into the sum of the percentage increase due to the scala mobile and the
contract, plus the log of the ratio between the total wage and the contracted plus scala mobile
portion. This last term is known in the literature as the drift rate.20 Table 5 presents, for cach
inquadrumento lcvel, the averages of these tuee terms for the 1976-1982 and the 1983-1990
periods. This data set docs not offer scparale information on the individual supermininium and
thercfore we can only examine the overall drift. 'We know, however, from the above evidence that
as far as differentials are concerned the individual superminimum is the most important componcnt
of the drift.

20 Sce, lor example, Hibbs and Locking 1991,
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TABLE 5 DECOMPOSITION OF THE TOTAL MONTHLY WAGE INCREASE
IN THE NATION-WIDE METAL-MANUFACTURING SECTOR

Inquadramento fevel 1976-1982 averages 19813-1990 averages
tolal wage drift  contract | lotal wage drift coniract
growth plus scala | growth plus scala

BCI 18.50 13.71 4,79 1.54 12.07 -4.53
ne2 17.61 1633 1.28 7.43 1431 -6.88
BC3 17.18 1949 232 7.90 1940 1151
BC4 16.90 20.77 -1.87 1.96 21.52 -11.56
BCS 16.57 22.29 -5.72 3.20 24.81 -16.60
IN4 16.51 2832 -11.81 3.01 27.6% -19.63
INS 15.60 33.89 -18.28 3.27 31.08 -22.81
wC2 17.87 13.79 4.08 6.93 10.12 -3.18
wC3 17.55 2045 290 7.05 17.81 10,75
WC4 17.04 2520 -8.16 7.07 2192 -14.835
w(Cs 15.64 29.48 -13.84 7.58 29,75 21,87
WCsS 15.06 33.35 -18.23 7.98 34.01 -26.04
WC6_ 13.92 41.00 -27.08 8.59 45.92 -37.33
wC7 14.91 62.11 -47.20 10.08 73.36 -63.29

Source: Federmeccanica

Looking at total wage growth in the diffcrent inquadramento levels, the compression of
wage dilferentials in the fint sub-period and the expansion in the sccond appear evident.2! But
what is most striking in (his table is the cxistence of a scissor between the drift rate and (he
increasc duc to the contract plus (he scala mobile, which grows larper as we move across
inquadramento levels. Notice also that in the second sub-period the size of the scissor cleardy
widens, particularly in the higher white collar levels. Combining the evidenoce provided by this
table and by Figure 3, it scems that the discqualizing cffect of the drift rate became greater in the
second sub-period, when inflation was Jower, but that this componcnt has acted primarily to offset
the equalizing clfect of the escalator.

21 Keep in mind that while white collar (WC) inquadramento levels are lisied after blue collar (BC)
levels in the tble, BC and WC workers in (he same level are comparable in tenns of the contracted

portion of the compensation package.
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1.4 lofdtiop and wage dispersion

Given the above cvidence, it can be argued that inflation ufl'clctcd wage differentials
through two interrclalcd channels, one direct and one indirect. The direct channel worked tirough
the cgalitarian indexalion mechanism and gencraled a compressionary effect on the wage
distribution. The indirect channel worked instead through the drift; (he higher inflation, (he greater
is likely to have been the cxtent of tic use of the drift on the part of employers to offsct the
compression causcd by the scala mobile; this second channel generaled an expansionary effect on
the wage distribution. .

Since the pérccnlagc increase in lotal wage dispersion is a function of changes in the
dispersion duc 1o the escalator and to the drift, one can estimate the reduced form overall cffect of
inflation on the change in tolal wage dispersion and thus get a sense of which of these two channels
prevailed. The results of this reduced form cstimation are contained in the following cquation,
estimaled over the 1976-1990 period on Federmeceanica data;

VWT,
log (m“) = 0,19 - L57inflation +  00lcomract - 0.06guadri
1 (0.06) oA ©.04) 0.0%)

where VWT is the variance of the log of monthly wages across inquadramento levels (excluding
the quadri), contract is a dummy variable that takes value one in the years in which a contract is
signed and quadri is a dummy variable that takes the value 1 for the years in which the quadr were
separated froin Uie seventh while collar level. Inflation, through the scala mwobile and the drift,
clearly had a strong negative and significant clfect on the percentage change in wage dispersion.
Therefore, the discqualizing effect of the wage drift was not strong enough to complelcly offset the
coiipression of difTerentials caused by the indexation system.

On (he other hand, when we distinguish between the two sub-periods analyzed in Table 5,

we obtain the following result:

VWT, . . . . .
log (W): 0.07 - 0.9GinMationt + 023inflxtion2 + 0.03contract -  (.05quadri
17 oor)  ws2) a.13) 0.09) ©.04)

whete inflationl (inflation2) is equal to inflation for the ycars 1976-1982 (1983-1990) and zero
otherwise, and the other variables arc defined as above, Here we see that inflation signtficantly
compressed wages only until 1982. After 1982, inflation docs not seem to have affected wage
differenuials, despile the persistently egalitarian nature of the cscalator. This suggests that in the
scoond sub-period the disequalizing effect of the drifi became relagvely stronger and capable of
practically offsctiing the cficct of the escalator.




What we liave found, then, is that a large part of the compression generated by 20 years of
inflaton and cgalitarian institutions scems to still be present. We next see whal we can lcamn from
individual data and a comparison with the United Suates, where cgalitarian wage-sciling institutions

clearly play a inuch less significant role.

111 Individual Characteristics and Earnings Inequalily:
A Comparison of [taly and the Unijted States

We now turn (o an analysis of individual-level data on the determinants of annual wage
and salary carnings in Italy, using the United States as a benchmark. We first describe the trends
in educational atainment and the age structures of our samples of wockers in the (wo countrics
over the period under study, 1978-1987, finding roughly similar age structures and a higher
average level of cducational attainment in the U.S., but a trend toward more educated work forces
in both countrics, We then examine retumns to schooling and expericnee and measures of overall
camings inequalily in the two countrics. Our main findings herc arc that overall incquality and
returns to skill (asymeasured by the variability of actual and residual log carnings and the rcturn lo
a college degree) are unambiguously higher in the U.S. than in ltaly, and that while incquality has
clearly increased in the U.S., the pallern is less clear in ltaly - indicafing, if anything, a uend
toward a lcss'uncqun.l distribution.

.l Daia

The ltalian data source is a rcprescntative houschold survey collected by a privale
company for the Banca D'ltalia over the period 1978-1987, excluding 1981 and 1985; we shall
refer 1o this data set as BDI1.22 For the U.S., we use the March Current Population Survey (CPS),
Scveral data limitations for BDI require discussion. First, the dependent variable is the log of
annual carnings from cmployment net of taxes, which does not have an exact equivalent in the
CPS; we usc CPS annual gross wage and salary camings.23  Schooling and age are not
conlinuous in BD), but arc scgmented inlo,\ five and six calegorics, respectively (schooling

categorics: no schooling, conipleted elementary, conipicted junior high, completed high school, and

22 Tuis datr was previously analyzed in Cannari, Pellcgrini and Scstito 1989 and Sestilo 1990, wbo
cstimated camings functions for Italy and cxamined the residual variance, concluding that there has been
:;'o s;‘gniﬁcmt increase in incquality. We thank them for their insights and the Bank of ltaly for providing
Cc dala
The survey was Laken in 1981, but the data in that year deviates from the adjacent years along
cnough dimensions to be highly suspect; we exclude it. No survey was taken in 1985,
W discuss the Italian tax system and its possible effects on camings incquality below,
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college or higher degree; age categories: under 21, 21-30, 31-40, 41-50, 51-65, and over 65); for
our comparadve regressions, we similarly scgment the CPS data, making the schooling calcgaries
nonc = completed grade 0-5; elementary = completed grade 6-8; junior high = conipleted grade 9-
11; high school = completed grade 12-15; and college+ = completed grade 16+. Note that BD}
does not contain information on the worker's inquadramento level.

Finally, we restrict our samples (o full-timie full-year non-agricultural workers between the
ages of 18 and 65 who arc not sclf-criployed.  Earnings arc not topcoded in BDI; we impute
lopcoded CPS annual carnings at 1.45 times the aanual opcode amount (following Katz and
Murphy 1992). We do all of our analysis scparatcly for men and women, 24

HL.2  Age and Education Compositions of the Labor Forces

First, we examine the levels and changes of (he age and occupationat structures in e (wo
countrics. Table 6 prescnts the sample proportions for the five schooling and five age calcgorics in
the two countries for men and women in 1978 and 1987. Nole in particular the geneeally higher
level of schooling in the U.S, and the rough similarity of the age distributions. From the bepinning
of this period to the end of this period, the proportion of ltalian men in this samiple who had not
conpleted high schoal fell 11% (from 66.7% to 59.3%), while the proportion of their American
malc counterparts who had not completed high school fell 32% (from 21.9% to 14.8%); te
proportion of ltalian men with college degrees rose 31% and the proportion of American men with
collcge degrees rose 24%. For ltalian women, the proportion-who had not com-plclcd high school
fclt 23% and the proportion with college degrees rose 51%; the comresponding numbers for
Amcrican women in the CPS sample arc  -43% and 36%. In both countrics, then, there was a
trend toward greater educational attainment an;ong full- time waorkers over this period. 25 We will
return to these Tindings and their possible roles in explaining the trends in o“‘cmll incqualily.

24 The male/feinide eamings differential is greater in the U.S, than in Italy, and is dropping faster
in the U.S. We refer the reader 1o Blau and Kalin 1993 for analysis of the pender camings gap in ltaly and
g'l.'.cwhcrc.

We can usc Uiese five age and five schooling levels o create 25 age-schooling catcgorics, Uie
finest division possible for the Jtalian sunple along the dimensions of schooling and experience. For
Auncricans, both incn and women in both 1978 and 1987, Wi lasgest age-cducation catcporics are always
high school aged 21-30 and 31-40. The largest age-educalion catcgorics in 1978 for halian men were
Junior high aged 21-30 and clementary aged 51-65; in 1987, junior high and high school aged 31-40. In
1978, the largest categorics for Jalian women were high school and junior high aged 21-30; in 1937, high
school aged 21-30 and 3140 (as in the U.S.). Apart from the generally higher level of schiooling in the
U.S., the two countrics look reasonably similar in terms of the distribution of age cohorts within schooling
catcgorics, and a1l of the distributions seem to be moving toward older and more educwed papsluions
(although dic sharc in Uie oldest catcgory, 51-65, drops for cveryonc but Italian wonen).
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TABLE 6 SAMPLE PERCENTAGES OF AGE AND EDUCATION CATEGORIES,
ITALY AND U.S., 1978 AND 1987

MEN WOMEN
1978 1987 19728 1987
EDUCATION :
HIGHEST LEYEL COMPLETED
NCNE laly 4.0 1.2 3.0 1.2
U.s. 22 1.3 1.2 0.7
ELEMENTARY ltaly 310 213 240 140
U.s. 7.3 4.5 5.5 2.1
JUNIOR HIGH Italy 3.7 368 285 217
U.s. 12.0 9.0 10.8 6.6
HIGH SCHOOL laly 252 300 338 4038
U. S. 56.0 578 649 660
COLLEGE~+ ltaly 8.1 10.6 10.7 162
U, S, 221 274 177 240
AGE CATEGORY
18-20 ltaly 36 L6 71 2.6
U. 5. 2.9 19 42 22
21-30 haly 2353 210 Mq9 217
U. S. 273 213 3.7 304
3140 lusly 261 293 275 334
U.s. 26,7 321 221 304
41-50 Tualy 238 215 21.0 251
U.S. 2.2 210 204 207
51-65 haly 228 206 95 1.2
U. S. 219 178 21,7 16.2
EXPERIENCE lialy 257 253 199 209
u.s. 220 207 2.2 198
Notes:
1) For cducation and age calegorics, the number given is the percentage of the particular gender's

towal sample of full-time full-year non-agricultural workers who are nol scif-cmployed age 18-65
accounicd for by particular calegory.

2) Highest keve completed in U.S.: Nonc = completed grade 0-5, Elementary = 6-8, Junior High
=9-11, High School = 12-15, College + = 16+,
3) Experience = mean of age calegory minus years-to-completion of schooling category inus six.

Sources of daa: Banca DTalia, U.S. Curreat Population Survey.




i3 Educaion Eamings Differentials

We now examine differences and changes in e return (0 human capital characteristics.
Looking first at the raw cvidence on the influence of schoo'ling on carnings, significant cross
country differences appear to exist in education-carnings profiics. Table 7 presents raw (compieted
high school)/(did not complete high school) and (college degrec)/(completed high school) average
carnings ratios for men and women in cach counlry for four age groups (combining the youngest
two in Table 6, to crcate the 18-30 category). Both ratios ris¢ in cvery age-gender group from the
beginning of the period to the end of the period among Americans, and the college/hs gap riscs in
all groups but onc in ltaly (men 41- 50). Yet, the hs/(less than hs) gap was smuller in 1987 (han in
1978 in 6 of the § age-gender groups in laly (cxcept age 31-40 for both men and women). By
1987, the ratios for Americans were greater than or equal (o the corresponding ratios for ltalians in
cvery -agc-gcndcr group.

DiTerences also seem (o exist in the shape of the raw cducation-carnings profiles. In most
cases, the college/Ms pap is greater than the hs/(less than hs) gap in the U.S., but the opposite is
often true in ltaly, particularly among the older cohorts and in the later years. This suggests that
cducation-carnings profiles tend (o be convex in the U.S. and concave in Italy.

We investigate these education-carnings relationships further by comparing ihe cocfTicients
from logarithmic carnings functions cstimated scparately for men and women in the (wo countrics.
Tables 8 and 9 present the coclficients on experience (defined as the mean of the age category
occupicd by a given obscrvation minus Lhe years-to-completion of the schooling catepory ninus
six), experience squared, and three schooling levels (up (o completed elenientary, completed junior
liigh, and college degree +; completed high school is the excluded category) for the years 1978
through 1987 for men and women, respectively.

There are several interesting results from Uiese regressions, First, judging hy the adjusted
R-squares. the explanatory power for the rcgressions are roughly comparable across (he two
countrics within gender groups. Sccond, while the returns fo tigh school as well as college are
clearly rising for both men and wonien in the U.S., the trend is much less clear in ltaly - indicating,
if anything. a weak trend toward lower returns to high school (relative to those with clementary oc

less in particular) and higher returns to college.26

26 Notc the I#gc jump in retums (o college for men in 1983, This jump coines primarily fromn those
cmployed in “public administration;” the relum for those cmployed in “industry” actually falls slighdy.
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TABLE?7 CEDUCATION EARNINGS RATIOS BY AGE GROUPS,
ITALY AND US,, 1978-1987 (Excluding 1981 & 1985)

18 9 80 g 83 34 30 &1

MEN
18-30 laly [A] 143 L4 123 121 116 L4 120 LIt
ltaly (B} 125 L8 124 LI3 122 125 129 138
U.S.[A] 127 127 124 122 131 132 131 L35
U.S. [B] 126 124 123 129 133 135 143 148
31-40 ltaly [A] 18 127 L2 123 116 L8 LIS LI
Ialy [B) 1.4 102 107 106 125 108 108 127
U.S. [A] 131 134 135 141 137 135 141 140
U.S.[B] 129 127 124 126 131 L34 14l L4l
41-50 laly {A] 136 151 131 130 129 130 129 123
haly [B] 124 101 125 121 119 124 107 LI9
U.S. (A] 132 130 130 135 143 138 140 140
U.S.(B] 143 143 144 141 145 145 149 149
51-65 lady [A] 151 136 133 139 131 144 134 L36
' Ialy {B] 128 145 133 L2 133 129 132 13l
U.S. [A} 133 132 132 132 138 132 136 136
U.S.B] 1.56 151 LS 150 156 156 159 158
WOMEN
18-30 ltaly [A} 124 122 114 L16 L0 121 L8 117
Italy [B] 106 102 123 114 128 LI13 128 130
U.S. [A] 124 124 12 133 L3t 133 138 130
U.S.[B] 131 133 135 138 137 138 145 LSI
31-40 laly [A] 120 1327 115 124 138 124 123 1.4
laly (B} .01 105 101 106 104 108 104 103
U. S. [A] 135 123 129 135 143 139 140 146
U.S.(B) 144 146 143 137 140 141 142 148
41-50 lialy [A] 139 130 133 137 L1932 126 LY?
Ialy [B] .08 105 098 106 110 109 108 L1
U.S. [A) 133 127 129 134 136 133 141 146
U. S. (B} 144 147 143 139 146 144 147 150
51-65 luly [A] 146 161 13% 133 143 137 138 140
liaty {B) 091 101 120 106 121 108 106 106
U.S. [A] 134 136 134 139 142 132 134 14)
U. S.|B} 142 143 150 137 140 152 150 146

laly[A] and U.S.[A} = Completed High School / Did Not Compleic High School average camings ratio.
laly[B] and U.S.|B] = Colicge Degree or morc / Compieted High School average eamings ratio,

Note:  Eamings = annual wage and salary camings, (ull-time (ull-ycar non-agricultural workers who

are not sclf-cmployed age 18-65. Pre-tax in U.S,, post-tax in ltaly.
Sources of Data: Banca Dalia, U.S. Current Population Survey.
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TABLE 8 EARNINGS FUNCTION COEFFICIENTS FOR MEN INITALY AND USS., 1978-1987
(Excluding 1981 & 1985)
73 79 a0 82 83 54 H6 87
EXPERIENCE Italy 39 Al M 36 .36 JAs A 27
{divided by 10} (.03) (64) (.03) (02) (03) (o1 (01) (.02)
U.Ss. 45 43 A2 43 45 44 A8 A6
on (o1 on {01 on on on (on
EXPERIENCE laly .55 -.56 -.50 -.50 -49 -48 46 =36
SQUARED 0%5) (05) (.05) (od) (.04) (%)) (.01) .03
{divided by 1000)
LS. -70 =065 -.03 -63 -.66 -64 -.69 =67
0 (o) (oy (1173} (01 (.03) (.01) .03
<= CLEMENTARY Iy -35 -39 -.36 -37 - -M -3 =32
(02 (oY) (o2 .o2) (oD ¢02) (01) (.02)
- U.S. -39 -41 -41 -41 -46 -42 =47 -47
(.1 (©.1) ©.0) ©.1) ©.n ©.2) (3] ©.0
~ JUNIOR HIGH ly  -21 =24 .23 .26 .23 -23 0 .23 .19
(on oy (02 oy on 02) on (on
uSs. =23 -24 -25 -25 -28 -0 -9 -3l
©.n .1 o0 (0.1) (.1) (0.1) (0.1 .1
COLLEGE + lialy 22 .14 .18 .15 27 .21 16 .26
(01 (.04 (oY) (o) (0¥ ) (02) (o1
U.s. 35 A2 32 33 Yl 3 A3 43
o1y Lon (o1) (o1 {o1) o o1 (on
Resquiare Ialy 23 24 25 .26 29 23 27 23
u.s. 23 22 A9 21 22 19 2n 23
# OBSERVATIONS Iuly 1267 1637 1610 2201 2250 2019 3766 1192
US 22391 22827 27324 23566 22244 22640 23955 23962
AV. EARNINGS Ialy 6436 7442 8975 7978 7913 7888 (0861 13819
{SUS) US. 15991 17186 18595 22145 23578 24419 27070 28237
Notes:
13 Dependent Variable = log of annual wage and salary camings, (ull-time full-ycar nion-
agricultural workers who are not seif-employed age 18-65. Pre-tax in U.S., post-tax in lualy.
2) Excluded cducation category = completed bigh school; All regressions also contain a conslanL
3) Standard crrors in parcntheses.
Sourccs of Data: Banca D'Ttalia, U.S. Cunrent Population Survey.
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TABLE9 EARNINGS FUNCTION COEFFICIENTS FOR WOMEN
INITALY AND U.S., 1978-1987  (Excluding 1981 & 1985)

78 79 80 §2 83 &4 86 57

EXPERIENCE Iialy 30 27 23 24 19 20 .28 18
(di\’idﬁd by 10) {04) {.04) (.08 (04 (04) [€12)] 03) {02)

u.s. 21 22 23 22 25 25 27 .30
o1 on on {01) (on o1 on o1

EXPERIENCE Italy -.50 -45 -39 -33 -25 =29 «43 24

SQUARED o9 (.08) (08) (.08) 09) 06) (0%) {.0%)
(divided by 1000)

u.s. -~H -.36 -.36 36 -42 - 42 -3 50

))) 01 02)  (03) (03) (03) (03) 03)

<=ELEMENTARY Ialy ~44 -.50 -43 -.49 -43 -4 -42 -39
04 (o0 (05 18 04 ()] (03) (03)

us., -3 -35 -40 «40 -40 -38 -42 .45
1)) 02) 02 {02) (0 02 0 <o

JUNIOR HIGH laly .22 .21 .13 -17 -20 .21 .21 .20
o) () 0y ARy S A5 B €12 on oD

us. 25 .22 -23 -27 -28 ~25 -2 .3
o1 (on {01) on (0N o) (02) 02)

COLLEGE + ltaly 08 .08 13 15 .18 A3 12 RE
05}  (05)  (0%) 01 0 (oY) 03 (O

u.s. 36 A6 38 36 38 39 43 45
on on (o1 (o1 on 01) o1 on)

R-square Tualy 16 21 .15 A7 J7- .20 .19 21
u.s, 16 16 S 15 15 .14 16 18

#OBSERVATIONS laly 838 820 329 114 1101 1073 1991 1997
US. 12204 12999 16055 14886 14981 15547 16493 16807

AV. EARNINGS Imly 4787 5683 7072 6216 6321 6129 8395 10634

{SUS) US. 9242 10051 10936 13198 14397 15265 17236 18123
Noics:
13 Dependent Variable = log of annual wage and salary eamings, full-time full-year non-
agriculiural workers who are not sell-cmployed age 18-65. Pre-tax in U.S., post-tax in liady.
2} Excluded education category = compleicd high school; All regressions also contain a constant.
3 Sandard errors in parentbeses.

Sources of Data: Banca Dlulia, U.S. Cusrent Population Survey.




Third, making within-gender comparisons across the two countrics: in cach period. the
returns to Digh school and college are higher and the expericnce-camings profile is steeper for
American men than for lalian men (cxeepling the retum to completing higl school relative to
completing junior high in 1982). While ltalian women begin with siceper expericnce-camings
profiles and a grealer carnings deficit at the lowest cducational category compared 1o American
wonicn, these relationships are reversed by the end of the period after the grcalcrl growth in returns
1o cducation and cxperience among American wonen (the retum 10 a ocollege degree is much
greater for American wonien than Halian womien throughout, but the gap is larger at the end of the
peciod).

Finally, making within-country comparisons across the penders: American men and womien
have roughly similar returns 1o high school and college, while Italian women have a greater retumn
to a high school degree than Italian men when the comparison group is clementary or less, and
Tralian men have a somewhat greater return 10 college.

4 QOverall Earnings Incquality
The trends in overall incquality arc shown in Table 10, which displays five measures of

carnings incquality for men and women: the 90% - 10% log camings diffcrential, the 90% - 50%
log camings dilferential. the 50% - 10% log carnings differcntial, the standard deviation of log
caruings. and the standard deviation of log camings residuals from separatc regressions by gender-
year-cauntry cells {i.e. the regressions presented in Tables 8 and 9), as well as the standard
deviation of log carnings for men in industry in ltaly and manufacturing in the U.S. In all cascs
but the 50-10 differential for wonien in the carlicr years incquality is greater for Antcricans than
for their Jtalian gender counterparts. In all but one casc, there is cvidence of an increase in
incquality in the U.S. and somewhat weaker evidence of a decrease in incquality in Italy - the
cxception is the 90% - 50% log eamings differcntial for men in Italy, which increascs steadily after
197927

21 This suggests that for men lalian labor market institutions may have succceded in keeping up
wages at Uic botiom but not in preventing substantial wage drifi at the top. The same docs not scem (o be
truc for womnen. Note as well that the 90-50 differential is greater for Italian men than for ltalian womcen,
perhaps reflecting the grealer returns W a college degree for men in ltaly, while most other measures of
incquality are greater (or Italian women than for Italian men
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TABLE 10 MEASURES OF INEQUALITY OF LOG EARNINGS, ITALY AND U.S.

ITALIAN MEN
1978 827 470 57 402 3353 409
1979 742 J36 405 410 358 420
1980 742 a717 365 367 319 A77
1982 .762 405 357 373 320 JA87
1983 724 361 363 370 311 164
1984 693 379 314 314 328 313
1986 129 419 310 337 288 317
1987 734 446 .288 355 311 37N

AMERICAN MEN
year 20-10 90-50 50-10 Standard Siand. dey,  Siand. dev.

differeptint  differential  differential =~ deviation  ofresiduals in Industry
1978 1.206 533 672 531 A66 A71
1979 1.216 549 568 535 473 312
1980 1.261 565 696 578 S 3509
1942 1.257 564 693 S64 502 .520
1983 1.348 606 742 586 516 S18
1984 1.379 598 781 Lxy S0 543
1986 1.400 629 780 .638 563 575
1987 1.452 631 821 627 549 582

ITALIAN WOMEN

ycar 920-10¢ 20-50 50-10 Standard Siand. dev,
differennial  differential  differential ~ deviation  pfresiduals
1978 916 J36 580 447 408
1979 869 256 613 437 338
1980 787 288 3500 435 400
1982 867 342 525 447 407
1983 860 314 547 427 338
1984 693 241 A52 KY) 330
1986 818 263 550 398 358
1987 693 251 442 343 305

AMERICAN WOMEN
1978 1.082 548 535 484 443
1979 1.124 568 556 A72 433
1980 1.054 543 511 Si4 473
1982 1.099 560 539 510 AN
1983 1.161 371 591 532 491
1984 1,204 580 624 548 307
1986 1.253 616 636 556 509
1987 1,322 629 693 544 Sl11

Sources of Data; Banca D'lualia, U.S. Cument Population Survey.
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We do not have a conclusive explanation for the lack of a U-shape in halian individual-
level incquality which we sce in the 2pgregale sectoral data presented in the previous (wo scctions.
Onc possible explanation is that the composilion of our sample of individuals may lead to results
which do not reflect the chanpes in metal-manufacturing intcr-inquadramento incquality, or the
other micasures of inier-industry and inter-occupational incqualily presenied above. Less than 50%
of the BD) sample (substantially less for women) arc employed in industry, and when we analyze
this sector separately, we do find arisc in the standard deviation of log camings for men in 1987 ©
a level above that in 1983,28 though it still drops from 1983 through 1986 (final column of Table
10). Another possibility is that “industry” conlains sectors which had a different experience than

metal-manulacturing; unforunately, we cannot scparate out these other sectors in this data set.

N5  Possible Explanations for the Diverpenl Trends in Qversll Incquality jn ltaly and fhe

United Stales

We recogize that there are many conceivable explanations for these divergent sesults on
the coelficients in the camings functions and the dispession of earnings in the two countrics. These
range from differences in tcchnology (or the relationship of camings and productivity within
individval lirms), to differences in the imbalances between the supply and demand for skills
(including the effcct of the price of education on labor supply, college being virtually free in Italy),
to the possibility of differcnt methods of non-price rationing in the labor markels (including various
types of discrimiination), to the changing influcnce of taxes (which are netted from the Italian but
not the U.S. data). ‘

We centdinly cannot distinguish definitively among these alternatives at this point.  Yet,
because we find the difference in the trends of incquality 10 be so striking, we close this section by
cxanuining some possible cxplanations for the movement toward rising inequality in the U.S. and
stablesto-lalling incquality in ltaly, as displayed in Table 10. An explanation which is logically
possible involves the distribution of skills in the two countres: the above results might be
consistent with a sharper trend toward higher cducational atainment aniong fully employed
workers, and thus toward greater overall inequality in the U.S. Recall, however, from the
discussion above (Table 6) that while the average levels of education are higher in the U.S., the
trends in educational attainment scem to be going in the same basic directions in the two countrics -
in fact, the proportion of fully employed workers with collcge degrees or miore has increased more
sharply in ltaly than in the U.S. for both men and women 29

23 The sample of women in industry is too small to be reliable. )
29 On he other hand, a given increase in the proportion of college educated workers might be
expected 10 produce more overall incquality in the U.S., given the generally highier retumns to schooling.
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The findings on the rends in incquality could also be consistent with differential changes
in the occupational or industrial structures in the two countrics. In fact, the share of blue cotlar
workers has been falling and the share of while collar workers rising for both mien and wonien in
the Italian sample: the share of blue collar workers among men fell (rom 59% in 1978 10 49% in
1986 while the share of while collar workers rose from 41% to 51%; among women, the share of
blue collar workers fell from 49% in 1978 to 40% in 1986 and the share of white collar workers
rose (rom 50% 10 60%.30 As for the industrial distribution, the calegory "industry” is the largest
among micn, but has dropped over this period from 48% of the workers in 1978 (0 39% in 1986 .
while the caicgorics "public administration™ and the residual category have been growing. Among
women, public adutinistration has always been e largest category (rising from 33% of the
workers in 1978 10 43% in 1986), and has also grown relative to industry; trade is the third-Lupest
cilegory among women, as compared o transportation and comnmnications among men, 3!

Overall, then, there has been a shift away from blue collar and industrial jobs and a shilt
toward white collar and public administration jobs among both men and women in ltaly over this
period. The industrial and occupational categorics arc not strictly comparable with those in the
CPS, so wc do not present a dircet comparison, but these results suggest that Italy has been
undergoing a de-industrialization similar to other Western countries, indicating that Uie explanation
for the divergence of the trends in incquality will probably not be (ound here.

Furthermore, when we calculate the effects of between-industry shifts in labor demand on
the relative demands for diffcrent skill and gender groups in ltaly (using the methodology of Katz
and Murphy 1992 and Katz, Loveman and Blanchflower 1993, who find evidence of shifis toward
more educated workers in the U.S. and clsewhere), based on six industrics and six gender-skill
groups, we find a shift against workers with less than a high school degree, a slight shift in favor of
workers who completed high school, and a much greater shift toward workers with a college degree
or more for both men and women.32 We conclude that the fall in retums to high school, the less-

30 This is consisienl with the indings for the meial-manufaciuring sector presented in section 11,
above,

A Nutc that we usc 1986 for the c¢nding datc here because te industrial and occupationl
classificiion systems change in 1987.

3 The six industries are “industry,” “public administration,” “wade,” “public wansport and
commmmicaion,” “hanking,” and “other.” The six gender-skill groups are did not complete high school,
completed high sclool, and colicge degree for inen and women. We use 1978 as the base year and 1986
as the cnding yeir due 1o the change in the occupational classification systein in 1987, The valuc of the
shift away from men who did not complete high school, as measured by Ui difference in the logarithns of
the indexes of rclative demands from 1978 to 1986, is  -.132, woward men who compicied high school
-093, toward mcn with a college degree .158, away from womea who did not complete high school -,003,
toward womnen who completed high school .172, 1oward women with a college degree 253.
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than-dramatic risc in the returns to collcge, and the drop in overall incquality in Italy arc not due to
between-industry shifts in labor demand away from more educated workers, 33

The influence of taxes, which are netted from the Italian data but not from the U.S. data is
another candidate explanation for the obscrved trends in inequality in ltaly and the U.S, The
hialian tax system is cfTectively progressive both because of the structure of marginal 1ax ratcs and
the lump-sum nature of deductions. While pre-tax eamings have been found to be more uncquat
than post-lax carnings, the progressivity of the tax system scems to have decreased belween 1982
and 1937.34 Ts suggests that while the influence of taxes ndght contribute to the difference in
the level of incqualily in the two samples, it probably doces not drive the difference in the rends; if
anything, we would expect a bias toward jncreasing inequality in Italian post-tax carnings from the
decreasing progressivity of the Halian tax structure over this periad.

One additional possibility that we Tid appealing is that differences in the nature and
evolution of labor markel institutions in the two countrics have contributed © the low and Gdling
incquality in ltaly an¢ the high and rising incquality in the U.S.- specifically, labor niarkel
institutions (union contracts and relatively centralized bacgaining structures, for example) act to
narrow earnings Inequality to a greater extent in Italy and have nol been deregulated or otherwise
dismantled to the cxtent they have beea in the U.S. This final inlespretation is consistent with the
generally lower returns to a college degree and the less stcep expericnoc-carnings profiles in ltaly,
as well as the gencral thrust of the evidence provided in section [ on the metal-manufacturing

scclor.

v Conclusions: Mechanisms Qutside the Regular Economy Iafluencing Overatl Italian
Wage Inequality

The overall picture of Italy prescnied in s chapler is of a counury with a compressed
wage structure which is not yet undergoing the rapid decompression experienced clsewhere during
the 1980s. The decline of inter-inquadramento, inter-industry and blue collar / while collar
differentials during the 1970s came 1o a stop and was slightly reversed during the 1980s, but these

33 The evidence on ic growth of educational categorics within industrics is somewhat more mixed:
whilc the share of workers with a high school degree or above riscs or remains stable between 1978 and
1936 in cvery industry excepl the residual “other”, the share with a college degree actually falls stightly in
three industries: “public administration,” 'banltmg. and “other,”™ This sugpesis that these may not have
been increases in the demand for skilled workers within these industrics; kecp in mind, however, thal
“public administration® and “banking™ arc both relatively politically controllcd, so that their hiring
practices may be driven by concerns other than the technological needs for skills (political patronage, for
example).
Scc Nardecchia and Patriarca 1992, Ricciardelli 1992 and Di Bella and Parisi 1992,
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differentials did not rise back to the pre-1980s levels despite the reforms of the mid- 1980s. Over
the 19781987 period, measures of individual-level camings incquality indicaie, if anything, a wrend
toward a less uncqual distribution. This wend is in marked contrast to the experience in the U.S.,
where incquality clearly increased during the 1980s.

There seem (0 have been three important delerminanis of this evolution of wage
differentials in Italy over the last twenty years. First, the ¢palitarian ideolopy of Italian unions,
which in times of union strength such as the 1970s led to the institutionalization of cqualizing
practices such as low contracted wage differcntials and cgalitarian escalator clauses. Second, the
dynamic of jafialion in conjunction with the differcnt escalator regimes that Italy has experienced
during this period. Third, the evolution of 1echnology, productivity differentials and related skill
shortages in (the labor markets, which niost likely primarily influcnced the individually-contracted
portion of total compensation.

Onc might have expected that the clear break in the evolution of wage differentials around
1982-83 wauld have offered the chance (o evaluate the relative importance of these factors.
Howcver, the simultancous nature of twse processes makes such a task impossible with the
available information: the years when the compression of wage differcntials came to a stop, or at
lcast 10 2 slowdown, were also the years in which major discontinuities occurred in the evolution of
the three factors identified above: union strength, as measurcd by strike activity and by
membership, significanly weakened; inflation, after the explosion of the 1970s, strted a
downward trend that lasted until the late 1980s; and, finally, the process of industrial resiructuring
induccd by the oil shocks and by the computer revolution likely caused changes in the demanded
skill composition of the labor force, not necessarily and not immediately matched by changes in the
composition of supplics, )

Nevertheless, the evidence provided by the comparison with the U.S. suggests that the
continuing compression in the regular sector is Likely not attributable to market forces. Boih
countries appcar to have expericnced Lhe sort of rend toward a more cducated and more heavily
white callar workforce that accompanics de-industrialization. In addition, the analysis of between-
industry lubor demand shifts provides no evidence of a shift away from more educated workers in
cither country.  Despite these similar labor supply and lubor deand indicalors, measured
incquality has been relatively high and increasing in the U.S. and low and decreasing in ltaly.
Ths, there scems [0 be room enough for aliernative explanations for the Italian case.

It is difficult 10 deny that cgalitarian institutions, and in particular the scala mobile, bore
large responsibility for the wage compression of the 1970s. We cannot say how mwch of that
compression was actually expected in 1975 when the scala mobile payments were first equalized
across all workers; most likely, the probability of many years of inflation in double figurcs was
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underestimated at that time.35  Indeed, the fact that contracted differentials started to increase in
1979, lcaving indcxation as the primary facicr causing compression trough 1983, sugpests that
unions might have realized that the compression was becoming excessive. Yet, the 1975 sysiem
was not modificd until 1983 and only in 1986 was its epalitarian nature substantially changed. The
fact that it took so long to rcform the scala mobile leads to the suspicion that the implicd
compression was not too {ar from what the market could bear. On the other hand, episodes like the
march of the 40,000 in 1980 and the referendum against the scala mobilc in 1985 suggest that the
compression had already reached the threshold of sustainability by the carly 1980s, and indced in
subsequent years the system was changed.

Before the reform of the scala mobile, the individual superminimum was the escape valve
through witich the parties could make bearable the compression caused by inflation. Onc nught
cven suspect that the discqualizing cffect of the drift was part of some kind of implicit agreement
between cmiployers and unions to control the compression caused by unexpectedly high inflation.
Unions might have been attached to the cgalitarian scala mobile for internal political rcasons,
allowing (he drift to correct for the unexpecied cffects. However, we do not have cvidcnoc on the
validity of these speculations, and if they werc true, one would be ket with the question: why
wasn't e excessively cgalitarian nature of the escalator system reformed before the mid-1980s, if
cven the majority within the unions may have been dissatisfied with it?

Inddeed, if the system had been modificd by giving more weight to contracted increases, as
for examplce in Sweden, 36 unions might have acquircd more control over wage determination and
wage dispersion. Bul, preciscly the comparison with the Swedish experience suggests that the
instrument Uwough which compression is achicved (escalator in Italy, contracted increases in
Swedcen) is probably irrclevant: what matters is the extent to which compression can be imposcd,
and in both countrics the sustainable threshold was reached around the same period.

Why, then, were employers unable to undo the compression? For cmiployers, individual
superminima werc not a costless instrumient for controliing wage compression: given the
compensation increases granted by the contracts and by the scala mobile to low inquadramento
levels, larger superminima at high levels implicd a greater growth in total labor costs. Therefore,
the discqualizing potential of individual superminima was somewhat limited by constraints on total
labor cost increases. These constraints were likeiy 10 have been particularly binding during the

35 Franco Mattei, one of the Confindustria cxperts who bargained the 1975 agrecment wrote
afterwards; "The compression cffect of the new system was perccived, but it was considered as justificd in
the short period emergency [to protect low wages from the oil shock inflation]. Even myself, looking back
at my notcs, in November 1974 1 did not expoct that we would have had an inflation rate around 20% for
so many ycars. | thought that we were at a peak of inflation but that inflation was soon going to be
climinated.” (Matici 1981, 141),

Scc Edin and Holmlund 1993.




period of high inflation, and this might explain why lhc individual superminima did not fully offsct
the cflect of the scala mobile before 1983, Yel, the puzzle remains as to why wage incquality did
not increase back to its levels of the carty 1970s after inflation slowed down, particularly when
technological changes probably required, if anything, a more murked trend toward larger
compensation dilferentials across skills, as occurred in the U.S. and clsewhere.

A credible partial explanation to this puzzle is that other remedies 10 wage compression,
perhaps less cosly to cmployers, seem 10 have proliferated in the non-regular arcas of the
economy, not covered by our cnipirical analysis above. For example, Italy is among the developed
countries with the greatest levels and highest recent prowth rates of sclf-cmployment: non-
agriculiural sclf employment as a proportion of total civilian employment grew from 13.9% in
1979 10 22.3% in 1990 (OECD 1992).37 lalian scif cmployment may be a consequence of the
presence of restrictive labor market regulations imposed by unions, in particular hiring and firing
costs (Bertola 1990). 1t is also possible that U compression of wage differentials for non-scif
cmployed wockers might have spurred the diffusion of scif employment: some of the high skilled
workers who saw their earnings limited by the egalitarian union policies may have offered
thensclves as freclancers (pechaps cven to the same firms that were previously hiring them as
employecs) with the aim of getting better returns (o their skills. Though we are not aware of any
cxplicit quantitative cvidence on this link between wage compression in the unionized sector and
self employment, it secems (o be a credible hypothesis, consisient with ancedotal evidence. If this is
the case, then the cgalitarian ciforts of unions have been only partially successful: wages of regular
employces may have been compressed, but an increasing number of workers could have avoided
the compression by joining self cmployment.

ltaly is also well known for having a larpe underground cconomy and, almost by definition,
the underground economy is something over which official wage-cetting institutions and unions
have no legal control and minimal influcnce. As in the case of seif employment, one is tcmpted 1o
altribute the size of the underground cconomy to the exisience of labor market and fiscal regutation
that employers vicw as burdensome. Indeed, the available estimates of the underground economy
for Italy arc darper than most estimates for other western countries, where labor market regulations
are gencrally less restrictive (Dallago 1988; Dallago 1990).38 In Line with this view, the

Y As a poinl of comparison, the share of sclf emplayed workers grew from 7.1% in 1979 0 7.6% in
1990 in the U.S. The U.K scems to be the country with the greatest growth of the proportion uf scif
cmpluyed, from 6.6% in 1979 10 11.6% in 1990. The share of sclf-cmployed workers in dic complcte
Bank of Italy survey riscs from 17.5% in 1978 1©0 23% in 1987; we do not use these obscrvations foc the
wage incquality calculations in seciion 1H because we have no way of distinguishing full-time setf-
cmpluyed from part-lime, ‘

Dallago 1988 rcpons thal rceent cstimates of the Italian underground GDP as a pruportion of
towd GDP range from 6% 10 30.1%, with most cslimates in double figures, For the U.S., the analegous
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compression of wage differentials in the unionized sector could he a stimulant for the underground
economy: il some of the compression is achicved by raising low wages (an hypothesized cflect of
the scala mobile), it becomes difficult for cmployers to profitably maintain "overground” activitics
invalving less skilled workers. Though hiring less skilled workers into underground activities not
controlied by unioas may be infeasible for large companics, the reader should keep in mind that the
ltalian productive structure is constituted in large part by very small firms.,

Yet, in contrast 10 scif cmployment, it is difficult to find any reliable cvidence of a
significanily increasing trend in the underground economy in ltaly in recent years, While the lack
of reliability is no doubt in large part inhereat in any aticmpt 10 measure underground activitics, the
official statistics that do cxist (a revised serics of Malian GNP from the central statistical office,
ISTAT) show that the non-cxplicily measured portion of national product went from 15.3% in
1980 to 17.7% in 1985 and then slight!y decreased to 16% in 1986 (Dallago 1988, 73-75).39 1
thus scems more difficult than in the situation of sclf employnient to build a prima facie case for a
link between the trend in the compression of wagc diffcrentials and possibic diffusion of Uic
underground economy

Anothcr manner in which a de facto wider wage distribution may have been achicved
despite the compression documented above involves the so called Contratti di Formagone e
Lavoro: special labor contracts for workers between 14 and 29 years of age.  Permancatly
introduced by law in 1984 aficr scveral previous experiments, they require cmployers to provide
some training in return for lower wages and social contributions. In contrast to standard jobs, the
contracts arc temporary (24 mionthis); at the cxpiration of the contract, the cmployer can decide
whether (o hire the worker for a lifetime position without having to consider other unemployment
qucues, and financial incentives for transitions into permancnt contracts are provided by the
government. The number of young workers hired under these contracts grew from 10,694 in 1984
10 529,297 in 1989. The biggest jump was between [986 and 1987 when the number of hirings
grew from 229,126 10 402,586; this jump was influcnced by a modification to the law providing
cmployers with lacger wage and social contribution savings. Thc number of new Coniratti di
Formazione e Lavoro has started to slightly decline only recently, down to 469,050 in 1990.40
The available data indicate that approximatcly 50% of these contracts (40% in the south) are
cventually transformed into permancnt contracts (Ministero de! Lavoro 1988-1991).

The popularity of Uiese contracts among both young workers and employcrs is consistent
with the view that a less compressed wage distribution is welcomed by both groups (possihly at the

cstimatcs range from 2.6% to 33%, with very few cstimates in double figures. See also Deaglio 1984 and
Rey 1985 for further discussion of the lalian underground economy.

Note, liowever, that only a part of this change is attributable to the actual growth of the
underground economy; the rest is duc 10 a revision in statistical techniqucs.
4 This amounts to approximatcly 3% of the total non-agricultural paid work force.
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expense of uncmploycd older workers who would have 1o be hired under standard permancnt
contracts), particularly given the oft-stated charge that these employment relationships do not
really serve Uheir official function of providing young workers with meaningful special training.
From the cmployers' point of view the advantages are faidly obvious, but hese contracts are likely
ta represent a desirable alicrnative 1o uncmployment or to ecmploynient in the underground economy
Jor the young workers as well. Youth uncmployment has been relatively high in Italy in recent
yeass: the percentage of total uncmployment constituted by job seckers between the ages of 14 and
24 fluctuated around 61-62% between 1978 and 1983, declining thereafter to 54% in 1987 and 10
48% in 1990 (OECD 1978-1990). Most likely, many of these young workers have been finding
jobs in the underpround economy. But even if the amount of underpround employment hidden in
the official youth unemploynient figures is significant, the basic conclusion we draw from this
evidence is unchanged: it scems that by imposing their egalitarian aspirations on the regular seclor
of the cconomy, ltalian unions may have ended up limiting the size of this sector.

The cvidence we present in the ficst three scetions of this chapter indicates that wage
diffcrentials have indeed been compressed in the regular sectoc of the economy.  Yet, Lhis
concluding scclion suggests that this very compression may well have contributed to the (light
away from the regular scctor at both eads of the skill distribution: high skilled workers may have
left to seck the unrestricted retumns 1o self cinployment, while less skilled entrants were induced
accept lower paying training contracts, were forced into the more precarious underground
cconomy, or remained uncmployed.  These micchanisms may well, in turn, have contributed to a
greater overall degree of inequality than is apparent in our analysis of wage differentials in he
regular scctor of the Italian economy.
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DATA APPENDIX

ASSOLOMBARDA
Assolombarda is the association of private employers in the Lombardy region. The data set

is based on a survey of the associated firmis in the Milan arca. The survey has been taken in
October and April of cach year since 1976, but not ali of the surveys, particularly at the beginning
of the sample, are available. For cach firm and inquadramento-level cell the survey provides the
average of cach compensation component received by the workers in that cell: individual finns
cannot be identificd, however. In 1988 there was a change in the design of the survey, but for the
metal-manulacturing sector (the onc we analyze), previous data have been rcadjusted by
Assolombarda to ensure comparability across years. We are, however, less than fully confident
about the consistency of these readjusiments, since some apparent discontinuitics have not been
climinated: therefore, we use cross time coinparisons in this data set only when the regularity of the
data sccms acceptable. -

We have access to firm-level information oaly for the October surveys from 1983 through
1990. For the other years we rely on the published averages across firms for each inquadramento

level.

BANCA DTTALIA

The Bank of lialy survey of Italian houscholds was first collected in 1977, In 1985 e
survey was not done and the data for 1981 are not considered to be sufficicatly represcniative by
the experts at the Banca D'ltalia, Post-1987, the survey is being conducted bi-annually.

Data arc collected on a representative cross- section of Italian houscholds by a private
company for the Banca D'ltalia. The survey has been mainly designed to provide information oa
cansumption and savings behavior; therefore, te information available far the cstimation of
carnings functions and in gencral the information available for labor market research is somewhat
linuited.

Sce also: Banca D'ltalia, "I bilanci delle famiglic ltalianc™, in Supplementi al Bollettino
Statistico. Note metodologiclie ¢ informazione statistiche., various years; and Banca d'lialia, "Le
indugini campionaric sui bilanci delle famiglic italiane’, Numcro speciale dei Contributi all'analisi

cconomica, 1986,

Federmeccanica is the mational association of private metal-manufacturing firms. "Mhis data
sct is based on a sample of the associated firms and provides, for cach inquadramento level, the
cross-firm average total monthly compensation and the cross-firm average contractual plus scaula
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mobilc compensation. It also provides the proportion of workers in each inquadramento level. Dala
arc available from 1976 through 1990.

MINISTERO DEL LAYORO

This data sct is based on a sucvey of 11,000 plants and is sponsored by the Minister of
Labor. Until 1977, only firms with more than § employees were included. Post-1977, the survey is
limited to firms with more than 50 employecs.

The data used in figure 1 is the average hourly blue collar and trainees’ compensation,
computed as the lotal nionthly base compensation paid to these worckers divided by the total
number of hours, The serics was discontinued in 1985, A ncw scries was slarted in 1986 but the

data arc not yct available.

NATIONAL ACCOUNTS
We have used the New Series (1970-1989) of the National Accounts data published by

ISTAT (lstituto Nazionale di Statistica), Collana di Informazione, edizione 1990, n.10.
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