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Italy is making progress with its long-awaited labour market reform. The lower house of parliament yesterday ap-

proved Prime Minister Renzi’s planned labour market reform with a majority of 316 to 6 votes. Highlighting risks for future 

difficult votes on details of the reform, 40 members of Renzi’s own party PD joined most opposition lawmakers in walking 

out of chamber and abstaining from the vote in the 630 seat chamber. If confirmed in December by the Senate, where Ren-

zi’s party has to rely on its coalition partners and potentially some opposition votes, the law will be the basis for more de-

tailed government decrees, which would then have to be approved in a series of further votes. It will likely take months 

before the reforms can thus become effective. 

 

The two key parts of the “jobs act” reform are (1) making it easier for firms to hire by replacing the plethora of different 

work contracts with one contract applying to new hires where job protection starts very low and grows with seniority. And 

(2) making it easier to fire by replacing the automatic reinstatement of workers on “unfair” dismissal (Article 18 of the la-

bour statute) largely with financial compensation and tightening the conditions under which dismissals can be challenged in 

court. The impact of the two measures on workers will be softened by a broadening of social benefits for unemployed 

workers, taking Danish “flexicurity” as a model. 

 

Many details are missing, making it difficult to assess whether Italy can emulate the success of the 2012 labour reforms in 

Spain and Portugal: 

• How far will the reduction of job security go? On the face of it, the impact of article 18 is small. It appears to have 
led to merely 3000 automatic reinstatements in 2013. But many companies shy away from even trying to lay off 
older workers in fear of the courts. Especially foreign investors are deterred from investing at all. As Article 18 only 
kicked in from 15 employees, it prevented companies from expanding beyond that size. Italian companies’ small 
average size is a serious competitive disadvantage in globalised markets. 

• What is the coverage of the new contracts? The key questions are what the new job protection scale will look like 
and whether it will apply to all workers or just first-time job-seekers as early reform drafts had suggested. 

 

The positive vote in the lower house in only a small step, as the government commands a healthy majority there. The 

vote in the senate in December, where its majority is fragile, as well as future votes on concrete measures next year will be 

more risky. But we are cautiously optimistic. It deserves admiration that Renzi got this far this quick given Italy’s slow-

grinding political process. Despite union protests and a recent dip in popularity, his party continues to lead the polls with 

nearly 40% of voting intentions compared to 20% for Grillo’s 5-star movement and 15% for Berlusconi’s Forza Italia and 

some 10% for the Lega Nord which is trying to turn itself into a nationwide right-wing protest party. Renzi is on track to 

deliver roughly what he had promised when he came to power in February, albeit with the inevitable delays due to Italy’s 

legislative process. Of course, Italy’s past gives reason for scepticism. The promising steps under Prime Minister Mario 

Monti in 2012 ultimately stalled and gave way to a period of political instability and economic standstill. The verdict on 

whether Renzi and his reforms will last longer is still out. While the reforms may inspire new confidence, companies may 

only really act and invest with a delay. But at least Italy is moving, something which France is still some way away from. 
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