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labour market. It introduced Law 183/2014, evocatively 
named the “Jobs Act”, which established a deep change 
in industrial relations via a substantial reduction of work-
ers’ protections. This completed a deregulation process 
that had begun in the mid-1990s. Thus, in line with the 
other Southern European countries, Italy relied on labour 
market liberalisation to increase employment, foster pro-
ductivity and restart growth. The Jobs Act has been the 
main pillar of this agenda. In addition, the Law has the ob-
jective of countering labour market dualism and encour-
aging permanent employment.2

The Jobs Act has several key features. First, a new con-
tract type has been introduced for new hires, “contratto 
a tutele crescenti”, which eliminates any obligation for 
workers’ reinstatement in case fi rms invalidly fi re them. 
Second, the legal constraints for fi rms intending to moni-
tor workers through electronic devices of various kinds 
have been weakened. Third, the use of temporary con-
tracts has been facilitated by the elimination of previous 
restrictions on their adoption; before implementation 
of the Jobs Act, no more than 20% of a fi rms’ contracts 
could be temporary. Moreover, just before the introduc-
tion of the new contract type, a substantial monetary in-
centive was provided to fi rms hiring under a permanent 

2 An analysis of the emergency interventions previous to the Jobs Act 
can be found in V. M o n a s t i r i o t i s , N. H a rd i m a n , A. R e g a n , C. 
G o re t t i , L. L a n d i , J.I. C o n d e - R u i z , C. M a r í n , R. C a b r a l : Aus-
terity Measures in Crisis Countries – Results and Impact on Mid-term 
Development, in: Intereconomics, Vol. 48, No. 1, 2013, pp. 4-32.

The 2008 fi nancial crisis dramatically impacted the Ital-
ian economy. The main effects have been experienced in 
terms of reductions in GDP and the destruction of jobs 
and productive capacity. The Italian unemployment rate 
nearly doubled from 6.7% in 2006 to 12.7% in 2014; over 
the same period, Italian GDP dropped by 7.1% and the 
productive capacity by 25%.1 As a result, a set of policy 
interventions were put in place to reverse the negative 
trend affecting the economy.

In late 2014, the Italian government attempted to staunch 
the increasing unemployment through a reform of the 

* This paper is produced as part of the ISIGrowth project on Innova-
tion-fuelled, Sustainable, Inclusive Growth that has received funding 
from the European Union’s Horizon 2020 research and innovation 
programme under grant agreement No. 649186 - ISIGrowth. The au-
thors wish to thank Giovanni Dosi, Mario Pianta and Maria Enrica Vir-
gillito for their comments and suggestions. All the usual disclaimers 
apply.

1 Eurostat and OECD data.
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techniques.6 Moreover, neither Armingeon and Baccaro 
nor Avdagic fi nd a statistically signifi cant relationship be-
tween employment protection and unemployment, while 
Noelke does not fi nd any evidence regarding the link be-
tween employment protection and negative employment 
performance for low-skilled and young workers.7

Despite this lack of consensus in labour market studies 
and policy prescriptions, as well as the disappointing pro-
ductivity and employment performance throughout the 
reform process, Italy undertook a reform path in which 
labour market liberalisation played a fundamental role. As 
argued above, the 2008 crisis provoked a substantial ac-
celeration in this process. Pini as well as Cirillo and Guar-
ascio have discussed the rationale for and the potential 
implications of this further liberalisation which has been 
put in place during the crisis years.8 These contributions 
analysed the appropriateness of such a policy strategy as 
a way to recover competitiveness and tackle the econo-
my’s structural problems. In particular, the authors refer 
to the rise of structural unemployment – especially in the 
southern regions – and the persistent stagnation of pro-
ductivity. These two negative trends were exacerbated in 
the aftermath of the 2008 crisis. This evidence shows that 
freeing fi rms from the remaining constraints they have in 
terms of labour regulations (i.e. fi ring restrictions) would 
not help to address the Italian economy’s structural dis-
eases. On the contrary, it is claimed that further reduc-
tions in fi ring restrictions could deepen the state of eco-
nomic depression, negatively impacting the dynamics of 
internal demand and reducing the incentives for fi rms to 
make investments.

A further stream of literature argues that the adoption of 
cost competitiveness strategies in the EU periphery – with 
labour market liberalisation identifi ed as a key element 
of such strategies – in order to recover competitiveness 
after the crisis could be counterproductive and damag-
ing. Conversely, the lack of internal demand and invest-
ments – particularly innovative ones – is identifi ed as the 

6 D. B a k e r, A. G l y n , D.R. H o w e l l , J. S c h m i t t : Labour Market Insti-
tutions and Unemployment: Assessment of the Cross-Country Evi-
dence, in: D. Howell (ed.): Fighting Unemployment: The Limits of Free 
Market Orthodoxy, Oxford 2005, Oxford University Press; S. Av d a g -
i c : Partisanship, political constraints, and employment protection re-
forms in an era of austerity, in: European Political Science Review, Vol. 
5, No. 3, 2013, pp. 431-455. 

7 C. N o e l k e : The Consequences of Employment Protection Legisla-
tion for the Youth Labour Market, Mannheimer Zentrum für Europäi-
sche Sozialforschung Working Paper No. 144, 2011; S. Av d a g i c : 
Does Deregulation Work? Reassessing the Unemployment Effects 
of Employment Protection, in: British Journal of Industrial Relations, 
Vol. 53, No. 1, 2015, pp. 6-26.

8 P. P i n i : Il Jobs Act tra surrealismo e mistifi cazione: una lettura critica,  
in: Economia & Lavoro, Vol. 49, No. 2, 2015, pp. 177-215; V. C i r i l l o , 
D. G u a r a s c i o : Jobs and Competitiveness in a Polarised Europe, in: 
Intereconomics, Vol. 50, No. 3, 2015, pp. 156-160.

contract or transforming other contracts into permanent 
ones.

The Italian case turns out to be revealing, especially when 
framed within the European debate regarding the appro-
priateness of austerity policies and labour market liber-
alisation as tools to recover growth and employment after 
the crisis. Italy shares with some other Southern Europe-
an countries a series of dubious economic achievements: 
the highest rate of long-term unemployment, the highest 
youth unemployment rate, the lowest participation rate of 
women and older workers, and, lastly, one of the lowest 
employment rates in Europe. At the same time, a huge 
amount of fl exibility has been introduced into the Italian 
labour market, with the Jobs Act constituting the fi nal and 
most radical step in this direction.3

Since the 1990s, the mainstream approach to tackling 
the Italian economy’s weaknesses has been based on 
removing market “rigidities”, which were considered re-
sponsible for hampering (labour) market clearing, pre-
venting effi cient factor allocation and, as a consequence, 
avoiding social welfare maximisation. Examples of such 
rigidities are strong trade unions, generous social ben-
efi ts, high minimum wages, powerful insiders and fi ring 
restrictions. In particular, employment protection has 
been increasingly seen as an obstacle to job creation 
due to the high costs of dismissals. Accordingly, many 
forms of employment protection have been identifi ed 
as the major cause of longer spells of unemployment.4 
However, a large strand of literature challenges the thesis 
supporting the need for structural reforms – directed at 
removing such rigidities – and labour market liberalisa-
tion. Howell et al. highlighted the fragility of the available 
econometric evidence which has found a positive impact 
of labour market liberalisation on employment, produc-
tivity and innovation dynamics.5 On similar lines, Baker 
et al. and Avdagic show that many fi ndings in the empiri-
cal literature which support liberalisation are sensitive to 
changes in data, model specifi cation and econometric 

3 M. F a n a , D. G u a r a s c i o , V. C i r i l l o : Labour market reforms in Italy: 
evaluating the effects of the Jobs Act, LEM Working Paper Series 
2015/31, 2015.

4 S. S c a r p e t t a , T. Tre s s e l : Boosting Productivity via Innovation and 
Adoption of New Technologies: Any Role for Labor Market Institu-
tions?, World Bank Policy Research Working Paper, No. 3273, 2004; 
A. I c h i n o , R.T. R i p h a h n : The Effect of Employment Protection on 
Worker Effort: Absenteeism during and after Probation, in: Journal of 
the European Economic Association, Vol. 3, No. 1, 2005, pp. 120-143; 
T. B o e r i , P. G a r i b a l d i : Two Tier Reforms of Employment Protec-
tion: a Honeymoon Effect?, in: The Economic Journal, Vol. 117, No. 
521, 2007, pp. 357-385.

5 D.R. H o w e l l , D. B a k e r, A. G l y n , J. S c h m i t t : Are Protective Labor 
Market Institutions at the Root of Unemployment? A Critical Review of 
the Evidence, in: Capitalism and Society, Vol. 2, No. 1, 2007.


