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ABSTRACT

Which governments implement interventionist or liberalising labour policy
reforms, and does the economic context matter? Drawing on the previous
literature on government ideology and public policy, we hypothesise that
leftist governments are more likely to implement interventionist labour
policies. However, we also expect that economic circumstances influence
parties’ room to manoeuvre, and we thus hypothesise that the impact of
government partisanship on labour policy reform will be weaker during
troublesome economic circumstances. The main contribution of this paper is
empirical, in that we take seriously the ‘dependent variable problem’ of
policy studies that look to aggregate measures to detect instances of
retrenchment, by making use of a new dataset on the directionality of 1,446
individual labour reform measures enacted across 13 nations between 1978
and 2017, allowing us to compare government labour policy during periods
of varying levels of budgetary deficit, employment, and debt levels. Our
results show that left-wing governments implement more interventionist
labour policies, but only during less economically ‘challenging’ periods -
during dire economic circumstances, economic orthodoxy seems to trump
ideology in governmental policy-making processes.
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Introduction

Labour policies explicitly aim to shape the labour market risks faced by workers
(Clegg & Durazzi, 2023). There is a growing literature on the political determi-
nants of labour market policies, but ‘few conclusive results have been
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produced to date, and not least the role of partisan politics’ (Cronert, 2022,
p. 210). While the foundational literature on government partisanship (e.g.,
Hibbs, 1977) found strong effects of party families, more recent studies have
challenged the expectation that left-leaning parties are more likely to be
responsive to the preferences of below-average-income-citizens. For instance,
Rathgeb and Busemeyer (2022, p. 4) note that the party politics of social invest-
ment cannot be easily matched to the traditional left-right scheme. The ‘new
school’ of partisan politics suggests that the traditional party-family-based
approaches are at odds with changes in the parties’ electoral constituencies
and a more competitive electoral context with new parties and new forms of
party-voter linkages (Hausermann et al., 2013, p. 226).

Taking note of such research, we rely on a continuous measure of the
ideology of governing parties to examine the classic expectation from the
partisan literature and hypothesise that left-leaning governments are more
likely to implement interventionist labour policies. Drawing on an original
data set on 1,446 individual policy measures in 13 EU countries from 1978
to 2017, we seek to provide conclusive evidence of a left-right difference
in governments’ approaches toward labour policy. In line with research
that has suggested that economic crises are likely to influence this relation-
ship between government ideology and policy output (e.g., Engler, 2021;
Hieda, 2021; Jensen, 2012; Starke et al., 2014; Tufte, 1979), we also evaluate
a ‘constrained partisan politics hypothesis’, proposing that the impact of gov-
ernment ideology on labour policy reform will be weaker during unfavour-
able budgetary or economic circumstances — during ‘bad times'.

The main contribution of this paper is empirical, in that we take seriously
the ‘dependent variable problem’ of policy studies that look to aggregate
measures to detect instances of retrenchment (Clasen & Siegel, 2007;
Green-Pedersen, 2004; Horn, 2017). We argue that evidence of policy expan-
sion and curtailment ought to be examined at the policy-level. As opposed to
relying upon secondary indices, yearly aggregates, or expenditure measures,
we thus analyse a dataset of 1,446 individual labour reform measures enacted
across 13 nations between 1978 and 2017. Furthermore, since we are analys-
ing individual reforms, we are able to focus on multiple policy areas at once,
as opposed to concentrating on aggregate measures of passive unemploy-
ment benefits, active labour market policies, or labour market regulation.

Previous research has typically focused on time periods before (Avdagic,
2013; Becher, 2010; Korpi & Palme, 2003; Potrafke, 2010; Simoni & Vlandas,
2021), or during/after the Great Recession (Shahidi, 2015). We present ana-
lyses that are not limited to specific macroeconomic conditions and generali-
sable over an extended time period (Cronert, 2019; Savage, 2019; Schmitt &
Zohlnhofer, 2019; Starke et al., 2014; Zohlnhofer & Voigt, 2021). Instead of
assuming that past decades constitute an era of ‘permanent austerity’
(Allan & Scruggs, 2004; Korpi & Palme, 2003; Pierson, 1996), we compare
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government labour policy during times of various economic circumstances.
While others have used a variety of indicators that tend to demonstrate an
overall trend towards liberalisation (Ferragina et al., 2023), our reform-level
data suggests that pro-worker policies continue to be implemented.

Our results show that left-leaning governments are more likely to
implement interventionist labour policies as compared to right-leaning gov-
ernments, which are more likely to implement liberalising policies, corroborat-
ing findings in previous studies that have identified partisan differences and
‘politics as usual’ in the era of ‘new politics’ (Allan & Scruggs, 2004, p. 509;
Korpi & Palme, 2003). We also find support for a constrained partisan politics
hypothesis, showing that the impact of government ideology on labour
policy reform is weaker during budgetary or economic difficulties. During
unfavourable economic conditions, both left- and right-wing governments
implement liberalising labour reforms, suggesting that the room for
manoeuvre for political parties is limited during periods of economic hardship.

Theoretical framework
Labour policy and the role of partisanship in reform making

Labour market policies fall under three broad categories: Passive, Active, and
Regulatory. Passive employment policies relate to the unemployment insur-
ance system: deemed passive because the beneficiary simply receives a
fiscal benefit from the state or social security system. Reforms might alter
the duration of benefits, qualification for benefits, level of benefits, or the
contribution levels of employees, employers, or the government in funding
such benefits. For example, in 1990, Austria lowered the contribution levels
to the unemployment system from 5.2 per cent to 4.4 per cent from gross
salaries.

Active employment policies require some behaviour of the recipient. Gov-
ernment might compensate or provide retraining opportunities or relocation;
it might provide job subsidies or directly employ workers itself through tem-
porary programmes. For example, in Austria, in 2005 3-year subsidies for firms
that hired new trainees were instituted. As compared to simply compensating
for labour risks ex post to prevent present-day poverty, some forms of active
labour policies fall within the realm of ‘social investment’, seeking to prepare,
mobilise, and equip individuals with the skills needed in a dynamic economy
for the prevention of poverty ex ante (Garritzmann et al., 2022).

Regulatory policy is the core of state power. In the domain of labour policy
it includes hiring and firing regulation as well as wage and working-time
requirements (Bonoli, 2010). In 1994, for example, the Spanish
government liberalised working hours and removed the 75 per cent increase
in overtime pay.
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The study of partisanship in public policy dates back to a time when the
major parties still had well-defined constituencies. Expectations of how
these parties would conduct public policy when in government office
could be derived equally from party ideology and the material interests of
their constituencies. In terms of ideology, leftist parties tend to be more
responsive to the preferences of the below-average-income citizen (Pontus-
son & Rueda, 2010) and tend to favour low unemployment (Hibbs, 1977).
Specifically, with regard to labour market policies, they would aim for
greater job protection of workers (Rueda, 2007), employment creation,
higher levels of compensation during times of unemployment, and
capping the required amount of working hours or days. Hence, leftist
parties are expected to be more interventionist in economic affairs and
more favourable towards the welfare state as their voters stand to benefit
from such policies (Gingrich & Hausermann, 2015).

In contrast, centre-right parties believe that markets work better with less
government interference. Such parties focus on deregulating or liberalising
labour policy to incite stronger market-driven employment dynamics (Zohln-
hofer & Voigt, 2021). This benefits employers, managers, and the self-
employed as it for example lowers their contribution of payroll or business
taxes. Labour policy is specific in the context of welfare policies, as the
median voter might not have strong preferences on unemployment policy,
giving right-wing governments the flexibility to cut back these entitlements
(Jensen, 2012).

Yet, as stressed by the new school of partisan politics, socio-economic
transformation and important changes in European electoral and party poli-
tics since the 1990s have undermined the traditional linkages between social
groups and political parties (Hausermann et al., 2013). Specifically, social
democratic parties’ constituencies have evolved (Gingrich & Hausermann,
2015). The working class makes up less of the constituency of these parties
and now is an important constituency of parties of the radical right (Oesch
& Rennwald, 2018). In short, there is no longer a ‘linear and direct relationship
between the type of party in power (e.g., social democratic or conservative)
and policy output’ (Hausermann et al, 2013, p. 221). Accordingly, one
cannot expect social democratic parties to necessarily be in favour of
greater government intervention and economically liberal or conservative
parties to be necessarily favour the curtailing of such interventions.

The empirical literature researching partisan effects is rich of null findings.
Potrafke (2010), for example, finds little evidence for partisan effects on a
variety of aspects of labour market policy: unemployment replacement
rate, benefit duration, active labour market spending, employment protec-
tion, and unemployment contributions. More recently, Negri (2021) found
no short-term effect of partisanship on social expenditure broadly, active
labour market spending, passive labour market spending, or the
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unemployment replacement rate, instead concluding that long-term econ-
omic dynamics affect such labour policy measures. Recent meta-analyses
have also noted a lack of partisan findings on a variety of government expen-
diture programmes, especially when the analyses employed party-family
approaches and estimated government ideology from the percent of
cabinet seats held by parties of the left, centre, or right (Bandau & Ahrens,
2020; Horn, 2017; Potrafke, 2017).

The new school of partisan politics suggests that if parties were to rep-
resent their current electoral support bases, they would need to fine-tune
their policies considerably. Some findings seem consistent with such expec-
tations. For instance, social democratic parties have been identified as more
likely to implement labour market reforms that worsen the situation of part-
time workers, temporary workers, and the unemployed, though also associ-
ated with increased spending on active and passive labour market spending
(Burgisser & Kurer, 2021). Yet, as Hausermann et al. (2013) point out, such mir-
roring in policy of current supporters is not the only electoral strategy parties
have available. Rather, they may aim at regaining traditional groups while
paying tribute to the requirements of party competition.

Partisan ideology provides a framework for understanding the nature of
political problems and proposes a particular set of solutions (Horn, 2017).
As it relates to the economic left-right dimension, the left tends towards an
equality-based pro-welfare ideology while the freedom-based right tends
towards a pro-market ideology. Party elites have joined a party committed
to the goal of certain policy outputs and are constantly reminded of the
party’s values in their interactions with party activists (Wenzelburger & Zohln-
hofer, 2021). From this perspective, parties are groups of people with similar
beliefs, attitudes, and values and pursue policies that are congruent with
those values (Wenzelburger & ZohInhofer, 2021). Even in an era of uncertainty
from globalisation and state retrenchment, a party’s ideology serves as a ‘cog-
nitive anchor’ that ‘preserve[s] their capacity to act’ (Horn, 2017, p. 110).
Focusing on the ‘electoral connection’, Kitschelt & Rehm (2015, p. 194)
have alerted to the importance of party reputation and that voters value con-
sistency — ‘parties are therewith in part captives of their own past and
policies’.

Drawing on this literature focusing on the role of government ideology in
public policy, we present a first (two-part) hypothesis focusing on the expec-
tation that the ideology of governments influences the directionality of
labour reforms:

H1a: Left-leaning governments are more likely to enact interventionist labour
policies than right-leaning governments.

H1b: Right-leaning governments are more likely to enact liberalising labour
policies than left-leaning governments.
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Labour policy making under unfavourable economic circumstances

While the new school of partisan politics literature focuses on the parties’
electoral constituencies and party competition, a ‘new politics’ perspective
suggests that partisan politics plays out differently under conditions of
retrenchment and constrained budgets, whereby there is less fiscal room
available for government to ‘credit claim’ on popular expansionary pro-
grammes. Parties of the right might even be less focused on implementing
unpopular liberalising reforms, instead selecting to pursue a strategy of
‘blame avoidance’ (Pierson, 1996). A meta-analysis speaks to this perspec-
tive by indicating that for studies whose year of interest averages later
than 1992, one is no longer likely to find the impact of partisan effects
(Bandau & Ahrens, 2020). As it relates directly to labour policy reforms,
some have even directly hypothesised that ‘[labour] policy reforms con-
ducted by partisan governments are not likely to differ radically, but are
better explained by the economic or political context’ (Klitgaard et al.,
2015, p. 949).

Yet this perspective is at odds with the findings of Korpi and Palme (2003),
who argue that party constituents’ and potential policy reform benefit recipi-
ents do differ. Taking a class-based approach, they identify those represent-
ing employers being troubled about policies that might lead to full
employment. Those most likely to be reliant upon government labour
policy are a narrow interest of risk-adverse low-income groups. Thus, even
in the time of the welfare state’s ‘golden age’, not all reforms were broadly
popular, as many contentious elections were fought over the choice
between taxing and spending policies.

Some argue that since labour market policy tends to be less salient, parties
might turn to labour policy during times of fiscal constraints. Aaskoven
(2019), for example, finds that labour policies become more interventionist
during times of left-wing governments facing high levels of national debt
and labour market inequality. For constituency reasons, these parties focus
on protecting low-income households and for ideological reasons such
crises could be used by left-leaning parties to blame the market and look
for state-based solutions. Conversely, parties of the right might blame state
intervention for the crisis and look to reduce the role of the state in the
economy (Starke et al., 2014).

A ‘constrained partisan politics hypothesis’ which has been proposed by
some scholars suggests that partisan differences become muted during
crisis, or even propose a ‘fiscal crisis hypothesis’, suggesting that all govern-
ments respond with similar liberalising labour policy reforms to economic
crisis (Shahidi, 2015). Shahidi’s (2015) analysis of labour policy responses to
the Great Recession show results in line with such a hypothesis. Others
have also noted that unconditional effects of partisanship might not be
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detectable after the pre-1980s ‘golden age’ of welfare state development as a
result of the higher and more variable levels of unemployment (Zohlnhofer &
Voigt, 2021).

Christian Democratic parties, for example might be unwilling to liberal-
ise employment protection for their constituency of full-time workers. Yet,
Social Democratic parties need not be opposed to some liberalising pol-
icies, as long as they do not lead to higher unemployment. As economists
have indicated that labour market rigidities might pose a problem for
these parties’ full employment model (OECD, 1994) and low-income
groups tend to be at greater risks of unemployment, Social Democrats
might be able to defend labour-protective regulations in times of low
unemployment, though agree with economic orthodoxy and institute liber-
alising reforms during times of high unemployment (Zohlnhofer & Voigt,
2021). This would echo the calls that right-wing governments make
when justifying the use of retrenchment during high unemployment
(Korpi & Palme, 2003). There are also electoral incentives for leftist
parties to institute liberalising reforms, as voters perceive them as particu-
larly competent dealing with unemployment (Seeberg, 2017), and since
they tend to lose electorally should the unemployment rate climb (Dasson-
neville & Lewis-Beck, 2013).

Thus, centre-left governments, while tending to be more interventionist
during normal times, might need to liberalise during dire economic con-
ditions (Simoni & Vlandas, 2021), for example they may loosen requirements
on firing workers while implementing active policies to re-employ those who
may be laid off. Another example is provided by Jensen et al. (2014), who find
that governments tend to compensate for reducing unemployment replace-
ment rates by introducing new policy instruments in other areas such as alter-
ing contribution levels or providing tax subsidies or grants. Avdagic (2013, p.
446) provides evidence of employers trading a reduction in regulatory
employment protection for core workers for increases in passive unemploy-
ment benefits or active labour market measures.

Empirically, some studies have shown that partisan differences in labour
policy reforms disappear during periods of high unemployment (Jensen,
2012), suggesting that ideological differences might be suspended in place
of a ‘rally-round-the-flag effect’, guided by technocratic governance (Starke
et al., 2014, p. 230). Economic orthodoxy would suggest that when govern-
ments are confronted with a high ‘problem load’ (e.g., high-levels of debt
or deficits) they should engage in budget consolidation and liberalisation
(Simoni & Vlandas, 2021). Following Tufte (1979, p. 33), who notes that in
‘pre-election economic plans the crisis area of economic policy dominates
the priorities sought by the party platform of the incumbent’, we hypothesise
that economic circumstances condition the impact of ideology on the direc-
tionality of labour reforms:
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H2: Governments are more likely to focus on economic orthodoxy during
unfavourable budgetary and/or economic circumstances, weakening the
impact of government ideology on labour policy reform.

Methods and data
Identifying labour policy reforms

Typically, research into labour policy reforms relies upon indices created by
international organisations like the OECD or secondary data classified by
think tanks (Aaskoven, 2019; Schmitt & ZohInhofer, 2019; Voigt & ZohInhdofer,
2020; Zohlnhofer & Voigt, 2021). These data are often available as yearly
aggregates. However, many policy aggregates are slow-moving and using
yearly models might bias against finding partisan results (Schmitt, 2016).
Spending-based measures might be influenced by key co-variates of econ-
omic growth or the employment rate. These have characterised the ‘depen-
dent variable problem’ associated with research on policy-making (Green-
Pedersen, 2004). A recent meta-analysis has identified that studies using
expenditure levels are four times less likely to find partisan differences than
studies using alternative measures (Bandau & Ahrens, 2020). Noting this,
we endeavoured to create an alternative measure of labour policy reforms.

Replacement rates as measures might also be problematic as these are
usually taken as an index (Allan & Scruggs, 2004) so multiple reforms in
one year, perhaps to different categories of workers or to reforms to the taxa-
tion of benefits (Horn, 2017, pp. 38-40), would not be accounted for. It might
also be difficult to tie specific spending outcomes to particular governments,
given that policies take some time to come into effect (Birgisser & Kurer,
2021). We concur with recent research that has identified the conventional
foci on welfare generosity and economic redistribution as ‘too crude’
(Rathgeb & Busemeyer, 2022, p. 9).

Instead, we adopt a different approach and collect information on labour
policy reforms at the individual-reform measure level as reported in more
than 1,000 periodical country reports issued on a quarterly/monthly basis
by the Economist Intelligence Unit (EIU) and the (bi)yearly Organization for
Economic Cooperation and Development (OECD) country profiles. The EIU
reports contain information on recent economic and political developments
and provide a review of the most important socio-economic changes and
reforms in a given country. They provide reliable and comprehensive infor-
mation about concrete policy changes relevant to potential business inves-
tors, international organisations, government agencies, and academic
institutes." We also coded more than 200 country reports issued annually
or biannually by the OECD to add anything that these experts might have
missed.
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We code labour policy measures that change the policy status quo. Such
policies may be introduced by laws, decrees or through actions of the
national government. Local or regional reforms are not included nor are
statements of economic data. A statement such as ‘the unemployment rate
dropped to 5.7%’ would not be relevant for us as it does not indicate any gov-
ernment action. Instead, we code only those policy measures which indicate a
policy change and specify a policy instrument which was used to introduce
this policy change.

We categorise the reform measures by the criteria presented in Table 1. We
label reforms ‘interventionist’ following Schmitt and Zohlnhofer (2019) as
those that lead to greater government involvement in labour policy such
as stricter regulations, increased subsidies, reduction of unemployment
through job creation, redistributive programmes, or those that more
broadly aim to control market forces. These types of policies are often associ-
ated with the political left and the mainstream social-democratic and labour
parties (Schmidt, 1996). Following Avdagic (2013) and Simoni and Vlandas
(2021), we label reforms ‘liberalising’ should such policies make markets
more flexible: those that attempt to remove government intervention from
the economy and reinstate market mechanisms such as policies that
reduce levels of social expenditure, reduce employment protection and
working regulations, and lower subsidies and business tax rates. Table 1 sum-
marises our classification schema.

Every reform measure is coded individually, even if they occur in packages.
This allows us to have a greater level of detail than other studies that use
yearly or cabinet aggregates® including both the conditionality (such as
waiting periods or extra effort by claimants like training programmes) and
generosity of benefits (Clasen & Siegel, 2007; Horn, 2017). Take for example
the following information from the February (1996) EIU report on Austria:

The main outlines of the two federal budgets were presented in February. The
minimum eligibility period for unemployment benefits will be increased from

Table 1. Direction of labour market reforms and associated reform measures®.

Interventionist Liberalising
Passive Increase of Government or Employer Decrease of Government or Employer
measures Contributions; Decrease of Individual Contributions; Increase of Individual
Contributions; Increase in Direct or Contributions; Decrease in Direct or
Indirect Individual Benefits Indirect Individual Benefits
Active Increase in job subsidies, incentives to Decrease in job subsidies, incentives to
measures find work, improvement of skills, or job find work, improvement of skills, or job
creation creation
Regulatory Tightening work regulations, Loosening of work regulations,
measures requirements, labour cost/dismissal requirements, labour cost/dismissal cost
cost increase decrease

Shahidi (2015), using the language of (Esping-Andersen, 1990), would classify liberalising reforms as
‘decommodifying’ and interventionist reforms as ‘recommodifying’.
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six and a half months to seven months. A system of incentives will be intro-
duced, whereby enterprises must pay fines for dismissing old employees, but
will receive subsidies out of these funds for recruiting old employees.

Here, we code three types of reforms: (1) A liberalising reform to the passive
unemployment benefits system: to capture the fewer number of beneficiaries
qualifying for unemployment benefits; (2) an interventionist regulatory reform:
to capture the greater costs to dismissal for firms; (3) an interventionist active
reform: to capture the increase in job subsidies.

We include all labour policy reforms in our dataset, even if they do not
have a direction. Those lacking direction we label as ‘non-directional’.
Reforms about bureaucratic reorganisation or contractual changes would
fall into this category. One such example can be found in the (1998) OECD
report on the Netherlands:

As a complement to the Melkert jobs, the government has prepared the Job
Seekers Employment Act (WIW), which is expected to come into force in
January 1998. It will consolidate the various programmes for subsidised jobs
- but not the Melkert jobs — with all responsibilities decentralised and entrusted
with the local authorities.

Our data covers a period of 39 years (1978-2017) for 13 countries: Austria,
Belgium, Denmark, Finland, France, Germany, Ireland, Italy, the Netherlands, Por-
tugal, Spain, Sweden, and the United Kingdom. Our goal was to select countries
under the regulatory framework of the European Union’s Treaties of Amsterdam
and Nice. Our cases are thus the universe of the EU-15, with the exception of
one economic outlier (in terms of economic size and GDP/capita) and one
with unreliable economic data, respectively: Luxembourg and Greece. Our time-
frame allows us to capture labour market reforms before, during, and after the
Great Recession. In total, we have identified 1,446 labour policy reforms. This is
the largest collection of individual labour policy reforms known to the authors.
By our classification schema, Table 2 provides for their distribution.

First in examining the types of labour policy reforms, we find an almost
equal amount of passive and regulatory reforms. Our data fits the standard
narrative. We see approximately 4 per cent more of our cases being liberalis-
ing reforms to unemployment systems and employment regulation than
policy changes in the opposite — interventionist — direction.

Table 2. Distribution of labour reform types (1978-2017).
Category of Reform Type (in %)

Direction Passive Active Regulatory Total

No Direction 1.18 297 249 6.64
Interventionist 11.89 38.11 9.47 59.47
Liberalising 15.98 5.19 12.72 33.89

Total 29.05 46.27 24.69 100
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Avadagic’s (2013: 434) analysis of the FRdB Social Reforms Database 1990-
2007 also notes that, contrary to popular narratives, liberalising regulatory
reforms were only 4 per cent more common than interventionist reforms
during that more limited timeframe. Birgisser and Kurer's (2021) nine-
country sample of individual reforms between 2000 and 2016 also identify
several reforms that expanded regulatory protections, though the majority
were in the liberalising direction. Non-directional reforms make up the smal-
lest category of our data.

In terms of reform type, active reforms make up the largest category in our
dataset, which might seem surprising. It is important to note here how our
data generating process differs from other sources. While other data
sources simply identify yearly aggregates in government outputs or policy
outcomes, we are here capturing each policy measure. So, if a government
created jobs in March, provided educational benefits in June, and relocation
subsidies in November, yearly data would just note the expenditure on that,
while we code each event.

Previous research suggests that active labour market policies can be
favourable to both left and right governments (Cronert, 2019). With their
full-employment goal (lversen & Wren, 1998), leftist governments would be
inclined to expand programmes that reduce unemployment. Rightist govern-
ments would be interested in programmes that target individuals not yet par-
ticipating in the labour market to reduce the incidence of labour shortages
and potentially drive down labour costs. Training programmes and labour
market services also serve the interests of workers and employers alike, pro-
viding the opportunity to find new gainful employment for workers and for
employers to have workers with the requisite skills and to increase their pro-
ductivity (Farnsworth, 2013; Swenson, 2002), though the centre-left tends to
turn to such measures more often (Birgisser & Kurer, 2021).

In analysing the Spanish and Portuguese cases, for example, the govern-
ments paying the greatest attention to expanding activation policies were
the centre-right Rajoy (2011-2015) and Passos Coelho (2011-2015) cabinets,
even though they were also the most restrictive on passive and regulatory
policy (Blrgisser, 2022). Similar to others who have coded specific activation
measures (Blrgisser, 2022; Biirgisser & Kurer, 2021), we find few examples of
governments removing such programmes. All in all, we find a greater number
of interventionist measures than expected given the ‘era of permanent
austerity’.

We note the date of each reform along with information about the govern-
ment that implemented the policy (which we use to assign independent vari-
ables). In looking at the temporal aspects of our dataset, we can see that it
conforms to prima facie expectations (and with greater detail in Clegg &
Durazzi, 2023). Figure 1 displays a lowess plot of directionality taken over
the timeframe of our data.
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With regards to passive measures, the ‘era of permanent austerity’
becomes quite visible. Starting after 1985 we are much more likely to see a
passive measure be liberalising, such as cutting back unemployment
benefit levels or their duration, than one that is more interventionist, such
as raising the rate of unemployment payroll tax on employers. This is one
such way that governments reduced their social expenditure budgets. One
can similarly note a downward trend in interventionist active measures in
the early 1990s.

This marks the end of the era of active measures being used as alternatives
to employment through government programmes and a shift towards more
recommodifying reforms (Bonoli, 2010). That the Great Recession and Euro-
Area crises have reversed this trend has been noted in other more recent
studies (Burgisser & Kurer, 2021).

Before the crisis, interventionist and liberalising reforms were about
equally as probable. This is perhaps one reason why previous studies might
have found it difficult to detect partisan influences on these. However, with
the onset of the Great Recession and Euro Crisis, the increase in regulatory
reforms that liberalise the labour market come to dominate more interven-
tionist regulatory reforms. Our data thus conforms to findings of previous
research (Burgisser & Kurer, 2021; Emmenegger & Marx, 2019). That said,
interventionist policies did not disappear in this timeframe (Clegg &
Durazzi, 2023), and our expectation is that this might be an era when there
will be partisan influences.

Passive Reforms Active Reforms Regulatory Reforms
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Figure 1. Type of labour market reform over time.
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Independent variables

As noted above, we record the date of each labour policy reform. We then
match this date to the government that was in office at that time using the
Coalition Governments in Western Europe dataset (Bergman et al., 2021). We
match the parties identified as being members of a government with their
positions using party manifesto data provided by MARPOR (formerly CMP;
Volkens et al, 2017) following the dimensional and logarithmic scaling
approach suggested by Lowe et al. (2011) to create an overall left-right
‘state involvement in the economy’ position of each of the parties.®> We
then weigh these positions by parliamentary seats to get a measure of the
ideological position of the government at the time of a reform. This serves
as our key independent variable.* Higher values on this scale indicate a
greater salience of economically right-wing measures on the government
parties’ agenda (e.g., limiting welfare state expansion or opposing protection-
ist measures), whereas negative values indicate greater prominence of econ-
omically left-wing measures on the government parties’ agenda (e.g
positions supportive of market regulation or nationalisation).

This ‘centre of gravity’ approach (Bandau & Ahrens, 2020) stands in con-
trast to a majority of the previous literature examining labour policy that
suffers from an ‘independent variable problem’ (Horn, 2017; Negri, 2021),
using dichotomous measures based on party-family approaches of a left
(right)-party-led-government (Aaskoven, 2019), or specific parties or party
shares in governing coalitions (Hibbs, 1977; Jensen, 2012; Savage, 2019;
Schmitt & ZohlInhofer, 2019; Simoni & Vlandas, 2021; Voigt & ZohInhofer,
2020; Zohlnhofer & Voigt, 2021); such approaches assume a party’s goals
based on a label, rather than its specific constituency or ideology (Hauser-
mann et al., 2013; Horn, 2017).

Recent research has demonstrated that, for example, social democratic
parties have varied in their emphasis on economic intervention over our
time period of interest, especially after the Great Recession (Trastulli, 2022).
Mainstream right parties might aim for work-life reconciliation programmes
targeting managers while the radical right might argue for policies that
target the working class advocating for policies considered to be centrist or
even economically left-leaning (Rathgeb & Busemeyer, 2022).

As opposed to a crude measure based on a classification of parties into
party families, whereby we would be unable to detect a party's intervention-
ist or liberalising position and might bias our results by not allowing for vari-
ation of economic ideology at the party level, we employ this continuous
measure which allows for the same party and party family members to
vary their economic positions over time. The new school of partisan politics
would also caution against the use of party labels as a proxy for the policies
or constituencies that the party advocates for (Hausermann et al., 2013) as
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empirically this approach is less likely to find significant results (Bandau &
Ahrens, 2020; Horn, 2017).

We also use the party positions to identify the level of ideological conflict
within a government by taking the difference between the maximum and
minimum values of the left-right ‘state involvement in the economy’ position.
This measure is quite standard as an operationalisation of partisan veto players
(Aaskoven, 2019; Avdagic, 2013; Becher, 2010; Zohlnhofer & Voigt, 2021)
drawing from Tsebelis’ (2002) assumption that each party in a coalition govern-
ment is a veto player. Becher (2010) argues that ministers should be able to
implement their party’s programme if there is no ideological divergence
among those that could potentially veto the legislation; ministers’ ability to
implement their party agenda declines as the ideological distance between
veto players increases.” Avdagic (2013) takes the veto players logic further
by integrating it with the blame avoidance strategy of the ‘new politics’ per-
spective (Pierson, 1996), arguing that veto players might enable policy change.

There is also some debate over the impact of a government’s majority
status. Theoretically, minority governments should have difficulties in produ-
cing desired outcomes compared to majority ones (Klitgaard et al., 2015),
because there is an extra-governmental veto player in parliament that is
needed to pass a reform. As such, we include a variable for minority govern-
ments. We also control for union density, as a strong union movement could
put pressure on governments to resist liberalisation (Simoni & Vlandas, 2021).

Another key variable related to the date of the reform are the economic
conditions. We hypothesise that partisan differences will matter less during
times of economic stress. Economic conditions might also have a structural
impact on which types of policies are in the realm of possibility. For
example, in times of high budget deficit, it might be difficult to find the
resources to spend on active labour market policies. We thus record the
unemployment rate, debt levels, and budget deficit and GDP growth as
recorded in the Comparative Political Data Set (Armingeon et al., 2020) for
the year in which the labour policy reform was legislated. GDP growth is
measured in real terms (as opposed to nominally), unemployment is taken
as a percentage of the civilian workforce, debt as general government debt
as a percentage of GDP, and deficit as government balance as a percentage
of GDP (i.e., positive values would indicate a surplus). Following Schmitt and
Zohlnhofer (2019), the economic variables serve as controls when testing our
base hypothesis (H7) and are interacted with partisanship to determine the
conditional effect of ideology on policy making during times of varying econ-
omic circumstances (H2). Appendix table 4 is a table of summary statistics for
all independent variables and appendix figures 2 through 5 show the distri-
bution of the economic variables for each country.

Figure 2 provides some indication of the conditioning nature of economic
conditions. In the left-hand figure, we (lowess) plot the probability of the
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direction of the reform over the levels of government debt included in our
data. In periods of high debt, we no longer see the majority of reforms
being in the interventionist direction. A similar effect of economic orthodoxy
can be observed on the right side of the figure that plots the probability of
the direction of the reform over the unemployment rate. Here again we
see that during periods of high employment, interventionist reforms are no
longer the majority type of reforms being introduced. This too is in line
with previous research on the topic (Korpi & Palme, 2003).

Empirical analysis

As there are three types of discrete, mutually exclusive reform directions (no
direction, liberalising, and interventionist), a multinomial logistic regression
model is used. Fixed country effects are included to account for unobserved
heterogeneity in country-policy making to aid in causal identification (Pforr,
2014). For example, some countries often pair an increase in worker contri-
bution rates with that of business, while others tend to focus all contributions
on one group or the other. This would inevitably lead to differences in the
probability of direction of a labour reform between countries. By introducing
fixed effects, we are comparing labour policy making within our country
cases: thus, comparing the effect of ideology and economic variables
within a country at two different points in time. The implementation of
fixed effects also allows us to account for the fact that there are different
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average levels of co-variates in our different country cases. Belgium, for
example, has had higher levels of debt than Germany during the study
period. The regression coefficient on debt thus is a measure as to whether
during above-average levels of debt within a country (‘within-unit’), which
type of reform is more likely. While this procedure does limit the overall var-
iance in the independent variable, it has the added benefit of removing
omitted variable bias (Mummolo & Peterson, 2018).

We also control for the reform type, for as noted in the descriptive section
active labour market policies are more frequent in our dataset than others.
This control allows us to examine the effect of our independent variables
of interest within a policy field. As noted above, we include government,
economic, and budgetary controls as well. All models also include errors clus-
tered at the government level, whereby some unobservable features might
make some governments more or less predictable in their labour policy
making than others.® Our full regression equation is as follows:”

Nijke = Cc + ¢ et Brkc + Amjc + Opic + Ekc

The unit of observation is each individual reform. As noted above, the
outcome (reform type) njy . is the log-odds of a policy reform i in cabinet k
nested in country j as compared to the base of an interventionist reform;
thus there are two coefficients ¢ presented in the appendix: one of the log-
odds of liberalising reforms compared to interventionist reforms and one
of non-directional reforms as compared to interventionist reforms. This is a
function of a a. grand intercept, ;. country-specific intercepts for each of
the j countries, B« cabinet-related characteristics for each of the n
cabinet-level variables of ideological position, ideological conflict, and min-
ority status, Ay country-related characteristics at the time of the reform
for each of the m country-level economic variables and union density, a 6,
¢ control for the p policy type of active or passive with regulatory taken as
the base term, and & errors clustered at the cabinet level. Beyond the
base model, interaction terms are included for economic conditions and gov-
ernment ideology.

Multinomial logistic regression coefficients are difficult to interpret (Pforr,
2014), and when presented in a table, multinomial models also need one cat-
egory to be the base, to which the coefficients indicate if an independent
variable makes a type for reform more or less likely than the base category.
For ease of interpreting our key variables, we have set the base to interven-
tionist reform. Thus, if there is a positive coefficient on governing ideology on
the equation representing liberalising reform, then this is an indication that a
government with greater economic liberalism would be more likely to make a
labour reform in the liberalising direction, rather than one in the intervention-
ist direction. The full output table is provided in Appendix 1. Given the
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difficulty of interpreting coefficients from a table, we graph the predicted
probabilities associated with each hypothesis.

We can note that our models consistently indicate that active policies are
more likely than passive ones, while regulatory measures are less likely, which
fits with the descriptive patterns noted above. Though not significant, greater
ideological range within the government increases the probability of a direc-
tional reform. Greater union density decreases the probability of a liberalising
reform as compared to an interventionist reform, as noted by the negative
coefficient on the liberalising model for the union density variable.

The first hypotheses suggested that we would be able to detect ideologi-
cal patterns in labour reform making when analysing reforms at the disaggre-
gated policy-level. Figure 3 provides evidence in support of this hypothesis.
First in comparing the vertical distance between the two lines, a government
with a leftist ideology would be more likely to make an interventionist form of
labour policy than a liberalising one. In looking at the slope of each line, one
can see that should a government be more economically market liberal, the
likelihood of interventionist policies is lower while that of a liberalising policy
is higher. The appendix shows how the coefficient on the governing ideology
on liberalising reforms is significant and positive in model H1. This indicates
that the upward slope of the liberalisation line is greater than the slope of the
interventionist line.

These findings corroborate research from two decades ago that noted an
ideological difference between the likelihood of instituting retrenchment to

Government Ideology Impact on Direction of Labour Market Reform
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Figure 3. Government ideology’s impact on the direction of labour market reform.
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unemployment systems (Korpi & Palme, 2003). For most governments, labour
reforms are more likely to be in the interventionist direction. This corrobo-
rates the findings of those scholars who have hypothesised about the univer-
sal appeal of active labour market policy measures (Cronert, 2019;
Farnsworth, 2013; Rickard, 2012; Swenson, 2002; Zahariadis, 2010). Looking
at the right side of Figure 3, for the most economically market liberal govern-
ments, the aggregate pattern of being more likely to have an interventionist
reform is no longer observable.

Figure 4 examines our second hypothesis, regarding whether ideological
position also matters during varying economic circumstances. These
models interact the relevant economic variable with government ideology,
while holding the other economic variables constant. The figure displays pre-
dicted reforms at the minimum, maximum, and mean values of the relevant
economic measure within our sample. As suggested by Mummolo and Peter-
son (2018), we remind the reader that these are just values used to aid in the
interpretation of the regression coefficients and that no single country-case
actually includes all of these values.

Here we can see that when unemployment is low (left panel) or moderate
(middle panel) there is a clear ideological impact on policy making, whereby
more leftist governments are more likely to have interventionist policies as
compared to more rightist ones. At high levels of unemployment, the ideo-
logical placement of cabinet has minimal effect on the probability of what
type of reform is instituted. Also at high unemployment, the most left-
leaning parties are most likely to institute liberalising reforms (see ZohInhofer
& Voigt, 2021). We also note that during high levels of unemployment, gov-
ernments are equally likely to institute both directions of reforms, suggesting
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that governments employ compensatory mechanisms to liberalising reforms
(Jensen et al., 2014; Simoni & Vlandas, 2021).

Next, a similar model is presented looking at varying debt levels. The figure
looks quite similar to the figure describing the unemployment relationship.
At low (left panel) and moderate (middle panel) levels of debt there is a
clear ideological difference in the direction of labour market reforms. Not
only can we observe a vertical difference, in that left-leaning governments
are more likely to implement interventionist reforms as compared to liberal-
ising ones, but we can see upward sloping liberalising reforms, showing that
more economically market liberal governments are more likely to implement
liberalising reforms, and downward sloping interventionist reforms, showing
that more economically market liberal governments are less likely to
implement interventionist reforms.

The final panel depicts the conditional nature of ideology at various levels of
government deficit.® As compared to the previous two, for this measure, more
troubling economic times occur when deficit, as we have measured, is low (left-
most panel). For times of high deficit (on the left), we see the greatest amount
of overlap in the directional predictions. This conforms with Korpi and Palme
(2003) who found that left parties are likely to retrench when government
budget balances are worse. During normal levels of deficit or surplus, we see
the standard pattern of ideological policy making. This can be viewed in the
appendix table. There is a positive coefficient for the liberalising reform
model on each of the interaction models that we would expect there to be
the “politics as normal’ differences when the measures of economic conditions
are zero.” Thus, should deficit or debt be low, we expect ideological differences
between the type of reform enacted, specifically that right-leaning govern-
ments would have a greater probability of passing a liberalising reform.

Concluding discussion

This paper utilised a dataset on labour policy taken at the level of individual
reform measures to detect the impact that governing ideology has on labour
policy making. This stands in contrast to much of the previous research that
uses aggregated or yearly outcome measures (Potrafke, 2010; Savage, 2019)
or requires the use of interaction effects that condition ideology (Aaskoven,
2019; Burgisser & Kurer, 2021; ZohIinhofer & Voigt, 2021). Our results corrobo-
rate findings from two decades ago identifying partisan differences in the era
of ‘new politics’ (Allan & Scruggs, 2004, p. 509; Korpi & Palme, 2003) though
here using individual government policy measures as the dependent variable
- 50 to overcome the ‘dependent variable problem’ (Green-Pedersen, 2004).
These results are important reminders that parties do indeed continue to
implement policies that they campaign on and that voters can choose
between the direction of policy offers.
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We also identified the effect that economic problem-load has on policy
making. In line with a ‘constrained partisan politics’ hypothesis, we found
that while left-leaning governments are usually less likely to institute liberal-
ising reforms, economic problems increase this likelihood (Shahidi, 2015;
Simoni & Vlandas, 2021), as ‘domestic economic problems constrain the
room to manoeuvre for parties and limit their possibility to make a difference’
(Schmitt & ZohInhofer, 2019, p. 989). This finding challenges the represen-
tational aspect of governance, whereby parties that campaigned on alterna-
tive policy agendas end up implementing similar policies.

Reform measure data could be employed in future research to analyse the
impact of the social bases of governing parties. As Blirgisser and Kurer (2021)
noted how conflicting constituency bases of Social Democratic parties might
affect which types of policies they implement, others might explore which
types of policies are instituted by centre-right parties with their own conflict-
ing social bases (Gidron, 2022). Additionally, during times of crises, parties of
the right tend to benefit electorally (Lindvall, 2014). Might this be in response
to policies enacted by incumbents that lead voters to perceive rightward
shifts (Adams et al, 2023)? Some scholars have argued that liberalising
reforms might be more palpable when paired with compensatory reforms
(Jensen, 2011) and retrenchment requires particular strategies to cloud the
character of the reforms (Pierson, 1996). Analysing the directionality of
policy reform at the level of individual measures would allow scholars to
answer such questions. As opposed to focusing on the directionality of a
reform, future research could address the type (active, passive, regulatory)
of reform and what effects economic ‘problem load’, government compo-
sition, or secular or spatial trends have on such choices.

This paper has focused on the economic aspects of the left-right dimension,
yet others have identified that multidimensional competition might have a role
in labour market reform. Reform priorities of governments might vary based on
the how libertarian or authoritarian their constituent parties are (Hieda, 2021).
The social bases of parties in government, be they libertarian or authoritarian
(Enggist & Pinggera, 2022), or middle class versus working class based (Gari-
gliano, 2024; Gingrich & Hausermann, 2015; Hausermann et al., 2022) might
clearly also impact their labour policy reform priorities. Radical right parties
have also been advocating different positions on alternative forms of labour
policy, supporting passive measures while opposing more active ones
(Enggist & Pinggera, 2022). Reform-level data could be used for future research
that examines other aspects of parties or their political-economic context,
besides their left-right ideology, on the types of labour market reform they
engage in, be they active and investment-oriented or passive and related
towards consumption (Beramendi et al., 2015).

All in all, our results are more optimistic regarding policy representation
than others that fail to detect a relationship between the ideological
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leaning of governments and labour policy. Indeed we find that parties that
claim to be more in support of economic interventions are, in fact, more
likely to implement interventionist labour policies, supporting the idea of
‘democratic responsiveness’ (Powell, 2004). That said, we also find that econ-
omic difficulties decrease the impact that ideology has on the direction of
labour policy reforms. Hence, during difficult economic circumstances -
during ‘bad times’ — economic orthodoxy seems to trump ideology in govern-
mental decision-making processes.

Notes

1.

EIU reports are prepared by country experts who use various information chan-
nels, such as official documents and statements, media reports, as well as direct
contact with government officials to record reforms.

. Afew other studies of labour policy also take this disaggregated approach (see

e.g., Burgisser & Kurer, 2021; Cronert, 2019). Yet each decides to aggregate to
the country-year level (see however Klitgaard et al., 2015).

. This follows from the recommendation to focus on the economic sub-dimen-

sions of the left-right scale for analysis of socio-economic reforms (Bandau &
Ahrens, 2020; Horn, 2017).

This follows the approach of Becher (2010) who notes that positions over labour
policies might be multidimensional, for example, more generous unemployment
insurance but easier dismissal conditions, but assumes, like Tsebelis (2002), that
parties have single-peaked preferences over a one-dimensional policy.

. In analysis of unemployment rates and strictness of employment protection,

Becher (2010) finds that veto players may actually hamper ideologically
driven policy.

There is also the possibility that some unobservable cabinet characteristics also
make them more or less productive. In appendix table 2, we thus also include
random effects at the cabinet level. When comparing appendix table 1 and 2
one can note the similarity in sign and significance for our key independent
variables.

. Here we follow the model of a recent work that also uses multi-level multino-

mial logistic regression models (Jabkowski & Piekut, 2024).

In the appendix we present a figure depicting the conditional nature of ideol-
ogy at various levels of economic growth. We present this in the appendix as
this is not one of the more common macroeconomic variables associated
with government macroeconomic policy (Hibbs, 1977), though might be of
interest to readers. We find that during times without negative or extremely
high levels of economic growth, the standard pattern of ideological policy
making can be observed. When economic growth is negative, we also find pat-
terns of partisan policy making, which is not what we would expect given our
argument that the effect of government partisanship should be weaker during
economic hardship. However, the confidence intervals of the predictions have
the greatest amount of overlap, and there is only a significant difference
between interventionist and liberalising policies for the most left-wing
governments.
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9. In appendix table 3 we include time trends as an additional control. All models
demonstrate similar signs to those presented on the main model. The coeffi-
cient in the base model for the ideological variable increases in statistical signifi-
cance, though there is not much of a change in magnitude. The only notable
difference is on the coefficient for the liberalising interaction with deficit,
which takes on a negative sign.
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