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Writing this book has been a very long, at times difficult, but more often
immensely interesting and rewarding undertaking. One of the reasons it
took so long was that the very dynamics we were trying to understand
kept changing. When we began our research, the Nordic economies and
welfare states were still doing comparatively well, only to enter into a
phase of deep crisis almost immediately thereafter. In Germany, opti-
mism about unification was still high, only to give way shortly afterward
to major tensions between the social partners, the government, and the
Bundesbank, which ended in a significant induced recession. The Maas-
tricht criteria had not yet taken effect but were to weigh heavily on the
governments’ room for maneuver in fiscal and monetary policy for most
of the 1990s. Now, as we finish the writing, the Nordic economies have un-
dergone a remarkable recovery, and the Nordic welfare states have been
partially reformed but have proven remarkably resilient. Germany con-
tinues to struggle with the effects of unification and the need for reform
of its welfare state regime. The introduction of the European Monetary
Union continues to be a significant constraint on political choices and
leaves many questions about the adaptation of production regimes and
welfare state regimes to the new conditions unanswered. Alas, these
questions will have to be the subject of future research; the present book
offers an analysis of development, crisis, and adaptation of welfare state
and production regimes up to the end of the twentieth century.

Another reason this book has been so long in the making is our deci-
sion to combine quantitative analysis of the universe of welfare states in
advanced industrial societies with in-depth comparative historical study
of nine welfare states and the production regimes in which they are em-
bedded. Collecting and analyzing the case study materials for these nine
cases and the statistical data for our eighteen cases proved a formidable
task. We were able to accomplish it only due to the crucial support from
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many individuals and institutions in many countries. Acknowledging the
specific ways in which each of them helped us would turn this preface into
a rather lengthy chapter, so we shall express thanks in a more parsimo-
nious fashion.

Originally, this project received support from the Center for Urban
Affairs and Policy Research at Northwestern University and the National
Science Foundation (grant SES 9108716). We then received support for
field research in Sweden from the Swedish-American Bicentennial Ex-
change Fund and for research in Germany from the German Academic
Exchange Service. The Swedish Institute in Stockholm did an absolutely
wonderful job arranging interviews for us, and the Swedish Institute for
Social Research at Stockholm University provided a stimulating aca-
demic home for us in the spring of 1992. The University of Konstanz of-
fered the same in the fall of 1991. We then had the opportunity to spend
the spring semester of 1995 in residence at the Swedish Collegium for the
Advanced Study in the Social Sciences (SCASSS) in Uppsala and the
academic year 1998–99 at the School of Social Science of the Institute for
Advanced Study (IAS) in Princeton, New Jersey. Both of these stays were
enormously valuable not only because of the time they offered us to do
additional research and writing, but also because of the interaction with
colleagues from very different backgrounds interested in similar issues.
Additional support was provided for John Stephens by the German Mar-
shall Fund of the United States. Finally, the Departments of Political Sci-
ence at both Northwestern University and the University of North Caro-
lina generously provided us with research leaves to pursue this project.

Many colleagues generously gave of their time and advice to help us
in our research. Some provided guidance to the relevant studies and pri-
mary information in their countries or subject areas of expertise, others
offered statistical advice, and still others shared with us data that they had
collected. Particularly helpful in these ways were Thomas Cusack,
Roland Czada, Gøsta Esping-Andersen, Alexander Hicks, Olli Kangas,
Walter Korpi, Gerhard Lehmbruch, Michael MacKuen, Deborah
Mitchell, John Myles, Joakim Palme, George Rabinowitz, Charles Ragin,
Duane Swank, Kees van Kersbergen, Bruce Western, and Hans Zetter-
berg. Over the years, we presented our work in progress, jointly and in-
dividually, at many conferences and seminars, where we received valu-
able feedback. Some of the most enjoyable and valuable such occasions
were the conferences of Research Committee 19 of the International So-
ciological Association in Vuoranta, Finland, in Bremen, Germany, in
Canberra, Australia, and in Oxford, England. Other very productive
seminars were those at SCASSS, the IAS, the Trade Union Research
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Institute in Stockholm, the Institute for Social Research in Oslo, the State
and Capitalism Seminar at Harvard University, and the Departments of
Political Science at Northwestern University and the University of North
Carolina.

Some of these same colleagues helped us in yet another way, together
with many others, by offering insightful comments on various drafts of
our work. We acknowledge a few of the most important suggestions in
the places in the text where we make use of them; here we want to ac-
knowledge the many other helpful critiques and suggestions that were of-
fered to improve the final product. We wish to express our gratitude to
Francis Castles, Robert Erikson, Gosta Esping-Andersen, Mauro Guil-
lén, Peter Hall, Markus Haverland, Alexander Hicks, Torben Iversen,
Olli Kangas, John Keeler, Desmond King, Herbert Kitschelt, Walter
Korpi, Hanspeter Kriesi, Miriam Laugesen, Michael Mann, Philip
Manow, Gary Marks, Rudolph Meidner, Lars Mjøset, Jonathon Moses,
John Myles, Klaus Offe, Ann Orloff, Joakim Palme, Paul Pierson, Charles
Ragin, Bo Rothstein, Dietrich Rueschemeyer, Diane Sainsbury, Herman
Schwartz, Robin Stryker, Duane Swank, Kees van Kersbergen, Juhana
Vartiainen, and Michael Wallerstein. We feel truly fortunate to have so
many generous colleagues. Where we succeed in making our case well,
we gladly share the credit; where we fall short in our efforts, we accept
sole responsibility.

We dedicate this book to the memory of Merlin G. Pope, Jr. (1943–
1998), former fellow graduate student, friend, and colleague. After grad-
uate school, Merlin devoted his great talents as a social scientist to a
highly successful career in applied social science, helping organizations to
turn ethnic and gender diversity from an obstacle into an asset and thus
helping the outsiders in these organizations, women and minorities, to re-
alize their potential and advance their careers. Merlin was also a very
generous and warm-hearted person who shared his success with friends
and the wider community. He was beloved by all whom he touched. He
left the world a better place.

Chapel Hill, May 1, 2000
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As the title indicates, this book is about the development of welfare states
in advanced industrial democracies in the first three postwar decades and
the crisis these welfare states have faced in the past twenty years. The ref-
erence to parties in the subtitle indicates the central element of our ar-
gument. Based on extensive quantitative and comparative historical
analysis, we show that partisan politics was the single most important fac-
tor that shaped the development of welfare states through time and ac-
counts for the variation in welfare state outcomes across countries. More
specifically, the dominant political coloring of the incumbent govern-
ment—social democratic, Christian democratic, or secular center and
right—over the three or four decades after the war is the most important
determinant of the kind of welfare state that a given country had in the
early 1980s; its generosity, the structure of its transfer payments, and the
type and volume of services it offered. Of course, partisan political in-
cumbency was strongly related to social structural features, most impor-
tantly the strength of organized labor and religious cleavages. The
“global markets” phrase in the subtitle indicates the context of the politi-
cal struggle. We argue that a given country’s position in international
markets influenced the kind of social policy regime it developed. Gener-
ous social policy regimes have to be embedded in production regimes that
generate high investment levels and high employment rates. This was the
case for the generous welfare states of Northern Europe that are the fo-
cus of this book. These were always export-dependent economies, and
the kind of welfare state they developed had to be compatible with inter-
national competitiveness in order to maintain high investment and em-
ployment. We further argue that political choice remains important
though much more constrained by the new more internationalized eco-
nomic environment.

In our analysis of the crisis of the welfare state in the last two decades,
we found that retrenchment was pervasive: Almost all advanced indus-
trial democracies cut entitlements in some programs in this period.
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However, in all but two countries, these cuts in entitlements were quite
modest; the basic contours of the system of social protection remained in-
tact. We found that the immediate cause of welfare state retrenchment
was a large and apparently permanent increase in unemployment. With
more people dependent on welfare state transfers and fewer people pay-
ing taxes to support the welfare state, budget deficits ballooned and gov-
ernments moved to control and then reduce deficits by cutting entitle-
ments. In this era, the effects of the political coloring of governments
declined substantially as conservative governments were reluctant to cut
popular welfare state programs and leftist governments found it difficult
to raise taxes in times of economic difficulty. We found little support for
the view that the cutbacks were caused by increasingly sharp trade com-
petition in the new global economy, though we did find that the deregu-
lation of financial markets increasingly constrained the policy options of
governments faced with unemployment problems.

Given the complexity of social phenomena, it is hardly surprising that
we found that factors other than partisan governance also influenced the
development of the welfare state in industrial democracies. The most im-
portant of these was the structure of decision making resulting from con-
stitutional provisions. Constitutions that create many “veto points” in the
policy process (e.g., with strong bicameralism, presidentialism, federal-
ism, and referenda) slowed the pace of policy change, whereas constitu-
tions with few or no veto points (e.g., those with unicameralism, a parlia-
mentary system, a unitary system, and no referenda) allowed for rapid
policy change. In the era of welfare state expansion, governing systems
with many veto points and thus a dispersion of power, for example, the
United States and Switzerland, retarded welfare state expansion, while
those with few veto points, such as the United Kingdom and Denmark,
allowed for rapid expansion. In the retrenchment period, we found that
only in systems with few veto points and conservative government and an
additional constitutional feature—single-member district plurality elec-
tions (United Kingdom and New Zealand)—was dramatic retrenchment
possible. By contrast, the multiple veto points provided by the Swiss con-
stitution allowed the left to block the welfare state retrenchment planned
by the government.

We found a more modest relationship between women’s labor force
participation and welfare state expansion. More important, we found a
strong interactive effect of women’s labor force participation and social
democratic governance on the development of one aspect of welfare
states, the expansion of public social services. Indeed, we argue that
though the Nordic social democratic welfare states do have generous
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transfer systems, it is public delivery of a wide range of social services that
is their most distinctive aspect. This was a product of an interactive pro-
cess linking social democratic government, increases in women’s labor
force participation, women’s political mobilization, and public social
service expansion. Rising women’s labor force participation fed demands
for social services that both enabled women to enter the labor force and
provided employment for them. Where social democratic parties were in
government, they responded to these demands. This, in turn, led to in-
creased mobilization among women and to increased support among
women for the maintenance and expansion of welfare state services.
Thus, the dynamic was a path-dependent feedback process.

Many recent works of comparative historical social science have ar-
gued that political developments frequently unfold in a path-dependent
fashion. We did find this to be very true of welfare state development, and
we identify four mechanisms that account for this path dependence.
However, we did not find that welfare state development fit the strongest
version of the path dependence argument, a “critical junctures” argu-
ment, in which countries develop a trajectory and a set of supporting in-
stitutional arrangements early in the postwar period that then lock in
later welfare state development. Rather, we found that existing power re-
lations, public opinion, policy configurations, and institutional arrange-
ments limit what any sitting government can do, but that the governments
do have a measure of political choice and that a sequence of governments
with a political coloring different from that which had been dominant in
the past can move a social protection system onto a new path.

Outline of the Argument

In chapter 2, we outline our theoretical and methodological approach.
We build on power constellations theory presented in our previous work
with Rueschemeyer (Rueschemeyer, Stephens, and Stephens 1992).1 The
first constellation is the class power balance, which was the focus of the
power resources approach to the explanation of variations in welfare
state development.2 The second constellation is the structure of the state
and of state-society relations, and the third is the complex of relations in
the international economy and system of states. According to power re-
sources theory, the balance of class power is the primary determinant of
variations through time and across countries in welfare state effort, par-
ticularly the distributive outcomes effected by social policy. Quantitative
studies have measured the balance of class power by proportion of votes
going to parties of the left, by left participation in government, by union
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density, or some combination of these. We have argued (Stephens 1979b;
Huber, Ragin, and Stephens 1993; Huber and Stephens 1993a) that it is
left or Christian democratic presence in government that is crucial for so-
cial policy development, and we continue to make that argument here.
Our theory makes two important modifications to power resources the-
ory: it incorporates the impact of state structures and of mobilization of
women. In addition, we make a number of minor modifications to our
theory as previously presented in order to adapt it to explaining welfare
state development.

Our goal is to explain the long-term patterns of welfare state develop-
ment: An adequate analysis of the Golden Age should be able to account
for the long-term change within a country and for differences across
countries at the end of the Golden Age, and an analysis of the retrench-
ment era should be able to do the same for that period. We argue that
analyses of short-term change in either comparative historical or quanti-
tative studies can lead to quite misleading conclusions about long-term
change. Arguing that the determinants of long-term change are distinc-
tive implies that the processes we are examining have an important ele-
ment of path dependence in them. We make this argument explicit and
propose four different mechanisms that link long-term partisan govern-
ment to long-term change in social policy: structural limitation, ideologi-
cal hegemony, the policy ratchet effect, and regime legacies.

In chapter 3, we turn to a quantitative analysis of the development of
the welfare state. Our methodological discussion leads us to analyze de-
terminants of the level of welfare state effort rather than annual change
in welfare state effort. We analyze the determinants of eight different
variables that measure various dimensions of welfare state effort in a
pooled time series analysis and then cross-check and extend our analysis
examining fourteen additional dependent variables in a cross-sectional
analysis. Both the pooled analysis and the cross-sectional analysis show
very powerful partisan effects across the various indicators, and they also
show the expected varying effects of social democracy and Christian de-
mocracy across the indicators.

An additional political variable whose impact on welfare state devel-
opment we explore is state structure, specifically the concentration or dis-
persion of political power resulting from constitutional provisions. We
show that high dispersion of power, or the availability of multiple veto
points, has very strong effects on welfare state development, slowing wel-
fare state expansion. In addition, we include a gender variable among
causes of welfare state expansion, namely women’s labor force participa-
tion. We show that higher levels of women’s labor force participation have
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both a direct effect on welfare state expansion through demands for bet-
ter welfare state services, and an indirect effect in interaction with sup-
portive allies in government.

In chapter 4, we examine the interrelationship between welfare state
and production regimes. Our quantitative analysis in the previous
chapter indicates that there is strong empirical evidence for Esping-
Andersen’s (1990) view that Christian democratic and social democratic
governance both led to generous welfare states but different types of
welfare states (see also Stephens 1979b: 123–24). Thus, we take his
“three worlds” as our point of departure. To underline the political
origins and the basically progressive thrust of the Continental Euro-
pean type, especially the Northern European variant, we rename his
conservative-corporatist category “Christian democratic welfare states.”
Following Castles and Mitchell (1993), we distinguish an Antipodean
category of wage earner welfare states, which deliver “social protection
by other means.” Our case study materials make it clear that welfare
states are embedded in particular types of production regimes; that is, in
different patterns of relationships between enterprises, banks, labor, and
the government, accompanied by different policy patterns. We devote the
remainder of the chapter to an exploration of the fit between production
regimes and welfare state regimes in the Golden Age.

In chapter 5, we turn to an examination of these empirical associations
in a comparative historical analysis. Following our methodological dis-
cussion and the approach we used in Capitalist Development and De-
mocracy, we include a large number of cases and examine their develop-
ment over long periods based on secondary materials. We select half of
the advanced industrial democracies for in-depth analysis (four Nordic
countries, three Northern Continental European countries, and Aus-
tralia and New Zealand) and collected and analyzed materials on five
more. Because Sweden has been considered prototypical of the social
democratic welfare state and because it would appear to be the most vul-
nerable to the pressures of “globalization” given the exceptionally high
level of multinationalization of Swedish business, we select Sweden for
more intensive analysis of historic welfare state development and for pri-
mary research on the retrenchment period.

In the comparative historical analysis, we analyze the political
struggles over the introduction and expansion of various types of welfare
state programs, looking both at the power distribution among actors and
the impact of political institutions on the decision-making process. Con-
sistent with our methodological approach, we examine not only the nar-
rative sequence of events as would a historian, but we also compare the
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cases over long periods using the analytical comparative historical
method and employing counterfactual thinking to explore possible alter-
native explanations of the case trajectories. We also examine the produc-
tion regimes that prevailed in this period, with a special focus on rela-
tionships among labor market and political actors and government
policies designed to promote growth and full employment. Our compar-
ative historical analysis provides powerful confirmation for the pivotal
role of partisan government and constitutional structures in explaining
the long-term outcome of welfare state development in the Golden Age,
and it also shows the important role of women’s mobilization, particularly
in explaining the service heaviness and “women friendliness” (Hernes
1987) or gender egalitarian character of the Nordic welfare states.

In chapter 6, we begin our examination of welfare state development
in the era of retrenchment, from the 1980s on, through the lens of statis-
tical analysis. We find that the predominant pattern is a slowdown of ex-
pansion and then a stagnation; and finally pervasive but generally modest
or at least not system-transforming cuts in entitlements. Only in Britain
and New Zealand can one see large reductions, true system shifts, in the
systems of social protection. However, a consistent result is the decline of
partisan political effects; the agenda is by and large either defense or re-
trenchment of the welfare state. Expansion is off the agenda, with the ex-
ception of public social services and gender-egalitarian legislation in
Scandinavia up to the early 1990s.

Our comparative historical analysis of the era of retrenchment in
chapter 7 shows that welfare state retrenchment was primarily driven by
unemployment. Higher levels of unemployment meant that more people
were drawing on welfare state benefits and fewer people were paying con-
tributions, which caused severe fiscal stress. Everywhere governments at-
tempted to reduce expenditures, and in many places they also increased
contributions. Typically, serious cutbacks in entitlements and expendi-
tures followed increases in unemployment, and the cuts were deepest
where unemployment was highest and persisted at high levels for long pe-
riods of time. In this situation of severe fiscal stress, the left was pre-
vented from pursuing welfare state expansion, and the right was pre-
vented from cutting welfare state expenditures radically by strong
popular support for welfare state entitlements, which together produced
the reduction of the partisan incumbency effect on welfare state gen-
erosity that we saw in the quantitative analysis.

State structure again had an important effect. Just as the availability of
multiple veto points had slowed down welfare state expansion, so it now
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slowed down welfare state retrenchment. The only two cases where a real
shift of welfare state regimes was imposed, Britain and New Zealand,
were countries with constitutions that produced very high power concen-
tration and made it possible for governments with minority support to
push through unpopular changes.

We found that the impact of globalization was most significant in Aus-
tralia and New Zealand, because these countries had historically heavily
protected their economies. They had provided social protection through
high wages and benefits delivered through the arbitration system, the
costs for which could largely be passed on by employers to domestic con-
sumers. As these countries opened their economies, import competition
resulted in substantial increases in unemployment and also put down-
ward pressure on wages. Our other cases had been highly integrated into
international trade for a long time, and globalization mainly affected
their ability to stimulate productive investments through the low interest
rates and preferential credits for industrial investors that had been en-
abled by controlled financial markets. In the European context, of
course, one needs to separate analytically European integration from
globalization; the former process clearly has had an even more restrictive
impact on full employment policies than the latter, as most kinds of sub-
sidies of production have become illegal and the process of monetary in-
tegration has imposed a highly deflationary policy regime.

In our concluding reflections on chances for generous welfare states to
adapt successfully to the new economic environment of lower growth and
increased international movements of capital compared to the Golden
Age, we emphasize the importance of active to passive ratios, that is, ra-
tios of active labor force participants paying contributions to nonworking
people who are entitled to benefits. Based on our comparative examina-
tion of the Northern Continental European and the Scandinavian wel-
fare states, we argue that the latter are in a better position to adapt to the
new economic environment mainly because they invest more in human
capital and have higher labor force participation rates, particularly
among women. We conclude our analysis with a number of suggestions
for welfare state adaptation, such as more emphasis on active rather than
passive labor market policies, expansion of public child and elderly care
to facilitate higher women’s labor force participation, provision of social
protection for part-time work, greater flexibility in hiring and firing for
small and medium-sized enterprises, and partial funding of pensions and
other social transfers to increase the fiscal robustness of the systems and
increase the savings rate in the national economy.
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Methodological Contributions

In our own past work on macro societal change, we have argued for the
necessity of bringing comparative historical and quantitative work into a
dialogue with one another. In Capitalist Development and Democracy
(Rueschemeyer, Stephens, and Stephens 1992), we began with the pur-
pose of reconciling the apparently contradictory findings of the two re-
search traditions, which had largely ignored each other. We accepted the
findings of the quantitative tradition but sought to provide a better theo-
retical explanation supported by a systematic comparative historical
analysis of the universe of cases in regions where democracy had a
significant history in the twentieth century: Western Europe, North and
South America, Central America and the Caribbean, and the Antipodes.

The first methodological contribution of the present book is to dem-
onstrate the benefits of actually bringing quantitative and comparative
historical analyses into a systematic dialogue with one another in the con-
text of a single work. We start with theory based on previous studies, sub-
ject the hypotheses to statistical analysis, identify robust patterns of as-
sociation, and then examine historical evidence to establish causal
sequences that explain these patterns. We provide historical evidence
that is consistent with the robust statistical results and thus are able to
show that these correlations are not spurious but represent actual causal
relationships supported by historical narrative. By the same token, we
are able to explain weak or absent statistical correlations with the lack of
historical evidence that these factors played a role in shaping welfare
states. The previous studies from which our theory is derived, of course,
include both quantitative and comparative historical studies. We also uti-
lize the analytic comparative historical method, further buttressed by our
quantitative results, and the posing of counterfactuals to strengthen the
argument for one cause over another in cases where there are ambigui-
ties in the historical materials.3

Our second methodological contribution is to demonstrate that in
both comparative historical and quantitative work analyses of short-term
change and short-run events can be misleading indicators of the causes of
long-term change (see chapter 2, 35–38; chapter 3, 57– 62; chapter 5, 196 –
200; and chapter 8, 322–23). In the case of comparative historical work,
we extend the arguments made in Capitalist Development and Democracy
(32 ff.). To take the extreme, a single case study analyzing developments
over a short period of time will privilege actors’ choices and play down
the structural constraints that limit the options of some actors and enable
others because these constraints are constant within the case and over the
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period examined. As we expand the number of cases and widen the time
horizon, we introduce more variability in structural constraints. For ex-
ample, several studies have noted the lack of employer and conservative
party opposition to much of social democratic social policy and even
nominal support for a number of important initiatives in the Golden Age
in Sweden and even more so Norway. But if one expands the compara-
tive case frame and the time frame, one finds that such behavior on the
part of these forces was limited to the period in which the social demo-
cratic parties and the associated labor movements were near hegemonic
and their social policy initiatives in particular enjoyed broad popular sup-
port. Thus, the implication, indeed in some of these studies the explicit
assertion, that the welfare state would have been little different in the ab-
sence of social democratic governance does not appear plausible. Bring-
ing our quantitative analysis to bear on this question further underlines
our point: We show very strong relationships between social democratic
governance and a wide variety of indicators of the Nordic-style univer-
salistic and comprehensive welfare state. The argument made in these
studies implies that these relationships are spurious, which clearly strains
credulity.

We argue that quantitative analyses that analyze short-run change,
such as analyses of annual change in indicators of welfare state effort, are
also subject to these same drawbacks. In addition, we contend that a num-
ber of specific properties of the quantitative analyses of short-term
change, such as the assumption of uniform leads and lags and the sensi-
tivity of the expenditure and revenue data to economic cycles, will lead to
extremely misleading conclusions if extrapolated to long-term change
(chapter 3, 74 –78). For instance, we show that regressions with short-term
change measures of dependent and independent variables are dominated
by economic cycle variables that systematically depress political effects.
If we extrapolate the political effects found in these regressions over
longer periods, these extrapolated effects are much, much smaller than
the effects we find in regressions with long-term measures, and they are
unable to explain the increasing divergence of welfare states over time.

Theoretical Contributions

This book supports, amends, enriches, and specifies the power resources
school in welfare state studies and the categorization of welfare states
into different types. It supports the power resources school by provid-
ing systematic statistical and comparative historical evidence for the im-
portance of the strength of labor movements and affiliated parties in
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building generous, universalistic, and redistributive welfare states. It also
supports a previously suggested amendment to the class-based version of
the power resources school that claims that mobilization through multi-
class parties based on religious appeals leads to generous welfare states,
albeit of a less redistributive nature (van Kersbergen 1995). It further
elaborates this amendment by suggesting that religion-based mobiliza-
tion is more likely to produce a generous welfare state if it is in competi-
tion with class-based mobilization. It amends and enriches the power re-
sources school by incorporating gender as a basis for mobilization. It
shows that greater participation by women in the labor force facilitates
women’s mobilization and the effective pursuit of demands for better
welfare state services. It further shows that these demands are translated
into policy most effectively where gender-based is supported by class-
based mobilization, that is, where women find allies in social democratic
governments.

We specify the power resources approach in that we emphasize the im-
portance of the long-term partisan composition of government in ex-
plaining variations across countries and through time. Countries with
strong left parties and strong unions but with infrequent periods of left
government, such as Australia and New Zealand from 1950 to 1972,
did not develop generous welfare states. This long-term relationship be-
tween left government and social policy development has a strong ele-
ment of path dependence. In order to give the reader a preview of our ar-
gument, let us briefly outline how we see the operation of one
mechanism, the policy ratchet effect, which specifies how this path de-
pendence operates. In the period of welfare state expansion, it was rare
for secular conservative parties to roll back welfare state reforms insti-
tuted by social democratic or Christian democratic parties. Indeed they
generally accepted each new reform after it had been instituted. The rea-
son for the change in posture of the conservative parties was that the re-
forms were popular with the mass public. The new center of gravity of the
policy agenda became defined by the innovations introduced by the pro-
gressive forces in society.

Our analysis led us to attribute secondary roles to two other hypothe-
sized specifications of the path-dependent operation of the balance of
power resources. The first is the social democratic corporatism thesis ad-
vanced by Hicks (1999) and Swank (1999, forthcoming). In this view,
strong and centralized unions and strong social democratic parties laid
the ground for the development of tripartite bargaining between highly
centralized unions and employers federations on broad ranges of so-
cial and economic policy relatively early in the postwar period, and these
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social democratic corporatist institutions put the countries on a track that
led to the development of the social democratic welfare state. Once on
this track, changes in the composition of government mattered little. As
we point out above, this is a “critical junctures” argument, a very strong
version of path dependence. While we do not dismiss the role of tripar-
tism in policy innovation, we found that major social policy initiatives
never emerged from corporatist bargains during periods of government
by the secular center and right.

An alternative path-dependent specification is the argument that the
strong social democratic labor movements developed ideological hege-
mony in society and so thoroughly dominated public opinion formation
on social policy that the only way for a bourgeois coalition to win elec-
tions was to adopt social democratic policies. This is our ideological hege-
mony mechanism and we do find instances of bourgeois governments
passing policy that had been put on the agenda by labor, such as the Nor-
wegian supplementary pension plan in the mid-1960s. However, we do
not find cases of sustained innovation with the social democratic labor
movement being able to define the agenda and force policy choices on a
series of consecutive bourgeois governments.

Our study demonstrates the usefulness of treating welfare states as dis-
tinctive types. It modifies Esping-Andersen’s (1990) typology by adding
the category of wage earner welfare states and by reconceptualizing his
conservative-corporatist as a Christian democratic type, based on its po-
litical underpinnings, parallel to the social democratic and liberal type. It
enriches the typology by putting more emphasis on the public provision
of welfare state services and on gender-egalitarian policies as distinctive
features of the social democratic welfare state.

In this book we side with those in the political-institutional school of
welfare state studies who emphasize the importance of state structure
rather than that of state bureaucrats as autonomous agents. We offer a
transparent measure of state structure and show that it has a very consis-
tent and strong effect on welfare state expansion. Moreover, we show that
state structure is relevant not only for welfare state expansion but also for
retrenchment. Dispersion of political power offers veto points that slow
down the construction of generous welfare states, but these same veto
points also slow down welfare state retrenchment. Thus, we also make a
contribution to the theoretical debate about retrenchment.

An additional theoretical contribution is our insistence on the connec-
tion between welfare state and production regimes. We build on pre-
vious studies of the link between labor market institutions and wel-
fare states, and we add a strong emphasis on institutions and policies
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responsible for stimulating productive investments and industrial adap-
tation. We argue that patterns of relationships among enterprises, banks,
labor, and the government that favor the provision of capital to enter-
prises on preferential terms, that provide for training and retraining of a
highly qualified labor force, that support efforts in R&D, and that facili-
tate wage restraint are the essential infrastructure on which generous
welfare states can be built and sustained. They enable countries to oc-
cupy a high-skill-high-wage position in the international economy and
thus to provide a high social wage along with a high money wage.

Our emphasis on production regimes establishes a clear connection to
the impact of the international economy on the construction and main-
tenance of welfare states. Whereas we are skeptical about the view that
high trade integration per se generates generous welfare states, as some
studies have suggested based on statistical correlations, we do agree that
the impact of the international economy on welfare states has been sub-
stantial, and therefore we argue that the relationship to the international
economy has to be integrated systematically into the study of welfare
states. Our theoretical contribution is to insist that the impact of the in-
ternational economy has to be seen in both its economic and its political
dimensions. For instance, we would formulate the relationship between
high trade integration and generous welfare states as follows. High de-
pendence on export competitiveness requires some mechanism for keep-
ing wage costs under control, and where labor is strong this mechanism
needs to produce policies that compensate labor in some way for wage re-
straint. Welfare state benefits financed out of general revenue rather than
through payroll taxes are one possible compensation. Thus, strong labor
movements have been able to turn support for international competi-
tiveness into welfare state entitlements.

Since the 1980s, different dimensions of globalization have weakened
both the economic and the political bases of generous welfare states. The
deregulation of international capital flows and of national capital mar-
kets, which are integral elements of the phenomenon of globalization,
have had a significant impact on production regimes. Most importantly,
they have eroded some of the traditional institutions and policies that
allowed countries to keep interest rates below world market rates and
to provide investment capital on preferential terms to business enter-
prises, and thus they have contributed to lower investment rates. Insofar
as high investment rates were an essential component of full employ-
ment–generous welfare state policy configurations, globalization has
made the maintenance of this configuration more difficult. Another di-
mension of globalization, the internationalization of production, has
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altered the political power balances underpinning generous welfare
states. The growth in transnational production networks has made capi-
tal exit easier and thus given capital more leverage vis-à-vis both labor
and governments.

Finally, we would like to draw out the implications of our findings for
theories of the state. Since power constellation theory—and also power
resources theory—represents an alternative to pluralist and orthodox
Marxist theories of the state, our empirical support for these theories
also provides support for the validity of their alternative views of the
state. Our arguments and evidence contradict the pluralist view of state
policy as a result of the free interplay of different interests on a level play-
ing field, without systematic advantages for some interests, i.e., capital,
over others. They also contradict the orthodox Marxist view of state pol-
icy as a result of capitalist interests alone. Rather, they suggest that state
policy is a result of power relations in society, mediated by political insti-
tutions. Power relations in society in turn are shaped by the constellation
of capital interests on the one hand and the constellation of popular or-
ganizations, specifically the organization of subordinate classes and the
subordinate gender, on the other hand, and by the political articulation of
these organizations. Variations in these power relations over time and
across countries account for variations in state policy, particularly the dis-
tributive impact of state policy. Capitalist interests have a systematic ad-
vantage as they depend much less on organization for their articulation
than popular interests. This advantage has been aggravated by globaliza-
tion, as capital has become increasingly multinational, whereas govern-
ment and popular organizations have remained largely confined to the
national level.
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In this chapter, we briefly present the main theoretical approaches to the
explanation of welfare state development in advanced capitalist democ-
racies and then elaborate our own theory, based on our previous works
on the development of democracy and on social reform in developed cap-
italist democracies and the developing countries of Latin America and
the Caribbean. We conclude with a discussion of the methodological
strategy of the research. We set as our theoretical task the goal of ex-
plaining long-term change within countries and the patterns of outcomes
across countries. The period under study can be conveniently divided
into the period of expansion beginning with the end of World War II and
ending when the country in question hits a serious unemployment crisis
that occurs between the late 1970s and the late 1980s depending on the
country, and the period of retrenchment from that point to the present.
Thus, concretely, to meet our criterion of theoretical adequacy, a theory
must provide clear hypotheses about the direction of change and the pat-
terns across countries within these periods. To meet our criteria of em-
pirical adequacy, a theory must be empirically corroborated by the quan-
titative or comparative historical evidence, and it cannot be contradicted
by either one.

Theoretical Framework

Review of Main Theories

The debate of the past quarter century about determinants of welfare
state development has been carried out between proponents of three dif-
ferent theoretical approaches, the “logic of industrialism,” “state-cen-
tric,” and “political class struggle” approaches. More recently, feminist
scholars have made important contributions to the debate, moving from
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early critiques of the welfare state as reinforcing patriarchy to more nu-
anced assessments of the differential effects of different welfare state re-
gimes on the status of women and of the role of women as actors in wel-
fare state development. We begin with a brief exposition of the three
theoretical schools and the feminist contributions, as well as several other
hypotheses about welfare state expansion and retrenchment that do not
lend themselves to easy classification.

According to the “logic of industrialism” explanation, both the growth
of the welfare state and cross-national differences in “welfare state ef-
fort” are by-products of economic development and its demographic and
social organizational consequences (Wilensky 1975; Pampel and William-
son 1989). Those insisting on a “state-centric” approach have focused on
the policy-making role of bureaucrats, who are assumed to be relatively
autonomous from social forces, on the capacity of the state apparatus to
implement welfare state programs, on the effects of state structure (e.g.,
federalism), and on the influence of past policy on new social policy ini-
tiatives (Heclo 1974; Orloff 1993a; Weir, Orloff, and Skocpol 1988;
Skocpol 1988). Finally, the proponents of a “political class struggle” or
“power resources” approach identify the distribution of organizational
power between labor organizations and left parties on the one hand and
center and right-wing political forces on the other hand as primary de-
terminants of differences in the size and distributive impact of the welfare
state across countries and over time (Stephens 1979b; Korpi 1983; Korpi
1989; Esping-Andersen 1985, 1990; Hicks and Swank 1984).

There are three other lines of argument in the literature about the ex-
pansion of and cross-national differences in the aggregate size of welfare
states that cannot really be classified as theoretical schools, as they focus
on one particular causal dynamic and are compatible to various degrees
with the logic of industrialism and the power resources approach. The
first holds that economic openness causes domestic vulnerability to ex-
ternal fluctuations and thus provides the incentive for the establishment
of social safety nets for those affected by such external trends or cycles
(Cameron 1978; Katzenstein 1985). Since smaller countries tend to be
more open to international trade than larger ones, they are more likely
to develop comprehensive systems of social protection as compensation
for the victims of industrial adjustment. Recent contributions to the re-
trenchment literature turn this thesis on its head as they argue that in-
creasing openness of financial as well as goods markets leads to cuts in the
generosity of social policy, particularly in the most advanced welfare
states (see chapters 6 and 7).
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The second line of argument focuses on the institutional underpin-
nings of generous welfare states and holds that corporatist institutions are
conducive to welfare state expansion. Corporatist institutions are under-
stood as institutionalized consultation and bargaining between the state
and encompassing and centralized representative organizations of labor
and capital. One view sees corporatism also as a response to external eco-
nomic vulnerability and thus as more likely to occur in small than in large
countries (Katzenstein 1985); another view sees corporatism as a result of
the strength of labor and the need of both employers and the government
to come to accommodations with the labor movement, which enables the
latter to extract concessions in social policy in exchange for wage re-
straint (Stephens 1979b; Western 1991). Yet a third view sees corporatism
as an outcome of Christian democratic and social democratic govern-
mental power (Wilensky forthcoming).

A third line of argument is that the strength of political Catholicism
has led to the development of generous welfare states, though, until re-
cently, there was no attempt to set this in a clear theoretical frame.
Stephens (1979b: 100, 123–24) argues that political Catholicism leads to
welfare states almost as generous but less redistributive than those de-
veloped under social democratic auspices. Wilensky (1981) presents
cross-national data showing that Christian democratic cabinet share is
the most important determinant of his measure of social spending. Based
on a variety of indicators of welfare state patterns, Esping-Andersen
(1990) argues for the existence of a distinctive type of “conservative”
though generous welfare state regimes created largely by European Con-
tinental Christian democratic parties. Van Kersbergen (1995) provides a
quantitative and an in-depth case study analysis and a power resources in-
terpretation for the development of the Christian democratic welfare
state.1

The contributions to the welfare state literature from a feminist per-
spective have mostly focused on the consequences of the welfare state for
women’s material position and for gender relations more broadly. From
an early critique of the welfare state as reinforcing patriarchy (women’s
subordination to men), feminist scholars have turned their attention to
variations across countries, across programs, and over time in the effect
of welfare states on the status of women.2 Recently, a number of interest-
ing studies have investigated the extent to which the welfare state typolo-
gies developed in the mainstream literature correspond to clusters of wel-
fare states with similar gender implications (e.g., see Lewis 1992; Hobson
1994; Sainsbury 1999b; Orloff 1997). Until the early 1990s, studies that
have looked at gender and specifically women’s political actions as causal

16 Chapter Two



factors in the development of welfare states were studies of the early for-
mation of welfare state programs and typically focused on one or two
cases in isolation rather than being systematically comparative (e.g., Jen-
son 1986; Koven and Michel 1993; Pedersen 1993; Skocpol 1992; Lewis
1994). Comparative studies of the role of women as active promoters of
gender interests in shaping welfare states in the post–World War II era
were rare, Ruggie’s (1984) study of Sweden and Britain being a notable
exception. Since the mid-1990s, there has been a proliferation of work on
the role of women’s movements in shaping the welfare state (e.g., see
Bergquist 1998; Hill and Tigges 1995; Hobson and Lindholm 1997; Jen-
son and Mahon 1993; Lewis 1994; Lewis and Åström 1992; O’Connor,
Orloff, and Shaver 1999; Sörensen 1999; and Stetson and Mazur 1995).
Virtually all of these studies confirm that women, acting as independent
women’s movements, within established political parties, particularly
leftist parties, and within state agencies, have been important actors pro-
moting what Hernes (1987) calls women-friendly policies but that they
were successful only when they had allies.

Our Theoretical Framework

The theoretical framework that guides our analysis in what follows is an
extension of our framework developed in our earlier work on social re-
form (Stephens 1979b; Stephens 1980; Stephens and Stephens 1982, 1986;
Huber, Ragin, and Stephens 1993) and democracy (Rueschemeyer,
Stephens, and Stephens 1992; Huber, Rueschemeyer, and Stephens
1997). For the purposes of the analysis of welfare states here, though we
draw on some elements from all of the theoretical schools reviewed
above, our approach is most closely related to the class struggle–power
resource mobilization school and the feminist critique.3 At the core of
our theory is the class-analytic frame of the power resources theory: The
struggle over welfare states is a struggle over distribution, and thus the
organizational power of those standing to benefit from redistribution, the
working and lower middle classes, is crucial. It matters, of course, how
this organizational power is politically articulated, and political parties
perform the crucial mediating role.

Our conceptualization of class is based on Elster’s (1985: 330 –31)
definition of a class as “a group of people who by virtue of what they pos-
sess are compelled to engage in the same activities if they want to make
the best use of their endowments.” Endowments include tangible prop-
erty, intangible skills and more subtle cultural traits, and the activities are
related to the process of production. To delineate the class structure we
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add Weber’s (1968) and Giddens’s (1973) boundary criteria of mobility
closure and interaction closure.4 On the basis of this conceptualization,
we distinguish the following classes in advanced industrial societies in the
second half of the twentieth century: the bourgeoisie proper (owners of
capital who employ large numbers of workers), the petty bourgeoisie
(owners of small and medium enterprises), the upper middle class of pro-
fessionals and managerial employees, the lower middle class of nonman-
ual employees, the working class of manual employees, and the farmers.
In order for classes to become collective actors in modern democratic
polities, there need to be organizations that articulate class interests and
mobilize members into political action. This holds true for all social
classes, though not necessarily to the same extent. The bourgeoisie
clearly occupies a privileged position and has multiple avenues of access
to influence political outcomes,5 but at least where it confronts a well-or-
ganized working class, it will also resort to forming official employers’ or-
ganizations and supporting one or more political parties to represent its
interests. For the upper middle class, professional organizations are cen-
tral for the representation of specific interests of class segments, and po-
litical parties for more general interests. In our study, professional or-
ganizations play an important role as pressure groups for both welfare
state benefits and the protection of professional interests of welfare state
service providers. For the lower middle class and the working class,
unions and affiliated parties and auxiliary organizations are the key ac-
tors articulating and defending collective interests. In the case of farmers,
farmers’ organizations and again political parties play this role. In sys-
tems with proportional representation, there frequently are specific par-
ties representing the interests of different classes, but even in two- and
three-party systems where there is necessarily a greater degree of aggre-
gation of interests, parties differ in their orientation toward the defense
of lower middle class and working-class interests.

Our conceptualization of classes here excludes people without con-
nection to the process of production. In the early post–World War II pe-
riod these were mostly married women, and our discussion of gender and
women’s mobilization includes them as objects of welfare state policy and
as actors in shaping the welfare state. Since the late 1970s, the group of
long-term unemployed, mostly people with low skills, has grown and has
come to constitute what is referred to as an underclass. This group has be-
come an important target of welfare state policy, particularly of different
versions of workfare. However, precisely because it lacks skills and con-
nection to the process of production, it also lacks organization and power
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and thus is acted upon rather than being an actor in shaping the welfare
state.

Class interests are not the only interests, of course, that can be the ba-
sis for collective action and political mobilization. Religious and ethnic
divisions are relevant insofar as they form the basis for organizations that
may reinforce but more typically divide the constituency of class-based
organizations. Unions in ethnically or religiously divided societies tend to
be weaker and more fragmented than in homogeneous societies. The
same is true for working-class parties, as parties based on religious ap-
peals compete with them for working-class support. Catholicism as a ba-
sis for organization and political action, in the form of Christian demo-
cratic parties and Catholic labor unions, in fact has played a very
important role in shaping welfare states. Given the cross-class base of
support of Christian democratic parties, and their political project of so-
cial integration, class compromise, and political mediation (van Kersber-
gen 1995: 28), their programs tend to cater to the interests of workers to
some extent, but in a more fragmented and clientelistic than universalis-
tic way. Their middle- and upper-class base makes them reluctant to im-
pose high taxes to finance generous social policies. Their belief in the
principle of subsidiarity, that is, the principle that the smallest social unit
capable of taking care of its members should do so (family, congregation,
local community, and the state only as a last resort or ultimate guarantor),
leads them to decentralize and fragment responsibility for social pro-
grams (van Kersbergen 1995). Competition with strong working-class
parties, though, pushes Christian democratic parties to support more
generous, interventionist, and universalistic social policies than they
would advocate on their own, or than secular center and right-wing par-
ties would be prepared to support.

Gender has become an important basis for organization in advanced
industrial democracies, particularly in the last three decades. The ex-
pansion of women’s labor force participation has been an important fac-
tor favoring women’s mobilization. Women’s movements have become
important advocates of women’s political, economic, and social rights on
their own, and they have been particularly effective where they man-
aged to work with and through political parties. Just as for class-based
organizations, it matters very much how women’s organizations articu-
late with other organizations, most prominently political parties. Ulti-
mately, to achieve lasting change in the status of women, legislation is
a necessary (though not sufficient) condition, and in the established de-
mocracies of advanced industrial societies political parties are the key
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agents of legislation.6 We argue that women’s interests have been served
best where women were highly mobilized, primarily in the social demo-
cratic party–affiliated women’s movements but also through autono-
mous women’s organizations, and where these social democratic parties
were in power and thus in a position to pass gender-egalitarian legisla-
tion (Huber and Stephens 2000a; also see Stetson and Mazur 1995 and
O’Connor, Orloff, and Shaver 1999).

Since political parties play crucial roles in welfare state development,
not only is the nature of individual parties important, but so are the dy-
namics in the party system as a whole. The coalitions that the proponents
of generous welfare state policies can build, as well as the nature of the
opposition, are important. Fragmented oppositions leave more room for
welfare state expansion and are less effective advocates of retrenchment
(Castles 1978). Competition between left and centrist parties pushes cen-
trist parties to adopt more generous welfare state legislation, particularly
if the centrist parties compete for working-class support, as in the case of
Christian democratic parties.

It is the role we attribute to political parties that makes our argument
about working-class organization distinctive from other versions of the
power resources approach. In this approach, differences among welfare
states and changes in welfare states through time are seen as products of
differences in and changes in working-class organization. In the quanti-
tative studies, working-class organization is often measured as a combi-
nation of some of the following: votes for left parties, left seats in parlia-
ment, left shares in cabinet, union density, and union centralization (e.g.,
Korpi 1989; Palme 1990; Garrett 1998). In our past work, we have at-
tempted to decompose such indices into their component items. It ap-
pears to us important to know, for instance, whether left presence in the
government is crucial for policy development, or whether left sentiments
in society and strong union organization are sufficient. In our previous
quantitative analyses, we have consistently found that the long-run parti-
san character of government is a much better predictor of welfare state
generosity than left votes, left seats, or union organization (Stephens
1979b; Huber, Ragin, and Stephens 1993). In our more recent work, we
also have shown that the differences between Christian democratic, social
democratic, and liberal welfare states are best predicted by which of these
three party families (or combinations thereof) are in the government of
a given country over the long run (Huber, Ragin, and Stephens 1993; Hu-
ber and Stephens 2000a). Fully developing our argument requires that we
develop our view of preference formation, which we undertake at the end
of this section.
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As reviewed above, one variant of the state-centric theoretical frame-
work in comparative welfare state studies postulates a strong role for
state bureaucrats in social policy innovation, ascribing to them responsi-
bility for the design of major programs and for getting these designs ac-
cepted by governments (e.g., see Heclo 1974; Orloff 1993b; Weir, Orloff,
and Skocpol 1988). There is no question that the actual text of much so-
cial policy legislation was written by bureaucrats. Nevertheless, we are
quite skeptical about the power of this theory in explaining long-term
change within countries and the patterning of policy across countries for
several reasons. First, the theory presents no hypothesis as to the direc-
tion in which bureaucrats should push policy. While the general assump-
tion of most of these authors is that it will be in an expansive direction,
treasury and finance department bureaucrats have often been found
to be profoundly conservative in their policy orientations (Weir and
Skocpol 1985; Cronin 1991; Schwartz 1994a). Second, structural condi-
tions (the class power balance, partisan composition of the government,
and state structures) profoundly limit the range of policies that bureau-
crats are able to suggest. And as Stryker (1989) shows, when bureaucrats
consistently suggest policies that are outside the parameters set by struc-
tural conditions, they are ignored and, if they persist, they may lose their
positions.

The strength of the recent literature on state feminism or the influence
of “femocrats” is precisely that it recognizes these limitations (Stetson
and Mazur 1995; O’Connor, Orloff, and Shaver 1999). First, in advanced
industrial democracies the femocrats have been overwhelmingly progres-
sive, so this literature presents a clear hypothesis about the direction of
change in which the femocrats will push legislation if they have influence.
Second, these authors argue that the femocrats’ effectiveness is depend-
ent on the strength of the women’s movement within and outside of the
social democratic party and the presence of the social democrats in gov-
ernment. Thus, the independent influence attributed to the femocrats is
significant but modest. In sum, while we do not in principle reject the idea
that bureaucrats may have some independent influence over state policy,
we argue that variations in the policy-making activity of bureaucrats can-
not account for the long-term changes in social policy and the very large
differences in policy and policy outcomes across countries documented in
chapters 3 and 4.7

A second line of argument in the state-centric approach to welfare
state development emphasizes the influence of policy legacies on subse-
quent legislation. While no serious student of social policy develop-
ment can deny that current policies are almost always in part a positive
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or negative reaction to past policies, the literature on welfare state ex-
pansion is not completely clear on the direction in which past policies are
likely to influence future developments. The one definite hypothesis is
that policies create political constituencies for their defense, the benefi-
ciaries of the policies, and thus we should expect resistance to cutbacks.
For the politics of retrenchment this is an important and powerful hy-
pothesis (Pierson 1996). For the period of expansion the hypothesis
mainly states that organizational forms of welfare states have a certain in-
ertia. For instance, after World War II the groups that had held privileged
positions in the previously existing fragmented pension and health pro-
grams pushed for a reestablishment of these programs and opposed the
plans for unified social insurance in Germany and the Netherlands. How-
ever, in both countries plans for unified social insurance came close to be-
ing adopted, and had the social democratic forces that were supporting
these plans held political power, they would have become the new orga-
nizational form (chapter 5). Thus, the policy legacies argument has to be
supplemented with a power constellation hypothesis to account for the
outcome. This is confirmed if we look at subsequent developments in
which rules and benefits under the different programs became increas-
ingly uniform, as a result of strong pressures from the union movement
and the social democratic parties. Later in this chapter, we suggest an ad-
ditional hypothesis that includes policy legacies in an explanation of the
patterns observed in the analyses in chapters 3 and 4. Our solution admits
an independent effect of policy but links it to the development of partic-
ular policy regimes that themselves are political creations. Thus, the ef-
fect of policy legacies is interactive with partisan regime and helps ex-
plain why welfare state types tend to get more distinctive through time,
at least up to the end of the period of expansion.

We agree with the third line of argument in the state-centric literature,
the impact of state structure on social policy development. The observa-
tion that constitutional features such as strong federalism have a retard-
ing effect on social policy is commonplace in this literature. Our own
thinking was influenced by Immergut (1992), who argues that the exis-
tence of “veto points” in the policy process (e.g., second chambers, pres-
idency, etc.) will slow social policy expansion. In this view, comprehensive
welfare state legislation necessarily affects the interests of a wide variety
of groups, some in positive and some in negative ways. The more oppor-
tunities that political institutions offer to those whose interests are af-
fected negatively for mobilizing opposition, extracting concessions, or
blocking the legislation altogether, the less likely it is for comprehensive
programs to be implemented. Conversely, the more that political institu-
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tions concentrate power, the higher are the chances that narrow parlia-
mentary majorities can bring about major policy innovations. A similar
logic holds for welfare state cutbacks; a dispersion of political power en-
ables potential losers to mobilize opposition and effectively resist cuts,
whereas a concentration of political power enables governments to im-
plement cutbacks despite widespread political opposition.8

The international economy is relevant for understanding welfare state
formation and retrenchment both directly and via its impact on the pro-
duction regimes in which welfare states are embedded. We adopt the ba-
sic distinction between flexibly coordinated and uncoordinated, deregu-
lated, or liberal market economies developed by Soskice (1991) and
apply these labels to production regimes, that is, economies with specific
patterns of relations between enterprises, financial institutions, labor,
and the government, and specific constellations of labor market and eco-
nomic policies.9 Essentially, in coordinated production regimes relation-
ships among economic actors and between them and political actors are
built on a basis of mutual cooperation, typically with a high degree of in-
stitutionalization, whereas in liberal production regimes they are based
on arms-length, market-determined transactions. Coordinated produc-
tion regimes are characterized by higher degrees of organization on the
part of capital and labor, by higher contract coverage, and by some de-
gree of coordination of wage setting. Coordination of wage setting is es-
sential for those coordinated market economies to function successfully
under conditions of openness to trade, conditions under which these pro-
duction regimes and corresponding welfare states were constructed. Our
central argument, which we develop in chapter 4, is that there must be a
mutually enabling fit between essential aspects of welfare state programs
and the production regimes in which they are embedded. Therefore, as
international economic conditions change, national production regimes
are affected and in turn may stimulate adaptations of welfare state re-
gimes. For instance, the internationalization of financial markets and Eu-
ropean integration have made it much more difficult for governments to
promote investment through interest rate manipulation or tax subsidies,
which in turn may stimulate a search for new models of funded social se-
curity schemes designed to increase national savings.

The international economy influences welfare state formation and re-
trenchment both in structural and conjunctural respects. International
expansion provides positive growth impulses and shapes positive percep-
tions of economic room of maneuver in the welfare state area, based on
expected tax revenue. International shocks and regional crises shape op-
posite perceptions. Structurally, successful integration into competitive
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world markets allows for higher money wages and social wages, but ini-
tial integration after periods of relative closure leads to dislocations and
declines in tax revenue and thus leaves less room for welfare state expen-
diture. As noted above, some authors have proposed that a high degree
of integration into world markets, or economic openness, causes the
emergence of domestic coping mechanisms in the form of corporatist
arrangements and generous welfare state programs (Cameron 1978;
Katzenstein 1985). In our view, openness is a necessary but not sufficient
condition for the development of tripartite corporatist bargains; corpo-
ratist arrangements emerge only when unions are strong and the social
democratic party is a frequent participant in government either alone or
in coalition with other parties (Stephens 1979b: 121–22).10

The retrenchment literature hypothesizes the opposite effect of in-
creasing openness to financial as well as trade flows. In the neoliberal
view, increased openness exposes generous welfare states to trade com-
petition and permits capital to move to the lowest-cost producer and thus
produces pressure for generous welfare states to cut entitlements in or-
der to cut wage costs. Since the literature on corporatism, particularly
Katzenstein’s (1985) contribution, made it abundantly clear that the cor-
poratist countries were among the most open in the world in terms of
trade barriers and trade flows and competed quite effectively under these
conditions, the neoliberal view on trade liberalization would appear to be
implausible. On the other hand, from our power constellation perspec-
tive, it is plausible to hypothesize that financial liberalization and in-
creased financial flows might cause retrenchment because immobile la-
bor will be weakened vis-à-vis capital as capital becomes increasingly
mobile. The details of our view on this matter emerge in the process of
our analysis of retrenchment in chapters 6 and 7.

Adopting a class analytic frame as the core of our explanatory theory
does not mean that we claim to be able to read off individuals’ or classes’
political behavior from their class (or gender) position. As we argued in
Capitalist Development and Democracy (Rueschemeyer, Stephens, and
Stephens 1992: 53), “[C]lasses may indeed have objective interests, but in
historical reality class interests are inevitably subject to social construc-
tion” [italics in original]. Only organization leads to the formation and
expression of collective interests, and this expression may take different
forms for groups in similar locations due to particular historical constel-
lations. For instance, different segments of the working class may find
their interests articulated at different points in time and in different coun-
tries through social democratic, anarchist, communist, Christian demo-
cratic, personalistic populist, or even conservative parties, depending on
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the cleavage structure of the society and the pattern of political mobi-
lization. Part of this variation in interest articulation is structurally deter-
mined, and part of it is historically and ideologically determined. Let us
begin with structural determination if only because it is the less contro-
versial of the two.

A good example of the structural determination of the articulation of
class interests is the literature on centralized bargaining. A central theme
in this literature, commonplace since Olson (1982), but dating at least
back to Headey (1970; also see Stephens 1979b: 122 ff.) is that since cen-
tralized trade union movements de facto represent the whole working
class, theyaremuchmorelikelytoenterintoagreementsthattradewagere-
straint for lower levels of unemployment and social policy innovation,
while in decentralized movements, unions represent only their narrow
constituency of members and are unlikely to sacrifice their members’
wage gains in the interests of a broader collectivity. As we have pointed
out, this difference in interest articulation between centralized and decen-
tralized unions goes far beyond wage bargaining. Let us quote at length
from our contrast of Sweden and the U.K., as this passage takes us seam-
lessly into our next, and more controversial, point (Stephens 1979b: 142):

Centralisation also affects the degree and character of politicisation
of trade unions. Centralised trade union movements are more likely to
take a more leftist class-wide perspective rather than a narrow group-in-
terest view. They are more likely to become and remain committed to
political action. And they have the resources to translate this leftist
politicised orientation into action. The well-known differences between
craft and industrial unions are only a special case of this general prin-
ciple. To exaggerate the differences between Britain and Sweden a little,
let us compare the point of view of the officials at the centres of power
in the two movements, the local official in Britain and the head of LO.
To best further the interests of his constituency, which is the whole
working class, the Swedish leader will contribute to the financing of the
Social Democratic Party and of Social Democratic newspapers. He will
promote a policy of wage solidarity and will be willing to consider wage
policy as one part of a total package to promote the interests of the
working class. For the British local official, none of this will be done if
he attempts to promote his constituents’ interests in the most rational
way. The immediate returns he would get for setting up a newspaper or
even contributing to the Labour Party would not justify the outlay. A
solidaristic wage policy makes no sense from the point of view of the
British official whether he is in an unprofitable or profitable firm. In one
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case his members will be without a job and in the other, they will end up
with lower wages. And in the case of the official in a craft union, the
pressure towards narrow group egoism is even greater. From the point
of view of the general secretary of the TUC, supporting newspapers and
the like may be rational, but he lacks the power and the resources to
carry out this policy.

A central argument in the quoted passage is that union leaders will
not only articulate interests in different ways, they will spend different
amounts of resources on broader political agendas and opinion forma-
tion. In fact, the Swedish LO (Landsorganisationen, manual workers’
central union organization) did do this and the British TUC (Trades
Union Congress, central union organization) did not, and this is perhaps
most apparent in the support given to the development of the socialist
daily press in the two countries, with the result that, in the 1970s, 20 per-
cent of the press in Sweden was Social Democratic (much of it LO owned
or subsidized), while there was no real party press in the U.K., though
some dailies did support Labour at election time. Moreover, as we show
in another work (Stephens 1979a), the devotion of resources to mobi-
lization and opinion formation arguably did have quite significant effects
on the levels of class consciousness and leftist voting in the two countries.

That resources devoted to changing public opinion are in fact effective
is not very controversial in social science. Nor are other implications of
our analysis: (1) that labor movements that are more successful in pro-
moting an agenda of consciousness transformation are likely to be more
electorally successful, (2) that, if they are more electorally successful,
they are more likely to influence state policy and transform the policy re-
gime in a social democratic direction, and (3) that, if they are more elec-
torally successful, they will be more powerful vis-à-vis capital than labor
movements that are less electorally successful. This underlines the causal
connection of ideology and social consciousness to the central hypothe-
sis of our analysis and that of power resource theorists: The power rela-
tions between labor and capital vary greatly across advanced industrial
democracies, due to the level of organization and centralization of the
union movement and the incumbency of parties of the left and to con-
centration, organization, and exit possibilities of capital, and these differ-
ences in power relations are highly consequential for the policy regime
and its distributive consequences. Our point here—a point that will re-
ceive substantial empirical support in chapters 3 and 5—is that the
greater the dominance of social democratic ideology within the labor
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movement and in the social consciousness of wage and salary earners, the
greater the power of labor vis-à-vis capital and the more redistributive
the policy outcomes.

The same general argument about the social construction of collective
interests applies to gender interests. From conservatives to communists,
a wide variety of political tendencies have claimed to represent women’s
interests, and many have attracted support from women and active par-
ticipation in affiliated women’s organizations. Among feminists, there are
two distinctive positions that are reflected in different approaches to wel-
fare state policy toward women. Feminists who are generally referred to
as “equity feminists” advocate gender equality in terms of equal access to
social and professional positions for women and for men, which entails a
sharing of power and responsibility in the household. Realizing this
agenda requires social policies like the provision of affordable child care,
parental leave, and comparable worth pay scales. Equity feminism re-
flects the interests of working women and is typically promoted by
women’s organizations allied with social democratic parties. Hobson
(1998) argues that institutions shape the social construction and articula-
tion of gender interests, and she shows how the dual-breadwinner family
model became hegemonic in the Swedish Social Democratic Party and in
Swedish social policy, so that no political party could challenge women’s
rights to daycare or parental leave, or defend a housewives’ pension any
longer by the end of the 1970s.

Feminists who are generally referred to as “difference feminists” start
from the fact that in most societies women do perform different roles
and thus have different needs from men. They advocate social policies
that reward private care-giving activities, such as pension rights on the
basis of years spent raising children or subsidies for mothers who stay
home and take care of small children. Difference feminism reflects the in-
terests of women who identify primarily as care givers, regardless of their
employment status, and it is typically promoted by independent women’s
movements. In practice, the dividing line between equity and difference
feminism is often blurred, as many women’s movements promote an ex-
pansion of women’s rights both as workers and as care givers. Sainsbury
(1996) calls the first approach to social policy the individual or “shared
roles” model, and the second the “separate gender” model, distinguish-
ing them both from the traditional male breadwinner model that neither
provides nor rewards care-giving activities. In either case, the social con-
sciousness of women and social policy outcomes are heavily influenced
by the extent of female labor force participation, the strength of women’s
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organizations, and the political allies available to women’s organizations.
Feminists have argued forcefully against conservative claims to repre-

sent “true” women’s interests by promoting the traditional family. They
have pointed out that the conservative as well as religious glorifications of
women as mothers and centers of the private sphere are ultimately highly
confining and imply the subordination of women to men. For women to
have the opportunity to fully develop all their capacities, no different
from men, they need to be able to occupy positions as equals in the pri-
vate and the public spheres, and they need to be able to have economic
independence from men. If we accept the value of gender equality, we can
say that women should have the same access to the labor market as men
and, in Orloff’s (1993b) terminology, the same capacity to form and main-
tain autonomous households. Indeed, we shall show that where women
have been more mobilized and allied with political parties that support
gender equality, more progress has been made toward women’s equality
in the labor market, social services that make it possible to combine
working lives with family responsibilities, and generous social safety nets
for single parents. Thus, parallel to the argument about class interests
and class power, we can say that greater power resources mobilization by
feminist women results in policies that redistribute power and material
resources between genders.

Our claim that class (gender) interests are socially constructed and
that changes in class (gender) power relations operate in part through
changes in the consciousness—the changing preferences—of the popula-
tion provides us with the key link in our argument that it is the long-term
pattern of partisan government that is critical for welfare state develop-
ment. We identify four mechanisms through which the pattern of long-
term government changes the preferences of actors, changes the universe
of actors (and thereby the distribution of preferences), and/or changes
the expectations of actors and thus affects social policy: the policy ratchet
effect, structural limitation, regime legacies, and ideological hegemony.11

Perhaps the most important way in which the long-run pattern of par-
tisan government affects policy is what we call the ratchet effect on social
policy. Until the era of retrenchment, it was rare for secular conservative
parties to roll back welfare state reforms instituted by social democratic
or Christian democratic parties. Indeed they generally accepted each
new reform after it had been instituted, and the new center of gravity of
the policy agenda became defined by the innovations proposed by the
progressive forces in society. The reason for the change in posture of the
conservative parties was that the reforms were popular with the mass
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public, especially the broad-based policies in the areas of pensions, edu-
cation, and health care, which constitute the overwhelming majority of
social expenditure in all the countries under study here. The support for
policies quickly broadened once citizens enjoyed the benefits of the new
policies, and thus the mass opposition to cutbacks in the policies was
much broader than the mass support for their introduction.12 Thus, the
new policy regime fundamentally transforms the preferences of the pop-
ulation.

Our policy ratchet argument is a variant of the policy legacies argu-
ment. Recently, Pierson (1996) has argued that policy legacies are dis-
tinctively important in the current era of retrenchment with much the
same logic we employ here: most welfare state policy, particularly the ex-
pensive broad entitlements mentioned above, are popular, and thus even
conservative parties are reluctant to cut them. If we are correct about the
importance of the policy ratchet in preventing rollbacks in the era of ex-
pansion, then what is distinctive about the current period is less the
strong effect of policy legacies than the weakening of the effect of parti-
san government due to the constraining effect of economic difficulties on
social democratic and Christian democratic governments.

By “structural limitation,” we mean that the policy options are limited
by the constellation of power in a country in a given period. A whole
range of policy alternatives is ruled out by power relations within the so-
ciety; thus certain policy alternatives that societal actors might otherwise
find attractive will not even be considered by them. Organized labor in
the United States in the late 1990s would not even consider putting on the
agenda policies enacted in Sweden in the 1960s. Swedish business in the
1960s, faced with a very powerful, united, and centralized labor move-
ment and a social democratic party with a near hegemonic grip on state
power, ruled out a huge range of policy alternatives that might appear at-
tractive to employers in other political contexts. Thus, changes in the
power balance in society change preferences, or at least preferences that
get expressed in the policy-making process based on the expectation that
they might be realized. Power balances shape these expectations. If it is
highly probable that a given party will be returned to power time after
time, societal actors will adjust the expectations about the feasibility of
given policy alternatives.13

In chapter 4, we argue that the largely politically created welfare state
regimes are associated with different production regimes, distinctive pat-
terns of organizing labor markets and the productive process and the
financing of investment (also see Ebbinghaus and Manow 1998). At each
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point in their development, the future possibilities for the development
of the welfare state–production regimes are determined by what hap-
pened previously. Thus, similar to our policy legacies effect, the existing
regime affects the distribution of preferences as each actor takes the cur-
rent situation as a given, or at least the new starting point, which fore-
closes some opportunities and opens others. Moreover, past develop-
ments weaken or even eliminate some actors and strengthen and create
others. For example, the strong and centralized union movements and
the political influence of the left in Northern Europe and Scandinavia
predisposed employers, unions, and politicians to pursue a high-wage,
high–social wage path, and this path, once chosen, progressively elimi-
nated low-wage sectors and thus eliminated one source of opposition,
low-wage employers, to the further pursuit of this path. Thus, regime
legacies also affect the universe of actors and thereby the distribution of
preferences.

Actors’ intentions and desires are not self-generating but are products
of social and political struggles over decades and even centuries. The
“ideological hegemony” that a movement or social class may enjoy is
partly a product of the three foregoing mechanisms, which all shape pref-
erences. But the distribution of preferences, or what might be termed so-
cial consciousness in a class analytic frame of reference, cannot be read
off existing policy arrangements, societal power balances, and produc-
tion regimes on a one-to-one basis. They are also in part the historic cre-
ation of past struggles. Given the dearth of good comparative and espe-
cially long-term historical evidence on the policy attitudes and political
ideologies of mass publics, this is a much more difficult question to in-
vestigate than the previous ones. Yet, to the extent that progressive social
and political movements can change political consciousness, they are
very likely to have effects on the posture of centrist and conservative par-
ties and thus to move the political center of gravity in society. This then is
partly an effect of partisan politics. Moreover, to the extent that progres-
sive social and political movements are strengthened by having allies in
government (through laws facilitating organization and the access of
movement organizations to the media and so on), these are, in part, ef-
fects of partisan government also. However, we do want to limit our claim
of how large an effect ideological hegemony can have on social policy in
the absence of partisan government. In the short run, a conservative gov-
ernment coming to power after a long period of government by the left
may have to implement the policy agenda worked out by the labor move-
ment, but it is impossible for a movement out of government to force its
policy agenda on a government over a sustained period of time.
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Our argument about the importance of long-run patterns of the parti-
san composition of government implies that welfare state development is
path dependent. “Path dependence” is a term that covers many social and
historical processes, so it is necessary for us to specify how we conceive
the path dependence of social policy development in the post–World War
II period. Here we have to treat the expansion and retrenchment periods
somewhat differently. For the expansion period, we reject the strongest
version of path dependence, a critical junctures interpretation, such as
that applied by Lipset and Rokkan (1967) to the development of Euro-
pean party systems and Collier and Collier (1992) to labor incorporation
in Latin America, in which events at critical junctures lock in future de-
velopments. Based on pooled time series statistical analyses, both Hicks
(1999) and Swank (forthcoming) have argued that political and institu-
tional arrangements developed in the first decade and a half after World
War II put countries on a track that determined later welfare state devel-
opment. More specifically, early social democratic political dominance
along with centralized and strong employer and union organization led to
the development of social corporatism, which then locked in later devel-
opment. Subsequent periods in government by left or Christian demo-
cratic parties had little influence on the outcomes.

The polar opposite interpretation with regard to party politics would
be that partisan government effects are uniform over the expansion pe-
riod. That is, for example, a four-year period of social democratic or Chris-
tian democratic government had an equal effect on welfare state gen-
erosity and the configuration of policy whether it occurred in the late
1940s, 1950s, 1960s, or 1970s. In this case, the effect of left or Christian
democratic government is a constant cause in Stinchcombe’s (1968)
terms whereas, in the critical juncture interpretation, the effect of (early)
social democratic government is a historic cause as it contributed to the
crystallization of social corporatism that led to the welfare state outcome.
In this view of uniform historic effects, the social processes are only
weakly path dependent or perhaps only apparently path dependent. To
the extent that countries follow a path that reproduces and deepens wel-
fare state patterns, it is because the underlying social forces that produce
political outcomes—union strength, party organization, religious senti-
ments, etc.—reproduce themselves.

Our view is between these two polar types.14 Welfare state develop-
ments were not locked in by the early 1960s; later periods of government
did matter and sustained changes in the pattern of partisan government
could have substantial effects on welfare state regimes. On the other
hand, our four mechanisms, particularly the ratchet effect and regime
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legacies, do imply more path dependency than the uniform effects theory
hypothesizes. As each policy is put into place it transforms the distribu-
tion of preferences; as the regime increasingly entrenches itself, it trans-
forms the universe of actors. The economic and political costs of moving
to another regime become greater, and conversely the returns of staying
on the same track become greater.15 Moreover, the implication of our ar-
gument is that early years of party governance matter more, particularly
if one party family is dominant over a relatively long period of time. Long
duration of government by one party family (or by the same coalition)
also matters in another way, regardless of the time period in which it oc-
curs. Repeated victories by a given party or coalition are likely to affect
the expectations of societal actors and these actors in turn are likely to
adjust their “realistic” preferences accordingly.

The preceding paragraphs all concern the period of welfare state ex-
pansion that ended, depending on the country, between the late 1970s
and the late 1980s. At that point the economic crisis profoundly affected
the politics of social policy. Partisan effects declined because, while the
right was still constrained by the popularity of existing policies, fiscal con-
straints now tied the hands of the left. The same theoretical framework
still helps to explain changes in the welfare state, but external and inter-
nal economic constraints loom larger. Power constellations continued to
matter over the medium and longer run, but to a significantly smaller ex-
tent. Dispersion of power through the constitutional structure remained
important, but as pointed out repeatedly, it now worked in the opposite
direction, in favor of more generous welfare states, by slowing down re-
trenchment. Going beyond this, specifying the role of globalization, dem-
ographic change, and the growth of the service economy, would take us
to the explanation of retrenchment that we develop inductively from the
case studies and quantitative data in chapters 6 and 7.16

Methodological Approach

We will test and substantiate our arguments through both cross-national
quantitative and comparative historical analyses, engaging the two meth-
ods in a dialogue. The combination of these two methods allows us to
achieve generalizability and to establish causality through tracing links
between events and actors’ behavior in the historical narrative. We select
nine cases for our comparative historical analysis, half of the countries in-
cluded in our quantitative analysis, or half of the universe of advanced in-
dustrial democracies with more than one million people that have been
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democracies since World War II. It is important to have a large number
of cases for analysis, in order to have variation in all the hypothesized
causal factors, because it is quite clear that the choice of focus can
influence the theoretical conclusions of a study (see below). For example,
a one-country case study holds the broad class power distribution, the
structure of political institutions, and the level of economic development
more or less constant, unless it covers a very long period of time. Natu-
rally, with the structural and institutional framework fixed, the role of
specific actors, including state bureaucrats and actors in civil society, is
what varies most over time and attracts the attention of the researcher.
Accordingly, researchers are likely to attribute more causal importance
to the preferences and strategies of these actors than warranted, or at
least they lose sight of the way in which the constraints of the larger
power distribution and the institutional context shape the preferences
and strategies of these actors to begin with. The inclusion of cases that
vary substantially along structural and institutional dimensions allows
the researcher to identify the impact of these dimensions on the nature of
welfare states.

Our case selection for the quantitative analysis was governed by the
desire to include the universe of advanced industrial countries17 large
enough to have some degree of autonomy in economic and social policy,
and democratic for a long enough period of time for domestic power dis-
tributions and institutions to have shaped economic and social policies
and their outcomes. The quantitative analysis of these cases establishes a
set of interrelationships that form the parameters within which we then
place the causal historical narrative uncovered in the comparative histor-
ical analysis of the cases.

When we began this study in 1989, we conceived of it as a study of the
development of welfare state regimes in the postwar period. Had this re-
mained our goal, a compelling case could have been made that our cases
should have been a sample of countries selected to represent the total
variation in welfare state regimes. This criterion would have dictated the
selection of two liberal welfare states and at least one Southern European
Christian democratic welfare state, and fewer countries in Scandinavia,
Northern Europe, and Australasia. After the onset of the Scandinavian
crisis in the early 1990s, however, our interest shifted to the impact of
globalization on retrenchment, and this heavily influenced our final case
selection. The conventional neoliberal wisdom holds that globalization is
particularly detrimental to the most generous welfare states because
these welfare states interfere extensively with market mechanisms and
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globalization strengthens markets against states, and because intensify-
ing competition forces a lowering of wage costs and most forms of taxa-
tion and thus makes generous social programs unaffordable. Accord-
ingly, we chose nine cases that had achieved a very high degree of social
protection but through different types of welfare state regimes; four
through social democratic (Sweden, Norway, Finland, and Denmark),
three through Christian democratic (Austria, Germany, and the Nether-
lands), and two through wage earner welfare state regimes (Australia and
New Zealand). The analysis of these nine cases sheds light on the ability
of governments to adjust welfare state and production regimes to the new
international economic environment while maintaining high standards of
protection.

We feel confident that the bias in the selection of cases of regimes does
not affect our analysis of the development and retrenchment of welfare
states in the chapters that follow because our case knowledge extends
well beyond the nine cases covered in chapters 5 and 7. First, in addition
to the cases covered here, we collected and analyzed case materials and
wrote historical sketches of the development of the welfare state in Italy,
Switzerland, and France. Second, our initial analysis of retrenchment
(Stephens, Huber, and Ray 1999) included case materials on France and
the United Kingdom written by our coauthor, Leonard Ray. Third, we
covered the historical development of the British and American welfare
states in a previous work (Stephens 1979b). Finally, the participation of
one of the two coauthors in the Max Planck Institute project on “The Ad-
justment of National Employment and Social Policy to Economic Inter-
nationalization” organized by Fritz Scharpf and Vivien Schmidt allowed
us to cross-check our conclusions on the cases covered in this book with
the case studies also in that project (Sweden, Denmark, Austria, Ger-
many, Netherlands, Australia, and New Zealand) and to add materials on
cases we do not cover here (Belgium, France, Switzerland, and Italy) to
support our generalizations about variations across all regime types.18 We
draw on the case materials for these other countries in the conclusions of
chapters 5 and 7 and in chapter 6.

We select Sweden for in-depth analysis and, for the period of re-
trenchment, for primary research. We do this for two reasons. Since Swe-
den has been seen as the prototype of the generous social democratic
welfare state, special attention to its historic development is called for.
For the period of retrenchment, the prototypical status alone might be
enough to designate the country for more intensive analysis and primary
research. In addition, the structure of Swedish business with its highly
multinationalized firms that long ago had outgrown Swedish borders
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and become European or even worldwide concerns argues that Sweden
should be particularly vulnerable to pressures brought on by the in-
creased globalization of the economies of all advanced capitalist coun-
tries in the past few decades.

In this book, our interest is in long-term change, that is, in the causes
of the differences in social policy patterns and their distributive outcomes
at the close of the Golden Age of postwar capitalism and in the causes of
the changes in this pattern from that point to the present. This interest
has a profound affect on how we carry out our comparative historical and
quantitative analyses and how they inform one another. We agree with
King, Keohane, and Verba (1994) that the only valid test of the causal ef-
fect of one social factor on another would be the social science counter-
part of a fully controlled scientific experiment, that is, varying the exper-
imental (independent variable) while all other factors are held constant
and then examining the change in the dependent variable. As King, Keo-
hane, and Verba make clear, conceptually this means we must rerun his-
tory, varying the experimental factor and holding other factors constant.
Thus, causal inference in social science involves a counterfactual (the re-
run version of history) that cannot be verified. Our central argument in
the first half of this book is that the long-term pattern of partisan gover-
nance is the single most important determinant of the social policy dif-
ferences across countries.19 The counterfactual then involves imagining
the outcome in a given country had another political configuration pre-
vailed over a long period of time. The counterfactual has to have some re-
alism given the historical circumstance of the country. That is, it does not
make sense to ask whether the Australian welfare state would have been
different if Christian democracy and not the secular right had been in
power for the period 1950 to 1972, but it does make sense to ask if the
Australian welfare state would have been different if the Labor Party had
been in power for the 1950 –72 period or if the secular right and the La-
bor Party had alternated in terms in government in this period.

Since it is impossible to rerun history, how can we find evidence that
our favored counterfactual and not some other one is correct? We iden-
tify three sources of evidence.20 First, there is the evidence from the
quantitative analyses. For instance, if we assert the Norwegian welfare
state would have been different in 1980 had bourgeois coalitions been
predominant up to that point, we can point out that if Norway’s welfare
state were the same in the case of bourgeois predominance, it would have
been an extreme statistical outlier in our data analysis. Second, we can
cite comparative case evidence, applying Mill’s method of difference or
Przeworski and Teune’s (1970) most similar systems design. We can do
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this by comparing country experiences; for instance, by comparing Nor-
way to Australia and New Zealand, countries with labor parties that gar-
nered high percentages in elections and with high levels of union density
like Norway, but in which secular right coalitions formed most govern-
ments before 1980. Or we can compare periods, preferably long periods,
of government by parties of a given color within a country. For example,
we could compare social policy development in Australia under Labor in
1941– 49 and 1983–96 with Australia under Liberal-led coalitions in
1950 –72. Finally, we can refer to the historical narrative examining which
parties and interest groups influenced legislative developments.

Relegating historical narrative to only one of three sources of relevant
evidence is directly connected to our interest in long-term change. Our
interest in long-term change affects not only our comparative historical
methodology but also our quantitative approach in related but distinc-
tive ways. There are traditions of studying short-term change in both of
these research methodologies, and in both cases we contend not only that
a simple cumulation of the causes of short-term change will result in a
misleading picture of long-term change, but also that the very fact that
it results in this misleading picture of long-term change questions its pic-
ture of short-term change. In other words, as we point out in Capitalist
Development and Democracy, it is not our intention to counterpose
the determinants of the longue durée to those of short-term events.21

Rather, we contend that only by putting the short-term events in longer
historical and broader comparative perspective can we understand the
determinants of the short-term events and how they cumulate in a
path-dependent fashion to lead to a given outcome. Here we refer back
to four mechanisms (structural limitation, ideological hegemony, the pol-
icy ratchet effect, and regime legacies) to show how an analysis of short-
term policy changes can give a misleading picture of the determinants of
long-term and short-term outcomes that would lead the researcher to un-
derestimate partisan effects.

As in Capitalist Development and Democracy (32 ff.), we take the his-
torian or historical sociologist examining short-term policy change, for
example the immediate post–World War II “harvest time” legislation in
Sweden (see chapter 5) or New Deal legislation in the United States, as
our point of departure. In this type of research, the actions and intentions
of various actors are examined in detail and the outcome is attributed to
the clashes and cooperation of these actors, thus privileging agency and
process and neglecting all four factors mentioned above. In terms of
“structural limitation,” such research ignores the fact that a whole range
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of alternatives are ruled out by, to take one example, power relations
within the society. Thus, the decision of the Swedish Conservative Party
and the employers federation to support the basic parameters of the har-
vest time reforms has to be understood in the context of their facing a So-
cial Democratic Party that had been in office for over a decade, a leftist
electoral bloc with increasingly large absolute majorities in the electorate
in successive elections, and a strong and increasingly well organized trade
union movement.22 Their support for the social policy reforms is relevant
but hardly conclusive evidence for the hypothesis that there were no par-
tisan effects. The relevant counterfactual in this case would be what
would have happened in Sweden if the bourgeois bloc had been in power
in the 1932– 48 period. To examine this question in a comparative histor-
ical vein, we should both increase the time period and/or add cases such
that the structural variables, the social and governmental power of the la-
bor movement, vary. Did Swedish Conservatives and employers have the
same positions before the rise of Social Democracy to governmental
power? Did employers and conservative parties in other countries that
did not face such strong labor movements have similar pro–social policy
positions? The quantitative evidence can be brought to bear here also, as
we pointed out above. If a historical study, or rather a number of studies
that might be thought to form a school of thought, deny partisan effects,
how can the proponents of this school explain the powerful statistical ev-
idence that we present in chapters 3 and 4 that show very strong associa-
tions between partisanship and welfare state outcomes?

By privileging process and actors’ intentions and actions, the histori-
cal case study also denies any role for ideological hegemony and the
policy ratchet effect. Thus, when we find that the Swedish bourgeois par-
ties did not dismantle the welfare state during their period in office in
1976 –82, one has to ask if those parties and their voters had been in-
fluenced by the powerful social democratic labor movement’s cumulative
effect on the social consciousness, or more narrowly stated policy prefer-
ences, of the Swedish citizenry and by the fact that they had lived under
and many had benefited from the existing policy regime. Finally, the
short-term historical case study will also not recognize the regime lega-
cies effect because, over the short run, regime legacies will not vary. Thus,
returning to our example above, the absence of low-wage employers in
Northern Europe will not be recognized as a product of past union
strength and left influence.

Let us end by summarizing the implications of this discussion for the
conduct of comparative historical and quantitative analyses. In the case
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of comparative historical analyses, the analyst should attempt to lengthen
the time period examined and increase the range of cases in order to re-
veal how structural factors, which are more likely to vary across a wider
variety of social settings, have an impact on the phenomena to be ex-
plained. In the case of quantitative analyses, our attention should be on
long-term changes within countries and broad differences across coun-
tries, not on changes from year to year or even changes over a relatively
small number of years. This position has clear implications for an appro-
priate approach to measurements, namely that one should use levels
rather than yearly change data. Even change data for short-term inter-
vals, such as five-year intervals, fail to capture the full range of effects. We
shall expand on this further in our discussion of approaches to quantita-
tive analysis in the next chapter.
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This chapter presents a variety of quantitative analyses of the develop-
ment of welfare states and their different policy configurations from the
end of World War II to the mid-1980s. Depending on the country, the ex-
pansion phase of the welfare state ended between the late 1970s and early
1990s; thus we select the median date, 1985, as the end data point in our
pooled cross-sections and time series analyses. In the pooled analyses on
eight different dependent variables, we examine the determinants of wel-
fare state expansion and of specific welfare state characteristics that our
theoretical framework postulates as crucial, as well as the determinants
that have been emphasized by other authors. In order to tap outcomes of
welfare states on which data are available only for a few time points, we
analyze cross-sectional data on inequality, redistribution, poverty, and
decommodification, a measure of transfer generosity.

To preview our main findings briefly, we can point to the very consis-
tent and strong effects of political incumbency of social democratic and
Christian democratic parties on different measures of welfare state ef-
fort. They both promote generous welfare states, but the characteristics
of these welfare states are different. Christian democratic parties rely on
social insurance and generous transfers to keep people out of poverty,
whereas social democratic parties provide a wide variety of social ser-
vices in addition and emphasize maximal labor force participation of the
working-age population. Both types of welfare states are effective in
keeping people out of poverty and are highly redistributive, though the
social democratic welfare state is clearly more so. Equally stable results
emerge for constitutional structure; political institutions that disperse
power reduce welfare state effort. Women’s labor force participation has
strong effects on the expansion of welfare state services, both directly and
in interaction with social democratic incumbency. The level of affluence
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of a society facilitates welfare state expansion. The proportion of people
over sixty-five is associated with higher welfare state expenditure, but not
with the generosity of pension benefits per aged person, suggesting that
this association demonstrates a need effect rather than the political
influence of a pressure group.

Hypotheses

Dimensions of the Welfare State

The welfare state literature has come a long way, from early studies with
a single indicator of welfare state effort, mostly some version of an ex-
penditure measure, to more recent studies based on a variety of indica-
tors, including entitlements and outcomes (e.g. see Korpi 1989; Esping-
Andersen 1990; Mitchell 1991; Korpi and Palme 1998). Early work was
also plagued by the fact that the existing hypotheses in the literature sug-
gested more variables than there were cases in cross-national studies of
advanced capitalist democracies, thus rendering it impossible to test the
extant theories comprehensively. More recent works that pooled data
points over time and across cases appear to have solved this problem (e.g.
see Hicks and Misra 1993; Huber, Ragin, and Stephens 1993; Korpi 1989).
Unfortunately, direct measures of social rights, such as replacement rates
or qualifying conditions in social insurance, and outcome measures, such
as income inequality or poverty rates, are available at too few time points
to make time series analysis feasible.1 Nevertheless, the expenditure and
employment data available in annual time series do measure the total
commitment of the society to the public provision of income support and
social services and, once need variables such as the size of the client pop-
ulation are controlled for, do provide one with good measures of welfare
state generosity. Moreover, unlike previous studies that focus on one or
two expenditure variables, we employ eight expenditure and employ-
ment measures as dependent variables. Following up on our previous
work (Huber, Ragin, and Stephens 1993; Huber and Stephens 1993a,
2000a), we argue that these variables measure distinct dimensions of the
welfare state; thus our independent variables, particularly the political
variables, should affect the different dependent variables to different de-
grees. Moreover, using a number of different dependent variables also
provides us with an additional test of the robustness of our analysis.

Though the use of a large number of dependent variables in the pooled
analysis makes this study an advance over previous analyses of pooled
data on expenditure or employment, one still is ultimately most inter-
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ested in social rights and outcomes. Fortunately, we can cross-check and
extend the findings of our pooled analysis by examining the relationship
of our most important independent variables to the social rights and out-
come variables in a cross-sectional analysis.

Class Power, Religion, and Political Power Distributions

Our central hypothesis, built on previous studies of welfare state expan-
sion (Stephens 1979b; Castles 1982; Schmidt 1982; Korpi 1983; Esping-
Andersen 1990; Huber, Ragin, and Stephens 1993) and on the theoreti-
cal framework developed in the last chapter, is that incumbency of
political parties based on the organizational power of the working and
lower middle classes, results in generous and redistributive welfare states.
A strong union–social democratic party alliance is the most consistent
political promoter of not only a generous welfare state, but one with a
strong universalistic, citizenship-based, solidaristic, redistributive, and
service-oriented character (Castles 1982; Myles 1984; Korpi 1989; Palme
1990; Huber, Ragin, and Stephens 1993; Korpi and Palme 1998; Huber
and Stephens 2000a). In Catholic or religiously mixed societies, where
Christian democratic parties manage to attract a significant working- and
lower-middle-class base, these parties are also major promoters of wel-
fare state expansion, but the welfare state assumes different characteris-
tics (Stephens 1979b). Entitlements are heavily based on the insurance
principle and thus on employment, not on citizenship; they are different
for different groups, not universalistic and solidaristic; they are more con-
cerned with preservation of the accustomed standard of living of the
beneficiaries than with redistribution per se; and they emphasize trans-
fers more than public social services (Esping-Andersen 1990; van Kers-
bergen 1995). These characteristics are largely due to the need of Chris-
tian democratic parties as multiclass parties to mediate the diverse
interests of their social base and due to the centrality of integration and
mediation in the Christian democratic political project (van Kersbergen
1995: 28). Nevertheless, despite the absence of an egalitarian motivation,
some of these Christian democratic welfare states have ended up being
quite redistributive and effective in maintaining low poverty rates. Cer-
tainly, competition with strong social democratic challengers, such as in
Germany, was a major incentive for Christian democratic governments to
promote generous and redistributive welfare state programs, but our data
indicate that these welfare state commitments are not due solely to social
democratic influence in these countries.

There are good theoretical reasons for expecting social democracy
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and Christian democracy to differ in regard to the funding and delivery
of public goods and services. First, two elements of Christian democratic
social thought lead to less emphasis on the public sector as provider of so-
cial services (van Kersbergen 1995). According to the principle of sub-
sidiarity, that is, the reliance on the smallest possible group that can per-
form a given social function, the state is called upon to perform only
those functions that cannot be performed by the family or various volun-
tary communities, in particular the church and church-related organiza-
tions. In addition, given the strong emphasis on the traditional family and
the male breadwinner–housewife ideal, Christian democracy is reluctant
to promote increased women’s labor force participation and thus public
services that might facilitate it, such as day care. Second, by contrast, the
Scandinavian experience suggests that the social democratic ideology of
equality has increasingly been extended from its traditional domain of
class relations to gender relations.2 Third, since most social services are
provided as citizenship rights while most transfer benefits are conditional
on previous employment and income, one would expect social democ-
racy, which has traditionally emphasized citizenship as a criterion for so-
cial benefits, to promote the expansion of social services. Fourth, as Gar-
rett (1998) and Boix (1998) argue, part of the social democratic agenda,
especially recently, has been to promote competitiveness by investing in
human capital. This can be most clearly seen in the social democratic em-
phasis on active labor market policy, job training, and expansion of higher
education (Janoski 1990; King 1995). Fifth, based on OECD data, Esp-
ing-Andersen (1996b) has argued that the Scandinavian welfare states
are distinctive in terms of the high levels of transfers to youth as com-
pared to the aged. With the exception of health care, services (e.g., edu-
cation, day care, job training) are arguably even more skewed toward
younger citizens. Finally, social democracy has promoted state delivery
(as opposed to simply state funding) of social services and goods because
it has believed that only through public provision could it ensure that all
citizens had equal access to benefits of equal value.

On the basis of these considerations, then, we would expect incum-
bency of social democratic parties to effect an expansion of publicly pro-
vided welfare state services. These services are publicly provided because
the commitment to citizenship rights entails a commitment to equal ac-
cess and equal quality of these services for all citizens. We hypothesize
that the association of governance by Christian democratic parties with
expansion of publicly funded social services will be less than that of social
democracy, though they also have a commitment to providing for the wel-
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fare of all citizens. Thus, core social services such as health and education
will be publicly funded, but those services in which the family can be seen
as an alternative provider will receive less generous funding in Christian
democratic welfare states because of the Christian democrats’ commit-
ment to the principle of subsidiarity and to the preservation of the tradi-
tional male breadwinner–female care giver family. Subsidiarity also leads
to a diminished role for the state as deliverer of social services; thus, we
expect little or no association between Christian democratic governance
and the public provision of welfare state services. The contrast between
Christian democratic and social democratic welfare states in the health
sector is instructive here: All of the social democratic welfare states insti-
tuted national health services, while only Italy (in 1978) among the Chris-
tian democratic welfare states did so. The rest instituted systems of na-
tional health insurance in which the private provision of health services
retained an important role. This can be seen in the contrast between the
public share of health expenditure (88 percent in social democratic wel-
fare states, 77 percent in Christian democratic ones) and the public share
of health care employment (88 percent in social democratic welfare
states, but only 46 percent in Christian democratic ones).3

Our hypotheses, then, specifically state that incumbency of left-wing
parties is associated with (1) overall expansion of the public economy,
driven by the public provision of social services, (2) the decommodifying
effect of welfare state provisions (i.e., their quality with regard to an in-
dividual’s ability to maintain his or her standard of living when not par-
ticipating in the labor market), and (3) redistributive effects, as indicated
by the posttax, posttransfer income distribution and the redistributive ef-
fect of direct taxes and transfers. In contrast, incumbency of left-wing
parties should be less associated with transfer payments. Incumbency of
Christian democratic parties should be associated with these factors in a
different pattern. It should be associated (1) primarily with direct trans-
fer payments; (2) moderately with overall expansion of the public econ-
omy and taxation, but clearly less so than social democracy; (3) moder-
ately with decommodification but clearly less so than social democracy;
and (4) not with redistribution. In terms of our specific measures, then,
we expect social democracy to be more strongly associated with the
broad measures of expenditures and revenue, and Christian democracy
with the narrow, heavily transfer-based, expenditure measures. Social de-
mocracy should have a strong positive effect on public-sector employ-
ment, whereas Christian democracy should not. Both political tendencies
should be positively associated with decommodification and negatively
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with poverty rates, but the association should be stronger for social de-
mocracy, and only social democracy should be negatively associated with
measures of inequality.

Since we emphasize the organizational power of working and lower
middle classes underlying the strength of different parties, we expect
measures of the strength of labor movements, such as union density, po-
litical unity, and centralization, to have a strong positive effect on welfare
state expansion and on the redistributive character of social policy. We
expect the same of measures of corporatism, conceptualized as a pattern
of interest representation in which the state and peak associations of la-
bor and capital engage in tripartite negotiations on major economic and
social policies. Some authors have argued that corporatism itself is a re-
sult of working-class power mobilization (Stephens 1979b; Korpi 1983;
Western 1991), whereas others have claimed that it is a result of the open-
ness and thus vulnerability of the economy (Katzenstein 1985). Which
side one takes in this dispute depends to a large extent on the importance
one attributes to labor’s substantive participation in major decisions as a
key element of corporatism (Lehmbruch 1984: 65– 66). Labor strength is
obviously an integral element of the conceptualization of corporatism for
those authors who see labor’s role in shaping key national policies
through corporatist negotiations as central to the very essence of corpo-
ratism. Thus, Switzerland, one of the two paradigmatic cases analyzed by
Katzenstein, is not highly corporatist in their and our view, despite the
presence of “an ideology of social partnership . . . ; a relatively centralized
and concentrated system of interest groups; and a voluntary and informal
coordination of conflicting objectives through continuous political bar-
gaining among interest groups, state bureaucracies, and political parties”
(Katzenstein 1984: 27). Labor in Switzerland is comparatively weak and,
as Kriesi (1980) has shown, it is often marginalized from informal nego-
tiations about important decisions. Empirically, previous studies have
shown high correlations between corporatism and the strength of social
democratic parties and labor movements (Hicks and Swank 1992), and
the same correlations appear in our data. Western (1991) tested the al-
ternative explanations of corporatism with openness and left power, and
he came to the conclusion that left power was decisive and openness did
not matter.

State Structures

In our discussion of state-centric theories in the last chapter, we under-
lined the difficulty in carrying out quantitative tests of hypotheses on two
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of the core variables of this literature: the effect of past policy legacies
and the autonomous policy-making role of bureaucrats. However, we ar-
gued that a third line of thinking, that concerning the effect of state struc-
tures, offered a very promising hypothesis explaining the long-term
development of welfare states. Our second major hypothesis is that con-
stitutional provisions can create “veto points” in the policy-making pro-
cess that impede social reform. The development of our measure was
heavily influenced by two comparative historical studies (Immergut 1992
and Maioni 1998)4 that provide interesting systematic analyses of the ef-
fects of constitutional structure on social policy formation (also see Weir,
Orloff, and Skocpol 1988: 16 ff. for reference to some of these factors). In
a comparative study of health insurance in Switzerland, France, and Swe-
den, Immergut argues that political institutions decisively shaped the
ability of different groups to activate power resources and influence the
making of health insurance policies. She emphasizes the importance of
centralization and insulation of executive power from parliamentary and
electoral pressures as a precondition for the implementation of reforms
that significantly modify the status quo. Where power is dispersed in rep-
resentative institutions, relatively small interest groups are able to block
reform legislation, a situation that greatly favors maintenance of the sta-
tus quo and allows at most incremental reforms. The perception of such
opportunities for veto, in turn, induces interest groups to be more in-
transigent in the pursuit of their demands (Immergut 1992). The Swedish
system, with an executive assured of parliamentary support delivered by
disciplined parties, represents one polar case in her analysis; the Swiss
system, with a collegial multiparty executive, changing parliamentary
majorities, and above all the institution of the popular referendum,5 rep-
resents the other.

Maioni, in her study of health insurance politics in the United States
and Canada, shows that the lobbying power of the medical association
was weaker in Canada because of the existence of parliamentary govern-
ment. She argues that parliamentary government encourages party disci-
pline, which means that entire parties need to be influenced. In contrast,
in the American presidential system parties have remained weak politi-
cal organizations and individual members of Congress can be lobbied be-
cause they depend primarily on their own fund-raising capacities and
have few incentives to put party directives above the interests of their
wealthy supporters. Thus, as does Immergut’s work, Maioni’s study dem-
onstrates that the availability of more points of access to political decision
making, or of more veto points, results in less comprehensive and gener-
ous welfare state legislation.
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These two studies provide several strong leads for the development of
a more general conceptualization of a key attribute of states: constitu-
tional structures favorable or inimical to reform. It is our hypothesis that
those features of constitutions that make it difficult to reach and imple-
ment decisions based on narrow majorities—and that conversely let mi-
nority interests obstruct legislation—will impede far-reaching reforms in
social policy, especially reforms that might benefit the underprivileged
majority. Thus, we hypothesize that aspects of constitutional structure
that disperse political power and offer multiple points of influence on the
making and implementation of policy are inimical to welfare state ex-
pansion and will be negatively associated with our various measures of
welfare state effort. These aspects include federalism, presidential gov-
ernment, strong bicameralism, and provisions for referenda.6

Policy Legacies

We argued in the last chapter that policies once instituted become the
new reference point for battles about the welfare state (what we called
the ratchet effect) and that policy regimes create their supporting clien-
teles and can weaken or even eliminate actors opposed to them. Thus,
past generosity in policies should be related to present generosity in poli-
cies independent of other causal factors.

Flora and Alber (1981) and Esping-Andersen (1990) have argued that
the legacies of late nineteenth-century political regimes have long-term
effects on welfare state development. They contend that the efforts of ab-
solutist regimes to co-opt the growing working class along Bismarckian
lines affected later welfare state development. Such welfare state policies
introduced by absolutist regimes were corporatist and segmented; that is,
they treated different occupational groups differently and thus repro-
duced inequalities created by the labor market. State employees in
middle and higher ranks were treated best; white-collar workers were
treated better than blue-collar workers; and among the blue-collar work-
ers the most strategically located and the best organized, such as miners
and metalworkers, were treated preferentially. Once such differential
schemes were established, it became exceedingly difficult to unify them
and equalize benefits. Rather, later welfare state expansion tended to
build on existing programs. Two cases in point are the German and the
French experiences after World War II, where plans to establish a unified
and comprehensive social insurance system failed due to the resistance of
groups privileged under the old system (Hockerts 1980; Galant 1955).
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Accordingly, policy legacies of absolutist regimes should be associated
with higher expenditure but lower levels of redistribution. Our opera-
tionalization of “authoritarian legacies” is discussed below.

Women’s Labor Force Participation

In most advanced industrial democracies, the integration of women into
paid work outside the home has increased significantly in the post–World
War II period. However, this increase took place with widely varying
speed, so that differences in the rate of women’s labor force participation
among countries have increased also. Increasing women’s labor force par-
ticipation can be expected to generate demands for a greater public role
in care giving and thus pressures for an expansion of welfare state ser-
vices. Where such demands and pressures are supported and reinforced
by powerful political allies, they are likely to result in policies that facili-
tate the combination of paid work and family care obligations, such as the
provision of public day care and elderly care and parental leave insur-
ance. Expansion of welfare state services in turn has a positive feedback
effect in that it enables more women to enter the labor force and creates
demand for labor in these services, a demand that is predominantly met
by women. Where welfare state services are publicly provided, this leads
to an increase of the female public-sector labor force. Increased female
labor force participation, particularly in the typically well-organized pub-
lic sector, increases the level of organization of women through unioniza-
tion and thus the potential for women’s political mobilization.

This process of economic and social mobilization of women also
leads to increased political mobilization of women, in existing parties, in
women’s organizations, in new social movements, and so on. The com-
bined effect of mobilization and of the expansion of the public sector also
makes women stronger supporters of the welfare state and the public sec-
tor in general and of the political left, reversing the traditional direction
of the gender gap. Accordingly, we would expect the mutual reinforce-
ment between women’s labor force participation and public welfare state
employment to be particularly strong in countries where social demo-
cratic incumbency facilitated the comparatively early (beginning in the
1970s) implementation of policies supportive of women’s labor force par-
ticipation (see chapter 5 for a comparative historical sketch). Thus, we
would expect a positive effect of an interaction between women’s labor
force participation and social democratic rule on the expansion of public
social services. However, even in countries where social democracy has
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been weaker and either Christian democratic or secular center and right-
wing parties stronger, we would still expect a positive effect of women’s
labor force participation on the expansion of public social services be-
cause working women’s demands for public care facilities provided an in-
centive for political actors to win women’s votes on the basis of support
for public social services.

The International Economy

The international economy figures prominently in the political debate
about the sustainability of the welfare state. The neoliberal argument
claims that international economic competition tends to make economies
with generous welfare states uncompetitive, particularly those based
heavily on financing through payroll taxes, and thus leads to retrench-
ment of welfare state expenditures. We disagree strongly with this view
and shall discuss it at length in chapter 7. The scholarly debate is much
more nuanced, distinguishing between the impact of the international
economy on the welfare state in different phases. Some authors claim that
economic openness implies vulnerability to external economic shocks
and thus stimulates the buildup of a generous social safety net to protect
citizens from such shocks (Cameron 1978). As discussed above, Katzen-
stein (1984, 1985) claims that economic openness leads to corporatism,
and corporatism functions as an intervening variable in creating a gener-
ous social safety net. We are skeptical about the openness argument, both
with regard to its presumed direct effect on welfare state expansion and
its indirect effect via corporatism, because decisions about welfare state
expansion are politically mediated rather than automatic reactions to
needs for social protection, and the labor movement has to be strong and
influential for informal tripartite bargaining arrangements to deserve the
label “corporatism” and result in welfare state expansion. Nevertheless,
we include a measure of openness in our analysis.

A second line of argument runs directly contrary to Katzenstein’s as it
holds that globalization, defined as the increased flow of goods, capital,
people, and information across borders, has led to an ascendancy of the
market and a general retrenchment of the state, including in the area of
welfare state provision. The general view is that globalization accelerated
very rapidly from the 1980s on, and in this periodization it clearly coin-
cides with the era of welfare state retrenchment. Again, we are looking
for a political mediation of such economic effects, and our case studies
suggest that the growth of investment abroad by major corporations in
fact gave these corporations more leverage domestically vis-à-vis labor as
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well as governments. Assuming that business preferences in general are
for lower taxes and welfare state expenditures, we could expect at least a
dampening effect on welfare state expansion. A significant acceleration
of globalization did occur in the 1980s, so our major discussion of this
phenomenon and its impact will come in chapters 6 and 7, but we do in-
clude a measure for direct foreign investment flowing out of the country
in our analysis here in order to tap a possible earlier effect.

Logic of Industrialism and Pluralism

Though the theoretical debate has often been phrased in terms of “poli-
tics versus logic of industrialism,” accepting the importance of constitu-
tional structures and the distribution of political power does not require
rejection of the proposition that economic and social variables also have
an impact on welfare state formation. It is theoretically plausible that ris-
ing affluence of a society facilitates an expansion of welfare state expen-
ditures. However, the empirical research contains apparently contradic-
tory findings. Most cross-sectional studies of affluent countries do not
show any effect of GDP per capita on welfare state expenditure, while
cross-sectional studies of a broader group of countries and studies that
pool cross-sectional and time series data on affluent countries do. This
difference is almost certainly due to the restricted range of variation in
cross-sectional studies of affluent countries. We expect results in line with
previous analyses of pooled data.

As Myles (1984) has made clear, the view of politics and of the state
held by proponents of the logic of industrialism school (e.g., Wilensky
1975) is essentially pluralist. Economic change creates new needs for so-
cial protection, those needs get articulated and channeled into the polit-
ical process, and they are met through the expansion of the welfare state.
Pampel and Williamson (1989) make their pluralist view explicit, as they
argue that people over 65 are an important welfare state clientele and act
as a pressure group to promote their interests in public pensions and
health care, and that therefore the higher the proportion of people over
65 in a society is, the stronger their influence is and the more generous the
welfare state is expected to be. In addition, they argue that the level of
voter turnout is an indicator of mobilization of a society and thus predicts
levels of welfare state spending. Now, it is quite obvious that, once pen-
sion and health care programs are instituted, a higher percentage of eld-
erly people in the population should cause increased expenditures, a phe-
nomenon we would call a demographic or need effect. The proportion of
elderly people in the population would seem to be at best a proximate
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measure for their influence as a pressure group; at least one would want
to have some indication of their degree of organization. At any rate, it is
empirically difficult to separate out the pressure group from the need ef-
fect in quantitative analyses.

Other Causes

The level of unemployment also influences public expenditures in several
ways, depending on the programs in place. Higher unemployment causes
higher expenditures for unemployment compensation; where early pen-
sion programs for unemployed people exist, it causes an increase in pen-
sion expenditures; and where governments pursue active labor market
policies, it raises the costs of such policies. Thus, we also expect unem-
ployment to be related to our expenditure measures. Inflation is also con-
ventionally included in quantitative studies of welfare state development.
The rationale is that in countries with progressive taxation systems
inflation pushes households into higher tax brackets, which lets govern-
ment revenue grow and thus makes it easier to expand welfare state ex-
penditures. Military expenditure is hypothesized to have a positive rela-
tion to the size of the total public sector, but to be negatively related to
transfer payments and social benefit expenditure due to a “guns for but-
ter” trade-off (Russet 1970; Wilensky 1975: 74 –80). We have included a
final variable, strike activity, which is frequently used to represent a po-
litical view put forward by Piven and Cloward (1972). This view holds that
direct protest activity is the most effective means for lower classes to
maintain mobilization and successfully pressure the state for concessions,
such as welfare state benefits.

Operationalizations

Basic Measures of Dependent and Independent Variables

In choosing our dependent variables for the pooled cross-sections and
time series analysis, we strive for variability in order to tap overall wel-
fare state effort, emphasis on transfer payments, the extent of public
financing of and of public provision of social services, and the generosity
of benefits for individuals (see table 3.1).7 In the cross-sectional analy-
sis we use a number of additional measures to again tap the extent of
public provision of social services and the generosity of benefits, along
with measures of support for mothers combining paid work and child

50 Chapter Three



rearing, the redistributive effect of taxes and transfers, poverty levels
for various groups, and inequality. First, we use the most commonly
employed expenditure measure, the ILO measure of social security
benefits, which includes transfer payments and many but not all in-kind
welfare benefits (e.g., medical care but not housing, day care, or educa-
tion). Second, we use a somewhat narrower measure, OECD’s measure
of transfer payments, also computed as a percentage of GDP. Third, at
the other end of the spectrum, we use total revenue and total expenditure
of all levels of government, a measure of the size of the total public sec-
tor. All measures are expressed as a percentage of GDP.

We use two measures in our pooled cross-sections and time series
analysis to gauge the importance of public financing and one measure to
gauge the importance of public delivery of social services. The measure
for public delivery is an employment measure, total civilian government
employment as a percentage of the working age population; it was com-
piled by the Welfare State Exit Entry Project (WEEP) at the Wissen-
schaftszentrum Berlin (see Cusack 1991). An even better measure is pub-
lic employment in health, education, and welfare, but that measure is
available only in a cross-sectional WEEP data set for the early 1980s on
employment structure in fifteen countries (see Cusack and Rein 1991)
and a pooled data set on employment structure for nine countries at three
points in time, roughly 1975, 1980, and 1985 (see Cusack, Notermans, and
Rein 1989).8 These data enable us to evaluate the validity of our other
measure, total civilian government employment as a percentage of the
working-age population and to cross-check the results of the pooled
analyses with those of analyses based on these other two data sets. Al-
though civilian government employment includes civilian employment in
non–welfare state sectors (e.g., police, judiciary, infrastructure), its high
correlation with public employment in health, education, and welfare as
a percentage of the working-age population in the WEEP data (.95 in the
cross-sectional data on 15 countries and .93 in the pooled data on 9 coun-
tries) indicates that virtually all of its variation across countries and
through time is accounted for by welfare state employment. Given its
high correlation with this measure, civilian government employment is an
extremely good proxy for welfare state employment. One of the two mea-
sures for public financing of social services is total civilian nontransfer
government expenditure as a percentage of GDP. This measure is con-
ceptually different from civilian government employment as it includes
government spending on social welfare that is not delivered by the gov-
ernment. Like our employment measure in the pooled data, it has the
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drawback that it includes expenditure for the provision of non–welfare
state goods and services. However, there is little question that welfare
state expenditure dominates this indicator; health and education expen-
diture alone forms the bulk of governmental nontransfer civilian expen-
diture. The second measure we employ to tap the extent of public financ-
ing of social services is the percentage of total health spending that is
accounted for by the public sector. To measure the generosity of pen-
sions, we divide total pension spending as a percentage of GDP by the
proportionofthepopulationover65.AsPampelandWilliamson(1989:78)
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Table 3.1 Variables

Dependent variables, pooled analysis
Government revenue as a percentage of GDP (HRS, a OECDb)
Government expenditure as a percentage of GDP (HRS, OECD)
Social security benefit expenditure as a percentage of GDP (HRS, ILO c)
Social security transfers as a percentage of GDP (HRS, OECD)
Civilian non transfer expenditure as a percentage of GDP (HRS, OECD)
Civilian government employment as a percentage of the working-age population (HRS,

WEEPd)
Public health expenditure as a percentage of total health expenditure (HRS, OECD)
Pension spending as a percentage of GDP divided by the proportion of the population

over 65 years of age (HRS, ILO)

Dependent variables, cross-sectional analysis
Support for mothers’ employment (Gornick, Meyers, and Ross, 1997)
Spending on the nonaged (OECD)
Public health, education, and welfare employment as a percentage of the working age

population (WEEP). Canadian figure provided by John Myles on the basis of Statistics
Canada data.

Decommodification in unemployment insurance programs (Esping-Andersen 1990: 50)
Decommodification in sickness pay programs (Esping-Andersen 1990: 50)
Decommodification in pension insurance programs (Esping-Andersen 1990: 50)
Decommodification index (Esping-Andersen 1990: 52)
Poverty—single mothers: percentage of single mothers with disposable incomes below

50% of the average disposable (posttax and posttransfer) household income e

Poverty—aged: percentage of households in which the household head is over 65 with dis-
posable incomes below 50% of the average disposable household income e

Poverty—age 25–59: percentage of households in which the household head is between
24 and 60 with disposable incomes below 50% of the average disposable household in-
come e

Inequality—aged: Gini index for disposable household income among the aged e

Redistribution: percentage reduction in the Gini index for pretax and pretransfer income
caused by taxes and transfers (Mitchell 1991) e

Inequality: Gini index for disposable household income e



point out, this is mathematically equivalent to the ratio of pension ex-
penditure per aged person to GDP per capita (pension expenditure/
aged population)/(GDP/population) and thus yields a quasi replacement
rate. The values for our dependent variables at selected dates are listed in
tables A.1 through A.8.

For our cross-national analysis, we collected data for 1980 or as close
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Table 3.1 (continued)

Independent variables
Left cabinet: scored 1 for each year when the left is in government alone; scored as the

fraction of the left’s seats in parliament of all governing parties’ seats for coalition gov-
ernments, 1946 to date (HRS)

Christian democratic cabinet: religious parties’ government share, coded as for left cabi-
net (HRS)

Union density: union membership as a percentage of total wage and salary earners (HRS,
Ebbinghaus and Visser 1992)

Corporatism (Lehmbruch 1984)
Constitutional structure: veto points created by constitutional provisions (HRS)
Female labor force participation: Percentage of women age 15 to 64 in the labor force

(HRS, OECD)
Left*female: left government centered on its mean multiplied by female labor force par-

ticipation centered on its mean
Voter turnout: voter turnout as a percentage of the adult population (HRS)
Aged population: percentage of the population over 65 years old (HRS, OECD)
Strikes: working days lost per 1,000 workers (HRS, ILO)
Authoritarian legacy: political regime in the late nineteenth century (HRS)
GDP per capita: gross domestic product per capita in constant US dollars (HRS, PWT f)
CPI: percent increase in the consumer price index (HRS, OECD)
Unemployment: percentage of total labor force unemployed (HRS, OECD)
Military Spending: military spending as a percentage of GDP (HRS)
Outward foreign direct investment as a percentage of GDP g

Openness: imports � exports as a percentage of GDP (HRS, OECD)

aData from the Huber, Ragin, and Stephens (1997) data set.
bOriginal data source is OECD.
cOriginal data source is International Labour Office.
dData from the Welfare State Exit Entry Project, Science Center—Berlin.
eFrom Luxembourg Income Surveys. The calculations were done by David Bradley with
household adjustments and other definitions such that the figures are consistent with
those in Mitchell 1991, Atkinson et al. 1995, and those periodically updated at the LIS
web site, http://lissy.ceps.lu.
fOriginal data source is the Penn World Tables, http://pwt.econ.upenn. edu/.
g1962–85 provided by Duane Swank (see Swank 1998), originally coded from IMF, Bal-
ance of Payments Statistics, various years. Data for 1960 – 61 coded by the authors from the
same source.



to that date as possible. We included a number of direct measures of wel-
fare state entitlements, beginning with Esping-Andersen’s (1990: 49–54)
decommodification measures. He conceptualizes decommodification as
the capacity, conferred by welfare state benefits, to maintain one’s stan-
dard of living while separated from the labor market due to old age, sick-
ness, or unemployment. The decommodification indices for pensions,
sickness benefits, and unemployment are composed of five variables
measuring the replacement rates, qualifying conditions, duration of
benefits, and take-up rates. The overall decommodification index is a
composite of the three separate indices, and it captures the generosity of
pension, sickness, and unemployment benefits for workers at two differ-
ent levels of income. From a gender perspective, the extent to which the
welfare state entitles mothers to support in the pursuit of gainful em-
ployment is important. We use an index constructed by Gornick, Meyers,
and Ross (1997, 1998) for public policies that support employment for
mothers with children under three. The index aggregates 8 indicators
pertaining to generosity and protection of maternity leave, paternity
benefits, tax relief for child care, and the availability of public child care.

In the cross-sectional analysis we also use a number of measures of the
impact of the welfare state on poverty and inequality. These measures are
all based on Luxembourg Income Survey (LIS) data (the values for the
countries are shown in table 4.4).9 One of the poverty measures, the pov-
erty rate among single mothers, indicates a welfare state commitment to
supporting women’s autonomy (Hobson 1990). The measure of poverty
among the aged indicates the strength of the social safety net for the 
retired population, and the measure of poverty among the population
aged twenty-five to fifty-nine the strength of the social safety net for the
working-age population. The first two of the three measures we use to tap
the distributive outcomes of the welfare state are Gini indices for the post-
tax, posttransfer income distribution, one among the population at large,
the other one among the aged. Of course, we are fully aware that the de-
gree of inequality in the final income distribution is heavily shaped not
only by the tax and transfer system but also by the primary income dis-
tribution and thus by the production regime. Levels of employment and
unemployment and wage levels are very important, and those in turn are
heavily influenced by the strength and structure of unions and by macro-
economic policies. We devote an entire chapter to an exploration of the
relationship between welfare state regimes and production regimes. Nev-
ertheless, theoretically it is clear that class-based mobilization and the
balance of political power should be determinants of the final distribu-
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tion of income in a society, their effect being mediated in part through the
production regime and in part through the welfare state. Our final mea-
sure of redistribution directly assesses the redistributive effect of the tax
and transfer system; it calculates the percent reduction in the Gini index
from before to after taxes and transfers.

Our final measure of welfare state characteristics is the proportion of
total welfare state spending that goes to the nonaged, based on the
OECD measure of spending on human capital. It indicates the active, or
labor-mobilizing, as opposed to passive orientation of the welfare state.
The spending on the aged is mostly passive, for income support and
health care, whereas the spending on the nonaged has a strong compo-
nent of training, retraining, relocation, and child care, with the purpose
of integrating people into the labor force.

Turning now to the independent variables, we coded the political vari-
ables, left-party government share and Christian democratic party gov-
ernment share, as “1” for each year that these parties were in government
alone, and as a fraction of their seats in parliament of all governing par-
ties’ seats for coalition governments. The full party data contained in our
data set includes percentage of votes and percentage of parliamentary
seats of parties categorized according to seven different political tenden-
cies. We adopted Castles and Mair’s (1984) left-center-right classification
with some modifications and additions, and then subdivided the center
and right parties into three categories: secular, Catholic, and other Chris-
tian (Protestant and mixed). We examined all of these variables in the
analysis; the two listed in table 3.1 proved to be the most powerful pre-
dictors of welfare state effort. We expected cabinet share variables to be
more powerful predictors of welfare state effort than the percentage of
votes or seats, because cabinet share measures direct influence on policy.
From the previous theoretical literature and empirical studies and our
own comparative historical studies, a case could be made for either Chris-
tian democratic or centrist party power as the more important variable in
determining welfare state effort. We experimented with various combi-
nations of center, right, and Christian democratic parties and subgroup-
ings of them (e.g., centrist Christian democracy, rightist secular). Our
empirical analyses revealed that the findings for Christian democracy
(right and center, Catholic and Protestant) were stronger and more ro-
bust; thus we report these results.

Our measure of constitutional structure is an additive index of feder-
alism (none, weak, strong), presidentialism (absent, present), bicameral-
ism (absent, weak, strong), and the use of popular referenda as a normal
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element of the political process (absent, present). Thus, a high score in-
dicates high dispersion of political power and the presence of multiple
veto points in the political process.10

Following Wilensky (1990), Hill and Tigges (1995), and Norris (1987),
we measured female labor force participation by the size of the female la-
bor force as a percentage of the female population aged fifteen to sixty-
four. From our explanation above, it is clear that we expect both a direct
effect on social service expansion of women’s labor force participation via
changing attitudes of women (and men) toward the value of welfare state
policies in general and social services in particular, and an indirect effect
via a process of social and political mobilization of women in existing
unions and parties, in women’s organizations, and in other new social
movements.11

One drawback of employing female labor force participation as an in-
dependent variable is that it is, in turn, in part determined by the expan-
sion of welfare state service employment since women very dispropor-
tionately occupy these jobs (Esping-Andersen 1990). Thus, in the case of
the regression on civilian government employment the direction of cau-
sality between the independent variable and the dependent variable
might not necessarily be clear. However, our choice of cumulative aver-
age measures for this and most other independent variables (see our dis-
cussion below) greatly reduces the probability that reverse causality
would be present.

Our discussion of the relationship of women’s political mobilization to
the development of public social services suggests that there should be an
interaction effect between social democratic governance and women’s
mobilization, with the combination of them leading to particularly high
levels of public social services. Accordingly, we include an interaction
term. A simple multiplicative term proved to be collinear with social
democratic governance. To eliminate the collinearity, we centered both
female labor force participation and social democratic governance on
their respective mean values and then multiplied the two variables to cre-
ate the interactive variable (left*female in the tables that follow).

The operationalization of the other independent variables listed in
table 3.1 follows convention, as established by previous studies of the
welfare state and of comparative political economy. For union density, we
use union membership as a percentage of total wage and salary earners
(Ebbinghaus and Visser 1992), and for corporatism we use Lehmbruch’s
(1984) index, which bases its categorizations on the degree of integration
of organized labor into the policy-making process. We make one change
in Lehmbruch’s coding, moving the Netherlands from the category of
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“strong corporatism” to “medium corporatism” based on our analysis of
the Dutch case (see chapters 4 and 5). We measure openness as the sum
of imports and exports as a percentage of GDP, and the importance of di-
rect investment abroad by total investment made by nationals overseas as
a percentage of GDP. To measure authoritarian legacies, we developed a
measure of regime forms in the late nineteenth century, based on our
work on democracy (Rueschemeyer, Stephens, and Stephens 1992:
chap. 4). The countries are divided into three categories: full democra-
cies, parliamentary governments without full working-class suffrage, and
“neoabsolutist” governments in which the principle of cabinet responsi-
bility to the parliamentary majority had not yet been established. The
operationalizations of gross domestic product per capita in thousands of
constant U.S. dollars, voter turnout, percentage of the total labor force
unemployed, military spending as a percentage of GDP, working days lost
through strikes per 1,000 workers, percent increase in the consumer price
index, and percent of the population over sixty-five are self-explanatory.

Sixteen of the eighteen large advanced industrial countries that have
been democracies since World War II are included in the analysis. New
Zealand and Ireland are excluded due to missing data for some of the
variables. The dates chosen (1960 –85) were governed by data availabil-
ity for the dependent variables.

Levels versus Change

Most of the pooled time series analyses of the development of the wel-
fare state to date have measured the dependent variable as the level of ex-
penditure rather than change from year to year or over somewhat longer
time periods. In the last chapter, we argued that there were important
theoretical and methodological reasons to focus on long-term develop-
ment and not processes over the very short term. In our view, those ar-
guments alone are sufficient grounds to choose the level of expenditure,
employment, etc. as the dependent variables in our statistical analysis
and not annual change in expenditure or employment. In addition, there
are several properties of the data used here that further strengthen the
case for the choice of level rather than change measures. First, the annual
changes in the expenditure measures are strongly determined by eco-
nomic cycles. Let us remember that we are not interested in expenditure
per se, of course, but rather in underlying entitlements, which are a ma-
jor determinant of expenditure. With controls for the size of some of the
more important target populations (the aged and unemployed), one
would hope that the remaining variation was primarily due to variations
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in entitlements. Business cycles confuse the picture for the expenditure
data because they affect not only the numerator (e.g., expenditure goes
up in recessions because of the increase in unemployment and down in
booms because of the fall of unemployment) but also, and more impor-
tantly, the denominator (e.g., GDP falls in recessions and increases in
booms). All of these effects are even greater given a greater level of so-
cial expenditure. For example, due to the deep recession, total govern-
ment expenditure in Sweden skyrocketed from 59 percent of GDP in
1990 to 71 percent in 1994, despite cuts in entitlements.

Second, though data on advanced industrial democracies (collected
principally by the OECD) are vastly more accurate than those available
for less developed countries, they nonetheless contain errors, and these
errors are greatly exaggerated when one moves from levels to annual
change with the same set of data. Since the coefficients for the independ-
ent variables are typically much lower in analyses of change data, as we
show later in this chapter, it is easy to get a significant coefficient (or a
falsely insignificant one) as a result of data error.12

Third, some important social policy programs, most notably pensions
but also most other programs in which entitlements are based on the du-
ration and/or level of contributions, mature over a long period of time.
Thus, expenditure will gradually climb without any additional legislation
by the sitting government. For example, not only the level of expenditure
in 1980 but also the change from 1979 to 1980 will be determined in part
by legislation that may have been passed decades before. Depending on
how they are constructed, direct measures of entitlements may also be
subject to the maturation effect. For instance, the SCIP data on pension
entitlements measure the replacement rate in a given year as the re-
placement rate received by a “newly retired worker,” not the one that will
be received under existing legislation by a worker entering the workforce
when she or he retires (Palme 1990). This measure will increase as work-
ers with more contribution years retire until the system is fully mature,
that is, until the cohort that first contributes the required maximum num-
ber of years actually retires.

This maturation effect makes a mockery of the assumption in any
analysis of short-term change, particularly annual change, of uniform
leads and lags—that a given independent variable affects the dependent
variable with a constant time lag across cases and through time. In addi-
tion to programs that mature through time, many, many programs are
phased in over time, and the phase-in period varies greatly across pro-
grams and across countries. Of course, more realistic models can be de-
veloped by using moving averages, experimenting with various lags, and
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so on. Moreover, though it involves a sacrifice of degrees of freedom,
moving from annual data to changes over a four- or five-year period con-
siderably relaxes the assumptions of how uniform the time lags must be.
These broader intervals also greatly smooth out the business cycle and
thus reduce the effect of business cycle variables on the dependent vari-
ables. However, even these broader intervals suffer from the other draw-
backs pointed out in this chapter and the previous chapter. Ultimately,
they suffer from the fact that the lags are variable, unknown, and often of
long duration.

With all of these factors considered, the choice of the level as the mea-
surement of the dependent variable becomes inescapable. This has the
additional advantage of making our quantitative analysis more compa-
rable with previous studies, most of which measure the dependent vari-
able as a level. However, these benefits are purchased at a cost. First, the
assumption of independence of the observations, always problematic in
pooled data, is yet more questionable when dependent variables are
measured as levels, since it is at least plausible to claim that changes from
one year to the next are at least partly independent while it is clear that
the levels of expenditure or employment are not. Moreover, since the in-
dependent variables must also be measured in a corresponding fashion
(as levels, cumulative indicators, or cumulative averages—see below) the
consecutive measurements of the independent variables are necessarily
correlated to one another and the independent variables are also more
highly intercorrelated than they are if they are measured as change vari-
ables. Thus, multicollinearity is a larger problem in the levels data than in
the change data. By the same token, these measurement decisions intro-
duce a time trend into many of the variables, increasing the probability
of spurious correlation.

A solution to this problem might appear to be to measure the de-
pendent variable as a level and then include a lagged dependent variable
in the equation, as suggested by Beck and Katz (1996). Conceptually
(though not mathematically), this turns the analysis into an analysis of
annual change; since once one controls for the level in the previous year,
the remaining unexplained variation is the change from the previous year
to the current year. Thus, an analysis with a lagged dependent variable
will have all the drawbacks of annual change analysis listed above. More-
over, it has the additional drawback that the lagged dependent variable
inappropriately drives the equation. That is, the correlation between the
dependent variable and the lagged dependent variable is so high that al-
most nothing else matters.13 While our ratchet effect hypothesis implies
that the level of expenditure, for instance, is directly causally connected
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to the level of expenditure at time t – 1, most scholars in the field would
agree that the high correlation between the two variables is a result of the
fact that both share a variety of causes including policy legacies, etc., but
also political, demographic, historical, and economic causes. Thus, a
large part if not most of the extremely high coefficient for the lagged de-
pendent variable is spurious.14 This problem is further aggravated by the
fact that measurement errors in the dependent variable within a country
between years are certainly correlated, though it cannot be stated with
any precision how large a bias this is. Our argument can be illustrated
graphically in the following way:

where X is a vector of independent variables and y is the dependent vari-
able. We contend that the very strong correlation between yt – 1 and yt is
produced primarily by the fact that Xt – 1 and Xt are very strongly corre-
lated and only secondarily by the more modest causal effect of yt – 1 on yt .
In these data, the coefficient for the lagged dependent variable is .92 or
higher, and few other variables have substantively meaningful effects on
the dependent variable when the lagged dependent variable is included.
Our comparative historical analysis does not support the argument that
policy ratchet effect and other policy legacy effects are anything near that
large; thus we contend that an equation without the dependent variable
lagged one year is a better estimation of the causal dynamics than an
equation with it since, though the true coefficient for policy legacies is not
0, it is a lot closer to 0 than to .9. However, since we hypothesize that it is
not 0, we also include an alternative specification in which we lag the de-
pendent variable by five years. While this specification is still vulnerable
to the spuriousness outlined above, it will allow us to get some estimation
of the importance of policy legacies and provide a further test of the ro-
bustness of our main results.

The operationalizations of the dependent variables used in the pooled
analysis are listed in table 3.1 and their values for selected dates are listed
in tables A.1 through A.8 in the appendix to the book. Having decided on
the level as the appropriate measure for the dependent variables, we are
faced with the task of specifying the appropriate measures for the inde-
pendent variables. In the case of the political cabinet share variables, it is
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clear that one would not hypothesize that it was only the partisan cabinet
share the year before or the average of the previous few years that should
determine the level of expenditure or employment in a given year, but
rather the cumulative cabinet share over a long period of time. Thus, we
measure the Christian democratic and social democratic cabinet share by
the cumulative cabinet shares from the first year for which we have data
(1945) to the year of the observation in question, that is, for example for
Australia 1960, the cumulative share from 1945 to 1960. This cumulative
measure captures the effects of long-term incumbency of a given political
tendency.

A similar logic applies to the other variables that measure long-term
political inputs. For example, in the case of strikes, again it does not make
sense to hypothesize that it was only the level of strikes in the previous
year or few years but rather the long-term level of militancy that should
determine the level of the dependent variable. Thus, we measured the
strike rate as the cumulative average of the level of strikes from the first
year for which we have data (1950) to the year of the observation in ques-
tion. The same logic applied to the following variables, which similarly
were measured by the cumulative average of the value from the first year
for which data were available (in parenthesis) to the year of the observa-
tion: voter turnout (1946), female labor force participation (1956), and
union density (1946).15

The aged proportion of the population is a special case, since, as we
pointed out above, there are two distinct hypotheses about its effects on
the dependent variables. First, like unemployment, it has been hypothe-
sized to push up spending because it increases the number of recipients
of transfers. To test this hypothesis, it is appropriately measured as the
aged proportion of the population in the year in question. It has also been
argued that the aged act as a political lobby group,in which case it should
be measured as a cumulative average (from 1946, the first year in our data
set) as in the case of the other political variables. The development of
both measures posed no problem, but, not surprisingly, they are so highly
correlated that they create a multicollinearity problem, which we discuss
in the next section.

The consumer price index measures change in a given year. Since it
was not plausible to hypothesize that the dependent variables were af-
fected only by inflation in the year of the observation, we also measured
inflation as a cumulative average of the consumer price index (beginning
in 1950), though for quite different reasons than in the case of the politi-
cal variables that are measured in the same fashion.
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Both the constitutional structure and authoritarian legacies variables
are conceptually invariant through time, thus they pose no operational-
ization problem. By contrast, the degree of corporatism, that is, tripartite
policy making by government, labor, and employers, does vary through
time, though only marginally in this time period (1960 –85) in most of our
cases. However, the index we employ here, Lehmbruch’s (1984) measure,
gives only a snapshot at one point in time, the early 1980s.16 An alterna-
tive to using this index is to use bargaining centralization as a proxy for
tripartite policy making and develop a measure from the Golden, Lange,
and Wallerstein (1999) data set, which contains data for this whole time
period. In our assessment the loss of validity and reliability in the use of
the single time point was less than the loss in using the proxy, because of
the limited time variability in tripartism and misclassification of some
cases when the bargaining centralization proxy was used. Moreover, since
conceptually tripartism, like the other political variables, should be
measured as a cumulative average variable, the annual variations in tri-
partism would be smoothed out resulting in a very high correlation with
Lehmbruch’s single–time point measure.

The remaining control variables—unemployment, military spending,
per capita income, trade openness, and outward direct foreign invest-
ment—are operationalized by the level in the year of the observation. In
the literature, unemployment has been hypothesized to push up spending
primarily because it pushes up the number of recipients of transfers; thus
it is appropriately measured as the level of unemployment in the year in
question rather than by the long-term historical level of unemployment.
Openness and outward DFI can be regarded similarly as driving up need
by displacing workers. The level of military spending has been hypothe-
sized to create a straight trade-off between military and social spending,
so it too is best operationalized by the level of spending in the year of the
observation rather than by average historic levels. Finally, GDP per
capita measures the strength of the resource base of the society.

Analytic Techniques

Multicollinearity

As we pointed out in our first analysis of these data (Huber, Ragin, and
Stephens 1993), the cluster of variables composed of left cabinet, trade
openness, union density, and corporatism, all elements of what Czada
(1988) calls the “size complex,” creates multicollinearity in these data.
In addition, the aged proportion of the population and the cumulative
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version of the same variable are so highly correlated (.93) that they cre-
ate multicollinearity problems. As a first step, we chose to eliminate one of
the two aged variables. Since deletion of the level variable reduced the
multicollinearity problem with the size complex variables, we deleted this
variable. Clearly, since we no longer control for the increased need cre-
ated by an aging population, the cumulative average variable cannot be in-
terpreted as measuring the effect of the political mobilization of the eld-
erly but rather is measuring both the automatic effect on the dependent
variable caused by an increasing client population and the political effect.
We discuss this problem more extensively in the results section below.

With regard to the “size complex,” we followed the same procedure
we followed in the 1993 analysis. Our aim was to increase the tolerance
levels to one at which we no longer observed the inflated regression
coefficients and instability of the coefficients across equations for differ-
ent time periods. Our bases for elimination rested on both statistical cri-
teria and other empirical evidence. Statistical criteria were the level of
tolerance of the variable, the strength of the correlation of the variable in
question with the other candidates for elimination, and how its elimina-
tion from the analysis affected the tolerance levels of the remaining vari-
ables. In addition, we favored retention of variables for which there was
strong comparative historical evidence that the variable in question (and
not the alternative highly correlated variable) was directly related to the
dependent variable.

The first decision was straightforward. The high correlation between
left cabinet and union density (.84) made it impossible to include both
variables in the analysis. Since comparative historical evidence indicates
that its effect on social welfare legislation operates largely through left
cabinet, we dropped the unionization variable from the analysis. This still
left us with unacceptable tolerance levels and instability of coefficients.
Statistically, the next candidate for elimination was corporatism because
it had the lowest tolerance level of the remaining variables and its elimi-
nation substantially increased the tolerance levels of left cabinet, Chris-
tian democratic cabinet, and openness, and it reduced the instability of
left cabinet. Moreover, as just discussed, the corporatism measure suffers
from greater measurement error than the other two measures because
the degree of corporatist bargaining varies somewhat through time
within countries but the measure does not. From the point of view of the
theoretical and comparative historical literatures, however, the elimina-
tion of corporatism was less desirable because most of the discussions
of the effect of openness on public expenditure argue that openness
operates through corporatist bargains (which compensate labor’s wage
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restraint with an expanded social wage). Nevertheless, because elimina-
tion of openness left us with more serious multicollinearity than elimina-
tion of corporatism, we chose the latter course of action. However, in or-
der to test whether corporatism yielded better predictions than left
government, we reran our equations replacing left government with cor-
poratism and compared the results. We did the same with union density
and left government.

Estimation Technique

In his thorough review of pooled time series analysis, Hicks (1994:
172) notes that “errors for regression equations estimated from pooled
data using OLS [ordinary least squares regression] procedures tend to
(1) be temporally autoregressive, (2) cross-sectionally heteroskedastic,
and (3) cross-sectionally correlated, as well as (4) conceal unit and pe-
riod effects, and (5) reflect some causal heterogeneity across space, time,
or both.” He points out that the Parks model as revised by Kmenta most
thoroughly deals with these errors. For this reason, it became state of the
art to use the Parks model in analyses of pooled time series data on wel-
fare state development and comparative political economy.

Hicks notes in passing that the Parks model underestimates standard
errors and overestimates t statistics as the number of units (N) ap-
proaches the number of time points (T). (The Parks model requires that
T be larger than N.) Unfortunately, as Beck and Katz (1995) have recently
shown by means of Monte Carlo simulations, the underestimation of the
standard errors and overestimation of the t statistics is quite severe unless
T is very much larger than N. Complete data for the dependent and in-
dependent variables included in most pooled time series analyses of
OECD countries are not typically available before 1960 or after 1995 and
the number of units (countries) is generally between 15 and 19. Accord-
ing to Beck and Katz’s estimate even in the very best of cases (N � 15 and
T � 35) the Parks method yields t statistics that are inflated by almost
50% and in the more typical case (N � 16 to 18 and T � 20 to 30), the
inflation of the t statistic is on the order of 200 to 300% or even more
(Beck and Katz 1995: 640).

We follow Beck and Katz’s (1995) recommended procedure using
panel corrected standard errors (PCSEs), corrections for first-order auto-
regressiveness, and imposition of a common rho for all cross-sections.
This procedure is implemented in version 8.0 of the Shazam economet-
rics program.17 Since the regressions in tables 3.2 to 3.4 are GLS regres-
sions, there is no conventional R 2. Two alternative measures of goodness
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of fit, the Buse 1973 R 2 and the Buse raw moment R 2, are calculated
by the Shazam program. Given the sensitivity of these GLS “pseudo R 2s”
to the assumptions made in order to calculate them, some analysts con-
sider the OLS R 2 to be a better indicator of goodness of fit. We report
the OLS R 2. In all regressions, the raw moment Buse was quite similar to
the OLS while the Buse 1973 was substantially lower. With the exception
of openness, our hypotheses are directional, so we conduct a one-tailed t
test for significance levels. For openness, we report the two-tailed test.

As we indicated above, our measurement decisions introduce a time
trend into the data, making it likely that the time series for individual
variables are integrated and the independent and dependent variables
are cointegrated. Indeed, as Durr (1992: 215) observes, “policy out-
comes . . . are virtually by definition integrated,” and our policy ratchet
hypothesis argues as much. Dickey-Fuller tests indicated that this was the
case. In the case of our independent variables the existence of time
trends are most obvious in the cases of GDP per capita and aged pro-
portion of the population and, to a lesser extent, female labor force par-
ticipation, but the partisan government variables also exhibit a strong
trend in countries in which one bloc dominates government over a long
period of time. This makes spurious correlation a problem. To deal with
this problem, the researcher can opt for several different solutions, the
first of which, differencing the series, we have already rejected as inap-
propriate for the purposes of analyzing long-term change. The second so-
lution is to lag the dependent variable, and we do include a specification
with the dependent variable lagged five years. The third is to include a
time trend variable in the equation in order to detrend the data, which we
also do. The time variable proved to be collinear with GDP per capita,
and GDP per capita flipped to strongly negative in the presence of the
time variable, which made no theoretical sense. Therefore, we ran sepa-
rate regressions with GDP per capita and with the time variable.

The nature of the macro phenomena we are studying offers us impor-
tant advantages in our attempt to move from (possibly spurious) associa-
tion to cause not open to most economists and political scientists dealing
with cointegrated time series.18 Their dependent variables, say economic
growth or presidential popularity, are the products of the actions of thou-
sands or even millions of actors; firms, consumer, voters, etc. Even where
the independent variable is macrosocietal, say aggregate demand or eco-
nomic prosperity, the intervening variables are these multitudes of
agents’ actions. Thus, it is impossible to trace the causal chain from ag-
gregate demand to economic growth, for instance. In this study, we have
a universe of eighteen cases and we do comparative historical research on
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nine of them. The actors are macrosocietal—governments, parties, em-
ployers associations, unions—and policy making consists of discrete acts
of government. Though these acts are large in number, there are only a
limited number of them that have major impacts on expenditure, and it is
possible to trace the historical sequence in order to strengthen the case
for one hypothesized causal chain over another. Moreover, we can em-
ploy the comparative method of comparing close cases to strengthen the
case for one causal claim over another.19

As we mentioned above, we also ran regressions with corporatism in
place of left government as independent variables, with time in place of
GDP per capita and with the dependent variable lagged five years. We ran
further regressions to address the problem of the feedback effect between
women’s labor force participation and civilian government employment
and thus also social expenditure, dropping women’s labor force participa-
tion and the interaction term. Since including all of these specifications in
the chapter would greatly increase the number of tables, we present all of
the specifications for one dependent variable, the ILO measure of social
security benefits expenditure. We chose this measure because it is the most
commonly used measure of welfare state effort in past quantitative analy-
ses. We want to underline that it is not our intention to privilege this de-
pendent variable over the others. Each measures different aspects of the
welfare state and none can be used as a replacement for the others. For the
other dependent variables, we present two specifications and highlight
the key aspects of the results of the regressions not shown here in discus-
sions in the text and refer the interested reader to our web site for the
full presentation of the results of these analyses.20

For our cross-sectional analysis, where we have data for 13 to 18 cases
only, depending on the measurement, we present first simple correlations
between our three political master variables and indicators focusing on
more qualitative aspects of the welfare state and on poverty and redistri-
bution. We regressed the three political variables on these indicators,
with stepwise deletion of the least significant of them, until only signifi-
cant effects were left. We present only the coefficients for the independ-
ent variables that reached a significance level of .10 for a one-tailed test;
we set the level so low because of the small number of cases.

Results

Pooled Cross-Sections and Time Series Analyses

Table 3.2 (pp. 68– 69) displays the results of the regressions on social 
security benefit expenditure. Our preferred specification (column 1)
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strongly supports our hypotheses on the significant and strong effects of
social democratic and Christian democratic government, constitutional
structure, female labor force participation, and the left*female inter-
action term. Percent aged, per capita GDP, and unemployment are 
also highly significant. With the time controls substituted for per capita
GDP, left government falls just below significance and female labor force
participation is also insignificant (column 2). The political effect of social
democracy is still exhibited in the interaction term. As one can see from
the specifications in columns 3 and 4, social democracy exhibits signifi-
cant effects if female labor force participation and the interaction term
are removed from the equation.

In the regression in column 5, we deal with the time trend in the data
and attempt to estimate the policy legacies effect by entering the de-
pendent variable lagged five years. The main political effects of interest;
social democracy, Christian democracy, constitutional structure and
left*female interaction term remain significant and only somewhat di-
minished in strength when compared with equation 1. For example, one
additional year of Christian democratic government is associated with a
0.277% increase in social expenditure rather than 0.377%. The coeffi-
cient for the lagged dependent variable indicates that a 1% higher level
of social expenditure will result in 0.2% increase in expenditure five years
later. Examining all eight equations with dependent variables lagged five
years (not shown), one finds that this is the bottom of the range. The un-
standardized coefficient for the lagged dependent variable varied from
.20 to .47. While this is considerably lower than the .92 to .97 with the one-
year lag, the lagged dependent variable was still the most important vari-
able in five of the eight equations. Based on our case studies, this would
appear to be too high an estimate for the policy legacies effect and thus is
probably inflated for the reason explained in the previous section. Thus,
we prefer the specifications in columns 1 and 2.

To compare the explanatory power of corporatism and left cabinet,
one can compare the specifications in columns 4 and 6. Given the differ-
ent metrics for the two independent variables, the most convenient way
to compare them is to examine the significance levels of the unstandard-
ized coefficients and the size of the standardized coefficients. Left cabinet
appears as the unambiguously better predictor of social security benefit
expenditure, as it does in the case of six of our other dependent variables
(not shown). Only in the case of public share of total health expenditure
does corporatism yield a better prediction.

Tables 3.3 through 3.5 (pp. 72–73, 75, 76) display the results for the
other seven dependent variables in our pooled time series analyses. For
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each dependent variable, we present regressions with the more theoreti-
cally meaningful measure of economic affluence, GDP per capita, as an
independent variable, followed by the specification that controls for the
time trend, thus presenting a more conservative estimate of the size of
some of the effects. These are the same specifications as in columns 1 and
2 of table 3.2. The partisan government and constitutional structure vari-
ables show by far the strongest effects on the dependent variables. One
or both of the partisan government coefficients were significant, and in
most cases highly so, in all of the regressions on the dependent variables
save the ones on public share of health expenditure. In the latter regres-
sions, the positive and significant effects of left government are counter-
acted by the negative effects of the left*female interaction term, which
would have been significant with a two-tailed significance test. Similarly,
the constitutional structure variable has a highly significant negative effect
on seven of our eight dependent variables (including social security bene-
fits expenditure). The only nonpolitical variable that rivals these three
variables in consistency and significance of effects is the need variable
unemployment, which has a highly significant strong positive effect on six 
of the dependent variables, predictably the five variables in which ex-
penditure as a percent of GDP was part of the calculation of the depend-
ent variable, along with civilian government employment. Even in the
case of pension spending, unemployment appears to push up spending,
which is probably a result of the policy of many countries, particularly
Continental European ones, to permit people to retire early in periods of
high unemployment. The next most consistently significant variable is the
interaction term between left incumbency and female labor force partici-
pation, which is significant in both regressions on four of the variables.

The differences in the pattern between social democracy and Christian
democracy confirm our expectations. To assess the effects of social de-
mocracy, one has to consider both the left cabinet variable and left*fe-
male interaction term. Either or both of these variables are strongly as-
sociated with the broader measures of welfare state effort and size of the
public sector (total revenue and expenditure, nontransfer spending, pub-
lic employment), and with generosity of entitlements (pension generos-
ity). One of the two also has a significant but more modest effect on so-
cial security benefits and transfers. As we mentioned above, the two
variables essentially cancelled each other out in the regression on public
share of health spending. The lack of any significant effects of social de-
mocracy on this dependent variable is confirmed by the regressions in
which female labor force participation and the interaction term were ex-
cluded (not shown). In those equations, the coefficient for social democ-
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racy was not significant in the detrended regression and was significant
but modest in the equation with per capita income.

Christian democracy, in contrast, which is most strongly associated
with the narrower measures of transfers and social security benefits and
with pension generosity, also has strong effects on total revenue and ex-
penditures but a weakly significant one in one regression on nontransfer
expenditures only, and none in the other regression and in those on pub-
lic employment and public share of health expenditures. Just looking at
the significance levels and coefficients of these two variables, one might
argue that there is no difference between the effects of social democracy
and Christian democracy on total revenue and, if anything, Christian de-
mocracy is more strongly related to expenditure. However, one has to
keep in mind that social democracy has an additional effect via the inter-
action with female labor force participation, an effect that is highly
significant in three of the four regressions, as it is in the regressions on so-
cial security benefit expenditure. The regressions without women’s labor
force participation and the interaction term are helpful in this regard (see
table 3.2 for social security expenditure, not shown for the other depend-
ent variables). With this alternative specification, the coefficients for so-
cial democracy are significantly larger than the coefficient for Christian
democracy in the regression on total revenue and insignificantly different
from the coefficients for Christian democracy in the regressions on total
expenditure and social security benefit expenditure.

Constitutional structure, our measure of the availability of veto points
in the political institutions of a country, has the predicted effect of de-
pressing welfare state effort very significantly on the broad and narrow
expenditure and the employment measures, as well as on the public
share of health expenditures. The only dependent variable on which it
shows no effect is pension generosity. Female labor force participation
alone has a highly significant effect only on public employment.21 As we
hypothesized, it is in combination with a supportive left-wing gov-
ernment that working women are best able to effect an expansion of pub-
lic social services and thus the welfare state more broadly. This hypoth-
esis is supported by the significant effects of the interaction term
between female labor force participation and left government in both
regressions on public employment, revenue, social security benefits, and
transfer expenditure.

Of the other political variables that we included because they have
been used in previous studies, only the percent aged proved to have con-
sistent effects, though these effects were significant in the regressions on
social security benefits, transfers, government employment, and total
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expenditure only. In no case do voter turnout, authoritarian legacies,
and militancy in strike behavior have the significant positive effects as
hypothesized. In fact, if one applies a two-tailed nondirectional test, all
three have significant negative effects in several regressions.

Turning to the economic variables, clearly the most consistent and
significant effect is that of unemployment. As we mentioned, unemploy-
ment has a highly significant positive effect on total expenditure, social
security benefits, transfers, and nontransfer spending, as well as on civil-
ian government employment and pension generosity. In the regressions
in which it is included, GDP per capita shows the next most consistent ef-
fects in line with the hypotheses, with highly significant positive effects on
revenue, social security benefits, and civilian government employment
and weaker significant effects on total expenditure, transfers, nontrans-
fer spending, and public share of health expenditures. However, these re-
sults have to be taken with some caution since the variable is so strongly
correlated to the time trend that all of these positive effects flip to nega-
tive if both variables are included in the equations (results not shown).
The data offer at best weak support for the predictions regarding the ef-
fects of the consumer price index, with significant positive effects on to-
tal revenue and expenditure and on transfers, but only in the regressions
that were not detrended, and on public employment.

Military spending shows a highly significant positive effect on total ex-
penditure and a moderately significant positive effect on total revenue as
hypothesized, but it does not have the predicted significant negative ef-
fects on the other dependent variables. Finally, the two measures of the
influence of the global economy are insignificant in all but one regression.
The only significant effect is the negative effect of the outflow of direct
foreign investment on transfer spending, offering weak support for the
hypothesis.

As we mentioned, in the regressions with the dependent variable
lagged five years, the lagged dependent variable was the single most im-
portant determinant of the dependent variable in five of the eight re-
gressions (see table 3.2 for social security benefit expenditure, others not
shown). The coefficients for at least two of the three government vari-
ables (including the interaction term) were significant at the .01 level or
higher in all equations except the regression on public share of health
expenditure. While the coefficients were not as large as those shown in
tables 3.2 through 3.4, they were substantively meaningful (see table 3.2
for social security benefit expenditure). For instance, the estimated
change in revenue per year of left government was 0.177 (compared
to 0.464 in table 3.2); in civilian government employment, it was 0.124
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(compared to 0.158 in table 3.4). In the case of Christian democracy, the
estimated change in transfers per year of government was 0.233 (com-
pared to 0.436 in table 3.3); in pension effort, it was 0.094 (compared to
0.147 in table 3.5).

In our two replications of the analysis presented here using (a) annual
change as the dependent variable and (b) using level as the dependent
variable but including the lagged level as an independent variable, the
independent variables were measured so that they would conceptually
be the best determinant of change over the period in question. For ex-
ample, the political variables, such as cabinet share and strikes, were meas-
ured by cabinet composition and strike levels in the previous year while
the need variables, such as unemployment and percentage aged were

Table 3.4 Regressions on Civilian Nontransfer Spending and Public Employment

Civilian Nontransfer
Spending as a Civilian Government

Percentage of GDP Employment

b b b b b b b b

Left cabinet .334*** .40 .227* .27 .158*** .33 .147*** .31
Christian democratic cabinet .190* .22 .017 .02 �.043 �.09 �.033 �.07
Constitutional structure �1.151*** �.29 �.995*** �.25 �.499** �.22 �.357 �.16
Female labor force participation .057 .08 �.035 �.05 .145*** .34 .224*** .52
Left*female .014* .14 .012 .12 .018*** .31 .017*** .28
Voter turnout .014 .02 .065 .09 .014 .04 .086* .22
% aged .039 .01 .068 .02 .341** .17 .189 .09
Strikes .040 .09 .026 .06 .005 .02 .001 .00
Authoritarian legacy .301 .04 .951 .12�1.014 �.22 �1.786 �.39
GDP per capita .445** .16 .273*** .18
Year .350*** .38 .082** .15
Consumer price index .506 .12 .168 .04 .264** .11 .223** .09
Unemployment .387*** .16 .238*** .10 .068** .05 .020** .02
Military spending .034 .01 .155 .04 .050 .02 .000 .00
Foreign direct investment out �.273 �.02 �.341* �.03 �.025 .00 �.009 .00
Trade openness .017 .06 .012 .04 �.006 �.04 �.005 �.03

Constant 6.261 �12.376 �4.764 �14.070***
Common r .90 .91 .97 .99
OLS Adjusted R 2 .83 .85 .90 .90

b unstandardized coefficient
b standardized coefficient
Significance level:  *** � .001, ** � .01, * � .05 (one-tailed test, except for openness)
N � 416 (16 countries; 26 years, 1960 –85)
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measured by the change in unemployment levels and percentage aged
from the previous year to the present. It is useful here to cite a few of the
findings for some of our key political variables in order to support our ar-
gument that these analyses are completely incapable of accounting for
the patterns of long-term welfare state development.

In the last chapter, we stated that the goal of our quantitative and com-
parative historical analyses was to account for long-term change and for
the pattern of variation across countries. Thus, our analyses in this chap-
ter and in chapter 5 should account for the pattern across countries shown
in chapter 4 and the change over the first two periods shown in tables A.1
through A.8. One can see, for example, that total revenue was much higher
in the social democratic welfare states in 1980 than in the other types and
that it increased much more rapidly from the first date for which we have
data to that date (table 4.1 and table A.1). The social democratic welfare
states are high on our measures of left cabinet, female labor force partici-
pation, and the left*female interaction term, and low on the measure of
constitutional structure. The regression in table 3.3 indicates that these ac-
count for the total revenue figures seen in the tables in chapter 4 and the
appendix. Let us take the left cabinet variable and give more precise esti-
mates for the average increase in total revenue for the four social demo-
cratic countries for the period 1960 –80. In this period, total revenue in-
creased an average of 19.1% and the average number of years of left
government on our index was 13.0 years. Taking the metric coefficient for
left cabinet in table 3.3 (0.464), which gives the estimated change in rev-
enue per year of left government, the effect of thirteen years of govern-
ment is estimated to be a 6.03% increase in revenue, almost a third of the
total increase. Were we to follow the same procedure with female labor
force participation and the left*female interaction term, we would find
that well over half of the change was accounted for by the three variables.

Now let us turn to the annual change data and make the same calcula-
tions. The coefficient for left cabinet (which is not significant) indicates an
annual increase in revenue of only 0.058. Thus, the estimated change in
revenue in the social democratic welfare states over the period 1960 –80
caused by left government is only 0.75%. The only statistically significant
coefficients in the regressions are the economic cycle variables. Thus, the
results of this regression give us no clue whatsoever as to why total rev-
enue increased so strongly over this period. The results with level and
the lagged dependent variable are even more dismal: There the total in-
crease in revenue over the whole period caused by left cabinet is esti-
mated to be only 0.46%. Thus, we conclude that the change data and the
lagged dependent variable specification do a poor job of accounting for
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the pattern of long-term change and variation across countries of interest
to us in this book.

Cross-Sectional Analyses

The correlations and regressions in the cross-sectional analysis of indi-
cators of social rights, poverty, redistribution, and other welfare state 
indicators not available in time series further support our hypotheses 
and elucidate the effects of our three political master variables (table 3.6, 
pp. 80 –81). Social democracy shows strong positive correlations with
public employment in health, education, and welfare, three of the four in-
dicators of decommodification (which measure transfer generosity), and
labor-mobilizing policies (support for mothers’ employment, spending
on the nonaged, and spending on active labor market policies), and re-
distribution through the tax and transfer system; it shows strong negative
correlations with poverty and inequality among all groups. Christian de-
mocracy in contrast shows moderate positive correlations only with in-
dicators of decommodification and moderate negative correlations with
public employment, spending on active labor market policies, and pov-
erty among single mothers. Constitutional structure shows moderate 
to strong correlations with all indicators except for decommodification
through unemployment insurance, and all the correlations are signed in
the direction predicted by our hypotheses.

The regressions again confirm the importance of social democracy,
which showed significant effects as predicted on all the dependent vari-
ables save decommodification through unemployment insurance and
support for mothers’ employment. Christian democracy shows significant
negative effects on public employment in health, education, and welfare
and on poverty among single mothers and adults, and positive ones on
overall decommodification and decommodification through sickness in-
surance. The absence of significant effects of Christian democracy on
labor-mobilizing policies (support for mothers’ employment, spending
on the nonaged, and spending on active labor market policies) and on in-
equality and redistribution through the tax and transfer system is also
consistent with our hypotheses. The absence of a significant effect on de-
commodification through pensions and on poverty among the aged,
though, is surprising. Constitutional structure shows significant negative
effects on support for mothers’ employment and redistribution through
the tax and transfer system, and positive ones on poverty and inequality
among the aged, all in line with our expectations.

The weak effects of the political variables on decommodification in
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unemployment insurance programs run contrary to our hypotheses. This
does not appear to be an artifact of how Esping-Andersen constructed
his measure. Using the biennial OECD data for gross replacement rates
in unemployment insurance shown in the appendix (tables A.9 and
A.10), we found no significant positive effects for social democracy or
Christian democracy for the period 1961–85. Similarly, in his analysis of
the SCIP social rights data on unemployment insurance, Carroll (1999)
found no political effects on net replacement rates.

Conclusion

Our pooled cross-sections and time series and our cross-sectional analy-
ses have firmly supported the primacy given to political variables, both
indicators of partisan mobilization and of state structure, in our theoret-
ical framework. We chose incumbency of left-wing parties as our main
indicator of mobilization of the working and lower middle classes since it
is so highly correlated with other indicators of class-based mobilization,
such as union density and corporatism, that we could only enter one of
these indicators in the regressions. Left-wing parties are committed to
values of equality and solidarity, and they have used governmental power
to correct market outcomes and move their societies closer to these val-
ues. Left cabinet incumbency in practice means mostly social democratic
incumbency, as communist parties rarely participated in government in
advanced industrial democracies after World War II. The results of our
analyses confirmed that social democratic incumbency led to the con-
struction of large welfare states, with generous entitlements, a heavy em-
phasis on public provision of social services, on labor mobilization, and
on redistribution through the tax and transfer system. It is in the provi-
sion of public social services and in the emphasis on redistribution that
the social democratic welfare state differs most from the other kind of
large welfare state, built under Christian democratic incumbency.

Christian democracy has been the second strongest political force at-
tracting working- and lower-middle-class votes, along with votes from the
middle and upper middle classes, competing with left-wing parties on the
basisofreligiousappeals.Christiandemocraticpartieswiththeirmorehet-
erogeneous class base are primarily committed to the values of concilia-
tion and mediation of interests, not equality. Their adherence to the prin-
ciple of subsidiarity restricts the expansion of the public sector in social
services. Our results confirmed that Christian democratic incumbency
led to the construction of large welfare states also, with generous en-
titlements to transfers mainly, but a reluctance to provide public social
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services and an emphasis on mobilization of labor into the workforce. As
we shall see in our comparative historical analysis, Christian democratic
welfare states have been passive in character, a characteristic that has be-
come highly visible and problematic in the period of rising unemploy-
ment since the late 1970s. Christian democratic incumbency is also asso-
ciated with low poverty rates, which is not surprising in the light of the
commitment to generous transfers, but not with redistribution and low
degrees of inequality.22

Our theoretical framework also attributes great importance to state
structure, as institutions strongly shape decision-making processes and
thus influence outcomes. Our analyses showed very clearly that power
dispersion through political institutions is a serious obstacle to con-
structing generous welfare states. The availability of multiple veto points
makes it possible for a variety of special interest groups to mobilize and
torpedo major pieces of legislation, thus depressing every kind of welfare
state expenditure as well as public employment. Accordingly, it also pre-
vents redistribution and the lowering of poverty rates.

Our hypotheses regarding the effect of women’s labor force participa-
tion were also supported by our results. The interaction effect between
female labor force participation and left incumbency had significant pos-
itive effects on public employment, revenue, social security benefits,
transfer expenditure, and (in one of the equations) on total expenditure
and on nontransfer expenditure. Female labor force participation by it-
self had significant positive effects on public employment and, in one of
the regressions, on social security spending and public health expendi-
ture. We can interpret these results by pointing out that working women
make demands on the state for better health, education, and welfare ser-
vices, regardless of the institutional and political context, and that they
are more successful in getting their demands met where their numerical
strength is greater and particularly where political allies control the gov-
ernment. They make these demands because, once they enter the labor
force, they need relief from the traditional female care-giving responsi-
bilities for children, the elderly, and the sick (see, e.g., Wilensky 1990).
Our results also suggest that working women pressure for an expansion
of public delivery of these social services. This might be explained by the
fact that women fill these social service jobs disproportionately and that,
with the exception of countries where union contract coverage is very ex-
tensive, working conditions in the public social service sector tend to be
better than in the private social service sector.23

Of all the other political variables we included, only the percentage of
the population that is over sixty-five years old had consistent and
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significant effects in the direction predicted by the hypotheses in the lit-
erature. As we pointed out, there are two ways in which to conceptualize
this variable. One way is to see it as a need variable like unemployment,
which automatically pushes up expenditures in any existing pension and
health care programs. The other way is to see it as a political input vari-
able, assuming that elderly people mobilize in defense of their interests
and that the more elderly people there are the stronger their influence is,
in good pluralist fashion. Our results here clearly deny support to the lat-
ter conceptualization, as they show no effect on pension generosity, the
only dependent variable that is not affected by an automatic increase in
the client population.24 The three other highly significant effects, on so-
cial security benefits, transfer spending, and public employment, by con-
trast, can all be interpreted as escalation of expenditure and public social
service employment in response to rising need under existing legislation.

Unemployment functioned clearly as a need variable, as it had the pre-
dicted effect of driving up welfare state expenditures. It also had the ef-
fects of expanding public employment and raising pension generosity,
two effects that may seem unexpected. These effects can easily be inter-
preted in the context of case knowledge. In some countries, rising unem-
ployment was countered by shifting redundant workers into disability
schemes or early pensions. This of course drove up pension expenditure,
which is captured in the numerator of our measure of pension generosity,
but not the population over sixty-five, which is the denominator. In other
countries, unemployment was countered by active labor market policies,
that is, public assistance for retraining and relocation, or the provision of
temporary public employment, all policies that expand employment in
the public sector.

The positive effects of GDP per capita, our measure for the level of
affluence of a society, on the whole range of revenue, employment, and
expenditure measures supported the hypotheses of the logic of industri-
alization school. It is certainly plausible that a stronger resource base
makes it easier to construct a comprehensive and generous social safety
net and to provide a variety of social services. The impact of this variable,
of course, would be even starker if we included countries outside the ex-
clusive club of advanced industrial democracies in our analysis.

The results of our analyses show only a weak impact of the interna-
tional economy on any indicators of welfare state expansion. Trade open-
ness shows no significant effects at all, and outflow of foreign direct in-
vestment shows only one. In the case of openness, few quantitative
studies other than Cameron’s (1978) have found more than marginally
significant and substantively unimportant effects of this variable once
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other factors such as social democratic governance and corporatism were
controlled for.25 It is important to point out that we not only found no
significant positive but also no significant negative effects of trade open-
ness. This supports our contention that generous welfare states are in-
deed viable in the context of highly open economies. As we pointed out
in our discussion of the “size complex,” openness is highly correlated
with corporatism, union density, and left party strength. Our results,
though, support our hypothesis that openness per se does not lead to wel-
fare state expansion, but that the relationship is politically mediated and
the crucial causal relationship is the one between left incumbency and
welfare state effort. The absence of significant effects of outflow of for-
eign direct investment, save on transfer spending, is also not surprising.
As we pointed out, in most of our countries there was a dramatic accel-
eration of investment abroad by major corporations in the mid-1980s, in
connection with the renewed vigor of European integration, and it was
only in that context that the problem of outflow of investment funds be-
came linked in the political debate to the continued viability of the wel-
fare state. Accordingly, we would expect to see stronger effects in our
analysis of the phase of welfare state retrenchment.

The one big surprise to emerge from our cross-sectional data analysis
is the weak effect of the political variables on decommodification in un-
employment insurance programs. From the point of view of the power re-
sources literature, one might expect political effects, particularly the ef-
fect of social democracy, to be strongest on this variable of all of the
variables analyzed in this chapter. Together, the duration of unemploy-
ment insurance and the replacement rate appear to be among the most
important determinants of the reservation wage and thus a hot point of
struggle between capital and labor. Fear of unemployment empowers
capital vis-à-vis labor, thus removing that fear shifts the balance of power
toward labor. By contrast, the replacement rate in pensions would be rel-
evant to capital only in the severest labor shortages, when employers
might be willing to take on aged workers. Even sick pay replacement
rates would not appear to be as central to the power balance between the
labor market adversaries. We return to this anomaly in chapter 5.
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In the last chapter, we conducted what Ragin (1987) refers to as a
“variable-oriented” analysis demonstrating the centrality of partisan
governance in predicting the values of cases on a number of indicators of
welfare state effort and outcomes. As Ragin points out, such analyses ob-
scure the identity of particular cases and thus also how the characteristics
under consideration may, or may not, occur in distinct clusters. To pre-
pare the ground for our comparative historical analysis in chapter 5, this
chapter moves to an examination of the country profiles on welfare state
characteristics and an investigation of cohesion of the countries into dis-
tinct groupings of “welfare state regimes.” We also examine the charac-
teristics of their labor markets and broader production regimes, attempt-
ing to link these regimes to their countries’ welfare state characteristics,
thus linking the welfare state regimes literature to the parallel literature
on the “varieties of capitalism.”

Since the publication of Esping-Andersen’s Three Worlds of Welfare
Capitalism (1990), the dominant approach to the study of welfare states
in advanced capitalist democracies has come to use the lens of a typology
of three or four types of “welfare state regimes.” Esping-Andersen and
Kolberg (1992) argue that welfare state regimes are interrelated with
different labor market institutions and policies, and the literature on cor-
poratism also posited a link between corporatism and generous social
policy. While the corporatism literature had focused mainly on institu-
tionalized interaction between the government, labor, and employers, the
more recent literature on “varieties of capitalism” has focused investiga-
tors’ attention on the nature of relations among enterprises as well as be-
tween enterprises and financial institutions and between them and the
government (Albert 1991; Soskice 1991, 1999; Hollingsworth, Schmitter,
and Streeck 1994; Hall 1999). Only recently have there been attempts to
examine the relationship between these varieties of capitalism or pro-
duction regimes and welfare state regimes (Ebbinghaus and Manow
1998; Kitschelt et al. 1999b; Huber and Stephens 2000a). In this chapter,
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we extend our earlier effort on this idea and attempt to link the study
of welfare state regimes more systematically to the study of production
regimes.

While we build on Soskice’s work, we do not limit “production re-
gime” to the microrelationships among firms, employees, financial insti-
tutions, etc. We conceptualize production regimes in a parallel manner to
welfare state regimes, to denote a configuration of institutions and poli-
cies. In the case of production regimes, the relevant institutions are pri-
vate and public enterprises (industrial and financial), associations of cap-
ital interests (business associations and employer organizations) and
labor, labor market institutions, and governmental agencies involved in
economic policy making, as well as the patterns of interaction among all
of them; the relevant policies are labor market policy, macroeconomic
policy, trade policy, industrial policy, and financial regulation. Whereas
our conceptualization of production regimes is broad, we do not attempt
to investigate all their characteristics in an exhaustive way. Rather, we
concentrate on institutions and policies that shape wages, employment,
and investment levels. These institutions constitute “national frame-
works of incentives and constraints” (Soskice 1994) that shape the be-
havior of actors and are relatively impervious to short-run political ma-
nipulation. We continue to apply the terminology that Soskice uses for
different types of market economies—coordinated and uncoordinated/
deregulated/liberal—to our wider concept of production regimes.

Building on the multivariate analysis in the previous chapter, we begin
by fleshing out the welfare state regime typology introduced in chapter 1.
We then briefly discuss the interrelationship between these welfare state
regimes and production regimes. In the second section, we examine the
data on poverty and inequality analyzed in chapter 3 in order to dissect
the relationship between these outcome measures and the different wel-
fare state regime types. We also briefly examine the relationship of the
welfare state–production regimes with conventional indicators of eco-
nomic performance—growth, unemployment, and inflation.

Welfare State and Production Regimes

In his work on social policy regimes, Esping-Andersen goes beyond pre-
vious work, which classified welfare states along a single dimension of
generosity. Esping-Andersen argues that (1) welfare states vary along
multiple dimensions and (2) they cluster around three distinct regimes.
While subsequent work on the welfare state has disputed aspects of
Esping-Andersen’s argument such as the number and types of regimes,
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the classification of various countries, and the degree to which countries
cluster into the three (or four) distinct groups, his typology has proved to
be a useful explanatory device. We adopt Esping-Andersen’s typology,
with a few modifications. First, following Castles and Mitchell (1993), we
distinguish an Antipodean type of “wage earner welfare states.” Since
our typology is based on the regime configuration circa 1980, before the
beginning of the era of retrenchment, it is important to distinguish this
group from the liberal welfare states that do exist in the other Anglo-
Saxon countries (table 4.1), as their systems of social protection were
quite different at this point in time. Second, we label Esping-Andersen’s
conservative-corporativistic group “Christian democratic.” This labeling
is consistent with the “liberal” and “social democratic” labels in that it un-
derlines the main political force behind the creation of these welfare
states, Christian democratic, secular center and right, and social demo-
cratic parties, respectively. More important, the label gets away from the
misleading implication of Esping-Andersen’s work that the “conservative”
welfare states of Continental Europe reinforce inequalities created in the
market and thus preserve the stratification system. Though there is no
question that Christian democratic welfare states preserve gender stratifi-
cation, they are quite redistributive across income groups, though not as
redistributive as social democratic welfare states, as we shall see below.

It is important to point out here that, despite the labels we have given
them, the categories are developed on the basis of particular welfare state
characteristics, not on the basis of the political predominance of particu-
lar parties in the countries in question. The names of the categories are po-
litical, but these refer to the type of welfare state that these political ten-
dencies prefer. We chose these names for convenience in the place of
alternatives that would have been clumsier. As the discussion below will
show, we could have called the social democratic welfare state a “univer-
salistic, comprehensive, citizenship-based, income security, gender-egali-
tarian, labor-mobilizing welfare state,” the Christian democratic welfare
state a “fragmented, employment-based, comprehensive, transfer-heavy,
male breadwinner, passive welfare state,” the liberal welfare state a “resid-
ual, partial, needs-based, service-poor welfare state,” and the wage earner
welfare state a “male breadwinner system of social protection based on
wages and benefits delivered through the arbitration systems backed up by
a residual, income-tested, service-poor social policy regime.”

We leave it as an open question how clearly countries clustered into
the four distinct types.1 We do contend that within a given country, dif-
ferent aspects of the welfare state “fit” together and “fit” with differ-
ent aspects of the production regimes, in particular their labor market
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components. This “fit,” however, was (and is) not a one-to-one corre-
spondence between a whole configuration of welfare state and produc-
tion regimes. Rather, an essentially similar set of interenterprise and em-
ployer-labor-government relationships can be the framework within
which different—but not just any—welfare state regimes emerge; con-
versely, the same welfare state regime is compatible with different—but
not any—labor market institutions and policies. The groups themselves
varied in their homogeneity, with the social democratic group being the
most homogeneous and the Christian democratic being the most hetero-
geneous, particularly if one includes production regimes into the analy-
sis. Accordingly, we have divided the Christian democratic group into
three subgroups.

The data in table 4.1 outline the basic differences between the policy
configurations in the different types of welfare states. All data are for
1980 or the closest available year and thus represent a cut in time before
the recent era of retrenchment. The first two columns document, in con-
junction with the implicit absent category—years of secular center and
right cabinet—the differences in the political underpinnings of the
groups. The Nordic countries were distinctive in terms of their years of
social democratic governance. Of these countries, Finland was the lowest
on this indicator and was also lowest on all of the indicators of welfare
state generosity. As we discuss in the next chapter, in the mid-1960s Fin-
land experienced a “system shift” marked by the coming to power of a so-
cial democratic– led government including the communists and by the
unification of unions and the development of a corporatist social pact
with the employers. In the subsequent two and one-half decades, Finland
caught up with her Nordic neighbors in terms of welfare state generosity
(Stephens 1996; Huber and Stephens 1998). For instance, between 1980
and 1990, Finland moved from last to first among the Nordic countries on
Esping-Andersen’s decommodification index (column 11).2

Liberal welfare states were characterized by the absence of Christian
democratic government and, with the exception of Britain, little or no
influence of social democracy in government. The British Labour Party
was in office relatively frequently before 1980, and this is reflected in the
indicators of social policy, where it appears as more generous than other
liberal countries, especially in the area of health care, one of the key ele-
ments of the policy initiatives of the first postwar Labour government
(see columns 7 and 8 of table 4.1).3 Keep in mind that the figures in tables
4.1– 4.3 cover years quite early in the first Thatcher government and thus
do not indicate the effects of her cutbacks.

The wage earner welfare states were characterized by strong labor
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parties, which nonetheless were narrowly defeated in most elections be-
tween 1945 and 1980, and by strong unions (see table 4.2). As we will see
in the next chapter, earlier in the century interventive labor courts
awarded Antipodean workers many wage and nonwage benefits that
elsewhere were products of welfare state legislation. The postwar politi-
cal situation reinforced the tendency of the Antipodean labor move-
ments to rely on “social protection by other means,” that is, through
highly regulated labor markets (Castles 1985).

Since the Christian democratic welfare states were the most hetero-
geneous, we have broken them down into three subgroups that will play
some role in our subsequent discussion. The first group contains the lone
country of Austria. It is the only Christian democratic welfare state in
which social democracy was more influential than Christian democracy.
Its production regime, particularly relations among capital, labor, and
the government, its macroeconomic policy, and to a lesser extent its la-
bor market policies were closer to the social democratic model than to
the Christian democratic (Huber and Stephens 1998). In the compara-
tive political economy literature, it is often classified with Sweden as
the most corporatist political economy among the advanced industrial
democracies. In the next group, Belgium, Netherlands, and Germany, so-
cial democracy was influential but not as influential as Christian democ-
racy. Along with Austria, these countries also were more generous than
the other three Christian democratic countries on most of the welfare
state indicators in table 4.1. These countries also shared—to different
degrees—production regime characteristics with the Nordic economies,
which set them off from the other three countries in the Christian dem-
ocratic group. As one can see from table 4.1, both the Christian demo-
cratic and social democratic welfare states were much more generous
than the other groups in terms of their social expenditure (columns 3,
4, and 7). Indeed, it would appear that the Christian democratic welfare
states actually provided more generous transfer payments than the social
democratic welfare states. While it is true that they spent more on trans-
fers and they were transfer heavy as compared to the service-heavy so-
cial democratic welfare states (Huber, Ragin, and Stephens 1993; Huber
and Stephens 2000a), the transfer spending figures in table 4.1 for Chris-
tian democratic welfare states were high in part because the target
populations were large. Unemployment was high, thus expenditure on
unemployment compensation was correspondingly high and, in addition,
many of these countries dealt with unemployment problems by putting
workers on early pensions or disability payments.

Esping-Andersen’s decommodification index (column 11) is a better
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indicator of the generosity of transfer entitlements than the transfer ex-
penditure figure. It is a composite measure of the characteristics of three
income transfer programs (pensions, sick pay, and unemployment com-
pensation), the components of which are various measures of qualifying
conditions and benefit duration and income replacements for two cate-
gories of workers, a “standard production worker” and those qualifying
for only minimum benefits (Esping-Andersen 1990: 49, 54). One can see
from the index that social democratic welfare state transfer systems were
more generous than the Christian democratic ones.

While not all of the data on which this index is based, the Social Citi-
zenship Indicators Project at the University of Stockholm, are yet public,
it is apparent from what is available and from the OECD unemployment
replacement rate data (tables A.9 and A.10) that a principal reason for
the difference between the social democratic and Christian democratic
welfare states on the decommodification index is that income replace-
ment rates among those with minimum qualifying conditions were much
better in the former (Palme 1990; Kangas 1991; Carroll 1999). Palme’s
data on minimum and standard pensions for this period show that mini-
mum replacement rates in the Nordic countries were considerably higher
than in all other countries except Austria and the Netherlands, which
achieve parity with the Nordic countries (Palme 1990). Indeed, the Chris-
tian democratic countries as a group, even with Austria and the Nether-
lands included, actually come out worse than the liberal welfare states on
this measure. The reason for this is obvious: All of the social democratic
countries had a basic flat-rate pension that went to all citizens when they
reached retirement age, an earnings-related pension dependent on years
of work and income, and a supplement for all those with low or no earn-
ings-related pensions. Most of the Continental countries lacked the citi-
zenship pension or its equivalent. By contrast, income replacement rates
of the “standard production worker” were only slightly higher in the so-
cial democratic countries than in Christian democratic countries, and in
both groups they were considerably higher than in the liberal welfare
states. In the case of unemployment insurance, the OECD figures in ap-
pendix tables A.9 and A.10 show a similar pattern; there was a much
larger difference between the Christian democratic and social democratic
welfare states in replacement rates for the low-income workers than for
workers with the average wage.

It was not, however, in the structure of transfers that the social demo-
cratic welfare states and Christian democratic welfare states differed
most. As we showed in the last chapter, the most distinctive feature of
the social democratic welfare state was the public funding and delivery of
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social services. While in all welfare states the government was the pri-
mary provider of education, only in the social democratic welfare states
did the government provide a broad range of social services. One can see
the dramatic differences in this regard from the figures for public health,
education, and welfare employment as a percent of the working-age pop-
ulation in column 6 of table 4.1. In the case of health care, it is clear from
a comparison of the figures in columns 7 and 8 that other welfare states
picked up the tab for health but were not the primary deliverers of it.
Outside of the Nordic countries, only three other countries—the U.K.,
New Zealand, and, from 1978, Italy—had national health services, and in
two of these (U.K. and New Zealand), they were products of social dem-
ocratic governments.4

It is apparent from the very great differences in public social service
employment (column 6) that the social democratic welfare states were
virtually alone in providing a wide range of services outside of education
and, together with the U.K., New Zealand, and Italy, health care. The ex-
pansion of such programs as day care, elderly care, job training programs,
temporary employment programs in the public services, and after-school
programs, along with improvement of maternal and parental leave pro-
grams, were the main areas of welfare state innovation in the Nordic
countries in the 1970s and 1980s. The differences in the level of public so-
cial services are the reason why taxation levels in social democratic wel-
fare states were significantly higher than in the Christian democratic
welfare states, averaging close to 49 percent of GDP compared to 42 per-
cent in the latter group (table 4.1, column 5) despite the fact that transfer
payments were actually lower on the average in the social democratic wel-
fare states.

Two distinctive features of the social service intensiveness of the social
democratic welfare states are worth underlining. First, they were gender
egalitarian and have promoted the expansion of women’s labor force par-
ticipation, which we examine below. This is reflected in column 12 of table
4.1, which measures the extent to which a wide range of social provisions
facilitate mothers with young children entering the labor force. Second,
they were aimed at the nonaged, as can be seen from the OECD figures
on spending on the nonaged as a percentage of GDP in column 10.5 In
both cases, these distinctive features involve investment in human capital
and in the mobilization of labor.

Table 4.2 (pp. 96 –97) outlines some of the parameters of labor market
institutions corresponding to the welfare state types. As is well known,
union organization was very high in the social democratic countries 
(column 1). While union density was lower in the Christian democratic
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countries, coverage of union contracts was quite high due to agreements
between employers and unions which extended union agreements to non-
unionized workers or due to government legislation which achieved the
same end (column 2).

Centralized bargaining and corporatism have also been associated
with social democratic governance and have often been seen as being one
and the same. But as we pointed out in the last chapter, they are distinct
but closely associated phenomena. Corporatism refers to a tripartite bar-
gaining process over a range of social and economic policy issues, not
simply to wage bargaining between employer and union federations. To
our knowledge, the only attempt directly to categorize countries by the
level of corporatist (tripartite) policy making is that of Lehmbruch
(1984). Lehmbruch’s ranking of countries on his scale of corporatism is
based on the degree of trade union participation in public policy forma-
tion. According to Lehmbruch (1984: 66), “[s]trong corporatism is char-
acterized by the effective participation of labor unions (and organized
business) in policy formation and implementation across those interde-
pendent policy areas that are of central importance for the management
of the economy.” In column 3, we present Lehmbruch’s classifications
with one adjustment: we have coded the Netherlands as 3 rather than 4
based on our understanding of the role of Dutch unions in economic pol-
icy making (see chapter 5). Iversen’s (1998) index of bargaining central-
ization is presented in column 4. As one can see, corporatism and bar-
gaining centralization are strongly associated with each other, and both
are strongly associated with welfare state regime type. Note that the
scores in the table for bargaining centralization are for 1976 –80 and thus
include the three years of the Social Contract under the Labour govern-
ment in Britain. Iversen codes the U.K. as .36 during this period and .12
during the remaining years between 1973 and 1995. With this lower score,
the liberal welfare states, like the social democratic welfare states, exhibit
a great degree of homogeneity in their degree of bargaining centraliza-
tion. Among the Christian democratic welfare states, one again observes
a division between the northern tier and France and Italy, with the north-
ern group being closer to the social democratic welfare states.

Columns 5 and 6 show two different measures of literacy skills of the
less skilled derived from the recent OECD–Statistics Canada study
(OECD/HRDC 2000). Column 5 is the average percentage of the adult
population in the lowest of five categories of literacy skills on the three
tests in the OECD/HRDC study: prose, document, and quantitative.
Column 6 is the average score on the test of the fifth percentile. This
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is the first study that presents comparable measures of actual skills of
the adult population based on the testing of random samples of working-
age adults on a battery of tasks designed to be as strictly comparable as
possible given the differences in language and culture. These data are
the best available indicators of the actual skill level at the low end of the
distribution. The data show clearly that the liberal welfare states have
larger unskilled populations. While there is some heterogeneity among
the Christian democratic welfare states, they exhibit higher average skill
levels while the social democratic welfare states show the highest skill
levels. This is not primarily a product of high levels of formal education,
as the authors of the study observe (OECD/HRDC 2000: 24). For in-
stance, 59% of Swedes who had not completed secondary school scored
at level 3 or higher on the document test compared to 17% of Ameri-
cans with that level of education (OECD/HRDC 2000: 135). We con-
tend that the skill levels of those at the lower end of the skill distribu-
tion are in large part a product of the whole environment they grow up
in. When the environmental conditions of the lower-status families are
more similar to the mean—i.e., when there is more social equality—they
are more likely to acquire skills similar to the mean. In fact, for the thir-
teen countries for which we have data on inequality and literacy, the
correlations between inequality and literacy scores of the lowest 5% and
the percent with low literacy are both very high, –.77 and .81 respec-
tively.6 Low levels of inequality did not appear to depress the literacy
skill levels of the highly skilled. For instance, the ninety-fifth percentile
in egalitarian Sweden scored higher than the same percentile in the in-
egalitarian United States (OECD/HRDC 2000: 135–36).

As a result of the differences in union organization, bargaining cen-
tralization, union contract coverage, and, arguably, literacy skills among
the less skilled, wage dispersion was much greater in the liberal welfare
states than in the social democratic welfare states, again with the Chris-
tian democratic welfare states falling in between, but in this case clearly
closer to the social democratic group (column 7). In fact, other than in
Austria, wage dispersion in the northern-tier countries was remarkably
similar to that in the Nordic countries, which is surprising given the ab-
sence of explicit Nordic-type wage compression policies on the part of the
unions in these countries.7

By contrast, the social democratic welfare states were very different
from the Christian democratic welfare states, including the northern tier,
in their levels of active labor market policy effort, their levels of women’s
labor force participation, and, as a result, in the levels of total labor force
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participation of the working-age population. As we will show in the next
chapter, the high level of women’s labor force participation is both a re-
sult and a cause of the Nordic welfare state– labor market pattern. As of
1960, the Nordic countries were not distinctive in the level of public so-
cial service employment and, with the exception of Finland, in the level
of women’s labor force participation. By the mid-1960s, vigorous growth
in all of the economies of northern Continental Europe (Austria,
Switzerland, Germany, France, and the Benelux countries) and Scandi-
navia had produced high rates of male labor force participation and very
low unemployment among males. Unlike the northern Continental coun-
tries, due in part to the influence of the strong union movements, the
Scandinavian countries limited recruitment of non-Nordic foreign labor,
which provided greater job opportunities for women in the private sector.

This growth of women’s labor force participation stimulated demands
by women for the expansion of day care and other social services, which,
along with social democratic governance, helped fuel the growth of pub-
lic social service sector employment. These public social service jobs
were filled very disproportionately by women, so this in turn stimulated
a further expansion of women’s labor force participation. As a conse-
quence, by the mid-1970s, all four Nordic countries were already charac-
terized both by high levels of women’s labor force participation and of
public health, education, and welfare employment. This feedback cycle
between left /union strength, women’s labor force participation, and pub-
lic service employment continued into the late 1980s when the employ-
ment crisis hit Sweden, Finland, and, to a lesser extent, Norway. Indeed,
as we will document in the next chapter, one of the main areas of welfare
state innovation in all four Nordic countries was in the area of gender re-
lations, particularly policies enabling women to enter the labor force, not
only through services such as day care, but also through transfers, such as
paid parental leave.

The Continental Christian democratic welfare states followed a quite
different trajectory. The labor migration issue was handled differently as
foreign labor was imported in large numbers, arguably due to a combi-
nation of Christian democratic emphasis on the traditional male bread-
winner family and weaker union influence on labor recruitment policies.
Moreover, in these countries, union contracts cover a large proportion
of the labor force, which prevented the expansion of a low-wage service
sector, a source of employment for women in liberal welfare states (Esp-
ing-Andersen 1990, 1999). As a result women’s labor force participation
was the lowest in the Continental Christian democratic welfare states of
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the four welfare state types, despite the fact that social policy was more
“working mother friendly” in the Christian democratic welfare states
(compare column 9 of table 4.2 with column 12 of table 4.1).

As a result of these labor market configurations, then, both social
democratic and Christian democratic welfare states did not produce the
dualist labor markets with a low-wage-low-skill sector, largely though not
entirely in private services, a characteristic of the liberal welfare states.8

This “fits” with the generous welfare states of these countries and with an
overall “high road” economic strategy, based on high-quality-high-wage
manufacturing for export, and thus with the type of production regime
these countries have.

Soskice (1991, 1999) contends that different production regimes were
critically shaped by employer organization and by relationships between
companies and financial institutions. In his view, employer organization
takes three distinctive forms: coordination at the industry or subindustry
level in Germany and in most northern European economies (industry-
coordinated market economies); coordination among groups of compa-
nies across industries in Japan and Korea (group-coordinated market
economies); or absence of coordination in the deregulated systems of the
Anglo-American countries (uncoordinated market economies). France
was a distinct variant, which Hancke and Soskice (1996) call a “state-
business-elite coordinated market economy.” In coordinated economies,
employers are able to organize collectively in training their labor force,
sharing technology, providing export-marketing services and advice for
R and D and for product innovation, setting product standards, and bar-
gaining with employees. The capacity for collective action on the part of
employers shapes stable patterns of economic governance encompassing
a country’s financial system, its vocational training, and its system of in-
dustrial relations.

A central characteristic of the flexibly coordinated systems is the gen-
eralized acceptance by all major actors of the imperative of successful
competition in open world markets. Successful competition in turn re-
quires a high skill level of the labor force and the ability of unions to de-
liver wage restraint to the extent needed to preserve an internationally
competitive position. In the industry-coordinated market economies of
central and northern Europe, initial labor skills were effectively organ-
ized in companies or with strong company and union involvement in pub-
lic schools. Unions were organized mainly along industrial lines and
played an important cooperative role in organizing working conditions
within companies and in setting wage levels for the economy as a whole.
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Banks and industries were closely linked, providing industries with pref-
erential sources of long-term credit, or the state played a major role in
bank ownership and performed a similar role in preferential credit pro-
vision for industry. In uncoordinated or liberal market economies, in con-
trast to both types of coordinated economy, training for lower-level work-
ers was not undertaken by private business and was generally ineffective.
Private sector trade unions were viewed as impediments in employer de-
cision making, had little role in coordinating their activities, and were
weak. Bank-industry ties were weak and industries had to rely on com-
petitive markets to raise capital.

Column 1 of table 4.3 (p. 102) measures various aspects of market co-
ordination in the period 1960 –73 based on indicators developed by Hicks
and Kenworthy (1998). The items in the index are business confederation
power, “long term, voice based relationships between firms and their in-
vestors,” “long term, voice based relationships between purchaser and
supplier firms,” and “alliances among competing firms for research and
development, training, production, standard setting, etc.” The liberal
wage earner welfare states were distinctive in their lack of coordination.
The social democratic welfare states are all relatively highly coordinated
but not as high as Japan or Germany. The Christian democratic welfare
states were more heterogeneous but all appear as more coordinated than
the liberal welfare states, and those in the northern tier, with the excep-
tion of the Netherlands, were similar to the Nordic countries.

While Soskice’s analysis focuses heavily on factors underpinning
competitiveness in manufacturing, these institutional frameworks can
be seen as national and economywide (see Kitschelt et al. 1999b).
With this extension, one can distinguish a Nordic and Austrian pattern
in which there was economywide bargaining and a large state role in
economic management from the Continental pattern in which bargaining
was generally carried on at the industry level and the state’s role was
more muted.9 In the social democratic welfare states and northern tier of
Christian democratic welfare states, the combination of strong unions
and dependence on competitive exports due to high trade openness
(table 4.3, column 5) necessitated a policy of wage restraint, and the cen-
tralization of unions, employers’ organizations, and the bargaining pro-
cess made such a policy possible, with the partial exception of the Nether-
lands. The unions’ “side payment” for wage restraint, at least up to the
mid-1970s, was full employment and the development of the generous
welfare state described above.

A full description of the Golden Age production regime would involve
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an outline of government monetary, fiscal, and industrial policy. Because
the Continental European group was again heterogeneous along this
line, we leave that task to the next chapter for that group and do so as
well for the cohesive but rather unique political economies of the An-
tipodes. The liberal political economies were passive in industrial policy
and focused on Keynesian demand-side management. Thus, they gener-
ally ran budget deficits across economic cycles (see table 4.3, column 4).
In the case of the social democratic welfare states and Austria, it is worth
sketching the policies here if only to dispel the common myth that they
were demand-side, deficit-spending models.

Though the policy goals of all four Nordic countries were broadly sim-
ilar, their specific production regimes vary more than their welfare state
regimes. One can identify a general Nordic type that fits none of the
countries perfectly.10 They have small, open economies and thus are de-
pendent on having competitive export sectors. Those sectors have tradi-
tionally been based on the countries’ raw materials and have been closely
linked to financial interests. The economies are characterized by strong
industrial complexes that are both backward and forward integrated.
Their human capital bases were strong, and this, combined with rising
capital intensity, became increasingly important for international com-
petitiveness as the countries moved beyond the export of raw and semi-
processed materials. The combination of high labor and employer organ-
ization and centralization and bargaining centralization has made the
pursuit of wage restraint possible. For the trade-off of wage restraint for
full employment and welfare state expansion, cooperation of the sitting
governments was necessary, and from a union point of view this was fa-
cilitated by the frequent government position of the social democratic
parties, which are closely allied to the blue-collar union central organiza-
tion in all four countries.

Given these underpinnings in the power balance in society, the do-
mestic economic structure, and the international economy, it is not sur-
prising that the goals of economic policy were full employment and rapid
economic growth based on rapid technological change. In these countries
(again Denmark partly excepted), fiscal and monetary policies were
moderately countercyclical and backed up by occasional devaluations.
Austria and Finland were partial exceptions in that the Austrian cur-
rency was pegged informally to the German mark already in the 1960s,
and Finnish fiscal and monetary policies tended to be procyclical. The
core of the long-term growth and employment policy, however—and this
cannot be overemphasized—was a combination of supply-side and tax



policies that themselves largely affected the supply side. Key among the
supply-side policies were an active labor market policy—though in Aus-
tria only from the 1970s on—regional policies, and support for selected
industries. Tax policies heavily favored reinvestment of profits over
distribution and industrial investors over consumers. Interest rates
were kept low through credit rationing, state supply of cheap credit,
and public sector surpluses. These policies were predicated on state con-
trols of financial markets both externally (see column 3 of table 4.3) and
internally. In addition, fiscal policy was generally austere; these countries
usually ran budget surpluses (see column 4 of table 4.3). The demand side
of the growth-employment models in these small countries was only in
part internally generated; it was to a large part a result of demand for ex-
ports created by the vigorous postwar growth in the core advanced capi-
talist economies of North America and Europe.

As we pointed out above, adding characteristics of the production re-
gime, even if restricted to labor market institutions and policies, to the
analysis challenges the assumption that countries follow clear patterns
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Table 4.3 Production Regimes: Institutional Configurations and Macro Policy 
Indicators, 1960 –72

(1) (2) (3) (4) (5)
Central Degree of Average

Coordination Bank Liberalization of Budget Trade
Index Independence Capital Controls Surplus Openness

Social democratic welfare states
Sweden 0.75 0.27 2.4 2.8 46.0
Norway 0.75 0.14 1.5 3.4 82.0
Denmark 0.63 0.47 3.0 1.8 60.0
Finland 0.75 0.27 1.0 2.3 45.0

Mean 0.72 0.29 2.0 2.6 58.3

Christian democratic welfare states
Austria 0.75 0.58 2.2 0.0 53.0

Belgium 0.63 0.19 3.0 –3.0 77.0
Netherlands 0.25 0.42 3.0 –0.4 92.0
Germany 0.88 0.66 4.0 0.4 40.0

France 0.29 0.28 2.9 –0.3 27.0
Italy 0.75 0.22 2.9 –3.5 31.0
Switzerland 0.63 0.68 3.9 4.6 61.0

Mean 0.59 0.43 3.1 –0.3 54.4



and form neat clusters. This is true for overall patterns of welfare state
and production regimes, and even more so if we break the regimes down
into specific institutions and policies. So, for instance, while most of the
Christian democratic welfare states of Continental Europe were coordi-
nated market economies, Soskice points out that the Netherlands and
Italy only partly fit this designation and France had a state-led production
regime. Or, Denmark had different bank-firm and interfirm relations and
relied much more on small to medium firms for export than did the other
Nordic countries, yet it developed a social democratic welfare state re-
gime. The Danish adaptation has been to rely much more on general tax-
ation, above all income taxes and value-added taxes, rather than em-
ployer payroll taxes to finance its welfare state, arguably because of the
labor cost burden on small employers that the latter would entail. More-
over, once we include policy and instruments of macroeconomic man-
agement as elements of our production regime typology, the Christian
democratic group shows a high degree of heterogeneity as one can see
from the figures on budget surpluses and central bank independence
policies in table 4.3.

Rather than abandoning the typology of welfare states and production
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Table 4.3 (continued)

(1) (2) (3) (4) (5)
Central Degree of Average

Coordination Bank Liberalization of Budget Trade
Index Independence Capital Controls Surplus Openness

Liberal welfare states
Canada 0.13 0.46 3.8 –1.5 40.0
Ireland 0.13 0.39 2.0 – 4.3 78.0
U.K. 0.13 0.31 1.9 –2.1 41.0
U.S.A. 0.13 0.51 3.7 –1.9 10.0

Mean 0.13 0.42 2.8 –2.5 42.3

Wage earner welfare states
Australia 0.13 0.31 2.3 1.3 30.0
New Zealand 0.13 0.27 1.5 na 46.0

Japan 0.95 0.16 2.0 1.4 20.0

Grand mean 0.49 0.37 2.6 0.1 48.8

Data sources and definitions: (1) see Hicks and Kenworthy 1998; (2) Cukierman et al.
1992; (3) Quinn and Inclan 1997; (4, 5) Huber, Ragin, and Stephens 1997 from OECD.



regimes altogether, though, our solution is to treat the types as ideal types
to which countries more or less conform. Moreover, we would contend
that within each country, certain—though not all—aspects of the wel-
fare state and production regimes do “fit” each other in a mutually sup-
portive or enabling way. Specifically, wage levels and benefit levels have to
fit, and labor market and social policies have to be in accordance so as
not to create perverse incentives. When this does occur, it is perceived as
a deficiency, and governments generally make efforts to correct imbal-
ances and restore the fit between labor market and social policies. These
efforts do not automatically lead to a new fit or “equilibrium,” of course,
but situations of discord between welfare state and production regimes
are unstable. In addition, the type of production for the world market has
to fit with the qualification of the labor force and with wage and benefit
levels. Business-labor-government coordination in R and D, training, and
wage setting makes it possible to engage in high-quality production and
thus to sustain high wages and a high social wage. Thus, statically, the fit
is mutually supportive or enabling; dynamically and historically, the
policies and practices making up the overall regime were initiated and
adjusted to fit, and on the margin transform, the existing regime (see
chapter 5).11

Our focus of interest in this book is the development of the welfare
state. We do not aspire to fully account for the factors influencing the de-
velopment of the production regime. The remarks in the last paragraph
should not be taken to imply that partisan government is anywhere near
as influential in shaping the production regime as it was in shaping the
welfare state regime. The strong association between partisan govern-
ment and production regimes is primarily due to common causes several
steps back in the historical causal chain. We outline some of the ante-
cedents to the social democratic production regime at the beginning of
the next chapter. Suffice it to say here that the key link is the strength
of union organization, which has been variously linked to the size of
the domestic economy, economic openness, employer organization and
centralization, union centralization, size of the dependent labor force,
late and rapid industrialization, and concentration in the domestic econ-
omy, and that these same factors and union organization itself have been
hypothesized to have shaped the various aspects of the production re-
gime (Ingham 1974; Cameron 1978; Stephens 1979b; Katzenstein 1985;
Hall 1986; Swenson 1991; Visser 1991; Wallerstein 1991; Western 1991,
1997; Crouch 1993; Hicks 1999). We would, however, insist that the de-
velopment of the welfare state and production regimes should be seen
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as mutually enabling, and above all that coordinated market economies
with their high skill emphasis and relative wage equality enable generous
welfare state regimes and generous welfare states make it less likely for
low-wage firms to survive.

The Performance of Regimes

The combined welfare state regimes and production regimes, particularly
the latter’s labor market aspects, resulted in very large differences in the
distributive outcomes in the three groups of welfare states, as one can see
from table 4.4 (p. 109). The differences in income distribution after direct
taxes and transfer payments between the social democratic welfare states
and the northern tier of Christian democratic welfare states and the other
countries were particularly striking (column 1). These differences were 
in part a result of the wage bargaining system outlined above and shown
in table 4.2, columns 2 and 4, and in part the result of the redistribution
effected by direct taxes and transfers (table 4.4, column 2). While the
figures in column 2 (the percent reduction in inequality after direct taxes
are levied and transfers are paid) overstate the redistributive effect of
taxes and transfers,12 neither they nor the figures in column 1 include the
distributive effect of free or subsidized public goods and services that
would increase equality in all welfare states (Saunders 1991), but partic-
ularly in the social democratic welfare states. The regressions in table 3.5
indicate that one should attribute the distributive difference between the
northern and southern Christian democratic welfare states to the greater
influence of social democracy in the former.

Columns 4 through 6 of table 4.4 document differences in poverty lev-
els in countries with different welfare state regimes. Poverty is defined as
less than 50 percent of median income in the country in question. Again,
it is clear that the social democratic welfare states did very well in com-
bating poverty and the liberal welfare states very poorly. One also ob-
serves a marked difference between the northern and southern Christian
democratic welfare states. The data for Australia are perhaps surprising
given Castles’s (1985) argument regarding the effectiveness of the An-
tipodean system of social protection by other means. While the aged
fared well and would probably have done even better once the very high
level of home ownership among the aged was taken into account, as Cas-
tles points out, it is clear that there were holes in the safety net and that it
primarily employed male breadwinners. The holes can be seen most
strikingly in the figures on single mothers in poverty.
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Without embarking on a detailed primary analysis of the LIS data, it
is difficult to pinpoint with precision which policies were most respon-
sible for the pre- and posttax and pre- and posttransfer reduction in in-
equality and the cross-national variations in disposable income inequal-
ity. Cross-national differences in disposable income inequality were in
part a product of variations in market income inequality and these in turn
were in large part a product of wage dispersion and unemployment lev-
els. From tables 4.2 and A.12, one can see that part of the reason for
egalitarian outcomes in the social democratic welfare states and the
northern tier of Christian democratic welfare states is that, in the early
1980s, these countries had compressed wage differentials or low unem-
ployment or both.

As to the redistribution effected by taxes and transfers, on the basis of
Korpi and Palme’s (1998) analysis, one can say with some confidence
what the impact is of various types of overall policy configurations on
cross-national differences in the reduction in inequality. They demon-
strate that the systems that combine “basic security” (usually transfers
with flat-rate benefits) and “income security” (transfers with earnings-
related benefits) have the greatest redistributive impact. The Nordic pen-
sion systems, which combined a flat-rate citizenship pension and an earn-
ings-related supplement, are good examples of this type, and Korpi and
Palme point out that most other programs and thus the Nordic welfare
states as a whole had this structure. What is surprising, so surprising that
Korpi and Palme (1998) term it the “paradox of redistribution,” is that
these welfare states were much more redistributive than systems that rely
on heavily “targeted” benefits, benefits for which there was an income or
means test. While the use of targeted benefits is common among the lib-
eral welfare states, it is the Antipodean wage earner welfare states that
carried this principle the furthest. Most transfers in these countries, in-
cluding public pensions, were designed to exclude upper-income groups.

In contrast to the social democratic welfare states, entitlements in the
Christian democratic welfare states were largely employment based and
earnings related. They generally lacked the basic security tier; the task of
meeting the needs of those outside the labor market fell to means-tested
benefits. Perhaps even more surprising than Korpi and Palme’s paradox
is the fact that the northern Christian democratic welfare states with their
great reliance on employment-based, earnings-related benefits were
more egalitarian in their impact than the liberal welfare states with their
greater reliance on programs targeted to the needy. That this is true can
be readily seen from table 4.4. Part of the explanation, following Korpi
and Palme’s logic, is that the northern Christian democratic welfare states
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were simply much larger: though their benefit structures were less egali-
tarian, they more than made up for it in greater expenditure. In addition,
where benefits were generous, they tended to squeeze out private alter-
natives as can be seen from column 9 of table 4.1 (see Kangas and Palme
1993; Stephens 1995). As Kangas and Palme show in their analysis of LIS
data on the income of aged, these private alternatives were invariably
much more inegalitarian than the most inegalitarian of public pension
systems (the Finnish).13

As to the policy measures that were most effective in combating pov-
erty, we can give more precise answers, particularly with regard to the two
groups most vulnerable to poverty, the aged and single mothers. Palme’s
(1990) data on minimum pensions for the early 1980s make it abundantly
clear that the level of minimum pensions were the main factor that ac-
counts for the international differences in poverty levels among the aged.
The income replacement rates for this group were highest (around 50
percent) in the Nordic countries and the Netherlands and Austria, which
were also among those with the lowest levels of poverty among the aged.

As for single mothers, a complex of labor market characteristics and
transfer payments would appear to explain the pattern across welfare
state regimes as well as outliers within the types.14 The employment lev-
els among single mothers and thus policies supporting mothers’ employ-
ment are certainly very important, but low levels of wage dispersion,
which indicate the absence of subpoverty full-time work, certainly con-
tributed to the comparatively very low levels of poverty among single
mothers in the Nordic countries. What is surprising, given the low overall
level of women’s labor force participation in Christian democratic welfare
states, is that labor force participation among lone mothers in these coun-
tries was higher than in the liberal welfare states and only a bit lower than
in the social democratic welfare states. This almost certainly was due to
the stronger supportive policies for mothers’ employment in Christian
democratic welfare states (table 4.1, column 12). The intermediate levels
of wage dispersion in the Christian democratic welfare states should also
have contributed to the intermediate levels of poverty among single
mothers.

In terms of transfer payments, family (child) allowances were clearly
of great importance, especially for low-income families, since they were
flat rate or means tested and never income related. On the average, fam-
ily allowances were higher in Christian democratic welfare states than in
social democratic welfare states, with liberal welfare states again ranking
on the bottom (Wennemo 1994). Social assistance and unemployment
compensation, especially for low-paid workers, reinforced the overall
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pattern as the Nordic welfare states provided the most generous transfers
followed by Christian democratic welfare states and then the liberal wel-
fare states.

The level of poverty among single mothers in Australia is striking
but fully expected as Australia ranked near the bottom of every dimen-
sion mentioned (support for mothers, employment of single mothers,
family allowances, unemployment replacement rates) save two: wage
dispersion, where it was moderately low, and social assistance, where it
was among the most generous. Again this demonstrates the weakness of
the Antipodean system of social protection for those without full-time
employment.

In the single mothers poverty data, one sees two outliers from the re-
gime types, the United Kingdom and, to a lesser extent, Norway. The
figures for Britain were strikingly different from the rest of the liberal
group.15 Certainly a large part of the explanation here is that family al-
lowances were the fourth most generous of the eighteen countries ex-
aminedhere.Againit is important torememberthat theBritishdataare for
1979 and thus before the Thatcher reforms. We will see that, unfortunately
for British single mothers, Britain’s poverty figures become more typi-
cally liberal in the next decade and a half. Norway’s figure for poverty
among single mothers was high relative to the other Nordic countries. At
that time, Norway also ranked lowest among Nordic countries on support
for mothers’ employment and labor force participation among single
mothers. Fortunately for Norwegian single mothers, Norway became
more typically social democratic in the next decade and a half.

For the working-age population, the combination of labor market
characteristics and transfers most relevant to reducing poverty is only
slightly different than in the case of single mothers. With regard to the la-
bor market, unemployment and wage dispersion would appear to be the
most important characteristics. With regard to transfers, unemployment
compensation would appear to be the most important, followed by social
assistance and family allowances. In this period (1979–87), unemploy-
ment was very low in the social democratic countries, followed by the
Christian democratic countries and liberal countries, though there was a
good deal of variation in each group (see table A.11). Wage dispersion
followed the same pattern as did unemployment compensation and social
assistance, while the Christian democratic countries ranked the highest
on family allowances. Thus, these labor market patterns and transfers ar-
guably account for the variations in poverty among the working-age pop-
ulation as well. Only one country was markedly deviant from the regime
pattern on this poverty figure, the United Kingdom, which, compared to
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the other liberal countries, had low levels of wage dispersion and very
generous family allowances.

Table A.11 outlines the economic performance of the countries un-
der study. Here it is impossible to embark on even a brief summary of
the vast literature on the comparative economic performance of advanced

Table 4.4 Welfare State Outcomes

(1) (2) (3) (4) (5) (6)
Redistri-
bution Posttax

Posttax Resulting Post- % of Group in Poverty
Year of Post- from transfer

LIS transfer Taxes and Gini— Single
Survey Gini Transfers Aged 25–59 Aged Mothers

Social democratic welfare states
Sweden 1981 .20 52 .16 4.8 0.3 7.7
Norway 1979 .22 40 .26 3.7 4.7 12.1
Denmark 1987 .26 36 .24 4.8 9.2 4.5
Finland 1987 .21 38 .22 3.0 3.0 4.8

Mean .22 41.4 .22 4.1 4.3 7.3

Christian democratic welfare states
Austria 1987 .23 .25 2.3 6.0 13.3

Belgium 1985 .23 46 .23 4.4 6.0 14.2
Netherlands 1983 .28 38 .27 6.7 3.9 6.6
Germany 1981 .25 38 .29 4.2 10.0 6.0

France 1984 .33 34 .37 15.9 18.9 22.8
Italy 1986 .31 28 .30 10.5 8.3 17.5
Switzerland 1982 .32 21 .37 6.1 15.2 22.4

Mean .28 34.2 .30 7.1 9.8 14.7

Liberal welfare states
Canada 1981 .29 24 .31 10.3 9.3 42.0
Ireland 1987 .33 35 .32 10.9 4.9 15.4
U.K. 1979 .27 33 .26 5.5 4.8 10.8
U.S.A. 1979 .31 26 .34 11.9 21.8 42.3

Mean .30 29.4 .31 9.7 10.2 27.6

Wage earner welfare states
Australia 1981 .29 29 .29 9.3 5.3 44.8

Grand mean .27 34.4 .28 7.1 8.2 17.9

Data sources and definitions: see table 3.1.
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industrial societies. We will analyze the experience of nine countries in
the next chapter. However, we do want to draw out a few simple points re-
garding the relationship between welfare state–production regimes and
performance in growth and unemployment here. First, as table A.11 in-
dicates, it is difficult to maintain that the generous social democratic and
Christian democratic welfare states have been a clear drag on economic
growth or unemployment levels. In fact, in the Golden Age, they clearly
outperformed the liberal welfare states, whereas there is no obvious pat-
tern since then. A more complex argument might be made in which it is
claimed that generous social policy and high taxes produced micro level
disincentives that were a drag on growth, but then the associated produc-
tion regimes provided incentives that more than made up for the disin-
centives.16 In any case, there is no clear evidence from the postwar record
of advanced industrial democracies that the same regime cannot simulta-
neously and successfully promote growth and redistribution.

Second, both the social democratic and Christian democratic welfare
states were built in economies very open to trade (see table 4.3, column
5) and, especially in the social democratic welfare states, they were built
around the interest of the export sector workers, whose unions were the
dominant force within their respective union movements. These workers
and unions had and have strong interests in the competitiveness of the ex-
port economies of their countries. As the discussion of the welfare state
and production regimes of the European core, especially the social dem-
ocratic welfare states and the northern tier of Christian democratic wel-
fare states, should have made clear, these countries “chose” a high-road
niche in the world economy based on highly skilled and educated labor,
cooperative production, and capital-intensive production techniques,
which was compatible with both high wages and generous social benefits,
at least up to 1980. Whether this situation still prevails will be a central
topic of chapters 6 through 8.

Conclusion

In the first section of this chapter we argued that it is heuristically useful
to view the political economies of advanced industrial societies as falling
into one of four types of welfare state and production regimes. Indeed,
the cross-national data we have presented on the welfare state and pro-
duction regimes and their outcomes support the view that it is not only
heuristically useful, but that there is also empirical evidence that the dis-
tinct types exist even if they do not cluster as cleanly as sometimes im-
plied. Moreover, the welfare state regime types are clearly rooted in dif-
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ferent political constellations as the labels social democratic, Christian
democratic, and liberal imply, though other structural and historical
causal factors such as the timing of industrialization, size of the domestic
economy, export dependence, export specialization, economic concen-
tration, historic legacies of employer organization, and the effects of
World War II would have to be brought in to provide even a relatively
parsimonious account of the origins of production regimes and thus the
overall welfare state–production regime complex.

The social democratic welfare state regimes were characterized by
(1) predominance of universalistic entitlements, (2) comprehensiveness of
social policy regimes in the sense that programs existed in all major pro-
gram areas, (3) dominance of citizenship based entitlements, (4) high in-
come replacement rates in transfer programs, (5) emphasis on high levels
ofpubliclydeliveredsocial services, (6)genderegalitarianism,and(7)poli-
cies aimed at labor force training and mobilization. The associated produc-
tion regime was a nationally coordinated market economy with strong un-
ions, high levels of union contract coverage, centralized wage bargaining,
peak level corporatist tripartitist policy making, high levels of wage com-
pression, high levels of female labor force participation, and a strong state
role intheeconomy.Denmarkdeviatedfromthecoordinatedmarketecon-
omy pattern insofar as bank industry and interfirm linkages were weaker,
industry less concentrated, and the central bank more independent.

The Christian democratic welfare states were characterized by (1) frag-
mentation of entitlements with different groups enjoying different enti-
tlements,17 (2) predominance of employment-based entitlements, (3) em-
phasis on transfers, (4) moderate to high income replacement rates in
transfer programs, (5) private or “third sector” delivery of publicly
funded services, (6) reinforcement of the male breadwinner family pat-
tern, and (7) passive labor market policy. The associated production re-
gime was a sectorally coordinated market economy with moderately
strong unions, high levels of union contract coverage, sectoral wage bar-
gaining, moderate role for labor in corporatist bargaining, low levels of
female labor force participation, and a modest state role in the economy.
Netherlands, France, and Italy deviated somewhat from the coordinated
market economy pattern in different ways.

The liberal welfare state was characterized by (1) partial program
coverage, (2) a significant role for income or needs testing, (3) moder-
ate to low replacement rates in transfer programs, (4) few publicly deliv-
ered services outside of education and few publicly funded services out-
side of health and education, (6) passive family policy, and (6) passive
labor market policy. The associated production regime was a liberal or
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uncoordinated market economy with weak to moderately strong unions,
low levels of union contract coverage, decentralized wage bargaining, no
corporatist policy bargaining, moderately high levels of female labor
force participation, and very little state intervention in the economy.

The parameters of the wage earner welfare states of Australia and
New Zealand will fully emerge only in the next chapter. Suffice it here to
provide a parallel description in advance. The wage earner welfare state
was a male breadwinner system of social protection based on wages and
benefits delivered through the arbitration system. The formal welfare
state played a backup role and was characterized by (1) partial program
coverage due, in part, to the social protection delivered through the
wage-setting system, (2) a significant role for income testing but with rel-
atively high income limits, (3) moderate to low replacement rates in
transfer programs, (4) few publicly delivered services outside of educa-
tion and few publicly funded services outside of health and education,
(5) reinforcement of the male breadwinner family pattern, and (6) pas-
sive labor market policy. The associated production regime was a liberal
market economy with important modifications as the arbitration system
rather than markets determined wages and many social benefits and the
state provided substantial protection to domestic producers and periodi-
cally intervened with active industrial policy.

The data on outcomes provided very strong evidence that these re-
gime types were associated with, and arguably causally related to, quite
different distributive outcomes and levels of poverty. Students of the
comparative social policy of advanced industrial societies will not be very
surprised that the social democratic and liberal welfare states exhibited
the opposite outcomes. What may be more surprising to at least some of
these scholars, given the conventional characterization of the Christian
democratic welfare states as “conservative” and “reinforcing market out-
comes” is how redistributive they were. In fact, the four countries that we
have referred to as the “northern tier”—Austria, Germany, Netherlands,
and Belgium—were quite similar to their Nordic neighbors in these out-
comes as well as in many aspects of their welfare state and production re-
gimes. These distributive outcomes can be attributed in part to the
influence of social democracy in these countries and in part directly to the
production regime, which delivered low levels of wage dispersion and was
predicated on a high-wage, high– labor productivity competitive niche in
the world economy. In the next chapter, we shall investigate the historical
development of these welfare state regimes and flesh out their connection
to the production regimes for our nine focus cases.



In this chapter, we examine the development of welfare state regimes and
production regimes in nine countries focusing on the period 1945–73, the
“Golden Age” of postwar capitalism. Our primary interest is in the de-
velopment of the welfare state regime, so we focus on social policy de-
velopment. However, as we explained in the last chapter, the develop-
ment of the welfare state cannot be understood in isolation from the
development of the interlocking production regimes, particularly labor
market policies. Thus, we also sketch the development of production re-
gimes and their interface with social policy developments, emphasizing
institutions and policies shaping the labor market and investment levels.

Our case selection is guided by our theoretical and normative interest
in the most generous welfare states. Thus, rather than choosing a sample
of cases representative of different regime types, we focus on those cases
in which labor movements and social democratic parties have had a
significant influence on the development of the overall regime. Moreover,
our goal is to sketch a new type of generous welfare state regime that is
compatible with the new economic and political circumstances of the
1990s and 2000s not just in the traditional homeland of social democracy
in Scandinavia but also in a broad range of other advanced capitalist
countries. The most likely additional cases for this are those in which
social democracy and labor have been influential and in which social pro-
tection is well developed and the production regimes bear some similar-
ity to the Nordic production regimes. Austria, with a Christian demo-
cratic welfare state regime but a production regime very similar to the
Nordic regimes, is an obvious choice. The Netherlands, with the most
generous system of social protection on the Continent, also had to be in-
cluded. If the developments of the past and models for the future were
and are to be generalizable outside the smaller economies, then Ger-
many with its coordinated market economy, high-wage labor market, and
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relatively generous welfare state also had to be included. The comparison
of these three northern Continental countries to the Nordic countries
also allows us to identify the distinctive factors that have influenced the
development of the two welfare state types.

Finally, we include Australia and New Zealand for somewhat different
reasons. First, as we pointed out in the last chapter, based on Castles’s
(1985, 1996) work, these two countries developed extensive and effective
systems of “social protection by other means.” However, in sharp con-
trast to the northern European welfare states, which were developed un-
der conditions of stiff international competition, the generous regimes of
social protection were developed in, and were predicated on, primary
product exports and a protected manufacturing sector. Thus, as we will
show in chapter 7, they were vulnerable to the opening up of the econ-
omy to international competition in a way that the northern European
welfare states were not. Establishing this is pivotal to our contention that
the key parameters of social democratic welfare state regimes are not in-
compatible with the increased economic internationalization and in-
tensified competitive pressure of the present era.

Second, Australia and New Zealand are important points of compari-
son and contrast to the Nordic countries for our contention that it is so-
cial democratic governance that is the key to the development of gener-
ous welfare states in non-Catholic countries. Both Australia and New
Zealand had very strong labor movements; the labor parties garnered as
large a proportion of the vote as in the Nordic countries, and labor was in
power in the late 1930s and 1940s. However, labor was excluded from
power for most or all of the period from 1950 to 1972, narrowly losing a
number of elections. As a result, these two countries fell from a position
of being welfare state leaders in 1950 to welfare state laggards in 1972.

Among the four Nordic cases, we devote the most attention to devel-
opments in Sweden. Space constraints make it impossible for us to flesh
out historical details for the four Nordic cases, much less all nine coun-
tries. Sweden was selected for detailed analysis in part because it is fre-
quently singled out as the paradigmatic example of the achievements
(and limitations) of social democracy. In addition, Sweden was a leader in
social and economic developments, and actors in the other three coun-
tries frequently attempted to emulate (or avoid) Swedish policies. Finally,
the historical and contemporary structure of business in Sweden, charac-
terized by highly internationalized, export-oriented, privately owned
large firms, makes it more relevant for the future of social democracy
elsewhere in the advanced capitalist world, where governments and labor
movements are likely to have to deal with such business structures.
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The following narrative and analytical comparisons are oriented by
our theoretical framework and the results of our quantitative analyses.
We identify causal patterns of welfare state development by tracing the
impact of incumbency of different political parties, of women’s mobi-
lization, of constitutional structures, of policy legacies, and of production
regimes. We also look for evidence that would support competing theo-
retical views, such as the role of corporatist institutions, of independent
organizations of old people, or of autonomous bureaucrats. Our goal is
to establish agency by analyzing welfare state policies promoted or op-
posed by different political parties and by collective actors, most promi-
nently organized labor, business associations, women’s movements, and
professional organizations, and the process by which certain policies but
not others are implemented. By linking the behavior of specific actors
and the impact of specific political institutions to policy outcomes we are
able to show causality and to eliminate competing explanations of the
outcomes.

In addition, in the individual case studies and even more so in the
cross-case comparisons in the conclusion of the chapter, we employ the
comparative method to strengthen our counterfactual claims. We have
already mentioned the use of the comparison of the Nordic countries and
the Antipodes to strengthen the left government hypothesis and the com-
parison of the Nordic countries and northern Continental European
countries to support the contrasting outcomes of Christian democratic
and social democratic government. Closer pair comparisons, for ex-
ample, of Finland, the Nordic laggard, with the other three Nordic coun-
tries, or of federal and bicameral Australia with unitary New Zealand,
offer support for other hypotheses outlined in chapters 2 and 3.

Paths to the Nordic Welfare State

The Nordic Model: Antecedents

In the literature on social democracy, one source of social democratic
strength is almost undisputed: a strong union movement, one not divided
by ideology or confession and with a high portion of the labor force or-
ganized, results in higher levels of support for leftist parties and, in turn,
leftist parties once in government facilitate union organization. Union or-
ganization has been linked directly or indirectly (via industrial concen-
tration and/or centralized employers organizations) to the size of the do-
mestic economy (Wallerstein 1989, 1991; Stephens 1979b, 1991; Visser
1991; Swenson 1991). In European countries with Catholic majorities or
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strong Catholic minorities, Catholic parties have competed with social
democrats for workers’ votes and Catholic unions for workers’ loyalty in
the workplace, thus weakening social democratic parties and splitting the
union movement. Ethnic and linguistic homogeneity is also associated
with high degrees of union organization (Stephens 1979b; Visser 1991).
Conditions in Scandinavia have thus been very favorable for social de-
mocracy and their affiliated unions: The economies of all four Nordic
countries are small; all are religiously homogenous and Protestant; and
only Finland is linguistically divided.

As we noted in the last chapter, corporatist arrangements are crucial
for the successful functioning of small countries with strong union move-
ments in export markets. There are different accounts of the social ori-
gins of corporatism. Stephens (1979b) and Czada (1988) contend that
strong and centralized unions and social democratic governance are pre-
requisites for strong corporatism and link these in turn to economic con-
centration and a small domestic market (also see Korpi 1983; Western
1991). Katzenstein (1985) contends that economic openness is a precon-
dition for the development of corporatism. Wallerstein (n.d.) contends
that high dependence on nonagricultural exports encourages union cen-
tralization, which in turn is a precondition for corporatist tripartite bar-
gaining. All of these characteristics are shared by Norway, Sweden, and
Finland. Denmark’s primary exports have been processed agricultural
goods. Wallerstein (n.d.) argues that this has contributed to the lower de-
gree of centralization of Danish unions. It is also one root of the con-
trasting growth policy pursued in Denmark as compared to the other
three countries.

The political right is deeply divided in all Nordic countries. Katzen-
stein (1985) has argued that a divided right encourages the development
of corporatism, and Castles (1978) has linked the presence of a divided
right to the success of Nordic social democracy. Both authors see divisions
on the right as opening up the possibility of center-left coalitions, which
result in the inclusion of labor in the policy-making process. As Rokkan
(1970) points out, the Protestant smallholding countries of Scandinavia
produced agrarian parties that further divided an already divided bour-
geois bloc. This facilitated the formation of the red-green (i.e., worker-
farmer) alliances that brought social democracy in the region to power. It
also made possible an autonomous agrarian contribution to welfare state
development, a distinctive feature of the Nordic cases.

As Rokkan (1970) and Katzenstein (1985) point out, these structural-
historical splits in the bourgeois bloc led to the development of propor-
tional representation, which in turn sustained the divided right. These
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small states also tended to produce weak or no bicameralism and weak or
no federalism. The reader will recognize these as features of constitu-
tional structure that we identified as facilitating reform, as they facilitate
the development of disciplined parties and provide few openings for spe-
cial interest groups to intervene and block reforms based on narrow po-
litical majorities.

Sweden

Turning from the Nordic commonalities to the distinctive features of each
country, we can begin by characterizing the singular features of Sweden.
Perhaps the most distinctive feature of Sweden is the character of busi-
ness. While Sweden shares with Finland and Norway a high degree of
concentration in the secondary sector and concentration on nonagricul-
tural exports, it differs in that industry, particularly export industry, has
been dominated by a small number of privately owned, internationalized,
oligopolistic firms since the very onset of industrialization. More quickly
than the other two countries, Sweden turned from export of raw materi-
als and semiprocessed goods from the forest industry and mining to ex-
port of capital goods and finished consumer products.

As we pointed out above, the common features of all four countries’
economies fostered high degrees of employer and union centralization
and union organization. In the Swedish case, the character of the business
sector encouraged the development of aggressive policies on the part of
the employers’ association (SAF) aimed first at defeating the nascent
union movement and then, when this failed, at limiting its political
influence and, finally, when this failed, at preserving private ownership
and employers’ prerogatives in the workplace and private sector direction
of the overall investment process.1

SOCIAL POLICY DEVELOPMENT

Before the system’s first turning point of the 1930s, when the red-green
compromises laid the first foundations for the postwar model in the
Nordic countries, one feature of Nordic social policy development be-
came apparent in Sweden: the strong role of farming interests.2 Farming
interests did not initiate social policy development. It was the rising labor
movement and the Bismarckian conservative and liberal reaction to it
that played that role. Rather, once the issue was on the agenda (in this
case, pensions), the political representatives of farmers pressed to ensure
that the reforms did not benefit wage earners alone but that their con-
stituency was covered, thus pressing for universal coverage. Thus the
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farming interests did make a contribution to the early development of
universalism. In addition, they pressed for tax financing rather than con-
tributory financing, thus lightening the contribution of their constituency
to the financing of the reform. Otherwise the alignments in Sweden were
hardly unusual: Liberal reformers initiated social legislation supported
by Social Democrats, who nevertheless criticized the reforms as not
sufficiently generous, and, belatedly, by a (declining) Bismarckian wing of
the Conservatives.

The 1930s were a watershed but more for the political alignments and
labor market compromises that laid the basis for the postwar model than
for the innovations in social and economic policy. In 1933, the “cow
trade” was consummated in which the Social Democrats agreed to agri-
cultural price supports in exchange for agrarian support for their em-
ployment programs. Much international attention has been devoted to
the modest Keynesian stimulative policy of the Social Democratic gov-
ernment. Though this policy was important for its break with economic
orthodoxy, which prescribed procyclical policy, the stimulative package
made at best a modest contribution to the reduction of unemployment
that did occur. More important for our purposes, the policy did not
prefigure postwar employment and growth policy in which the supply
side was more important than the demand side. The employment policy
did, however, prefigure a distinctive feature of unemployment policy and
economic policy, active measures to get workers back to work rather than
passive unemployment cash support. As Åmark (1998: 8) points out, this
policy, already labeled “the work policy” in Social Democratic rhetoric
was more “commodifying” than “decommodifying.”

The social policy positions and alignments that dominated politics un-
til the supplementary pension reform of the late 1950s, including the So-
cial Democratic “harvest time” of immediate postwar reforms, did
emerge in this period. Here we cannot go into the details of the develop-
ment of even the major legislative initiatives and must generalize at the
risk of oversimplification. With regard to transfers, the agrarians fol-
lowed their previous pattern: They were not the policy initiators, but once
a policy was initiated they sought to ensure that its structure was favor-
able to their primary constituency, family farmers. In the case of trans-
fers, this generally meant the Agrarian Party favored flat-rate, universal-
istic, tax-financed benefits—in a word, citizenship entitlements. Thus, we
agree with Baldwin (1990) that the Agrarians made a critical contribu-
tion to the development of Nordic social policy and that this contribution
has incorrectly been attributed to social democracy by other scholars.
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However, as the data in the last chapter indicate, it is incorrect to charac-
terize Nordic social transfer systems at the end of the Golden Age as “flat
rate, universalistic, and tax financed,” since an earnings-related tier with
a high income replacement rate and generous qualifying conditions are
also essential characteristics of these systems.

The position of the Social Democrats and LO, the allied central or-
ganization of blue-collar trade unions, on the major transfer programs
was more complex. The Social Democratic social minister, Gustav
Möller, favored uniform, flat-rate benefits and thus shared common
ground with the agrarians. Others favored combining citizenship benefits
with income-tested benefits either because they saw it as more just to con-
centrate benefits on the needy or because the savings would allow addi-
tional reforms in other areas. The common ground was that social policy
should offer all citizens sufficient financial support to keep them out of
poverty as a right—a decisive break with the poor law tradition in which
only the “deserving poor” were supported. This emphasis was clearly ar-
ticulated by Möller, then Social Democratic party spokesman for social
policy, at least as early as 1928 (Åmark 1998: 7–8). In part because of the
coalition with the Agrarians and in part because the Social Democrats
did not want to be upstaged by their bourgeois opponents, the flat-rate-
for-all line won out in the case of most of the “harvest time” reforms, not
only in the case of pensions but also child allowances. Thus the wide to
universal benefits side of the Swedish welfare state pattern was firmly es-
tablished by the end of the 1940s.

In addition to the two aforementioned positions on transfers, a seg-
ment of the labor movement—LO and above all the unions in the higher-
paid manufacturing unions—favored earnings-related benefits. Many
analysts have mistakenly assumed that this emerged on the Social Dem-
ocratic agenda first with the supplementary pension struggle as part of
the party’s effort to appeal to white-collar workers. In fact, this first
emerged in a dispute between the Social Democrats and their Agrarian
coalition partners on cost-of-living areas for pensions in the 1930s in
which LO and the Social Democrats favored higher benefits for urban
dwellers. It then emerged in the debate on sick pay during the harvest
time reforms. The then existing voluntary, but state-subsidized, sick pay
funds provided earnings-related benefits. The initial postwar legislation
provided for flat-rate benefits but was postponed twice and never imple-
mented, in part because LO favored earnings-related benefits, which the
1955 law eventually provided for. Finally, as we will see below, it was LO
that took the initiative on the issue of supplementary earnings-related
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pensions (ATP). While this is generally conceded, it is often forgotten that
LO’s position favoring earnings-related pensions had already emerged in
the late 1940s.

We return to the ATP issue below but it is worth underlining why LO
supported earnings-related benefits, as it is of some importance for the
future of the Nordic welfare states. Any flat-rate scheme could not, by its
nature, provide a very high income replacement rate for an average pro-
duction worker not to mention a well-paid skilled worker. Were such a
scheme to provide a high flat income replacement of, for example, 90 per-
cent of an average production worker’s wage in the case of sickness, in-
jury, unemployment, or retirement, it would actually result in raised re-
muneration for lower-paid workers thus creating highly perverse work
disincentives. Thus, an earnings-related scheme was necessary.

In the case of pensions, LO believed that it could never achieve equal-
ity with white-collar workers through negotiations. In LO’s view, only a
statutory, obligatory system would cover the needs of all workers. A vari-
ety of historical and comparative evidence indicates that LO was correct.3

First, at that point in time, fewer manual than nonmanual workers were
covered by supplementary schemes and their replacement rates were
lower (Classon 1986: 30 – 40). Moreover, even the proposal of the em-
ployers’ federation(SAF) for voluntary negotiated pensions was opposed
in internal discussion by textile and clothing employers who contended
they could not afford it, which casts some doubt on whether a generous
scheme could have emerged from negotiations (Söderpalm 1980). The
fact that when they did turn to negotiations for the third tier of pensions
in the 1970s, the benefits negotiated by LO (the STP scheme) were mark-
edly inferior to those in the scheme (ITP) negotiated by the white-collar
central organization, TCO, supports the view that blue-collar workers
would have difficulty in reaching parity (in relation to work income of
course) with white-collar workers via negotiations (Von Nordheim
Nielsen 1991; Ståhlberg 1990: 114). The comparative evidence also sup-
ports this contention: Blue-collar workers outside large capital-intensive
enterprises and the public sector rarely receive adequate retirement pen-
sions through negotiations. Finally, the comparative evidence surveyed in
chapter 4, above all the analysis of income of the aged by Kangas and
Palme (1993; also see Palme 1990), supports the contention that all alter-
natives to legislated schemes are considerably more inegalitarian. The
evidence and arguments cited here pertain to pensions but should, we
contend, apply with equal force to other transfer payments. Throughout
the postwar period, LO frequently resorted to legislation to extend cov-
erage to, increase benefit levels of, or reduce waiting days of blue-collar
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workers to make their entitlements similar to those already achieved by
white-collar workers through negotiations. At least beginning with the
equality debate of the late 1960s, LO argued for these increased entitle-
ments less from a point of view of the material deprivation of blue-collar
workers than from the principle of equality: manual workers ought not to
be treated differently.

To return to the topic of party and interest group alignments on trans-
fers in the pre-ATP period, the Liberals continued their interwar posture
of supporting social legislation. It has been argued that the big change
came on the part of the Conservatives, to whom Baldwin (1990) attrib-
utes a leading role in the development of citizenship pensions. In the in-
terwar period, the antistatist wing of the Conservatives had gained
ground vis-à-vis the Bismarckians; thus, the support for the more gener-
ous pension line as well as social policy innovations in 1946 – 47 that
emerged from the government’s harvest time package was a significant
change. However, it is also noteworthy that the Conservatives opposed
obligatory sickness insurance throughout this period (Elmér 1960: 125).
Moreover, the party, while supporting a given policy initiative, frequently
expressed concern over the cost of the entire range of policy initiatives
under consideration.

Officially, SAF followed a similar line. That is, in its official comments
on legislation under consideration by parliamentary commissions (remiss
statements), SAF frequently supported the specific policy while express-
ing concern over the cost of social welfare policies as a whole. On the ba-
sis of research in SAF archives opened to researchers decades later,
Söderpalm and Swenson argue that SAF’s remiss statements were partly
strategic but disagree almost completely on SAF’s preferred solution.
Söderpalm contends that SAF preferred no legislation whatsoever. On
the most general level, by this time, in the spirit of the Saltsjöbaden
agreement (see below), SAF and LO had agreed on the desirability of,
and cooperated in the promotion of, productivity growth. However, ac-
cording to Söderpalm (1980: 82), the employers preferred that this pro-
ductivity growth be taken out in the form of wage increases or price de-
creases. Social legislation made a flexible adaptation to production
demands difficult.4 This discrepancy between SAF’s public posture and
private preference is a good example of the disincentives created by
Swedish political institutions for minority interests to actively lobby for
their position. As Immergut (1992) points out in her study of health care
policy, since they have no possibility of blocking legislation, there is no
reason to expend political capital in opposing it.

Though Immergut notes that this behavior of interest groups is based
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on Social Democratic political dominance as well as Swedish political in-
stitutions, she appears to underestimate the former. SAF critiques and at-
tacks on the Social Democrats’ social policy were intense when it looked
as if the party was vulnerable, e.g., in the lead-up to the 1948 election on
the planning issue, but also on socializing medicine, after the 1956 elec-
tion, which produced a bourgeois majority in the second chamber. On a
more general level, as Söderpalm (1980: 121) notes, cooperation between
the government and industry was greatest in times of stable Social Dem-
ocratic rule, Söderpalm’s immediate case in point being the contrast be-
tween the early 1960s and the ATP struggle. This fits Korpi’s thesis that
the historic compromise (corporatism, etc.) was rooted in the labor
movement’s achieving a stable government position (“separating politi-
cal and economic power”). This would appear to be a powerful explana-
tion of SAF’s aggressive behavior in periods in which the Social Demo-
crats appear vulnerable (1932–36, 1946 – 48, 1956 – 60, 1976 on) and its
cooperative stance in other periods.

In contrast to Söderpalm, Swenson (1999, forthcoming) contends that
the SAF archives reveal that employers actually welcomed many of the
Social Democrats’ postwar reforms, among others the basic pension re-
form, the health care and sick pay reform, and the active labor market
policy. Swedish employers were faced with severe labor shortages after
the war and stiff foreign competition, which made wage restraint in the
export sector a necessity. Failing to convince the government to allow
greater importation of labor, SAF sought other ways of checking com-
petitive bidding of employers for labor. On the wage bargaining front,
this led to support for centralized bargaining and the solidaristic wage
policy. With regard to social benefits, legislated benefits would impose
equal costs on all employers, thus also taking benefits out of wage com-
petition. Thus, according to Swenson, SAF either supported the reforms
in the legislative process or accepted them after the fact.

Since we have not examined the SAF archives, we cannot mediate this
debate. Our hypothesis on the importance of Social Democratic gover-
nance in shaping Swedish welfare state outcomes does not require us to
challenge the assertions made in the previous paragraph. It does, how-
ever, require us to challenge Swenson’s (1999: 7) explicit assertion that
the correlations between labor political power and welfare state out-
comes shown in many quantitative studies are spurious, and his implicit
contention that the Swedish welfare state would have been no different
without the Social Democrats in power for long periods of time. Since our
challenge is based on counterfactual reasoning, we defer this discussion
until the conclusion of this chapter.
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The foregoing discussion considered only transfer payments and thus
exaggerates the consensus around the full range of social policy reforms
contained in the 1944 LO–Social Democratic program, known as the
“Postwar Program of the Labor Movement,” not to speak of the eco-
nomic policies contained in that document. Two points provoked heated
dispute. First, while supporting the concept of national health insurance
with universal coverage, the bourgeois parties united in opposition to the
Social Democrats’ plan to introduce a national health service along Brit-
ish lines. As a result the Social Democrats shelved this plan in the context
of their general retreat from the more radical features of the Postwar Pro-
gram, beginning with the 1948 election campaign. Second, the bourgeois
parties, particularly the Conservatives, were stridently opposed to the
tax policies proposed by the government, not only opposing tax in-
creases but also favoring tax reductions. Since they favored a reduction
of taxes, it is fair to ask how they planned to pay for the social reforms.
This question could be repeated in the case of many subsequent elections
in which the Conservatives promised to preserve existing social reforms
while cutting taxes.

In favoring tax cuts, the party was reflecting, and probably partly shap-
ing, the opinions of its voters. In response to a public opinion poll in Sep-
tember 1948, Conservative voters, when queried about “which two of the
following political tasks do you think are the most important for your
party to work for,” 41 percent responded “lower taxes” while any of four
social reforms listed garnered only 18 percent of votes (Stephens 1976:
225).5 The voters of the Agrarian Party and Liberals showed a similar pat-
tern while supporters of the two left parties showed the opposite pattern,
strong support for the reforms and weaker support for less taxes. In fact,
the dominant issues in the years leading up to the 1948 election were
taxes, economic management, and the Social Democrats’ plans for in-
creasing state intervention in the economy (Hadenius, Wieslander, and
Molin 1991: 75–77, 183 ff.). The bourgeois parties, had they won the 1948
election, would have had to violate their own election promises and their
voters’ wishes not to prioritize tax cuts over an increased pace of social
reforms.

In sum, we can say that, at the end of the first phase of postwar Swedish
social policy development (before the ATP struggle—circa 1955), the
Swedish welfare state already displayed some of the characteristic fea-
tures of the Nordic institutional model. It provided for citizenship
benefits and it was comprehensive, covering all core transfer and service
programs. However, though some benefits, notably sick pay, were earn-
ings related, replacement rates for even these programs were not high.
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Moreover, though the transfer programs other than unemployment were
state administered, the service side of the welfare state had yet to be
developed and a key service, health care, was still provided by private
deliverers.

The passage of ATP marks the beginning of the second phase of
Swedish welfare state development. Unlike the immediate postwar re-
forms, the positions of the parties and interest groups on this issue were
highly polarized. As we pointed out, LO was the driving force behind this
legislation. LO and the Social Democrats favored compulsory, earnings-
related, fully indexed, public pensions with a large public pension fund.
SAF, the Conservatives, and the Liberals favored voluntary pensions ne-
gotiated by the labor market partners. They were particularly adamant in
their opposition to the formation of large pension funds under public
control.6 Consistent with their previous line, the Agrarians favored large
increases in basic pensions along with state subsidies to voluntary sup-
plementary pensions.

Our emphasis on the origins of ATP in LO’s concerns is not meant to
indicate that the ATP struggle was not part of a new strategy on the part
of the Social Democrats to woo the rapidly growing strata of white-collar
workers and that this entailed abandoning the farmer-worker alliance.
Rather, we want to emphasize that the LO support for earnings-related
benefits was based on their perception of the material interests of their
members. One can see the strategic element in LO–Social Democratic
strategy in such concessions to TCO (the white-collar union central or-
ganization) such as cutting the contribution period for full benefits to
thirty years and making pensions dependent on the fifteen best earning
years. In the short run, this was only partially successful as TCO split on
the issue in the 1957 referendum and in the run-up to the 1958 election.
But after ATP was passed by the narrowest of margins (on the basis of an
abstention by a single Liberal member of parliament), TCO increasingly
came on board and the 1960 election campaign, which was still partly
fought on the pension issue, resulted in a big victory for the Social Dem-
ocrats in large part due to a breakthrough into the middle class.

This struggle marked a turning point in Swedish welfare state devel-
opment in several ways. First, it firmly established the earnings-re-
lated/high–replacement rate principle, and in the next two decades a
principal area of reform of transfer systems was increasing replacement
rates. Second, it marked the beginning of the “wage earner alliance”
strategy of the Social Democrats. Third, the outcome of the pension
struggle convinced the middle parties (the Liberals and the Agrarian—
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now Center—Party) that it was politically suicidal to appear to be op-
posed to social policy expansion. Thus, not only did they not oppose new
Social Democratic initiatives, they often “overbid” the Social Democrats
on selected policies during election campaigns. Fourth, in retrospect, it
marked the beginning of the service welfare state, though this appears to
be merely temporally coincident with the ATP outcome rather than a re-
sult of it. One big step in this direction was the “Seven Crown Reform”
of 1969, which essentially resulted in the introduction of a national health
service, this time with the support of the middle parties, in contrast to
their posture of two decades earlier. Health care is only one in a broad
range of social services in which the state entered, as public health, edu-
cation, and welfare employment greatly increased in the two decades fol-
lowing 1960, as we saw from the data presented in chapters 3 and 4. Fi-
nally, the inevitable result of this vigorous expansion of the welfare state
was an extremely high tax burden (see table 4.1). Income taxes were high
and very progressive, reaching an 83 percent marginal rate in the highest
brackets, and indirect taxes were also among the highest in the advanced
capitalist world.

To complete the story of the creation of the social democratic welfare
state, one must add a third—a feminist, or gender relations—stage to this
chronology of Swedish welfare state development, though this stage ac-
companied the second phase rather than replaced it. As we pointed out
in chapters 3 and 4, this stage is also the phase of expansion of social ser-
vices mentioned in the previous paragraph. Consistent with the data
analysis and discussion in these chapters, this third stage can be dated as
beginning roughly in 1960, at which point the Nordic welfare states were
not distinctive in terms of the size of public social service employment or,
other than in Finland, in the level of women’s labor force participation.
Indeed, in the late 1940s and early 1950s, labor force participation of mar-
ried women in Norway and Sweden was among the lowest in Europe
(Leira 1993). The quantitative analysis showed that rising women’s labor
force participation and social democratic government were associated
with an expansion of public funding and delivery of social services. In ad-
dition, the combination of social democratic government and high levels
of women’s labor force participation was conducive to high levels of so-
cial service employment.

Here, based on recent literature on the role of women’s movements in
shaping the Swedish welfare state (e.g., see Bergqvist 1998; Hobson and
Lindholm 1997; Hinnfors 1992, 1999; Jenson and Mahon 1993; Leira
1993; Lewis and Åström 1992; Sörensen 1999) and our own comparative
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historical research, we can elaborate on the dynamics of these processes
for the most thoroughly researched case of the effect of women’s move-
ments on social policy. With some modification, similar processes oc-
curred in the other Nordic countries. Unlike the northern Continental
countries (which welcomed “guest workers”), due in part to the influence
of the strong union movements, Sweden limited recruitment of non-
Nordic foreign labor, which provided greater job opportunities for
women in the private sector (Jenson and Mahon 1993: 87). The entry of
women into the labor force helped stimulate the “sex role debate,” in
which feminists argued for equal access to the labor market for women,
a higher value to be put on caring work, and a more equal division of la-
bor in the household (Dahlström 1967). This debate about gender equal-
ity had an important impact on Social Democratic ideology and resulted
in the incorporation of gender equality as a goal in the LO–Social Dem-
ocratic common “Increased Equality” program of 1969 (LO-SAP 1969).
This goal manifested itself in an explicit commitment among Social Dem-
ocrats to a dual-earner household model, and government policy began
to promote this goal, beginning with the transition to separate taxation in
1971 (Lewis 1992; Lewis and Åström 1992).7 The growth of women’s la-
bor force participation stimulated demands by women for the expansion
of day care and other social services, which, along with Social Democratic
governance, helped fuel the expansion of the public social service sector.
These public social service jobs were filled very disproportionately by
women, so this in turn stimulated a further expansion of women’s labor
force participation.

As a consequence, by the mid-1970s, all four Nordic countries were
already characterized both by high levels of women’s labor force par-
ticipation and by high levels of public health, education, and welfare
employment. This feedback cycle between left-union strength, women’s
labor force participation, women’s mobilization, and public service em-
ployment continued to the late 1980s, when the employment crisis hit
Sweden, Finland, and, to a lesser extent, Norway. Indeed, it is fair to say
that the main area of welfare state innovation in all four Nordic coun-
tries in the 1970s and 1980s was in policies enabling women to enter the
labor force, not only through services such as day care, but also through
transfers, such as increased duration of and replacement rates for ma-
ternity leave, parental leave for fathers, and sick pay for parents with ill
children.8

Politically, one result of this was a change in the political alignments of
women. In the early postwar period, Nordic women displayed a greater
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tendency to vote for the right than men, though not to the degree of
women in Catholic Europe. By the mid-1970s, this gender gap had disap-
peared (Stephens 1976). By the early 1990s, the reverse gender gap had
emerged in Scandinavia, with women being more likely to vote for the
parties of the left and more likely to support expansion of the welfare
state than men (Oskarson 1992; Valen 1992; Svallfors 1992).

THE DEVELOPMENT OF ECONOMIC POLICY AND

THE PRODUCTION REGIME

To outline the development of the economic policy underpinning the
Swedish production regime in the Golden Age, we have to return briefly
to the 1930s for the institutional foundation of later policy.9 After the re-
election of the Social Democrats in 1936 for a second term, SAF aban-
doned its attempt to defeat the labor movement and entered into negoti-
ations with LO, resulting in the Saltsjöbaden agreement of 1938. Korpi
(1983: 47– 48) characterizes the long-term effects of this “historic com-
promise” as an agreement by both parties to cooperate in creating eco-
nomic growth—the labor movement would receive greater influence over
the results of production—and employers would retain the right to con-
trol the productive process and the direction of investment. The cooper-
ative arrangement paved the way for labor peace and later for the cen-
tralization of collective bargaining at the national level: in other words, to
the development of corporatism in Sweden.10

The Postwar Program contained elements of more ambitious planning
that would have moved Sweden closer to the more statist direction of in-
vestment characteristic of Norway and Finland. Such a move was cut
short by the Social Democratic retreat in the postwar “planning debate.”
The difference in outcome, we contend, was certainly due partly to the
differences in the character of national capital in the three countries. As
a result the Swedish version of the Nordic supply-side model focused on
labor supply, influencing investment only indirectly.

The contours of this policy emerged in the famous Rehn-Meidner
model, named for the two LO economists who developed it (Meidner and
Öhman 1972; Pontusson 1992b: 57–96). The model called for LO to de-
mand equal pay for equal work across the economy, the so-called soli-
daristic wage policy. This wage policy would force labor-intensive, low-
productivity enterprises to rationalize or go out of business. The displaced
labor would then be moved to high-productivity sectors through the ac-
tive labor market policy. Wages in high-productivity, often export-ori-
ented, sectors would be restrained to facilitate international competition.
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The active labor market policy, by reducing structural unemployment,
would further facilitate wage restraint and thus reduce the trade-off be-
tween unemployment and inflation, moving the Phillips curve down and
to the left.

Restrictive economic policy should be pursued in order to facilitate
wage restraint. In the face of restrictive macroeconomic policy, full em-
ployment would be achieved through the active labor market policy and
other selective measures and loans at low interest rates from public sav-
ings such as pension funds. State controls in currency and credit markets
facilitated macroeconomic adjustment and low real interest rates. Ac-
ceptable distributive outcomes for labor were achieved by tight fiscal
policy, which dampened domestic demand and thus profit levels11 and by
expansion of transfer payments and free or subsidized public goods and
services. Given modest profit levels, levels of business investment ade-
quate for economic growth were to be achieved through the low-interest-
rate loans from public savings. The tax regime also heavily favored in-
vestment over distribution of profits. The most celebrated feature of the
corporate taxation was the countercylical investment funds established in
1955, in which firms could deposit 46 percent of their profits tax free and
could later draw on them during economic downturns or after a five-year
waiting period (Pontusson 1992b: 69 ff.).

Note that the role of the funds was to increase the volume of invest-
ment, not to influence where it was invested. Contrary to the fears of
business, the pension funds developed in the same way: Initially, they
were invested in the housing market, but even when the so-called fourth
supplementary pension fund was instituted for investment in the stock
market, it was invested passively. As it was originally envisioned, the “ac-
tive industrial policy” initiated in the late 1970s would attempt to steer
the direction of investment, but as it developed it did not play this role
(Pontusson 1992b: 127– 60; Benner 1997: 109–29). Nonetheless, judged
from the standpoint of producing moderate profits and high levels of
reinvestment, which were social democracy’s goals, the policies have to
be judged to be relatively successful, as one can see from table 5.1.

Table 5.1 suggests that investment promotion policies in Sweden and
in the other Nordic countries and Austria were highly effective in pro-
moting domestic investment. The investment performance of our cases
becomes even more impressive if one takes into account the compara-
tively low levels of profits as indicated by the operating surplus as a per-
centage of national income in these countries.12 To gauge the propensity
to invest at a given level of profits we have calculated the ratio of gross
fixed capital formation to operating surplus. As table 5.1 demonstrates,
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Sweden, Norway, and Finland, along with Austria, were consistently
among the top performers in this reinvestment ratio.13

As we mentioned above, the demand side to this essentially supply-
side model was taken care of in part by growth in demand for Swedish ex-
port products in the rapidly growing capitalist core economies. The growth

Table 5.1 Investment, Profits, and Reinvestment Ratios

Gross Fixed Capital Operating Surplus Ratio of Gross 
Formation as as Percentage of Fixed Capital Formation

Percentage of GDP National Income to Net Operating Surplus

1960– 1974– 1980– 1960– 1974– 1980– 1960– 1974 – 1980 –
1973 1979 1989 1973 1979 1989 1973 1979 1989

Social democratic welfare states
Sweden 23 21 19 21 15 17 1.12 1.39 1.14
Norway 28 33 25 27 20 27 1.08 1.72 .94
Denmark 24 22 17 30 24 24 .81 .91 .73
Finland 25 27 24 32 24 22 .80 1.13 1.11

Mean 25.3 25.7 21.3 27.5 20.9 22.5 .95 1.29 .98

Christian democratic welfare states
Austria 27 26 24 30 23 24 .89 1.13 1.01

Belgium 22 22 18 34 25 29 .65 .89 .63
Netherlands 24 21 20 32 25 29 .75 .82 .68
Germany 25 21 21 30 23 23 .85 .90 .89

France 24 24 20 32 25 24 .74 .96 .87
Italy 25 24 21 41 38 40 .60 .64 .52
Switzerland 28 23 25 31 25 23 .92 .90 1.08

Mean 24.8 23.0 21.3 32.9 26.4 27.4 .77 .89 .81

Liberal welfare states
Canada 22 24 21 26 25 26 .84 .93 .83
Ireland 20 26 20 31 29 33 .68 .90 .64
U.K. 18 19 17 21 18 20 .84 1.10 .86
U.S.A. 18 19 17 25 22 21 .72 .86 .81

Mean 19.4 21.9 18.8 25.7 23.5 25.0 .77 1.01 .79

Australia 25 24 23 31 24 27 .81 .99 .88

Japan 33 32 30 43 31 28 .73 .98 1.06

Grand mean 24.1 23.9 21.3 30.4 24.6 25.7 .81 1.01 .86

Data source: Duane Swank from OECD.



of the economy was, of course, essential for the expansion of the wel-
fare state that occurred in this period. An expanding pie made it easier to
expand the welfare state share. At least as important was the pattern of
employment production that was generated by the welfare state and pro-
duction regime. Low levels of unemployment and high levels of labor
force participation meant that high proportions of the total population
were working and thus supporting the welfare state with taxes and con-
tributions and lower proportions (in relative terms) were entirely de-
pendent on it. Thus, the same level of entitlements in Sweden and else-
where in Scandinavia was much less costly than it would have been had
these countries had the labor force participation rates of the Continental
European countries, not to mention the unemployment levels that some
of them suffered beginning in the mid-1970s.

The production regime and the welfare state regime established by the
mid-1950s in Sweden provided clear “incentives and constraints,” in Sos-
kice’s apt terminology. The universalistic welfare state and the unions’
wage policy constrained Swedish business not to compete on the basis of
wage costs, as it saddled them with relatively high wage costs compared
to their international competitors. Thus, the system constrained employ-
ers to raise labor productivity in their efforts to keep relative unit labor
costs in line. The Rehn-Meidner model also provided incentives for em-
ployers. The most obvious is the active labor market policy’s publicly
funded labor training and worker relocation policy. The model was also
predicated on the notion that workers did not enjoy job security in a
specific firm; employers should be allowed to shed labor in order to reap
the benefits of productivity enhancements. As a result, Swedish employ-
ers had much more flexibility in adjusting workforce size than did em-
ployers in many countries in Continental Europe due to legislation, as
well as in Britain and even the United States in sectors in which unions
were strong. The cheap credit policies and the channeling of credit to
businesses also had obvious appeal to employers.

Our overview is not meant to indicate that employers were simply on
the receiving end of policies developed by the unions and the Social
Democratic– led government. As Swenson (1999, forthcoming) points
out, export-oriented employers, who dominated SAF, supported the ba-
sic parameters of the wage policy because it promised to control wage
inflation transmitted from the sheltered sector. And though they were
concerned about the total costs of the social policy reforms, the univer-
salistic feature of the policy took the “social wage” out of wage competi-
tion also. We have seen that employers did oppose the Social Demo-
cratic supplementary pension plan, though primarily due to fears that
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the government might use the public pension funds called for by the leg-
islation to steer investment. With regard to the (social) wage cost issue,
more telling here were the internal divisions in SAF as the clothing and
textile employers opposed even SAF’s own proposal for voluntarily ne-
gotiated supplementary pensions as they contended that they could not
afford it (Söderpalm 1980). Thus, while a universalistic and generous wel-
fare state might not have been the first choice of employers, due to the
structure of Swedish business, it was an acceptable alternative.

Moreover, the policy pattern determined by the interplay of the
unions, Social Democratic government, and employers further accentu-
ated a central historical characteristic of Swedish industrial structure, the
dominance of a small number of privately owned, internationalized and
internationally competitive, oligopolistic firms. This should be obvious
from our discussion of the solidaristic wage policy and universalistic so-
cial policy. These provided a hostile environment for small, generally
low-productivity, low-wage firms and a highly favorable one for large
high-productivity firms. The countercyclical investment fund policy had
a similar effect. This policy had the effect of locking investment into ex-
isting profitable enterprises thus further accentuating the characteristic
feature of Swedish business structure.

Norway

Though, as we saw above, the Norwegian welfare state pattern is closest
to the Swedish, its historical path to that end point is somewhat differ-
ent.14 That difference in historical trajectory and the differences in the
production regime are due to differences in the social and economic
structure. Norway lacked the internationalized, large-scale haute bour-
geoisie that characterized Sweden. Relatedly, the unions in the large in-
dustrial establishments, especially in the export-oriented sector, were
less dominant in LO and yet less dominant in the Social Democratic
party. The peripheral “small folk” of fishermen, small farmers, primary
sector workers, and workers in small work units carried more weight in
the Norwegian party than in its Swedish sister party (Rokkan 1967).

As in Sweden, the advent of Labor to a stable governing position dur-
ing the depression was accompanied by and in part based on a similar
agreement with the Agrarian Party and followed by a union-employers
compromise between the Norwegian LO and the employers’ federation,
NAF. When the Labor party took office in 1935, the Norwegian welfare
state was underdeveloped in comparative terms. In terms of average
coverage in four insurance schemes, Norway ranked second to last
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among twelve western European countries, followed only by Finland.
By 1940, it ranked among the leaders (Flora and Alber 1981). This would
appear to indicate that Labor took the leading role in welfare state de-
velopment, and while this is not inaccurate, the social legislation was also
supported not only by the Agrarian Party but also by most of the rest of
the bourgeois opposition.

Postwar development followed this same pattern. During the war, LO
published a program calling for a comprehensive, coordinated, and uni-
versalistic social security scheme, but also declared that implementation
of the scheme was dependent on full employment and economic growth.
This document prefigured the 1945 “Joint Program” signed by all of the
major parties. Reform work over the next two decades followed this early
consensus. To be sure, there were differences among the parties but this
was a matter of emphasis. For example, as in the Swedish case, the Agrar-
ians pressed for the early introduction of citizenship pensions and elimi-
nation of income testing while the Labor Party, though in principle fa-
voring these changes, prioritized the introduction of other reforms such
as sickness insurance.

As in Sweden, the demand for earnings-related pensions originated in
LO’s ambitions to achieve pension rights for wage earners equal to those
of white-collar workers and civil servants and not in Labor’s ambition to
gain political support from the middle class (Åmark 1998: 20; West Ped-
ersen 1990: 140). LO had hoped to solve the question through negotia-
tion, in part because, in the late 1950s, the bitter pension struggle in Swe-
den made it appear that the legislative path would be risky and in part
because LO hoped to attract members by excluding the unorganized
from the pension system, something that the employers were unwilling to
go along with. A negotiated solution would have excluded farmers,
fishermen, and other self-employed persons, as well as low-paid white-
collar workers, which is why the Agrarian Party demanded legislation.
The Labor Party switched to this position, and LO supported the change
in tactics. The outcome of the Swedish supplementary pension struggle
strengthened the consensual nature of the reform. The remaining bour-
geois parties were determined not to be divided and politically defeated
as in Sweden and thus supported statutory supplementary pensions. The
Conservatives and NAF opposed large pension funds under government
control while NAF opposed high replacement rates because of their eco-
nomic costs. At a point when relative consensus had been achieved, the
bourgeois parties won the 1965 elections and were in a position to pass
their version of the bill. It provided for a larger increase in basic pen-
sions (a concession to farmers), a lower replacement rate in the earnings-
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related scheme (45 percent rather than 50 percent) and much smaller
pension funds than the Labor-LO proposal (both concessions to NAF
and the Conservatives).

In accounting for relative consensus around an extensive program of
welfare policy, certainly one explanation is the hegemonic weakness of
Norwegian capital.15 The hegemonic, and economic, weakness of Norwe-
gian capital is yet more important in accounting for the trajectory of eco-
nomic policy as compared to Sweden. At a time when the idea of eco-
nomic planning was under intense attack by SAF and the bourgeois
parties in Sweden, the bourgeois parties accepted state leadership in eco-
nomic planning in Norway. In large part, this reflected the objective real-
ity that it would be difficult for Norwegian business to mobilize the capi-
tal necessary for an ambitious program of industrialization and structural
transformation and in part their weaker ability to oppose such a program
had they wanted to. The Norwegian model was characterized by direct in-
tervention of the state through active industrial policy, low interest rates
and channeling of credit to industry facilitated by extensive state owner-
ship of industry and of banks, and tripartite wage bargaining in which the
state (unlike in Sweden) played an active and not just facilitative role. The
credit policies of the government were sufficiently important for the
growth and employment policies that Mjøset (1986: 121) has character-
ized the Norwegian model as “credit socialism.”

Active labor market policy was less central to the Norwegian model.
One reason for this was the possibility of direct intervention to support
employment in declining areas. Thus, Norwegian policy has always had a
strong regional policy element to it, by sharp contrast to the Rehn-Meid-
ner model, which hastened the decline of peripheral regions to such an
extent that it stimulated policies in the 1970s to counteract these effects.
Norwegian policy in this area also reflects the greater political clout of the
periphery in Norwegian politics in general and, as noted above, within
the Labor Party in particular. As a result, the industrial policies and the
industries created by them face greater microefficiency problems than in
the Swedish case.

This configuration also helps explain why Norwegian policy is less
post–Fordist family, less profeminist than in the other Nordic cases.
While, as a result of 1993 reforms, maternity leave is second in generos-
ity only to Sweden, Norway lags far behind the other Nordic countries in
public day care provisions and other policies that facilitate women’s entry
into the workforce (Leira 1993; Sörensen 1999; also see table 4.1 herein).
Women’s labor force participation, though high by international stan-
dards, was considerably lower than the other Nordic countries until the
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late 1980s and remains lower than Denmark and Sweden despite the fact
that unemployment rates have been the lowest in the four countries in the
1990s (see table 5.2, pp. 136 –37). The lower level of development of ac-
tive labor market policy and day care provisions and related policies have
certainly contributed to this outcome. These have in turn been linked to
ideological-attitudinal differences: the greater influence of Christian con-
fessional forces (Leira 1993), influence of the more traditionally familis-
tic periphery in the base of the Labor Party (Von Nordheim Nielsen 1989:
33), and weakness and divisions in women’s organizations (Sörensen
1999). We would contend that the character of Norwegian capital has
contributed indirectly to the outcome by making possible the strong
regional policy and thus protection of peripheral employment and by
weakening the push to active labor market policy.

Finland

Finland deviates from the Nordic pattern in a number of ways that have
affected the development of its welfare state and production regime. It
lagged far behind in level of economic development as of the end of the
war: for example, in 1950, 46 percent of the economically active popula-
tion was involved in agriculture, a figure more similar to those of Hun-
gary (54 percent) and Poland (57 percent) than of the other Nordic coun-
tries, where agriculture accounted for no more than 26 percent of the
labor force in that year (Alestalo 1986: 26). As a result of the Finnish Civil
War, the left was divided between Social Democratic and Communist
Parties of approximately equal strength. In the initial postwar decades,
the union movement was similarly divided and the Social Democrats suf-
fered from internal splits. As a result the Agrarian Party, which was situ-
ated in the middle of the political spectrum, was in a position to exert a
major influence on legislative outcomes. Finnish constitutional provi-
sions indirectly reinforced the influence of the Agrarians. One third of
members of parliament could table bills to the next session, thus increas-
ing the effective size of the parliamentary majority needed to pass a bill
and making the centrist Agrarians an essential part of most political
coalitions. In addition, the Finnish system is semipresidential and the
long presidency of Agrarian Urho Kekkonen certainly increased the
party’s influence.

Finnish economic and political development to the mid-1980s can be
divided into two distinct phases (Alestalo and Uusitalo 1986; Andersson,
Kosonen, and Vartiainen 1993).16 The first phase stretches from the

134 Chapter Five



late 1940s to the mid-1960s. Politically, this period is characterized by
a divided left and split unions and Agrarian dominance. Economically, it
is a period of state-led industrialization based on export of wood and
wood products. If anything, the state was more involved in the industri-
alization process than in Norway, with the state not only promoting and
subsidizing industrial diversification but also directly owning and creating
new industrial concerns. As in Norway and Sweden, the state used low in-
terest rates and channeling of credit to industrial users to spur industrial
transformation. In order to create public savings the model was fiscally
very conservative, running consistent surpluses. Unlike labor in Norway
and Sweden, labor in Finland was largely excluded from the planning
process in this period; it is a case of what Lehmbruch (1984) calls “con-
certation without labor,” bearing similarities to Japan and East Asian
NICs (Vartiainen 1997).

In part because of the exclusion of labor, Finnish macroeconomic poli-
cies were procyclical. With competitiveness of the export sector as prac-
tically the sole goal, the government reacted with contractionary policies
in recessions. As profits in the export sector increased during expansion-
ary periods, workers moved to capture a share of the profits through
strikes. Along with low interest rates that stimulated the economy, this
eventually led to inflation and an erosion of competitiveness; the govern-
ment responded with devaluation. Thus, in contrast to the other Nordic
countries, Finnish development is characterized by frequent devaluations
and high strike rates.

In this first period, Finland was a clear laggard among the Nordic
countries with respect to welfare state development. With the pressure of
backwardness and its sensitive international situation, national energy
was focused on economic development. Even during the center-left pop-
ular front government of the immediate postwar years, which included
the Communists, few social policy innovations were passed, in sharp con-
trast to similar governments in Italy and France or the Social Democratic
governments in Sweden, Norway, or Britain in this period. The domi-
nance of the Agrarians and the weakness of the left also help explain this
laggard position. It is significant that the one important piece of legisla-
tion passed in this period, the basic pension act of 1956, followed Agrar-
ian preferences not only in that it provided for citizenship pensions (com-
bined with an income-tested supplement) but also because pensions were
prioritized over reforms of greater interest to organized labor and the
Social Democrats.

Nonetheless, enduring political alignments on social legislation did
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emerge in this period. On transfers, the Agrarians followed the pattern
of their Nordic sister parties favoring universal entitlements and ade-
quate minimums. As in Sweden, their position was reactive not proactive;
once activity on a piece of social legislation was initiated, they intervened
to shape the final legislation in the interests of their family farming con-
stituency as far as possible (Kangas 1991: 155). The differences in the par-
ties of the left reflected their constituencies. With a social and economic
structure most like Norway’s, the peripheral element of the left vote fell
to the Communists, who also garnered a portion of the industrial wage
earner vote, the bulk of which accrued to the Social Democrats. As a re-
sult, the Social Democrats generally supported high replacement rates,
while the Communists supported both high replacement rates and uni-
versal entitlements and adequate minimums. The Conservatives gener-
ally acted as “brakemen” on welfare state development (Alestalo and
Uusitalo 1986).

The mid-1960s mark a system shift in the Finnish welfare state and
production regime strongly in the direction of the Swedish and Norwe-
gian regimes. The 1966 election resulted in a left majority in parliament
and ushered in a period of Social Democratic rule in cooperation with the
Communists and/or Agrarians. In the same period, divisions in the trade
union movement were overcome and union membership began to in-
crease from about 40 percent of the labor force in the mid-1960s to twice
that figure two decades later. As a result, the Finnish regime moved from
concertation without labor to tripartite corporatism with the agreement
on the comprehensive incomes policy in 1968, the first of its kind in Fin-
land, symbolically marking the transition. In this same period, economic
policy shifted to an emphasis on diversification of large industrial firms,
both state and private; manufacturing exports; and increasing exports to
Sweden and the Soviet Union, the latter of which accounted for 19.4 per-
cent of Finnish exports by 1980 (Andersson, Kosonen, and Vartiainen
1993: 10). In the following two decades, Finland also continued its im-
pressive growth record, effectively catching up with its Nordic neighbors
(see table A.11). The figures in table 5.1 demonstrate that this transition
in the Finnish production regime was accompanied by a parallel transi-
tion from one of the lowest reinvestment ratios during the Golden Age
to one of the highest in the following two decades.

The social policy outcome followed a similar pattern: Enabled by the
new affluence, the center-left political alignment carried out a series of
social reforms over two decades, extending into the period of slowdown
or retrenchment in the other three Nordic countries, in which the Finnish
welfare state caught up with its neighbors. The political alignments, as
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outlined above, are similar with similar results, as we saw in the previous
chapters. There are, of course, many nuances, some idiosyncratic and
some due to the differing strength of the political coalitions at different
times and to the relative lateness of Finnish development. In addition, so-
cial legislation in Finland was much more frequently the subject of ex-
plicit corporatist deals in which the unions traded wage restraint for so-
cial policy concessions, though even there it was primarily to modify and
improve existing programs rather than institute new ones (Alestalo and
Uusitalo 1986: 258– 60).

One of these systematic differences is worth mentioning: Despite the
fact that the Finnish production regime, along with the Norwegian, is the
most statist in Scandinavia, the welfare state regime is the least statist.
The development of pension legislation illustrates why this was so (Kan-
gas 1988; Salminen 1993). The development of the basic pension plan was
dominated by the Agrarians and involved the founding of the National
Pension Institute to administer the plan and the folding of previous pen-
sion funds into the new national plan. Since these funds had been devel-
oped via contributions from employers and employees, the Social Dem-
ocrats, the trade unions, and employers felt with some justification that
this amounted to a massive subsidy from wage earners and employers to
the rural population. In addition, the Pension Institute was dominated by
Agrarians, including the chief officer, who was a former chairman of the
party. Thus, the Social Democrats and trade unions viewed with consid-
erable suspicion proposals by the Agrarians to have supplementary pen-
sions administered by the institute. In the wake of the defeat of Swedish
bourgeois parties and SAF in the ATP struggle, SAF advised its Finnish
counterpart not to oppose compulsory legislated supplementary pen-
sions and to focus its efforts on avoiding state pension funds and main-
taining private pension funds that could be drawn on as a source of risk
capital. This laid the basis for a common front against the Agrarian Party
for statutory, compulsory, earnings-related pensions with private admin-
istration. Similarly, the first week of sick pay, passed in 1970, is statutory
and compulsory but is an employer mandate and thus avoids state ad-
ministration and is not part of the state budget. Government employment
follows this pattern; though above the European average, it is well below
the level in other Nordic countries (see table 4.1).

With regard to income-related benefits, we underline once more for
the case of Finland that the main pressure group for statutory earnings-
related benefits was the industrial workers unions. As in Sweden, it was
their assessment that all nonstatutory alternatives would leave them with
benefits inferior to those of other groups.
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As of 1960, Finland had by far the highest women’s labor force partici-
pation rate among all advanced industrial democracies, with two thirds of
women in the age group 15– 64 working (table 5.2). By 1980 this rate had
increased to over 70 percent and was comparable to that of Denmark and
just slightly below that of Sweden. Moreover, Finland had the highest
full-time women’s labor force participation rate, with only 10 percent of
women working part-time (Gornick 1999: 220 –21). Perhaps surprisingly,
given the persistence of a large agrarian sector well into the post–World
War II period, Finland also had the highest proportion of women college
students among advanced industrial democracies as of 1960, and re-
mained the fifth highest in 1981 (Norris 1987: 86). Early in the post–
World War II period women rose into leadership positions in the left-
wing parties, followed by women in the center parties (Lovenduski 1986:
152–53). This combination of high women’s labor force participation, ed-
ucation, and participation as leaders in political parties accounts for Fin-
land’s leading position in the mid-1960s in terms of women’s representa-
tion in parliament, with 15 percent of members of parliament being
women. Finland retained the leadership position into the 1980s, with 31
percent of members of parliament being women in 1984 (Lovenduski
1986: 152–53).

The high levels of women’s mobilization and political representation,
in combination with Social Democratic incumbency, translated into a
leadership role in gender-egalitarian social policy development as well.
In 1975 Finland already had the longest paid maternity leave (thirty-five
weeks), though at a comparatively low replacement rate, and by 1985 ma-
ternity leave had been extended to fifty-two weeks at an 80 percent re-
placement rate, more generous than Sweden with a 70 percent replace-
ment rate for the same duration (Gauthier 1996: 174). Both mothers and
fathers enjoyed longer leaves in the early 1980s than their counterparts in
Sweden and Denmark (Sainsbury 1999b: 183–84). By the 1990s, Finland
along with Sweden and Denmark had developed the best care facilities
for the elderly and for children.

Denmark

Danish industrial structure and economy differ from those of the other
Nordic countries, which goes far in explaining why the Danish welfare
state and production regimes, specifically the employment and growth
policies, are different. Denmark’s only natural resource is fertile soil, thus
agricultural products, above all processed foods from the dairy and ani-
mal husbandry branches, dominated exports until the 1960s. Though
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Denmark like the rest of Scandinavia lacked Junker-style large estates,
landholding was more differentiated, creating a division of political in-
terests in the countryside. In sharp contrast to, above all, Sweden, indus-
try was traditionally small scale and craft oriented. Even after the “sec-
ond industrial revolution” beginning in the late 1950s, small-scale
manufacturing dominated the new niche-oriented manufacturing export
industries. Moreover, Denmark lacked the finance-industry linkages
achieved via the concentrated industrial-financial conglomerates in Swe-
den or via the state in Norway and Finland.

As a consequence, agrarian interests were stronger and the left
weaker in Denmark than in Sweden or Norway. Moreover, agrarian in-
terests were split into two parties, the Liberals and Radicals, represent-
ing in large part the divide between large and small farming. The Liber-
als’ stance on social and economic policy was closer to the Conservatives
while the Radicals were similar to, if a bit more reformist than, their sis-
ter agrarian parties in the other Scandinavian societies. As a result of
the industrial structure, craft unions carried more weight in the Danish
LO and there was a separate union for unskilled workers within LO.
Thus, the union movement was more decentralized, more diverse in its
interests, and not dominated by the industrial unions in the export sector
as in the other Nordic countries. The net result of this economic and in-
dustrial structure for Social Democracy was that not only was it weaker
than in Norway and Sweden, the interests of its political base were more
diverse.17

Given the Social Democrats’ weakness and need for bourgeois coali-
tion partners, it is not surprising that their postwar statist planning initia-
tive went nowhere (Esping-Andersen 1985: 206). But neither did a more
modest Swedish-style supply-side policy encouraging industrial develop-
ment and structural rationalization emerge. The petty bourgeois charac-
ter of both the rural and urban sectors and the lack of finance-industry
ties militated against it as did the character of the union movement. In
Sweden, such a policy was based on the hegemony of export-oriented
manufacturers among the employers and industrial unions in the export
sector and on a high degree of centralization on both sides, all of which
were lacking in Denmark. In sharp contrast to the other Nordic coun-
tries, Danish financial markets were strongly integrated with interna-
tional credit markets in the Golden Age and thus interest rates were
higherthanintheothercountries(Mjøset1986).Withnolong-termsupply-
side policies, government efforts to combat unemployment were predomi-
nantly short-term Keynesian demand management measures that fueled
inflation thus threatening the balance of payments and consequently
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leading to contractionary measures, the “stop-go” cycle familiar to stu-
dents of British political economy (Esping-Andersen 1985: 207).18

These same economic and political characteristics strongly influenced
the social policy outcome. Except for short periods, the Social Democrats
could not dispense with the coalition with the agrarian Radicals. Up to
1967, when the coalition broke up and the Radicals moved to the right,
the Radicals were the most important partner for the Social Democrats
in shaping the Danish welfare state. As in Sweden, the Social Democrats
were the driving force behind the expansion of the welfare state, and the
Radicals pushed for the interests of their small-farming base, which lay in
universalistic, flat-rate, tax-financed benefits (Petersen 1998: 148– 49). In
another parallel, the Social Democrats were divided in the early post–
World War II period on the question of a universalistic pension, with a
strong current of opinion holding that funds were needed more urgently
for other social policy reforms. However, by 1952 the party had adopted
a universal pension as a central goal, and by 1956 combined pressure
from the Social Democrats and the Radicals resulted in legislation that
introduced a universal pension with a combination of flat-rate and earn-
ings-related benefits, the latter declining with rising incomes (Petersen
1998: 83, 139– 40, 147– 48). Just a few years later, though, rising incomes
led to a loss of these earnings-related benefits even for blue-collar work-
ers, and the pension issue was on the table again. In 1960, the unions
asked for a supplementary pension scheme in collective negotiations
but employers refused. Instead, the Social Democratic–Radical govern-
ment spearheaded legislation for a labor market supplementary pension
that increased with years of work but not income, for all wage and salary
earners (except for civil servants), to be paid by employer (two-thirds)
and employee (one-third) contributions and invested through a central
fund; this legislation passed in 1964. This scheme was viewed by the
government as a step toward a more encompassing and earnings-related
one, following the Swedish model, but that model was strongly opposed
by employers and bourgeois parties because of employer contributions
and the collective pension fund. Ultimately, efforts to install such a sys-
tem failed because of the collapse of the Social Democratic– led govern-
ment in early 1968 and the refusal of the successor bourgeois government
to pursue the proposal (Petersen 1998: 217–21). The development of
earnings-related supplementary pensions stalled until the late 1980s (see
chapter 7).

Replacement rates for other transfer payments also fall rapidly as one
moves above the income level of the average production worker. The char-
acter of the Social Democrats’ union base contributed to this pattern.
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The industrial unions, especially in the export sector, which were the
main promoters of earnings-related benefits in Sweden and Finland, were
weak, and the skilled and unskilled workers were divided in their inter-
ests. Thus, for example, the Danish LO, in sharp contrast to its Swedish
and Norwegian counterparts, was ambivalent about earnings-related sup-
plementary pensions with the unskilled workers favoring increased flat-
rate benefits and the skilled workers favoring wage increases rather than
increased pension benefits (Salminen 1993: 275–76). The petty bourgeois
character of Danish employers is one reason, probably the main reason,
why, in contrast to the other Nordic countries, employers’ contributions
to social security financing are very low and tax financing very high. That
is, these employers are more worried about direct wage costs than their
counterparts in other Nordic countries. As outlined above, the structure
of industry and unions also discouraged structural rationalization policies
and thus favored passive measures over active labor market policy. Fi-
nally, the Danish policy pattern included a combination of liberal dis-
missal rules and high unemployment insurance replacement rates and
long duration of unemployment benefits, again arguably an adaptation to
the need of small employers for flexibility in workforce management and
the need of unions to compensate workers for the flexible dismissal policy
(Benner and Vad 2000).

Despite these constraints, the Danish Social Democrats consistently
promoted an improvement of the general level of welfare state benefits
and an equalization of the treatment of blue- and white-collar workers.
Against the resistance of the Conservatives and the Liberals, they in-
creased unemployment insurance replacement rates beginning in 1960
until they reached an upper limit of 80 percent in the late 1960s (Petersen
1998: 227–28). Similarly, with the support of the Socialist Party and
against the votes of the bourgeois parties, they increased sickness re-
placement rates in 1971 and a year later they eliminated waiting days and
introduced indexation of benefits to inflation (Petersen 1998: 297–98). Fi-
nally, they pushed through social assistance legislation that obliged the
state to maintain the customary living standards of those dependent on
social assistance. In the case of some reforms, notably pensions, the Con-
servative and Liberal Parties ultimately did support legislation improving
benefits, particularly when it was clear that the Social Democrats could
muster majority support and that the reforms were popular, but in gen-
eral they attempted to slow down the expansionary thrust of welfare state
policy.

In women-friendly policies, Denmark was a leader. The women’s move-
ment that predated the emergence of the new radical feminist groups of

Welfare States and Production Regimes in the Golden Age 143



the late 1960s had worked hard to influence policy and had initiated a
public debate about gender roles. The child and youth care law of 1964
set the stage for a very rapid increase in public day care provision, which
facilitated women’s entry into the labor force. Thus, from a lower base in
1960 female labor force participation rates by 1973 had virtually caught
up to those of Finland and Sweden, the two leaders among all advanced
industrial countries. In 1981, Denmark had the highest proportion of
union members who were women among fourteen European countries,
slightly ahead of Sweden, with 43 percent of all LO members and 56 per-
cent of all members of the white-collar central union organization being
women (Lovenduski 1986: 170). Women’s mobilization also increased in
the political arena, with women working within the political parties, and
by the end of 1984, 26 percent of parliamentary representatives were
women (Lovenduski 1986: 152). Also in the 1980s, Denmark ranked
highest in support for employment for mothers with children younger
than school age (Gornick, Meyers, and Ross 1998: 40).

In 1965, the Social Democratic prime minister appointed a commis-
sion on the status of women, and one of the recommendations of this
commission was that a state agency in charge of promoting women’s
rights be established. The bourgeois government rejected the proposal,
but after the Social Democrats’ return to power the prime minister cre-
ated the Equal Status Council in 1975 (Borchorst 1995: 61). From the
mid-1970s to 1990 Denmark resembled the other Nordic countries in
generosity of maternity leaves (Gauthier 1996: 170 –71) and later the in-
troduction of parental leave. In sum, the Danish case illustrates well the
interaction between growing labor force participation and growing polit-
ical mobilization of women, incumbency of social democratic parties, and
expansion of women-friendly welfare states.

The Christian Democratic Welfare States of Northern Europe

As we pointed out in the previous chapters, the Christian democratic wel-
fare states are as generous as the social democratic ones in terms of total
cash transfers, but they are less universalistic and less service oriented,
and much less gender egalitarian. The German, Austrian, and Dutch wel-
fare states exhibit the essential characteristics of Catholic-corporatist
welfare states, such as the existence of multiple insurance schemes for
the same risk and for different employment categories, the reliance on
the male breadwinner model, and the predominance of private provision
of services combined with reliance on the family. These welfare state
structures have important implications for gender roles; they assign the
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responsibility for care-giving predominantly to unpaid women’s labor and
thus keep women’s labor force participation low.

The power constellations shaping the construction of these welfare
states have been less favorable for labor than in the Nordic countries, with
Austria coming closest to the Nordic situation and the Netherlands being
furthest away from it. Deep religious cleavages historically divided the
working class and its organizations. In Austria and Germany these divi-
sions in the labor movement were overcome by the formation of unified
labor confederations after World War II, but in the Netherlands they per-
sisted. More importantly, in all three countries these divisions lived on in
the party system in the form of strong Christian democratic parties.
Christian democratic incumbency up to 1980 was strongest in the Nether-
lands, followed by Germany and then Austria; social democratic incum-
bency showed the opposite pattern, being much stronger in Austria than
in the other two countries.

The constitutional structure effected a high degree of power concen-
tration in Austria and the Netherlands, with Germany at an intermediate
level because of federalism and bicameralism. The women’s movements
in the three countries did not become significant actors in welfare state is-
sues until the 1970s. The 1970s were also a period of social democratic in-
cumbency, alone in Austria and as the leading party in a coalition in Ger-
many and the Netherlands, and thus first steps were made to improve the
position of women in the social insurance systems and in the workplace.
In all three countries, offices for women’s affairs were set up at the na-
tional level. However, up to 1980 women’s labor force participation in the
Netherlands remained the lowest among all advanced industrial coun-
tries, rivaled only by Ireland; in Austria and Germany it was clearly be-
low the levels of Scandinavia, Canada, Britain, and the United States.
Thus, women’s political mobilization and representation remained com-
paratively low also, and progress was slow.

The production regimes of Austria and Germany are clearly coordi-
nated market economies; in the Netherlands coordination has been
looser. Export dependence in Austria and Germany has been roughly
similar to that of the Nordic countries, and in the Netherlands it has been
even higher. The pressures for corporatist arrangements resulting from
this dependence, though, were counteracted to some extent by the reli-
gion-based political divisions in the working class, most prominently in
the Netherlands. Union density rates have been lower, as have contract
coverage rates (table 4.2). Centralization of unions and employers asso-
ciations has been actually higher in Austria than in the Nordic countries,
but lower in Germany and even lower in the Netherlands. Corporatist
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arrangements in the sense of formal participation of representatives of la-
bor and capital in quasi-governmental institutions have been strong in all
three countries, but since the actual influence of labor on policy is heav-
ily dependent on the incumbency of social democratic parties, this
influence has been strongest in Austria and weakest in the Netherlands,
with Germany in the middle.

The production regimes of all three countries differed markedly from
the Nordic cases in the absence of active labor market policies. Germany
was a partial exception in that active labor market policy did become a
central component of reforms once the Social Democrats became the
leading force in government in the late 1960s. In other aspects the pro-
duction regimes of the three countries varied greatly among themselves.
The Austrian production regime has been the most statist, with weak
capital and a large nationalized enterprise sector. The German one has
been based on strong coordination among large and medium-sized en-
terprises through active business associations, and between industrial en-
terprises and financial institutions, supported but not guided by the state.
The Dutch production regime has been characterized by the presence of
a few very large internationalized companies with weaker links to the do-
mestic economy than the large German companies have to the German
economy.

In the early post–World War II period all three countries pursued an
industrialization policy based on low wages and undervalued exchange
rates. In addition, Germany and the Netherlands provided mainly tax
breaks for reinvestment, whereas Austria also relied heavily on direct in-
vestment grants and subsidies. All three governments also provided sup-
port for R and D, and some support for regional industrialization poli-
cies. These countries did not run budget surpluses like the Nordic ones in
the Golden Age, but they generally balanced their budgets. They reached
similarly high investment and economic growth rates in the 1960s and
1970s. Overall, the state’s role in the production regime, both in promot-
ing industrialization and full employment, was weaker in Germany and
the Netherlands than in the Nordic countries; in Austria it was compara-
ble to Norway and Finland, and stronger than in Denmark and Sweden.

Germany

The central dynamics that shaped the German welfare state in the post–
World War II period were the political competition between the Social
Democratic Party of Germany (SPD) and the Christian Democratic

146 Chapter Five



Union/Christian Social Union (CDU/CSU), and the efforts of the Ger-
man Union Confederation (DGB), the German White Collar Em-
ployee’s Union (DAG), and associations of employers and private insur-
ance carriers and service providers to shape the social welfare system in
such a way as to promote and protect the interests of their members.
Policy legacies were important insofar as various groups, in particular
white-collar employees and civil servants, were accustomed to having
their separate privileged schemes and demanded no less from the new
postwar social security system. Similarly, the representatives of previ-
ously existing insurance carriers, particularly in the health care field, mo-
bilized to regain their roles. However, it is essential to put the impact of
these policy legacies in the proper context of the balance of political
power in postwar Germany. If labor had been stronger and the left had
won the 1949 elections, the German welfare state would have been re-
formed and given a much more universalistic and solidaristic character. It
was the failure of labor and the left to muster the political strength to im-
plement their plans that opened the way for those with vested interests in
the traditional corporatist social insurance system to reassert themselves
and effect a restoration of these old structures.

The German welfare state, then, came to reflect the political predomi-
nance of the CDU/CSU, in coalition with the Free Democratic Party
(FDP), in its critical formative years, but also the consistent pressures
from the left and labor and the presence of a prolabor wing in the CDU.
In the early post–World War II period an Allied plan for a comprehen-
sive reform of the social security system failed because of determined op-
position from private insurance, employers, employees, self-employed,
doctors, and all political forces except the SPD, whose support, along
with that of the unions, was only partial (Hockerts 1980: 23–131; Alber
1986; Baldwin 1990: 159–200). The plan envisaged a unification of the
pension, sickness, and unemployment insurance systems, low flat-rate
benefits, and financing exclusively through contributions, without any
financing out of general revenue. Whereas blue-collar unions and the
SPD and the Communist Party of Germany (KPD) strongly supported
unification and inclusiveness of social insurance, they opposed the lower-
ing of benefits compared to traditional standards and the elimination of
state contributions.19 After an initial delay in implementation of this plan,
East-West tensions intervened to paralyze decision making in the Allied
Control Council and to open the way for German interest groups to
influence policy because the reform was left to newly elected German
bodies. The 1949 elections to the Bundestag sealed the fate of the reform
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efforts, as the SPD and KPD together received only 36 percent of the
seats and the CDU/CSU formed the first coalition government with the
FDP and a small conservative party.

The new welfare state then came to be squarely based on pre-Nazi
structures, with different insurance funds for different social risks and for
different occupational categories, a funded system, and administration by
self-governing bodies composed of the insured and employers.20 The
struggle over unification of social insurance became to some extent
linked to the efforts to form a united trade union confederation for blue-
and white-collar unions. A unified insurance scheme with a strong role
for unions in its administration was seen as instrumental for trade union
unity, but instead the failure of the social insurance reform gave momen-
tum to the formation of a separate white-collar confederation, the DAG,
shortly after the formation of the DGB in 1949. The DAG in turn became
a strong advocate of separate insurance schemes. When advocates of
separate schemes won the first elections to the administrative organs of
the employees’ insurance fund in 1953, DGB and SPD resistance against
separate funds received a setback (Hockerts 1980: 145– 46).

From this point on until the early 1970s, unification of different occu-
pational schemes, and in particular equalization of provisions for blue-
and white-collar workers, redistribution through inclusion of high-income
earners in the compulsory schemes, a minimum pension, and improve-
ments of benefits remained constant demands made by the SPD and the
DGB (Alber 1986). The efforts at comprehensive reform were defeated
time and again because of the minority political position of the SPD and
the opposition from groups with vested interests in the existing system,
but they did force the CDU/CSU to respond with their own reform plans,
to improve pension benefits and gradually equalize pension benefits for
blue-andwhite-collarworkers.Certainly therewasastrongprolabor,pro–
welfare state wing within the CDU, but the elaboration of a CDU/CSU
plan forcomprehensivereformofthesocial securitysystemwasobstructed
by internal struggles. After a considerable fight, the candidate of the la-
bor wing who had supported a unified insurance scheme in 1946 – 47 won
the appointment as minister of labor, but his deputy and other key officials
were opponents of comprehensive reform (Hockerts 1980: 112–15). The
ministry also remained understaffed, so that serious work on a compre-
hensive reform plan did not get under way until 1954 –55 (Hockerts 1980:
116 –17). Finally, the Ministry of Finance opposed most reform proposals
because of their presumed impact on the economy.

To support the argument about the importance of SPD-DGB pres-
sures and political competition with the CDU/CSU pushing the govern-
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ment toward reforms of social policy, it is necessary to present briefly the
historical record for the period leading up to the big pension reform of
1957.21 In 1950 the SPD presented a parliamentary initiative for pension
increases; it was rejected, but the next year the CDU/CSU fraction pre-
sented a similar initiative that was accepted. In 1952 both the CDU/CSU
and the SPD fractions made independent efforts to increase pensions,
but the Ministry of Finance obstructed any legislation. In 1952 the SPD
asked for the establishment of a Commission of Experts to study social
policy reform with the purpose of coming up with a proposal that the big
parties would be able to compromise on. When the government rejected
this suggestion, the SPD developed and presented its own plan for a com-
prehensive social security reform inspired by the Beveridge Report. In
1953 an SPD proposal for financial equalization among different insur-
ance funds was defeated. In 1954 the SPD initiated a debate in the Bun-
destag on the state of social security reform and thus made it clear that
the government still had no proposal to present. Later in 1954 the Min-
istry of Labor proposed an increase in pensions only that was again op-
posed by the minister of finance. Only when the SPD presented its own
legislation for a pension increase was the minister of labor’s proposal ac-
cepted. The DGB added its weight to the insistent demands for reform
through resolutions of its annual congresses.

By 1955, Chancellor Adenauer felt compelled to get personally in-
volved in social security reform. He secretly commissioned four social sci-
entists to elaborate a comprehensive conception of a social insurance sys-
tem that would ensure social peace but preserve individual initiative and
thus should be based on the Catholic principles of solidarity and subsidi-
arity. In April 1955 the Ministry of Labor presented a plan for increases in
benefits only, still without suggestions for other reforms. A month later the
report of the four experts was made public; this report, in turn, was op-
posed by the Ministry of Labor as impossible to implement. A special sub-
committee of the cabinet continued to work on comprehensive reform,
but the Ministry of Labor successfully directed this subcommittee toward
giving priority to pension reform. Again, action was forced by an SPD
parliamentary initiative that demanded periodic extra pension payments
until a reform would be passed; the CDU/CSU presented a counterini-
tiative, and a compromise was unanimously passed by the Bundestag.22

The most controversial issue within the government regarding pension
reform was indexation; by the beginning of 1956 Adenauer endorsed “dy-
namic” pensions, i.e., periodic adjustments to maintain the standard of
living reached during the working years, and his endorsement had signifi-
cant influence on internal opinion formation. In January 1956 the SPD
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presented a legislative proposal for automatic pension adjustments that
would guarantee 75 percent of previous earnings, thus taking up a de-
mand made by the DGB on May 1, 1955. Finally, when the SPD presented
a comprehensive legislative proposal for pension reform in April, it forced
a response from the government in the form of a proposal from the Min-
istry of Labor that contained the basic contours of reform but still lacked
many essential details, such as financing mechanisms.

In the political maneuvering over pension reform the Ministry of La-
bor and the left wing of the CDU/CSU sought compromises with the
SPD, and the SPD on its part wanted to prevent the reform from being
blocked by political confrontation and wanted to prove that the party was
responsible and fit to govern. Thus, the SPD dropped its demand for a ba-
sic flat-rate pension financed out of general revenue in favor of entirely
contribution-based pensions, and instead asked for a minimum pension
for low-income earners. The method of pension adjustment, the extent of
compulsory membership in the pension schemes, and the question of
separate legislation for blue- and white-collar workers remained most
controversial and led to significant mobilization on the part of the DGB,
the DAG, and associations of employers, insurance companies, and
banks. The final legislation was a compromise that brought a very
significant increase in the real value of pensions, a transition from the
funded to the pay-as-you-go system, separate legislation for blue- and
white-collar workers but with identical provisions, a high but fixed in-
come ceiling that excluded less than 4 percent of employees, and annual
but not automatic adjustment to the development of wages (with pro-
ductivity and national income as possible additional considerations for
the body charged with the adjustment decisions). Again, both CDU/CSU
and SPD unanimously supported this legislation, despite the bitter pre-
ceding battles.

It is important to note here the absence of agrarian allies for the SPD’s
push for basic flat-rate pensions financed out of general revenue. First of
all, of course, there was no agrarian party comparable to the Nordic ones.
Second, as early as 1946 farmers demanded their own pension scheme
(Baldwin 1990: 192). Thus, rather than supporting the thrust for a uni-
versalistic basic pension, agrarian interests joined the camp of the advo-
cates of a fragmented system. Their demands were met with the 1957 pen-
sion reform that established a separate scheme for farmers, with flat-rate
contributions and flat-rate benefits.

In contrast to the pension reform, no general reform bill for the sick-
ness insurance and health care system was passed. Several bills failed due
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either to determined opposition from the SPD and the unions on the one
hand and health care providers and insurance funds on the other hand, or
to great internal disunity in the governing parties. The central issues of
contention here were equal treatment for blue- and white-collar workers
with regards to earnings replacements, the income ceiling for compulsory
insurance, the extent of cost sharing, the method of remuneration for
physicians, and the rules for negotiations of fees between sickness funds
and physicians. The political power constellation was further complicated
in the health care policy area by the importance of the FDP as a coalition
partner in government and by the fact that its electoral base included a
large sector of health care providers, particularly physicians and dentists.
The first step toward more equal treatment of blue- and white-collar
workers in sickness insurance came in response to a massive regional
strike by unions in support of demands for continuation of wage pay-
ments by employers during sickness, a benefit that white-collar workers
already enjoyed while blue-collar workers only had a right to compensa-
tion from the sickness funds amounting to 50 percent of their wages, af-
ter three waiting days. The new rules gave workers 65 to 75 percent of
their wages from the sickness funds and a supplement from employers to
bring it up to 90 percent, with two waiting days (Hockerts 1980: 367– 68;
Alber 1986; Immergut 1986: 61– 62). Full wage continuation by employ-
ers remained a consistent demand from unions and the SPD but could be
introduced only by the Grand Coalition between CDU/CSU and SPD in
1969 when the CDU/CSU could be convinced by the SPD that conces-
sions to the unions on this point were essential to save economic man-
agement through Concerted Action (Immergut 1986: 64 – 69).

After the reforms of 1957 there was a long period of only marginal in-
novation in social policy. In particular, the area of social services re-
mained severely underdeveloped. The next big reform push came under
the 1966 – 69 Grand Coalition and the subsequent SPD-FDP coalition
governments. Most of the reforms under the Grand Coalition responded
in some ways to the conjunctural economic difficulties. This is particu-
larly true for the abolition of income ceilings for pension and unemploy-
ment insurance and the unification of the pension schemes for blue- and
white-collar workers to balance their liquidity reserves (Alber 1986).
Nevertheless, the effect of these reforms was to weaken the privileged po-
sition of white-collar employees in social insurance, a goal not only per-
sistently pursued by the DGB and the SPD but also supported by the pro-
labor wing of the CDU (Schmidt 1998: 92–93). The economic problems
and the consequent need for union cooperation in Concerted Action also
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strengthened the SPD’s hand within the Grand Coalition in pushing
through the reform of unemployment insurance, which put much em-
phasis on active labor market policy.

The SPD-FDP government formed in 1969 presented broad-based re-
form plans for social policy. Schmidt (1998: 94) argues that the FDP
left the social policy field by and large to the SPD, in part because its own
support base benefited from the expansion of social insurance for the
self-employed, and in part because the FDP concentrated on influencing
economic policy and restraining the expansion of codetermination de-
manded by the unions. The SPD attempted again to implement a basic re-
form of the pension system aimed at unification, expansion, and greater re-
distribution, but had to settle for a compromise that significantly increased
pension benefits and partially met the SPD’s long-standing demands for
a minimum pension, albeit only for people with a twenty-five-year rec-
ord of contributions (Alber 1998). Voluntary coverage for housewives
(blocked by the government in the 1957 reform) and the self-employed
was introduced as well (Alber 1986). The most important part of the 1972
pension reform in the longer run turned out to be the introduction of a
flexible age limit for retirement, which made early retirement possible at
sixty-three. Under conditions of rising unemployment it came to be used
increasingly as a tool to reduce labor supply, as we will discuss in chap-
ter 7. The 1972 pension reform, like the 1957 reform, indeed became the
object of intense party competition, with government and opposition
seizing on the favorable projections of surpluses in the pension insurance
to make ever more expensive proposals (Hockerts 1992). Health insur-
ance benefits were improved in 1973 in a variety of ways, including pro-
vision of household assistance, and in 1975 coverage of birth control ser-
vices was introduced, including abortion and sterilization (Leichter 1979:
142). Thus, the German welfare state was on its way to having more so-
cial democratic elements grafted onto the Catholic-corporatist structure,
but before these reforms could go very far the economic difficulties of the
post-1973 period intervened and put the issue of expenditure controls in
the center of the agenda.

Women’s labor force participation in Germany was comparatively high
with 35 percent in 1950 (compared, for instance, to 29 percent in the
United States in the same year), which was largely a result of the recon-
struction effort, but from there it rose extremely slowly to 38 percent in
1982 (compared to 43 percent in the United States) (von Wahl 1999: 73).
In the 1950s German policy put great emphasis on the male breadwinner
model and women’s responsibility for the home, and it allowed massive
discrimination against women, particularly married women, in the labor
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market. Even the unions and the SPD took the view that women should
work only in case of real economic necessity. The position of the SPD has
to be understood in part in the context of the Cold War, as an effort to dif-
ferentiate itself from the East German socialism/communism that pro-
moted the integration of women into the labor force (von Oertzen 1999:
85). Though in the 1960s women’s organizations worked for changing civil
service legislation to allow for part-time work, efforts that were success-
ful in bringing about such legislation in 1969 (von Oertzen 1999: 100), the
women’s movement was weak and gender equality was not on the agenda.

It was only in the late 1960s that a new independent feminist move-
ment emerged that pushed for gender equality. At the same time, the
women’s group in the SPD began to adopt clearly feminist positions and
achieved the adoption of a commitment to women’s equality in the 1975
party program (Lovenduski 1986: 151). At the policy level, the SPD-FDP
government established a women’s policy machinery at the national level
in 1972, and subsequently the Länder ruled by the SPD were the first to
establish offices for women’s policy (Ferree 1995: 98–100). In the 1972
pension reform the SPD pushed for a “baby year,” that is, credit for pen-
sion insurance for a year without contributions after the birth of a child,
but lost against CDU/CSU opposition by one vote (Hockerts 1992: 927–
28). Despite further efforts to improve women’s position in the labor
market, including the adoption of the EU directive on equal treatment
for women in paid employment in 1979, there was little effective progress
in policies to promote gender equality in the 1970s. Also in 1979 paid ma-
ternity leave was introduced for employed mothers, for a period of six
months.23 The rise of the feminist movement outside and inside the SPD
was followed very soon by the onset of economic difficulties and rising
unemployment, and thus the male breadwinner model continued to
dominate social policy.

The Germans had no policies specifically aimed at generating employ-
ment other than general policies aimed at creating growth until the Social
Democrats managed to push through active labor market policies under
the Grand Coalition in the late 1960s. Growth was the central goal of eco-
nomic policy and employment was expected to grow as a by-product. Yet,
despite spectacular growth unemployment remained at comparatively
high levels in the 1950s. This was partly due to the particular growth
model and partly due to the inflow of refugees from East Germany. The
German production regime was a prototypical “flexibly coordinated sys-
tem,” with relatively long-term and high-trust relations within and among
institutions at micro as well as macro levels (Soskice 1991: 48). The pro-
duction regime was based on highly concentrated industries, strong links
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between large enterprises and banks, a strong coordinating role for busi-
ness associations, tax incentives for reinvestment of profits, an underval-
ued currency that led to an export boom, and restriction of private do-
mestic consumption through high taxes and low wages (Allen 1989;
Zysman 1983: 255–56). The inflow of skilled and cheap labor from the
East supported productivity growth with lagging wages. High industrial
concentration and strong business associations facilitated cartel-like
practices that strengthened the position of German enterprises in export
markets. Strong links to banks that provided long-term financing enabled
managers to take a longer-term view of industry needs rather than hav-
ing decisions dictated by a concern with the short-run fluctuations of the
stock market (Zysman 1983: 265).

The role of the state was mainly to provide a supportive environment
for business and business-bank coordination, to provide high-quality ed-
ucation at all levels, to support research and development in cooperation
with business, and to ensure a stable macroeconomic environment with
general investment incentives, both direct subsidies and tax breaks.
Though subsidies were substantial (Katzenstein 1987: 103), there was
little direct investment by the state or direct guidance of private invest-
ment by the state. The CDU/CSU insisted on the primacy of the market,
and with its 1959 Bad Godesberg Program the SPD abandoned plans for
significant expansions of state ownership and control of the economy. In
addition to ideological commitments, there were structural barriers to an
interventionist economic policy. The federal government’s powers were
restricted and it depended on other actors for the execution of economic
policies. To begin with, it faced a highly autonomous central bank with
the sole mission of guaranteeing price stability. Moreover, federalism
meant that the federal government controlled less than half of public
spending and only about 15 percent of public investment (Katzenstein
1987: 101). In addition, wage bargaining is strictly bipartite. Participation
in Concerted Action, the attempt to arrive at an incomes policy under the
Grand Coalition, was voluntary and consisted mainly in the exchange of
information, rather than the establishment of binding wage and price
guidelines (Katzenstein 1987: 98).

By the early 1960s the combination of strong export growth, the stim-
ulus for expanded trade from the formation of the EEC in 1957, and the
end of the inflow of labor from the East due to the construction of the
Berlin wall in 1961 led to full employment (Allen 1989). In fact, by the
mid-1960s there was already a labor shortage that was filled by guest
workers imported from the southern part of Europe, in contrast to what
happened in the Nordic countries. The presence of these guest workers
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then served as a cushion to maintain full employment during cyclical fluc-
tuations through the simple mechanism of not renewing their work per-
mits. In the late 1960s, though, the appreciation of the deutsche mark and
intensified competition from producers in developing countries began to
create structural unemployment and to necessitate structural adjust-
ments. The German policy was less to offer subsidies and other forms of
protection to declining industries (though mining, steel, and shipbuilding
were important temporary exceptions) but rather to help firms find new
niches in high-wage industries and to support upgrading of skills of the
labor force. Support for growth industries took the form of massive pub-
lic investments in research and development projects selected by joint
government-business committees, of provision of regional support to
shift resources out of declining and into growing sectors, and of local al-
liances among business, banks, and government agencies to promote
such industries (Zysman 1983: 257–58). The exercise of governmental
power by the SPD made it possible to complement this essentially mar-
ket-conforming mode of adjustment with an active pursuit of full em-
ployment through public support for occupational training and retraining
and for systematic labor market research, anchored in the 1969 reform of
the unemployment insurance system (Janoski and Alas forthcoming).

The German system of industrial relations was supportive of this high-
skill-high-wage employment regime. Despite only intermediate union
density, legal provisions ensured an organized labor presence at the en-
terprise level in the form of the works councils and extended the reach of
collective bargaining to virtually the entire labor force (Jacobi, Keller,
and Mueller-Jentsch 1992; Streeck 1997). Negotiations took place at the
industry level, and the negotiations in the metal industry typically served
as pace setters for other industries, resulting in a system with a high de-
gree of economywide coordination of wage setting (Soskice 1991). The
vocational training system regulated at the national level by negotiations
between unions and employers’ associations provided a labor force with
the high skill levels necessary to compete in quality-competitive markets.
From the point of view of the employers, investments in the skill level of
their labor force were sound because of the long average tenure of em-
ployees, which in turn was supported by the antidismissal bias of the in-
stitution of works councils (Streeck 1997). The strategy of competing
through high-quality production and product differentiation, supported
by the combination of the vocational training system and the wide reach
of collective bargaining, resulted in low wage dispersion across income
categories, sectors, and enterprises of different size, compared to Britain,
the United States, and for the most part also Japan (Streeck 1997). This
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result came about in the absence of a deliberate wage policy of solidarity
of the Swedish variety.

Austria

The Austrian welfare state regime, like the German, was shaped by both
Christian democratic and social democratic visions and power bases. The
production regime, in contrast, was much more statist and assigned
higher priority to full employment and thus was closer to a social demo-
cratic regime than the German one. The main reasons for this difference
were the greater participation of social democracy in government, the
greater relative strength of the state sector and weakness of private capi-
tal, and the greater strength of the organizational representation of labor.
This constellation of forces was largely a result of the nationalization of
large parts of the economy in order to avoid confiscation of German
property by the Allied powers after World War II, of the early foundation
of the Austrian Union Confederation (ÖGB) in April 1945—even before
the formation of the provisional government (Talos and Kittel 1996: 109–
10)—and its achievement of a monopoly position, and of the role as-
signed to peak associations by legislation.

In the Austrian case, compared to the German, it was less publicly
visible political competition in parliament that drove social policy mak-
ing than intracoalition negotiations. Nevertheless, as Talos (1981: 312–
38) demonstrates, based on an examination of primary materials such as
minutes of party congresses and congresses of peak associations, there
were persistent differences between the parties and between the repre-
sentatives of labor and capital. He argues that employers accepted gen-
erous social policy in the post–World War II period as the price to be
paid for social peace, but consistently warned of dire economic conse-
quences of employer contributions for the competitiveness of Austrian
business. The Austrian People’s Party (ÖVP), being a Christian demo-
cratic party, emphasized employment-based social insurance, individual
responsibility and subsidiarity, whereas the Socialist Party of Austria
(SPÖ) favored a universalistic, solidaristic, and generous welfare state
regime. Like in Germany, the strength of the Christian democrats in the
early postwar period, combined with the existence of policy legacies of
a fragmented social insurance system, resulted in an employment-based
welfare state with different schemes for different occupational groups,
but under pressure from the SPÖ rules and benefits in the different
schemes, most notably for blue- and white-collar workers, were gradu-
ally made more equal.
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In the first elections, in November 1945, three parties were allowed to
compete, the ÖVP, the SPÖ, and the Communist Party of Austria (KPÖ).
The ÖVP came out of the pre–World War II Catholic-conservative camp,
having chosen its new name to symbolize a greater distance from the
Catholic Church. The ÖVP won a narrow absolute majority of seats in
1945, but secret coalition agreements had been concluded before the
elections, and a coalition government was formed, even including the
KPÖ with one minister, though the party had won only 5 percent of the
vote (Enderle-Burcel 1996: 85–86).24 The Grand Coalition between
ÖVP and SPÖ lasted until 1966, and it was in this period that the foun-
dations for the welfare state were laid and the institutions of cooperation
among the social partners were cemented.

Like in the Netherlands, the experience of German occupation fos-
tered a strong commitment among the leadership of the pre–World War
II warring camps in Austria to peaceful coexistence and political cooper-
ation. The coalition governments were one expression of this commit-
ment; the Sozialpartnerschaft, that is, the cooperation among peak asso-
ciations of capital and labor, was another (Enderle-Burcel 1996: 81–87).
In the area of social policy, the same differences of vision were present as
in the other countries. The ÖVP wanted to reestablish the old system
with different provisions and different insurance carriers for different
groups, and the SPÖ wanted to centralize and unify the old system in or-
der for blue-collar workers to have the same rights as white-collar work-
ers, and they wanted to introduce a citizenship pension that would also
include the self-employed and professionals (Hofmeister 1981: 667).

The preliminary outcome of coalition negotiations on social policy
was the 1947 transition legislation that established seven insurance carri-
ers for accident insurance and pensions: a general insurance fund (for
blue-collar workers in the public and private sectors), a white-collar in-
surance fund, a general insurance fund for invalidity, an insurance fund
for agriculture and forestry, an insurance fund for the national railways,
an insurance fund for mining, and an insurance fund for the notaries. In
health insurance, there were no separate funds for blue- and white-collar
workers, but also some occupational divisions, principally separate insur-
ance funds for agriculture and civil servants, and in addition territorial
and enterprise-based divisions. The principle of self-administration was
reintroduced into the insurance funds, the representatives to be chosen
by interest associations (Hofmeister 1981: 670 –71). In the following
years, social insurance benefits were gradually increased, as the economic
situation improved, and significant steps were taken toward equalization
between blue- and white-collar workers.
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The next significant step in the development of the Austrian welfare
state was legislation in 1955 that unified rules governing sickness, acci-
dent, and pension insurance; separate rules remained in effect for a few
sickness insurance funds.25 Again, this legislation was the outcome of in-
tense negotiations inside the coalition, at the ministerial level, and it was
passed by parliament in a special session only three days after the nego-
tiations were concluded—demonstrating the marginal role that the legis-
lature played in the formation of even major legislation (Hofmeister
1981: 674). The seven different insurance carriers were left unchanged
except in name, but rights and benefits between blue- and white-collar
workers were largely unified. The basis for calculating pensions was
changed from actual contributions paid to past earnings. Subsequent re-
forms moved the insurance system toward greater inclusiveness, particu-
larly of the self-employed, greater equalization among insurance funds,
and greater generosity. An important step was the introduction in 1965 of
an annual adjustment of pensions and of payments from accident insur-
ance. Essentially, benefits were indexed to wage developments, with the
option of delaying adjustments in economically difficult times.

Thus, like the German and Dutch welfare states, the Austrian
reflected both Christian democratic and social democratic preferences. It
was built on the principle of compulsory insurance, based on a person’s
economic activity, and indirect coverage through the family for the eco-
nomically inactive; thus, it fully conformed to the male breadwinner
model. Given the extremely low unemployment rates of the 1950s, 1960s,
and 1970s, coverage became rapidly universal. Benefits were made earn-
ings related, but for those not reaching a defined minimum, statutory sup-
plements were available. Moreover, rules and financial resources among
different categories and funds were equalized to a considerable extent,
and benefits became generous. Services were largely confined to health
care and provided privately; care giving was the responsibility of women
in the family. Women’s labor force participation in the 1970s was among
the lowest in Europe.

There were no really major departures from these principles during
the periods of rule by the ÖVP alone (1966 –70) and the SPÖ alone
(1970 –83). Nevertheless, there was some movement away from prestruc-
tured compromise decisions and toward majority decisions, and a ten-
dency toward more vigorous pursuit and implementation of social policy
reforms under the SPÖ government (Talos 1981: 312, 324). The ÖVP
government incorporated all previous regulations on support for families
into new legislation, including a universal allowance for children and a
universal birth allowance, without however modifying the male bread-
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winner model. The SPÖ government’s agenda included a further expan-
sion of the welfare state, along with expansion of higher education and an
improvement of the position of women.

Women’s labor force participation, like in Germany, was compara-
tively high in the early post–World War II period but then increased
very slowly to the comparatively low levels typical of the Christian dem-
ocratic welfare states. Part of the reason for the initially high levels was
the size of the agricultural sector; in 1951, 44 percent of all working
women still worked in agriculture, a proportion that was to fall by half by
1971 (Cyba 1996: 438). Clearly, work in agriculture has no positive impact
on women’s political mobilization, so Austria maintained a very tradi-
tional male breadwinner model of social policy. For instance, since 1980
Austria has had the highest family allowances as a percentage of the av-
erage male wages in manufacturing, and in 1990 it had the highest value
of family allowances to a two-child family among advanced industrial so-
cieties (Gauthier 1996: 166 – 67).

In the late 1960s an autonomous women’s movement emerged and at
the same time feminist tendencies in the SPÖ women’s group asserted
themselves. The 1970s then were a decade of emerging challenges to the
traditional gender model, and under the SPÖ government some legisla-
tion was passed to improve the position of women as mothers and work-
ers (Rosenberger 1996: 363). In 1971 the rules were changed to count the
twelve months after childbirth for pension purposes without the need to
make contributions; in 1974 paid maternity leave was extended to sixteen
weeks, and additional leave was made possible with a flat-rate payment.
In the same year abortion laws were liberalized, and a year later new leg-
islation changed authority relations in the family toward a more partner-
ship-oriented arrangement. In 1979 a high-level office was created for
women’s affairs and legislation on equal treatment in wage setting was
passed (Rosenberger 1996: 354 – 63). Nevertheless, it took the SPÖ until
1985 to commit itself to a quota of 25 percent of women for all offices, in-
ternal leadership positions as well as public office. In 1987 still only about
10 percent of legislators in Austria were women, the same level as in Ger-
many, compared to 25 percent or above in the Nordic countries and close
to 20 percent in the Netherlands (Norris 1987: 115).

The cooperation between organized interests, mainly capital and labor,
but also agriculture, and their incorporation into the policy-making pro-
cess, is very highly institutionalized.26 There are both voluntary and com-
pulsory associations, the former the ÖGB and several employers’ associa-
tions, the latter the Federal Chamber of Labor (BAK) and the Federal
Chamber of Industry and Trade (BWK), excluding only agriculture and
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the nontradeable public sector. The compulsory associations and the
ÖGB have a representational monopoly, and they are highly centralized.
The constituent units of the compulsory associations are regional and sec-
toral associations; the constituent units of the ÖGB are sectoral unions.
Election to leadership positions is indirect and decision making concen-
trated at the top, which greatly facilitates bargaining and consensual policy
making between the leaders of the peak associations (Tichy 1996: 218).
The compulsory associations and the ÖGB are consulted in the process of
elaboration of all major legislation, and given the traditionally close rela-
tions between the two major parties and these associations, they have been
very influential. For instance, Katzenstein (1984: 61) cites 254 demands
from the Bundesarbeiterkammer and the ÖGB for improvements in the
1955 social security legislation made between 1955 and 1961, 238 of which
were adopted as government policy.

A central role in the Austrian production regime was assigned to
wage-price agreements among the peak associations, first under the aus-
pices of the tripartite Economic Commission and then of the Committee
on Wage and Price Questions formed in 1957 (Talos and Kittel 1996:
118–19). This committee pursued a policy aimed at neutralizing struggles
over the distribution of income between capital and labor; wages were to
rise with productivity increases in the economy as a whole and inflation,
and prices with costs so as to leave profits stable (Tichy 1996: 215–17).
This committee and the enforcement of its decisions by the peak associ-
ations on their members were crucial for maintaining full employment
while keeping inflation in check. The SPÖ government continued to as-
sign priority to full employment in the economically difficult times of the
1970s, and the unions supported its policies with wage restraint, letting
real wages decline in line with the deterioration of the terms of trade
(Tichy 1996: 219). The main policy instruments used to maintain full em-
ployment were Keynesian demand stimulation in the state sector, pro-
motion of exports, and subsidies for private investment (Eder 1996: 193).

The ability of the unions to enforce wage restraint was in large part a
result of the strongly centralized and hierarchical structure of the ÖGB.
The ÖGB encompasses the entire union membership in the country; it
consists of fourteen member unions that cover the whole economy; ten of
these unions organize the private sector, four the public sector. The ÖGB
controls both finances and personnel of its member unions; it collects the
dues and returns some funds to the unions—in the 1980s only about 16
percent (Traxler 1992: 278). Each union does its own bargaining, but the
negotiations are coordinated by the ÖGB, and the Wage and Price Com-
mission influences their timing (Traxler 1992: 292). Unlike their Nordic
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counterparts, Austrian unions have not used the collective bargaining
process to promote wage equalization. Wage dispersion across sectors
and skill levels has remained greater than in Scandinavia (Guger and Polt
1994: 147). Blue-collar metalworkers, and thus export-oriented industry,
have set the pace for negotiations between other unions and employers
(Traxler 1993). The three largest wage bargains, in Metal and Engineer-
ing, Public Service, and Trade, cover over 50 percent of the labor force
(Guger and Polt 1994: 149).

Tichy (1996: 213–22) argues that it was the predictability of economic
decisions that was the essence of Austro-Keynesianism. In addition to the
predictable self-administration of wage-price policy, a predictable ex-
change rate and interest rate policy and generous investment subsidies
helped prevent major fluctuations in demand and made traditional
Keynesian corrections of short-term fluctuations less necessary. To the
extent that such corrections were needed, they were effected largely
through fiscal policy, as monetary policy was heavily oriented toward
stable exchange and interest rates. The currency has been pegged to the
deutsche mark since the 1970s, and it was formally fixed to the deutsche
mark in 1982.

The Austrian economy in the early post–World War II period was still
heavily dependent on raw materials–based industries and traditional
consumer goods industries like food and textiles. The task for growth
policy in the Golden Age was to modernize industry and bring produc-
tivity up to OECD levels. The economy was also characterized by a co-
existence of large nationalized and small and medium-sized private en-
terprises. In 1977, the state employed 28% of the total workforce in
industry, foreign capital employed 28%, and domestic private capital
44%; in the 1980s state sector employment declined to 26% and employ-
ment in foreign corporations increased to 36% (Kurzer 1993: 96).
Through the nationalized banks, the state controlled a very large share of
credit. Again, there was a difference of opinion between the coalition
partners about economic policies; the SPÖ favored more planning and
direct promotion of investment, the ÖVP more indirect measures (Tichy
1996: 221). The outcome was a compromise, with direct investment in-
centives to industry in the form of low-interest loans, interest subsidy
schemes, and loan guarantees, and indirect investment incentives in the
form of tax breaks on profits and income through accelerated depre-
ciation reserves for investment and investment allowances (Grünwald
1982: 139– 40).

Between 1963 and 1979, 16% of all industrial investment came from
European Recovery Program funds administered by the government,
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which were loaned at 2% to 6% to investments creating high added value,
in sophisticated technologies, and in regions suffering from labor market
problems (Grünwald 1982: 139– 40). Research promotion through loans,
grants, and loan guarantees financed by the federal budget accounted for
5% to 6% of total research expenditures of industry. Enterprises facing
difficulties due to structural changes were supported by subsidies for la-
bor force training and the creation of new jobs (Grünwald 1982: 142– 43).
Nevertheless, there never was an industrial policy with planning like in
Japan; rather, Austrian industrial policy was incremental and heavily re-
active rather than proactive (Katzenstein 1982: 151–53). The state-owned
enterprises are registered joint stock companies—they are members of
the BWK—and their plans are not part of any macroeconomic plan.
Their boards of directors from the beginning were elected according to
party representation in parliament (Grünwald 1982: 143). Thus, they
were responding to political concerns with full employment and regional
policy, but they were never integrated into an overall economic blueprint.
The success of the Austrian production regime is reflected in tables 5.2
and A.11; not only did Austria have one of the highest investment and
growth rates in the Golden Age and beyond, but also one of the lowest
unemployment rates.

The Netherlands

In the Netherlands, social democracy was weaker in relationship to
Christian democracy than in Austria and Germany. Underlying this po-
litical power distribution was a heavily religiously divided society. Union
density was comparable to that in Germany, but the union movement was
much more politically divided, with a stronger presence of Catholic and
Protestant unions. Accordingly, the welfare state developed a typically
Christian democratic character. Nevertheless, due to their inclusion in
coalition governments in the formative period of the welfare state and
then again in the 1970s, this time as leading coalition partners, the social
democrats (PvdA) managed to introduce some universalistic elements
and to reinforce the prolabor wing of the Christian democrats and thus
push for ever more generous benefits.

In the pre–World War II period, the Catholic and Protestant parties
had a clear political majority. The Liberals declined from a share of over
40 percent of the vote before the introduction of universal suffrage in
1917 to below 16 percent, and the PvdA remained isolated and without
any significant influence. The unions were weak and politically divided,
but the confessional parties recognized them as legitimate representa-
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tives of labor and integrated them into tripartite advisory bodies (Zim-
merman 1986: 55–58). In these bodies, though, their role was strictly ad-
visory and largely confined to matters of wages, working conditions, and
social policy, not extending to economic policy. Welfare state schemes
were restricted to low-income wage earners and to accident, illness, and
disability, and they were administered by corporatist bodies. Social assis-
tance was handled as charity through confessional organizations. The
role of the state, then, was highly limited in social policy. In contrast to
Germany, the Dutch corporatist welfare state system was not a statist de-
sign and it did not confer status through occupational classifications
(Roebroek and Therborn n.d.: 5–10).

As in Germany, the end of World War II brought a conjuncture where
universalistic and solidaristic reform seemed possible, but the left was too
weak to take advantage of this opportunity. During World War II the gov-
ernment in exile in London commissioned a report on the desirable fu-
ture form of social policy. The Van Rhijn Commission reported in
May 1945 and proposed a new system, inspired by Beveridge, where the
existing social insurance schemes would be made universalistic, new ones
added, the benefits composed of flat-rate and earnings-related parts, and
all schemes brought under unified state administration, though under the
supervision of the Social Council and thus with interest group represen-
tation (van Kersbergen 1995: 129). The state would share in the financing
of these social security schemes, along with employers and the insured.
The PvdA strongly supported this plan, as did the social democratic
unions (NVV), but the Catholic Party (KVP) and the other confessional
parties and unions opposed it just as strongly (Roebroek and Therborn
n.d.: 113–14). As a result, this report became just the starting point for a
drawn-out battle over the principles of social policy.

From 1946 until 1958 Roman-Red coalition governments were in
power, but the confessional parties together held a constant seat major-
ity in parliament up to 1963 (Roebroek and Therborn n.d. 106). Thus, the
confessional parties and organizations in civil society still outweighed
those to their left and accordingly managed to put their imprint on the
emerging Dutch welfare state. They pushed through the Social Insurance
Organization Act of 1952, which firmly anchored the principle of admin-
istration of social security schemes through corporatist associations con-
stituted on an industrial basis (Roebroek and Therborn n.d.: 115; van
Kersbergen 1995: 129). They also continued to insist on paid employment
as the basis for participation in social security schemes. Still, the PvdA
had two important—related—successes as their minister of social affairs
was able to engineer pioneering social security programs. The first was
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the passing of the Emergency Act for Old Age Provisions in 1946, which
for the first time paid modest means-tested benefits for all persons over
sixty-five. This act was immensely popular, and that popular support
strengthened the hand of the PvdA minister of social affairs in the fight
over a permanent pension scheme.

The PvdA had supported a universal pension scheme as proposed in
the Van Rhijn Commission Report for decades, but since opposition
against this report was overwhelming, the minister of social affairs ap-
pointed a second Van Rhijn Commission, with stronger union and con-
fessional representation, and in 1948 that commission recommended a
flat-rate pension based on flat-rate contributions from employees and the
self-employed, not indexed and not intended to provide full subsistence.
The NVV representatives objected to this plan and demanded income-
related contributions and indexing and a linking to existing occupational
pension schemes so as to provide an adequate pension. The final solution
was a compromise, with flat-rate indexed minimum benefits for all resi-
dents, financed by special earnings-related contributions (van Kersber-
gen 1995: 131). This solution left ample room for occupational pensions
and thus was very widely supported (Roebroek and Therborn n.d.: 118–
19). The most important aspect, though, was that this pension scheme
covered all men and single women and thus constituted a breakthrough
to universal social insurance, following the precedent of the Emergency
Act of 1946 but being no longer means tested.27

This success with the pension scheme contrasts sharply with the fail-
ure to transform social assistance in the same period. The ministries in
charge of social assistance, first the Ministry of Home Affairs and then
the Ministry of Social Work, were headed by conservative Catholics who
wanted to keep the role of the state very restricted and public support for
(heavily confessional) charities high (Cox 1993). The theoretical argu-
ment to be made to explain this difference and the more general pattern
of development of the Dutch welfare state is that the balance of forces
was tilted in favor of the confessional forces but the left constituted a se-
rious challenge. In this situation, policy precedent and saliency to the
public came to play an important role. Social assistance affected far fewer
people than pensions, and there was no precedent for a universalistic
public scheme. In contrast, strong public support for a state-guaranteed
pension scheme, demonstrated in the wake of the Emergency Act,
strengthened the position of the PvdA in the policy negotiations. Thus,
the ability of the PvdA minister of social affairs to take advantage of the
favorable early post–World War II conjuncture of high need for old-age
assistance to push through a state-sponsored scheme had a favorable
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impact in the longer term on his successor’s ability to engineer passage of
a permanent universalistic and solidaristic scheme despite an overall un-
favorable balance of forces for the implementation of such social demo-
cratic principles.28 The competition with the left, in particular for the al-
legiance of unions, became an important factor pushing the KVP in the
direction of supporting welfare state expansion after the breakup of the
Roman-Red coalition in 1958.

In the 1950s the unions generally disagreed on the organizational forms
of social security, with the confessional unions supporting corporatist,
nonstatist forms based on employment and the social democratic unions
state-administered schemes with a more universalistic thrust. By the
1960s, however, the Catholic unions came to support more inclusive and
universalistic schemes, and the social democratic unions came to accept
the strong role of labor market partners in the administration of social
security. Thus, the unions became more effective as an interest group
pushing for the expansion of the welfare state. In the late 1960s a general
rapprochement between the Catholic unions and the NVV prepared the
way for the joint action program of the early 1970s and the eventual merger
in 1976. The KVP on its part saw the social base of confessional parties
shrinking as Dutch society became increasingly secularized and depillar-
ized, and thus the party became more concerned with maintaining the sup-
port of its working-class constituency. The majority held by the confes-
sional parties shrank to one seat after the 1963 elections, and in 1967 they
lost their majority status; by 1972 their total vote share had declined to
just slightly over 30 percent. In order to prevent its union base from shift-
ing more and more toward the PvdA, the KVP became more responsive to
labor demands and gave its progressive minister of social affairs, Veld-
kamp, room to shape inclusive and generous welfare state policies.

Again as in Germany, there was broad agreement on the expansion of
social programs, but disagreement on the extent of state financial contri-
butions, the aim of redistribution, and the role of the state versus that of
corporatist institutions in the administration of social policy schemes.
Under the 1958–73 confessional-Liberal governments, important legisla-
tion was passed that improved benefits for widows and orphans, children’s
allowances, unemployment, labor disability, and health care. The domi-
nant organizational form, though, remained fragmented and heavily re-
liant on employee contributions. The 1973–77 PvdA-led coalition gov-
ernment then increased the government share in financing. In 1974 this
government also linked public sector wages and welfare benefits to pri-
vate sector wage developments, and it raised the minimum wage, which
meant an equivalent rise in the minimum benefit level in social insurance
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schemes (Hemerijck and Kloosterman 1994). The government also
passed the 1976 National Disability Act, which was to assume great im-
portance in the 1980s. This act abolished the distinction between occu-
pational and other causes of disability and extended to all the disabled,
regardless of the cause of disability, a flat-rate income assistance; in addi-
tion, disabled workers continued to receive an earnings-related supple-
ment (Cox 1993: 165). With rising unemployment from the late 1970s on,
this program came to be widely used as an alternative to early retirement,
which led to a drastic escalation of costs. In the context of growing eco-
nomic difficulties, the social democratic– confessional government al-
ready came under pressure from welfare state opponents, and under the
post-1977 right wing– confessional governments an intense struggle en-
sued over the future of the social insurance system.

As in Germany and Austria, and in contrast to Sweden, the welfare
state was built on and reinforced the male wage earner family structure.
Under the influence of confessional parties, both Catholic and Protes-
tant, the construction of benefits centered on a family minimum, and not
only the standard unit for benefit calculation but also the unit for contri-
butions to the national insurance schemes was the household (Sains-
bury 1994b: 156). Family allowances as a percentage of average male
wages in manufacturing in the period 1975–90 were among the highest in
OECD countries (Gauthier 1996: 166 – 67). Child care outside the home
was mainly done by confessional institutions and it was regulated by the
Poor Laws until 1965 (Gustafsson 1994: 53). Up to 1980 women’s labor
force participation was consistently the lowest among all our cases in the
quantitative analysis, and women were in a weak position to challenge
this model.

In the late 1960s a new women’s movement with reformist and radical
wings emerged in the Netherlands, as elsewhere. The reformist wing,
whose leaders had personal connections to the leadership of the PvdA,
formally articulated demands for new policies to promote women’s inter-
ests in 1973, and the PvdA-led government responded by setting up an
advisory committee in 1974. This committee presented a five-year plan in
1976, which the government accepted, with little amendment, as a basic
policy document a year later (Outshoorn 1995: 169–72). In that same
year, however, the PvdA lost its position in government. The new gov-
ernment did set up a national-level office for women’s affairs, but ap-
pointed as its head a woman who had not been an active promoter of
women’s equality (Outshoorn 1995: 169–72). A new period of activity fol-
lowed under the short-lived left–Christian democratic cabinet in 1981,
when the office for women’s affairs was moved to the Ministry of Social
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Affairs and Employment, and issues of economic independence of
women moved to the center of concern (Outshoorn 1995: 174). In that
year, a law on liberalization of abortion was passed, which was finally put
into effect in 1984 (Gauthier 1996: 186). Otherwise, not much progress
had been made on women’s equality in social policy before retrenchment
became the main concern.

The labor movement as a whole remained very restricted in its
influence on social and economic policy despite the unions’ inclusion in
many tripartite bodies. Union density showed a slight but steady decline
from 42% in 1950 to 39% in 1960 and 32% in 1980 (Visser 1992: 330). The
fundamental problem, though, was the political division into three major
and several smaller tendencies; the Catholic unions with 34% of total
union membership in 1955, the Protestant unions with 18%, the social
democratic unions with 37%, and among the smaller ones the syndicalist
and communist unions with 4% (Visser 1992: 329). These divisions
largely prevented unions from exerting strong pressures in these advisory
bodies not only in social but also in economic policy. On the employer
side there were also organizational divisions, with Catholic, Protestant,
and nonconfessional employers’ organizations at the industry level and
the central federation level. During the occupation the central organiza-
tions of unions and employers had agreed to future centralized bargain-
ing and negotiation. In 1945 the Foundation of Labor was founded for
this purpose and recognized by the government as key advisory body in
social and economic policy (Visser 1992: 324). In 1950, the newly founded
Social and Economic Council, with representatives from unions and em-
ployers and independent experts appointed by the government, became
the central advisory body on economic and social policy. However, in
1945 the government also claimed for itself large powers over the regula-
tion of all aspects of labor relations (Zimmerman 1986: 75–80). Thus,
governmental intervention substituted to some extent for the lack of
unity and centralization on both the union and employer sides to ensure
centralized wage setting.

During World War II a strong social consensus had developed on the
need for rapid economic growth and modernization. From 1946 to 1958
the government successfully pursued a strategy of export-led growth
and modernization, an essential component of which was a centrally co-
ordinated, highly restrictive wage policy. In international perspective,
Dutch wages were very low and investment ratios high (Zimmerman
1986: 85–87). From 1958 to 1963 wages became more differentiated, with
different wage scales for different sectors, though wage restraint was still
strong, but after 1963 full employment led to wage drift and began to
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erode the centrally directed restrictive wage policy. Neither the unions
nor the employer organizations had sufficient central authority to enforce
central wage bargains on their members (Flanagan, Soskice, and Ulman
1983:101). In the 1960s labor shortages induced employers to offer wages
far above those negotiated (Visser 1992: 337), and wildcat strikes
demonstrated opposition to union compliance with the government’s in-
comes policy (Flanagan, Soskice, and Ulman 1983: 117). Moreover, most
of the large multinational firms negotiated their own agreements, despite
being members of employers’ associations. In 1965 Philips accepted the
principle of automatic price indexation of wages in a multiyear agree-
ment, and in 1969 the Social and Economic Council (SER) accepted this
principle as well (Visser 1992: 335–36). Nevertheless, ad hoc govern-
mental intervention in wage regulation continued throughout the 1960s
and 1970s.

Though high economic growth began to undermine the system of cen-
tralized wage setting in 1963, branch-level bargaining agreements re-
mained subject to approval by the Labor Council, which operated within
the macroeconomic parameters given by the SER (Zimmerman 1986:
127–30). However, unions and employers were increasingly unable to
come to agreements. The government attempted to step in but repeatedly
had to back off under strong union pressure (Flanagan, Soskice, and Ul-
man 1983: 115–17). The combination of increasing radicalization among
rank-and-file union members, secularization, and rapprochement among
the Catholic and social democratic unions induced union leaders to take
a more assertive stance in the late 1960s and to demand genuine corpo-
ratist negotiations, such as about compensation for wage restraint
through social policy. At the same time, employers were consolidating
and professionalizing their associations. In 1968 separate business and
employers’ organizations merged into the Federation of Dutch Enter-
prises, and in 1970 Catholic and Protestant employers’ federations
merged into the Christian Employers’ Federation.

The zenith of the efforts to arrive at genuine corporatist bargaining
was the negotiation of a social contract in 1973 under the social demo-
cratic–Christian democratic government (Zimmerman 1986: 136). At-
tempts to implement centrally struck wage agreements in sectoral bar-
gaining, though, ended in strikes, and from 1974 on central bargaining
broke down every year (Flanagan, Soskice, and Ulman 1983: 137). In
their 1976 program the unions asked for an active labor market policy
and industrial policy in exchange for wage restraint. However, the post-
1977 right wing– confessional governments made no efforts to support
such bargaining. They did continue to insist on wage restraint but by-
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passed corporatist institutions in their efforts to address the economic de-
terioration. Instead, they relied on expert committees that were heavily
composed of representatives of employers (Zimmerman 1986: 164 –79).

In the 1940s and 1950s Dutch governments had pursued a strong
proindustrialization policy, mainly by keeping both labor and capital
cheap. Regional industrial policy took the form of investment grants for
industry and subsidies for infrastructural improvement, along with spe-
cial tax relief measures—all rather global and indirect measures (van der
Knaap 1980: 121–31). The government did not engage in any direct in-
tervention into investment and enterprise decisions, even after adopting
a more active sectoral approach in the end of the 1960s (Braun 1987: 315).
Even in the changed conditions of the 1960s and 1970s the government
developed neither a proactive industrial policy nor an active labor mar-
ket policy (Katzenstein 1985: 65– 66) and thus was ill prepared to deal
with rising unemployment. The Netherlands began to suffer economic
problems and rising unemployment earlier and to a greater extent than
our other cases (table A.12). The Dutch disease—that is, the negative ef-
fect of the overvalued exchange rate resulting from natural gas exports
on domestic industry—combined with strong competition from NICs for
the Dutch energy-intensive intermediate goods exports industry, and in-
creasing investment abroad by Dutch companies, caused a significant de-
cline of jobs in the private sector (Zimmerman 1986: 144 – 60). The ap-
preciation of the exchange rate provided an additional incentive for
capital exports, and foreign holdings of Dutch companies increased
greatly in the 1970s (Lubbers and Lemckert 1980: 104). Unemployment
rates in the double digits greatly increased budget deficits and made fiscal
consolidation the primary concern of governments in their approach to
the welfare state.

The Antipodean Wage Earner Welfare States

As Castles (1985) has argued, the Antipodean working-class movements
were among the strongest in the world at the turn of the century and,
through alliances with liberals, forged perhaps the most far-reaching sys-
tems of social protection for workers of any countries in the world by the
early 1920s. Moreover, largely as a result of the reforms of the Labour
government of 1935– 49, New Zealand’s welfare state was one of the most
advanced in the world in 1950. In contrast, by the end of the Golden Age,
both of these countries could be seen as welfare state laggards in terms of
the generosity of their social policy regimes in the narrow sense of legis-
lated entitlements. Again, as Castles argues, the broader system of social
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protection was much more favorable to workers and the benefits deliv-
ered through a combination of the compulsory arbitration system, the
high levels of per capita income, low levels of unemployment, and high
levels of home ownership delivered workers a high and secure material
living standard. However, this system was based on a protected manufac-
turing sector and proved highly vulnerable to the changes in the world
economy in the past three decades.

To trace the development of the Antipodean systems of social protec-
tion, it is necessary to go further back in history than we have in the case of
the European welfare states discussed earlier in this chapter, because the
compulsory arbitration systems, the decisive element of the system of “so-
cial protection by other means,” emerged at the turn of the century. At this
point in time, both countries were agrarian export economies based pri-
marily on the wool industry. The manufacturing sectors of both countries
enjoyed the natural protection of distance as well as legislated tariffs,
and before federation in 1901, the Australian colonies even erected tariff
barriers among themselves.

Both countries were predominantly Protestant, and more important,
without the legacy of established Catholic Churches, religious divisions
were not as politicized as they were in Europe and no parallel to Euro-
pean Christian democracy developed.29 The agrarian structure and the
political structure, both of which differ somewhat across the two coun-
tries, contributed to the absence of an independent Protestant small
farmers party, a “party of agrarian defense” (Lipset and Rokkan 1967;
Urwin 1980) along Nordic lines. The Australian electoral system with the
preferential or alternative ballot30 for the House of Representatives and
proportional representation for the Senate penalizes small parties (when
compared to a straight proportional representation system) and encour-
ages bloc politics. The domination of the countryside by large sheep es-
tates meant that once an independent rural party did develop, it was dom-
inated by conservative interests and was allied with the conservative
Liberal Party. Though the average agricultural holding in New Zealand
was considerably smaller, the single-member district plurality system re-
sulted in a two-party system, and once Labour emerged as one of the two
parties, most rural interests gravitated to the conservative Reform Party
and its successor, the Nationals. However, in the pre–World War I period,
before crystallization of the modern two-party system in either country,
progressive small farming interests did ally with the emergent labor
movement to support social reform. This was particularly important in
New Zealand, but it also occurred in some Australian colonies/states,
notably South Australia.31
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By the mid–nineteenth century, the Australian colonies, though not
quite fully democratic, were very democratic by European standards, and
the nascent labor movement had contributed to the democratic push
(Rueschemeyer, Stephens, and Stephens 1992: 136 –37). After decades of
vigorous growth, Australia entered a recession in the 1890s. In this eco-
nomic context, a wave of strikes in the beginning of the decade ended in
defeat for the unions. This stimulated a turn of the labor movement to po-
litical means to achieve its ends. In the 1891 elections in New South
Wales, thirty-five labor candidates were elected and a parliamentary La-
bor Party was formed. By the end of the decade, labor was a significant
force in the lower houses of every colony and in most cases it was the
largest or second-largest political tendency, though it always was a mi-
nority. The two other factions were the protectionists and free traders,
who differed on the level of protection, with the free traders favoring tar-
iffs for revenue purposes only. Initially, labor was divided on protection
and allied with either faction depending on its willingness to support pro-
labor legislation. By the end of the decade, the labor parties had success-
fully supported the passage of favorable legislation in every colony ex-
cept Tasmania, including the first modern social welfare legislation, the
pension acts of New South Wales and Victoria (Clarke 1992: 171). In both
cases, the legislation provided for means-tested, tax-financed, flat-rate
pensions, though the labor members were opposed to the means test, ar-
guing the pension should be a right (Kewley 1973: 46).

Of great significance for the subsequent development of social legisla-
tion were the provisions of the Commonwealth Constitutions, which
were hammered out in this decade and went into effect with federation at
the turn of the century. The constitution provided for a lower house and
a senate. The powers of the senate are the same as those of the house ex-
cept that it can only reject financial measures; it cannot amend them.
Thus, though the government rests on the confidence of the house, the
powers of the senate are considerable. The states are represented ac-
cording to population in the house but in equal numbers in the senate.
Moreover, as noted above, the electoral systems are different for the two
houses. Lijphart (1984) categorizes bicameral systems in which the two
chambers are relatively equal in power and are selected by different elec-
toral criteria as strong bicameral systems. Given the different electoral
systems, it is more likely that the two chambers will have different politi-
cal compositions and thus one chamber will “veto” the legislation passed
by the other. Indeed, this has not infrequently been the case in Australia.
The Australian system is also federal, so the Australian political arrange-
ments, along with the German, rank the highest of the cases examined in
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this chapter on the measure of veto points used in the quantitative analy-
sis in chapter 3. A more nuanced measure would have rated Australia
higher on this measure, as Australia is more strongly federal than Ger-
many in the sense that more powers are reserved for the states. In partic-
ular, the constitution gave the federal government power to legislate on
pensions and invalidity benefits, reserving all other areas of social welfare
legislation to the states (de Garis 1974: 249). Until this provision was
changed in 1946, it was an obvious obstacle to the development of federal
social policy.

The pivotal turning points in the development of “social protection by
other means” were the establishment of the federal arbitration court in
1904 and the Harvester decision of 1908. The arbitration court followed
precedents in New South Wales and earlier in New Zealand. The estab-
lishment of the New South Wales court in 1901 was one of the achieve-
ments of the Labor Party in that colony and was in part a reaction to the
failed strikes of the early 1890s (Clarke 1992: 171). Labor was also the
main supporter of a strong federal arbitration court (Crowley 1974: 281).
Following the New South Wales precedent, the court was composed of an
employer representative, a union representative, and a jurist and was em-
powered to settle strikes and other disputes and make awards binding on
an industry as a whole.

One immediate effect of the institution of the federal arbitration court
as well as the state courts was a tremendous growth of union member-
ship. Since the arbitration courts could deal only with organized associa-
tions, their establishment led to a trebling of union membership between
1906 and 1914 (Clarke 1992: 188–89). By the outbreak of World War I,
union membership in Australia was 25 percent of the labor force,32 the
highest figure at that point in time of any of the current advanced indus-
trial economies, which is all the more exceptional given the agrarian
character of the economy (Stephens 1979b: 115).

The groundwork for the Harvester decision was laid by the turn of the
Deakin Liberal government, which was supported by Labor, to the “New
Protection.” According to that doctrine, which was articulated in a 1907
government white paper, a manufacturer who benefits from federal pro-
tective tariffs should charge a reasonable price for the goods he produced
and pay “fair and reasonable wages.” The white paper declared: “The
‘old’ Protection contented itself with making good wages possible. The
‘new’ Protection seeks to make them actual” (quoted in Crowley 1974:
283). Though most of the New Protection legislation was invalidated by
the high court, it was the basis for the Harvester judgment and the gen-
eral concept of a “basic wage,” a needs-based minimum wage.
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In the Harvester judgment, the arbitration court ruled that the mini-
mum wage for an unskilled worker should be determined by the “normal
needs of the average employee, regarded as a human being living in a civi-
lized community” and not on the grounds of the employer’s capacity to
pay (quoted in Crowley 1974: 284).33 This “fair wage” was to be sufficient
to afford a worker and his family, which was assumed to be a wife and
three children, a living of exceedingly modest comfort (Clarke 1992: 188).

A final component of the new system of political economy was the re-
striction of labor supply, and the instrument was the White Australia
Policy. Organized labor had long opposed efforts of landlords, particu-
larly the Queensland sugar estate owners, to recruit Polynesian and Ori-
ental labor and had also opposed “assisted” immigration of Europeans,
that is, the granting of financial assistance for the passage to Australia for
those intending to immigrate.34 All parties supported White Australia
policy, which effectively restricted immigration to Europeans and other
whites, and it was made national policy at the first sitting of the Com-
monwealth Parliament (Crowley 1974: 274).

As Castles (1992) points out, arbitration court decisions in the early
1920s extended this system of social protection into another area covered
by legislation in other welfare states, sick pay. Since docking a worker
earning the basic wage for absence for illness would prevent him from
bringing home a living wage, Justice Higgins, the author of the Harvester
judgment, ruled in 1920 that absence due to illness could not be grounds
for reduction of weekly pay. Employers successfully argued against the
open-ended commitment implied in the judgment, and Higgins’s succes-
sors limited it to six days, and it was later allowed to vary somewhat by in-
dustry. Nevertheless, Castles is correct in arguing that with a 100 percent
replacement rate for short absences due to illnesses, Australia certainly
had the most generous policy of any country at that time.

Before moving to the development of social protection, it should be
noted here that outside of protection and arbitration, the role of the state
in early economic development was limited to the vigorous development
of infrastructure. Everything had to be built from scratch in this virgin
continent and the colonial governments and later the states had extensive
programs of public works to build the infrastructure for development.
But this was accomplished in an otherwise very liberal political economy.
For instance, financial markets were very open and the colonies/states
borrowed extensively abroad to finance the projects they undertook.

As we turn to the development of social policy proper, it is necessary
to carefully distinguish between what did develop and what might have
happened had Labor been in a governing position more frequently. One
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of the aims of this chapter is to identify what features of the social policy
promoted by organized labor and social democratic parties are generically
“social democratic” and what features are variable due to the national con-
text. Castles, who is rightly recognized as the most insightful interpreter
of the development of Antipodean social policy, is ambiguous on this ac-
count. As we understand it, his principal argument is that the policy pat-
tern resulted from the combination of a very strong labor movement that
nonetheless was infrequently in office (Castles 1985; Castles and Mitchell
1993). Consistent with this, Castles argues that the much greater gen-
erosity of the welfare state in New Zealand as of 1950 was due in large
part to the fact that labor was in power in New Zealand for a long period
in the previous two decades. The clear implication here is that Australian
Labor would have fashioned a different policy pattern had it been in
office more often. At other points, he seems to imply that, given that ef-
fective social protection was delivered by the arbitration system, high lev-
els of home ownership, low levels of unemployment, and high per capita
income, Australian Labor favored the structure of the transfer system
with its means-tested, tax-financed, and flat-rate benefits, though it would
have preferred that they were somewhat more generous.

Based on the very detailed account of Kewley (1973: 28–169) of the
period before the advent of the Labor government of 1941– 49, we be-
lieve the evidence is quite clear. Labor favored tax-financed benefits and
argued strongly against several Liberal proposals for the introduction of
contributory social insurance. As to the structure of the benefits paid, La-
bor favored flat-rate universal benefits. Labor was the chief promoter of
the 1908 invalid and old-age pension act, but the party favored universal
rather than the means-tested benefits provided for in the bill presented
by the Liberal government and passed by parliament with Labor support
(Kewley 1973: 72–74, 83). By contrast, the Maternity Act of 1912 passed
by the first majority Labor government provided for universal benefits
(Kewley 1973: 103). Characterizing the whole period 1912– 40, Kewley
(1973: 99) states, “The Labor Party had come to favour the placing of
benefits, where practicable, on a universal basis.”

The inactivity of Australian governments in the area of social legisla-
tion in the period 1913–39 can be attributed to the infrequence of Labor
governments at the federal level, which was due in part to splits in the
Labor Party in the 1910s and 1930s, and to the division of powers between
the states and federal government and the constitutional barrier to social
legislation other than invalid and old-age pensions (Castles 1985: 70 –71;
Kewley 1973: 166). The Labor Party took over the reins of government
in 1941 but was in a tenuous parliamentary situation until it emerged vic-
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torious in the 1943 election. The Labor governments of 1943– 49 intro-
duced and passed legislation providing for child allowances, unemploy-
ment benefits, sick pay, and health care benefits for the first time at the
federal level, and they passed legislation improving pensions and mater-
nity allowances. Most of this legislation was of dubious constitutionality
when passed, as was the 1912 maternity benefit act, which, however, had
not been contested. Thus, Labor submitted a constitutional amendment
that would substantially broaden federal powers not only in social wel-
fare but also in a broad range of areas related to economic management
to a referendum in 1944. Like two similar constitutional amendments
proposed by the pre–World War I Labor government, this proposal was
defeated in the referendum. After its pharmaceutical benefits legislation
was contested by the medical profession and struck down by the high
court, Labor submitted yet another constitutional amendment to a refer-
endum, which accepted it. This time the range of powers to be trans-
ferred was limited to social welfare legislation, albeit a wide range of ar-
eas with the only limitation being that the government would not have the
powers of “civil conscription” in the area of medical and dental services.

The clause on conscription of medical personnel was designed to
lessen the opposition of the Australian Medical Association to Labor’s
health care policies. It did not succeed in doing this. One provision of La-
bor’s 1948 National Health Services Act was a maximum fee schedule,
and this was met with determined resistance by the medical association.
The act’s other provisions were to set up a national insurance system to
cover medical services and provide free hospitalization in public hospitals
(which accounted for about 70 percent of total patient days) and subsi-
dized care in private hospitals (Kewley 1973: 340 – 43). The act was
framed in broad terms and the government intended to use its enabling
powers gradually (Kewley 1973: 343). Labor’s long-term goal was appar-
ently to set up a national health service along the lines of Britain’s new
legislation (Castles 1985: 28–29). However, it did not even manage to
fully implement its drug benefit or health insurance schemes due to the
dispute with the medical association. Labor was defeated in the 1949 elec-
tion and consigned to the political wilderness for the next twenty-three
years. The new Liberal government replaced Labor’s health care pro-
gram with a scheme of federal subsidies for nonprofit health insurance.

The transfer programs passed by the Labor government mixed means-
tested and universal benefits. The new child allowance was universal and
the maternity allowance was made universal once again. Both the sick
pay and unemployment benefits were means tested. In the area of pen-
sions, Labor examined the possibility of superannuation but rejected it as
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excessively costly. For the same reason, the means test was retained but
Labor went on record as favoring a gradual elimination of the means test.
As an opposition party in the 1950s and 1960s, Labor repeatedly pro-
posed that the means test on pension benefits be eliminated, though it
should be noted that a significant minority of Labor parliamentarians fa-
vored retaining it on egalitarian grounds.

The coalition governments of the Liberals and the rural Country Party
of the 1950s and 1960s accomplished very little in the field of social legis-
lation until very late in their period in office. Benefits in the pension, un-
employment, and sick pay schemes were periodically increased. In the
case of pensions, these increases served only to keep beneficiaries up
with the rise in wages; replacement rates were essentially stable (Palme
1990: 50 –51; Kewley 1973: 399). Replacement rates in unemployment
and sick pay did increase from under 20 percent of the average produc-
tion worker’s wage in 1950 but were still only slightly over one-quarter of
that wage in 1970 (Kangas 1991: 75; Carroll 1999: 141).35 Child allowances
were allowed to fall to less than half their 1950 value by 1970 (Wennemo
1994: 132) and maternity allowances were left unchanged in nominal
terms, thus, their real value was only a fraction of what it had been in 1949
(Kewley 1973: 445). In the area of health care, substantial portions of the
population were still not covered by health insurance in the late 1960s,
and only in the waning years of their long stay in office did the Liberal-
Country governments, under considerable pressure from Labor under
the leadership of Gough Whitlam, move to introduce legislation provid-
ing subsidized health insurance to low-income and other uncovered
groups. Pressure from a revitalized Labor Party was certainly one reason
for the increases in sick pay and unemployment compensation in 1970
and 1972. The one area of consistent progress under the Liberals was cov-
erage in the national pension scheme: again responding to Labor’s pres-
sure to eliminate the means test, successive Liberal-Country govern-
ments passed legislation liberalizing the test. As a result, the proportion
of the aged covered by the national plan rose from two-fifths in 1950 to
over two-thirds in 1970 (Palme 1990: 47).

While Labor consistently called for more generous social legislation,
its efforts picked up considerable vigor when Whitlam assumed the party
leadership in 1967. In the 1969 election, Whitlam campaigned for the end
of means testing on pensions, for a national superannuation scheme, and
for universal national health insurance. These themes were repeated in
the 1972 election, which brought Labor to power for the first time in over
two decades. Like governments in other countries in this period, the Whit-
lam government entered office with the assumption that the economic
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conditions of the Golden Age would continue indefinitely into the future.
As a result, the government laid out a very ambitious agenda of reform,
especially in the area of social legislation.

The centerpiece of the government’s social welfare program was Med-
ibank, a universalistic single-payer national health insurance scheme. The
Senate rejected the measure and three other major pieces of legislation,
whereupon Whitlam dissolved both chambers and called new elections in
1974. Labor won the elections but failed to secure control of the Senate
(Clarke 1992: 321–22). By calling a joint sitting of the two chambers, Whit-
lam managed to get Medibank and several other pieces of legislation
passed. However, the Senate continued to refuse to finance the reform.
Under increasing pressure due to the deterioration of the economy, the
Labor government was out of office by the end of 1975, a victim of collu-
sion on the part of the governor general and the leader of the opposition
to dissolve both chambers through moves of dubious constitutionality.

The short-lived Whitlam government was not without its achieve-
ments in the area of social policy. The Fraser government that followed
substantially altered the health care legislation, abolishing its universal
character, but entitlements were still substantially better, especially for
lower-income groups, than when Whitlam came to office. Labor did not
deliver on its superannuation promise or its promise to end the means
test, but it did take steps in that direction by eliminating the means test
for older pensioners. It also improved sickness and unemployment com-
pensation so that, along with the improvement introduced by the Lib-
eral-Country government, the net replacement rate for these programs
almost doubled to just under 50 percent for the average production
worker (Kewley 1980: 124 –25; Kangas 1991: 75; Carroll 1999: 141) be-
tween 1970 and 1975. Several other new cash transfer programs were also
introduced.

Another achievement of this period, though only partly of Labor’s do-
ing, was the introduction of equal pay for women. This period has been
seen as a turning point for the Australian women’s movement as women’s
organizations, most notably the Women’s Electoral Lobby, began to have
an impact on the national political debate in general and the policies of
the Labor Party in particular (O’Connor, Orloff, and Shaver 1999: 215 ff.;
Curtin and Sawer 1996). In 1969, the arbitration Court ruled that women
were to receive equal pay for equal work. Upon taking office, Whitlam re-
quested that the Arbitration Commission reopen a recent wage case to
permit the government to withdraw the Liberal-Country government
submission on women’s pay parity and replace it with one of its own. The
Arbitration Commission agreed and later ruled that women employees
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must receive “equal pay for work of comparable value” (Clarke 1992:
319).36 The combination of these two decisions led to very substantial in-
creases in women’s wages (O’Connor, Orloff, and Shaver 1999: 89). The
Whitlam government further raised feminist expectations by appointing
a special adviser for women’s affairs who was charged with examining all
cabinet submissions and evaluating their impact on women. However, she
was given no staff and the government did not even manage to fulfill a
promise made by Whitlam during the 1974 campaign to increase public
finance of day care (Clarke 1992: 320 –21). As we indicated earlier in this
section, New Zealand differed from Australia in two important respects.
First, the class of small farmers was larger; second, the governmental
structure, a unicameral and unitary system, was highly favorable to rapid
change. Both of these characteristics contributed to the development of
a more generous social policy in New Zealand as of 1950. Indeed, it was
a pioneer welfare state compared to other advanced capitalist democra-
cies at this point.

The events of the 1890s were similar to those in Australia. The defeat
of the unions in a miners and maritime strike in early 1890 led to a polit-
ical turn on the part of the labor movement. In December of that year,
five Labour members were elected to parliament along with thirty-eight
others who were endorsed by unions. Labour formed a more or less
durable alliance with the Liberals, who drew their support from small
farmers and farm laborers, who expected to benefit from the land devel-
opment schemes of the Liberals (Richardson 1992: 206). The Liberals
ruled until 1911 and, particularly early in this period, passed the legisla-
tion that formed the basis of the arbitration system and New Zealand’s
nascent welfare state. In 1894, the government passed the Industrial
Conciliation and Arbitration Act, which set up regional conciliation
boards and an Arbitration Court with the power to make awards apply-
ing to a whole industry. As in Australia, the establishment of the arbitra-
tion system led to the rapid growth of unions (Richardson 1992: 207). In
1898, the government passed pension legislation providing for means-
tested, flat-rate, tax-financed pensions.

Both the government and the conservative opposition advocated pro-
tection (Richardson 1992: 201). Perhaps for this reason, the tie between
protection and the “fair wage” was not as firmly established in this period
as it was in Australia. In fact, the fair wage itself, that is, a wage based on
a worker’s needs and not the employer’s ability to pay, was not as firmly
established in New Zealand until the advent of the Labour government
of 1935– 49, though the basic thrust of legislation and of Arbitration
Court rulings went in that direction. In 1908, one year after the Harvester
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ruling in Australia, the New Zealand Arbitration Court issued a similar
ruling, and in 1916 and 1925 it reaffirmed that the basic wage of an un-
skilled worker should be sufficient to support the worker, his wife, and
two children (Easton 1980: 105). A conservative government in 1922
amended the arbitration act to allow the court to take into account the
“economic conditions affecting any trade or industry” (cited in Richard-
son 1992: 221). With the onset of the Depression, a conservative coalition
government in 1931 cut civil service salaries by 10 percent and amended
the arbitration act to empower the Arbitration Court to amend any
award if economic circumstances warranted and to allow the initiation of
conciliation only if both parties to a dispute agreed. This was followed by
a court ruling cutting wages by 10 percent and by wholesale wage cuts by
employers who refused to permit disputes to go to the court.

In the 1910s and 1920s, party competition polarized into two camps
with Labour advancing at almost every election and the parties of the right
increasingly cooperating to stem the Labour advance. In the midst of the
Depression, Labour won the 1935 elections by a huge margin over its con-
servative National Party opponents on a broad platform of reform: guar-
antee pricing for primary production, restoration of the wage cuts, a mini-
mum wage, measures to insulate the economy from the world economy,
increased control of the financial sector, and a range of social welfare leg-
islation (health, education, increased pensions, and superannuation)
(Chapman 1992: 352–53). The Labour government moved vigorously to
implement its program as it restored the wage cuts, passed a minimum
wage, and initiated public works to reduce unemployment. In 1936, the
government amended the arbitration act, restoring full jurisdiction to the
Arbitration Court, making union membership compulsory for anyone
covered by an Arbitration Court award, and specifying that the basic
wage was to cover the needs of a man, his wife, and three children. As a
direct result, union membership trebled by 1938 and by 1939– 40, 67 per-
cent of nonagricultural employees were union members, by far the high-
est figure anywhere in the world (Stephens 1979b: 116).

A second landslide victory in 1938 by Labour was met with capital
flight and, along with the rising cost of overseas machinery, depleted the
country’s sterling balances, forcing the government to introduce ex-
change controls. These controls became more or less permanent and,
along with import licensing, also introduced in this period, provided the
protection of the manufacturing sector, which complemented the family
wage imposed by arbitration in New Zealand’s version of social protec-
tion by other means.

The 1938 elections were fought on Labour’s social security bill, and the

Welfare States and Production Regimes in the Golden Age 179



election result was interpreted as a strong mandate for Labour’s social
policy legislation. The bill was passed soon after the election and was
complemented with other legislation over the course of Labour’s period
in office, which ended in 1949. This package included increases in the
means-tested pension; a flat-rate universal superannuation benefit; a uni-
versal family allowance with a flat-rate benefit for each child; and essen-
tially free medical benefits.

The contrast with Australia at this point was in part due to the greater
electoral success of Labour, which in turn can be linked to differences in
agrarian class structure (Castles 1985: 71). But certainly the biggest fac-
tor was the difference in constitutional structure and, as Castles (1985:
28–29) argues, nowhere is this more evident than in the case of medical
care. The labor parties began with similar intentions: a free medical care
system with medical care delivered in large part by the state. In both
cases, the medical associations were vociferous opponents of the pro-
posed legislation. With the additional constitutional obstacles, the Aus-
tralian Medical Association succeeded in blocking some of Labor’s pro-
posals and delaying others until the Liberal-Country coalition took
power in 1949 and subsequently introduced legislation more to the asso-
ciation’s liking. In New Zealand, the medical association succeeded in
getting the important concession that outpatient care would be paid on
a fee-for-service basis rather than on the capitation basis favored by
Labour, but otherwise medical care became “as free as education,” as
proposed by Labour in the 1938 election (Castles 1985: 29; Easton 1980: 136;
Laugesen 2000: chap. 3).

The National Party managed to reverse its electoral fortunes only by ac-
cepting the goal of full employment and the social security reforms of
Labour (Chapman 1992: 370). However, that did not mean that social
policy fared well under the Nationals, who ruled with one interruption
from 1949 to 1972. The failure to raise the fees paid to general practition-
ers increasingly eroded the principle of free medical care, and replacement
rates in transfer programs fell as successive National governments neg-
lected to adjust them to the rising wage levels (Castles 1985: 29, 32). By
contrast, the Labour government of 1956 – 60 raised family allowances by
50 percent (Chapman 1992: 379–80).

In 1972, central planks of Labour’s election platform were a national
superannuation scheme and no-fault accident compensation (McRobie
1992: 388). At that time, only 35 percent of employees were covered by
occupational pension plans (Easton 1980: 63) and, with the only public
program being means-tested pensions, it is clear that many white- and
blue-collar workers suffered substantial declines in income in old age.
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Labour won the election and delivered on both promises with programs
that provided for earnings-related benefits. The Accident Insurance Act
covered both work-related injuries and automobile accidents and pro-
vided an 80 percent income replacement rate. Benefits were raised in the
means-tested pension program, and a universal, earnings-related, funded
superannuation scheme was introduced (Easton 1980: 72–74, 96 –97).
The scheme was contributory and would not fully mature until 2015. The
National Party responded with a promise to replace the superannuation
plan with universal, flat-rate, tax-financed pensions with generous
benefits for those with average incomes or below and an incredibly gen-
erous retirement age of sixty. The plan would pay full benefits immedi-
ately, and it was credited with having a large, perhaps decisive, impact on
the election of 1975, which was won by the Nationals (Castles 1985: 39).

Progress on gender-egalitarian social policy was close to nil in New
Zealand before the 1980s. Women’s labor force participation as of 1960
was extremely low, second lowest after the Netherlands among all our
countries, and it remained among the very lowest until 1980. In the pe-
riod 1951–80, an average of only 5 percent of members of parliament
were women (Curtin and Sawer 1996: 151). Moreover, for most of this
time Labour was out of office. In the 1970s, new women’s organizations,
such as the Women’s Electoral Lobby formed in 1975, appeared and gen-
der issues became part of the public agenda for the first time (Curtin and
Sawer 1996: 149), but with Labour exiting office that year, little was ac-
complished. For instance, there was no national scheme for maternity
leave, as responsibility was left to employers. Of 900 collective agree-
ments and awards registered between 1978 and 1981, though, only one-
third contained maternity leave provisions (Gauthier 1996: 176).

Comparative Analysis

In analyzing the development of the welfare state and production re-
gimes in the different countries, we found a great deal of consistency
among the goals, policies, and strategies of similar kinds of actors. To be-
gin with the political actors shaping policy—political parties—the social
democrats shared a commitment to universalistic, generous welfare states
with a combination of basic, flat-rate, citizenship benefits and earnings-
related benefits with high replacement rates and easy qualifying condi-
tions. This is not to say that sympathy for means-tested programs was ab-
sent in social democracy, particularly in the beginning of the period.
Faced with shortages of resources in the early postwar years, social dem-
ocratic leaders often expressed the view that the few resources available
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should go to the neediest. However, they did insist that support for the
needy be given as a matter of right, not subject to bureaucratic discretion.
With the advent of vigorous growth in the postwar period, social demo-
cratic parties everywhere, including Australasia, preferred universalistic
to means-tested programs. Where the immediate postwar reforms had
resulted in a tier of flat-rate citizenship benefits ensuring “basic security”
to the citizenry, as in Scandinavia, the social democrats pushed for earn-
ings-related benefits with increasingly high income replacement rates, to
assure workers “income security,” the complement to basic security
benefits in the “institutional” welfare state model.37

The comprehensive and unified welfare state model that the social
democrats were able to build in the Nordic countries was also the type
that they supported in early post–World War II proposals in Austria,
Germany, and the Netherlands. After they lost out to the Christian dem-
ocrats in those three countries, and different schemes for different cate-
gories of people were introduced—or mostly revived—they continued to
push for an equalization of benefits and rules among the different
schemes, particularly the schemes for blue-collar and white-collar work-
ers, introducing universalism to the earnings-related tier through the
back door, so to speak. In all three countries, the social democrats also
pressed for a basic security complement to the income securities tier: in
the Netherlands a minimum pension was introduced; in Austria manda-
tory supplements were made available to those not achieving a defined
minimum; in Germany the introduction of a minimum pension remained
a consistent demand of the social democrats, and its practical equivalent
was finally introduced under the SPD-FDP government in 1972 for those
with a long contribution record.

This characterization of generalized social democratic support for the
institutional model with regard to transfer payments (but not services;
see below) during the period of postwar affluence is somewhat problem-
atic for Australia and New Zealand. There is no doubt that the push to
earnings-related benefits was weaker there, a point we will comment on
below. However, we contend that the means-tested character of many
Antipodean benefits at the close of the Golden Age was not a product of
labor movement preference for them but rather of labor’s exclusion from
power. Thus, with a longer period in office and concentration of power in
the country’s unitary, unicameral system of government, New Zealand
Labour left office in 1949 with fewer means-tested benefits on the books
than was the case in Australia. In opposition, both parties pressed for the
removal of means tests and expressed at least some support for earnings-

182 Chapter Five



related superannuation benefits. In their brief periods in government,
both parties moved to eliminate means-tested benefits or introduce su-
perannuation in pensions.

Thus we contend that in pensions the two antipodean social demo-
cratic parties’ preferences were not greatly different from those of their
European counterparts. They were not different in favoring flat-rate child
allowances not subject to a means test, which was the position of the so-
cial democrats in all cases. However, in our review of the historical liter-
ature, we found no mention of either the unions or the labor parties fa-
voring the introduction of an earnings-related program for sickness pay
or unemployment compensation. The absence of a push for income se-
curity in these areas from social democracy and the unions can partly be
explained by the very low levels of unemployment. In this regard, they
deviate from the Nordic cases in degree rather than principle, as there too
the emphasis was on providing work, not cash assistance and, compared
to the Christian democratic welfare states, high replacement rates in un-
employment insurance were a rather late development in the Nordic
countries.38 In the case of sick pay in Australia, it is a very plausible hy-
pothesis that the push for earnings-related benefits was muted by the fact
that the arbitration system provided full pay continuance for short-term
illness. Thus, the Australian worker achieved income security in case of
illness “by other means.”

During the Golden Age, the common commitment of social demo-
crats in the area of social services concerned health. As in social insur-
ance, the central goals were universal access to and equal quality of
health care. In the Nordic countries, social democratic governments suc-
ceeded in realizing these goals by establishing national health services,
and in New Zealand the Labour government established a single-payer
national health insurance. In Australia Labor made major efforts in this
direction, which however were largely thwarted. In Austria, Germany,
and the Netherlands, where the social democrats had to accept social in-
surance, including health insurance, based on different schemes, they di-
rected their efforts toward improving and equalizing the benefits under
these schemes. Before the late 1960s, social services outside of education
and basic health care were of minor importance anywhere and not on the
political agenda. Social democrats, like all other political actors, accepted
that care for children, the elderly, and the handicapped remains the re-
sponsibility of the family. The push for an expansion of new social ser-
vices accompanied a turn of social democracy from support for the tradi-
tional family, with a male breadwinner and a female housewife, toward
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support for a two-earner family and greater gender equality, a push that
was stimulated by a combination of increasing female labor force partic-
ipation and feminist mobilization within and outside of the social demo-
cratic movement (see below). This change was most pronounced in the
Nordic countries, less so and delayed but still discernible in Australia and
New Zealand, and more muted or delayed among the social democrats in
the rest of our cases.

With this turn, one aspect of the social democratic welfare state and
production regime that was already present, an emphasis on labor mobi-
lization—that is, on support for qualification and integration into the la-
bor market—assumed even greater prominence. Active labor market
policy, including training, retraining, and support for relocation, was the
cornerstone of this policy of labor mobilization, and public care facilities
for children and the elderly became an important additional component
because they facilitated women’s integration into the labor force. It is im-
portant to insist here on these central elements of the social democratic
project in order to correct a widespread misinterpretation; the essence of
the social democratic welfare state is not decommodification, but rather
high qualification for and participation in the labor market. The concept
of decommodification does capture one important element of the social
democratic welfare state, the right to continuation of an adequate stan-
dard of living while involuntarily separated from the labor market, a right
that is sorely lacking in liberal welfare states. This right is also given in
Christian democratic welfare states though, and what differentiates the
social democratic from the Christian democratic welfare state is precisely
this emphasis on high labor force participation and qualification.

The common goals and broad strategies among social democrats with
regards to production regimes were growth with full employment, indus-
trial promotion policies, supply-side policies, and, as just mentioned, ac-
tive labor market policies. However, there were many differences among
them in the specific policies designed to achieve these goals, differences
based on the structural conditions of their economies, the composition of
their support bases, and the extent of their hold on political power. The
most fundamental difference concerns the context of protection of the
manufacturing sector in Australia and New Zealand, and the high open-
ness to trade in our other cases. A policy made possible by the reliance of
these economies on highly competitive primary product exports, indus-
trial protection kept pressures for rationalization at bay and thus also the
need for active labor market policies to deal with unemployment result-
ing from structural change. Active labor market policies were developed
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to the greatest extent in Sweden, followed by the other Nordic countries,
and least so in the Netherlands and Austria, with Germany, where they
were initiated by the Grand Coalition in 1969, in the middle. The re-
stricted access of the social democrats to political power explains the ab-
sence of active labor market policies in the Netherlands and the later and
more restricted development of such policies in Germany. In Norway and
Austria, employment protection through direct subsidies of private en-
terprises or public enterprises substituted for active labor market policies
during the Golden Age.

The extent to which industrial promotion and other supply-side poli-
cies involved direct state direction of investment and state ownership in
industry and banks, or indirect stimulation and timing of investment and
research and development, depended heavily on the structure and
strength of capital. The most statist policies were pursued in Austria,
Norway, and Finland, where private capital was weak, owning mostly
small and medium enterprises. In Sweden, Denmark, Germany, the
Netherlands, and Australia the social democrats’ plans for more exten-
sive state intervention in the economy were defeated politically, and they
had to be changed in order for either the parties to win elections (Ger-
many and the Netherlands) or incumbent governments to avoid political
stalemate (Sweden, Denmark, and Australia).

The goals, policies, and strategies preferred by Christian democrats
with regards to welfare state and production regimes were significantly
less statist. They essentially wanted a social market economy built on the
principle of subsidiarity (van Kersbergen 1995). They accepted the need
to combat poverty and prevent significant declines in living standards, but
they opposed the universalistic, unified, state-administered schemes pro-
moted by social democrats, insisting instead on corporatist forms of con-
tributory social insurance, supplemented by social assistance at the local
level. In the area of social services, they accepted the need to guarantee
access to health care for all, but they supported private delivery and in-
surance through a variety of funds. Other areas of care were to be the re-
sponsibility of the female members of the traditional family. The support
of the traditional family was at the center of their policies, and conse-
quently the system of social protection was to be built around the male
breadwinner.

The production regimes preferred by Christian democrats were more
market conforming than those preferred by social democrats, and their
policies were more reactive and indirect. The most statist part of their
policies, particularly noticeable in the Netherlands but also in Austria,
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was support for central wage setting to keep labor cheap. In labor mar-
ket policy the emphasis was on passive measures, that is, on transfer pay-
ments to people who had lost their jobs. They also supported regional
policies in the form of support for peripheral areas whose welfare was en-
dangered by the decline of traditional industries.

Among our cases, agrarian parties were relevant actors only in the
Nordic countries. They were not the initiators of major social policy, but
rather reactively attempted to protect the interests of their constituency
once a social policy reform was on the agenda. They supported universal
coverage in social programs, flat-rate benefits, tax financing, and entitle-
ment on the basis of citizenship, and their influence arguably brought the
social democrats to support reforms built on these principles in several
cases. Their position lent itself well to coalition agreements with the so-
cial democrats as in Sweden and Denmark, or it laid the groundwork on
which later social democratic governments could build as in Finland.

The secular right parties in our cases offered varying degrees of oppo-
sition to the expansion of social policy. Their basic preferences were al-
ways less government, more market, and lower levels of taxation. Even
where they did not strongly oppose a particular reform scheme, they al-
ways pointed to the danger of excessive costs for the health of the econ-
omy. Our boldfaced assertion on this point as well as that on the reactive
role of agrarian parties has been contested to varying degrees by various
authors writing on Scandinavia.39 For example, they argue, and for the
most part we do not contest this, that the Conservative Party in Sweden
supported universalistic pensions in the 1940s discussions on pension leg-
islation, or that all bourgeois parties in Norway supported virtually all of
the basic social security legislations in the first three postwar decades. Or,
as we ourselves have pointed out, the Swedish bourgeois parties, partic-
ularly the middle parties, embarked on a strategy of “outbidding” the so-
cial democrats on welfare state policy after they were decisively defeated
in the supplementary pension struggle of the late 1950s. In part, we be-
lieve that these authors err in focusing only on the final stages of policy
formation, such as the final parliamentary vote, and thus misread actors’
preferences (see our discussion below). But much more important, they
are operating on the basis of a false, if unstated, counterfactual, that
policy would have differed little if the social democrats had been out of
power. We discuss this more extensively in the closing paragraphs of this
chapter.

Turning to the social bases of the different parties, one does by and
large see the correspondence in preferences that one would expect.
Blue-collar trade unions supported the same combination of minimum
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flat-rate and earnings-related, universal, unified schemes as did the so-
cial democratic parties in Scandinavia, Germany, and Austria; in the
Netherlands this was the position of the social democratic unions. In
Australia and New Zealand blue-collar unions supported flat-rate, univer-
salistic,tax-financed,but—withfewexceptions—notmeans-testedbenefits;
they only began to support earnings-related benefits in the late 1960s
and early 1970s.40

The comparatively late support for earnings-related social insurance
by the social democrats and organized labor in Australia and New
Zealand has a parallel in the comparatively weak support for and limited
scope of such schemes in Denmark and in the divisions between the so-
cialists and the communists in Finland on this issue. What Australia, New
Zealand, and Denmark have in common is the lack of a strong metal-
working export sector whose workers were dominant inside the labor
movement and were pace setting in centralized wage bargaining. In our
other cases, these workers were relatively well paid within the blue-collar
ranks but concerned about parity with white-collar workers, and they
were powerful enough to make their position in support of earnings-
related pensions that of the entire labor movement. It is obvious that flat-
rate benefits in sickness and unemployment insurance cannot be so high
as to provide a generous replacement rate for a production worker who
is paid above the average, lest there be a strong incentive for workers paid
below the average to become and remain sick or unemployed, as their in-
come would actually increase in such cases. The alternative of earnings-
related but privately negotiated occupational benefits was rejected by the
metalworking unions because of the experience that white-collar workers
generally did much better under such negotiated schemes. Where the
metalworkers did not have a dominant position in the labor movement,
the push for public, universal, earnings-related benefits remained weaker.
The divisions between the Finnish social democratic unions, which in-
cluded better-paid workers and the metalworking sector and who were
the strongest supporters of earnings-related benefits, and communist
unions, which were stronger supporters of raising flat-rate benefits, rein-
force the generalization that support for earnings-related benefits is par-
ticularly strong in this segment of the working class.

Feminist movements became influential actors in shaping the welfare
state and labor market policies relatively late in the cases and period con-
sidered here.41 Even for Scandinavia, where they were most influential,
Hernes (1987: 46) states that women were “traditionally the object of
welfare policy, not its creators.” Their basic concerns with regard to social
policy concerned independent—from husbands, that is—entitlements to
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benefits for women and children, access for women to the labor market,
equal pay for equal work, and social services facilitating female labor
force participation. Major progress in all these dimensions was made in
the Nordic countries from the 1970s on, following an increase in women’s
labor force participation and coinciding with a stronger presence of
women in the leading organs of the social democratic parties and in par-
liament. In Australia, the Arbitration Court ruled positively on equal pay
for equal work for women in 1969 and, upon prodding from the Labor
government, for equal pay for work of comparable value in the early
1970s, both decisions that did increase women’s wages significantly. In so-
cial policy areas and women’s labor force participation, though, progress
in Australia was slow, as it was in Germany, Austria, and the Netherlands.

What should be underlined about the contribution of women’s move-
ments to the welfare state in general and to the social democratic wel-
fare state in particular is that it came from outside of, and to some ex-
tent, perhaps to a large extent, in opposition to the constellation of
interests and forces that shaped other social democratic social policies.
The social democratic welfare state was originally shaped around the in-
terests of its core constituency, which in most cases was manufacturing
sector workers, who if not the most numerous, were certainly the best
organized and most highly mobilized group in the labor movement. And
they were overwhelmingly men. The unions, in particular, were attached
to the male breadwinner concept and for a long time resisted measures,
such as part-time work and flexible work schedules, that would facilitate
increased women’s labor force participation as a threat to the wages of
full-time workers.

With the expansion of nonmanual work, growth of the service sector,
and expansion of higher education, women’s labor force participation
grew in all advanced industrial societies. However, as table 5.2 demon-
strates, it grew differentially across different countries, in part dependent
on the expansion of the service sector, public or private. The unions in
all of the countries considered in this chapter were relatively strong as of
the mid-1960s and were able to prevent the development of a low-wage
market, which retarded the growth of private sector services. Only in
the Nordic countries, with the social democrats in power and without
the legacies of Christian democratic social policy, did the public service
sector, and thus women’s labor force participation, begin to grow rap-
idly in this period and then set off the feedback dynamic in which
women’s political mobilization led to social policies that further facili-
tated women’s entry into the labor force described in the section of this
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chapter on Sweden. Thus, at the close of the Golden Age in the mid-
1970s, women’s movements had had a sizable effect on social democratic
policy only in the Nordic countries, the notable exception being the
Whitlam government’s comparable pay policy. Even in the Nordic coun-
tries, the women’s movement had to circumvent the social democrats’
normal constituency, the unions, and mobilize directly in the party as well
as in other parties, especially the left socialists and liberals. Thus, at that
time one already saw a rise in women’s representation in leadership roles
within the parties but not in the unions.

Business associations, like their political allies in the secular right, pre-
ferred as little legislation and as much flexibility in social and labor mar-
ket policy as possible. However, they were concerned not to waste polit-
ical capital in opposition to reform proposals they were bound to lose on.
In many cases, they concentrated their opposition on the method of
financing and administration that imposed a burden on enterprises, on
the overall level of the tax burden, or on the enlarged role of the public
sector rather than on the proposed social policy itself. They were partic-
ularly opposed to and fought against large pension funds under govern-
ment control in Sweden, Norway, and Finland. In fact, as our discussion
of the Nordic cases showed, they offered advice to each other on where
and how to engage in opposition to legislation.

Farmers did not have a unified position on social policy where small
and large farming coexisted. In Denmark, small farmers were repre-
sented by the Radical Liberals and large farmers by the Liberals, and the
former were more progressive than the latter on welfare state policy and
thus more frequently allies of the Social Democrats. In Australia, large
farming dominated, in contrast to New Zealand, where small farming was
more widespread, and the result was a significant difference in the gen-
erosity of the welfare states in these two countries as of 1950. In Sweden,
Norway, and Finland, small farmers constituted the base of the agrarian
parties, whose universalistic thrust in social policy was discussed above.
In Germany, small farming was the norm as well, but the farmers did not
have independent political representation. They demanded their own
scheme already in 1946, and in 1957 they received a scheme with flat-rate
contributions and flat-rate benefits.

Doctors’ associations were firmly opposed to governmental involve-
ment in supervising the delivery and financing of health care services, in-
sofar as such supervision invariably entailed cost controls. Thus, they
fought not only the introduction of a national health service, as for in-
stance in Sweden, New Zealand, and Australia, but also attempts to bring
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about the greater unification and state control of health insurance that
were made in Continental Europe. Where private or semipublic self-
administered insurance funds had an established position in the health
care system, they typically joined the doctors in opposition to an expan-
sion of the state’s role.

Turning now to some general insights into the dynamics of welfare
state formation that our analysis has yielded, we can begin with the argu-
ment about path dependency. As we argued in chapter 2, policy legacies
clearly do influence future choices, but they do not determine policy pat-
terns; rather, changes in power constellations, specifically incumbency of
one rather than another set of political parties can modify established
policy patterns. A given set of institutions entails the presence of a set of
actors with their preferences, and other actors have to be stronger to im-
pose their preferences against the status quo preferences of established
actors. The Swedish example demonstrates that it is very difficult to
change a system of privately delivered into publicly delivered health care,
but that it is possible. Similarly, Finland underwent a system shift with the
political shift and union reorganization of the mid-1960s, which moved it
rapidly to a social democratic corporatist pattern of political economy
and welfare state policy. Institutional change is possible, but only if the
political power distribution and the constitutional structure are favor-
able. The party or parties supporting change need to have a majority in
parliament, and the constitutional structure needs to concentrate power
in parliament, such as to minimize access of the opposition to veto points.

Our treatment of the historical development of the Swedish case al-
lowed us to outline the interaction of historical institutional constraints
and policy legacies and employers’, unions’, and parties’ resources, struc-
ture, and strategy in the shaping of the welfare state regime and the pro-
duction regime. As we pointed out in chapter 4, viewed from any given
single moment there appears to be a “functional fit” between these as-
pects of a country’s political economy. Viewed in historical perspective, it
is clear that at every point in time outcomes were created by economic
and political actors’ choices, but these choices were made in the context
of institutional constraints and policy legacies, and of other actors’ re-
sources and strategy. Thus, to take a few examples, after the second vic-
tory of the social democrats in the 1936 Swedish election, it was clear to
employers that they would have to face a strong and centralized trade
union movement allied with a sitting social democratic government for
the foreseeable future and that they would be forced to make conces-
sions. The structure of agrarian interests, the Social Democrats’ alliance
with the Agrarian Party, as well as the dominance of the metalworkers’
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union within the LO and the dominance of the oligopolistic, export-
oriented employers within SAF shaped the postwar policy pattern in de-
cisive ways. The defeat of the Social Democrats in the planning debate
and the business structure were decisive constraints on the unions’ and So-
cial Democrats’ employment and growth policies that led to, without de-
termining, the development of the Rehn-Meidner model and the relative
absence of influence of the Swedish state on the direction of (as opposed
to the volume of) investment, in contrast to the Norwegian, Finnish, and
Austrian cases. Thus, our theory of social, political, and economic change,
while positing a high degree of path dependence, can account for institu-
tional transformation caused by actors’ constrained choices.

A further example of path dependency within the context of a particu-
lar power constellation is the expansion of women’s labor force participa-
tion and of the public social service sector in the Nordic countries.
Women’s labor force participation began to increase in the 1960s with the
tight labor markets and the refusal of unions to allow massive importation
of foreign labor, in contrast to what happened on the Continent. At the
same time, women organized within and outside of the social democratic
party and succeeded in eliciting a commitment of the party and the gov-
ernment to the promotion of gender equity. This entailed among other
things the socialization of care-giving responsibilities and thus an expan-
sion of the public social service sector. These new jobs in turn were pre-
dominantly filled by women, which strengthened women’s political in-
volvement and support for the welfare state, opening up a pro–social
democratic gender gap in voting. In other words, the expansion of public
health, education, and welfare employment changed the composition of
actors and the preferences of actors in a self-reinforcing way. As we shall
see in chapter 7, a similar dynamic might have emerged in New Zealand
in the 1980s but was cut way short by a loss of power of the Labour Party
and a reversal of many reforms by the subsequent government. Women’s
labor force participation did increase dramatically in this decade, women
made advances in the Labour Party and in parliament, and the Labour
government did increase funding for child care, but the change in the com-
position of actors and their preferences was not fast enough to prevent
the election loss, and that loss stopped the whole process in its tracks.

A final example of path dependency is the development of the mutu-
ally supportive relationship between high skill levels of the labor force, a
competitive economy, and a generous and redistributive welfare state in
Sweden. The long-standing commitment of the social democrats to an
elimination of poverty and reduction of inequality, both in material con-
ditions and in access to high-quality education, resulted in an educational
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profile of the adult population that has an overall very high level and a
comparatively very high floor (see the discussion earlier in this chapter).
Clearly, this achievement is not due to investment in education alone but
rather due to the combination of this investment with other policies de-
signed to eliminate poverty and reduce inequality in living conditions. It
is well known that poverty and high inequality are great barriers to edu-
cational achievement among the underprivileged. With these barriers
greatly reduced, investment in education at all levels did have the desired
effect of creating a highly qualified labor force. As endogenous growth
theory recognizes, low levels of inequality and high quality of human cap-
ital are important determinants of economic growth (see e.g. Osberg
1995). In the Swedish case, they not only made industry highly competi-
tive but also facilitated the elimination of low-skill-low-wage jobs and
employers. The elimination of these jobs and employers in turn made it
possible to build a generous and redistributive welfare state without cre-
ating perverse incentives and without having to face intense opposition
from such employers. This welfare state, which includes generous educa-
tion, training, and retraining allowances, in turn reproduces the condi-
tions for the maintenance of the high-skill competitive economy.

A further insight with important implications is that there was often a
discrepancy between actors’ original preferences and the types of legisla-
tion they ultimately supported, due to their assessment of the strategic
situation. For instance, in the prolonged struggle over pension reform in
Germany, the SPD wanted to prevent a political stalemate and thus
dropped its demand for a citizenship pension. Or, in Austria coalition ne-
gotiations led to the establishment of seven insurance carriers in 1947 and
the unification of the rules governing sickness, accident, and pension in-
surance in 1955; the social democrats supported both packages of legisla-
tion, despite their original support for a unified system and a citizenship
pension. The implications of this observation are that if comparative case
studies focus on the short run only, such as on votes on final legislation,
or even negotiations in the month or two before legislation is passed, they
miss the important differences between actors’ original preferences and
the political struggles leading up to compromise proposals.

A related insight is that particular political and institutional constella-
tions sometimes produced specific choices. For instance, in Finland the
unions and the social democrats supported compulsory, earnings-related,
but privately administered pensions, rather than a publicly administered
scheme like their counterparts in the rest of the Nordic countries. This
choice was a result of the traditional dominance of the agrarians over the
National Pension Institute. The unions and the social democrats feared
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that existing pension funds, financed by employee and employer contri-
butions, which were to be folded into the National Pension Institute with
the establishment of earnings-related pensions, would be used by the
agrarians to subsidize pensions for the rural population on a grand scale.

A final insight to draw attention to here is the importance of political
competition with social democrats to push Christian democrats toward
generous welfare state legislation. Our discussion of the process leading
up to the 1957 and 1972 pension reforms demonstrated this very clearly
in the German case. Competition on the basis of legislative proposals was
less obvious in the Dutch and Austrian cases because of the inclusion of
social democrats in coalition governments during the early formative pe-
riod of the welfare state. Nevertheless, we saw in the Netherlands as well
that the presence of a social democratic minister of social affairs, who
managed to set a popular precedent with an emergency act in 1946, was
crucial for pushing through a universalistic pension scheme. By pointing
to the importance of this competition we do not mean to deny that Chris-
tian democrats had a welfare state project of their own. They did have a
distinctive project that differentiates their welfare states clearly from the
liberal and the social democratic ones. We simply want to indicate that
competition made this project more generous. The importance of com-
petition from a viable left, capable of making a credible bid for power, for
pushing Christian democrats toward generosity in welfare state legisla-
tion is further underlined by the contrast between Germany, Austria, and
the Netherlands on the one hand and Italy and France on the other hand.
In the latter set of countries the left was divided and could not make a real
bid for power until the 1970s, and accordingly the welfare state was on the
average less generous than in the former set of countries.

Based on the comparative and historical material presented in this
chapter, we can further elaborate on our comments about the develop-
ment of the production regime and the fit between aspects of the pro-
duction regime, particularly labor market policies, and the welfare state
regime. As we saw in the last chapter, it is obvious that a country’s eco-
nomic structure and its situation in the world economy are critical
influences on the development of the production regime. The Antipodes’
dependence on primary product exports, particularly raw agricultural
goods, Denmark’s on processed agricultural product exports, the rest of
the Nordic countries’ on forestry and manufacturing exports, were points
of departure that fundamentally shaped and limited the trajectory on
which the country could develop. What we want to underline here is the
degree to which the regimes, particularly the labor market policies and
welfare state regimes, were shaped by the political actors relatively late in
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historical time, that is, since the Depression in the case of all countries ex-
cept Australia and possibly New Zealand. Thus, we would argue that the
cohesion of the four welfare state–production regime types outlined and
the internal fit of the aspects of the regimes are more of a political cre-
ation than a functional necessity, and the clustering of the countries is
largely due to similarities in political configuration.

Denmark is the most obvious case supporting this view, as it was not
dependent on manufacturing exports like the other corporatist econo-
mies. Its production regime was relatively liberal at the outset and it
could have developed in a yet more liberal direction. Yet unions were
strong at an early point in Danish history (Stephens 1979b: 115–16),
Catholicism and thus Christian democracy was essentially absent, and so-
cial democracy became the dominant though not hegemonic political
force. As a result, Denmark developed a distinctly social democratic wel-
fare state regime and labor market policy, yet other aspects of its produc-
tion regime, such as industry-finance relations, remained liberal relative
to the other coordinated market economies. More broadly, except for la-
bor market policies, variations in production regime cut across our Chris-
tian democratic and social democratic types. Austria’s production regime
is more similar to Norway’s, and Germany’s is more similar to Sweden’s
than they are (or at least were, as of the end of the Golden Age) to each
other’s. From the point of view of the “functional necessities” of the pre-
existing production regimes, Austria and Germany could have developed
social democratic welfare states and labor market policies and Sweden
and Norway could have developed Christian democratic welfare states
and labor market policies. This is most obviously true in the case of the
development of public social services and the gender dimension of social
policy, but it also applies to other aspects of social policy such as the uni-
versalistic basic income tier characteristic of the Nordic welfare states.
On the other hand, the abyss between the coordinated and liberal market
economies is much greater. Either Christian democratic or social demo-
cratic welfare and labor market policy would have to be greatly altered to
accommodate a liberal market economy.

Our comparative historical analyses have strongly supported the
quantitative results obtained in chapter 3, and they enable us to elucidate
further some of the causal connections. They have fully supported the ar-
gument about partisan effects. Our analyses demonstrated great similar-
ity in the policy preferences of social democratic parties and blue-collar
unions on the one hand, and Christian democratic parties on the other
hand, and they demonstrated that policy outcomes differed depending on
who held governmental power.
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Our quantitative analysis showed that social democratic cabinet par-
ticipation is a stronger predictor of welfare state generosity than corpo-
ratism. Our case analysis confirmed this finding. We found that negotia-
tions in corporatist institutions were important for shaping compromise
designs for major social policy reforms in Austria when coalition gov-
ernments were in power, but less so in Germany when the social demo-
crats were excluded from government. In the Nordic countries, all major
interest groups are consulted whenever major legislative measures are
considered in an attempt to narrow the differences among all affected
parties, but only by greatly stretching the concept could one characterize
major social policy innovations as tripartite corporatist bargains and then
only when the sitting government, employers, and unions agreed on the
final legislation. On the other hand, adjustments of social policy by the
government as part of an explicit bargain with the labor market partners
in which wage restraint was achieved by compensating social policy mea-
sures was a constant feature of Finnish wage bargaining after the system
shift of the mid-1960s (Wallerstein and Golden 1997) and was not infre-
quent in other Nordic cases. While the accumulation of such minor ad-
justments in social policy can have major effects in the long run, on the
balance, the political power distribution remains decisive for the devel-
opment of social policy. This is further underlined by the pre-1970s situ-
ation in the Netherlands, where unions were included in corporatist
arrangements but had little effective influence on social policy. Corpo-
ratist negotiations have assumed greater importance in the retrenchment
phase, but this will be the subject of chapter 7.

In chapter 3 we also found that social democratic incumbency was a
much better predictor of welfare state generosity than union density. The
comparative historical analysis of Australia and New Zealand indicates
that union strength has only limited effects on social policy independent
of social democratic government. In the period 1950 to 1970 the labor
movements in these two countries were among the strongest in the world.
Yet there was very little progress in building the welfare state in this pe-
riod as Labour was out of power; on the contrary, bourgeois governments
let the gains made under previous Labour governments erode by not ad-
justing benefit levels. The same happened in Australia after the ouster of
the Whitlam government in 1975. These observations further support the
primacy of political incumbency over other aspects of left-labor strength,
such as corporatism and union density, as a causal factor in welfare state
development.

The period analyzed in this chapter covered the beginning of the
significant increase in women’s mobilization into the labor force in the
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Nordic countries. Increasing labor force participation facilitated increas-
ingparticipation inpoliticsandthusenabledwomentobecomemoreeffec-
tive in pushing for expansion of welfare state services. Our case material
suggests that the interaction effect with social democratic incumbency we
saw in the quantitative analysis is due to both the receptivity of social dem-
ocratic parties to women’s demands for greater representation in politi-
cal leadership positions and the affinity between social democratic com-
mitments to universal access and quality of welfare state programs and
women’s demands for an expansion of public delivery of welfare state ser-
vices.

We also found demonstrative examples of the importance of the con-
stitutional structure in the policy-making process. In Sweden, the pension
reform that introduced a public, earnings-related scheme, with large pub-
licly controlled pension funds, which engendered strong opposition from
business, was passed by one vote in parliament. In Australia, a constitu-
tional provision prevented federal social policy in areas other than pen-
sions and invalidity until 1946, and it took two referenda to enlarge the
federal government’s authority over social policy. When the 1972–75
Whitlam government attempted to introduce a universalistic national
health insurance and other social policy reforms, these reforms were
blocked by opposition in the Senate. This experience contrasts sharply
with the passage of free medical care under the 1938– 49 Labour govern-
ment in New Zealand with its unicameral parliament.

Finally, the historical and comparative materials contained in this chap-
ter present evidence strongly supporting our contentions, elaborated in
chapters 2 and 3, that the partisan effects on social policy cannot be meas-
ured by focusing solely on short-term effects of changes in government.
First, the comparative analysis clearly demonstrates our “ratcheting up the
policy peg” argument. Once instituted, most generous welfare state poli-
cies are popular, and certainly the policies that make up the vast major-
ity of social spending—pensions, health care, and education—are very
popular. Thus, each new policy passed ratchets up the policy peg and be-
comes the new point of departure for debate. Therefore, it is fallacious to
observe, for instance, that the Swedish bourgeois government of 1976 –82
accepted the whole edifice of the social democratic welfare state regime
and did very little to change it, and then to infer that in Sweden changes
in government did not and will not change welfare state policy. While it is
certainly true that the partisan hypothesis would have been more
strongly supported had the bourgeois coalition moved decisively to dis-
mantle the welfare state, the behavior of this government is fully consis-
tent with our policy ratchet argument. In fact, in our historical materials
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on Golden Age social policy development, we find no cases of conserva-
tive governments cutting social programs or benefits in major ways. Only
in Australia and New Zealand did entitlements deteriorate in a
significant way, and this was because the benefits were flat rate and thus
were eroded by the failure of the governments to adjust them fully for
inflation and increases in real wages. Moreover, this occurred over the
course of the terms of many governments, not in a single term in office.

The policy ratchet argument is nicely demonstrated by a comparison
of the Nordic countries and the Antipodes, particularly New Zealand, at
the beginning and the end of the Golden Age. At the beginning of this
period, the policy debates and the partisan differences were quite similar
in the two regions. The social democrats attempted to construct a basic
security income safety net and essentially free health care systems. While
it is true that Antipodean labor parties relied more heavily on means test-
ing, on the balance it cannot be said that there were fundamental differ-
ences in the policy preferences of the social democratic parties of the six
countries. Indeed, according to the SCIP data, as of 1950, replacement
rates in pensions, sick pay, and unemployment insurance were substan-
tially better in New Zealand than in any of the Nordic countries and they
were comparable in Australia (Palme 1990; Kangas 1991; Carroll 1999).
Though the sequencing was somewhat different in the six countries, the
parties of the right came to accept the basic social security reforms in-
troduced by labor but continued to oppose public delivery of health care,
increased taxes, and increased government regulation.

Moving ahead to the 1970s, with frequent participation in government
in the Nordic countries, the social democrats and their centrist (mostly
agrarian) allies had ratcheted up the policy peg while the Antipodean
labor parties, banished in the political wilderness, had achieved little.
Thus, the bourgeois coalitions in Denmark, Norway, and Sweden did
little to change the welfare state policy regime, accepting policies, such as
very high levels of taxation and national health services, that they had
been very much opposed to two decades earlier. In Australia and New
Zealand, not only did the parties of the right continue to be opposed to
such policies, the labor parties would not have dared propose such poli-
cies, as they would have been too far beyond the policy frontier as defined
by the existing policy peg.

The second problem with focusing narrowly on short-term partisan
change discussed in chapter 2 can also be seen in the comparative histor-
ical evidence. We argued that once a welfare state–production regime is
established, it tends to strengthen those who support it or can at least tol-
erate it and it weakens its opponents. Thus, the high-wage regimes of the
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northern tier of Continental Europe and Scandinavia gradually elimi-
nated one opponent, low-wage employers, while strengthening employ-
ers who, because they do not compete on the basis of low wages, can live
with high wages, generous social policy, and strong unions. For instance,
in Sweden employers in low-wage industries in the 1950s, such as textiles,
argued strongly against even the negotiated supplementary pensions pro-
posed by the SAF leadership, contending that the costs would put them
out of business (Söderpalm 1980). Two decades later these industries had
largely disappeared from the Swedish scene, eliminating one source of
opposition to a generous welfare state.

The final two limitations in examining solely short-term partisan
policy differences, that a given change in government has only a limited
effect on the power balance among classes and on the hegemonic (ideo-
logical) balance in society, also explain why the Nordic bourgeois coali-
tions made few changes in welfare state policy, or for that matter why any
given government rarely makes large and enduring changes in social
policy in one period in office.

If one takes these four factors—the policy peg ratchet, the regime ef-
fect, the class power balance, and the hegemonic balance—and adds our
points about the effects of party competition on parties’ policies and the
limitations of examining actors’ positions on final legislative proposals, it
is easy to see how competent scholars examining legislative developments
over relatively short time periods in a single country have come to the
conclusion that partisan differences over social policy were relatively
minor, despite the very large differences in policy regimes that existed
by 1980, as shown in chapters 3 and 4. We agree with King, Keohane,
and Verba (1994) that the only valid test of the causal effect of one social
factor on another, in this case of partisan government on social policy
outcomes, is to rerun history changing only the factor of interest. Thus,
any causal inference involves a counterfactual that cannot be verified.
Nevertheless, we have enough historical information to construct highly
plausible explicit counterfactuals and engage other authors’ implicit
counterfactuals.

As we indicated above, we think the authors who argue that partisan
differences over social policy were inconsequential operate with an im-
plicit counterfactual in mind that we believe is false. They believe that the
policy position of an actor on final legislation, or in the more astute ver-
sions, the consistent policy position of an actor over the period of public
and behind-the-scenes discussions of the policy, is a valid indicator of
what the actor would have done if he/she or his/her allies were in office.
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But this is deeply problematic. For instance, Swenson (forthcoming) ar-
gues, based on archival work, that Swedish employers supported legisla-
tion on basic pensions, sickness insurance, and active labor market policy,
and he concludes from this that the correlation between social demo-
cratic incumbency and the social democratic welfare state is spurious.
However, the fundamental question is whether employers would have
supported the same policies under a long-term bourgeois government.
Faced with labor shortages in the late 1940s, employers pressed for the
importation of foreign labor (Swenson 1999: 26), which would have been
a cheaper answer to their problems than active labor market policy. It is
at least a plausible hypothesis that they would have been able to do so un-
der a bourgeois government, as did their counterparts in Continental Eu-
rope some two decades later. Moreover, employers along with the bour-
geois parties consistently warned about the consequences of rising social
expenditures and thus taxes for the health of the Swedish economy. As
we discussed above, bourgeois voters wanted lower taxes, these priorities
were reflected in party programs, and it is most reasonable to assume that
the bourgeois parties would have acted according to these priorities had
they been in office. Under these circumstances, are we to assume that
Swedish employers would have supported improvements in pensions and
sickness insurance proposed by the social democratic opposition, along
with the tax increases needed to pay for them?

Similarly, Baldwin (1990) argues that middle classes and bourgeois
parties are responsible for the solidaristic social democratic welfare state.
As we have pointed out, he is correct in arguing that the agrarian parties
were the primary promoters of universalistic flat-rate and tax-financed
benefits. However, what he fails to emphasize is that they played a prima-
rily reactive role, ensuring that social policy reforms that were put on the
agenda by the social democrats would benefit the farmers. Again, if we
construct a counterfactual with bourgeois incumbency and consider par-
ticularly the Conservatives’ and employers’ preferences for low taxes, it
is most unlikely that the agrarian parties would have found the support
necessary to implement these universalistic tax financed schemes from a
bourgeois coalition government.

Our argument about the difference between expected short- and long-
term partisan effects implies also that we are interested in two different
counterfactuals. Let us take the example of Norway since it is one in
which the argument for the absence of partisan effects is strongest. We
would want to know not only whether Norwegian social policy would
have looked different in 1940 had the bourgeois parties been in office
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from 1935 to 1940, but also whether it would have looked different if the
bourgeois coalition and not the Labor Party had been in power from 1935
to 1965. The fact that the bourgeois opposition supported most of the La-
bor Party’s reforms in 1935– 40 and later is relevant for assessing the par-
tisan effects, but it is not the only relevant piece of information. The pos-
ture of the bourgeois opposition in the late 1930s could plausibly have
been influenced by Labor’s victory in the 1935 election, by the subse-
quent agreement with the Agrarian Party, and by the NAF-LO compro-
mise that followed. The facts that the bourgeois governments that had
preceded had done little in terms of social policy legislation and that Nor-
way was a welfare state laggard in Europe as of 1935 are also relevant in-
formation for assessing the hypothesis that the Labor accession to power
made a difference for social policy legislation as of 1940, as is the fact that
Norway moved to the forefront in social policy legislation by the end of
Labor’s first period in office.

As to the long-term effects of partisanship, since we cannot rerun his-
tory with the Norwegian Labor Party in opposition, we have to resort to
comparative analysis to elucidate the hypothesis. In the statistical analy-
sis in chapter 3, we found very strong partisan effects on the social policy
pattern when controlling for a broad range of other variables that have
been hypothesized to affect the development of social policy. Thus, if
Norway had had a bourgeois government for the period 1935– 65 and still
had the same policy configuration it developed under Labor, then it
would be very much a statistical outlier, an anomalous case. In this chap-
ter, we have seen that countries such as New Zealand, which was actually
more generous in terms of social policy than Norway in 1949 but in which
labor government was infrequent after that, fell far behind in terms of the
generosity of social policy by the end of the Golden Age. We have also
seen that countries with a similar pattern of partisanship, such as Sweden,
ended up with similar welfare state regimes. And we have seen that Fin-
land converged with its Nordic neighbors in terms of social policy when
it converged with them in terms of partisanship and labor unity. All of
this information taken together leads us to reject the hypothesis that the
Norwegian social policy pattern would have been substantially the same
had there been a bourgeois government and not a Labor government
from 1935– 65.

In sum, in this chapter we have examined the policy preferences and
political actions of different parties and associated interest groups and
social movements and found that, with few exceptions, social democrats,
Christian democrats, and secular conservatives and their allies adopted
positions that one would have expected them to, given the results of our
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analyses in chapters 3 and 4, albeit positions that were often modified in
the course of struggles over legislation. Thus, the hypothesis of short-
term partisan differences was supported. The comparative analysis across
the cases also showed strong cumulative effects of long-term domination
by one political tendency or another. Thus, the hypothesis of yet greater
differences as a result of differences in long-term cumulative partisanship
was also supported.
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It is by now a widely accepted view that the sea changes in advanced cap-
italist economies of the past two decades, above all the increasing inter-
nationalization of these economies, have constricted the policy options of
the governments of these societies (e.g., see Scharpf 1991). The contested
questions are just how much the range of options has been constricted
and which options have been eliminated. Economic internationalization
is assumed strongly to favor market solutions and thus to be particularly
unfavorable to policies traditionally promoted by social democracy and
organized labor. In the case of social policy, trade unions and social dem-
ocratic parties expressed fears that steps to further economic integration,
such as the Europe 1992 initiative or NAFTA, would result in pressures
to reduce welfare state provisions to the lowest common denominator. In-
deed, significant rollbacks in provisions in countries as different as Den-
mark and New Zealand have been linked to the impact of changes in the
international economy and these countries’ integration into it (Marklund
1988; Castles 1996). By contrast, Garrett and Lange (1991) and Garrett
(1998) have argued that the constriction of political choice has been over-
stated and that in expenditure policies in particular there are still signifi-
cant differences between governments of the left and right. Similarly,
Moene and Wallerstein (1993) argue that though many aspects of the
Norwegian and Swedish social democratic models have suffered in the
new economic environment, the social policy provisions appear to be
highly resistant to change.

In this chapter, we examine the politics of social policy in the post-1973
period through statistical analysis of a variety of measures of social ex-
penditure and public employment. We focus on two questions. First, to
what extent has there been a rollback of welfare state entitlements in the
past two decades? Second, to what extent have the partisan differences
on social policy that characterized the immediate postwar decades been
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reduced or even eliminated? In other words, to what extent have govern-
ments of all colors been constrained to adapt their social policy to new
economic conditions? Finally, do the patterns in the cuts allow for any
identification of causal dynamics? Once we have answered these ques-
tions, we then turn in the next chapter to a comparative historical analy-
sis to further examine and update our findings past the last data points,
and to begin to suggest some causes of these developments.

Data and Methods

The quantitative data analyzed here are the same pooled annual data for
the eighteen advanced capitalist countries that were democracies since
World War II that we used in chapter 3. For the purposes of the analysis
here we divide the data set into four periods and examine differences in
change in welfare state effort across the nations during the four periods.
Again we do not use annual change as the dependent variable as this
would grossly underestimate partisan effects on welfare state outcomes.
However, when one turns to the problem at hand, the analysis of the
change in partisan impact on social policy in the past two decades as com-
pared to the Golden Age, one cannot measure the dependent variable by
level since the primary determinant of level in the later periods is the pre-
existing level of expenditure. As a consequence, when one analyzes the
pooled data with levels of expenditure as the dependent variable, one
finds that a dummy variable for the post-1979 period is positively and
moderately strongly related to the level of expenditure when controlling
for a wide range of determinants of expenditure. As one can see from
tables A.1 through A.6, this is a result of the fact that the average level of
expenditure in the period is higher. In fact, the rate of change for this pe-
riod is considerably lower than for the previous two periods.

Our solution is to examine change over relatively long periods of time
in order to tap long- as well as short-term partisan effects. The method
has considerable cost. By making the dependent variable change over the
whole period of the Golden Age, for example, we reduce the number of
data points to the number of countries in the data set, thus abandoning
the advantages of pooling. The resultant reduction of degrees of freedom
greatly reduces the number of control variables that can be introduced
into the analysis. However, conducting the analysis on the annual change
data will, as we demonstrated in chapter 3, greatly underestimate the po-
litical effects we are most interested in. One runs the risk that one accepts
the prevailing wisdom that there is little partisan impact on social policy
in the contemporary era when such effects do exist in the long run.
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Data points for most of the dependent variables to be analyzed extend
from circa 1958– 61 to 1989–95. We employ the same dependent vari-
ables that we used in the pooled data analysis in chapter 3. Many of the
indicators of “welfare effort” are measures of government expenditure or
revenue expressed as a percentage of GDP (total expenditure, total rev-
enue, the ILO social security benefits measure, transfer payments, and
civilian nontransfer spending; see tables A.1 through A.4, and A.6). The
pension measure divides public pension expenditure as a percentage of
GDP by the percentage of the population over sixty-five to yield a mea-
sure of pension benefits per aged person (table A.5). As in the analysis in
chapter 3, the health care measure is the public proportion of total health
expenditure and not public health expenditure as a percentage of GDP
(table A.8). Our best measure of public social service delivery is civilian
public employment as a percentage of the working-age population (table
A.7). Finally, we have one direct measure of entitlements available in
sufficiently long time series, unemployment replacement rates. The mea-
sures used are the OECD measure of replacement rates for a person with
average wages averaged across different family compositions (single per-
son, married person with no children, etc.) and the same measure for a
person with two-thirds of average wages (tables A.9 and A.10). The prob-
lematic French and Italian data are included in the tables but not in the
regressions. Even in the case of the tables, any references we make to
group averages refer to the averages that exclude Italy and France.

In our analyses of the pooled data in chapter 3, we found that gover-
nance by social democratic and Christian democratic parties were among
the most important determinants of these measures of welfare effort.
Partisan effects varied across the indicators in a systematic fashion, as hy-
pothesized by recent work on welfare state regimes (Esping-Andersen
1990; Huber, Ragin, and Stephens 1993; Huber and Stephens 1993a,
2000a; van Kersbergen 1995). Social democratic welfare states are serv-
ice heavy and thus social democracy was more strongly related to the
variables that measure services (government nontransfer spending and
civilian government employment). Christian democratic welfare states
are transfer states (Kohl 1981: 314) and thus Christian democracy was
more strongly related to transfers and pensions. Both social democracy
and Christian democracy were very strongly related to total revenue, to-
tal expenditure, and the ILO social security benefits measure, which
combines all transfers and some social service spending (mainly health
care). Reflecting the great propensity of social democracy to run budget
surpluses, the coefficient for social democracy was higher on the revenue
variable and the coefficients for Christian democracy were somewhat
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higher for the expenditure variables. Neither one of these two political
variables had significant effects on the health care variable nor on unem-
ployment replacement rates.

Like most quantitative studies of welfare states, we found party cabi-
net share rather than parliamentary seats or votes to be the most power-
ful political determinant of social policy outcomes. As in chapter 3, we
operationalize left cabinet share in the following fashion: We give a score
of 1 for each year when the left is in government alone; in the case of
coalition governments, we score a fraction calculated by dividing the
left’s seats in parliament by all governing parties’ seats. Because our de-
pendent variable is change over the period and not the level of the de-
pendent variable, the political variables were operationalized as both
current and cumulative cabinet share. Current cabinet share is measured
by averaging the annual cabinet share data for the period. To measure the
long-term partisan effects, we cumulate the cabinet shares from 1945 to
the period in question following our analysis in chapter 3. After some ex-
perimentation with alternatives that combined long-term and short-term
effects, we settled on running the whole analysis with both the cumulative
and current cabinet share variables.1

Let us comment briefly on the relative merits of the two operational-
izations in the light of the extended discussion in chapter 3. By opera-
tionalizing the dependent variable as change over a period of moderate
length, we control for the effects of economic cycles. A case might be
made that current cabinet during the period in question is the better op-
erationalization given this operationalization of the dependent variable.
Moving from annual to medium-term changes in the dependent variable
does not only control out the economic cycle effects, it also reduces the
data error problem. On the other hand, moving from levels to medium-
term changes reduces the effect of the ratcheting up of entitlements and
therefore the long-term partisan effects. However, the regime effects,
power balance effects, and hegemonic balance effects discussed in chap-
ters 3 and 5 will still be operative, and therefore long-term partisan ef-
fects are still important. The maturation effects vary by the dependent
variable, being the greatest for the pension measure and the smallest for
unemployment replacement rates. As a consequence we chose to present
the analysis with measures for both medium-term (current cabinet) and
long-term (cumulative cabinet) partisan incumbency in this chapter.

One additional independent variable, the level of unemployment, is in-
cluded in the analysis because our comparative historical analysis (chap-
ter 7) revealed that in most cases cuts in social programs were caused by in-
creases in the rate of unemployment, which governments perceived to be
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permanent.2 In the case of health care, we also control for the initial level
of each dependent variable. Since the public proportion of health care
expenses was in excess of 80 percent in many cases at the end of the
Golden Age, there is a ceiling effect to how much it could rise later.

Work by Cusack and Garrett (1994) on the determinants of govern-
ment spending and by Mjøset (1986) on the impact of the changing in-
ternational environment on Scandinavian political economies has argued
that the 1970s and 1980s were distinctly different in terms of the policies
governments followed to deal with the domestic and international econ-
omies. Mjøset notes that the 1970s were a period of policy “fumbling” in
which governments largely attempted to deal with the crisis with the old
methods. In the 1980s, governments began to realize that the game had
fundamentally changed and adjusted policy accordingly. Based on our
comparative historical research, we add a fourth period, the 1990s. Sev-
eral developments that had great impact on welfare state politics ushered
in this period. First, the fall of the Berlin wall and the subsequent collapse
of the Soviet Union—and the Soviet economy—deprived European
countries that had developed trade relations with the Soviet Union of
those markets and, as a result of German reunification, led to austere
monetary policies on the part of the Bundesbank that affected all of Eu-
rope. Second, the criteria for convergence laid down in the Maastricht
agreement imposed austere macroeconomic policy on all western Euro-
pean countries, thus aggravating the unemployment problem in the re-
gion. Third, the move to financial deregulation that had begun in the
early 1970s was essentially completed in western Europe by the begin-
ning of this period due to the Europe 1992 project. Fourth, the Scandi-
navian unemployment, and welfare state, crisis occurred in this period
in part due to the developments just outlined. Our first period, then,
stretches from the beginning of our data in the mid- to late 1950s to the
first oil shock in 1973. The second period extends until the second oil
shock of 1979, and the third from then to 1990. We chose 1990 as the final
date in the third period because 1989 is the top of an economic cycle
whereas 1990, like 1980, which is the beginning of the period, is in the
middle of an economic downturn.

Results

Tables A.1 through A.8 display the level of expenditure and taxes (A.1–
A.4, A.6), the level of pension benefits (A.5), public share of health ex-
penditure (A.8), and level of public employment (A.7) for the beginning
and end of the three periods, as well as the mean annual change during
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the period. The general pattern for expenditure is relatively clear: The
mean annual increase in almost all of the expenditure measures was
higher for the 1970s than for the Golden Age and then lower for the
1980s than for either of the two earlier periods. While there are a number
of individual country exceptions to this rule, once the countries are ag-
gregated to the level of welfare state regime type, all groups followed this
pattern.

By contrast, the mean annual change in revenue follows a different and
less clear-cut pattern. However, if we compare the mean annual change in
revenue to the mean annual change in expenditure, a much clearer pat-
tern emerges. A comparison of the mean annual changes indicates that
expenditure was increasing much faster in the 1970s in all regime types,
whereas in the 1980s average annual increases in revenue exceeded those
of expenditure in all three regime types.

Taken together these patterns of the development of revenue and ex-
penditure support not only the general hypothesis that the three periods
were distinct, but also that the Scandinavian pattern found by Mjøset
(1986) may be a general one. Governments first responded to the eco-
nomic difficulties by following traditional formulas that entailed main-
taining or increasing entitlements and expenditure in an effort to fight re-
cession and unemployment and mitigate their social consequences. After
a decade of “fumbling,” government after government regardless of po-
litical color embarked on new policies that often involved reining in the
increase in expenditure and increasing revenue.

With regard to the 1970s, the increases in pension benefits, public
share of health care, and public employment shown in tables A.5, A.7,
and A.8 all indicate that the continued increase in all measures of social
expenditure shown in the tables was not simply an artifact of increasing
burdens on the welfare state caused by adverse economic conditions and
demographic change. The OECD unemployment replacement rates
shown in tables A.9 and A.10 also show that all of the group means for
the welfare state regimes rise in this period and only a few individual
countries declined, with the Canadian and Japanese declines being the
only two of significance.

This is also confirmed by an examination of the graphs of replacement
rates and coverage for pensions, sick pay, and unemployment compensa-
tion based on data collected by the Social Citizenship Indicators Project
at the University of Stockholm (Palme 1990; Kangas 1991; Carroll 1999).
These data are for five-year intervals and thus the periods do not corre-
spond to those in our tables. If we ignore changes that were largely re-
versed in the next five-year period, the unemployment replacement rate
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data confirm a mean increase in benefits in the 1970s in the social demo-
cratic and the Christian democratic welfare states. They do indicate a de-
terioration in the liberal group in the 1975–80 period, a point that we will
return to below. The sick pay data also show a pattern of aggregate in-
creases across the two five-year periods of the 1970s. Only Denmark
made substantial cuts in this period, Finland made a cut that was more
than reversed by 1985, and many countries increased their sick pay re-
placement rates significantly in the 1970s. The pension data are yet more
unambiguous; all groups and most countries increased their replacement
rates in both minimum and average pensions in the 1975–80 period.3

Thus, the SCIP data do not confirm the decline in pensions in Italy and
the United States shown in table A.5. Since the SCIP data are a more
valid indicator of entitlements for the reasons discussed in chapter 3, we
conclude that no significant cuts in pension entitlements occurred in any
country in this period.

While the expenditure data do indicate that fiscal policy was more aus-
tere in the 1980s and the growth in all categories of expenditure was lower
than a decade earlier, it does not tell us to what extent, if at all, there was
real retrenchment in the form of rollbacks in welfare state benefits. Mak-
ing such an assessment is a matter of weighing the extent to which the
more modest increases in expenditure failed to keep up with more rapid
increases in recipient groups such as the aged and unemployed. More-
over, as the discussion of Sweden in our case studies below shows, it was
possible even to reduce expenditure and increase entitlements by a com-
bination of public sector economies, exchange rate policies, and eco-
nomic revival. Thus, even the relatively widespread cuts in government
nontransfer expenditure cannot be interpreted as indicating welfare state
cuts, especially since government employment, the superior measure of
welfare state services, shows continued increases in all but a few countries
in this period.

Here we have a number of pieces of evidence that bear directly on the
question of cutbacks in the 1980s. With regard to pensions, the pension
benefits data in table A.5, which control for the growth of the aged pop-
ulation, do show cutbacks in a number of countries in the 1980s. More-
over, these data are subject to two sources of error, which might lead one
to underestimate cutbacks. First, the maturation of pension systems
pushes up expenditure without legislative changes, thus current cutbacks
due to, say, changes in indexation may be masked by automatic increases
legislated in the past. Second, the use of early pensions to combat unem-
ployment would drive up our figures on pension spending per person over
sixty-five, as those going into early pension would not be included in the
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divisor. The SCIP data, which unfortunately extend only to 1985, do not
confirm the pattern of widespread cuts. They show large cuts in the
Netherlands and small cuts in Australia in both average and minimum
pensions, confirming the data in table A.5 with regard to these two coun-
tries. We note, however, that the latest figures in the SCIP data predate
the installation of the Australian supplementary pension plan discussed
in the next chapter, and that plan would not even appear in the ILO data
that form the basis for table A.5 since the scheme is off budget. Of the
other six countries for which our pension data indicate cuts, the SCIP
data show minor cuts in minimum pensions in two cases, Switzerland and
the U.K., and no cuts or increases in either programs in the other four.
However, since most of the error in our measure would underestimate
cuts and our data extend to 1989, we are inclined to believe that a num-
ber of countries did cut pension entitlements at least marginally in this
period. Our comparative case studies do confirm that, in addition to the
cuts in the Netherlands, Germany and Denmark did implement modest
cuts of pension entitlements in the 1980s. Since, as we shall see, pensions
are among the programs in which the public most resists cuts, the cuts in
entitlements indicated by these data do appear to confirm a pattern of re-
trenchment in this period. With regard to the partisan pattern, the social
democratic welfare states seemed most immune to cuts and the liberal
welfare states most likely to cut. The partisan effects appear particularly
strong given that Denmark, which recorded reductions, was primarily
ruled by a bourgeois coalition in this period and Austria, which regis-
tered substantial increases, was governed by the social democrats alone
or in coalition with the Christian democrats for the entire period.

With regard to health care, our data on the development of public
share of health care expenditure show a different pattern than the ex-
penditure as a percent of GDP variables (compare table A.8 with tables
A.2, A.3, A.4, and A.6). The 1970s already exhibited a lower average an-
nual increase in the public share than the earlier period and the public
share actually declined in the 1980s. All but five cases exhibit such a de-
cline, and in at least four cases the decline in the public share was quite
significant. Since OECD data on coverage indicate very few decreases in
coverage (OECD 1990: 143– 45), these declines must be explained pri-
marily by increased copayments and exit from the public system due to
decreased services, long queues, and poorer quality services.

The unemployment replacement rate data also show cuts in entitle-
ments in the 1980s in a number of countries (tables A.9 and A.10). In
eleven cases replacement rates for persons with average wages continued
to rise in the 1980s, but at a much slower pace than in the 1970s, and in six
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cases they fell (disregarding Italy and France because of data problems).
Replacement rates for persons with two-thirds of an average wage were
cut in five countries, remained stable in three, and were increased in nine.
The only group where cuts dominated for both income categories was the
group of liberal welfare states. The SCIP data confirm that the liberal
countries as a group cut unemployment replacement rates in this period.
The U.K. also appears as the country that implemented the largest cuts,
cutting net unemployment replacement rates for the average production
worker from around 60 percent to around 30 percent between 1975 and
1985. It is worth noting that the U.K. is the only country that recorded de-
clines in welfare state effort on all but one indicator for which we have
time series data, including unemployment replacement rates; transfer ex-
penditure alone remained stable.

The SCIP data on replacement rates in sick pay also show cutbacks in
some countries. We limit our attention to those countries that made
changes of over 5 percent that did not simply reverse changes of the
previous five years. Only Finland substantially increased sick pay in this
period. The Netherlands and Australia lowered replacement rates, with
cuts of less than 10 percent. The United Kingdom recorded a dramatic
cut in the period 1975 to 1985, cutting replacement rates in sick pay by
almost 30 percent, the same magnitude as the cut in unemployment
benefits.

Our data on the development of public social services—the data on
civilian public employment in table A.7 and from the WEEP data on pub-
lic health, education, and welfare employment (Cusack, Notermans, and
Rein 1989: 478)—both show that the social democratic welfare states ex-
perienced a significant increase even in the 1980s, whereas in the other
two groups civilian public employment was essentially stable after in-
creasing moderately in the previous two periods. Only the U.K., Ireland,
the Netherlands, and Japan experienced a drop in the percentage of the
working age population in civilian public employment, and there the de-
creases were quite small. The other countries experienced increases in
civilian public employment but, save the Nordic countries, France, and
Canada, of less than one percent for the group as a whole. The Nordic
pattern is singular: civilian public employment increased between 2 and
3 percent in the 1980s in all four countries. The WEEP data on the per-
centage of the working age population in public health, education, and
welfare employment from 1975 to 1985 confirm the overall pattern we
found with the civilian public employment data.

With regard to the 1990s, the dearth of data and the comparatively
short time period limit what we can say with confidence. The ILO data
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series on social security benefit and pension expenditure ends in 1989.4

The revenue and expenditure data show few clear patterns, except for
general austerity in the Christian democratic welfare states, where rev-
enue clearly outpaced expenditures, and general expenditure cuts in lib-
eral welfare states. In the social democratic group, there was a decline in
revenue in Sweden and Norway, certainly an effect of the economic crisis
of the early 1990s. Both Norway and Denmark reduced expenditures, but
in Norway this went along with a decline in revenue, whereas Denmark
raised revenue significantly in this period, a policy guided by the goal to
meet the Maastricht criteria. The Christian democratic welfare states
show a general pattern of increases in revenue, except for the Nether-
lands, and a very mixed picture in expenditures. The same pattern as in
Denmark, of stronger growth of revenue than expenditures, is visible in
Austria, Belgium, Netherlands, France, and Italy, all countries affected
by Maastricht. The exceptions to this pattern are Germany and Switzer-
land, the latter not being a member of the European Monetary Union.
The liberal welfare states show a uniform and rather large decline in ex-
penditures, and a mixed pattern in revenue.

Transfer expenditures in the 1990s show an average increase in all
groups; but each group has countries deviating from the overall trends.
The average increase was about twice as high in the social democratic
welfare states as in the Christian democratic and liberal ones. Nontrans-
fer expenditures show a more mixed pattern in social democratic and
Christian democratic welfare states; on average, such expenditures in-
creased in the former group and even increased very slightly in the latter,
in contrast to a uniform and sizeable decline in the liberal welfare states.

The civilian government employment data show a general pattern of
cuts in Scandinavia; only in Norway did civilian government employment
continue to grow. The Christian democratic welfare states present a mixed
picture, but for the group as a whole stability dominates. In the liberal
welfare states, we see large cuts in the U.K. but only small cuts or small
increases in the other countries. The data on public share of health ex-
penditure also show a pattern of retrenchment in Scandinavia; in this case
Denmark is an exception with a stable share. The Christian democratic
and the liberal welfare states do not show consistent patterns. Cuts out-
number increases and produce an average decline in the Christian dem-
ocratic group. The average increase in the liberal group is driven by the
increase in the United States and secondarily in Ireland. These overall
mixed patterns suggest that there were significant attempts to reform wel-
fare states in the various countries, but not necessarily with the primary
goal of retrenchment, with the arguable exception of the liberal welfare
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states. The Maastricht criteria imposed strict austerity on the Christian
democratic welfare states, but the policy instruments used to meet these
criteria involved revenue increases as well as expenditure cuts.

Unemployment replacement rates show a rather diverse pattern if one
is looking at individual countries, but the averages for all groups indicate
a retrenchment for workers with both average and below-average wages,
with the exception of a slight average increase for lower-paid workers in
the social democratic welfare states. A unique and striking pattern is vis-
ible in the uniform cuts in unemployment replacement rates for lower-
paid workers in the liberal welfare states; three of the four liberal welfare
states under study instituted cuts for workers with average wages as well,
the only exception being the United States. These cuts clearly correspond
to the expansion of the low-wage sector in these countries. In contrast,
the increases in unemployment replacement rates for both types of work-
ers in Australia indicate an effort on the part of the government to cush-
ion the effects of adjustment.

Regressions of the political variables and unemployment on the de-
pendent variables available on an annual basis (all except unemployment
replacement rates) are shown in tables 6.1 (with current cabinet share as
an independent variable, pp. 214 –15) and 6.2 (cumulative cabinet share,
pp. 216 –17). The general pattern of strong partisan effects in the Golden
Age followed by attenuated partisan effects in the 1970s and then very
little partisan differences in the 1980s and 1990s is striking. In the case of
current Christian democratic cabinet, all of the coefficients for the 1980s
are insignificant and many are actually negative. Current social demo-
cratic cabinet share does register a significant and moderately large effect
on the civilian government employment variable in the 1980s. This co-
efficient taps the very substantial expansion of public social services in the
Scandinavian countries in this period. As our statistical analysis in chap-
ter 3 and the comparative historical chapters both show, this is in part due
to the interaction of social democratic governance with the political mo-
bilization of women. The regressions with cumulative cabinet shares show
nuanced differences from the current cabinet share regressions but con-
firm the overall pattern of decline of partisan effects over the three peri-
ods and no partisan effects in the 1980s except in the case of social de-
mocracy on civilian government employment. The data for the 1990s have
to be treated with considerable care because the period is very short.
There are only two significant coefficients, for current Christian demo-
cratic cabinet and for unemployment on total government revenue. The
positive effect of current Christian democratic cabinet on revenue ar-
guably taps the efforts of these governments to cut budget deficits in or-
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der to qualify for the common currency under the conditions specified by
the Maastricht accord.

The coefficients for unemployment exhibit the pattern traditionally
hypothesized in the literature for the 1960s but a quite different pattern
in the subsequent periods. The quantitative welfare state literature hy-
pothesizes that unemployment is related to social spending because it in-
creases the constituency for increased unemployment benefits and be-
cause increased unemployment automatically increases spending at any
given level of entitlements since it increases need. The economics litera-
ture reverses the causal direction, arguing that the higher levels of enti-
tlements, particularly unemployment benefits, increases unemployment
because they increase the reservation wage. These expectations find
modest confirmation for the 1960s as almost all of the coefficients for un-
employment are positive and quite a few of them are significant as well.
But in subsequent periods, most of the coefficients are negative, a few of
them are negative and significant, and none are positive and significant.
While the regression coefficients for unemployment indicate little differ-
ence between the 1970s and subsequent periods, if one combines them
with inspection of the rates of annual change in the periods (tables A.1
through A.8), one sees a significant difference between the 1970s and
subsequent periods. In the 1970s, all governments responded to the eco-
nomic difficulties with increased efforts on all but a few of our indicators.
However, those governments experiencing particularly high levels of
stress from unemployment tended to increase spending somewhat less. In
the subsequent period, many governments cut entitlements and slowed
spending increases or even cut social spending, and the governments ex-
periencing higher levels of unemployment were more likely to cut.

Turning now to the regressions with changes in unemployment re-
placement rates, we would not expect them to show us a pattern of de-
clining partisan effects, given that the partisan effects were small in the
period of welfare state construction to begin with, as we showed in chap-
ter 3. Nevertheless, since unemployment rose to levels unprecedented in
the post–World War II period during the 1980s and came to exert major
pressure on the welfare state, as we will argue in the next chapter, it is
worth looking at replacement rates in this increasingly central program
here. The first point to note is that social democratic and Christian dem-
ocratic incumbency continued to explain little about variations in re-
placement rates in unemployment compensation (table 6.3, p. 218). The
one exception to this pattern is the significant coefficient for cumulative
social democratic cabinet share in the 1970s. This can be interpreted as 
a regime, or power balance, or hegemonic effect; in other words, it was

Welfare State Retrenchment 213



214 Chapter Six

possible significantly to raise unemployment replacement rates only in
countries where social democracy enjoyed a long-term established posi-
tion of strength in shaping the policy regime.

When we introduce the level of unemployment we observe the fol-
lowing dynamics. In the Golden Age, the level of unemployment showed
some, though not or only barely significant, positive association with
changes in unemployment replacement rates. We interpreted this in
chapter 3 as indicating that unemployment insurance enjoyed relatively
low priority on the social policy reform agenda compared to the pressing
issues of poverty in old age and health care. Once these issues had been
dealt with in major social policy reforms, in most cases by the late 1950s,

Table 6.1 Determinants of Changes in Welfare Effort by Period 
(Current Cabinet Share)

1960 –72 1973–79 1980 –90 1991–95

b t b t b t b t

Total government revenue (% GDP)
Social democratic rule .87 4.9 .13 .5 .01 .0 .03 .1
Christian democratic rule .08 .5 .44 1.7 �.19 �.7 .40 1.7
Unemployment .30 1.7 .04 .2 �.18 �.6 .38 1.6
Adjusted R2 .55 .01 �.12 .10
N 18 18 18 17

Total government expenditure (% GDP)
Social democratic rule .72 3.3 .13 .4 .08 .3 �.03 �.1
Christian democratic rule .25 1.2 .22 .8 �.05 �.2 .23 .9
Unemployment .23 1.1 �.22 �.8 �.18 �.6 �.16 �.6
Adjusted R 2 .36 �.10 �.15 �.11
N 17 17 17 18

Social security benefit expenditure (ILO) (% GDP)
Social democratic rule .51 2.0 .23 .9 �.03 �.1
Christian democratic rule .08 .4 �.39 �1.6 �.15 �.6
Unemployment .04 .2 �.04 �.2 �.33 �1.1
Adjusted R 2 .08 .12 �.08
N 18 18 16

Social security transfer expenditure (% GDP)
Social democratic rule .42 1.7 .15 .6 .19 .6 �.34 �1.3
Christian democratic rule .41 1.8 .32 1.4 �.13 �.5 �.13 �.5
Unemployment .20 .8 �.47 �1.9 .20 .7 �.07 �.2
Adjusted R 2 .14 .17 �.15 �.08
N 18 18 17 17



there was virtually full employment in the northern European countries
and thus little pressure to adjust replacement rates in unemployment in-
surance. Where unemployment levels were higher, there was a slight ten-
dency to adjust these rates upward, indicating a political response to the
plight of the unemployed. This positive association between unemploy-
ment and increased replacement rates is also consistent with the reserva-
tion wage argument.
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Table 6.1 (continued)

1960 –72 1973–79 1980 –90 1991–95

b t b t b t b t

Public pension expenditure (% GDP per aged person)
Social democratic rule .20 .7 �.21 �.8 .34 1.2
Christian democratic rule �.04 �.2 �.29 �1.2 .10 .4
Unemployment �.11 �.4 �.42 �1.6 �.02 .1
Adjusted R2 �.13 .08 �.07
N 18 18 18

Civilian nontransfer expenditure (% GDP)
Social democratic rule .68 2.8 .05 .2 �.01 .0 �.15 �.5
Christian democratic rule .01 .1 .12 .4 .04 .2 .09 .3
Unemployment .35 1.5 �.11 �.4 �.23 �.8 �.10 �.4
Adjusted R 2 (N � 17) .25 �.20 �.17 �.18
N 17 17 17 17

Civilian government employment (% working age population)
Social democratic rule .92 8.3 .50 1.8 .46 1.7 .31 1.2
Christian democratic rule �.32 �3.1 �.08 �.3 �.29 �1.2 .15 .6
Unemployment .25 2.2 �.04 �.2 .10 .4 �.17 �.6
Adjusted R 2 .85 .13 .14 �.03
N 16 16 16 16

Public share of total health expenditure
Social democratic rule .19 .8 .33 1.1 .19 .7 .02 .1
Christian democratic rule .12 .6 �.31 �1.3 .15 .6 .01 .0
Unemployment .01 .1 �.25 �.1 �.18 �.6 �.21 �.9
Initial level of public share �.73 �3.1 �.09 �.3 �.34 �1.3 �.53 �2.2
Adjusted R 2 (N � 18) .28 .14 �.07 .16
N 18 18 18 18

b: standardized coefficient
Significance levels for t .05 .1
Two-tailed test �2.2 �1.8
One-tailed test �1.8 �1.4
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Table 6.2 Determinants of Changes in Welfare Effort by Period 
(Cumulative Cabinet Share)

1960 –72 1973–79 1980 –90 1991–95

b t b t b t b t

Total government revenue (% GDP)
Social democratic rule .91 5.1 .45 1.8 �.10 �.4 .18 .7
Christian democratic rule .16 1.0 .44 2.0 �.12 �.5 .32 1.3
Unemployment .34 1.9 .26 1.0 �.23 �.8 .38 1.5
Adjusted R2 .57 .31 �.13 .05
N 18 18 18 17

Total government expenditure (% GDP)
Social democratic rule .85 4.1 .63 2.6 �.19 �.7 .06 .2
Christian democratic rule .31 1.7 .16 .7 .00 .0 .05 .2
Unemployment .30 1.5 .04 .1 �.30 �1.0 �.16 �.6
Adjusted R2 (N � 17) .48 .24 �.13 �.17
N 17 17 17 18

Social security benefit expenditure (ILO) (% GDP)
Social democratic rule .78 3.6 .48 2.0 .06 .2
Christian democratic rule .15 .8 �.25 �1.1 �.07 �.2
Unemployment .17 .8 .00 .0 �.31 �1.1
Adjusted R2 (N � 18) .39 .18 �.10
N 18 18 16

Social security transfer expenditure (% GDP)
Social democratic rule .72 3.4 .31 1.3 .04 .1 .15 .5
Christian democratic rule .48 2.5 .31 1.4 �.06 �.2 �.28 �1.0
Unemployment .33 1.6 �.35 �1.5 .11 .4 .02 .1
Adjusted R2 (N � 18) .40 .23 �.21 �.10
N 18 18 17 17

In the 1970s, the association between levels of unemployment and
change in unemployment replacement rates became negative and by the
1980s the strength of the negative association further increased and be-
came quite large and highly significant. Again one has to combine the re-
gression with the annual increases shown in tables A.9 and A.10 to arrive
at the proper interpretation of the dynamics. In the 1970s almost all coun-
tries actually increased unemployment replacement rates, arguably in re-
sponse to the rising unemployment as we shall see from the case studies
in the next chapter. However, in those countries with the most severe un-
employment problems, there appears to be some tendency for the in-
creases to be smaller. At the very least, the positive relationship between



Table 6.2 (continued)

1960 –72 1973–79 1980 –90 1991–95

b t b t b t b t

Public pension expenditure (% GDP per aged person)
Social democratic rule .52 2.0 �.20 �.7 .20 .7
Christian democratic rule .02 .1 �.24 �1.0 .08 .3
Unemployment .02 .1 �.47 �1.8 �.15 �.5
Adjusted R2 .09 .06 �.14
N 18 18 18

Civilian nontransfer expenditure (% GDP)
Social democratic rule .69 2.8 .64 2.5 �.31 �1.1 .32 1.2
Christian democratic rule .05 .2 .02 .1 .07 .3 �.02 �.1
Unemployment .37 1.6 .18 .7 �.34 �1.2 �.03 �.1
Adjusted R2 .24 .19 �.06 �.10
N 17 17 17 17

Civilian government employment (% working age population)
Social democratic rule .80 4.2 .93 7.6 .50 2.0 �.19 �.7
Christian democratic rule �.21 �1.2 �.19 �1.7 �.34 �1.4 .22 .8
Unemployment .22 1.2 .14 1.1 .09 .4 �.26 �1.0
Adjusted R2 .58 .82 .22 �.07
N 16 16 16 16

Public share of total health expenditure
Social democratic rule .37 1.5 .33 1.1 �.08 �.3 �.19 �.7
Christian democratic rule .15 .8 �.30 �1.3 .08 .3 �.19 �.8
Unemployment .08 .4 �.24 �.9 �.28 �1.0 �.27 �1.2
Initial level of public share �.80 �3.6 �.09 �.3 �.25 �.9 �.39 �1.5
Adjusted R2 .36 .13 �.10 .22
N 18 18 18 18

b: standardized coefficient
Significance levels for t .05 .1
Two-tailed test �2.2 �1.8
One-tailed test �1.8 �1.4

unemployment benefits and unemployment predicted by the compara-
tive welfare state and economics literature disappeared.

By the 1980s, the negative relationship between unemployment and
change in unemployment replacement rates became very strong. Many
countries did begin to cut replacement rates in this period, so it is clear
that the sheer magnitude of the budgetary outlay for benefits stimulated
economizing measures and the governments either cut replacement
rates or at least responded with smaller increases than were occurring in
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Table 6.3 Determinants of Changes in Unemployment Replacement Rates by Period

1961–73 1974 –79 1980 –91 1992–95

b t b t b t b t

Replacement Rate for Person with Average Wages

Current cabinet share
Social democratic rule .17 .6 .15 .5 .03 .1 �.08 �.3
Christian democratic rule .26 .9 .00 .0 .04 .2 .16 .6
Unemployment .39 1.3 �.21 �.7 �.70 �3.0 �.06 �.2
Adjusted R2 �.07 �.14 .37 �.19

Cumulative cabinet share
Social democratic rule .29 1.0 .53 2.0 �.19 �.9 �.33 �1.2
Christian democratic rule .23 .8 �.01 �.1 .00 .0 .01 .1
Unemployment .42 1.4 �.05 �.2 �.77 �3.6 �.13 �.5
Adjusted R2 �.07 .14 .41 �.10

Replacement Rate for Person with Two-Thirds Average Wages

Current cabinet share
Social democratic rule .28 1.0 .06 .2 �.03 �.1 �.01 .0
Christian democratic rule .20 .7 �.04 �.1 .11 .5 �.05 �.2
Unemployment .38 1.3 �.24 �.8 �.67 �2.7 �.23 �.8
Adjusted R2 �.07 �.16 .28 �.19

Cumulative cabinet share
Social democratic rule .32 1.1 .50 1.8 �.25 �1.1 .08 .3
Christian democratic rule �.19 .6 �.06 �.3 .08 .4 �.03 �.1
Unemployment .40 1.3 �.07 �.3 �.73 �3.2 �.21 �.7
Adjusted R2 �.08 .10 .33 �.18

N � 16
b: standardized coefficient
Significance levels for t values .05 .1
Two-tailed test >2.2 >1.8
One-tailed test >1.8 >1.4

other countries. Countries with average unemployment above 8 percent
in 1980 –90 that instituted cuts in replacement rates for persons with av-
erage wages were Denmark, Belgium, Ireland, and the U.K.; and all of
the countries with large increases in benefits, Norway, Finland, and
Switzerland, had comparatively low levels of unemployment. On the
other hand, the Netherlands also had unemployment rates of over 8 per-



cent yet increased replacement rates substantially; the United States had
lower unemployment rates and cut anyway. Moreover, the cuts in the U.K.
were sufficiently steep that a regression scatter plot reveals that these
were not “explained” by the unemployment level. Nonetheless, one can
generalize that cuts in unemployment replacement rates in the 1980s ap-
pear to be heavily unemployment driven, a point that we will elaborate
with regard to other programs in the next chapter.

Conclusion

Our data analyses in this chapter showed that the expansion phase of the
welfare state extended well into the 1970s. Both expenditure and entitle-
ment measures indicate continued improvements in benefits. By the
1980s, though, it is clear that changed economic conditions shifted the
agenda to austerity. Expenditure growth shows a general decline in the
1980s, compared to both the Golden Age and the 1970s. At the same
time, revenue grew faster than expenditure in this period. As our case
studies in the next chapter will show, governments everywhere became
very concerned about fiscal imbalances and attempted to deal with them
through different combinations of expenditure cuts and tax increases.

The data show that the countries that experienced the earliest sig-
nificant increases in unemployment are also the countries that began to
implement some cuts in the late 1970s already and intensified these cuts
in various programs in the 1980s. Denmark and the Netherlands began to
cut pensions, the public share in health expenditure, and sick pay re-
placement rates in the period 1975 to 1980 and continued with cuts in the
1980s. Other countries, such as Germany and Australia, followed the pat-
tern of significant increases in unemployment and welfare state cuts in
the 1980s; Scandinavia’s unemployment problems reached crisis propor-
tions in the early 1990s, and significant cuts became visible in the 1990s.
We interpret this pattern as indicating that welfare state cuts were by and
large unemployment driven; they were a pragmatic response to greatly
rising burdens on welfare state programs and declining contributions to
these programs from the working population. There is one very clear ex-
ception to this pattern, the United Kingdom, and a second weaker one,
the United States.5 In both of these countries, one could say that cutbacks
were ideologically driven. Rather than being forced to institute cuts
by dire economic straits, the governments in these two countries took
the initiative to reduce the role of the state in favor of the private sec-
tor. Thatcher pursued a very ambitious and comprehensive privatization
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program, and Reagan created the fiscal constraints through profligate tax
cuts. The U.K. both shows the largest cuts and is the only country with
declines in all time series measures of welfare state effort save one.

The exception to the general rule of resistance to cuts until unem-
ployment pressures became severe is indicated by the decline in the pub-
lic share of health expenditure that began in the 1970s and continued in
the 1980s virtually everywhere. We hypothesize that this decline was a re-
sult of the universal trend of particularly rapidly rising costs of medical
services, which greatly added to the general fiscal pressures on all welfare
state programs. The cuts in the public share reflect not only general aus-
terity policies but also governmental efforts to bring these rising costs un-
der control by shifting more of the burden to patients and thus turning
patients into more cost-conscious consumers.

A final distinctive pattern of cuts is visible in the unemployment re-
placement rates in the group of liberal welfare states. These replacement
rates declined already in the period 1975–80, and they continued to de-
cline in the 1980s and 1990s. These declines mirror the vigorous expan-
sion of the low-wage sector in these societies and the need to create in-
centives for unemployed workers to accept lower-wage jobs.

Partisan effects on a whole array of welfare state indicators declined in
the 1970s compared to the Golden Age, and they disappeared virtually
entirely in the 1980s. The only variable that continued to show a strong
partisan effect in the 1980s was civilian government employment, with a
strong positive association with social democratic rule. Cusack and Gar-
rett (1994) found a significant effect of left-labor power (a variable that
combines indicators of cabinet composition, union density, and union
centralization) during the 1980s on changes in government civilian con-
sumption. This dependent variable was the only social policy indicator
on which significant political effects appeared in their analysis. Cusack
and Garrett (1994) interpret this finding to indicate that investments in
human capital remained an important component of the social demo-
cratic model in the 1980s. Based on the public employment data and par-
ticularly the data on public social service employment as well as our case
studies, we offer the following somewhat different interpretation. The re-
lationships between social democratic governance and both government
civilian consumption and public employment in the data are largely
produced by the growth of public social services. The data presented
above indicate that this has been largely a Scandinavian phenomenon,
and this is confirmed by Cusack and Rein’s (1991) data on public social
service employment for a larger group of countries, including Austria
and Finland, for 1985. In the absence of policies explicitly supporting
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traditional family patterns such as those found in Catholic countries,
in Scandinavia a reinforcing cycle was introduced in which the full-
employment policies of the Golden Age brought women into the labor
force and this in turn led to demands for supportive services, such as
day care, and supportive transfer programs, such as parental leave
(Huber and Stephens 2000a). Once enacted, these policies in turn en-
abled more women to enter the labor force, which, again in turn, led
to further demands for expansion of supportive policies and to more
generalized demands for greater gender equality. This pattern was also
reinforced by the greater reluctance of the Scandinavian countries to per-
mit employers to recruit foreign labor, which was clearly a product of
the influence of unions on the shaping of, and administration of, labor
market policy.

The centrality of gender equality and mobilization of women into the
labor force in the expansion of public social service employment can also
be seen in the fact that the one area of social insurance that all four
Nordic countries expanded vigorously in the 1980s was parental leave
(Hagen 1992: 143– 48). Indeed, this was even true of Denmark, despite
the onset of the employment crisis in the mid-1970s and initiation of cuts
in other welfare state programs. There is no doubt that these develop-
ments have resulted in a Scandinavian welfare state pattern of investment
in youth and the working population and thus in human capital rather
than expenditure on the aged, as in the case of the Continental welfare
states. Consequently, while it does have the productivist profile that Cu-
sack and Garrett’s interpretation indicates, this was more an unintended
by-product of labor recruitment and gender equality policies than an in-
tentional part of a policy to promote international competitiveness.

Nevertheless, though our analysis does demonstrate strong partisan
differences with regard to expansion of public social services, the overall
pattern is one of a sharp narrowing of political differences in the 1980s.
Our interpretation is that this was a result of a shift of the political
agenda: Once it was realized that the game had fundamentally changed
as a result of the sea changes in the world economy, governments found
themselves with dramatically fewer options. Above all vigorous expan-
sion of entitlements was off the agenda. This contributed to shifting the
politics of social policy to defending entitlements.
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In the last chapter, our examination of cross-national data on a variety
of indicators of welfare state effort demonstrated that the era of welfare
state expansion came to a halt in the 1980s. Though the indicators of ex-
penditure or revenue as a percentage of GDP continued to rise due to in-
creases in the clientele population, our other data as well as the social
rights data from the OECD and the SCIP project indicated that modest
cutbacks were widespread and that in a few countries, most notably the
U.K., substantial cutbacks were made.1 Moreover, we saw that the very
strong partisan effects on welfare state effort documented in chap-
ter 3 declined significantly in the 1970s and then yet more in the 1980s
and 1990s. The only strong partisan effects that continued were in the
area of public employment, where social democratic governments con-
tinued to expand whereas public employment in countries with Chris-
tian democratic as well as secular center and right-wing governments
remained stable.

Our task in this chapter is to examine the nature of these apparent roll-
backs in more detail and to inquire into their causes. Are these cuts in
welfare state expenditures and entitlements more or less marginal, de-
signed to put existing schemes on a firm financial basis, or are they part
of a radical overhaul and curtailment of existing schemes? Are some
types of programs more vulnerable than others? Are there differences
among welfare state regimes in the types of programs that are most vul-
nerable? What were the domestic and international causes of changes
in the politics of social policy? Again, as in chapter 5, we will focus
specifically on the countries where the left and/or organized labor had a
strong influence on the development of the welfare state and where
the system of social protection is (or was) generous; the Nordic coun-
tries, Germany, Austria, the Netherlands, Australia, and New Zealand. In
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addition, we will need to make occasional reference to the experience of
countries with liberal welfare states, to explore differences in vulnerabil-
ity of programs in different welfare state regimes.2

Given the close interaction between welfare state and production re-
gimes, we will need to analyze to what extent developments in the inter-
national economy have stimulated changes in national production re-
gimes. Has the power balance underpinning the production and welfare
state regimes changed? Have national institutions of coordination and
corporatist decision making changed, and if so, why? Have governments
changed their policies to stimulate growth and full employment, and has
the effectiveness of these policies changed? Before turning to a compar-
ative analysis of our cases, we will begin with an extremely brief overview
of major hypotheses that link the changes in the international economy
and domestic social structures to changes in national production and wel-
fare state regimes. We shall then critique a number of these hypotheses
and develop our own arguments regarding these changes and their effects
on the regimes.

Changes in the International Economy and 
Domestic Social Structures and Their Effects

Current Hypotheses on the 
Causes of Welfare State Retrenchment

There is little question that in recent decades the advanced political econ-
omies did go through a sea change that can be conveniently dated as be-
ginning with the breakup of the Bretton Woods system of fixed but flexi-
ble exchange rates in 1971 and the OPEC oil price increase of 1973. The
sea change was produced by these events combined with a series of long-
term secular changes: increasing internationalization of trade, interna-
tionalization and multinationalization of production, internationaliza-
tion and deregulation of financial, capital, and currency markets, the
decline of the industrial and rise of the service sector, and the decline of
Fordist assembly line, semiskilled manufacture and rise of “flexible spe-
cialization” and skill-differentiated manufacture. These trends have been
hypothesized to have fundamentally changed national production and
welfare state regimes.3

The most prominent factor held accountable for pressures on the wel-
fare state in general political discourse as represented, for instance, in pub-
lications like The Economist or The New York Times is globalization.
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Globalization in an economic sense has three major components: in-
creases in international trade due to a lowering of tariffs, nontariff barri-
ers, and transportation costs; internationalization of production due to the
growth of transnational corporations (TNCs); and increases in interna-
tional capital flows due to deregulation of capital markets and technolog-
ical advances in communications. Increases in international trade have
been held to have a direct effect on social policy as the social wage adds to
total labor costs and thus presumably makes products from countries with
high labor costs uncompetitive. Unless payroll taxes for social security
contributions are cut to reduce labor costs, the loss of competitiveness will
lead to higher unemployment. Greater trade openness also reduces the ef-
fectiveness of demand stimulation in recessions as increased demand is
more likely to generate increased imports compared to a more closed
economy where it would have stimulated more domestic production.

Internationalization of production is held to exert a downward pres-
sure on tax revenue, as countries need to compete for investment by mak-
ing concessions on payroll taxes and taxes on corporate profits. Lower tax
revenue will force a lowering of social expenditures. Politically, interna-
tionalization of production has made the threat of exit more credible and
thus has greatly strengthened the leverage of capital vis-à-vis both unions
and governments. The final component of globalization, the deregulation
of international and domestic capital markets, has deprived governments
of traditional tools for economic policy making. The free flow of capital
means that governments cannot simultaneously control the interest rate
and the exchange rate. If a government resorts to countercyclical expan-
sionary monetary and fiscal policy, it will suffer an outflow of capital and
thus a downward pressure on the exchange rate. In a context of fixed ex-
change rates, expansionary fiscal policy will lead to a risk penalty on the
interest rate.

Among other factors not directly related to globalization that have put
pressure on welfare states, the overall decline of growth in output and
productivity since the 1970s is important. This decline is hypothesized to
reduce the room for maneuver in a variety of areas. Most obviously, it
makes raising taxes for welfare state expenditures politically more
difficult. As long as productivity and real wages are growing, tax increases
are not necessarily experienced as a reduction in take-home pay; once
the growth stops, they certainly are. In the European context, the crite-
ria for membership in the European Monetary Union have imposed aus-
terity and deflationary policies on all countries and thus have further con-
tributed to slow growth and exerted pressures for a lowering of social
expenditures.
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In all advanced industrial democracies, the transition to post-Fordism
is said to have increased the need for greater skill differentiation and
wage dispersion and for greater flexibility at the firm level in order to fa-
cilitate the rapid adaptation to changing demand conditions (Swenson
1991; Pontusson and Swenson 1996). The trend toward skill and wage dif-
ferentiation and flexibility at the firm level has put centrifugal pressures
on centralized collective bargaining. To the extent that centralized bar-
gaining was considered a condition for wage restraint, this undermined
the capacity of unions and governments to deliver such restraint. The
failure of wage restraint in turn would have to increase unemployment.

The sectoral shift in the composition of the economy, consisting in the
decline in manufacturing with high productivity growth and the increase
of the service sector with lower productivity growth, is held responsible
in part for the overall lower growth, and also for greater conflict within la-
bor movements because of a growing diversity of interests between
white-collar and blue-collar workers and between the sheltered and ex-
posed sectors. Finally, changing demographics are cited as a heavy pres-
sure on the welfare state, particularly on pension systems. Greater lon-
gevity and lower fertility are causing increasing dependency ratios and
thus require ever greater contributions of the economically active to wel-
fare state schemes, or a reduction of entitlements.

Narrowing the Argument: Some Cross-National Evidence

Whereas some of the hypotheses we just laid out are supported by evi-
dence, others need to be made more complex, and still others can be re-
jected outright. Furthermore, we need to assess the relative importance
of the different factors and explore whether there are additional factors
that have contributed to the pressures on welfare state and production re-
gimes over the past two decades. In order to assess the relative impor-
tance of the different factors, we need to identify the crucial mechanism
that links them to efforts to reduce welfare state expenditures and cut en-
titlements. Since our argument runs counter to some common wisdom
and our evidence is extracted from detailed case studies, for the purposes
of clarity, we present the argument here and present some cross-national
evidence supporting our point of view and then discuss the cases before
reviewing argument and evidence again in the conclusion to this chapter.4

We argue that the timing and severity of cuts in welfare state entitle-
ments were primarily driven by increases in unemployment.5 An increase
in unemployment makes any given set of entitlements more expensive
and reduces the number of people contributing to welfare state financing
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through payroll taxes, thus intensifying fiscal pressures. However, there
was nothing mechanical and immediate about the relationship between
changes in unemployment and welfare state cutbacks. First of all, the
severity of fiscal pressures resulting from rising unemployment depended
on the structure of welfare states; the greater the extent to which welfare
state financing was based on payroll taxes, the more immediate the im-
pact of rising unemployment. Second, fiscal pressures could be treated as
cyclical for varying amounts of time. The turning point toward serious ef-
forts at cutting entitlements came when politicians began to perceive that
they were confronting permanently higher unemployment levels that
made changes in welfare state financing and benefits unavoidable. Iden-
tifying unemployment as the Achilles’ heel of generous welfare states
helps us assess the contributing causes of its problems.

To begin with the hypothesis about trade competition, one can certainly
observe that over the long run, since World War II, labor-intensive pro-
duction, from textiles, apparel, and toys to shipbuilding, has moved
from advanced capitalist countries to NICs and LDCs. However, if we
look at the past two decades, which are generally considered the main
period of globalization, we see no dramatic increase in trade for the most
advanced industrial societies (see table 7.1, pp. 228–29). Moreover, the
generous welfare states of northern Europe were built in highly open
economies with workers in exposed sectors serving as wage leaders, as the
performance of the export sector was pivotal for the economic welfare of
these countries. In fact, in the mid-1990s, export industries were doing
very well in most of these countries, at the same time as governments were
cutting social benefits (Huber and Stephens 1998; Pierson 2000b). Export
industries in these countries specialize in high-quality-high-skill produc-
tion and have been able to hold their niches in world markets; for instance,
German industry’s share in growing world markets over the past twenty
years remained relatively constant (Manow and Seils 1999). As we ar-
gued elsewhere (Huber and Stephens 1998), having a high social wage is
like having high money wages; whether an economy can afford it or not
depends on its productivity. Saying that loss of export competitiveness
was not the cause of welfare state retrenchment only refers to a direct
economic constraint; politically, the issue lent itself to powerful rhetoric
from business and the right and thus may very well have contributed to
legitimizing cuts (Swank 1998). Since there was no dramatic increase
in trade in the most advanced industrial countries over the past two
decades, we can also partly discount the importance of its depressing ef-
fect on countercyclical demand stimulation. Such stimulation has indeed
become more difficult, due not only to trade integration, but also to the
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internationalization of financial markets, to which we shall return shortly.
Turning to the presumed effects of internationalization of production,

the first fact to note is that by far the largest amount of direct foreign in-
vestment flows to OECD countries, not to NICs or LDCs (Stallings
1995). In other words, motives other than the search for cheap labor gov-
ern these investments. One of the key motives has been access to mar-
kets; for instance, Swedish companies began to invest massively in EU
countries in the in mid-1980s, when it was not yet clear that Sweden
would join. Companies specializing in high-quality production need a
highly skilled labor force and an excellent infrastructure, factors most
likely to be present in high-wage countries. Many of them also depend on
a cooperative relationship with their workforce to sustain productivity
growth and thus could not easily relocate to a country with a more an-
tagonistic tradition of labor relations. It is of course true that within the
circle of these countries with coordinated market economies (CMEs) to-
tal labor costs cannot be too much out of line over a long period before
some shifting of production is likely to occur. Thus, there was some rea-
son for Germany to worry about the rise in its total labor costs in the
1990s in the wake of reunification. The same holds true for the argument
about tax competition. Ceteris paribus, a lower corporate and individual
tax level will attract more investment and highly qualified personnel, but
all other factors are rarely the same. As in the case of the argument about
trade integration, then, internationalization of production is less of a di-
rect economic constraint on CMEs with generous welfare states than a
rather significant political constraint. It is certainly true that globalization
of production has strengthened capital politically vis-à-vis both unions
and governments by making the threat of exit more credible and thereby
has enabled business to extract concessions by arguing that a given coun-
try’s business climate was noncompetitive.

The most detrimental aspect of globalization for the maintenance of
generous welfare states has been the internationalization of capital mar-
kets and the increase in the volume of capital flows. As one can see from
table 7.1, the changes in both the degree of capital controls and the vol-
ume of flows since the early 1970s has been dramatic. Indeed, by the early
1990s, almost all advanced industrial countries had eliminated controls
on international capital movements. With open capital markets, govern-
ments cannot control both the exchange rate and the interest rate. Thus,
countries that were dependent on domestic capital controls to deliver low
(and below world market) interest rates to stimulate investment could
continue to use such controls only if they were willing to take the conse-
quences of a depreciating currency, the negative consequences of which
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became increasingly apparent. Moreover, the increased internationaliza-
tion of capital flows and dismantling of external capital controls also made
it increasingly difficult to maintain the more interventive forms of do-
mestic capital market regulation, the removal of which in turn made it
more difficult to privilege business investors over other users of credit.
Governments wishing to stimulate business investment directly were
forced to resort to subsidies instead, which are not only more expensive
but are also for the most part illegal in the EU and to a lesser extent
under the rules of the Uruguay round of GATT.

The effect of capital market liberalization on the effectiveness of fiscal
policy is rather more complicated than it is generally portrayed in the glob-
alization literature. On the one hand, fiscal stimulation should be more ef-
fective in an open economy than in a closed economy, because in a closed
economy, government borrowing will drive up interest rates and crowd out
domestic investment. On the other hand, in an economy open to both
financial flows and trade, the government either will have to cancel out
fiscal stimulation with monetary austerity or will be faced with a depreci-
ating currency, depending on the exchange rate policy. With fixed ex-
change rates, government deficits will drive up interest rates, thus coun-
teracting the fiscal stimulation. With floating exchange rates, deficits will
drive down the exchange rate, thus increasing domestic inflation, which, if
not checked, can threaten to turn into a wage-price-devaluation spiral.6

One might assume that these two effects of increased financial open-
ness might simply cancel each other out, but the wider international eco-
nomic environment of the 1980s and 1990s arguably made fiscal stimula-
tion more difficult than it was in the 1960s. As a result of the combination
of deregulation, the accumulation of public debt since the 1970s and com-
petition from non-OECD countries for investment funds (Rowthorn
1995), real interest rates have risen across the board (see table 7.2). Thus,
deficit spending is costly. Moreover, the interest rate premium paid for
deficit spending is particular high because budget deficits are among the
most important indicators that investment managers take into account
when they consider the purchase of government bonds. Based on inter-
views with financial market portfolio managers Mosley (1998: 14) finds
that the most closely watched indicators are “a narrow set of ‘big num-
bers’ outcomes—the government deficit /GDP ratio, the rate of inflation,
and (sometimes) the foreign exchange rate and government debt /GDP
ratio. This set of aggregate indicators is assumed to capture default and
inflation risks, and, therefore, to predict relative bond performance.”

Thus, there is a kernel of truth to the thesis linking globalization to
the current problems of the welfare state. However, many other factors
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have contributed to the dramatic rise in unemployment in the 1980s and
1990s, the proximate cause of most welfare state retrenchment. There is,
of course, a huge unresolved controversy in economics and political econ-
omy on the causes of the post-1973 decline in growth and rise in unem-
ployment in advanced capitalist democracies, and we cannot claim to re-
solve this debate and make any definitive statements here. Nevertheless,
we would like to draw the readers’ attention to those contributions in
this debate that seem compelling theoretically and are consistent with

Table 7.2 Real Long-Term Interest Rates

1960 –73 1973–79 1979–89 1989–93

Social democratic welfare states
Sweden 1.4 �1.1 3.8 5.4
Norway �0.4 5 7.5
Denmark 7.1 6.6
Finland �2.4 2.5 8.3

Mean 1.4 �1.3 4.6 7.0

Christian democratic welfare states
Austria

Belgium 2.6 0.9 6 5.3
Netherlands 0.1 1.3 5.6 5.7
Germany 2.6 3.1 4.5 4.1

France 1.8 �0.2 4.8 6.1
Italy 0.6 �4.2 2.6 6.1
Switzerland �1.0 1.1 0.7 1.9

Mean 1.1 0.3 4.0 4.9

Liberal welfare states
Canada 2.6 0.0 5.7 7.1
Ireland 0.1 4.4 7.9
U.K. 3.5 4.1
U.S.A. 1.5 �0.6 5.1 4.4

Mean 2.1 �0.2 4.7 5.9

Wage earner welfare states
Australia �1.9 5.1 8.2
New Zealand 1.0 �3.9 2.3 7.7

Japan �0.1 4.6 4.0

Grand mean 1.3 �0.6 4.3 5.9

Data source: OECD 1995b: 108.



our understanding of the cases. One could certainly begin with the con-
tention that lower growth has contributed to lower employment. One key
factor underlying the decline in growth is the decline in productivity
growth, which in turn is certainly a product of a lower level of investment
and the shift in sectoral composition of the economy (on the sectoral shift
see Iversen 2000; Pierson 2000b; Maier 1985). Lower investment levels in
turn are in part, probably in large part, a result of the greater cost of bor-
rowing and the higher risk of investment in an increasingly open and
volatile economic environment.

Many economists argue that capital stock has no impact on unem-
ployment and inflation, and that the problem of job creation is to be
solved through the stimulation of more employment on existing capital
stock by making labor markets more flexible.7 However, as Rowthorn
(1995) argues forcefully, there are good theoretical reasons and strong
empirical evidence linking the growth of capital stock to growth of em-
ployment. Rowthorn develops his argument within a nonaccelerating
inflation rate of unemployment (NAIRU) framework and assumes no
central coordination of wage and price setting. In his model, additional
capital stock reduces the inflationary conflict over income distribution
and thus allows the NAIRU to stabilize at a lower level. Growth in capi-
tal stock causes productivity growth, which in turn permits growth in real
wages and reduces the saliency of the struggle over the share of labor ver-
sus capital income. His model works in the context of noncoordinated
bargaining, and it is even more plausible that the labor market partners
in a coordinated economy would take advantage of higher growth rates
to opt for relative wage restraint in the interest of higher investment and
employment levels. Empirical support for these arguments is provided by
a regression analysis estimating the effects of growth in capital stock on
unemployment in ten OECD countries in 1960 –92, which shows a large
statistically significant effect (Rowthorn 1995: 33–34).

Our own data show a fall of gross fixed capital formation from 24 per-
cent of GDP in the 1960s to 21 percent of GDP in the 1980s (see table
5.1). Three important immediate causes of this decline in investment are
a decline in the rate of profit on productive investment, a decline in net
savings, and an increase in real interest rates discussed above (see table
7.2).8 We would add the role of financial deregulation in restricting gov-
ernments’ use of policies to stimulate investment as a fourth reason. Our
argument is supported by the fact that the coordinated market econo-
mies, most of which relied on some form of capital controls, experienced
a significant decline in gross fixed capital formation from the 1960s
through the 1980s, whereas the liberal market economies experienced no
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such decline. Nevertheless, as one can see from table 5.1, the level of
gross fixed capital formation in the CMEs remained above that of the lib-
eral market economies (LMEs).9 In Germany, where capital controls
were not a factor, financial internationalization has also had a negative ef-
fect on the traditional model of investment financing, in so far as the spe-
cial long-term relationships between banks and corporations are becom-
ing weaker (Streeck 1997; Seils and Manow 2000).

As to consequences of lower growth, it is certainly true that a faster-
growing pie offers more opportunities for redistribution through taxation
and welfare state expenditures, and for bargaining in which unions agree
to wage restraint in exchange for employment growth. One might also
hypothesize that lower growth meant lower employment growth and
thus, ceteris paribus, higher unemployment. However, as Glyn (1995: 2)
points out, it is not true that employment growth in the OECD was
significantly faster in the period 1960 –73 than in 1973–93;10 the data
show conclusively that observers who explain the current problem as one
of “jobless growth” miss the mark completely. While this may be true of
manufacturing, if anything the opposite is true of the economy as a
whole: Given that average annual per capita growth was significantly
lower in the post-1973 period (see table A.11), these economies were
clearly producing more jobs for each percentage of growth than they
were in the 1960s. As sectoral composition of the economy has shifted
from the high-productivity growth manufacturing sector to the lower-
productivity growth service sector, each percent of increase in growth re-
sults in a larger increase in employment precisely because of the greater
labor intensity of services. While we would agree with the contention that
the lower growth rates caused by the sectoral shift have had a direct im-
pact on social policy because higher growth rates facilitate the simultane-
ous expansion of private and public consumption, the sectoral shift has
not exerted pressures on the generous welfare states by causing increas-
ing unemployment.

Since the growth of the working-age population is actually lower in the
period after 1973 than before, it must be that rising participation rates ex-
plain part of the rise in unemployment. Glyn correctly observes that this
goes far in helping us to explain the secular trend within countries, but is
of more limited use in explaining the differences among countries. From
table 5.2, we can see that in the earlier period the entry of women into the
labor force was entirely offset by the exit of men from the labor force.
Since this was an era of full employment, it is a good guess that the exit of
men was almost entirely voluntary and due to the lengthening education
and declining retirement ages. By contrast, in the more recent period,
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women have entered the labor force at double the rates that men have ex-
ited. Moreover, we know that in this period, a significant portion of the
exit of men was involuntary as they were forced into early retirement by
high unemployment. Part of the reason that Christian democratic welfare
states experienced larger increases in unemployment than the liberal or
social democratic welfare states is their inability to absorb the increasing
entry of women into the labor force for the reasons pointed out in chap-
ter 4. The small increase in women’s labor force participation in Switzer-
land and Austria, which was counterbalanced by declines among men,
helps explain why these two countries fared better in their unemploy-
ment rates than the other countries in this group. In the social democratic
welfare states, the big increase in women’s labor force participation oc-
curred while these countries maintained close to full employment.

In the European context, conjunctural factors have depressed growth
and aggravated unemployment beyond what had to be expected from the
secular changes discussed above. In terming them “conjunctural devel-
opments,” we don’t mean to imply that these developments are necessar-
ily cyclical and transitory; rather, we want to distinguish them from secu-
lar changes that are more or less impervious to political action. With
regard to conjunctural elements of the present employment crisis in Eu-
rope, then, one can begin with the contribution of the debt buildup of the
1970s to the current high levels of interest rates noted above affecting all
countries. With only two exceptions, the countries included in our quan-
titative analysis increased expenditure faster, in most cases much faster,
than revenue in the 1970s and then did the reverse in the 1980s, but not
enough to erase the debt, and in many cases not even the deficits, inher-
ited from the 1970s. This legacy, plus the development of the EMS, the
collapse of the Soviet Union, German reunification, the Maastricht ac-
cord, and the development of the EMU led, in sequence and in combina-
tion, to the extremely austere monetary and fiscal policy now prevalent
in Europe (Hall 1998; Soskice 2000). The collapse of the Soviet Union
and with it the Soviet economy sent a negative shock to all countries with
exports to the Soviet Union, a shock that was a major blow to the Finnish
economy and a minor one to a number of others. The budget deficits
caused by German reunification stimulated an exceptionally austere re-
sponse on the part of the Bundesbank, which was then communicated
to the rest of Europe.11 The convergence criteria contained in the Maas-
tricht accord pressed further austerity on all member governments.
Even those governments not committed to becoming EMU members,
such as Sweden, and even those outside of the EU, such as Norway, were
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constrained by international capital markets to adhere to the austerity
policies of the future EMU members. As our case studies will demon-
strate, in the cases of Finland, Sweden, and to a lesser extent Norway,
government policy mistakes strongly contributed to, and indeed may
have created, the crisis.12 The economic recovery of the Scandinavian
countries in the second half of the 1990s supports the assessment that
conjunctural factors and policy mistakes were important factors behind
the crisis.

The effect of the change to post-Fordism on centralized or coordi-
nated bargaining and the capacity of unions to deliver wage restraint has
by no means been uniform. For instance, the system of collective bar-
gaining underwent major changes in Sweden but virtually none in Aus-
tria. The pressures for change were strongest where centralized bargain-
ing was linked to wage compression across skill levels, such as in Sweden,
Norway, and Denmark. Essentially, efforts to use centralized bargaining
to reduce wage differentials between skill levels had to be abandoned.
However, only in Sweden did the employers association go as far as to dis-
band its collective bargaining unit and withdraw its representatives from
a number of tripartite consultative bodies. As we will explain below, this
can be attributed to a combination of structural and historical factors pe-
culiar to the country. More important from the point of view of the effects
of abandoning centralized bargaining at the national level is the possibil-
ity that bargaining at the sectoral level might produce wage restraint as
well in the presence of a strong independent monetary authority with a
track record of nonaccommodating policy, so that the labor market part-
ners bargain with expectations of very low inflation and with expectations
that inflationary wage settlements will be punished by the monetary au-
thority, as some authors argue (e.g., Iversen [1998]; Hall and Franzese
[1998]). We doubt that such institutional arrangements per se can deliver
wage restraint without some sort of central coordinating agency as in the
Danish case, which we shall discuss below.

The argument that the sectoral shift to services means a lower capac-
ity for increasing productivity in the economy as a whole has gained wide
currency. Whereas we would agree that this sectoral shift certainly has
contributed to a lowering of productivity growth compared to the Golden
Age and that it will continue to have this effect for the near future, the ar-
gument has often been taken too far. What is obvious is that the service
sector is very heterogeneous, ranging from hair styling, where options for
productivity increases are definitely minimal, to business services, where
technological advance has just as definitely been tremendous. Looking at
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public social services, it is not clear that productivity in some of these ser-
vices could not be increased faster in the medium future due to techno-
logical developments.

Similarly, the simple hypothesis about the effect of changing demo-
graphics on the welfare state has to be made more complex. The most fre-
quently cited figure for “demographic burden” is the ratio of the working
age population to the aged population shown in the first three columns 
of table 7.3 (p. 238). However, since youth are also dependent on welfare
state services, particularly education but also day care, the figures in the
next three columns are also relevant for assessing demographic burden.
While those figures certainly err in the opposite direction, understating
the impact of demographic change on the welfare state, since the ex-
penditure per aged person is certainly much higher than expenditure 
per young person, they are a useful corrective to the conventional figure.
However, neither of the two dependency ratios measures the “supporting
population” accurately since the divisor is all adults including the unem-
ployed, disabled, early retirees, and those on social assistance, in labor
market training, and in education and thus dependent on welfare state
expenditure, along with those adults not in the labor force, mainly house-
wives, and thus not contributing taxes to the support of the welfare state.
The total dependency ratio in the last three columns of the table (the em-
ployed population divided by the unemployed and inactive population of
all ages) gives a more accurate picture of the ratio of welfare state depend-
ents to welfare state supporters. These dependency ratios heavily depend
onthetotalnumberofactive laborforceparticipantsandthusonchanges in
labor market participation. There is wide variation across the welfare state
groupsbothinpresentdependencyratiosandpastchanges.Ifonecompares
this tableandtable5.2, it isapparentthatthepresentvariationisheavilydue
to differential labor force participation rates of women. This suggests that
incountrieswith lowfemale laborforceparticipationtherearepossibilities
for improving dependency ratios over those now projected.

Here we need to introduce an additional causal dynamic that has put
stress on many established pension systems, a change in the basic param-
eters on which pay-as-you-go (PAYGO) systems were built in the early
post–World War II decades (Myles 1997; Myles and Pierson 2000b).
Even if they were designed to include some buildup of pension funds,
these systems were essentially generational transfers in which the current
generation was taxed to pay for the pensions of the aged. In PAYGO sys-
tems entitlements are generally not determined directly by contributions
to the system but by the level of earnings in all or certain best earning
years and by the length of contributions and then indexed to the cost of
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living to guarantee the pensioner a given replacement rate. These are
“defined benefit” systems. This design was quite rational from the point
of view of both generations in an era in which real wage growth was high
and the return on capital, particularly on government bonds or similar
conservative instruments (which was the destiny of most public pension
investment), was low by comparison. Each generation would benefit
from rapidly rising wages and receive a higher pension than if the gener-
ation’s contributions had been invested in bond markets and it had “paid
for its own pension.” The rise in real interest rates and decline in real
wage growth that occurred after 1970 reversed this relationship. Now the
PAYGO systems became problematic in the long term because real wages
do not increase fast enough to cover the defined benefits of past genera-
tions. The increased rate of return on capital made it seemingly more at-
tractive for each generation to pay for its own pensions by investing con-
tributions in capital markets, even in quite conservative and secure
investments.

Finally, a rarely cited but certainly important reason for the slowing of
the expansion of the most generous welfare states, such as the Dutch or
Scandinavian ones, is that they had “grown to limits,” to borrow the title
of Flora’s (1986) comparative study. These welfare states were compre-
hensive, covering all major program areas, and in each program coverage
was universal or near universal, replacement rates in transfer programs
were very high, and, in the case of the Scandinavian countries, publicly
provided services enjoyed a near monopoly in their sector. As a result, tax
burdens were very high and thus the room to increase taxation limited.
However, it is worth pointing out here that it is not clear to what extent
this growth to limits constitutes an absolute economic constraint, or to
what extent it constitutes a politically formed perception and thus is sus-
ceptible to modification.

In the arguments laid out above, there is a straightforward connection
between the developments outlined and welfare state retrenchment or, at
least, slowed expansion. These same developments have been hypothe-
sized to reduce partisan differences in governmental policy because they
constrain the policy latitude of any government. We showed in the last
chapter that partisan differences indeed did decline. The literature on the
question of partisan differences in the current era contains a number of
nuanced distinctions. The most common position assumes that the
agenda of parties of the left will be most constrained because it involves
substituting “politics for markets” while these trends, especially interna-
tionalization of the economies, push in the opposite direction. By con-
trast, Garrett and Lange (1991) argued that, while there has been a
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narrowing of macroeconomic policy choices, there are still marked parti-
san differences in social expenditure policies. The overall policy agenda
has moved to the right, but there are still significant partisan differences.
Others have suggested that the multiclass Christian democratic parties
find it less difficult to abandon Keynesian full employment welfare state
policies than the working class–trade union based social democratic par-
ties. In this case, one might hypothesize continued partisan differences.

We have argued (Huber and Stephens 1993b; Stephens 1996), as has
Pierson (1996), that the politics of welfare state retrenchment are differ-
ent from those of welfare state expansion. Once instituted, social policies
develop support bases in addition to those groups that supported their
original enactment.13 The broad social coalitions supporting the welfare
state status quo prevent centrist and even right-wing parties from imple-
menting, or even advocating, significant cuts in entitlements. Thus, to the
extent that economic difficulties mean the agenda in most countries is not
expansion but rather retrenchment, one should expect narrower partisan
differences than in the past. The narrowing of differences is a result of
constraints both on the right and the left.

The effect of the increasing international constraints outlined above is
mediated in part by ideology or, more narrowly, beliefs about which poli-
cies can achieve a given goal under present conditions. These beliefs
could of course be wrong, or at least alternative policies that do not in-
volve retrenchment might be equally effective. Given this importance of
beliefs about the consequences of different policies, one must assume
that the rise in the international hegemony of neoliberal economics con-
tributed to the tendency of retrenchment in state expenditures and direct
involvement in social policy and to a decline in partisan differences.
Moreover, since the neoliberal view of the world is highly congruent with
the interests of capital, its rise to hegemony has further strengthened the
leverage that capital has been gaining from globalization vis-à-vis gov-
ernments and unions, by way of legitimizing the claims of capitalists re-
garding constraints on social policy in the eyes of the mass public.

A final point of complexity needs to be raised in this introductory dis-
cussion. Not all adjustments to social policy of the past two decades, even
quite dramatic ones, involve “retrenchment.” In many cases, we will find
that new conditions made the old policies unviable and they were
changed as a result. These changes usually involved reductions of
benefits, increases in qualifying condition, and/or increases in taxes or
contributions. If the solution to the problem is only an increase in taxes
or contribution and these are levied in a fashion that does not make the
system less redistributive across class and gender, then we will term the
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change a “reform” or “adjustment” and not a “cutback” or “retrench-
ment.” The latter terms will be reserved for cuts in benefits or changes in
benefit structures or taxes that make the system less redistributive. Gen-
erally, increases in qualifying conditions also indicate “cutback” or “re-
trenchment,” but there are ambiguities here. For instance, an increase in
the number of years of contributions required to acquire a full pension is,
in principle, no different from an increase in the rate of contributions and
thus might reasonably be equated with a tax increase. We shall now turn
to a comparative examination of such adjustments and cutbacks and their
causes in our nine cases.

The Nordic Social Democratic 
Welfare States

Sweden

As in the other Scandinavian countries, Swedish governments initially
treated the new economic era as if it were a temporary downturn.14 Thus,
the Social Democratic government reacted with countercyclical mea-
sures. As the difficulties wore on, the series of bourgeois coalition gov-
ernments, which took power in 1976, introduced a combination of re-
strictive and expansive measures that Mjøset (1986) characterizes as
“fumbling.” These governments were eager to defend employment levels
and welfare state entitlements to prove Social Democratic propaganda
against them to be incorrect. While no major social policy innovations
were passed, neither were there any significant rollbacks. To fight unem-
ployment, the governments subsidized some industries and took over
failing ones. As a result, unprecedented budget deficits mounted. In part
in reaction to the deficits, but also as a result of a neoliberal turn on the
part of the conservatives and the aggressive neoliberal posture of SAF,
the government began to introduce some very modest entitlement re-
ductions in 1980, such as reducing compensation for part-time pensions
and introducing one waiting day for sick pay (Marklund 1988).

That the sick pay waiting day became a major issue in the 1982 election
that brought the Social Democrats back to power indicates both the wide-
spread support for the welfare state in Sweden and also the new regime’s
policy mandate. The new government knew that it faced a changed world
and new policies would be necessary. Before entering office, leading So-
cial Democratic economic analysts had come to the conclusion that it was
impossible to expand public expenditure as a percentage of GDP. Thus,
any reforms would have to be financed by other cuts in public spending,
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public sector efficiency gains, or GDP growth (Feldt 1991). In office, the
Social Democrats not only cut spending as a percentage of GDP (while,
remarkably, actually introducing some new reforms), but also cut state in-
tervention in the economy in other ways, notably deregulating financial
markets in 1985–86, directing all state enterprises to make profitability
their only goal, partially privatizing some state enterprises, and introduc-
ing market principles in public sector service provision.15

There is no doubt that some of these policies followed the preferences
of Finance Minister Feldt and his advisors, whose neoliberal (at least, ne-
oliberal within the context of Swedish Social Democracy) bent went fur-
ther than many in the labor movement, above all the LO leadership and
the LO economists, would have gone had they controlled policy. How-
ever, with regard to the size of the welfare state, there was agreement.
Prior to the 1986 LO conference, a group of LO policy experts (who
would hardly count among Feldt’s allies) issued a report that argued that
it was not necessary for the welfare state to grow as a percentage of GDP
in order for it to achieve its goals (security, equality, etc.). In part, this re-
port simply stated that the Swedish welfare state was fully developed: it
was already comprehensive, coverage was universal or near universal in
all programs, and replacement rates were very high. Putting the LO re-
port and the Feldt group’s assessment together, one can say that, seen in
comparison with earlier periods, the promoters of the welfare state in
Sweden had less to do but, because taxes and expenditure had reached
close to saturation level, they had less to do it with.

While still in opposition, the Social Democrats supported a tax re-
form, proposed by the Center-Liberal government, that lowered mar-
ginal rates in the middle and higher brackets. This prefigured the
1989–90 “tax reform of the century,” in which the Social Democratic gov-
ernment in cooperation with the Liberals reduced the rates of marginal
taxation for those in higher income brackets, cutting them to 50 percent,
apparently turning its back on redistribution and accepting bourgeois
arguments about the relationship between marginal taxation and work
motivation.16

The “Third Road” (between Keynesian reflation as pursued by the
French Socialist government in its early months in office and Thatcherite
austerity policies) pursued by the Social Democrats during their tenure
in office was a response to these developments. By devaluing the
Swedish krona by 16 percent, on top of a devaluation of 10 percent the
previous year, the Social Democratic government created a substantial
competitive edge for Swedish industry. They followed this up by secur-
ing wage restraint from the unions and cutting the deficit, and so on,
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as mentioned above (thus restraining consumption), creating a profits
boom and a redistribution of income from labor to capital. Aided by the
turnaround in the international economy, the policy appeared very suc-
cessful as the economy picked up and unemployment and deficits fell.
Based on this performance, the Social Democrats won the 1985 election
and by the 1988 election, the Third Road seemed wildly successful: The
budget deficits, which had been 8 percent of GDP when the Social
Democrats had come into office, had been eliminated; unemployment
was under 2 percent; the balance of trade was in surplus; and new social
reforms had been passed. The expansion of gender-egalitarian policies
was a key area of innovation in this decade as parental leave was ex-
tended to nine months, public day care and preschool were expanded,
and paid absence to care for ill children expanded from twelve to sixty
days (Bergqvist 1998; Hagen 1992). The women’s movement within the
Social Democratic Party was a pivotal force behind these changes and
in this period women’s presence in the Social Democratic Party was in-
creased, eventually achieving parity with men. With these successes as a
base, the Social Democrats campaigned in 1988 on promises of a new
round of social reforms: the introduction of a sixth week of vacation
(the favored reform of the unions) and extension of parental leave in-
surance from nine to fifteen months and provision of public day care
places for all preschool children over the age of one and a half (favored
by the women’s movement).

Within a year of their reelection, the bubble burst. In the face of the
economic crisis that the government encountered during its period in
office, it failed to deliver on any of these promises. In response to the
sharp deterioration of the economy, the government introduced an aus-
terity package in February 1990 that called for a pay freeze and a strike
ban, reversing its commitment to noninterference in relations between
unions and employers. Though the government fell due to lack of parlia-
mentary support for the package, it reconstituted itself, and two months
later, with Liberal support, it passed a similar austerity package (though
without the offensive labor market features) that among other things re-
duced the replacement rate for sick pay from 90 percent to 65 percent for
the first three days and to 80 percent for days four through ninety. In the
fall of 1990, the Social Democrats reversed their stand on the EC, now fa-
voring membership, joining the Liberals and Conservatives, who had
long held this position.

GiventhatSwedishSocialDemocrats’electoralsuccesshadbeenlargely
built on the public perception that they possessed a unique capacity
simultaneously to institute social reforms and manage the economy
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effectively, it is not so surprising that their apparent failure to do ei-
ther resulted in the 1991 election in their worst defeat since 1928. The
economy continued to worsen under the Conservative-led minority bour-
geois coalition. Open unemployment increased from 1.6 percent in 1990
to 8.2 percent in 1993; counting those in active labor market measures the
increase was from 2.1 percent to 12.5 percent (OECD 1994b: 36). GDP
growth was negative in 1991, 1992, and 1993. The government, with the
support of the Social Democrats, was initially committed to defending
the value of the krona, which had been fixed since the 1982 devaluation.
During the European currency turbulence of the fall of 1992, the gov-
ernment and Social Democrats went to extraordinary lengths to defend
the krona, agreeing to two “crisis packages”: austerity measures that in-
cluded significant reductions in entitlements, such as a cut in the sick pay
replacement rate, the introduction of a waiting day for sick pay, and the
reduction of pensions. In the end, the measures were unsuccessful and
the krona was floated. Though the decision to float meant that the basis
for the agreement was now absent, it was clear that all political actors re-
garded the economic situation as a crisis and agreed that cuts in entitle-
ments would be necessary. What made these cuts necessary was the wide-
spread conviction that Sweden would not be able to return to anywhere
near the 2 percent open unemployment (with no more than an additional
1 percent in labor market measures) in the foreseeable future. The fact
that the new policy of self-financing of the unemployment insurance sys-
tem assumed a normal rate of unemployment of 5 percent shows that pol-
icy was being made on this assumption as early as 1993.17 Thus, though
the budget was in surplus in 1989 before the social benefits cuts of the
early 1990s, it was assumed to be in structural (and not just cyclical)
deficit when the bourgeois government left office.

Before outlining the changes instituted in response to the crisis and
further changes in the Swedish welfare state, it is important to point out
that a number of reforms were already planned prior to the crisis. Three
are worth mentioning here.18 First, the earnings-related tier of the pen-
sion system (ATP) faced a future crisis due to demographic changes that
will occur with the retirement of the baby boom generation and due to
the shift in wage developments relative to the return on capital. ATP was
only partially funded; fundamentally it involved a generational transfer.
Moreover, as in PAYGO pension systems in other countries, entitlements
were not determined directly by contributions to the system but by a
combination of best years of earnings and length of contributions and
then indexed to the cost of living. In Sweden as elsewhere, the decline in
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the wage and productivity growth invalidated the calculations on which
the system was based.

Sweden’s old system combined a flat-rate citizenship pension, a par-
tially funded earnings-related defined-benefit PAYGO plan (the ATP
plan discussed in chapter 5), and a supplement for those who had accu-
mulated few pension rights in the earnings-related plan.19 The new sys-
tem expanded the funded component by introducing fully funded individ-
ual accounts. It combines (1) an earnings-related notional defined-
contribution PAYGO plan, (2) a defined-contribution fully funded in-
dividual accounts system with centralized administration, and (3) a
pension-tested supplement for retirees with few pension rights in the
earnings related plans. The notional defined-benefit PAYGO compo-
nent is the biggest innovation in the new system. A retiree’s pension
from this system is calculated on the basis of total lifetime contribu-
tions, the rate of wage growth, and average life expectancy in the
population at the time of retirement of the individual. It is more re-
silient to demographic or wage growth changes than a defined-benefit
system because of the adjustments for wage growth and average life ex-
pectancy of the population. The whole system is expected to yield ap-
proximately the same replacement rate as the old system at presently
forecast levels of wage growth and life expectancy though, of course,
the benefits deriving from the funded portion will depend on the per-
formance of the investment.

Since the plan that emerged would have to hold for long periods of
time, all of the parties in the parliamentary committee working on the
plan committed themselves to working out a broad compromise. A quickly
agreed-upon baseline was that, in the new system, each generation
would have to pay for its own pensions. A full pension would be based
on forty years of contributions with no special consideration for best
earning years; benefits are to be based on lifetime income. In a funda-
mental change of principle, the new system will be one of defined con-
tribution not defined benefit. Also in contrast to the previous system,
which was financed by an employer tax, the new system will be funded
by equal contributions of employers and employees: each will con-
tribute 9.25 percent of the payroll. As compared to the ATP system, this
basic design benefits full-time, full– life cycle (read male) manual work-
ers. It was immediately recognized that women and to a lesser extent
workers with higher education would be disadvantaged by the system
and that adjustments had to be made. Therefore, the bill agreed upon in
principle in 1994 by the governing parties and the Social Democrats and
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finally implemented in 1999 provided for extra pension points for child
care and studies, as well as compulsory military service. Some redistrib-
ution is built into the system as there is a benefits threshold (indexed to
real economic growth) above which contributions would be paid half
the rate of the payments below.

Second, the rapidly rising costs of both sick pay and work injury insur-
ance had already evoked considerable concern by the late 1980s. In the
case of work injury insurance, court decisions in the early 1980s liberal-
ized qualifying conditions, which led to rapid increases in the number of
claims and the costs without compensating adjustments in financing. The
abolition of the waiting day for sick pay and improved compensation was
accompanied by increased absenteeism and increased costs (though, in-
terestingly, the increase in absenteeism was greatest among the long-term
ill, whose benefits were not changed). Before the emergence of the em-
ployment crisis, some reform of these systems was imminent, in the di-
rection of the “work line” that emerged from the Working Environment
Commission of the late 1980s as a possible way to economize while main-
taining generous benefits. According to this view, the costs of work injury
insurance and early pensions and, by extension, sick pay could be re-
duced by rehabilitation and other efforts to keep people in the work-
force. One approach to this would be to provide workers with the proper
incentives to keep working (and employers with the proper incentives to
keep people working) rather than resorting to social insurance. For in-
stance, shifting the cost of work injury insurance, sick pay, and early pen-
sions to employers with high incidences of work-related injuries and sick-
nesses would provide an incentive for them to improve the working
environment.

Third, in the course of the 1980s, the delivery of public services came
under fire. Consumers of social services increasingly expressed dissatis-
faction with the delivery of welfare state services in general. Specifically,
a significant number of citizens in their roles as clients, patients, and par-
ents felt that they had no choice as to which types of service to obtain and
where to obtain them. Local government and the service providers them-
selves made decisions about locating service centers, about opening
hours, etc. This left many consumers with a feeling that they could have
little or no influence on the delivery of these services. Large sectors of the
population came to perceive the providers of welfare state services as dis-
tant bureaucrats and their agents, rather than human beings caring about
the welfare of those in need of the services they were charged with pro-
viding. In addition, with the budget constraints politicians became in-
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creasingly concerned with the cost of all public services, including welfare
services.

The Conservative answer was to promote privatization and competi-
tion in order to improve the quality of delivery of services and reduce
their cost, while the Center Party promoted decentralization. The Social
Democrats in general, and party leader Palme in particular, attributed
the electoral losses of the 1970s in part to the issue of an unresponsive
and distant public bureaucracy (Feldt 1991), and they were eager to ad-
dress the issue once they returned to office in 1982. After some false
starts, the government settled on a program of action that emphasized
decentralization of authority in the delivery of services to lower levels of
government and introduction of market models in the public service,
such as payment by output (Olsson 1990; Rothstein 1992).

Initially, the Social Democrats resisted any movement toward the pri-
vatization of public services, especially welfare services. For the first time
in a very long time, the bourgeois parties won a debate on basic principles
of future development of the welfare state, that is, that private alterna-
tives should in principle be allowed to compete with public providers of
services.20 Let us be clear here: Swedes favor allowing choice between
public and private providers. They do not think that private providers
would necessarily be better. On the contrary, in the case of every major
service except child care, very large majorities believe “state or local au-
thorities” are “best suited” to deliver the service in question; even in the
case of child care, a plurality thinks state and local authorities are best
suited, followed by the family (Svallfors 1991, 1992).

The Social Democrats have come to accept the option of private
providers competing with the state, albeit within the parameters of state
regulation and financing, but the extent of the private role is still a point
of controversy within the party. The Conservatives on their part have
backed off from their neoliberal ideal of privatization and deregulation
and come to accept the need for continued state regulation. Nevertheless,
subtle but important differences remain with regard to the importance at-
tributed to the goal of equality for the recipients of services. Many Con-
servatives favor allowing private individuals and families to pay extra for
services, whereas the Social Democrats are firmly opposed to this on the
grounds that this would create a system of two (or more) classes of ser-
vices. Furthermore, the Social Democrats and most Liberals insist that
any private alternatives must avoid the problems of selectivity and social
dumping. For instance, they oppose admissions tests by schools that
could lead to a situation where private schools admit only good students
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and students with any kind of learning or behavioral problems would be
dumped on public schools.

Three important changes in service delivery have been introduced so
far. First, in education, the bourgeois government introduced a voucher
system under which parents can choose any public or private school. For
those choosing a private school, the government will provide a voucher
equivalent to 85 percent of the cost of educating a student in a public
school. Schools are not allowed to charge fees beyond the amount pro-
vided by the vouchers. Second, the option for private providers to offer
day care under the same conditions as public providers was also intro-
duced. Third, a so-called house doctor system was introduced that, by al-
lowing individuals to freely choose their own doctor, expanded the possi-
bilities for private practice. As of the mid-1990s, it cannot be said that
private providers have assumed a major role in any of these areas. In
1995, almost one in eight day care places were in nonmunicipal facilities,
most of them in worker or parent cooperatives (Pestoff 1998: 174 –75),
while only 8 percent of health care and 1.5 percent of schooling were pro-
vided by private producers.21 But, regardless of the political coloring of
the national government, it does seem relatively clear that the long-term
trend will be toward more variation in the delivery of publicly financed
social services with private entrepreneurs, consumer cooperatives, and
producer cooperatives competing with the communes and regions. This
seems likely in part because the responsibility for making decisions about
the delivery of services is in the hands of the communes and regions,
which are often governed by different party coalitions than the national
government, and in part by the movement of the Social Democrats to a
more favorable view of alternative providers. By late 1998, Prime Minis-
ter Persson, several other leading politicians, and even union leaders in
the communal workers union, traditionally the center of resistance to
such moves, were advocating private and cooperative alternatives within
health care with the proviso that this be done within the frame of “soli-
daristic” financing (Dagens Nyheter, www.dn.se, November 16, 1998).

The bourgeois government elected in 1991 implemented a number of
cuts in social benefits, most of them with Social Democratic support.22

Early retirement pensions will no longer be given due to slack labor mar-
kets. Sick pay was reduced to 80 percent after ninety days. Pensions were
adjusted downward to 2 percent below the base amount; that is, the basic
pension would now be 98 percent of the base amount. Industrial injury
insurance was coordinated with sick pay, which entailed a reduction of
the replacement rate. Qualifying conditions were sharpened for both
benefits. Employers must now pay for the first two weeks of sick pay.
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Since this was accompanied by a corresponding decrease in employer
contributions to the system (and thus no savings for the government), this
move was primarily designed to reduce absenteeism by increasing em-
ployer surveillance of employees’ claims. A five-day waiting period for
unemployment benefits, which was eliminated by the Social Democratic
government of the 1980s, was reintroduced and replacement rates were
reduced to 80 percent. As in the case of the new supplementary pension
system, employees will now make contributions to the sick pay insurance
scheme. While the Social Democrats opposed the changes in the unem-
ployment system and many of the changes in the work injury system,
once in government, they lowered the replacement rate for parental in-
surance from 90 percent to 80 percent to make it consistent with the
unemployment compensation, sick pay, and work injury insurance.
Subsequently, in a deal with the Center Party in 1995, they lowered re-
placement rates to 75 percent, only to raise them again to 80 percent
in response to protests from the unions and falling support in opinion
polls. As part of their efforts to cut the budget deficit, the Social Demo-
crats also introduced employee contributions to social insurance in some
programs and increased them in others.

The cuts in replacement rates and increases in qualifying conditions in
the sick pay, work injury, and unemployment insurance systems were ac-
companied by increased spending on active labor market policies. The
Social Democratic government directed yet more resources to the devel-
opment of human capital, including active labor market policy, adult ed-
ucation, and higher education to raise the skill level of the workforce and
to increase employment. Thus, taken as a package, these reforms can be
seen as an effort to follow the work line mentioned in chapter 5. However,
the emphasis has changed from the original formulation. In that version,
employees were to be provided with increased training and rehabilitation
and other positive incentives to remain in the active workforce, while em-
ployers were to be provided both carrots and sticks to reduce absen-
teeism and work injury. The policies passed in the past few years contain
a lot of sticks along with a few carrots for employees; they entail modest
steps toward an increase of the market incentive to remain employed and,
when employed, to stay at work—steps toward recommodification of the
Swedish welfare state. Clearly, the change in emphasis was in large part
motivated by the savings that the cuts entailed and thus can be directly
connected to the economic crisis and rise in unemployment and the re-
sultant huge increase in the government budget deficit.

The sequencing of events offers compelling evidence that the rollbacks
in the Swedish welfare state in the early 1990s were a product of the rise
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in unemployment and the belief that unemployment will not return to its
previous levels. The argument that entitlements per se make Swedish in-
dustry uncompetitive is untenable particularly after the float of the
krona, which reduced Swedish wage costs by one quarter in a year. In
1994, Swedish export industry had a banner year with most enterprises
reporting record profits, and continued to perform at a high level
through 1999. However, with unemployment still high and the budgets in
deep deficit, the Social Democratic government elected in 1994 contin-
ued the cuts in entitlements and services begun by the bourgeois govern-
ment, and it raised taxes. Only when the combination of tax increases,
budget cuts, and the recovery of domestic demand and the consequent
fall in unemployment brought the budget into surplus late in the govern-
ment’s term in office, did reversal of some of the entitlement cuts come
back on the agenda

This turns our attention to the causes of the problems of the produc-
tion regime in the post–Golden Age era. The problems faced by social
democracy in Sweden were products of the structural changes in the ad-
vanced industrial economies sketched at the beginning of this chapter
and a series of policy mistakes.23 As Moses points out in his compari-
son of Norway and Sweden (1994), the current era is one of financial
and trade openness in contrast to the interwar period (in which trade
was regulated) and the postwar Golden Age (in which financial flows
were regulated). Thus, neither capital controls nor trade regulations
(tariffs, quotas, etc.) can be deployed to defend the external balance leav-
ing governments one tool shorter than in these two earlier periods.

The internationalization of Swedish business and of financial markets
led to a successive deregulation of Swedish financial markets, beginning
under the bourgeois government of 1976 –82 and completed by the So-
cial Democrats in the 1980s. This deregulation of capital flows made it im-
possible for the Swedish government to control both the interest and the
exchange rate. Thus, this deregulation along with the increase in interna-
tional interest rates led to real interest rates in the 1980s that were two
and a half times as great as those of the Golden Age (see table 7.2). The
subsequent deregulation of domestic capital markets made it more
difficult to privilege productive investment over other uses of capital,
such as real estate speculation or consumption. Active labor market pol-
icy was increasingly the sole tool the government could rely on.

The development of Swedish industry had broader ramifications for
the Swedish production and welfare state regimes as it changed the in-
terests of capital and the balance of power between labor and capital. Be-
cause of increasing export orientation, multinationalization, decreasing
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dependence on Swedish raw materials, and increasing reliance on self-
financing of investment, Swedish business became markedly less inter-
ested in a compromise with domestic labor which entailed an increase or
just maintenance of domestic consumption, more interested in lowering
wage costs, more concerned about competition for labor with the grow-
ing public sector, and more concerned about access to foreign markets.
These developments along with the reaction to the labor offensive on
codetermination and wage earner investment funds were the roots of the
new political offensive beginning in the late 1970s of the employers’ fed-
eration, SAF, and other business organizations, criticizing the welfare
state and advocating privatization, deregulation and EC membership
(Pestoff 1991; Pontusson 1992a).

The decline of centralized bargaining, a central feature of the Golden
Age model, has been dramatic in Sweden. VF, the organization of export-
oriented engineering employers, met with its first success in its drive to
decentralize the bargaining process in 1983, when it convinced the im-
portant metal workers’ union to sign a separate agreement. This was fol-
lowed by renewed centralization but with supplementary bargaining at
lower levels carried out with the threat of industrial action, in contrast to
past practice. In 1990, SAF, as a result of the initiative of VF, appeared to
have dealt a death blow to centralized bargaining when it disbanded its
bargaining unit, but this was followed by a wage round in which a gov-
ernment-appointed commission successfully concerted a centralized
agreement, which was later extended to 1995. The following bargaining
round was again decentralized, as was the 1998 round, despite LO efforts
to coordinate union demands.

The changes in occupational structure and union structure help ex-
plain the unions’ weakened ability to resist decentralization. Segmenta-
tion of the labor market as a result of the decline of industry, growth of
services, and growth of white-collar employment has fragmented labor
interests and led to difficulties in coordinating labor demands (e.g., see
Hernes 1991; Kjellberg 1992). In Sweden and in Norway, the Golden Age
wage bargaining model (the EFO or Aukrust model) called for export
industry to set wages in line with the country’s competitors and then for
other sectors of the economy (domestic industry, the public sector, etc.)
to follow suit. This was easily accomplished in the 1950s and 1960s when
LO was by far the dominant confederation on the labor side; within LO,
private-sector workers were dominant; and among those unions the met-
alworkers’ union was by far the dominant force. Today, LO dominance
has declined, and so has, within LO, the weight of private-sector workers
relative to public sector workers. What makes this argument compelling
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is that TCO opposition to a recentralization of bargaining proposed by
LO in the Alliance for Growth negotiations in the fall of 1998 was deci-
sive in preventing a recentralization.24

However, decreasing union solidarity would not have resulted in de-
centralized bargaining in the 1980s if the employers had not pressed for
it. This was a sharp reversal of their position at the origins of the system,
when they were the originators of centralized bargaining, as they hoped
that it would help restrain wages (Swenson 1991). As Swenson (1991)
points out, VF’s main concern then was that wage increases in the pro-
tected sector, particularly construction, would generate wage inflation in
the export industry, thus damaging the competitiveness of Swedish in-
dustry. By centralizing bargaining and making wage increases in other
sectors dependent on the situation of the export sector, they could con-
trol this source of wage inflation. Thus, wage restraint was the principal
motivation for the centralization of bargaining, which fits the mainstream
view in comparative political economy on the effects of centralized wage
negotiations.

By the early 1980s, VF’s position had changed. According to Pontus-
son and Swenson (1996), and following them, Iversen (1996), changes in
the nature of production from assembly line to “diversified quality pro-
duction” led to increasing skill differentiation in the industrial workforce
and consequently to increasing emphasis on the part of engineering em-
ployers on wage differentiation as a tool to attract and motivate skilled la-
bor. In both accounts, the factor that links the decline in centralized bar-
gaining to the advent of post-Fordist production is wage compression
between occupations. This does not explain why Sweden differed from
Norway with regard to the decline in centralized bargaining. Moreover, it
does not explain why Swedish employers were willing to give up one of
the apparent benefits of centralized bargaining, wage restraint.

Our interviews with union and employer economists in Sweden do
confirm Pontusson and Swenson’s contention that the decline in Fordist
production led employers in the crucial engineering sector to set a higher
value on wage flexibility than in the past and thus to oppose centralized
bargaining and the solidaristic wage policy, particularly LO’s extension of
the solidaristic wage policy to stage two, from equal pay for equal work
to equalization of pay between skill levels (also see Olivecrona 1991).
Trade union economists we discussed this issue with contend that the de-
mands for greater wage flexibilization could have been accommodated
within centralized bargaining. However, employers did not believe that
LO would give up its attempts at wage compression. Such perceptions on
the part of employers clearly play a role in explaining why they concluded
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that it was necessary to dismantle centralized bargaining in order to end
wage compression policies in spite of the fact that comparisons with
Danish, Finnish, and Austrian bargaining indicate that there is no neces-
sary link between the two. Finally, and maybe most importantly, Swedish
employers contend that the centralized bargaining system no longer de-
livered wage restraint. On the contrary, they claim that the clauses com-
pensating workers for wage drift in other sectors that had progressively
been built into the central agreement actually resulted in wage inflation
(Olivecrona 1991: 15–28).

The degree of power shift from labor to capital also serves to distin-
guish Sweden from Austria, Finland, Denmark, and Norway, which also
had centralized bargaining at the outset of the 1980s. As mentioned
above, Swedish industry was not only initially more export oriented and
multinational but also became increasingly so in this period, which made
Swedish business less interested in a compromise with domestic labor.
Along with the growing strength of the bourgeois parties, this served to
increase the power of Swedish capital vis-à-vis labor, which certainly con-
tributed to the perception on the part of employers that their drive to de-
centralize bargaining, as well as the broader SAF political offensive, was
likely to succeed.

As Martin (1991) has pointed out, weakening the role of LO in the
bargaining process, SAF’s primary goal, also weakened LO’s political
clout. We contend that this was more than a desirable by-product from
SAF’s point of view. LO’s resort to legislation instead of negotiated
compromise with SAF in the struggles in the 1970s over workplace de-
mocracy and even more so wage earner funds deeply alienated SAF and
was, by all accounts, a central motivation for SAF’s political offensive of
the late 1970s and 1980s.25 There can be no doubt that the desire to
weaken LO’s political clout was a prime motivation for SAF’s broader
push to weaken Swedish tripartism in general, as indicated by the with-
drawal of its representatives from the boards of all state agencies in 1991.
The fact that the SAF representatives were replaced by business repre-
sentatives, in many cases the same people who were often debriefed by
SAF on their activities, indicates that the move was designed to force LO
representatives and not trade union representatives in general off the
boards and thus to weaken the political clout of the central organization
(Pestoff 1999).

What is disputed is the role that the political motivations played in the
decision to press for the decentralization of bargaining. Wallerstein and
Golden (1997), Martin (2000), and we (Huber and Stephens 1998) give
this argument considerable credence, whereas Swenson, the only one of
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these scholars to examine the SAF archives (though only up to 1978),
finds no evidence that the weakening of LO’s political clout motivated
VF’s action in this period.26 Nevertheless, we remain inclined to attribute
a role to the complete undermining of trust between the SAF and LO
leaderships caused by the labor offensive of the 1970s and consequently
to political motivations. We have three pieces of evidence to support our
point of view. First, de Geer, writing also largely based on the SAF ar-
chives but also on the basis of feedback on his work from the SAF lead-
ership, finds some evidence that weakening the political clout of LO was
a motive for decentralization (e.g., see de Geer 1989: 133, 224). Second,
in an interview in 1999 conducted by one of the present coauthors, dis-
cussing the failure of the Alliance for Growth, a senior SAF economist
explained the sources of employer resistance to LO’s proposal for a re-
centralization of the wage bargaining system. In doing so, he specifically
referred to the political weakening of LO as one reason for the decen-
tralization of bargaining. Third, Jan Herin, vice general director and chief
economist at SAF, gave a similar motivation for decentralization at a con-
ference in 1995. Responding to a presentation on the Swedish economy
by the American economist Richard Freeman, he asserted that the weak-
ening of LO’s political clout was an important motivation on the part of
employers for the move to decentralization.27

The reaction to LO’s politicization and to the political clout central-
ized bargaining gave the organization helps explain differences with
other countries. While organized labor became radicalized all over Eu-
rope in the late 1960s and 1970s, in none of the other corporatist coun-
tries did the principal labor confederation make such a fundamental
break with the corporatist bargaining procedures of the past or seriously
propose a measure that would mark as fundamental a transformation of
relations between labor and capital as the original wage earner funds pro-
posal did.

To turn to policy errors, by 1989 the benefits of the devaluations had
been eaten up due to insufficient wage restraint, which was only in part
due to the structural changes such as the decline in the hegemony of blue-
collar private-sector unions and the weakening of centralized bargaining.
The large devaluation, which boosted profits in the export sector, com-
bined with a tight labor market encouraged employers to offer wages
above the negotiated levels. The government’s continued expansion of
public-sector employment in this context aggravated the situation. Above
all, the deregulation of credit markets was poorly timed. This was done in
1985 when there were still generous tax deductions for consumer interest
payments, and it fueled an unprecedented credit boom and consumer
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spending orgy at a time when the economy was already beginning to
overheat. Part of this credit boom was accounted for by cross-border
flows of loans, clearly an effect of deregulation of international capital
flows.28 As the Rehn-Meidner model would predict, this boom of export
profits and of credit made wage restraint impossible. With wage increases
far above productivity increases, Swedish export industries did become
uncompetitive. Yet the government and its bourgeois successor refused
to float the krona until the fall of 1992, when the economy was already in
deep recession and much damage in terms of failed businesses, lost mar-
kets, and lost jobs had been done.

In the early 1990s, both the Social Democratic and bourgeois govern-
ments continued to follow policies that inadvertently had strong pro-
cyclical effects on consumer behavior, this time in the context of a deep
recession. The combination of a reduction of the tax rate on capital in-
come, falling inflation, and stable nominal interest rates resulted in a sub-
stantial increase in real after-tax interest rates. The bust after the real es-
tate boom added to the situation by reducing the wealth position of many
households below the probable desired level. All this contributed to a
household savings rate of 10 percent in 1993, by far the highest level in
over two decades, and a correspondingly depressed level of personal con-
sumption in the midst of a depression (OECD 1994b: 16 –17). On the side
of the banks, this same set of circumstances—the asset boom and bust
caused by speculation in the wake of financial deregulation—left many
banks holding sufficient bad debts that they became insolvent. The gov-
ernment bailout operation cost the public coffers seventy-four billion
kronas (5 percent of GDP) in 1991 and 1992 alone, thus adding to the al-
ready spiraling budget deficit (OECD 1994b: 129).

Our arguments contrast with those of Erixon (1996) and Pontusson
(1992a) on one point. In their view, the high-profits policy was not only a
departure from the Rehn-Meidner prescriptions but it was the key source
of the failure of wage restraint in the 1980s, just as the model would pre-
dict. Thus the advantages of the devaluation were eaten up by wage
inflation by the late 1980s, and Sweden was in an uncompetitive situation
again. However, in the aggregate, profits were not higher in the 1980s
than in the 1960s. The figures on net operating surplus in table 5.1 indi-
cate this.29 Moreover, since the Rehn-Meidner policies could not control
profits in the export sector, it is not plausible to argue that they were the
key to the failure of Third Road policies. While high profits in the export
sector along with the tight labor markets and the decline in centralized
bargaining did contribute to wage inflation in the early 1980s, as of the
mid-1980s Sweden still enjoyed much of the competitive edge it had
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gained from the devaluation. By far the most important causes of wage
inflation in the late 1980s were the consumption boom and overheating of
the economy as a result of the deregulation of the credit market and the
government’s failure to take corrective steps.

An additional factor here might be the transitions from a centralized
bargaining system to coordinated industrial level bargaining. Iversen
(1998) and Hall and Franzese (1998) argue that systems of coordinated
industry-level bargaining will deliver wage restraint and thus low unem-
ployment if the monetary regime is characterized by an independent cen-
tral bank charged with targeting inflation. However, for the system to
work, it is clear that the government’s fiscal policy also has to coordinate
with monetary policy and wage bargaining so that the signals about fu-
ture inflation that the central bank is attempting to send are not under-
mined by fiscal policy. In Sweden in this period, this did not occur.

The economic situation in Sweden in the period 1993–95 illustrates
the difficulties of countercyclical management in the contemporary in-
ternational economic regime. Export performance was extremely strong
beginning 1993, sufficiently so that Sweden registered positive numbers in
the balance of payments account beginning 1994. However, partly due to
the very high levels of personal savings, domestic demand was extremely
depressed and this was a stumbling block to getting open unemployment
below 8 percent. Despite this, the Social Democratic government elected
in 1994 has continued austerity policies: cutting public spending and rais-
ing taxes. All possible economic stimulation policies had a downside: De-
creasing interest rates to stimulate investment and consumer spending
would result in depreciation of the krona followed by import-induced
inflation and compensation demands by the unions in the next wage
round. Both decreasing interest rates and increasing the fiscal deficit
would increase demands for imports leading to a balance of payments
deficit and thus to currency depreciation and so on.

Nonetheless, the performance of the Swedish economy since the So-
cial Democrats returned to power underlines that governments are not
without instruments to manage the economy in the current era.30 It also
demonstrates how much of the Swedish crisis was caused by a combina-
tion of economic cycles and governments’ failed management in the face
of them. In 1994, the economy noted positive growth; it experienced av-
erage per annum growth rates of 2.8% in 1994 –99, and the OECD pro-
jected growth rates of 3.0% for 2000 and 2.7% for 2001 (Dagens Nyheter,
www.dn.se, November 17, 1999). By 1996, inflation had been brought
down to below 1 percent. Renewed growth and a combination of tax in-
creases and budget cuts enabled the government to cut the deficit from

256 Chapter Seven



7.9% of GDP in 1995 to a 1.9% surplus in 1998 and 1999, and debt as a
percentage of GDP fell from a high of 76% in 1996 to 66% in 1999 (SCB
2000, www.scb.se/ekonomi/ekonomi). Budget surpluses of 2% are pro-
jected for 2000 and 2001 (Dagens Nyheter, www.dn.se, November 17,
1999). The austere budgets and the falling deficit brought down interest
rates and the krona–deutsche mark interest rate differential substantially
in the same period, stimulating investment and further growth. Renewed
growth and active labor market policies resulted in a fall of open unem-
ployment to 7.2% for the year 1997 and to 5.7% by January 2000 (Statis-
tiska Centralbyrån, www.scb.se/snabb/akaswe.asp, March 9, 2000), and it
is projected to fall to 4% in 2001, missing the government’s goal of 4% in
2000 by only one year (Dagens Nyheter, www.dn.se, November 17, 1999).
The one area of concern was wage inflation as the 1995 round of bar-
gaining, in which negotiations were carried out at an industrywide level,
failed to produce wage moderation. The graveness of this failure given
prevailing monetary and exchange rate arrangements was realized by la-
bor market actors and the government, and the 1998 round (also indus-
try-level coordinated bargaining) did produce moderate wage increases,
as the literature on central bank independence and bargaining central-
ization would predict. However, senior economists for unions and em-
ployers whom we interviewed in June 1999 expressed concern that the
wage bargaining system as presently constructed would not deliver wage
restraint once the economy approached full employment, though they
disagreed on how to remedy the situation.

Norway

Due to the inflow of funds from the oil sector, exports of which now ac-
count for 16 percent of GDP, Norway has avoided the severe unemploy-
ment crisis of the other Scandinavian countries and thus has also es-
caped the welfare state rollbacks that occurred recently in Sweden and
Finland and earlier in Denmark. On the balance, the past decade and a
half cannot be characterized as either one of rollback or innovation. On
the one hand, there have been significant expansions of maternal leave
in 1986, 1987, and 1993. The new provisions provide for fifty-two weeks
with 80 percent income replacement (or forty-two weeks at full pay),
second only to Sweden in generosity. In addition, since 1990 qualifying
conditions for unemployment compensation have been liberalized. On
the other hand, indexation of benefits has been modified; the replace-
ment rate in the supplementary pension plan has been cut by 3 per-
cent; work requirements for unemployment compensation have been
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strengthened; the qualifying conditions for disability tightened; and the
strictly medical criteria for disability pensions reintroduced. While the
Norwegian authorities are now also committed to a work line, this has
only been manifested in the stricter qualifying conditions for unem-
ployment, disability, and sickness benefits and greater efforts at rehabil-
itation. In contrast to the other Nordic countries, replacement rates
have not been cut nor have waiting days been increased. For instance,
the replacement rate for sick pay is still 100 percent, and there are no
waiting days.

Underlying this mixed picture are difficulties in the Norwegian pro-
duction and labor market regimes, similar to those suffered in Sweden
and Finland, partially masked by revenues from the oil sector.31 Financial
liberalization has weakened the ability of the government to direct credit
and investment, though the resources from the oil sector still give the
state considerable leverage compared to Sweden. As in Sweden and Fin-
land, deregulation of credit markets in the mid-1980s led to a consumer
spending boom that was followed by a spate of bank failures and con-
sumer retrenchment. As in Sweden, governments of different political
coloring pursued hard currency policies that certainly aggravated the
competitiveness problems of industry until Norway was forced to float
the krone in the fall of 1992 (though with less dramatic consequences for
the currency’s value than took place in Sweden). Even the Labor gov-
ernment has prioritized fighting inflation over unemployment (Moene
and Wallerstein 1993).

Unlike in Sweden, peak-level tripartism has not weakened. After
briefly considering withdrawing from public committees like its Swedish
counterpart, the Norwegian employers association joined an initiative of
the Social Democratic government aimed at promoting industrial inno-
vation that includes leaders of business, the government, and LO (Mjøset
et al. 1994: 71). The contrast with Sweden is certainly partly related to the
character of national capital in the two countries. Norwegian capital is
not only less multinational and more tied to domestic resources than the
Swedish, but also the state owns the most important natural resource, oil.
Thus, both the power of Norwegian capital vis-à-vis labor and its interest
in domestic class compromise are different from those of its Swedish
counterpart. Though local-level bargaining accounts for a larger propor-
tion of wage increases (Moene and Wallerstein 1993), centralized bar-
gaining was preserved until the 1998 wage round.

The consequences of these economic developments have been that
unemployment began to rise in the mid-1980s, reaching a high of 5.9 per-
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cent in 1992 with an additional 3 percent in active labor market measures.
From this point, economic developments turned sharply positive. The
tripartite initiative of the government, known as the Solidarity Alterna-
tive, designed to produce wage increases in line with those of Norway’s
major trading partners, did produce wage moderation and facilitated pos-
itive developments across the economy until the 1998 wage round. The
economy boomed, growing at a vigorous 4.1% per annum in 1994 –97,
and then cooled in 1998, growing at 2.3% with about 2% growth pro-
jected for 1999–2000. The general government budget averaged a sub-
stantial surplus of over 6% of GDP in 1996 –99 (OECD 1999d). By 1998,
unemployment stood at 1.9% and many sectors reported labor shortages.
Government policy aggravated these shortages as the Center–Liberal–
Christian Democratic minority coalition eased early retirement and in-
troduced cash benefits for parents of toddlers who do not send them to
public day care. Against this backdrop, it is perhaps not surprising that
the outcome of the 1998 bargaining round, conducted at the industry
level, was inflationary, though the supplementary bargain the following
year resulted in modest wage increases. The reasons for this are unclear;
we speculate briefly on this in the conclusion of the book.

Finland

As we pointed out in chapter 5, Finland’s period of vigorous social reform
extended well past the end of the Golden Age (Marklund 1988: 35–38).
This is not surprising precisely because not only was Finland a laggard
and thus there was no ceiling effect (that is, the welfare state had not
grown to limits) but also because Finnish economic growth rates were
good compared to those of other OECD countries. In fact, in 1979–89,
Finnish economic growth at 3.2 percent per capita per annum was even
higher than the Japanese (see table A.11). Finland did experience higher
unemployment than Norway or Sweden in the 1970s and 1980s, as it
moved to over 5 percent in the early 1980s and then back to 3.6 percent
by 1990. This helps explain why this period of welfare state expansion was
punctuated by bouts of retrenchment. Nonetheless, things looked rosy as
late as 1989, when, after the revaluation of the markka, statisticians of the
Industrialists’ Association announced that Finland had surpassed Swe-
den and Norway in per capita income (Andersson, Kosonen, and Varti-
ainen 1993: 30). In welfare state development, Finland also caught up
with the other Nordic countries. For example, the gap between Finland
and the other three countries on Esping-Andersen’s decommodification
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index for 1980, a good measure of the generosity of pensions, unemploy-
ment compensation, and sick-pay, was closed by the end of the decade
(see table 4.1).32 As in the other Nordic countries, the development of
gender-egalitarian policies and the expansion of social services were par-
ticularly vigorous in this decade.

The crash was as catastrophic as it was rapid; GDP growth fell to 0.4%
in 1990 and turned negative in 1991 (– 6.4%) and 1992 (–3.6%) (OECD
1993b: 14). Unemployment increased dramatically from 4% in 1990 to
18% in 1993. Significant cuts in expenditure that have affected a wide
range of transfers and social services have been instituted. Stricter qual-
ifying conditions for unemployment benefits have been passed and the
replacement rate cut by 3%.33 The replacement rate for sick pay has
been reduced (from 80% to 67% in the case of the average production
worker), contributions increased, and waiting days increased from seven
to nine. Replacement rates for parental benefits have been cut from 80%
to 67% and the benefit period cut from 275 to 263 days. Subsidies to pre-
scription drugs have been significantly reduced. The replacement rates
for the earnings-related tier of public employee pensions has been cut
from 66% to 60% and an employee contribution of 6% of income intro-
duced. Further cuts in the replacement rate for all employees to 55% or
even 50%, and a change in the calculation of the replacement rate on the
basis of lifetime and not final income are planned. A number of new taxes
and fees have been introduced. Employee contributions to the employ-
ment-related pensions, previously financed entirely by the employers,
were introduced. As in Sweden, the universal flat-rate pension was abol-
ished and replaced by a supplement tested against other legislated pen-
sions. A basic sickness allowance payable to those without income, such
as students and homemakers was abolished. Most of these retrenching
reforms were carried out by the five-party government formed in the
wake of the 1995 election, led by the Social Democrats but including the
Conservatives.

Part of Finland’s problem was idiosyncratic: the collapse of Soviet
trade. Otherwise we see a pattern now familiar from recent Swedish and
Norwegian developments. Deregulation of financial markets led to a
(procyclical) boom in consumer borrowing, inflation of asset prices, and
overheating of the economy followed by banking collapse and consumer
retrenchment. The banking crisis was more severe in Finland than in
Sweden and Norway, as indicated by the fact that the bailout operation
imposed a cost on the government and central bank equal to 7 percent of
GDP. As in Sweden and to a lesser extent Norway, the economic diffi-
culties were further aggravated by the attempt to follow a hard currency

260 Chapter Seven



policy, which ultimately failed as Finland was also forced to float. In Fin-
land, the traditional procyclical policies of the government added to the
economic plight (Andersson, Kosonen, and Vartiainen 1993).

These policy errors certainly contributed to the situation but should
not be allowed to obscure the fact that the same long-term changes in the
domestic and international economy that altered the conditions for the
Swedish and Norwegian models did the same for the Finnish. Financial
internationalization and deregulation and high international interest
rates undermined important features of the supply-side policies. On the
demand side, the decline in demand for Finnish exports in the core capi-
talist countries was temporarily compensated with Soviet trade, which is
no longer an option. Finnish business, like Swedish, became increasingly
internationalized, especially in the second half of the 1980s, as direct for-
eign investment increased substantially. Thus, even to the extent that gov-
ernment policy could encourage investment, it was less able to ensure
that it occurred in Finland.

However, as in the other Nordic countries, proclamations of the end of
the Finnish model appear to be premature. Per annum growth rates were
a vigorous 4.3% from 1994 to 1998, stimulated by the expansion of for-
eign demand, moderate wage increases, and an easy money policy that
was possible due to an initially undervalued and appreciating currency. A
3.4% increase in GDP was projected for 1999 and 2000 (OECD 1999c).
The Social Democratic– led government (which includes the Conserva-
tives) brought the deficit down to 1.4% in 1997, and a surplus was pro-
jected in subsequent years. This has further brought down interest rates
and eliminated the markka–deutsche mark differential. These positive
economic developments, along with the government’s Employment Pro-
gram of 1995 and massive early retirement programs, helped move the
unemployment rate down to 9% by November 1998.34

The Finnish wage bargaining system remained centralized during this
period and both the 1995 and 1998 bargaining rounds were characterized
by incomes policy agreements between the unions, the employers associa-
tion, and the government, which produced moderate wage increases.
These agreements helped push inflation under 1% by 1996. The Finnish
decision to join the European Monetary Union in 1999 was announced
several years prior to that date; thus the past two bargaining rounds have
operated in a monetary environment in which Finnish monetary policy is
de facto set by the Bundesbank. By contrast, efforts to keep the 2000 bar-
gaining round centralized failed due to the dissatisfaction of some unions
with the inability of centralized bargaining to address sector-specific prob-
lems, such as outsourcing.35 The metalworking industry set the pattern
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with modest wage increases of 3.1 percent and other unions followed
suit, though at this writing the round has not been completed, with the
paper industry, an important export sector, among others, still outstand-
ing. Thus, in Finland, wage moderation has been produced under central
bank independence with both centralized and sectoral but coordinated
bargaining. One must, of course, keep the still high level of unemployment
in mind.

Denmark

Danish unemployment began to rise almost immediately at the end of the
Golden Age after the first oil shock. Unemployment rose from 0.9% in
1973 to 5.1% in 1975, continuing to a peak of 10.5%, subsiding in the
1980s, only to increase to a new peak of 12.2% in 1993 (table A.11; see
also Furåker, Johansson, and Lind 1990: 148). Denmark’s liberal eco-
nomic policies, its lack of an industrial policy and active labor market pol-
icy, and its concentration on consumer exports all contributed to its
greater international vulnerability and to the rise in unemployment. In
fact, its period of full employment lasted only a decade and a half and can
be attributed to a combination of foreign consumer demand in the
Golden Age and the rise in welfare state employment in the 1960s.

The economic difficulties and particularly the rise in unemployment
made existing entitlements increasingly expensive. Successive Danish
governments responded with significant welfare state cuts that have
nonetheless only prevented social security benefit expenditure and total
government expenditure from rising as fast as it otherwise would have. A
variety of measures have been employed in this effort: increases in the se-
lectivity of benefits, introduction of income testing, modifications of in-
dexing, temporary deindexation, increases in qualifying conditions, in-
creases in copayments for health care and day care, and introduction of
waiting days. Many of the cuts have been directed at the system of unem-
ployment compensation, with the result that the effective replacement
rate has fallen dramatically from a peak of 72 percent in 1979 to 58 per-
cent in 1987 without actually lowering the nominal replacement rate for
a worker with average wages (Marklund 1988: 31–35; Nørby Johansen
1986).36 As one can see from the OECD data (tables A.9 and A.10),
lower-paid workers have been shielded from these cuts. Some improve-
ments of benefits have also been made, but aside from the substantial in-
crease in maternity leave (from 98 to 144 days) and increases in pensions,
these too have been responses to the unemployment crisis: eased condi-
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tions for preretirement pensions, increased subsidies for industries em-
ploying new workers, increased severance pay, and introduction of active
labor market measures (Hagen 1992: 145; Nørby Johansen 1986).

Most of the cuts and improvements mentioned in the previous para-
graph, were carried out by the bourgeois governments of 1982–93, and
the cuts were generally protested by the Social Democrats (Green-
Pedersen 1999). However, once it returned to office in 1993, the Social
Democratic government did not roll back the cuts; on the contrary, as
part of an effort to deepen the Danish version of a work or active line, the
government implemented large cuts in the duration of unemployment
benefits, though at two years, it is still long by Nordic standards. The ac-
tivation policy features a combination of positive incentives (e.g., im-
proved vocational and job training) and negative incentives for workers
(ceilings on wages for public employment programs, the cuts in duration
of unemployment benefits) and employers (responsibility for the first two
days of unemployment compensation). In a significant departure from
past principles, the citizenship pension for those over seventy was subject
to an income test beginning 1994.

One segment of the system of social protection was created after 1985,
the system of earnings-related pensions. As we explained in chapter 5,
Denmark lacked an earnings-related tier with high income replacement
rates characteristic of the other Nordic countries. Given the budgetary
situation and the expense of the comprehensive earnings-related schemes
the unions were demanding, politicians were reluctant to enact legisla-
tion in this area. Beginning in the mid-1980s and extending into the
1990s, the unions successfully negotiated for such schemes sector by sec-
tor. Given the high levels of union density and contract coverage, these
schemes came to cover a very high percentage of employees. Indeed, a
government investigation of the need for legislation in this area in the late
1990s concluded that coverage was sufficiently high that no legislation
was necessary.

The move to a more active labor market policy was not the only change
in macroeconomic management Denmark made in this period. Denmark
adopted a hard currency policy and a policy of fiscal restraint designed to
produce moderate wage increases. The new bourgeois government in-
troduced an active industrial policy in 1983 (Benner and Vad 2000). Ini-
tially, the policy was selective, aimed at supporting export-oriented busi-
ness—in the Danish context primarily small and medium enterprises,
especially in higher technology, with R and D support, export credits, and
risk capital. In the 1990s, these selective measures were replaced with
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general measures (e.g., workforce qualifications, infrastructure, taxation)
and oriented to increasing service sector employment.

Initially wage restraint proved difficult to implement. As in the past,
the labor market partners often could not agree and the negotiations
were referred to a state mediator who in turn was not able to produce an
agreement, whereupon the Danish parliament would impose a solution.
Even with this political intervention the increases in unit labor costs were
above those of Germany in the 1970s and 1980s (Benner and Vad 2000).
Then the Danish wage bargaining system underwent a very significant
transformation in the late 1980s and the 1990s (Wallerstein and Golden
1997; Iversen 1996). The current system of a small number of sectoral-
level bargaining cartels can be characterized as highly coordinated sec-
toral-level bargaining, “coordinated decentralization” as it is referred to
in recent literature on Danish labor relations.37 We say “highly coordi-
nated” since the strong role of the public mediator makes inflationary
wage increases much less likely than in countries with sectoral-level bar-
gaining and the export manufacturing sector acting as a wage leader as in
Germany or recent rounds in Sweden, Finland, or Norway. The mediator
has the right to link together the voting procedures to approve the set-
tlement, so that both sectors that have concluded agreements and those
still negotiating constitute a single entity. Thus, even if the members of
unions still bargaining rejected an agreement (concluded by the union or
fashioned by the mediator), the agreement would be ratified as long as a
majority of all members in the linked bargain voted in favor of the agree-
ment. The changes made in the bargaining system have apparently been
effective, as the increase in unit labor costs in Denmark in 1989–96 was
low (1.9%) and below increases in Germany. However, the 1998 bargain-
ing round was characterized by conflict and produced inflationary in-
creases, but there was a return to moderation in 2000.

The macroeconomic figures attest to the success of the new Danish
policy parameters, as Denmark, like the other Nordic countries, experi-
enced an economic revival in the mid-1990s. GDP grew 3.1% per annum
in 1994 to 1998 with a fall to 2.0% per annum forecast in 1999 and 2000.
The budget moved into surplus in 1998 and 2% surpluses were expected
in 1999 and 2000 and unemployment fell to 6.5% in 1998 and was forecast
to fall to 5.9% in 2000 (OECD 1999b: 32–33).

Some observers (e.g., see Benner and Vad 2000, Scharpf 2000) have
seen Denmark as a model for how a social democratic welfare state might
survive and even prosper in a postindustrial economy operating in a
highly internationalized competitive economic environment. In particu-
lar, it offers a formula for how a very generous welfare state might be
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combined with employment creation in private services in which labor
costs figure prominently. Most of these policies, such as no employer pay-
roll taxes and liberal dismissal rules, are legacies of the Golden Age wel-
fare state, in which generous welfare policies were adapted to the needs of
small and medium enterprises. Others, such as strengthening active labor
market policies, weakening of policies that allow permanent welfare de-
pendence, and the off-budget pension reform, have been added or aug-
mented in the crisis period.

The Northern Continental 
Christian Democratic Welfare States

Germany

In Germany unemployment reached 4% in 1975, up from a customary
pre-1973 level of below 1%, and economic growth slowed from an annual
average of 3.5% in the period 1960 –73 to 2.6% in 1973–79 (see table
A.11). The SPD-FDP government continued expanding welfare state en-
titlements up to the mid-1970s, but then the economic changes led to first
efforts to contain rising welfare state expenditures, through a combina-
tion of letting adjustments lag and increasing contributions. Economic
conditions worsened in the 1980s and under the CDU/CSU/FDP gov-
ernment that came to power in 1982 cutbacks were intensified. Economic
growth slowed to 1.6% in 1979–89 and unemployment reached a level of
8% in 1983 and stayed there until 1985. An economic recovery in the late
1980s let unemployment decline to 4.2% in 1991, but reunification with
East Germany and a renewed severe recession in 1993 resulted in mas-
sive losses of jobs, particularly in the manufacturing sector, and an un-
employment rate of 10.3% by mid-1996 (OECD 1996b: 100). As in the
Netherlands, many older workers went into early retirement and the la-
bor force participation rate of male workers between sixty and sixty-four
years of age fell to 31.5% in 1986 (Hinrichs 1991). In addition, between
1970 and 1986 the share of the unemployed among all recipients of social
assistance increased from less than 1% to 33%, as many long-term un-
employed people saw their unemployment benefits exhausted.

The Social Democratic–Liberal government began to curtail expendi-
tures in 1977 by changing indexation rules and the calculation formula
for pensions, raising contribution rates for pensions and user fees for
prescriptions, reducing some health insurance benefits and promoting
concerted corporatist action to control health expenditures, and tight-
ening controls on recipients of unemployment benefits. The post-1982
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Christian Democratic–Liberal government then pursued similar types of
changes but of a greater magnitude. It introduced individual contribu-
tions of pensioners to sickness insurance and of recipients of cash sick-
ness benefits to pension and unemployment insurance, tightened eligibil-
ity conditions for unemployment benefits and for full invalidity pensions,
increased copayments for medical services and prescriptions, reduced
unemployment benefits in a variety of ways, reduced benefit levels for so-
cial assistance and weakened entitlements to social assistance in favor of
stronger administrative discretion. Several of these measures meant
significant cuts in benefits; 38 in general, pensions were less affected than
unemployment compensation. Adjustments in pension policy were es-
sentially a corporatist affair, decided by a group of experts representing
the major institutions, and accepted without major dissent (Hinrichs
1991). This was also true of the pension reform of 1989 (going into effect
in 1992), which was designed to consolidate the financing of the pension
scheme for the future, in the face of an aging population. The reform
phased out early retirement plans and introduced a partial pension to fa-
cilitate gradual retirement, changed indexing from gross wages to net
wages (i.e., gross wages minus taxes and social security contributions),
fixed federal subsidies at 19 percent, changed the practice of revaluating
contributions from very low-income earners that had de facto functioned
as a minimum pension plan, and changed the pension formula in many
other ways (Schmidt 1998: 108–11). Alber (1998) points out that by 1997
pensions were 22 percent lower than they would have been under the
rules in effect in 1977, but that the real value of pension benefits had nev-
ertheless kept increasing. This phenomenon goes a long way in explain-
ing the relatively protest-free process of cutting entitlements. This con-
sensus regarding pension policy was eroded by the severe challenges that
German reunification posed, and it came to an end with the pension re-
form in 1997, which introduced an adjustment for life expectancy in the
annual pension adjustment formula in order to reduce the average re-
placement rate in accord with rising life expectancies, a reform measure
that the SPD and the unions opposed (Hinrichs 1998).

Other areas of reform, particularly in the 1990s, were more contro-
versial; for instance, the austerity program in social assistance and social
services pursued by the government in 1993 met with considerable oppo-
sition. As part of this austerity program, the adjustment of standard rates
for social assistance was fixed in advance until June 1996, thus reducing
the real income of recipients by letting the increases lag behind antici-
pated inflation (Ploug and Kvist 1994). However, up to that point, social
assistance benefits had actually increased and the distance to average
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wage earners decreased (Alber 1996). Unemployment replacement rates
had suffered a series of cuts; from 90% to 80% in 1975, to 68% in 1981,
to 63% for persons without children in 1983. They suffered further cuts
in the 1990s: down to 60% of net wages for people without children for
unemployment insurance and 53% for unemployment assistance; the re-
placement rates for those with children declined to 67% of net wages for
unemployment insurance and 57% for unemployment assistance (Alber
1998). Unemployment assistance was restricted to one year, after which
recipients become dependent on income-tested, locally monitored social
assistance that is widely regarded as stigmatizing.

There were a few innovations in the 1980s in the areas of labor market
policy and gender policy. Active labor market policy received a boost
from increased support for (re)training, and so did passive labor market
policy from a lengthening of the benefit period in unemployment insur-
ance for older workers (Schmidt 1998: 104 –5). Legislation in the area
of gender policy was hardly of the Nordic gender-egalitarian variety,
though. Despite a continuing increase in women’s mobilization during the
1980s and 1990s, the level of mobilization remained clearly below the lev-
els characteristic of the Nordic countries, and of course women faced a
government committed to a very traditional notion of the family and
woman’s role in it. Women’s labor force participation increased from 51%
in 1980 to 62% in 1994, among the highest levels in the Christian demo-
cratic welfare states but still some 10% lower than the average for the
Nordic countries (table 5.2). Women’s representation in parliament in-
creased from 8% in 1980 to 21% in 1990, also clearly below the 33% to
39% in the Nordic countries at the same time (Borchorst 1994: 41).39

Moreover, under pressure from women’s groups inside and outside of
political parties, there was a rapid proliferation of offices for women’s af-
fairs in state and city governments. However, the actual power of these
offices was heavily dependent on support from the executive and/or leg-
islature that created them and appointed the officers, and thus the poli-
cies pursued by these offices largely reflected the policy of incumbent
governments (Ferree 1995: 102– 4). In some places, this meant that real
progress was made in nondiscrimination in employment, for instance, but
at the national level very little progress was made in gender-egalitarian
social policy.

Rather, couched behind a discourse of parental responsibility and
women’s choice, the actual reform measures were much more favorable
toward nonworking women. In 1986, the CDU/CSU/FDP government
replaced the paid maternity leave for employed mothers with an educa-
tion allowance for any parent, employed or not, taking care of a child
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after birth. This allowance was a low flat-rate benefit, equivalent to about
one-fourth of an average female blue-collar worker’s wages, to be paid to
all for six months. After six months, the benefit became income tested.
The benefit could be combined with part-time work of up to nineteen
hours a week. This benefit structure was clearly most beneficial for one-
breadwinner families, and secondarily for families with a second small
supplementary income. It was clearly biased against the main breadwin-
ner taking any of the leave, and in fact nearly 99 percent of the benefit re-
cipients were women (Kolbe 1999: 160 – 65). The only unambiguously
women-friendly reform in the 1980s was the lowering of the minimum
required contribution period for pension entitlements to five years
(Schmidt 1998: 104 –5). Another one was the introduction of pension
credit for time spent rearing children—a reform the SPD had already
wanted in the 1972 pension reform. However, the combination of this re-
form with the education allowance was double-edged; people who com-
bined the education allowance with part-time work lost these pension
credits (Kolbe 1999: 160). The duration of the means-tested education al-
lowance was gradually extended to two years, and parents had the right
to job protection for an additional year of unpaid leave. Since the flat-rate
benefits were not adjusted, however, they eroded in value during the first
decade of their existence. Moreover, due to strong opposition from em-
ployers and from within the ruling coalition, job protection was less than
absolute (Kolbe 1999: 161– 62). In short, this reform did little to support
labor force participation among mothers of small children.

How difficult labor force participation for mothers of small children is
becomes clear if one considers the availability of child care. As of 1993,
child care facilities were available for 2 percent of children under three
years of age only. For older children, coverage was 78 percent, but this
was not all-day care (Bussemaker and van Kersbergen 1999: 37). Rather,
preschool care is typically offered for a few hours a day, and children are
expected to eat lunch at home. The pattern of lunch at home is for the
most part valid for elementary school as well, which makes it all but im-
possible for both parents to have full-time jobs. Adaptation to this West
German pattern meant a real step backward for women from the former
German Democratic Republic. The combination of lack of support for
the maintenance of child care facilities with rapidly rising unemployment
meant that women with small children and women over fifty were partic-
ularly likely to be pushed out of the labor force, and women came to ac-
count for some two-thirds of the unemployed (Ferree 1995: 109).

The only innovations in social policy in the 1990s (as opposed to
cutbacks in existing programs) have come in response to rulings by the
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constitutional court, or in response to significant new social problems, or
as temporary measures to deal with the extraordinary economic situa-
tion.40 In 1990 the constitutional court determined that a minimum sub-
sistence level for children was to be exempt from the tax liability of par-
ents and in 1992 it ruled that the tax-free amount was too low to fulfill its
constitutionally mandated goal of guaranteeing a minimum subsistence
level. Accordingly, tax deductions for lower-income people were raised,
the child tax allowance was increased, and the child benefit for the first
child was increased. Two significant new social problems have been Ger-
man reunification, with the consequent need to integrate the new Länder
into the social security system, and the increase in aged persons in need
of nursing care from nonfamily caregivers. The extension of the West
German pension system to the East was a response to the former prob-
lem, the introduction of nursing care insurance in 1995 a response to the
latter. Nursing care insurance is financed by employer and employee con-
tributions and is compulsory for all those for whom statutory health in-
surance is compulsory. Finally, the recession of 1993 induced the govern-
ment to extend unemployment insurance benefits for short-time work
from six to twenty-four months until the end of 1994. Ideological differ-
ences with regard to the welfare state intensified in the early 1990s, under
the financial pressures resulting from reunification and under the impact
of the growing strength of neoliberal tendencies within the Christian
Democratic Party. At the rhetorical level, the ruling Christian Demo-
cratic–Liberal coalition advocated a transition from the welfare state to
the achievement state (Leistungsstaat), based on individual responsibility
and contributions and on the market, whereas the Social Democrats ad-
vocated a continued strong role of the state, particularly in employment
policy and more generally as guarantor of social peace.

The results of these efforts up to 1990 were a containment of the in-
creases in general public expenditures and in transfer payments. Looking
at the total social budget, one sees an increase from 26.5 percent in 1970
to 32.6 percent in 1980, and then a slight decline to 29.5 percent in 1990.
The obvious reason why expenditures did not fall any more, despite
significant cutbacks, is the rise in the number of claimants of benefits. The
social rights data in 1975–85 show a general pattern of stagnation or
slight declines. One can guess that these data would show stronger de-
clines if they were available for 1990 and 1995. The most serious restric-
tions were not imposed until after the change in government in 1982,
and many of them did not yet have a highly visible impact by 1985. Re-
unification then put new upward pressure on expenditures and thus led
to additional cutbacks in the 1990s. These cutbacks would have been
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larger, had it not been for state structure and partisan incumbency. From
1990 –91 on, the opposition SPD had a majority in the upper house,
which enabled them to block cutbacks that they considered excessive and
particularly burdensome for the lower income sectors (Schmidt 1998:
145). Schmidt (1998: 137) cites a governmental estimate of total savings
in the magnitude of 2.8 percent of GDP as a result of all the cutbacks un-
dertaken by the CSU/CSU/FDP government from 1982 to 1997.

Economic problems in general, unemployment in particular, and thus
budget pressures were greatly aggravated by the attempt to integrate the
former East Germany through the wholesale transfer of West German
institutions. With the loss of the Eastern markets, manufacturing in the
eastern part of Germany collapsed; the share of manufacturing in em-
ployment declined from 40 percent to 16 percent in 1995 (Carlin and Sos-
kice 1997). About one-third of the firms in manufacturing in eastern
Germany, employing about 16 percent of the workers in industry, ac-
knowledge paying wages lower than those in industry agreements, and
the real number is estimated to be much greater (OECD 1996b: 118).
Nevertheless, few firms in the eastern part of the country have managed
to break into the top-end quality manufacturing characteristic of the
western part and thus to become competitive at prevailing wage and
benefit levels. In the mid-1990s eastern Germany accounted for about
one-third of total unemployment with only one-fifth of the total labor
force (OECD 1996b: 106). In 1994 61% of the GDP of the eastern part
of Germany was still imported, and roughly half of total investment was
financed by the public sector (Carlin and Soskice 1997). Industrial subsi-
dies increased from 5.4% of GDP in 1989 to 7.1% in 1993, and the share
of the eastern part increased from 35% in 1991 to 43% in 1993. Similarly,
active labor market policy measures became a major new kind of trans-
fer program in the eastern part, particularly through subsidized work
schemes (OECD 1996b: 82, 129).

Of course, such massive transfers to the eastern part increased govern-
ment expenditures and required new revenue. Total government expendi-
tures rose from 45% in 1989 to 50% in 1993, and social expenditures shot
up to a world high of 68% of GDP in the East German Länder by 1992
(Schmidt 1998: 137–38). As Czada (1998) points out, the general govern-
ment budget and the social insurance schemes were in a very strong finan-
cial position in 1989, and unemployment was at 8% and thus below the Eu-
ropean average. The transfers to the former East German Länder then put
tremendous pressures on all of these schemes and required increases in
contributions and in the share of financing coming from general taxation.
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Taking taxes and contributions together, the increase in the tax burden on
labor incomes was 3.5 percentage points between 1990 and 1994; this in-
crease would be even higher if the 7.5% temporary solidarity surcharge,
which was reintroduced in 1995, is taken into account (OECD 1996b: 73).
These increases led to conflict with the conservative Bundesbank and to
policy-induced recession. Essentially, the Bundesbank had imposed a firm
monetarist policy mandate; every year since 1974 the bank has published
a firm target for the increase in the money supply and thus bound both
governments and unions to restrain expenditures and wage demands
respectively (Streeck 1994: 123). In response to the financial burden of
reunification, both the government and the unions exceeded these re-
straints and were punished by the Bundesbank with an extremely restric-
tive monetary policy. Tax increases to finance reunification motivated
unions to press for significant money wage increases, and the unions were
successful in collective negotiations in 1991 and 1992. In reaction, the Bun-
desbank raised interest rates and let the exchange rate appreciate, until the
economy suffered a severe recession in 1993 (Carlin and Soskice 1997).
This recession aggravated the unemployment problem in both the eastern
and the western parts, and the slow recovery in the following two years
failed to lead to an improvement in the unemployment rate (OECD 1996b:
4), despite wage restraint on the part of unions. Total unemployment
reached a high of 11.6 percent at the beginning of 1998, though unemploy-
ment had stabilized in the West at below 10 percent. The healthy economic
growth had such a weak impact on investment and employment because
that growth was concentrated in the export sector while domestic demand
remained depressed and structural change had caused both labor and
capital to be used more efficiently (OECD 1998b: 15–34).

As mentioned in chapter 5, Germany did develop an active labor mar-
ket policy from the late 1960s on, but this policy remained much weaker
than in Sweden. A temporary exception was the approach to unemploy-
ment in the eastern part, where in the second half of 1990 15% of the la-
bor force were supported by labor market policy measures, such as re-
training, additional training, job creation, wage subsidies, shortened work
weeks, and early retirement. This figure climbed to a high of 23% in 1991
and declined again to 10% in 1995 (Schmidt 1998: 140). Still, passive mea-
sures continued to outweigh active ones by far; in 1994, total labor market
expenditures amounted to 4% of GDP, and direct expenditures on active
labor market policies to 1.1% of GDP (OECD 1996b: 129). The increase
in active labor market policy measures in the 1980s was partly successful,
but what success these policies had was negated by reunification. After
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declining from the early 1960s to the beginning of the 1980s, the employ-
ment rate actually recovered by some 3% by 1989, but in the 1990s the
downward trend resumed (OECD 1996b: 100). As in the Netherlands,
early retirement became a widely used tool to deal with unemployment
among older workers. However, again as in the Netherlands, the burden on
the transfer system grew to levels high enough to elicit reforms designed to
increase labor market participation. In the mid-1990s the government
moved, for instance, to increase the age for early retirement at full pension,
to stiffen requirements for social assistance recipients to accept jobs, and
to revise the labor code to promote active job search.

A major problem for the German production regime and thus the
welfare state is the sluggish job growth in both public and private ser-
vices, a problem that Germany shares with other Continental Euro-
pean countries (Scharpf 1997, 2000). As Scharpf (2000) argues, per-
sonal and corporate income taxes have no effect on private-sector
employment, whereas social security contributions and consumption
taxes have strongly negative employment effects on private services,
which means that they are particularly problematic in countries where
the huge majority of welfare state programs is financed by employer and
employee contributions, as in Germany. Seils and Manow (2000) take
this argument a step further and link the lack of job growth in private ser-
vices to the strategic interaction of unions, employers, the central bank,
and the government in Germany. They argue that the primary response
to economic difficulties is to reduce the labor supply by shifting workers
into welfare state programs. This, however, puts budgetary pressure on
welfare state programs, and since the government is under pressure from
the central bank to keep the deficit low, these pressures are met with in-
creases in social security contributions, which in turn put downward pres-
sures on employment in low-productivity private services, the very sector
where jobs particularly for the lower-skilled would need to come from.
The strength of the unions in turn has prevented a lowering of wage lev-
els at the bottom, which would allow employers in the service sector to
shift some of the social security costs onto the workers.

Despite pressures for greater wage flexibility, unions and the majority
of large employers have continued to insist on coordinated sectoral bar-
gaining and have firmly—and successfully—resisted the emergence of
low-wage sectors. To deal with unemployment and obtain compensation
for wage restraint, the unions since the late 1970s have pursued a variety
of qualitative demands, in particular a reduction of working hours and in-
creasing support for training. They were partially successful with their
demands for a reduction of working hours, particularly in the metal-
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working industry. As Thelen (2000) makes clear, employers are split on
the issue of coordinated wage bargaining. Particularly the high-quality
manufacturing firms, where active participation of a skilled workforce in
work organization and innovation is crucial, do not want to risk a deteri-
oration of the cooperative relations they have built up with their works
councils, a deterioration that could result from the decentralization of
collective bargaining to the enterprise level. Nevertheless, in the East the
entire system of collective bargaining is being challenged by the decline
in membership of both unions and employers associations (Czada 1998:
41) and by noncompliance with wage bargains.

The new SPD government attempted to give a boost to employment
creation by setting up the tripartite Alliance for Jobs in December 1998,
a permanent tripartite institution with different working groups and regu-
lar top-level talks between the leading representatives of employers,
unions, and the government. The alliance was a departure from tradi-
tional patterns of industrial relations, insofar as the talks necessarily
involve issues to be included in collective bargaining, and collective bar-
gaining has traditionally been strictly bipartite. In January 2000, the al-
liance, under the chairmanship of Chancellor Schroeder, adopted recom-
mendations for an employment-oriented bargaining policy (http://www 
.eiro.eurofound.ie/2000/01/features/DE0001232F.html). However, sub-
sequent statements by union leaders and employer organization repre-
sentatives made it clear that the two sides had rather different interpreta-
tions of the agreed-on principles, which were that the available wage
funds should be determined by productivity growth and should be used
primarily for job-creating agreements. Thus, the alliance by no means su-
perimposed more binding central coordination on the pattern of sec-
torally coordinated bargaining, but rather it issued at best morally guid-
ing recommendations for the sectoral bargaining rounds.

Austria

Compared to our other cases, Austria did not really suffer an unemploy-
ment crisis and a crisis of the welfare state, though the need for austerity
became a constant theme by the mid-1980s. Up to the late 1990s, unem-
ployment levels remained moderate, at an average of 4.3% in 1982–91,
6% in 1992–95 (OECD 1997a: 21), and 7% in 1996 –98 (OECD 1999a:
132). Accordingly, cuts in welfare state entitlements remained moderate
as well, and there were even some new programs being introduced. So-
cial spending rose from 26% of GDP in 1980 to 29% in 1993 (OECD
1997a: 133). To some extent, this difference between Austria and the
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other countries is accounted for by structural differences, and to some
extent by the avoidance of the policy mistakes made in the Scandinavian
countries. First, Austria was a laggard in productivity in the European
context and thus maintained strong productivity growth while catching
up from 60% of the OECD average in 1950 to slightly above that average
in 1991 (OECD 1993a: 77). Second, Austrian business is much less inter-
nationalized than, for instance, Swedish business. The big exporting firms
are nationalized, and the private sector consists primarily of smaller, do-
mestically oriented firms. Historically, investment abroad has been very
low; as late as 1987, investment abroad amounted to 1.9% of GDP only,
compared to 7% for Sweden (Kurzer 1993: 95). Third, Austria benefited
from a strong growth in gross capital flows since the early 1970s, particu-
larly from Germany, Switzerland, and the Netherlands (OECD 1993a:
55). Fourth, tourism is an important contributor to the Austrian econ-
omy, and tourism is naturally bound to the country and is labor intensive.
Finally, women’s labor force participation grew only very moderately and
thus exerted comparatively little pressure on the supply of employment.

With regard to policy choices, Austria liberalized capital flows gradu-
ally and avoided the procyclical policies that characterized the Scandina-
vian cases in the late 1980s and early 1990s. In 1991 Austria abolished the
last foreign exchange regulations, but this had no dramatic impact. Austria
had pursued a hard currency policy since 1973 (Scharpf 1991: 61– 63) and
officially pegged the schilling to the deutsche mark in 1982. In 1980 an at-
tempt was made to stimulate investment by lowering interest rates slightly
below German levels, but this attempt resulted in an immediate and sub-
stantial outflow of short-term capital and thus had to be abandoned
(Haschek 1982: 196 –97). Thus, despite the fact that de jure Austria did not
have an independent central bank, de facto the government had all but ab-
dicated its control of monetary policy. With the interest rates removed as a
policy instrument, the Austrian government successfully boosted invest-
ment by offering new tax breaks for reinvestment and increasingly by di-
rectly subsidizing investment, thus moving to a greater reliance on the type
of selective supply-side policies that are still feasible in the internationally
open financial environment (but, we should note, not permissible under
current regulations of the European Union). These policies are certainly
one factor behind the continuation of a high reinvestment ratio in Austria
in the 1980s. Overall interest rates have also been comparatively low, in ac-
cordance with German levels (OECD 1997a: 37).

With the shift to a hard currency policy, successful wage restraint has
been all the more essential, and the continued practice of centrally coor-
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dinated bargaining has facilitated such restraint. The system of coopera-
tion between the peak associations has also continued to provide the ba-
sis for consensual fiscal and social policy making. By 1986 the budget
deficit had reached a peak of 5 percent of GDP; it was brought down to
3.25 percent by 1992; in the late 1980s this was done mainly through ex-
penditure cuts, in the early 1990s through tax increases (OECD 1993a:
34 –38). The concern with the budget deficit in the mid-1980s led to re-
forms to strengthen the financial basis of social insurance, comprising
both increases in contributions and decreases in expenditures in 1984,
and decreases in expenditures only in 1987. A major reform of the pen-
sion system was introduced in 1993, designed to make the system finan-
cially sound without increasing contributions or government’s obliga-
tions. Among other measures, the reform included new rules for pension
adjustment and incentives for delayed retirement. In the same year, a new
insurance scheme for long-term care was introduced on the one hand,
and eligibility requirements for unemployment insurance were tightened
on the other (Talos 1996a: 548–50).

Progress on gender-egalitarian social policy was slow; the pattern of
women’s labor force participation and political mobilization resembled
the German pattern very closely, and though the social democratic SPÖ
were in government, they were in a coalition with the Christian demo-
cratic ÖVP from 1986 on and thus had to strike compromises to accom-
modate the latter’s commitment to the traditional male breadwinner fam-
ily. Women’s labor force participation increased from 49 percent in 1980
to 62 percent in 1994, the same as the German rate; and women’s repre-
sentation in parliament climbed to 22 percent in 1990, one percentage
point ahead of the German rate (Borchorst 1994: 41). A major effort to
address gender issues in social policy was the “family package” of 1989.
It was a package precisely because it contained provisions each of which
in isolation would have been unacceptable to one or another of the coali-
tion parties. Among other things, it introduced paid parental leave in-
stead of maternity leave and extended the period from one to two years,
albeit at a low replacement rate; it introduced support for the reinte-
gration into the labor market of women who had taken time off to raise
children; and it increased social assistance for low-income families. As
in Germany, five years after the introduction of the legislation fewer than
1 percent of those who took parental leave were fathers (Rosenberger
1996: 364 – 65). Parental leave legislation was curtailed in the consolida-
tion package of 1996 –97 that limited the period of leave that one partner
could claim to eighteen months (OECD 1997a: 49).
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More progress was made in 1992 with legislation designed to reduce
inequalities in the material positions of women and men. The impetus
for this package came from a ruling of the constitutional court that held
gender-differentiated age requirements for pension entitlements to be
unconstitutional. The consequent need for parliament to revise pension
legislation was taken advantage of by women’s rights advocates to de-
mand additional provisions to equalize material conditions for women
and men in the labor market and in social insurance. These provisions in-
cluded goals for hiring 40 percent women in every employment category
in the public sector, an expansion of the notion of discrimination, the goal
of equal pay for work of comparable value, an expansion of leave to take
care of ill relatives from one to two weeks, improvements in the condi-
tions of part-time work, pension credits for raising children, and payment
of family allowances to mothers rather than the wage earner (Rosen-
berger 1996: 366). Again, in practice the hiring quotas have not been met,
and the absence of child care facilities remains a major obstacle for
women’s integration into the labor market on an equal footing with men.

A recession let the deficit climb back up to 4.7 percent of GDP in 1993,
and in the coalition negotiations after the 1994 elections, plans to trim the
deficit assumed a crucial role. In 1995 austerity measures were imposed,
such as a reduction of overtime and other extra pay for civil servants,
higher pension contributions by civil servants, restrictions on family
benefits and unemployment benefits, and higher pension contributions by
farmers and the self-employed (OECD 1997a: 43). In fact, disagreements
between the SPÖ and ÖVP coalition partners over the type of austerity
policies to pursue induced the ÖVP to break up the coalition and force
new elections as soon as 1995. The SPÖ improved its position by 3 percent
of the vote and again became the lead party in a Grand Coalition. In the
shadow of the Maastricht agreement, the new government agreed on the
most stringent austerity plan in recent Austrian history, designed to re-
duce the budget deficit from 5 percent in 1995 to 3 percent over two years.
The plan encompassed both tax increases and cuts in spending on person-
nel in the public sector, in transfer payments like pensions and family al-
lowances, and efforts to increase the average retirement age (OECD
1997a: 47– 49). These measures were successful in reducing the govern-
ment deficit to 2.7 percent in 1997 and keeping it there for 1998 (OECD
1998a: 42; 1999a: 133). In 1997 parliament approved a pension reform that
further reduced early retirement pensions, harmonized the calculation of
public sector pensions with the general system, and extended the obliga-
tion to pay social security contributions to all labor income, including ca-
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sual jobs, but also brought an improvement in the form of an increase in
the imputed pension value for child-raising periods (OECD 1998a: 7–8).

Wage restraint remained a crucial tool in the search for continued eco-
nomic upgrading and growth of employment. The quest for productiv-
ity improvements was successful as productivity in the exposed sectors
became one of the highest in the OECD by the early 1990s. Austria also
maintained one of the highest investment rates in the OECD (OECD
1993a: 45). It is worth pointing out here again that top-level coordina-
tion of sectoral bargaining coexisted with significant wage dispersion and
some wage drift at enterprise levels (Traxler 1993). Wage agreements
usually only set minimum conditions and it has been up to individual
works councils to improve upon these terms, with the result that highly
profitable enterprises have generally paid higher than negotiated rates. In
response to increasing commercial pressures, though, wage drift has
fallen significantly since the mid-1980s (OECD 1997a: 127–28). The pos-
sibility of concluding enterprise level agreements made overall restraint
compatible with the flexibility some employers wanted to attract highly
skilled workers.41 There has also been a tendency for works councils
and enterprises to conclude agreements on more flexible work practices,
albeit without a firm institutional and legal basis (OECD 1997a: 118).

A major area of contention was the modernization and privatization of
the state-owned enterprises. The ÖVP assumed some neoliberal stances
in the 1980s and began to push for more competition and privatization
partly for ideological reasons; the unions mainly opposed privatization,
and the SPÖ took a mostly pragmatic position in the middle (Müller
1988). Professionalization of management, rationalization, and partial
privatization did take place after the mid-1980s, initially with the stipula-
tion that 51 percent ownership had to remain in public hands. When there
were renewed large losses in the sector in the early 1990s, the process of
privatization assumed new urgency. In addition, as reducing the public
debt became a goal, proceeds from privatization came to be relied on for
this purpose (OECD 1997a: 58).

As the use of public-sector enterprises to shelter employment de-
creased, Austria put greater effort into an active labor market policy to
support retraining and relocation of laid-off employees. Still, active labor
market policies remained comparatively modest; in 1994 spending on ac-
tive labor market policy measures amounted to only 0.2 percent of GDP
(OECD 1997a: 145). As in Germany and the Netherlands, early retire-
ment became a widely used tool to reduce unemployment among older
workers. Since 1970 the average retirement age has gradually declined
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from about sixty-two to fifty-eight years, without any changes in the statu-
tory retirement age (OECD 1997a: 54, 6). As a result, labor force partic-
ipation among older workers is among the lowest in the OECD; only 24
percent of the population ages fifty-five to sixty-four are in the labor force
(OECD 1997a: 143).

The 1990s posed two new economic challenges: the inflow of workers
from the former Eastern Bloc countries, and the entry into the EU as
of 1995. Despite attempts to stem the flow from the east, large numbers
of workers came to Austria in search of jobs. By 1994, almost 9 per-
cent of wage and salary earners were foreigners (OECD 1997a: 115). At
the same time, increasing trade with the eastern European countries
stimulated new investments and jobs in Austria. One of the important
consequences of EU membership was that the government could no
longer use investment subsidies as a major tool to promote economic
growth. Such subsidies are only allowed in very limited cases.

Probably the biggest challenge to the Austrian model is political. The
two main parties have consistently been losing votes, so much so that
they lost their joint two-thirds majority in parliament in the 1994 elec-
tions, and the ÖVP fell behind the FPÖ to third place in the elections
of October 1999, which eventually led to the controversial coalition gov-
ernment between the ÖVP and the FPÖ. In 1983, the SPÖ received
48% of the vote and the ÖVP 43%, for a joint total of 91%; by 1994
these figures had fallen to 35%, 28%, and 63%, respectively.42 The FPÖ
obtained 22.5% of the vote in 1994, the Greens 7%, and the Liberal Fo-
rum, a split-off from the FPÖ, 6% (Dachs 1996: 292). The erosion of the
preeminent position of the two big parties also weakened the legitimacy
of the entire system of incorporation of peak associations into the pol-
icy-making process. The opposition parties, lacking ties to the interest
associations, have attacked their legitimacy, particularly their compul-
sory nature and method of financing (Dachs 1996: 299). Some of the in-
dicators of a slow decline in the preeminence of peak associations are
the decline in voter turnout in internal BAK elections, the decline in the
number of bills submitted by the government—and vetted by the peak
associations—as a proportion of the total number of bills passed by par-
liament, and the decline in the number of members of parliament who
also hold positions in the peak associations (Crepaz 1994). An addi-
tional factor weakening the position of organized labor is the fact that if
one takes into account nonemployed persons, the density of Austrian
unionization has declined, by 15% between 1980 and 1988 alone
(Traxler 1992); union membership as a percentage of all employees de-
clined from 59.6% in 1980 to 51.6% in 1995 (Traxler 1998: 244).43 To the
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extent that the position of the peak associations and the two main par-
ties is challenged, then, the chances for a continuation of the consensual
pattern of policy making, of shared benefits and sacrifices, are reduced.

The Netherlands

The case of the Netherlands has attracted wide attention because of its re-
covery—some have called it miraculous—from a severe unemployment
and welfare state crisis. Unemployment in the Netherlands in the 1970s
and 1980s was higher for a longer period of time than in any of the other
eight cases of generous welfare states that we discuss here, and the fiscal
pressures on the welfare state were correspondingly intense. The partic-
ular measures chosen to deal with unemployment—expansion of early
retirement and of disability pensions—led to a real and perceived crisis
of inactivity. Recovery was brought about by a combination of centrally
agreed-on wage restraint, cutbacks of entitlements, and structural re-
forms of the welfare state. However, it is crucial to note that these cut-
backs and structural reforms left intact the comprehensive character of
the Dutch welfare state and its effective approach to lowering poverty;
they did not amount to a transformation of the Christian democratic into
a liberal welfare state regime.

As we discussed in chapter 5, the Dutch growth model in the 1940s and
1950s was primarily based on keeping labor and capital cheap; a specific
industrial policy or active labor market policy never existed. Already in
the 1960s the wage restraint policy eroded and in the 1970s centralized
bargaining broke down altogether and wages began to exceed productiv-
ity gains (OECD 1996c: 48). The difficulties faced by all European coun-
tries in the wake of the 1973 oil shock were aggravated by the “Dutch dis-
ease,” the appreciation of the exchange rate because of natural gas
exports. The high exchange rate hurt Dutch exports and made capital ex-
ports more attractive. Efforts to renegotiate gas export contracts after
1973 to reflect higher energy prices (and increase government revenue
from the exports) met with limited success, as many multiyear contracts
had been signed at fixed prices in the scramble for export markets in the
late 1960s (Lubbers and Lemckert 1980: 99). Accordingly, budget and
balance of payments pressures intensified and unemployment increased.
In 1975 unemployment reached 4%, up from a customary pre-1973 level
of between 1% and 2%. Economic growth slowed considerably as well.

The PvdA-led coalition government that came to power in 1973 kept
expanding welfare state entitlements and expenditures up to the mid-
1970s. Like many other governments, it interpreted the crisis in the
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wake of the 1973 oil shock as temporary and saw expansionary fiscal
policy as the appropriate way out of the crisis (Visser and Hemerijck
1997: 132). However, by 1976 the economic changes forced first efforts
to contain rising welfare state expenditures, mainly by letting adjust-
ments lag behind inflation. Economic conditions worsened in the 1980s,
governmental power shifted to the right, and cutbacks were intensified,
contributions increased, and eligibility criteria and enforcement provi-
sions for a wide variety of programs stiffened. Economic growth slowed
further, and unemployment fluctuated between 8 percent and 12 percent
in the 1980s. Whereas full employment had remained in the center of
the political debate in the 1970s and governments provided subsidies to
ailing firms and supported the creation of jobs in labor-intensive public
infrastructure and construction, the post-1982 Lubbers government
made it clear that budgetary concerns were much more important, and
it scaled back these job creation and preservation measures and aban-
doned them by 1985 (Visser and Hemerijck 1997: 159– 60). Unemploy-
ment figures only tell part of the story, though. Many older workers
went into early retirement and many claimed disability pensions. As a
result, the labor force participation rate of male workers between sixty
and sixty-four years of age fell from around 70 percent in 1973 to 22 per-
cent in 1991 (Hemerijck and Kloosterman 1994). In addition, many of
the long-term unemployed whose benefits were exhausted came to rely
on social assistance. Between 1970 and 1986 the share of the unem-
ployed among all recipients of social assistance increased from 3 percent
to 67 percent (Esping-Andersen 1996c).

In 1974 the Den Uyl PvdA-led government linked public-sector wages
and welfare benefits to private-sector wage development, which in turn
was determined by collective agreements with automatic cost-of-living
compensation (Hemerijck and Kloosterman 1994). The post-1982 Lub-
bers government severed this link and embarked upon a series of cut-
backs to reach its primary goal, a reduction of the budget deficit. Salaries
and benefits in the public sector were frozen in 1982 and remained frozen
in subsequent years, as did the minimum wage and the social benefits tied
to it (Visser 1992: 344). In 1984 –86 pensions and family allowances were
frozen; in 1984 unemployment and disability benefits were cut by 3% and
the next year the replacement rate in these programs was lowered from
80% to 70%; in addition, the length of the benefit period for disability
and unemployment was reduced, which meant that recipients had to shift
to social assistance where benefits were lower (Cox 1993: 178–83). The
result of all these cuts was that the gap between average wages and aver-
age benefits increased by 12 percent in 1983–89 (Visser and Hemerijck
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1997: 134). As in other cases, these cuts were not experienced as a full 12
percent reduction in real income by beneficiaries; rather, they represent
the gap between the real income and a hypothetical situation of increases
under the old rules. It is also worth noting that coverage through private
negotiated pension plans kept increasing in the 1980s and 1990s, from
84 percent of all employees, public and private, to 91 percent in 1997
(Wierink 1997).

The loss of jobs, particularly in the industrial sector, took a toll on
union membership. Union density declined from 40% in the 1960s to
32% in 1980 and 23% in 1986 (Visser 1992: 330); in the late 1980s it
picked up again to reach 30% in 1996 (Visser and Hemerijck 1997: 84).
After the failure of collective agreements as well as of government-im-
posed wage restraint in the 1970s, the loss of jobs and of union members
finally induced employers and unions to arrive at a bipartite agreement in
1982 that set the precedent of moderation in wage demands in exchange
for acceptance of the goal of a reduction in working hours (Hemerijck
and van Kersbergen 1997). Between 1982 and 1985, real wages fell and af-
ter 1987 they recovered slowly until 1993, when increases again came to
be kept below inflation (Visser and Hemerijck 1997: 101– 6). However, as
Visser and Hemerijck (1997: 102– 4) point out, the reduction of working
hours for full-time employees made very slow progress; and it became in-
creasingly difficult for unions to maintain a united front on the issue. In
1982–93 the average work week fell from 40 to 37.5 hours (Visser and
Hemerijck 1997: 102– 4). What did happen was the creation of large num-
bers of part-time jobs. Though central agreements were no more than
nonbinding recommendations for bargaining at the sectoral level, and
even at the sectoral level agreements became more flexible than before,
allowing tailoring to the needs of individual enterprises (Visser 1992:
351), the overall corporatist agreement on wage moderation was a crucial
trendsetter. Central supervision and guidance of decentralized bargain-
ing have remained important, as all negotiations continued to be carried
out by full-time officials and deviance continued to be sanctioned (Visser
and Hemerijck 1997: 112). Thus, the Netherlands presented a constella-
tion of centrally coordinated sectoral bargaining with an independent
central bank and successful wage restraint.

The 1982 agreement significantly improved the competitiveness of
Dutch exports and reduced the wage bill in the public sector, thus con-
tributing to economic growth, job creation, and a recovery of public
finances. The overall wage restraint contributed to a job creation rate
from the mid-1980s to the mid-1990s that was more than four times that
of the average in the European Union (Hemerijck and van Kersbergen
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1997) and to a decline in the unemployment rate after 1987, down to a low
of 5.3 percent in 1992 and 5.8 percent in 1997 (OECD 1998c: 20). Other
factors, of course, contributed to renewed economic growth and employ-
ment creation. The Dutch disease was to a large extent overcome and
upgrading was successful in traditionally strong sectors such as agri-
foods, chemicals, and financial services (OECD 1996c: 75). In the 1980s
there was a clear trend in favor of capital income and to greater inequal-
ities in wages, but the increase in wage inequality has remained modest
in comparative perspective (Visser and Hemerijck 1997: 40).

Despite these favorable developments in growth and open unemploy-
ment and despite the cuts already imposed, welfare state expenditures
continued to weigh heavy on public finances. Increasingly, and correctly
so, the problem of the Dutch welfare state came to be defined as one of
excessive inactivity and the solution as an overall increase in labor force
participation. In 1985 the government had launched a major attempt to
reduce fraud and abuse in the social assistance and disability programs.
Inspectors were sent out to check on household income of social assis-
tance recipients, but due to intense public criticism this program was
dropped again. Abuses in the disability program to relieve unemploy-
ment were rampant because the criteria were lenient and both employers
and unions, the actors controlling the program through the bipartite in-
dustrial boards, had a strong interest in shifting older and less productive
workers more or less painlessly out of the labor force in this way. As a re-
sult, the program supported some nine hundred thousand people by
1990, having been conceptualized to serve no more than two hundred
thousand (Hemerijck and van Kersbergen 1997).

After the PvdA was included in Lubbers’s third cabinet in 1989, the
government embarked on a very serious reform of the sickness and
disability schemes. It instituted financial incentives for employers to re-
strict the use of these schemes. It imposed new eligibility criteria for the
disability scheme, lower benefit levels, a shortened period of full benefits,
and more stringent conditions regarding acceptance of alternative em-
ployment (Visser and Hemerijck 1997: 141). The government also urged
physicians to apply more stringent standards and demanded reexamina-
tions of the disabled for improvements, as well as reemployment of the
partially disabled (Cox 1994). These measures led to a decline in the
number of disabled from a peak of 925,000 in January 1994 to 861,000 in
December 1995 (OECD 1996c: 16). The sickness insurance reform stip-
ulated that beginning in 1994, employers had to continue wage payments
to sick or disabled workers at 70 percent of the previous wage for six
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weeks (two weeks for small firms), and they were charged with “provid-
ing guidance” to the sick or disabled individuals through company
doctors or the social security administration. This, together with a
bonus system for employers who kept on or hired partially disabled
persons, provided strong incentives for employers to scrutinize sickness
and disability claims carefully. It also created a greater role for private in-
surance as employers can insure themselves against sickness and disabil-
ity claims. These changes led to the negotiation of supplementary sick-
ness and disability insurance in collective agreements, and an overall
increase in the importance of private insurance (Hemerijck and van Kers-
bergen 1997). In other programs, a trend begun in the 1980s toward more
emphasis on household income testing and greater reliance on flat-rate
rather than earnings-related benefits was continued. Income testing had
been introduced into the pension system when minimum pensions were
set in 1987 at 70 percent of the social minimum plus an allowance of up to
30 percent of the social minimum for the younger partner, depending on
the income of the younger partner. In 1994 this ratio was changed to
50:50; i.e., half of it was made subject to income testing. The gap between
the average income of active and inactive people continued to grow; from
1983 to 1993, it increased by some 20 percent (OECD 1996c: 52–54), and
the freezing of benefits in the pension and unemployment insurance
schemes in 1993, 1994, and 1995 let that increase grow even further.

The implementation of these reforms met with strong resistance and
discontent; the unions organized the largest postwar protest demonstra-
tion in The Hague in response in 1991, and in the 1994 elections the gov-
erning parties paid heavily (Visser and Hemerijck 1997: 141– 46). Since
the Christian democrats lost even more votes than the PvdA, the latter
became the largest party and its leader, Vim Kok, became the prime min-
ister in a new coalition government with two liberal parties, the VVD and
D66. Despite their heavy losses, the social democrats remained commit-
ted to social security reform. They promised to leave the level and dura-
tion of benefits untouched, but to change the institutional structure of so-
cial security and to continue with a primary emphasis on increases in
labor force participation. Essentially, up to the early 1990s all the changes
had left the essential principles of the existing programs intact; the
changes had been aimed at putting these programs on a sounder financial
base and at curbing abuses of the programs. In 1993, however, a Dutch
parliamentary committee in which all parties were represented issued a
report that looked at the totality of social programs and made proposals
for significant changes in these programs and their administration, and
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the left-liberal coalition then implemented many of these changes. The
essence of the administrative changes was to strengthen political super-
vision of the social security schemes that had been administered by
unions and employers. Among the most important changes were the es-
tablishment by the government of an independent political body to mon-
itor the administration of social insurance schemes and a shift of partial
administrative and financial responsibility for social assistance from the
central to local governments, with the aim of tightening supervision to
curb abuses. Furthermore, in 1997 the National Social Insurance Institute
was created with independent members, employers’ and trade union rep-
resentatives, and a government-appointed chair and charged with setting
the yearly premiums for the different social security schemes (Visser and
Hemerijck 1997: 149). In other areas, eligibility criteria for unemploy-
ment compensation were tightened again and linked to active participa-
tion in the search for employment and in retraining (OECD 1996c).

Finally, all responsibility for sickness cash benefits was transferred
from the state to employers in 1996; employers have to continue wage
payments equivalent to at least the social minimum for one full year, and
additional benefits are to be negotiated in collective agreements. This
gave employers an incentive both to reduce absenteeism and to seek pri-
vate insurance to cover their risk and thus amounted essentially to a pri-
vatization of sickness insurance (Hemerijck and van Kersbergen 1997).
In 1998 this general trend continued with a law on disability that set pre-
miums for disability insurance according to the past record of incidence
of disability of employers, but also gave employers the option of leaving
the public disability scheme and taking out private insurance (OECD
1998c: 13). However, employers will still be bound by the benefit rules set
by legislation. In early 2000, the government granted the social partners
more influence in the implementation of reintegration of unemployed
and disabled people in the labor market by allowing collective agree-
ments to include provisions obliging companies to help former employ-
ees find another job. Such agreements can be declared generally bind-
ing for the entire sector by the minister of social affairs (eironline; http://
www.eiro.eurofound.ie//2000/02/InBrief/n10002175.html.).

With the increasing emphasis on raising labor force participation
rates, the lack of an active labor market policy came under scrutiny dur-
ing the 1980s and efforts were made to strengthen the Public Employ-
ment Service and involve the labor market partners. Still, as late as 1990,
85 percent of all expenditures on labor market policy were passive, that
is, they went to transfer payments in compensation for income losses.
Finally in 1991 a new tripartite employment service was set up, but in a
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public evaluation in 1994 it was criticized very heavily and as a result its
functions were restricted to particularly vulnerable groups, the long-term
unemployed, the young, and ethnic minorities (Visser and Hemerijck
1997: 165–72). The main instruments used are fiscal measures to subsi-
dize low-paid employment at the bottom end of the labor market in both
the public and private sectors (OECD 1997b: 63– 64). An active labor
market policy focusing on employment measures, vocational education,
and training on a large scale is still missing. Crucial for the reduction in
unemployment and the increase in labor force participation rates were
clearly the increase in part-time work and the efforts to improve condi-
tions of part-time work with regards to benefits. The share of part-time
work in total employment increased from less than 15% in 1975 to 35%
in 1994; 75% of part-time jobs are held by women, which in turn meant a
substantial increase in female labor force participation (Hemerijck and
van Kersbergen 1997). New jobs were created predominantly in the serv-
ice sector, where employment grew by more than 13 percent from 1990 to
1995, while it decreased by almost 5 percent in industry. Still, one has to
keep in mind that even after the welfare state reforms there remains a
great amount of hidden unemployment in the Netherlands, and total la-
bor force participation is still comparatively low. In full-time equivalents
the employment rate at 52% is not much above the 1984 low of 48%
(OECD 1998c: 34). Moreover, the rise in total working hours after 1987
was associated with a slowdown in productivity growth, indicating that
marginal productivity in newly created jobs has been relatively low
(OECD 1997b: 80).

Women’s labor force participation remained the lowest in the OECD
countries until 1980, and the welfare state strongly supported the male
breadwinner family pattern. Between 1980 and 1990 it increased dramat-
ically by Dutch standards, but still remained behind the levels of Ger-
many and Austria. Moreover, more women were holding part-time jobs
than in any other of the fourteen major OECD countries (Sainsbury
1999b: 196). Along with increases in labor force participation came in-
creases in political mobilization and representation. The decline in union
membership among male workers that occurred at the same time as
women joined the labor force and thus unions in increasing numbers
meant that women constituted the largest part of new union members
and came to constitute an overall larger share of the union membership.
Accordingly, unions began to take up issues such as child care and sexual
harassment in collective bargaining (Outshoorn 1995: 185). Women’s ac-
tivity in political parties increased as well, as did their representation in
parliament, to a level comparable to those in Germany and Austria.
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Considerable women-friendly progress in social policy did occur,
though the Netherlands had a very long way to go and the history of dis-
crimination in the labor market and the traditional male breadwinner
model have remained very difficult to overcome. Reforms in the 1980s
ended the formal discrimination against married women in disabil-
ity insurance, the public pension system, and extended unemployment
benefits. The pension reform had the widest-ranging effect, as it gave
both partners equal entitlements, but it left working women at a compar-
ative disadvantage as they have to pay contributions whereas housewives
do not but have the same entitlements. In 1985 the unit of contribution to
all national insurance schemes was changed from the household to the
individual, but health care remained exempt, and the unit of benefits for
means-tested programs remained the household (Sainsbury 1996: 184 –
87). In 1991 parental leave, consisting of the right of father and mother to
lower working hours to twenty per week for six months, was introduced
in the private sector, but it remained unpaid and thus an unattractive op-
tion; in the public sector it was introduced two years earlier and is paid
(Sainsbury 1996: 188–89). Maybe the most important area of progress
was the extension of social benefits to part-time work by lowering the
thresholds for entitlements. Finally, in 1990 the Childcare Stimulation
Act was passed, which provided subsidies for child care centers, day care
host parents, and care for young schoolchildren. The care arrangements
remained largely privately provided. However, the impact of this legisla-
tion was highly limited; between 1990 and 1993 it increased the propor-
tion of children in subsidized day care only from 2 percent to 4 percent
(Gustafsson 1994: 55).

The Antipodes

Changes in the world economy had a much more fundamental impact on
the Antipodean systems of social protection than they did on the social
democratic welfare states of Scandinavia or the Christian democratic wel-
fare states of Continental Europe. However, the Australasian story does
not conform very well to the image of the motors of change portrayed in
the usual versions of the globalization thesis. In that view, technological
change and deregulation in other countries lead to increasing openness
of trade and financial markets, which puts competitive pressures on ex-
ports of countries that have resisted the deregulation process and then,
once those countries do deregulate the external sector, the pressures of
cost competitiveness put a downward pressure on wages and welfare state
entitlements. The second half of this scenario does bear some resem-
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blance to the Antipodean experience, but the initial impetus was quite
different and bears much greater similarities to shifting terms of trade
problems faced by third-world primary product producers in earlier
decades.

In chapter 5, we saw that Australia and New Zealand developed
unique systems of social protection that were predicated on rents trans-
ferred from highly competitive primary sector exports to workers and en-
trepreneurs in protected manufacturing sectors. The two settler colonies
developed as part of the British imperial system and the Sterling area. At
the beginning of the 1950s, this was still their character: 75% of Aus-
tralia’s exports and 88% of New Zealand’s were primary products and
31% of Australia’s exports and 65% of New Zealand’s were destined for
Britain (Easton and Gerritsen 1996: 25–26). It was inevitable that this
would change with the decline of the empire, the relative decline of Brit-
ain, and the two countries’ locations on the other side of the globe from
Britain. Britain’s entry into the EC hastened that transformation. By
1982, only 4% of Australia’s exports and 15% of New Zealand’s were
headed for Britain. Yet the two countries were still very dependent on
primary product exports (57% of Australian exports and 62% of New
Zealand’s), though in Australia’s case over half of this was now mineral
products rather than agriculture. Both countries now counted on tourism
as a major foreign exchange earner. The terms of trade for these An-
tipodean exports deteriorated in the postwar period. This was one cause
of the relatively poor economic performance of the two countries: From
1950 to 1980 the Australian economy grew at an average annual rate of
2.1% per capita and New Zealand’s at 1.6%, both well below the average
for industrial democracies of 3.2%. In the case of New Zealand, the situ-
ation was particularly dismal: Its growth rate was the worst in this group
of rich countries and it fell from fourth place in terms of per capita in-
come to sixteenth.44

Relying on transfers from primary product exports to support national
affluence and the system of social protection had clearly become an un-
viable strategy. These world market developments led to major changes
in economic strategy, industrial relations, and social policy in both coun-
tries, with the common thread being a move to market regulation of re-
lationships that had previously been politically controlled. Interestingly,
this deregulatory process was initiated by the labor parties, though in
both cases subsequent conservative governments deepened the process,
particularly in those areas bearing directly on the system of social pro-
tection–social policy and the industrial relations system. Moreover, as of
this writing, because of the longer period of conservative rule, differences
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in the constitutional structures and differences in the labor parties, the
outcome in New Zealand was a radical system shift in the social protec-
tion system. By contrast, the Australian Labor Party, which was in power
from 1983 to 1996, attempted to cushion the impact of economic deregu-
lation by maintaining substantial elements of the wage regulation system
and by introducing compensatory social policy changes.

In Australia, prior to the advent of the Hawke Labor government in
1983, the response of both of the major parties to the changes in the
world economy associated with the post–Golden Age period was parti-
san politics and policy as usual.45 As we saw in chapter 5, the Whitlam
government came to power with an ambitious social policy agenda
though, without control of the senate, it was able to implement little
other than the centerpiece of this agenda, the Medibank universal health
insurance system. The Fraser Liberal-Country government rolled back
the Medibank reform and, in general, moved to retrench social expendi-
ture. While the emphasis on fighting inflation and allowing unemploy-
ment to rise might be seen as a departure from the past in a neoliberal di-
rection, the Fraser government did not move to deregulate the economy
in any significant way. Indeed, its initiatives in areas of energy and miner-
als development might be seen as an increase in state regulation. Thus,
the Australian case also fits the pattern we encountered in the quantita-
tive data and in the other case studies of continued, if somewhat dimin-
ished, partisan differences, and policy “fumbling” as governments failed
to grasp the fundamentally altered nature of the new world.

Like the Social Democratic government elected in Sweden the year
before, the Hawke government came to office with a fundamental change
in direction in mind and, as Schwartz (1994a, 1994b) shows, in both cases
this involved increasing reliance on markets in both the private and pub-
lic sector. This was, of course, a much more fundamental change in di-
rection in Australia (and New Zealand) than in Scandinavia. At first
glance, it appears as a curiosity that this move would have been made by
a labor government, but as Easton and Gerritsen (1996: 28) point out, the
conservative parties had been in power almost continuously from 1949 to
1983 and were so deeply entwined with the old elites that benefited from
the prevailing arrangements that it was difficult for them to make a deci-
sive change of direction despite the widespread perceptions that these
arrangements no longer worked.

The basic parameters of policy change had been worked out before
the election with the cooperation of the Australian Confederation of
Trade Unions (ACTU) by Hawke, who was a former president of the

288 Chapter Seven



union confederation. The centerpiece of economic management was the
Prices and Income Accord, usually referred to as simply the Accord, an
agreement between the government and ACTU, in which the unions
agreed to restrain wage growth in return for government efforts to in-
crease employment and introduce social policy changes favorable to
workers. In the course of the Hawke and Keating Labor governments the
Accord was renegotiated eight times, the first five of which were ratified
by the arbitration commission or its successor, the Australia Industrial
Relations Commission (AIRC). Initially, fiscal and monetary policy were
expansionary, but declining foreign balances and increasing orthodox
views from the treasury led to the targeting of monetary policy on
inflation fighting and eventually to orienting fiscal policy to produce bal-
anced budgets over the economic cycle. Thus, Australian Labor came to
adopt fiscal and monetary stances similar to those of the Nordic social
democrats.

The Accord was intended not only to compensate labor for wage re-
straint, but also to cushion the effect of the extensive deregulation of the
economy and the resulting economic dislocations on employees. The
government moved progressively to substitute market regulation for
government intervention in the domestic economy. In the public sector,
firms were corporatized or privatized, the production of formerly gov-
ernment-supplied goods and services was contracted out, public monop-
olies and publicly regulated companies were subjected to competition,
and user fees were introduced or increased (Schwartz 1994a, 1994b;
OECD 1996a: 121–23). In the private sectors, markets were deregulated
and subsidies to private business (except labor market measures aimed at
increasing employment) were cut. The domestic financial sector was
deregulated in the mid-1980s. In external relations, the dollar was floated
and protection, a cornerstone of the old system, was substantially re-
duced, though it is important to recognize that some industries, notably
the automotive, footwear, textile, and clothing industries, still enjoy
significant protection (OECD 1996a: 125).

The Accord process is credited with effectively restraining wage
growth, as real compensation per employee in the business sector in-
creased by a cumulative 8 percent in 1983–95, while productivity in-
creased by 16.5 percent (OECD 1996a: 83). Easton and Gerritsen (1996:
41, 45) argue that the Accord process has resulted in rapid employment
growth in Australia, which was almost twice the OECD average for
1985–92. However, because of rapid natural population increase, in-
creasing female labor force participation, and immigration the impact on
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unemployment has been very modest. Unemployment fell from 9%
when Labor took office to 6% in 1989 but then increased with the reces-
sion to 11% and then fell to 9% by the time of Labor’s loss in the 1996
election. Moreover, a significant portion of the increase of employment is
accounted for by part-time workers and casual workers, which each made
up one-quarter of the workforce in 1995, though it should be noted that
70% of casual work was part-time, so that together the two categories
make up about a third of the labor force. While most of the part-time
work is voluntary, a quarter of part-time workers would have preferred to
work more hours (OECD 1996a: 71–72).

By contrast to the “marketization” of the rest of the economy, the La-
bor governments moved much more carefully in the area of industrial re-
lations. In the initial years of the Accord, the old arbitration system was
essentially maintained but directed to a new end. With the balance-of-
payments and currency crisis of the mid-1980s and subsequent turn in
macroeconomic policy, the wage-setting process was gradually decentral-
ized and wage increases made dependent on productivity increases at the
enterprise level except for the bottom end of the wage scale (Bray and
Nelson 1996: 80, 84; OECD 1995a: 53–57; OECD 1996a: 80 –83). The In-
dustrial Relations Acts of 1988 and 1993 enabled firms and employees,
unionized or nonunionized, to negotiate agreements within the broad
frame of the centrally determined award as long as the agreements met a
“no disadvantage test,” that is, the agreement, taken as a whole, was no
worse than the award, with the AIRC making this determination. As of
1996, 62 percent of workers in the federal awards system were covered by
such agreements. Awards are still important in fixing the minimum wage
and, under the Accord, the AIRC has been particularly vigilant in pro-
tecting the interests of low-paid workers. Though business interests
strongly supported this move to decentralization, Bray and Nelson (1996:
81, 84) insist that “ACTU accepted, indeed championed” the changes in
the bargaining system.

The Labor government assigned to social policy changes the role of
compensating those adversely impacted by the economic deregulation
process and of compensating labor for the wage restraint agreed to in
the Accords. The central thrust of social policy has been to serve a
clientele that was increasing as a result of demographic change as well
as of economic restructuring, within the constraints of the govern-
ment’s commitment to controlling the growth of expenditure. The
means chosen to do this were increases in targeting and selectivity. In-
come and asset tests were reintroduced for pensioners over seventy.
The formerly universal child allowance was subjected to a means test.
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To combat family poverty, an additional child allowance and a very
substantial enhancement of the rent allowance were introduced for
low-income families (Castles 1996: 107).

Feminists inside and outside of the Labor Party fought for and won
increases in day care: The number of publicly funded day care places in-
creased 60 percent (albeit from a small base) in the first two years of the
Labor government and fourfold by 1993 (Curtin and Sawer 1996: 162).
As we have seen, the Whitlam government had already established a
toehold for feminist concerns in the government bureaucracy and the La-
bor governments expanded this, most notably establishing the Women’s
Budget Program (later entitled Women’s Budget Statement), which re-
quired departments and agencies to report the impact of their activities
on women. A maternity allowance, advocated by women’s organizations
as well as the trade unions, was included as part of the Accord process in
1994 (O’Connor, Orloff, and Shaver 1999: 216 –17). However, as Curtin
and Sawer (1996: 155) point out, the Labor Party’s commitment not to in-
crease public expenditure led to a contraction of community services im-
portant to women. By the same token, an aggressive expansion of public
social services and parental leave, as occurred in the Nordic countries in
this period, was not on the agenda.

By far the most significant policy innovations of the period, medical in-
surance and supplementary pensions, were direct products of the Ac-
cord. As part of the first Accord agreement, the Hawke government in-
troduced Medicare, a universal health insurance scheme, essentially the
same as the Medibank scheme introduced by Whitlam and abolished by
Fraser. In 1986, the arbitration system delivered an earnings-related su-
perannuation system that was subsequently expanded and codified into
legislation by the government. When fully matured in 2031, it would have
provided benefits equal to 60% of preretirement income. It was to be
funded by employers’ contributions of 9% of payroll, employee contri-
butions of 3%, and government funds matching employee contributions.
Similar to the Finnish earnings-related tier, because it is privately admin-
istered, the pension outlays do not appear as government expenditure
and the employer and employee contributions do not appear as taxes.
Thus, the Labor government managed to introduce, or at least midwife,
a very expensive social policy innovation and yet keep its promise not to
substantially raise taxes.

With regard to taxation, the Labor government’s posture was consis-
tent with its overall policy direction of introducing neoliberal reform
while cushioning the distributive outcomes. The highest marginal tax
rates of 60 percent were lowered to 49 percent, but a capital gains tax and
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a progressive tax on business fringe benefits were introduced. Notably, in
contrast to New Zealand, an attempt by then–treasury minister Keating
to introduce a goods and services tax in order to reduce income taxes was
turned back by opposition from inside the ALP and the unions.

In 1996, the Liberal-National party coalition led by John Howard won
the election on a relatively moderate program but then, on assuming
office, presented a strongly neoliberal program, including a radical
change in the industrial relations legislation along the lines of the 1991
Employment Contracts Act in New Zealand (see below) (Schwartz
2000). The Howard government capped the employers’ contribution to
the new pension system at 7 percent and cut active labor market spend-
ing. In the area of gender policy, the government abolished the Women’s
Budget Statement, cut the budget and the mandate of the Office for the
Status of Women, and cut day care support while introducing a tax rebate
to the primary breadwinner (O’Connor, Orloff, and Shaver 1999: 218).
More radical neoliberal changes in social policy and even more so in the
proposed labor relations legislation were averted only by the govern-
ment’s minority position in the Australian senate. The government was
returned to office in 1999 but by the slimmest of margins, losing the pop-
ular vote to Labor and finding itself in a yet more weakened position in
the senate.

As we saw in chapter 5, the end of the Golden Age was marked by pol-
itics as usual in New Zealand, as the Nationals trumped Labour’s super-
annuation plan with an incredibly generous, and expensive, pension plan
of its own.46 Partly because of a favorable move in the terms of trade be-
fore the first oil price increase, there was no immediate sense of crisis de-
spite the poor postwar growth record. Upon taking office, the National
prime minister, Muldoon, authoritarian in style and populist and inter-
ventionist in policy, did identify high inflation, consistent balance of pay-
ments deficits, low savings rates, and rising unemployment (though still
low by later standards) as persistent problems. Though it was increasingly
recognized that the highly regulated and protected agrarian export econ-
omy was unsustainable, Muldoon’s solution was not to move primarily in
a neoliberal direction. Some market regulations were removed, but his
primary thrust was interventionist. The second oil price increase stimu-
lated the National government to initiate a number of projects in natural
gas and hydropower development designed to make the country 60%
self-sufficient in energy (McRobie 1992). As inflation reached 17.6% in
1982, Muldoon introduced wage and price controls for twelve months
and then extended them for another eight months. He subsequently re-
sponded to a sharp rise in interest rates with controls on home mortgage
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interest rates. These policies along with the underlying structural weak-
ness of the economy put increasing pressure on the N.Z. dollar. The gov-
ernment countered by depleting its foreign reserves and credit lines and
forcing a closing of the Reserve Bank of New Zealand immediately after
the 1984 election, which was handily won by Labour.

Labour Party leader David Lange became prime minister in 1984, but
the key figure behind the turn in policy direction and policy develop-
ments of Labour’s 1984 –87 term in office was Finance Minister Roger
Douglas, backed up by doctrinaire neoliberal top bureaucrats in the
treasury. Outside of industrial relations and social policy, the government
introduced neoliberal marketizing reforms with breakneck speed: the
currency was floated; state-owned enterprises were ordered to behave
like private enterprises and then many were privatized; tariffs were pro-
gressively reduced; import licensing was eliminated; subsidies to industry
and agriculture were progressively eliminated; where feasible, govern-
ment departments were corporatized and in some cases privatized; the
financial and banking system was deregulated; the Reserve Bank was
made more independent and ordered to focus on price stability as its
overriding goal. In the field of taxation, top marginal income tax rates
were reduced from 66% to 33%; the tax base was broadened by cutting
deductions; and a goods and services tax of 12.5% was introduced to
make up for the revenue shortfall. These radical and rapid changes
moved the New Zealand economy in 1984 from the most regulated econ-
omy among OECD countries to one of the least regulated at the end of
Labour’s second term in 1990. The process produced massive layoffs in
the protected and subsidized sectors of the economy; unemployment rose
from 5.7% in 1984 to 7.7% in 1990, and many more people experienced
disruptions in their careers.

During Labour’s tenure in office, social policy and industrial relations
remained insulated from the neoliberals’ reforming zeal. The Nationals’
profligate pension reform had been responsible for large increases in the
deficit in 1978–79, which continued into the 1980s (Dahlziel and Latti-
more 1996: 52). Labour did cut this program, raising the retirement age
to sixty-five in a phased-in fashion and introducing a tax surcharge of 20
percent on high-income earners. Active labor market policy was also cut
back. On the other hand, support for low-income families was broad-
ened. As in Australia, feminists inside and outside the party successfully
pushed Labour to increase public funding of day care substantially, de-
spite strong pressures for a general decrease in social expenditures, and
also successfully pressed for an extension of maternity and parental leave,
which, however, remain unpaid (Curtin and Sawer 1996: 156 – 62). Over
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the opposition of neoliberals in the government and bureaucracy, female
party leaders spearheaded the effort to pass the Employment Equity Act
of 1990, which strengthened statutes against gender discrimination in pay
and set up a mechanism to assess comparable worth of predominantly fe-
male and male occupations.

In the case of industrial relations, Labour restored compulsory union-
ism, which had been eliminated by the previous National government.
The aim of the Labour Relations Act of 1987, which among other things
set a minimum union size, was to rationalize and streamline labor rela-
tions, not to weaken the unions’ hand in bargaining. Nonetheless, due to
ongoing restructuring of the economy, union density did decline some-
what under Labour, falling from 44 percent of wage and salary earners in
1987 to 42 percent in 1991 (Crawford, Harbridge, and Hince 1998).

The Nationals, who had converted from the interventionism of Mul-
doon to a neoliberalism more doctrinaire than that of the neoliberals in
Labour, were swept into office in 1990 as a result of discontent with
Labour. They turned their reforming zeal onto the areas that Labour had
left untouched, industrial relations and social policy. They immediately
repealed the Employment Equity Act of 1990 and proceeded to pass a
piece of industrial relations legislation, the Employment Contracts Act of
1991, that so radically changed industrial relations that Castles (1996:
106) has characterized it as marking “the end of the wage earners’ wel-
fare state in New Zealand.” Its main provisions were (1) the elimination
of compulsory unionism and blanket coverage; (2) the elimination of
compulsory arbitration; (3) the elimination of the obligation of employ-
ers to negotiate with a union authorized by the employees of the firm; (4)
prohibition of collective agreements covering employees not explicitly
authorized by the parties to the agreement; and (5) prohibition of sup-
port strikes against multiple employers even when the employers were
part of the same corporate entity (Dahlziel and Lattimore 1996: 79–80;
Kelsey 1995: 180 –82). The impact on unions was immediate as union
density fell from 42% of the workforce in May 1991 to 35% in Decem-
ber 1991 and continued to fall to 20% of the workforce in 1996 (Craw-
ford, Harbridge, and Hince 1998).

In the 1991 budget, unemployment, sickness, and family support
benefits were cut by 3% to 25%, depending on the age and family status
of the recipient, with most household units receiving an 8% to 9% cut
(Easton 1996: 117; Kelsey 1995: 276). In the budget, the Nationals an-
nounced a move in principle from a universal welfare system to one in
which the top third of income earners would pay for most of the cost of
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their social services (Dahlziel and Lattimore 1996: 90 –91). Reforms in
this direction were implemented in tertiary education, health care, fam-
ily support, and pensions. The universal family support system was re-
placed with one targeted on low-income groups. In the case of health
care, publicly provided care was targeted at families eligible for family
support, low-income singles, and pensioners with no private income; all
others were subjected to a copayment (Kelsey 1995: 276). As for pen-
sions, these were to become tightly means tested and the increase of the
pensionable age to sixty-five was to be accelerated. However, the Nation-
als were forced into partial retreat as a result of protests from the elderly
and, in their second term with their precarious position in parliament, the
government agreed to yet more generous modifications in an agreement
with Labour and the Alliance, a new party to the left of Labour.

Elaborating somewhat on Castles’s characterization of the Aus-
tralasian systems, the historically developed systems delivered social
protection by a combination of high levels of national affluence, full
male employment, a family wage for the male breadwinner, low levels of
wage dispersion, and high levels of home ownership. Underpinning the
system was the arbitration system and high levels of unionization. In
both countries, this system of social protection was severely undermined
before the advent of the conservative governments by a combination of
the changing world economy, above all the long-term deterioration of
the terms of trade for primary-sector exports, and the growth of the
postindustrial economy. Growth rates, which were low by international
standards—anemic in the case of New Zealand—decreased the relative
level of national affluence. Postindustrialization, changes in the world
economy, and the restructuring of the economy as a result of labor’s re-
forms ended male full employment and resulted in declines in unioniza-
tion and increases in enterprise-level bargaining. All of the foregoing
weakened the family wage and increased wage dispersion. As Castles
(1996: 106) points out, the demise of social protection by other means
resulted in greater reliance on traditional welfare state policy. Both la-
bor governments made some movement in this direction by increasing
support for low-income families and increasing day care places. In Aus-
tralia, the new earnings-related pension system and the universal Medi-
care scheme represent large strides in the direction of increased reliance
on traditional welfare state policy.

The outcomes with regard to poverty and income distribution in the
two countries are what one might expect. The “cushioning” reforms of
the two labor governments did not fully compensate the lowest income
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groups, and poverty increased in both countries, surprisingly somewhat
more in Australia than in New Zealand under labor, though it is difficult
to tell since the figures are not comparable across the countries. With the
advent of the New Zealand National government, the poverty and in-
equality figures increased steeply in New Zealand between 1990 and
1992, showing clearly the combined effect of the Employment Contracts
Act, the social benefits cuts, and the increase in unemployment. The ne-
oliberal supporters of the New Zealand experiment would not, of course,
justify their project in terms of its impact on poverty and certainly not in-
equality. However, the aggregate figures on growth, productivity, employ-
ment, and unemployment give them little to cheer about (table A.11; see
also OECD 1996d: 180; 1997a: 198; 1999e: 16 –19). Over the past decade
and a half, average per capita GDP growth in New Zealand was below
that of Australia and the average of advanced industrial democracies.
Unemployment was at levels comparable to Australia’s and better than
the OECD average, but employment growth was considerably below that
of Australia and other OECD countries, as was productivity growth.

In assessing the Antipodean experiences under labor, it is important
to keep in mind that they are not without parallels elsewhere. We saw in
our discussions of the Nordic countries that social democrats instituted
marketizing reforms in the public sector, privatized state-owned enter-
prises, and so on while preserving the system of industrial relations and
social welfare as much as possible. What makes the reforms under Aus-
tralian Labor appear more radical is that the starting point was a much
more regulated economy and the system of social protection was more
dependent on those regulations. In terms of the outcome it is probably
safe to say that, if anything, the market as a whole is still more regulated
in Australia and certainly it enjoys more external protection. On the
other hand, it has hardly caught up to the Nordic countries in traditional
social policy, so the citizens of Nordic countries now enjoy much higher
levels of social protection than the citizens of Australia.

By contrast, the market reforms of the New Zealand government un-
der Labour go much further that anything we have seen in the other
countries we have examined, including Australia. Virtually all of the con-
tributors to Castles, Gerritsen, and Vowles 1996 (also see Schwartz 2000)
who compare New Zealand and Australia under labor point to the party-
union relationship and the constitutional structure to explain the differ-
ences. The constitutional structure in New Zealand allowed the govern-
ment to do what it wanted unchecked by an upper house or state
governments. The party-union relationship, with the much greater for-
mal role for the unions in the Australian Labor Party, was the underpin-
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ning of the Accord, which not only checked some of the suggested ne-
oliberal reforms, such as the 1985 tax policy of then–finance minister
Keating, but also was responsible for the two big social policy innovations
of this period, universal medical care and earnings-related pensions. Eas-
ton and Gerritsen (1996: 34) add that the personalities of the prime min-
isters and finance ministers of the two countries contributed to the dif-
ferences as did the party structures, with the existence of organized
factions in Australia being a check on the neoliberal ambitions. The ex-
istence of organized factions can in turn be traced back in part to the con-
stitutional structure (as well as the sheer differences in scale of the coun-
tries), as the state-level parties are a nurturing ground for the factions.
Even the effects of the personality differences are magnified, indeed
made possible, by all of the foregoing structural differences. It is hard to
imagine that Roger Douglas would have gotten as far as he did with his
agenda in the face of organized factions, union integration into the pol-
icy-making process, and checks from an upper house and state govern-
ments. As it was, divisions in the party over his policy resulted in his de-
parture from the government in 1988.

While many analysts argue that the Labour government paved the way
for the National government reforms by legitimizing reforms guided by
doctrinaire neoliberalism, most agree that it was the National govern-
ment’s reforms that effected a system shift particularly with regard to the
welfare state, the main focus of this book, and the industrial relations sys-
tem, the mainstay of the Australasian system of social protection. New
Zealand is the only country among our case studies that effected a system
shift, and among the advanced industrial democracies covered in our sta-
tistical analysis only the United Kingdom under Thatcher and Major
made a comparable shift.47 We have argued that welfare state policies
once implemented are very popular and thus even conservative parties
are reluctant to implement cutbacks beyond those that appear to be es-
sential as a result of fiscal stress caused by rising unemployment, increas-
ing demographic burdens, and so on. In New Zealand, the cuts were not
popular. Citing a study of public opinion, Kelsey (1995: 301) points out
that between the 1987 and 1990 elections opinion on governmental eco-
nomic policy shifted strongly and “a large majority of the population
thought that it was either going too fast or headed in the wrong way.”
Surveys in 1989 and 1993 show that in 1989 very large majorities of New
Zealand favored “increased spending meaning higher taxes” for all so-
cial policies save support for Maori and Pacific Islanders and social as-
sistance. By 1993 public support for every category of social spending
had increased as had public support for income redistribution and state
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intervention to control large companies and multinationals and to pro-
tect the environment, precisely in a period when the National govern-
ment’s policy was moving in the opposite direction.

As Pierson (1994) points out, the Thatcher government’s social policy
cutbacks were not popular, and in many cases the government had to re-
treat from its more radical proposals in the face of public protest, as did the
New Zealand National government in the case of the pension reform. But
both governments did implement many unpopular policies, which begs
the question of why they were able to do this. The two governments share
four characteristics—and they are the only two governments that share
them—that explain why they were able to implement system-shifting
cutbacks: (1) the presence of a secular conservative party alone in govern-
ment, (2) constitutional structures with no veto points, (3) single-member
districts and plurality elections, and (4) the worst postwar economic
growth records among OECD countries. Of these, the last is probably the
least important but arguably did contribute to a sense of crisis in which the
electorate would tolerate changes it would not have otherwise tolerated.
The parties were secular conservative and thus unconstrained by a Chris-
tian democratic legacy that might have made the victory of the radical ne-
oliberals in the party less likely. The contrast with Australia during the
Howard government demonstrates nicely how the absence of veto points
enabled the National government to implement such extensive changes in
a single term (1990 –93). The electoral system of single-member districts
and plurality elections allowed governments in both the U.K. and New
Zealand to build large parliamentary majorities on the basis of a minority
of voters, thus effectively insulating themselves from the median voter.
The Conservatives under Thatcher never received more than 44% of the
vote but amassed huge seat majorities in parliament. The New Zealand
National Party, having received 48% of the vote, won 58 of 99 seats in 1990;
in 1993, with 35% of the vote, the party received 50 of 99 seats.

New Zealand voters recognized that governments were unresponsive
to public opinion in part because of the electoral system and demanded
a change. For obvious reasons, the dominant parties were reluctant to
do this but were forced to by a sequence of events that would take us
too far afield to recount. Thus, the 1996 elections were held under a
mixed-member proportional system designed after the German system,
which results in exact proportional representation for any party gaining
more than 5% of the vote. Not surprisingly neither Labor (31%) nor Na-
tional (37%) came anywhere close to a parliamentary majority, and the
centrist New Zealand First Party (14%) held the pivot of the system and
the role of kingmaker. The National–New Zealand First government
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considerably slowed the pace of neoliberal reform and actually reversed
it in the case of health care, in which public hospitals became public non-
profit institutions rather than public corporations. The 1999 election re-
turned a Labour-led center-left coalition committed to a cautious expan-
sion of the welfare state (Schwartz 2000).

The Impact of Retrenchment

In concluding this chapter on retrenchment, an attempt should be made
to gauge whether the retrenchment of the welfare state and labor market
deregulation have been significant enough to have an impact on the out-
comes discussed in chapters 3 and 4. Unfortunately, of the sixteen coun-
tries for which we presented income distribution and poverty data based
on the LIS surveys, comparable data through time for at least a decade are
available for only seven. Moreover, since these are surveys, they are sub-
ject to some sampling error, particularly for smaller subgroups, such as
single mothers. Given these problems, we can draw firm conclusions only
from consistent and significant patterns of movement in the various indi-
cators. In the LIS data, the only unambiguous, large changes between the
first surveys in the late 1970s or early 1980s and the surveys in the early to
mid-1990s occurred in the U.K. and the U.S. In the U.K., the overall pov-
erty rate increased from 6% in 1979 to 11% in 1995, and poverty among
single mothers from 11% to 28%; in the U.S., the overall poverty rate in-
creased from 17% in 1979 to 19% in 1994, and poverty among single
mothers from 42% to 49%. Inequality increased significantly as the post-
tax-posttransfer Gini index in the U.K. increased from 0.27 in 1979 to 0.35
in 1995, and in the U.S. from 0.31 in 1979 to 0.37 in 1994. In the case of
the U.K., the change moved it from the average for advanced industrial
countries around 1980 (see table 4.4) to the second most inegalitarian af-
ter the U.S. in the mid-1990s. Unfortunately, there are no LIS surveys for
New Zealand, but the available data show a significant increase in poverty
and inequality in the early 1990s (Easton 1996). The OECD wage disper-
sion data show a parallel pattern, with big increases in wage dispersion in
the 1980s and 1990s among full-time employed people in the U.S., the U.K.,
and New Zealand, and very little change in all other industrial countries.

The changes in the other countries are much smaller. The Dutch data
show an increase in inequality from 0.27 to 0.30 and poverty among single
mothers from 7% to 16%, but the lack of a clear trend across the three
surveys makes one skeptical of inferring too much from the data. Norway
and Sweden show some increase in inequality (from 0.22 to 0.24 and from
0.20 to 0.23 respectively) but a decline in poverty among single mothers
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and stability in poverty rates among other groups.48 Australia shows an
increase in inequality (0.29 to 0.32), while it remains stable in Canada (at
0.29). Both countries record declines in poverty among single mothers:
from 45% to 30% in Australia and from 42% to 32% in Canada, indicat-
ing that the increased targeting of benefits to vulnerable groups in both
countries had some effect. Perhaps what is most impressive about the LIS
data for all of the countries (not just the seven surveyed here), except the
U.K. and U.S., is how little the retrenchment and particularly the large in-
creases in unemployment in the 1980s and 1990s have affected the levels
of poverty and income distributions, which is a tribute to the effective-
ness of the social safety nets in these countries.

Conclusion

The country studies presented in this chapter as well as our research on
other industrialized welfare states support but nuance the conclusions
of our quantitative study in the last chapter. The country studies and
source materials confirm that cutbacks in benefits were widespread but in
large part modest, or at least not system transforming, except in the
United Kingdom, which stood out in the statistical materials as having
implemented deep cuts, and New Zealand, which did not appear in our
statistical materials because of missing data especially for the 1990s.49

Nonetheless, no one who has studied New Zealand’s development would
deny that the social protection regime has experienced a system shift, and
most observers would agree that its neoliberal reforms were the most
radical implemented in any industrial democracy. The data on outcomes
indicate that labor market deregulation and welfare state retrenchment
in these countries did substantially increase poverty and inequality.

The inequality and poverty data also indicate large increases in the
United States, and some students of American social policy, such as Fran-
cis Fox Piven, would add the United States to our group of radical re-
trenchment cases.50 While we do agree that the United States, along with
the United Kingdom and New Zealand, is a case of ideologically driven
rather than unemployment-driven retrenchment, we would argue that
the welfare state cuts and labor market deregulation in the United States
was much less extensive than in the other two countries. The cuts in the
United States were largely limited to the social assistance programs,
whereas in the United Kingdom and New Zealand they also hit univer-
salistic welfare programs such as pensions, health care, sick pay, and un-
employment compensation. In the area of labor market deregulation, the
Reagan administration’s neoliberal reforms were largely limited to what
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could be accomplished by appointments and executive orders, while the
labor market reforms in both New Zealand and the United Kingdom
were yet more radical and thoroughgoing than the welfare state cuts.
Deindustrialization combined with an already quite weak union move-
ment, not legislative changes, bears the primary responsibility for the
trend toward inequality in the United States. As King and Wood (1999)
point out, federalism and divided government blocked the Reagan ad-
ministration from achieving its full agenda in Thatcherite fashion. Of
course, the United States was already quite an outlier among industrial
democracies in its system of social protection as the only country with no
national health insurance, legislated sick pay, or child allowances, and
with one of the weakest if not the weakest union movement. Thus, the
U.K. and New Zealand converged on the U.S. regime, but as of the mid-
1990s at least, the U.K., for which we have comparable data, had not
reached U.S. levels of poverty (11% vs. 19%), especially among vulner-
able groups such as single mothers (28% vs. 48%), leaving the U.S. still in
sole possession of an ignominious social achievement award.

Our case studies also confirm that in most countries there were few re-
ally major cutbacks that went into effect before the mid-1980s; the ex-
ceptions are the United Kingdom, Denmark, and the Netherlands. Stren-
uous efforts to curtail expenditures did not come until the 1980s and early
1990s, when rising levels of unemployment caused sharply increasing ex-
penditures under existing entitlements and let the number of contribu-
tors to social insurance schemes decline. Most countries had instituted
some economizing measures in the 1970s, such as delays in adjustments
to inflation, changes in the rules for indexing, and increases in contribu-
tions and in user fees. In the 1980s such measures were almost universally
intensified, additional measures such as increased waiting days for
benefits were introduced, and entitlements themselves came under scru-
tiny. Significantly, as late as the late 1980s, Norway, Sweden, and Finland,
all of whom had avoided the unemployment crises characteristic of the
rest of the case studies, had not only not cut programs, they had increased
entitlements. As noted, the most significant increases were in gender-
egalitarian social policies such as parental insurance and public social
services.

In general, pension systems remained the best-protected parts of the
welfare state. Changes in indexing and in calculation formulas led to
some decreases in real pensions in virtually all countries, and early
pension programs were phased out in some. However, with the notable
exceptions of the United Kingdom and New Zealand (with its incredi-
bly generous retirement age of sixty), no significant and clearly visible
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lowering of real benefit levels was imposed. The major cutbacks in enti-
tlement programs came in sickness pay, disability pensions, and unem-
ployment compensation.

Overall, then, by the late 1980s and early 1990s a picture of widespread
cuts emerges, in some cases at least of considerable magnitude. However,
this picture has to be qualified from two points of view. First, outside of
the U.K. and New Zealand, there were very few programs in any country
where benefits in the mid-1990s were more than marginally lower than
they had been in 1970. Second, the basic institutional features of the dif-
ferent welfare states were preserved. Only in those two cases could one
speak of a basic transformation of the welfare state pattern that had been
shaped during the Golden Age. One must be careful with this assess-
ment, though; small to moderate cuts, changes in indexing, small shifts to-
ward more means testing and partial privatization, etc., may over the long
run erode the foundations of existing welfare state regimes and transform
them in the direction of residual regimes.

Our case studies also confirm the existence of three phases of eco-
nomic management, and by extension phases of change in the production
regime, which appeared in the quantitative data: After the Golden Age,
in which Keynesianism held sway, the countries initially responded to the
shocks of the 1970s with stimulative policies, as if the developments were
simply a new economic downturn, and then to the combination of
inflation and stagnation with a mix of stimulative and restrictive polices.
In country after country, traditional demand-side stimulation was aban-
doned in the 1980s as a primary tool for fighting unemployment, and in-
creasingly over the next decade and a half even governments of the left
began to target inflation. The deregulation of financial markets interna-
tionally and domestically in country after country added new pressure to
turn around macroeconomic policy as it also eliminated the possibilities
of simultaneously controlling interest rates and exchange rates and of
privileging productive investors over other potential users of capital. In
the context of the European Community and then European Union, even
subsidizing investment, which was done successfully in Austria, for ex-
ample, became increasingly impossible. Financial deregulation in turn
stimulated a shift in central bank policy orientation toward targeting
inflation, and then a trend toward central bank independence in coun-
tries in which central banks had been subject to the control of the sitting
government.

In this same period, there was an almost uniform trend to “marketi-
zation” in the public sector as publicly owned firms were reorganized to
operate on profit-making market principles, and market principles were
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introduced into public administration and services as much as possible.
Moreover, even social democratic governments in countries as diverse
as Sweden, New Zealand, France, and Austria moved to partially or
entirely privatize firms, a policy pursued more vigorously by conserva-
tive governments. Tax systems also underwent change as governments
of different political coloring followed the example of the Reagan tax re-
form and lowered rates, cut deductions, and broadened the base in per-
sonal and corporate income taxes (Swank forthcoming). While this did
not necessarily involve a cutting of the tax burden, it was a concession to
neoliberal arguments that high marginal rates and extensive deductions
led to work disincentives and to undesirable distortions in markets for
capital and labor.

Outside of New Zealand, the United Kingdom, and to a lesser extent
Australia, labor market institutions underwent relatively modest changes
(Golden, Wallerstein, and Lange 1999). The most dramatic change was
the shift to industry-level bargaining in Sweden, where a combination of
highly internationalized business, a recent acrimonious relationship be-
tween business and the manual workers central organization, and the
wage compression policies of the unions led business to an aggressive
campaign that included the decentralization of collective bargaining.
However, in other coordinated market economies in which previously ac-
commodating central banks were replaced with independent central
banks, new production techniques called for more wage flexibility, and
changes in the composition of the union movements made centralized
bargaining more difficult, institutional stability hid changes in the actual
process of wage setting, as wage setting became more decentralized and
locally flexible and occurred in an environment in which strongly nonac-
commodating signals were being sent by the monetary authorities. Oth-
erwise the structures of the coordinated market economies—market
training, business-labor cooperation at the firm level, interfirm relation-
ships, and bank-firm relationships—remained intact, though there were
signs of the weakening of “patient capital” in countries such as Germany.

It is worth underlining that the rises in unemployment were not the
driving force behind these changes in the production regimes of the coor-
dinated market economies. This can most clearly be seen in the cases of
Austria, Finland, Sweden, and Norway, which experienced no or little
rise in unemployment in the 1980s and continued welfare state innova-
tion throughout the decade. Yet, all the changes in production re-
gimes—market reforms in the public sector, privatization, the deregu-
lation of financial markets, the movement to central bank independence,
and the movement to more austere fiscal policy—substantially predated
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the unemployment crisis and were well under way by the mid-1980s. They
even predated the announcement of the Single European Act and thus are
not attributable to the acceleration of European integration after 1985.
The initial causes of the changes in the production regimes, including
macroeconomic policy, were the internationalization of the economy,
above all the domino decision of country after country to deregulate finan-
cial markets in the wake of the breakup of the Bretton Woods system in
1971, and changes in production techniques and in the domestic social
structure, particularly the postindustrialization of the occupational struc-
ture. Moreover, there is good evidence that governments reluctantly made
choices that they perceived to be the only alternative as the result of the
growing hegemony of neoliberal economic theory when, in fact, alterna-
tive courses of action were possible. We do not mean to dismiss unem-
ployment and European integration as additional causes of the changes in
the production regimes of coordinated market economies: There is no
doubt that both the rise of unemployment in Europe and the quickened
pace of European integration did accelerate the process of change. In-
deed, the latter made the move to central bank independence and con-
sequent changes in the wage bargaining process virtually compulsory.

In contrast to the coordinated market economies of Europe and lib-
eral market economies of Europe and North America, the production re-
gimes of the Antipodes did undergo a system shift as a result of changes
in the international economic environment. As a result of long-term sec-
ular changes in commodity prices, the Australasian production regimes
became unviable because they were based on rents transferred from the
primary product sector to a protected manufacturing sector. These rents
were highly adversely affected by the changes in international markets. In
both countries, the wage regulation system, which was the core of the sys-
tem of social protection, was changed substantially—in New Zealand to-
tally transformed—and this, along with the rise in unemployment, ex-
posed workers to much higher levels of risk of poverty than had earlier
been the case. Add to this other marketizing reforms (see Castles, Ger-
ritsen, and Vowles 1996; Schwartz 1994a, 1994b, 1998), and it becomes
apparent that the production regimes of the Antipodes have converged
on the liberal type. However, there are strong differences between the
two countries with regard to not only the extent of labor market deregu-
lation but also changes in the social policy regime proper. In Australia,
Labor attempted to compensate those hit hardest by the ongoing changes
with targeted programs, and it also introduced two universalistic policies,
medical care and supplementary pensions, that make the Australian
social policy regime one of the most generous in the liberal group. By
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contrast, the conservative government elected in 1990 in New Zealand
and unchecked by veto points in the country’s unicameral unitary system
carried out deeply unpopular reforms that completely deregulated the
labor market and substantially cut social benefits.

The case studies considerably nuance our picture of the decline of par-
tisan differences. While they do confirm the general pattern that partisan
differences in social and economic policy declined dramatically by the
1980s (with the exception of the continued social democratic expansion
of social services, maternity leave, and other gender-egalitarian policies
in the Nordic countries), they suggest that saying that these differences
virtually disappeared, even in the Nordic countries by the 1990s, is an
overstatement. It is true that both the left and the right were more con-
strained, the right because the welfare state was popular and the left be-
cause, once the unemployment crisis set in, the economic situation pre-
vented new social policy innovation. The low levels of growth are an
additional constraint on social democratic reform, as any government
finds it exceedingly difficult to raise taxes when there is little or no income
growth and therefore increased taxes would lower people’s nominal as
well as real income. Moreover, it is certainly true, as Garrett and Lange
(1991) argue, that macroeconomic policy was particularly constrained;
our case studies identify the deregulation of financial markets as the fac-
tor that was most responsible for constraining the range of macroeco-
nomic policy alternatives. Demand stimulation via deficit spending and
interest rate cuts was ruled out except in exceptional circumstances.

However, in social and labor market policy our case studies did re-
veal continued partisan differences in some of our nine countries. In
Sweden, the bourgeois government of 1991–94 cut taxes and entitle-
ments, whereas the Social Democratic government that followed contin-
ued to cut entitlements and social service spending but increased taxes in
order to limit the extent of those cuts and in order to bring the budget
into surplus. As the budget moved into surplus, more policy options ap-
peared and by the 1998 election the partisan landscape followed the pat-
tern observable in previous decades: The Social Democrats favored de-
voting most of the forecast revenue surpluses to a reversal of cuts,
especially in social services, while retaining a budget surplus amounting
to 2 percent of the GDP; the Left Party favored smaller surpluses and
quicker reversal of cuts; on the other end of the spectrum, the Conserva-
tives favored greater tax cuts; and the middle parties were situated in be-
tween. In Norway and Denmark, similar, restricted but evident, partisan
differences could be detected. By contrast, in Finland, the political re-
sponse to the deep crisis of the 1990s was the formation of a multiparty
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coalition stretching from the Conservatives to the Social Democrats to
implement the austerity program; thus partisan differences did virtually
disappear. In Australia and New Zealand, partisan differences were sub-
stantial as both labor and conservative governments introduced market-
oriented reforms, but the labor governments attempted to insulate the
welfare state and, to a lesser extent, the labor market from the reforms,
whereas conservative governments subjected both to neoliberal reforms.
Indeed, in Australia, the Labor government did not simply preserve
the welfare state, it actually introduced or at least husbanded two of
the largest innovations in social policy occurring in any country in this
period, the Medicare universal health insurance and the supplementary
pension plan.

On the surface, it appears that a case could be made for the disappear-
ance of partisan differences in the three Christian democratic welfare
states examined in this chapter. This can be attributed to the fact that coali-
tion governments in Austria and the Netherlands served to obscure dif-
ferences that might have resulted from a clear change of government,
whereas in Germany the Christian Democrats were in power for virtually
the whole period and the Social Democratic government is still rather new
to allow for an assessment of its policy. It is also arguable that Christian
democratic parties operating within coordinated market economies do
not find a neoliberal turn as attractive as secular conservative parties, par-
ticularly those operating in an uncoordinated market economy. The fact
that the newly elected Kohl government did not follow Reagan and
Thatcher and embark on a neoliberal turn, despite the rhetoric indicating
the intention of such a turn at the time, is evidence that this is the case.
However, there is also evidence of continued partisan differences in the
policies favored by social democrats and Christian democrats, such as the
deep differences over austerity measures that broke up the Austrian coali-
tion government in 1995, or the blocking of cutbacks by the SPD-con-
trolled upper house in Germany in the 1990s. What is difficult to determine
is the extent to which these differences were manifested primarily for elec-
toral purposes or whether they would have translated into actual policy
differences had one or the other party been able to govern alone.

As to the sources of the cuts, we have to distinguish between the ideo-
logically driven cuts and the unemployment-driven cuts. The ideologi-
cally driven cuts were all carried out by conservative parties in uncoordi-
nated market economies with weak or absent Christian democratic
political presence: the Bolger government New Zealand, the Thatcher-
Major government in the United Kingdom, the Reagan administration in
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the United States, and the Howard government in Australia. However,
only the governments in New Zealand and the United Kingdom were
able to implement deep, system-shifting cuts. We argue that the excep-
tional nature of these two cases can be traced to their political systems,
which concentrate power (unicameral or very weakly bicameral parlia-
mentary governments in unitary political systems) and make it possible
to rule without a majority of popular support (single-member districts
and plurality elections, which allow parties with a minority of votes to en-
joy large parliamentary majorities). In both countries, the governments
implementing the deep cuts were elected by a minority of voters but
nonetheless commanded large parliamentary majorities. Thus, in both
cases, the conservative governments were able to pass legislation that was
very unpopular.

In the remaining countries, large and apparently irreversible rises in
unemployment were the driving force behind the cuts. Only in Australia
was increased trade exposure a major reason for rising unemployment,
though. As in New Zealand, Australia’s industry had been protected
from import competition, and once trade policy was liberalized, the less
efficient sectors of that industry came under pressure to rationalize and
shed labor. The European countries had already had a high degree of
trade openness during the Golden Age and their welfare states were built
around the interests of workers and employers in the export sector. For
these countries, we categorically reject the argument of neoliberals that
increasing trade openness exposed the economies to increased competi-
tion, which revealed the costs imposed by generous welfare state entitle-
ments on their export sectors. The export sectors of countries such as
Germany and Sweden were doing extremely well in the mid-1990s, at
precisely the same time that the governments were cutting welfare state
entitlements; thus, somehow linking the cuts to export uncompetitive-
ness, directly or indirectly, is implausible.

In attempting to explain the rise in unemployment, we enter the con-
tested terrain of explaining the lower levels of growth in the post–Bret-
ton Woods era and their consequences. Without giving a definitive an-
swer to that question, we can point to evidence from our cross-national
survey at the beginning of this chapter and from the case studies that we
believe narrows the controversy considerably. We contend that had eco-
nomic growth been higher, ceteris paribus, more employment would have
been created and, in identifying sources of lower economic growth, we
also identify sources of lower employment growth.51 An important prox-
imate cause of growth is the level of investment, and investment has been
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lower since 1973 than before. This, in turn, can be linked to the higher
level of real interest rates and the decline in government regulation and
subsidies directing credit at businesses for investment. The rise in real in-
terest rates is a product of financial deregulation and of the buildup of
world debt in the wake of the two oil shocks. The removal of government
targeting of business investment is a direct outcome of financial deregu-
lation. Financial deregulation was most damaging to those countries in
which financial regulation had been a key element of Golden Age growth
policies—Austria, Sweden, Norway, and Finland among the cases exam-
ined here—but also countries as diverse as France and Japan.

The significant role of financial deregulation in the explanation of the
decline in growth, especially for those countries in which financial regu-
lation played an important role in their Golden Age growth policies,
turns the neoliberal thesis on internationalization and unemployment on
its head. In the neoliberal view, removing the barriers to the movement
of factors of production will raise aggregate welfare but there will be win-
ners and losers, with the most regulated economies being the losers and
the least regulated being the winners. We would concur with this view in
the area of trade among OECD countries, but would simply remind the
reader again that the generous welfare states of northern Europe have
been very open to trade, more open than the liberal welfare states
(Katzenstein 1985). By contrast, the deregulation of financial markets
has resulted in lower levels of investment, especially in countries where
financial regulation was part of the Golden Age growth model, and thus
has lowered aggregate growth.

A further reason for lower economic growth is the shift to the service
sector, where labor productivity is generally lower than in manufacturing.
On the other hand, for the same reason, the expansion of the service sec-
tor meant that the decline of economic growth did not lead to a com-
mensurate decline of employment growth. In fact, it is simply not true
that the post–Bretton Woods period was one of “jobless growth” as some
observers have claimed. Despite the lower levels of economic growth, the
growth of employment was only slightly lower after 1973 than before.
However, labor force growth was faster than employment growth, as la-
bor force participation among women rose faster than labor force partic-
ipation among men declined after 1973, whereas these developments had
counteracted one another earlier. The higher levels of unemployment in
the Christian democratic welfare states are at least in part due to their
failure to absorb increasing women’s labor force participation in an ex-
pansion of the public social service sector, as in the social democratic wel-
fare states, or in private services, as in the liberal welfare states. Within
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the Christian democratic group, the low level of unemployment in Aus-
tria and Switzerland is partly attributable to the low level of female labor
force expansion.

Our comparative case studies have also demonstrated the impact of
conjunctural factors on economic problems in the 1990s, and in the case
of the Nordic countries the impact of policy errors. Essentially, the com-
bination of German reunification, the standards set by the Maastricht
agreement, and the discipline of international financial markets imposed
restrictive monetary and fiscal policy regimes on all the European coun-
tries. Even within these constraints, the Nordic governments managed to
overcome the worst effects of earlier policy mistakes and return to a sce-
nario of budget surpluses, economic growth, and falling unemployment,
which in turn opened the possibility of restoring some previously cut
benefits.

If one compares the dynamics of this period to the period of welfare
state growth examined in chapters 3 and 5, the most striking change is the
decline in the role of partisanship.52 The flip side of the decline of parti-
sanship is the increased importance of policy legacies. The existing pol-
icy arrangements create supporters, the beneficiaries of those arrange-
ments. Given the broad coverage of core welfare state programs, such as
pensions, child or family allowances, parental leave, health care, educa-
tion, and so on, the resistance to entitlement cuts is widespread. We have
pointed to this as the primary reason why the retrenchment era does not
simply move the political spectrum to the right, with conservative parties
favoring a return to the social policy arrangements of three decades ago.
Moreover, if one were to examine the details of policy, such as the struc-
ture of benefits, the financing, etc., which we have not done in this chap-
ter, one would find that these details also produce interested constituen-
cies that resist change to these structures.

By contrast, constitutional arrangements, which we found to be so im-
portant in our analyses of welfare state expansion in chapters 3 and 5,
continued to have strong effects in the retrenchment period, but the di-
rection of policy change was reversed, that is, absence of veto points fa-
cilitated retrenchment. One might rephrase the argument and say that
the absence of veto points facilitates rapid and radical change in policy in
either direction. Constitutional structures have figured prominently in
our explanation of the radical retrenchment in New Zealand and the
United Kingdom, but it should be underlined here that one can see their
effect in many other cases, both among those examined in this chapter
and others not examined here. In their study of neoliberal reform in the
United Kingdom and the United States, King and Wood (1999) argue
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that the same features of constitutional structure that we identify as cre-
ating veto points were a strong contributing factor in explaining the fact
that Thatcher was able to achieve much more of her program than Rea-
gan. Bonoli and Mach (2000) point out how the Swiss constitutional
structure, which along with the United States scores highest on our mea-
sure, made it possible for the Social Democrats and the unions to block
attempts at retrenchment that commanded parliamentary majorities. We
would argue that the unicameral unitary systems of Sweden, the Nether-
lands, Denmark, and Finland made it possible for governments in those
countries to impose austerity or carry out significant reforms of welfare
policy while Germany, with its bicameral federal system, has not been
able to overcome the budgetary burden of reunification. The contrast be-
tween Sweden, which moved from a 12% of GDP budget deficit in 1993
to a surplus in 1999, and Germany, which could not reduce a 5% of GDP
deficit below 2% in the same period, is telling.

For the first decade of the period covered in this chapter, the Nordic
welfare states were still in a period of expansion and the most important
field of expansion was in policies that enable citizens to have a family
and work at the same time, with extension of parental leave and expan-
sion of day care being only the two most obvious of these policies. The
main beneficiaries of these policies were women, and as we pointed out
in earlier chapters, they were double beneficiaries because many of them
found work in the expanding public sector. Increasingly women’s move-
ments, in cooperation with the social democrats, were the main agents of
these changes. By the end of the period, gender gaps in voting and wel-
fare state support opened up across the Nordic countries. However, our
Antipodean case studies show that this was not merely an idiosyn-
cratic Nordic phenomenon. In Australia and to a lesser extent New
Zealand, the same alliance of labor parties and women’s movements
inside and outside of the parties was responsible for the passage of
gender-egalitarian legislation. In the Christian democratic welfare states
as well, we saw that much of the limited progress in gender-egalitarian
legislation was made under social democratic– led governments at the na-
tional level and at the level of the German Länder.

In chapter 2, we were critical of theories that attribute important roles
to bureaucrats and policy experts in the formation of social and economic
policy, not so much because we contended that they were uninfluential
but because such theories present no clear hypothesis that might explain
long-term change within a country or patterns across countries. That is,
the role of bureaucrats might appear in post hoc explanations of policy de-
velopment but not as a predictive hypothesis. An exception is the recent
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literature on “femocrats,” women placed in policy positions in govern-
ment, often in special offices or even ministries, charged with vetting pro-
posed legislation’s effect on women and/or proposing new legislation pro-
moting women’s equality. Since the charge of these bureaucrats is to move
policy clearly in one direction, our critique does not hold in this case. Our
case studies indicate, and Stetson and Mazur’s (1995) much more compre-
hensive study of two-thirds of the advanced industrial democracies
confirms, that the conditions for major influence of femocrats are simi-
lar to those we have identified for gender-egalitarian policies in general:
a combination of active femocrats with left government and a strong
women’s movement, particularly within the dominant party of the left.

In the case materials, we detected another instance of influence of pol-
icy analysts, though these were often not bureaucrats but policy advisers
who were either career politicians or academics with party links who
were appointed by the sitting government to their position and who ex-
ited with the government. As Schwartz (1994a) points out in his study of
Sweden, Denmark, New Zealand, and Australia, in all four of these coun-
tries, as well as most advanced industrial countries both within and out-
side of our group of nine countries we might add, key agents of neolib-
eral reforms were economists or bureaucrats or policy analysts with
economic training located in the ministry of finance or treasury. These
policy advisors’ thinking was clearly influenced by trends in the interna-
tional economics profession, which has its center of gravity in the United
States. The case studies strongly indicate that these advisers did have an
independent effect on the direction of policy, but this is more properly
classified as an autonomous effect of ideas. Furthermore, their effect was
to push policy further toward marketization than was required, once re-
trenchment and marketization were on the agenda; they did not put these
issues on the agenda by themselves.
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Summary of Arguments

Substantive Issues

The first of the central arguments we have developed and supported in
this book concerns the importance of political choice for the formation of
welfare states. The relative strength of different political tendencies with
different power bases in society fundamentally shaped the character of
welfare states in advanced industrial societies in the post–World War II
period. Two political tendencies, social democratic and Christian demo-
cratic, supported the construction of generous and comprehensive wel-
fare states, in contrast to secular center and right-wing parties, which
kept the role of the state in social protection more restricted and favored
a residual welfare state only. There were significant differences between
social democratic and Christian democratic welfare state designs, reflect-
ing the interests of their respective power bases in society. Social demo-
cratic parties had their power bases predominantly in organized labor,
including white-collar workers and their unions, whereas Christian dem-
ocratic parties had more heterogeneous power bases, reaching across all
classes, and including business as well as labor wings. Thus, Christian
democratic parties pursued a politics of compromise, accommodation,
and mediation of a variety of interests, whereas social democratic parties
promoted primarily wage earner interests.

These different political preferences were translated into different poli-
cies when these parties held political power and thus resulted in wel-
fare states with different characters. Where social democracy was the
dominant force, the welfare state was built on a combination of univer-
salistic, flat-rate, tax-financed, and employment-based, income-related,
contribution-financed programs. Where Christian democracy domi-
nated, the welfare state was built mostly on the latter type of programs.
In addition, social democratic parties presided over the introduction of ex-
tensive public funding and public delivery of social services, including care
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for children and the elderly. In contrast, Christian democratic parties pro-
vided for public funding of a more restricted range of privately delivered
services, leaving caregiving responsibilities to the family (that is, women).
These choices had profound implications not only for the status of women
but also for overall activity rates and thus for the resiliency of the two types
of welfare states in the changing economic environment of the 1980s and
beyond, two topics to which we shall return below.

In addition to pressures from its own labor wing, it was particularly
competition with social democratic parties that pushed Christian demo-
crats to embrace stronger commitments to welfare state expansion. In
our case studies, this dynamic was particularly visible in the German and
Dutch cases, whereas in Austria it was somewhat less obvious because
public competition on the basis of policy proposals was to a considerable
extent replaced by negotiations within the coalition. Another telling ex-
ample is Italy, where the national health service was introduced in the
1970s, only after the left had managed to make a credible bid for power.
Both the generosity and the specific nature of the welfare state regime
profoundly shaped the material well-being of the populations. Social
democratic and the generous Christian democratic welfare states of
northern Continental Europe performed much better than liberal wel-
fare states in keeping people out of poverty, and they also produced lower
inequality in income distribution, with the social democratic having a
clearly more egalitarian impact than the Christian democratic welfare
states. The welfare state regimes in the Nordic and northern Continental
European countries then further reinforced the more egalitarian income
distributions resulting from their production regimes. It is important to
repeat here that in our quantitative analysis years of Christian democratic
rule were strongly associated with welfare state generosity but not with
redistribution, whereas years of social democratic rule were strongly as-
sociated with both sets of indicators. To the extent that the countries we
classified as having Christian democratic welfare states showed more
egalitarian outcomes, our quantitative results suggest that these particu-
lar outcomes were due to the influence of social democratic parties, rein-
forcing the effect of the structure of the production regimes.

The construction of generous welfare states required support from
cross-class coalitions. In the case of the Christian democratic welfare
states, the Christian democratic party itself was capable of assembling
these coalitions within the party, given its cross-class base. In the case of
social democratic welfare states, these coalitions were built in the early
stages between blue-collar workers and small farmers, through alliances
between social democratic and agrarian parties. As we showed in our
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comparative historical analysis, the worker part of these coalitions was
responsible for the expansion of welfare state programs, but the agrarian
part was responsible for the emphasis on the universalistic, flat-rate com-
ponents of the social democratic welfare states. As industrialization ad-
vanced, agriculture declined, and farmers lost importance as an electoral
force, these original coalitions were replaced by coalitions between blue-
and white-collar workers, or between the working class and sectors of the
middle classes. In part, support for social democratic parties among
white-collar workers grew, and in part white-collar workers pressured
centrist parties to be more supportive of wage earner interests. Both
blue- and white-collar workers had an interest in improving welfare state
benefits by making them earnings related. However, pressure for legisla-
tion on earnings-related schemes came mainly from the blue-collar
unions, as the blue-collar unions perceived correctly that negotiated—as
opposed to legislated—social benefits were generally better for white-
collar than for blue-collar workers.

Corporatist arrangements were important features of the production
regimes in the Nordic and northern Continental European countries dur-
ing the construction of the welfare states. However, the key factor for
welfare state construction was partisan incumbency. Essentially, tripar-
tite negotiations included social policy provisions along with questions of
wage setting and economic policy only under social democratic govern-
ments. Moreover, legislation that introduced major new social programs
was virtually never the result of such tripartite negotiations. For instance,
before the 1970s unions in the Netherlands were included in corporatist
arrangements, but their influence on economic and social policy was de
facto highly limited. The first real corporatist bargain was struck under
the PvdA-led government in the 1970s.

Corporatist arrangements were crucial for the successful functioning
of these welfare states and associated production regimes in world mar-
kets. As we pointed out, the generous social democratic and northern
ContinentalChristiandemocraticwelfarestateswereembeddedinproduc-
tion regimes that were highly open to trade. Thus, the ability to achieve
wage restraint was essential, and corporatist institutions provided the
mechanisms for successful negotiations. Two types of arrangements suc-
cessfully provided wage restraint—centralized bargaining at the national
level, practiced in the Nordic countries and Austria—and bargaining
at the industrial level, with informal wage leadership of exposed sec-
tor industrial unions and an independent central bank, practiced in Ger-
many. Other important features of the production regimes of the Nordic
countries and Austria were capital controls, budget surpluses, and gov-
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ernment promotion of investment through a variety of supply-side poli-
cies, such as provision of preferential credit to industrial investors, or di-
rect state investment. It is important to point out here that the experience
of these countries contradicts the generally held assumption that the
combination of fiscal conservatism, emphasis on supply-side measures,
wage restraint, and openness to trade—that is, the combination associ-
ated with structural adjustment—is incompatible with social democratic
redistributive reform. In addition, the Nordic governments pursued ac-
tive labor market policies to maintain full employment. In Germany,
preferential relations between enterprises and banks provided long-term
investment capital, and government support for R and D and structural
adaptation helped maintain high levels of employment. In the Nordic
countries and Germany, labor training was an essential feature of the suc-
cessful pursuit of high-skill-high-wage production for export markets, a
market niche that these countries have defended successfully after the
Golden Age.1

We pointed out that there has been an overall correspondence between
these production regimes and the welfare state regimes. Despite consider-
able variation in specific relations between enterprises, the government,
and labor, and in specific policies, welfare state regimes with generous
replacement rates and qualifying conditions in sickness and unemploy-
ment insurance are embedded in production regimes supporting high-
skill-high-wage production and having highly regulated labor markets. We
have called this a “mutually enabling fit” as a production regime oriented
toward high-skill-high-wage production provides the financial basis for a
high social wage on the one hand, and a generous social safety net keeps
the reservation wage high and thus is an incentive for employers and
unions to improve productivity on the other. Another kind of mutually en-
abling fit exists between highly regulated labor markets and the service in-
tensiveness of welfare states in the context of rising women’s labor force
participation. Where women’s labor force participation increases, the
need for social services increases. In liberal production regimes, suchserv-
ices came to be provided mainly by low-wage jobs in the private sector. In
coordinated production regimes, labor market institutions prevented the
emergence of a low-wage service sector, and women directed demands for
social service provision to the state, thus promoting the growth of public
social service provision.

Aside from having mutually enabling features, welfare state and pro-
duction regimes also have some common antecedents. As we noted, po-
litical incumbency is not as central to the development of production re-
gimes as it is to the development of welfare state regimes, but somewhat
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more distant antecedents are, particularly the strength of labor organiza-
tion. High levels of labor organization in turn have been linked to various
causes, prominent among them high trade openness, dependence on
manufacturing exports, high levels of economic concentration, and
strength of employer organization. Certainly, all these factors also favor
the path-dependent emergence of coordinated production regimes. Suc-
cess in world markets for manufacturing products requires innovation, in-
creases in productivity, and investment in human capital. Achievement of
these goals in turn is facilitated by government support in the form of in-
vestment incentives and support for R and D and human capital devel-
opment, and by cooperation among employers in labor training. Orga-
nized employers and strong labor movements facing each other, as well as
competitive world markets, in turn are constrained to find some kind of
accommodation, which favors the emergence of centralized or centrally
coordinated sectoral bargaining. Emphasis on increasing productivity
and wages is then extended to producers for the domestic market
through these bargaining arrangements, which leads to the gradual dis-
appearance of low-productivity-low-wage employers in manufacturing,
prevents the emergence of a low-wage private service sector, and rein-
forces the high-skill-high-technology orientation of the economy.

We showed both in our quantitative and in our comparative historical
analyses that women’s labor force participation and mobilization were an
additional important factor shaping welfare states. Initial labor market
decisions set off an interactive dynamic between rising women’s labor
force participation and social service expansion. During the period of full
employment in the 1960s, Christian democratic governments in coordi-
nated market economies, committed to the traditional family model with
a male breadwinner, opted for the importation of foreign labor, whereas
the social democratic governments in the Nordic countries restricted this
practice with the result that women’s labor force participation began to in-
crease rapidly. Increasing labor force participation led to increasing mobi-
lization and a stronger political presence of women, inside and outside of
the social democratic parties and, to a lesser extent, the unions. Pressures
from mobilized women pushed the social democratic parties to extend
their commitment to equality between classes to include equality between
genders, to relieve women from private caregiving responsibilities through
the expansion of social services, and to pass legislation enabling parents
to combine work with child rearing. The expanding public social service
sector in turn provided more jobs for women, and this interaction then
gradually resulted in the service-heavy, women-friendly Nordic welfare
states.
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In countries where Christian democracy was dominant, women’s labor
force participation remained much more restricted, as did the public
financing and provision of social services and policies facilitating the
combination of work and family. In the liberal welfare states, embedded
in liberal production regimes, a low-wage—predominantly private—per-
sonal and social service sector developed, which provided jobs occupied
mostly by women. Women in these societies, particularly those in social
and health service jobs, also came to favor expansion of the welfare state.
However, their political influence on welfare state formation remained
much weaker than in the social democratic cases, as they were much less
likely to be unionized and had no powerful political allies embracing
an agenda of generous public funding and provision of social services
and of policies supportive of combining work with parental responsi-
bilities. Finally, in the case of the wage earner welfare state regimes we
saw a dynamic parallel to that in social democratic welfare state regimes,
of women’s mobilization inside and outside of a sympathetic party—the
Australian and New Zealand labor parties—incumbency of these parties,
and resulting gender-egalitarian legislation, in this case for equal pay for
comparable work. Thus, as for policies redistributing resources among
classes, the decisive factor in shaping policies redistributing resources be-
tween genders was political choice, carried by a power base rooted in or-
ganization in a combination of political parties, labor unions, and social
movements.

The translation of political preferences and political power into poli-
cies, of course, is heavily shaped by the nature of political institutions. Po-
litical institutions regulate access to the policy-making process. We have
shown—again in both comparative historical and quantitative analyses—
how constitutional provisions that concentrate power facilitated, and pro-
visions that disperse power obstructed, the passing of major pieces of wel-
fare state legislation. This was true both for the construction of welfare
states and for welfare state retrenchment. Some of the clearest examples
in the construction of welfare states were the passage of the supplemen-
tary pension plan in Sweden, a major project that passed parliament on the
basis of a one-vote majority, and the contrast between Australia and New
Zealand in the passing of legislation on medical care. The labor parties in
both Australia and New Zealand favored the introduction of national
health insurance, and in the unitary political system in New Zealand the
party, once in office, was able to implement this plan, whereas legislation
to the same effect introduced by the Labor government was defeated in
the upper house of the Australian federal system. Other examples are de-
feats of legislation on national health insurance in the federal systems of
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Switzerland and the United States. In Switzerland, mandatory health in-
surance was delayed considerably through the availability of veto points,
and the United States has remained the only advanced industrial democ-
racy without mandatory health insurance. In Switzerland the introduction
of mandatory maternity insurance was rejected again in a referendum in
1999, which makes Switzerland, along with the United States, another
anomaly among advanced industrial democracies. Examples of the im-
portance of political institutions from the retrenchment phase are the
radical cuts implemented by the Thatcher government in the U.K. and by
the National government in New Zealand, both cases of extreme power
concentration. The cuts in these two cases present a stark contrast to the
carefully negotiated reform packages of the 1990s in Switzerland, which
combined cuts with improvements in order to forestall or win a potential
referendum against the reforms in this system with extreme power dis-
persion (see Bonoli 1997; Bonoli and Mach 2000).

Beginning in the 1970s, secular changes in advanced industrial econo-
mies along with the internationalization of capital markets and of pro-
duction began to challenge the coordinated production regimes. Growth
rates declined and unemployment increased, which in turn put financial
pressure on the generous welfare states. The reasons for the rising levels
of unemployment are complex, of course; they are certainly not only a
matter of excessive labor costs as some economic theories would have it.
In agreement with those economists who emphasize investment levels as
determinants of unemployment, we have argued that the lower invest-
ment levels in the 1980s and 1990s compared to the Golden Age are re-
lated to higher unemployment. We have linked lower investment levels in
coordinated market economies, in turn, in part to financial international-
ization, since the deregulation of international and national capital mar-
kets deprived governments of policy instruments to promote investment.
In the German case, financial internationalization weakened the prefer-
ential relationships between enterprises and banks. Other reasons for the
lower levels of investment are the higher real cost of capital and lower
corporate profits. We noted that growth of the labor force was generally
faster than growth of employment, in part due to rising labor force par-
ticipation rates among women, but that the fastest growth of women’s la-
bor force participation occurred in the Nordic countries, where women
were absorbed into the rapidly expanding social service sector and un-
employment remained low until the late 1980s.

Secular changes, namely the shift from manufacturing to services and
within manufacturing from standardized mass production to flexible pro-
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duction, combined with internationalization of production, also began
to undermine centralized collective bargaining and wage restraint. They
undermined the hegemonic position of blue-collar unions in export-
oriented manufacturing, traditionally the pace setters in centralized ne-
gotiations, and generated stronger demands from employers for greater
flexibility of wages and increased control over wage formation at the level
of the firm. These demands could still have been accommodated within
an essentially centralized bargaining framework, but they did make a pol-
icy of wage compression across skill levels, as pursued in Sweden and
Norway, impossible. Where employers made demands for flexibility and
decentralization of bargaining, these demands assumed special weight
because of the shift in power relations in favor of capital caused by inter-
nationalization of production. As shifting investments and production
from one country to another has become easier and the threat of exit has
become more credible, capital has gained leverage vis-à-vis both labor
and governments in negotiations over wages, taxes, and issues of control.
It is worth repeating here that internationalization of trade did not con-
stitute an important challenge to the Nordic and northern European co-
ordinated production regimes, as trade openness had already character-
ized them during the Golden Age.

The effect of these secular changes on unemployment and thus the
welfare state in Europe was greatly aggravated by conjunctural factors in
the 1990s. In the Nordic countries policy mistakes further magnified the
negative effects of secular and conjunctural factors. Our choice of the
term “conjunctural” does not indicate that these were simply factors caus-
ing a particular economic cycle and likely to be overcome within a couple
of years. However, they are different from the secular changes insofar as
their causes are more narrowly political and their effects may eventually
be overcome by political decisions. The combination of the debt buildup
of the 1970s, German reunification and the reaction of the Bundesbank
to the consequent rising expenditures, the Maastricht criteria, and the
development of the EMU led to the pursuit of extremely austere monetary
and fiscal policies by European governments (Hall 1998; Soskice 2000).
The collapse of the Soviet Union deprived several countries of export mar-
kets and constituted a particularly important loss for Finland. Finally, in
Finland, Sweden, and to a lesser extent Norway, the timing and extent of
financial deregulation and the handling of exchange rate policy allowed an
exorbitant consumer boom and wage inflation, which ended in a deep re-
cession and bank insolvency and thus imposed great financial burdens on
these governments. The turnaround of these Nordic countries in the late
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1990s supports the argument that policy mistakes had been an essential
cause of the crisis and could be corrected.

The emerging economic challenges in the 1970s were met initially with
largely traditional countercyclical responses and then austerity measures,
in more or less a trial-and-error pattern. By the 1980s it had become clear
that a serious adaptation of economic and social policies to the new con-
ditions was called for. In particular, the rising levels of unemployment
were putting financial pressures on the generous welfare states and began
to force welfare state retrenchment. With the exceptions of the United
Kingdom, New Zealand, and the United States, the timing of benefit cuts
clearly showed that unemployment levels were the driving forces. In the
U.K., New Zealand, and the U.S. we saw ideologically driven cuts, insti-
tuted before significant increases in unemployment, in tandem with tax
cuts, or going beyond what changes in unemployment seemed to require.
The cuts in the U.K. and New Zealand amounted to real system transfor-
mations, undermining the universalistic basic security aspects that had
existed and moving the welfare states toward residualism. In the other
countries the cuts remained more moderate and system preserving, and
they were often counterbalanced by increases in contributions and some-
times even improvements in entitlements. In some countries, such as
Denmark, Australia, and Switzerland, the systems of social protection
were completed in the 1980s with the expansion of earnings-related oc-
cupational pensions. In Denmark these pension schemes were negotiated
but achieved near universal coverage because of the high union density,
and in Australia and Switzerland they were made mandatory through
legislation. In all three cases, these pension schemes were financed by
employer and employee contributions and were treated as separate pro-
grams, administered by nongovernmental institutions. Thus, even in the
period of retrenchment these pension benefits, which imposed significant
costs on employers, could be introduced, precisely because they were off
budget for the government.

The exceptions to the pattern of moderate cuts combined with in-
creases in contributions were programs that were clearly abused and per-
ceived as responsible for reducing activity rates, such as early retirement
and disability pensions in the Netherlands. Nevertheless, some kinds of
nonvisible cuts, that is, cancellations of improvements that had not taken
full effect and whose elimination therefore did not lower the real value of
currently received benefits, were in part very steep, over 20 percent in the
case of German pensions, for instance. Moreover, the introduction of
greater means testing and the privatization of some aspects of the safety
net, such as in the case of the sickness and disability insurance in the
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Netherlands, may have the potential to undermine the solidaristic aspects
and the comprehensive character of these welfare states in the longer run.

In the changed economic environment of the 1980s it became clear
that the active, service-oriented social democratic welfare states were in
a stronger position than the passive, transfer-oriented Christian demo-
cratic welfare states to make adaptations to the new conditions. Rising
unemployment aggravated the differences between active and passive
welfare state regimes, as Christian democratic welfare states handled it
by attempting to reduce the labor supply through early retirement and,
in some countries, generous disability schemes. In the extreme case of
the Netherlands the use (or abuse) of these schemes generated a per-
ceived crisis of inactivity. In contrast, the effects of the service-oriented
social democratic welfare state programs were higher labor force partic-
ipation and investment in youth and labor, which greatly reduced the pro-
portion of people with low skills, who became hard to employ. Some im-
provements in activity levels in the Christian democratic welfare states
could be achieved through part-time work, as demonstrated by the Dutch
experience, and this in turn required an adaptation of social policy re-
gimes to extend benefits to part-time workers.

Despite these continued differences between welfare state regimes, we
noted a reduction and then the disappearance of partisan effects on wel-
fare state efforts in our quantitative analysis, as all parties and govern-
ments have been operating under severe constraints. Rhetorically, differ-
ences have continued, in some countries quite pronounced differences,
but electoral constraints have kept the right from implementing radical
cuts and the left from resisting cuts altogether and raising taxes in a
significant way. Nevertheless, in our case studies we saw instances of clear
shifts in orientation when governments changed, such as when the
Swedish social democrats came back to power in 1994, or when labor and
conservative parties replaced each other in Australia and New Zealand
in the 1980s and 1990s.

Methodological Issues

Our central methodological concern was to demonstrate the fruitful
nature of a close dialogue between two major research traditions,
cross-national quantitative analyses and comparative historical analyses.
Existing theory informed our use of both of these approaches, as it
guided our choice of variables for the quantitative analyses, as well as our
hypotheses for the comparative historical parts of the study. With quan-
titative analyses we established generalizable effects of specific variables
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across cases and the average magnitude of these effects. We showed that
partisan composition of government, constitutional structure, and
women’s labor force participation had the most consistent and substan-
tively most important effects on the development of various dimensions
of welfare state regimes. The comparative historical analyses then en-
abled us to elucidate causal mechanisms mediating the observed effects
and to establish agency. We provided evidence for the political struggles
over the formation and passing of welfare state policy and for the partic-
ular problems faced by welfare state legislation in political systems with
a dispersion of power. Knowledge gained from the comparative historical
studies also helped us make theoretically informed choices when we were
forced to eliminate variables due to multicollinearity. It also suggested
particular operationalizations, such as the construction of the index of
constitutional structure and the interaction effect between women’s labor
force participation and social democratic incumbency.

Another major methodological concern was to demonstrate the need
for broadly comparative analyses and analyses over long periods of time
in order to properly assess causal factors behind welfare state construc-
tion and retrenchment. Single-case studies and studies of dynamics over
short periods of time obscure the impact of the balance of power in soci-
ety and between different political tendencies and instead privilege
actors or economic fluctuations as decisive factors for welfare state legis-
lation and expenditures. This holds true for both quantitative and com-
parative historical analyses. We distinguished four kinds of causal mech-
anisms that mediate the long-term effects of incumbency and that tend to
be obscured in short-term analyses: structural limitation, ideological
hegemony, the policy ratchet effect, and regime legacies.

Structural constraints are formed mainly by the balance of power in
society, that is, between capital and organized labor, women’s movements,
professional associations, and other social movements and interest
groups, as well as among different political parties.2 They are shaped by
the basic constellation of collective actors. Ideological hegemony refers
to the center of gravity of public opinion regarding the shape of a desir-
able social order, including the proper form and functions of the welfare
state. In other words, it refers to the distribution of basic preferences
among actors. The policy ratchet effect refers to the rapid growth of sup-
port for welfare state policies after their introduction, specifically for uni-
versalistic policies that benefit a large proportion of the population,
which then turns these policies into the new point of reference for dis-
cussions on further welfare state development. This we can conceptualize
as an effect that changes the distribution of preferences among actors.
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The regime legacies effect, finally, refers to the impact of specific policy
regimes on the strength of social actors and their capacity to shape fur-
ther welfare state developments. This effect, then, changes the constella-
tion of actors. Each of these four factors affects actors’ perceptions of a
realistic and legitimate range of debate on social policy, and of their own
capacity to shape policy in accordance with their preferences, and there-
fore their political strategies. Accordingly, actors with essentially the
same preferences, say employers with preferences for lower taxes and so-
cial security contributions, will take very different official positions and
pursue different political strategies, in countries where they are con-
fronting an electorally highly successful social democratic party that
presided over significant welfare state expansion and that is based on a
strong labor movement, than in countries where they are facing elec-
torally dominant secular center and right-wing parties that kept the wel-
fare state highly restricted and an organizationally and politically weak
labor movement. By the same token, progressive bureaucrats in the for-
mer situation can contribute to the formulation of much more generous
policy than equally progressive bureaucrats in the latter. A single-case
study of either situation might conclude that it was employer or bureau-
cratic support or opposition that accounts for welfare state outcomes. A
further implication of this argument is that a focus on parliamentary
votes, even if the analysis covers longer periods of time, is misleading, be-
cause mostly political struggles take place before the final vote and are
heavily shaped by the four factors just discussed.

Speculation and Prescription

We argued that both secular trends and conjunctural elements have been
underlying the unemployment problems of the 1990s in Europe. The
main secular trends are the decrease in economic growth and investment,
the shift from the manufacturing to the service sector, and the interna-
tionalization of capital markets and of production. The main conjunc-
tural elements are German reunification, the collapse of Soviet trade, the
Maastricht accord and the development of EMU, and procyclical mis-
takes in economic management in the Nordic countries in the late 1980s
and early 1990s. There the timing of the financial deregulation con-
tributed to an overheating of the economies and thus to severe problems
for wage restraint, and then the continuation of the fixed exchange rate
policy despite the failure of wage restraint, combined with the effects of
changes in tax policies on consumer behavior, deepened the recession.
The diagnosis of conjunctural causes, and the substantial recovery of the
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Nordic countries in the second half of the 1990s, allows for some degree
of optimism that they might be overcome and that unemployment can be
brought down, which would relax some of the most immediate pressures
on the generous welfare states.

Most discussions about the future of the welfare state begin with the
problem of the increasing demographic burden caused by the combina-
tion of higher life expectancy and declining fertility. In the political dis-
cussion, the opponents of the welfare state often portray this problem as
a time bomb that is certain to destroy welfare states as we know them.
However, as we pointed out in the last chapter, there is significant varia-
tion among countries in the increase of the projected aged dependency
ratio. Moreover, we argued that the relevant figure is the total active- to
inactive-population ratio, that is, the ratio of those actually supporting
the welfare state through work and thus a contribution to the tax base, to
the unemployed and inactive population of all ages, which in turn is at
present and will be in the future heavily dependent on labor force partic-
ipation ratios. In this comparison, the social democratic welfare states do
best, followed by the liberal welfare states, then the wage earner welfare
states, and finally the Christian democratic welfare states. Underlying
these figures are the by now familiar differing levels of women’s labor
force participation, and the two sets of figures combined also underline
another advantage of social democratic welfare states: not only are their
active-to-nonactive ratios very favorable, the demands on the economies
to produce more jobs due to the entry of women in the labor force will
decline in the future as these countries are approaching a situation in
which the adult female population is fully active in the workforce.

What are some of the policy alternatives that could support increases
in employment, in active-passive ratios, and thus in the financial situation
of generous welfare states? If one assumes that technological progress
and productivity increases in the manufacturing sector continue and keep
the rate of job creation relatively low despite increased investment, one
needs to look to the service sector as the major potential creator of jobs.
The OECD Jobs Study has argued that low productivity growth in this
sector means that these jobs must be low-wage jobs (OECD 1994b). The
OECD, pointing to the American example of the “job machine,” the cre-
ation of large numbers of low-wage jobs in the private service sector and
concomitant lowering of the unemployment rate, has been pushing for an
essentially neoliberal route of deregulating labor markets, increasing
wage dispersion, and cutting social benefits, such as unemployment com-
pensation, which raise the reservation wage. However, there are five ma-
jor problems with this prescription.
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First of all, the American model is not nearly as successful as its sup-
porters would have it. Freeman (1995) argues that if one adjusts the un-
employment rates for the increase in incarceration, which has trebled
since 1980, the U.S. performance does not look so outstanding. Western
and Beckett (1999) have estimated that an inclusion of the prison popu-
lation would raise unemployment levels among males by a negligible
amount in Europe but by almost 2 percent in the United States. Freeman
also presents extensive data demonstrating that increased wage disper-
sion in the United States did not contribute to employment growth. Sec-
ond, it is not clear that efforts to imitate the U.S. experience through
deregulation of labor markets, an increase in wage dispersion, and low-
ering of social benefits would generate large numbers of jobs. The expe-
riences of the two countries that made the most dramatic moves in the di-
rection suggested by the OECD, the United Kingdom and New Zealand,
do not support the view that the American experience is replicable. Both
countries have had modest upturns in employment recently but both are
still above 6 percent in unemployment and thus are not faring better than
the Netherlands, Denmark, or Sweden. Third, the costs in terms of pov-
erty and inequality are high, as demonstrated by the experiences of the
United States, the United Kingdom, and New Zealand. We presented the
figures in the last chapter; suffice it to repeat here that the increase in in-
equality in the United Kingdom was the largest recorded in the LIS data
and moved the United Kingdom to a position second only to the United
States as the most inegalitarian country among the eighteen analyzed in
this book. Fourth, as we discussed in chapter 4, there is a strong relation-
ship between inequality and skill levels at the bottom; in countries with
more inegalitarian income distributions, the lowest performing groups
perform worse than their counterparts in countries with more egalitarian
income distributions. This indicates that an increase in inequality is most
likely to lead to a deterioration of skill levels among the lowest income
earners over a generation or two. Fifth, the presupposition that produc-
tivity in the service sector is necessarily low and therefore wages have to
be low across the board is dubious. The service sector is very heteroge-
neous, and productivity improvements are certainly possible in some sub-
sectors, most notably business services.

If deregulation of production regimes and residualization of welfare
states are not a desirable option from the point of view of poverty and in-
equality, what are the options for increasing employment in coordinated
production regimes and solidifying the financial position of generous and
comprehensive welfare states? An essential step certainly has to be to in-
crease domestic levels of productive investments. This can be achieved in
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part by restructuring parts of the social insurance systems to have them
funded and to have these funds invested domestically. Such reforms have
already begun in some social insurance systems in the Nordic countries
and in the Canadian pension system. Even the current reforms are far
from fully funded if one defines fully funded as the level of funding char-
acteristic of American private pension schemes. Although it would be
impossible to fund the current Nordic or Austrian earnings-related pen-
sion schemes at this level, because such schemes would quickly over-
whelm the capacity of the national capital markets to absorb this amount
of capital, substantial increases in the level of funding could be imple-
mented.3 There is little doubt that these social insurance funds would
quickly become the dominant owners of stocks, bonds, and money mar-
kets in the countries in question. Given the political reaction of business
to the Swedish unions’ bid for societal control of capital via the wage
earner funds, it is obvious that these funds would have to be constructed
in such a way as to ensure only a passive ownership role for the social in-
surance funds. Funding social insurance systems more fully would not
only create new sources of investment but also make these systems more
resilient to cuts in the face of adverse economic developments and in the
long run facilitate wage restraint. It would facilitate wage restraint be-
cause a growing share of the shift of income from labor to capital effected
by wage restraint would accrue to wage earners themselves via the re-
turns to their social insurance funds.

Another policy to support higher investment levels is to return to
budget surpluses so as to bring down domestic interest rates. Further-
more, since selective investment incentives, such as differential tax rates
for invested as opposed to distributed profits, tax breaks for industrial
credit but not consumer credit, countercyclical investment funds, and so
forth, have been effective, they should be revived to the extent possible
under EU rules. Certainly, promoting wage restraint remains an addi-
tional essential policy priority in the quest for higher investment levels,
particularly if complemented by policies to encourage reinvestment over
distribution of profits. Wage restraint is beneficial not only in the trad-
able sector, but also in the nontradable sector, both in the public and pri-
vate sectors. Wage restraint in the public social service sector can increase
public savings and investments, and in the private sector it can be traded
off for investment commitments.

The same essential logic as to wage restraint applies to a policy of low-
ering employer contributions to social security schemes by changing the
structure of financing of these schemes. Payroll contributions can be low-
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ered and replaced by increasing reliance on financing through general
revenue in exchange for investment commitments on the part of employ-
ers. Since it would be most impractical to have negotiations with individ-
ual enterprises over such trade-offs, these policies could take the form of
automatic rebate schemes, i.e., rebates on payroll taxes contingent on in-
vestments. Clearly, a shift from reliance on payroll taxes to financing out
of general revenue would require an increase in other forms of taxation.
Scharpf (2000) finds that private sector employment is not affected by lev-
els of personal and corporate income taxes, in contrast to levels of social
security and consumption taxes, which suggests that increases in personal
and corporate taxation would be appropriate solutions. Of course, there
are limits to the capacity to raise these types of taxes as well, limits set by
competition among OECD countries in general and EU member coun-
tries in particular for investment and highly qualified employees.

Reductions in payroll contributions could also expand jobs at the bot-
tom of the pay scale. As Scharpf (2000) points out, in systems with social
assistance programs that assure subsistence and thus imply relatively
high reservation wages, high payroll taxes can price jobs with low labor
productivity in the private sector out of the official labor market. He as-
sumes that earned income is generally counted against social assistance,
and that therefore all taxes and social insurance contributions on wages
at that level have to be absorbed by the employer. However, social assis-
tance schemes themselves could be changed to take account of this prob-
lem, insofar as additional earned income could be allowed with a phased
reduction of benefits.

Another promising approach to the promotion of higher labor force
participation, as exemplified by the Dutch case, is through the creation of
part-time jobs, opportunities for job sharing, and flexibilization of work
schedules. In the context of generous welfare states and coordinated pro-
duction regimes, this requires an extension of social benefits to part-time
employees and their coverage through collective wage agreements. Even
though the creation of part-time jobs and job sharing obviously have a
more limited effect on aggregate activity levels than the creation of full-
time jobs, they have at least two desirable effects. First, from the point of
view of equity, two people employed half-time are certainly preferable to
one being employed full-time and the other one unemployed. Second, in
the former scenario, both people maintain an uninterrupted connection
to the labor market and thus continued employability, which should re-
duce frictional unemployment and thus increase the aggregate number of
hours worked and the total value of goods and services produced.
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In Christian democratic welfare states, where the problem of low labor
force participation rates is most severe, an essential step toward alleviat-
ing this problem is to make labor force participation compatible with
raising children by measures such as changing school schedules (so chil-
dren don’t come home for a couple of hours in the middle of the day), in-
troducing generous paternal leave, and expanding social services in the
area of care for preschool and school children. In line with the Christian
democratic tradition, such services could be funded and regulated by the
state, and they could be delivered by private nonprofit institutions. In ei-
ther case, an expansion of care services would of course also create jobs
in these services. The obvious objection is that this would cost money and
thus would require tax increases, a very difficult proposition in the pres-
ent environment. However, some of these changes, such as the introduc-
tion of a continuous school day, would not burden the government
budget. Others should become acceptable if preceded by wage restraint
and accompanied by higher investment and some overall employment
growth and a consequent enlargement of the tax base.

A further important component of a comprehensive approach to in-
creasing labor force participation levels is investment in training and
retraining of the labor force, particularly of low-skilled labor. An accom-
panying measure in coordinated production regimes with wide bargain-
ing coverage is to allow for lower entry-level wages of unskilled labor,
with a time limit lest these become permanent low-wage jobs. Similarly,
employment of the long-term unemployed in the private sector could be
subsidized for a period of time, until they have successfully reintegrated
into the labor market. A further set of measures that may favor employ-
ment creation in such production regimes, following the Danish model, is
to allow more flexibility of hiring and firing in small and medium enter-
prises. These production and welfare state regimes are well prepared to
cover the social costs of higher job turnover through well-developed un-
employment compensation and retraining programs.

The move from passive unemployment compensation to labor activa-
tion policies would appear to be similar to the workfare approach pursued
in the liberal welfare states, particularly the United States and the United
Kingdom. In reality, our proposals here are radically different. In those
cases, the primary motivation has not been to increase the overall activity
rate in order to sustain a generous welfare state, but rather to purge the
welfare rolls and make long-term dependence on social assistance impos-
sible in order to reduce the burden on residual welfare states.4 What is
lacking in the residual welfare states and uncoordinated production re-
gimes is a comprehensive support system for the integration of welfare
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recipients into the labor market. Most prominently, these countries lack
comprehensive systems of training and retraining, with the result that wel-
fare recipients generally have extremely low skill levels and have difficulty
improving those skills. The roots of the problem go even deeper. We noted
in chapter 4 the relationship between degrees of inequality in the society
and educational achievements. Given the ranking of the United States and
the United Kingdom as the two most unequal among the advanced indus-
trial societies, it is no surprise that the basic educational levels of welfare
recipients are so low. Add to this the weakness of the system of vocational
training, of active labor market policies in the form of income support dur-
ing periods of retraining, and of public provision of care for the young and
the elderly, and it becomes clear why these workfare programs have had
only very limited success. A serious part of the problem is that former wel-
fare recipients typically end up in jobs at the bottom of the wage scale,
which in these uncoordinated production regimes is very low, and conse-
quently integration into the labor market is not a ticket out of poverty.

Esping-Andersen (1999) makes the important point that changes in
family structures and in life cycles have created new risk structures that
are difficult to address through the traditional social insurance schemes,
particularly those characteristic of Christian democratic welfare states.
He suggests that more spending is needed on the young and on working-
age people for education and training and that spending needs to take
more differentiated forms to meet the needs of different groups. Clearly,
such spending needs to be financed predominantly out of general reve-
nue. These suggestions seem to imply a move toward more targeted
forms of programs, which stands in tension with the proven strength of
political support for universalistic programs. Similar support for such
new programs might be built if they grant entitlements on a statutory, not
discretionary basis, and if they are clearly targeted on support for periods
in education and training. As such, they would have a universalistic char-
acter, available by right to all who are engaged in particular educational
and training activities.

The fact that wage restraint will remain an essential ingredient of any
successful coordinated production regime–welfare state regime combi-
nation draws attention to the need for adjusting the systems of collective
bargaining in the context of the new crucial role played by the European
Central Bank. In theory, the transfer of monetary authority from the na-
tional to the European level should change the important positive rela-
tionship between coordinated bargaining, an independent monetary au-
thority, and wage restraint pointed to by Iversen (1998, 1999) and Hall
and Franzese (1998). The amalgamation of several national bargaining
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units into a single currency area should lower the overall degree of coor-
dination of bargaining. However, as Soskice and Iversen (1998) argue, the
situation in Europe is different, as the de facto power over monetary pol-
icy was already exercised by one agency, the German Bundesbank. They
outline two scenarios that could result from the transfer of monetary
authority from the German Bundesbank to the European Central Bank:
(1) the ECB targets the European, rather than the German, inflation rate,
departing from previous Bundesbank practice; or (2) the ECB takes ac-
count of the impact of German wage development on European inflation
and in part targets German as well as European inflation. Under the first
scenario, German wage bargainers have less incentive for restraint than
they used to have, and an inflationary settlement would increase Euro-
pean inflation. This would likely induce the ECB to take restrictive mea-
sures in response, which then would affect the rest of the EMU countries
as well and lead to a rise in unemployment across Europe. Under the sec-
ond scenario, there would be continued incentives for German labor
market partners to bargain with restraint, and thus the signals and incen-
tives for bargaining rounds in other countries would remain largely un-
changed. Certainly, the first couple of years after the transition present
difficult challenges, as national actors need to learn to anticipate the be-
havior of the ECB.

Moreover, Soskice and Iversen’s more positive scenario may be too
optimistic as it is based on the assumption that the German system of
central bank independence and coordinated sectoral-level bargaining
produced low unemployment as argued by Soskice (1990) and Hall and
Franzese (1998). These authors point to the success of the German sys-
tem in the 1980s, which produced 5.5 to 6 percent unemployment.
Though this was below the European average, it did not reach the 2 to
3 percent levels aspired to by the Nordic union movements. Indeed, the
Swedish LO has argued that the present Swedish system of sectoral-level
bargaining, an independent European monetary authority targeting
inflation, and a common currency or fixed exchange rates will not pro-
duce wage restraint as the economy approaches full employment. Particu-
larly for the smaller countries in Europe, the present system has deficient
controls on the wage demands of sheltered sector unions as the Euro-
pean Central Bank is unlikely to impose austerity on all of Europe in re-
sponse to a large wage increase negotiated by, say, the Swedish Commer-
cial Workers Union (Handels), because that agreement is unlikely to
affect Europe-wide inflation. The Danish, Finnish, and Austrian systems
provide for stronger central level controls either through state mediators,
governmental intervention, or central coordination by the unions.5
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Finally, what can we say about the politics of reforming welfare state and
production regimes? In other words, what are the political structures
and processes most conducive to a successful adaptation of welfare states
and production regimes to the new economic and demographic condi-
tions? We would define successful reforms as those making welfare states
and production regimes capable of keeping more than 90 percent of the
population out of poverty, providing everybody with adequate health care
and education, preventing the emergence of permanent groups of out-
siders, and being sustainable financially and in terms of political support.
This last criterion makes obvious the need for wide support or at least ac-
ceptance of any such reforms. Support or acceptance of reforms that en-
tail curtailments of benefits in the interest of employment creation, just
like acceptance of wage restraint, are greatly facilitated by a shared per-
ception of the severity of the unemployment and welfare state problems
and of the probability that the reforms will be successful. Obviously, the
severity of the crisis itself influences such perceptions. Procedurally, the
achievement of such shared perceptions is facilitated by the inclusion of
major parties and/or major peak associations in negotiations of reforms.
In contrast to the period of welfare state construction, then, corporatist
arrangements have come to play a crucial role in welfare state retrench-
ment and restructuring (Ebbinghaus and Hassel 1999). The experience of
most European countries has demonstrated that union support for or at
least acquiescence to reforms was essential. Exceptions to this pattern
were conjunctures where there was a widespread perception of crisis,
unions were on the defensive, and political systems provided for high
power concentration, such as in the United Kingdom, the Netherlands,
and New Zealand; there, governments could push through highly unpop-
ular reforms despite union opposition.6 However, at least the United King-
dom and New Zealand have failed by our criteria of success for reforms, as
poverty has increased above the 10 percent level.

Contributions to Theories of the Welfare State

Our analyses have provided support for our theoretical framework that
bases the explanation of welfare state development on the crucial role of
political parties, the underlying organization of subordinate classes and
the subordinate gender, the constitutional structure of the state, and the
impact of the international economy. Our power constellation framework
is related to the class struggle–power resource mobilization theoretical
approach but provides important amendments to the approach, in part
based on the recognition of the pivotal role of incumbency of different
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political tendencies, and in part based on the feminist critiques of the
class struggle–power resource mobilization approach. It also accepts
parts of the state-centric view of welfare state development but suggests
amendments to that view as well. Confirmation of the validity of our
framework was provided both by the cross-national quantitative and
comparative historical analyses, which showed the importance of politi-
cal parties with different power bases and of the strength of labor move-
ments. Our framework and the evidence amend power resources theory
by emphasizing the importance of political incumbency and by including
women’s organizational power based on mobilization in unions, political
parties, and women’s movements as an important determinant of the size
and character of the welfare state. Women’s mobilization and organiza-
tional power in turn were strongly supported by increasing labor force
participation.

Our framework incorporates the constitutional structure of the state
and policy legacies, two factors at the core of the state-centric approach
to the study of welfare states, as important determinants of welfare state
development. Our quantitative analyses as well as our case studies pro-
vided strong support for the impact of state structure on welfare state ex-
pansion and retrenchment. Constitutional structures with wide power
dispersion clearly slowed down both processes. Our framework proposed
amendments to the traditional state-centric view by giving the policy
legacies argument a directional character for the construction phase of
the welfare state and by insisting that bureaucrats and the relative success
of their actions be seen in the context of the power distribution in society
and political incumbency. The general arguments about policy legacies
tend to emphasize inertia and thus predict difficulties in retrenchment,
particularly of universalistic policies, but they fail to generate directional
hypotheses for welfare state construction. Inertia in principle could ap-
ply to generous and universalistic as well as to residual and means-tested
types of policies. We have tried to generate directional hypotheses in our
discussion of long-term effects of partisan incumbency, and we have sug-
gested that the general effect of policy legacies is upward, toward more
generous programs, but that partisan incumbency is the decisive variable.
Our evidence supported this view, as there was a general trend toward an
improvement of entitlements under both social democratic and Christian
democratic regimes before the changing economic conditions began to
dictate austerity in the late 1970s.

We argued that the influence of bureaucrats on social policy formation
is highly contingent on power relations in society and on the political ori-
entation of the government, and the evidence from our cases supports
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this argument. First of all, certain positions in the bureaucracy, such as
bureaus for women’s affairs, were only created in response to social and
political pressures. Second, the request to bureaucrats for the elaboration
of proposals for welfare state policies typically came from the minister in
charge of social policy, and this minister was of course appointed by the
party or parties in power. For the most part, the minister also set out the
basic parameters of the goals of the policy. The chance that any given
policy proposal elaborated by bureaucrats would get a sympathetic re-
ception depended on the degree of conformity of the proposal with
the preferences of this minister, the rest of the cabinet, and ultimately
the legislature. Other studies showed that occupants of state positions
charged with promoting women’s rights have been most effective where
they had strong allies in government, which in turn was mostly the case if
the government was formed by a left-wing party that had a strong inter-
nal women’s group and was in addition pushed by a strong external
women’s movement (Stetson and Mazur 1995). Our argument and evi-
dence concerning the contingency of bureaucrats’ policy influence on
wider power relations in the society and on political incumbency are fully
consistent with the compelling analysis of the National Labor Relations
Board in the United States by Stryker (1989).

We also found support for our intermediate, or mild, version of path
dependency in welfare state development. In chapter 2 we rejected the
strong, critical junctures version of welfare state development, according
to which the formation of welfare state and labor market institutions in the
early post–World War II period set countries on a path from which there
was little deviation later on. We later demonstrated how New Zealand
fell from the position of having the most generous and comprehensive
welfare state in 1950 to the position of being a laggard and ultimately of
having the welfare state regime transformed into a residual one. Or, in a
movement in the opposite direction, we saw how in Germany and Aus-
tria initially rather stratified welfare state regimes became more egalitar-
ian by eliminating differences between white- and blue-collar workers,
mainly due to pressure from the social democratic parties and the union
movements. However, in chapter 2 we also argued that there is consider-
able path dependency, that the effect of the underlying causes of welfare
state formation is not uniform over time, but rather that incumbency in
the formative period of welfare state institutions is more crucial than at
later points in time, and that the ratchet effect and the regime legacies ef-
fect cause path dependency. In chapter 5 we demonstrated that incum-
bency of Christian democrats in the early post–World War II period was
crucial for the revival of occupationally based multiple insurance schemes,
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which competed with plans for the introduction of more unified schemes
promoted by social democrats in Germany and the Netherlands. We also
demonstrated how social policies that benefited large sectors of the pop-
ulation, once introduced, became widely accepted and set the base point
for discussion about further policy reforms, a phenomenon we called the
ratchet effect. We further showed that the combination of generous un-
employment benefits and wide union contract coverage led to the mar-
ginalization of low-wage employers in the Nordic and northern Conti-
nental European countries and thus to the loss of influence of opponents
of generous welfare state regimes, and we called this a regime legacies ef-
fect. On a more general level, we showed that same effect in that pro-
longed incumbency of social democratic parties and the consequent firm
institutionalization of a generous welfare state regime caused employers
to adjust their expectations accordingly and not waste political capital in
fights opposing welfare state programs that they could not win, though
they continued consistently to oppose the level of taxation that these pro-
grams entailed.

Our conceptualization of the ratchet effect is compatible with the con-
cept of policy legacies, but it is not the same. The conceptualization of
policy legacies emphasizes inertia, or the difficulty of changing to differ-
ent policies because of the stakeholders in the existing policy regime.
Thus, policy legacies can have a depressing as well as an expansive effect
on welfare state development. Our policy ratchet effect denotes an up-
ward trajectory only, that is, an expansive effect. In our discussion of the
period of retrenchment, then, we used the concept of policy legacies,
since the struggle became mainly one over preserving what had been
achieved. Expansion was by and large off the agenda, but policy legacies
could greatly slow down retrenchment.

Our categorization of welfare states built very heavily on Esping-
Andersen’s (1990), except that we added the fourth world of wage earner
welfare states and renamed his conservative-corporatist category. How-
ever, our analysis brought to the fore one fundamental disagreement with
his conceptualization of social democratic welfare states. He sees decom-
modification as a defining feature of the social democratic welfare state
regime, whereas we have emphasized the strongly labor-mobilizing fea-
tures of that regime. Of course it is true that the social democratic welfare
state regime aims at offering a safety net that preserves a person’s living
standard when that person is separated from the labor market. However,
the emphasis is on involuntary and temporary separation from the labor
market, except in the case of old age, and on maximum support for rein-
tegration. Moreover, the social democratic welfare state and associated
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coordinated production regimes have aimed at integrating a maximum
proportion of the population into the labor market, principally by mak-
ing paid work compatible with child rearing.

Neither our quantitative analyses nor the comparative historical stud-
ies provided much support for the logic of industrialism thesis.7 It is clear
that demographic factors, that is, dependency ratios that turned unfavor-
able, have been and will continue to be challenges for welfare states.
However, as we showed, dependency ratios depend not only on the rela-
tive size of different population groups, but also on overall activity rates
that vary greatly across countries. It is also clear that growing needs drive
up expenditures under any given set of entitlements, be it an increasing
number of pensioners driving up pension expenditures or an increasing
number of unemployed driving up expenditures for active and passive la-
bor market policies. However, we found very little evidence outside of
the United States that suggested a role for the organizational power of
pensioners per se in shaping pension entitlements, independent of unions
or political parties, and we found no such evidence for the unemployed.

Despite the widely accepted claims that the politics of retrenchment
are very different from the politics of welfare state development, and de-
spite our own agreement with the proposition that policy legacies are im-
portant, we found a significant degree of continuity in determinants of
welfare state generosity. The most marked continuity we found was in the
impact of state structure. This impact manifested itself both in the con-
text of radical cuts, which occurred only under conditions of power con-
centration, and in the blocking or watering down of reforms in bicameral
parliaments or by referenda. One clear change we found was a reduction
of partisan differences due on the one hand to high support for the wel-
fare state, which made cuts politically difficult, i.e., a policy legacies ef-
fect, and on the other hand to economic constraints, which made expan-
sion very difficult. Yet, in the case studies we also found evidence that the
political composition of governments and power relations in society con-
tinued to make a difference in the phase of retrenchment. All of the ide-
ologically driven cuts were carried out by secular right-wing parties in so-
cieties with declining union movements and without significant Christian
democratic presence. On the other side of the political spectrum, social
democratic governments attempted some restoration of benefits that had
been cut by center-right governments, once economic conditions and the
fiscal situation of the state had improved enough to make this feasible.

We further amended existing welfare state theory by widening our
perspective to include production regimes. We emphasized the impor-
tance of the connection to production regimes both for an understanding
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of the emergence and continued viability of generous welfare states. Co-
ordinated production regimes are crucial for the affordability of generous
welfare states, as such welfare states require a strong tax base and thus an
expansion of employment in high wage production. In a developmental
sense this relationship is to be seen as an argument about path depend-
ency, insofar as coordinated production regimes make the establishment
of generous welfare states more likely. Embeddedness in a coordinated
production regime is not a precondition for the establishment of com-
prehensive pension and medical insurance, as shown by the example of
Australia in the 1990s, but it is a facilitating condition for the expansion
of such programs and even more so for other transfers and services. What
we have called a mutually supportive or enabling fit applies to transfer
programs for the working-age population, as well as to services for the
young and the working-age population. High transfer benefits for the
working-age population imply a high reservation wage and thus obstruct
the expansion of low-wage jobs. High-quality services in education, labor
training, retraining, and employment searches in turn promote the ready
availability of a qualified labor force for high-quality-high-wage produc-
tion; and child care services enable women to become part of that labor
force. Coordinated production regimes in turn maintain a generally high
wage level through high bargaining coverage.

Coordinated production regimes also used to sustain higher invest-
ment levels than uncoordinated production regimes on the basis of pref-
erential credit provided through government policies or through special
relationships between enterprises and banks. Higher investment levels in
turn are linked to growth of employment and thus to the viability of gen-
erous welfare states, another example of the mutually enabling fit. A fur-
ther essential characteristic of coordinated production regimes is coordi-
nated wage setting. Coordination of wage setting is important for the
exercise of wage restraint—within the context of high-wage economies—
in the interest of sustaining competitiveness against other high-wage
countries. We noted that the transfer of de facto monetary authority in
Europe from the Bundesbank to the European Central Bank introduces
at least transitional uncertainty as there are no established patterns of
policy making of the European Central Bank that could serve as guide-
lines for wage bargainers.

Finally, our theoretical framework drew attention to the impact of the
international economy on the development of the welfare state, and we
have addressed theories, or better, a loose set of propositions, concerning
the impact of globalization on welfare states. We have taken issue with
the argument that an increase in trade openness made economies with
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generous welfare states unviable. We pointed out that the most generous
welfare states had been constructed in highly trade-open economies and
that there was only a modest increase in trade for these countries over the
past fifteen years. We did find the internationalization of capital markets
to be a serious problem for coordinated production regimes and thus in-
directly for generous welfare states. Internationalization of capital mar-
kets made the pursuit of traditional investment promotion policies more
difficult or even impossible, and it also obstructed the pursuit of counter-
cyclical management. The third aspect of economic internationalization,
internationalization of production, we found to be predominantly a po-
litical problem. Most direct foreign investment flows to other highly de-
veloped countries, and investments that require high skill production find
the most hospitable environments in other high-skill-high-wage econo-
mies, not in the developed countries with the lowest wage levels. How-
ever, the higher credibility of the exit threat resulting from international-
ization of production clearly gives more leverage to capital and thus puts
downward pressures on employer contributions to welfare state pro-
grams and on corporate taxation.

Contributions to Theories of the State

In the initial elaborations of power resources theory, it was presented as
a theory of the state, an alternative to pluralism and orthodox Marxism
(Korpi 1978, 1983; Stephens 1979b). The theory argued that, in the ab-
sence of working-class organization, the orthodox Marxist theory was es-
sentially correct: Public policy was formed according to the interests of
capital. While the theory did see an important role for active participa-
tion of capitalists in the policy-making process, the primary mechanisms
by which the rule of capital was secured was through the structural de-
pendence of the state on capital, that is, the dependence of state policy
makers on capital’s willingness to invest, and through hegemony, ideo-
logical domination. The latter was viewed not in a conspiratorial fashion,
though conscious efforts to influence the public’s political consciousness
were ever present, but rather importantly as influenced by inertia. As
Mann (1973) points out, socialism, or any other ideology that imagines a
substantially different way of organizing society, is learned. Thus, ceteris
paribus, everyday consciousness will reproduce itself and thus is a con-
servative force. An important part of the organizing task of the working-
class movement was to promote a counterhegemony, an alternative im-
age of how society might be organized. The theory hypothesized that
the state would respond to changes in working-class organization, and the
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main mechanism by which this response was effected was electoral: the
working-class movements organized and propagandized for electoral
support for social democratic parties, which, when in office, would pass
legislation favorable to working-class interests.

Even in the original formulations, the theory envisioned this as a
process of coalition making, and, in the analysis of Scandinavia for in-
stance, saw a shift from a farmer-worker coalition to a wage earner al-
liance as the farming population declined and postindustrial capitalism
rose (Korpi 1978, 1983; Stephens 1979b; Esping-Andersen 1985). Even at
that time, the postindustrialization of society had created new social move-
ments, and subsequent formulations of the theory have sought to include
these as bases for challenging the rule of capitalist interests and market
principles of allocation. In this book, the women’s movement has figured
most prominently; had we examined environmental policy rather than so-
cial policy the environmental movement would have been more central.

Our analysis of welfare state expansion and even more so retrench-
ment provides support for the structural dependence of the state on cap-
ital thesis, which power resources theory shares with neo-Marxist analy-
sis, such as Block (1977) and Lindblom’s (1977) neopluralism. Even in
the Golden Age, when countries imposed controls on the mobility of
capital, governments of all political colors in all advanced capitalist soci-
eties were dependent on business investment to stimulate growth, which
limited the degree to which governments could tax capital or impose reg-
ulations that would reduce profitability. Thus, in sharp contrast to the
strong partisan effects on social policy, one does not find strong partisan
effects of the level of corporate income taxes, for example, even in this
period. The deregulation of financial markets and the multinationaliza-
tion of production has further increased the political leverage of busi-
ness. While it is difficult to detect any trends to lower business taxation in
the data (Swank 1998), our case studies show that at the very least gov-
ernments, including social democratic ones, believe that concessions to
business in tax policy and regulation were necessary to keep business in
the country and to stimulate further investment (also Ganghof 2000).

The first attempts to apply power resources theory to variations in the
welfare state were explicit about the link between the theory and the vari-
ables employed to operationalize working-class strength, union organi-
zation, and left party rule but not very explicit about the relationship of
the control variables and the related theories (e.g., logic of industrialism)
to any theories of the state (Korpi 1983; Stephens 1979b). In his book on
pension policy, Myles (1984) made this link explicit, and it soon became
typical for analyses of welfare state variation to frame them as tests of
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state theory (e.g., see Pampel and Williamson 1988, 1989). It was the link
to theories of the state that made empirical works in comparative social
policy relevant to a much wider audience of political sociologists, politi-
cal economists, and political theorists and explains why they found their
way into the leading journals in sociology and political science.

What then are the implications of our results for the theory of the state
in advanced capitalist democracies? In the case of the logic of industrial-
ism theory, we must first briefly review the theory and its conventional
operationalization, as the theory of the state is implicit rather than ex-
plicit. In the operationalization and testing of this approach, the aged
proportion of the population and the level of economic development
have figured prominently as the main predictive variables. According to
the theory, the level of economic development operates largely indirectly
through its effect on the changing demographic and occupational struc-
ture, though it was also hypothesized to enable social policy innovation
by increasing the total pool of resources. The main hypotheses linking
the theory to theories of the state are the transformations of demo-
graphic and occupational structures. According to the theory, industrial-
ization creates “new needs,” groups in need of temporary income support
(unemployed and ill workers) and permanent income support (pension-
ers) who depended on the agrarian extended household before, as well as
those in need of services required by or enabled by industrial society,
such as education and medical care. The theory, in its bare bones, is struc-
tural functional and thus without agents. Wilensky (1975: 26 –27) pro-
vides the agents, primarily the needy themselves, but also those on whom
the needy would be dependent (offspring, parents, etc.). Thus, the theory
implied a theory of the state—that the state responded to the demands of
its citizens—essentially a pluralist theory of the state.

Though one might identify many needy groups, the only one that
found its way into the quantitative studies was the aged. The initial stud-
ies, both cross-sectional (Wilensky 1975, 1976) and pooled time series
(Pampel and Williamson 1988, 1989) appeared to confirm that there was
a strong relationship between social spending and the proportion of the
population aged net of a number of control variables. But these studies
failed to distinguish between the automatic effect that the growth of the
aged has on expenditures at any level of entitlements and an actual effect
of the proportion aged on entitlements, and it would be necessary to
show the latter in order to support the pluralist theory of the state as
Pampel and Williamson intended it to. Our regressions on pensions stan-
dardized by the aged proportion of the population, which control for the
automatic effect of the proportion aged, show no effect of the aged on
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pension generosity, the one policy for which one would hypothesize the
effect to be strongest.8

State-centered theory received some strong support in our analysis but
not when it made claims that detached state effects, even if only in rela-
tive terms, from the structures of power in society and partisanship in
governance. Heclo’s (1974) strong statement of this view, in which the ac-
tivities of bureaucrats are the primary determinants of policy outcomes
and electoral outcomes are irrelevant, received no support. By contrast,
Stetson and Mazur’s analysis, in which femocrats were influential in pol-
icy making but only in combination with left government and women’s
mobilization, is completely consistent with the picture painted by our
analyses. Likewise, the case studies of retrenchment in the last chapter
made it clear that strong effects of constitutional structure on social pol-
icy generosity were contingent on partisan governance and the world
economic conjuncture. In the retrenchment era, concentration of gov-
ernment power facilitated moderate retrenchment and, when combined
with right-wing government and plurality elections and single-member
districts, it enabled radical neoliberal cutbacks.

Thus, our results give extremely strong support to our power constel-
lation theory and indirectly to its precursor, power resources theory.
While one might question the link between Christian democratic gover-
nance and power resource theory (see below), the strong effect of social
democracy on all of our dependent variables does provide unambiguous
support for the theory. Moreover, power resources theory’s main predic-
tion is not that social democratic welfare states will spend more, but
rather that they will be redistributive and poverty reducing, as well as,
based on the incorporation of gender into the theory, gender egalitarian.
While we found some Christian democratic governance effects on pov-
erty reduction, they were much smaller than the social democratic ef-
fects, and Christian democracy had no effects on redistribution and, of
course, was negatively related to gender-egalitarian outcomes.

As in the case of constitutional structure, we consider our analysis of
gender to be a modification of the original power resources approach
rather than derivative of it. We do not believe that patriarchy can be de-
rived from the structures of capitalism, but rather that it is an autonomous
structure of inequality that interacts with the class structure. But from
there there are many parallels and interactions in our analysis of gender
and class. They both involve struggles of subordinate groups against
dominant groups, and the method of struggle is organization. Perhaps
even more so in the case of gender, a focus of the political struggle is to
develop counterhegemony, to alter consciousness about the appropriate
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relations between the genders, and this in turn influences the policy pro-
cess largely, though hardly entirely, through the electoral mechanism. Fi-
nally, both struggles are focused on substituting political decisions on al-
location for market allocations, and it is around this link that the alliance
of feminism and social democracy is formed.

Our empirical results are quite clear, but we are mobilizing them here
to support a theory of the state and a view of the American state that is rad-
ical and will be rejected out of hand, particularly by most Americanist po-
litical scientists. This theory of the state argues that it is the distribution of
class power that is most influential in determining policy outcomes, par-
ticularly those with distributive implications. Even in the best condi-
tions—that is, best for organized labor, women, and social democracy—
the result of the policy process is a compromise between capital and labor.
Even in the Nordic countries, capital has considerable hegemonic power
and states are structurally dependent on capital. On the other end of the
spectrum, in the United States, the policy configuration is much less favor-
able to workers, especially to working-class and poor women, and is much
more favorable to capital, the wealthy, and the professional and manage-
rial upper middle class. In our view, this outcome is the result of a distri-
bution of class power that is much more favorable to capital and its affluent
allies. Perhaps belaboring the point, but making its implicationsforAmer-
ican democracy clear, this means that the great limitations of American so-
cial policy work to the benefit of a wealthy minority by keeping the tax
level exceedingly low and, in this sense, that the UnitedStates is lessdemo-
cratic than countries where working-class movements are stronger.

This interpretation will be unpalatable to many and thus we antici-
pate that either our empirical results will be dismissed or, more likely
given their unambiguity, reinterpreted to support a more acceptable the-
ory of the state and view of American democracy. Let us anticipate what
that interpretation might be in order to suggest counterevidence. As
Tufte (1978) did more than a decade ago, one might interpret the find-
ings in cross-national studies of strong partisan differences between con-
servative and left governments as indicating that the citizenry of these
countries simply had different preferences. In good pluralist fashion,
one might assume that party competition will result in parties attempt-
ing to compete for the support of the median voter, and thus that dif-
ferences in public opinion will translate into policy differences. While
our view of power is more complex, citizens’ preferences are part of the
process and the hegemonic struggle to shape public consciousness is an
essential part of the determination of state policy. As Lukes (1975) has
pointed out, the pluralists are not only reluctant to enter the argument
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about the formation of preferences, but are even likely to declare it fun-
damentally unscientific, contending that the analyst is likely to project
an “objective” or “real” interest on groups based on his/her ideological
preferences. By contrast, Lukes contends that the formation of prefer-
ences is an essential element of the operation of power, but declares
that, precisely because social scientists differ in what they believe the
real interest of groups to be, power will always be an “essentially con-
tested concept.” Though Lukes holds out some promise of bringing em-
pirical evidence to bear on the question, he is skeptical that debates on
the question of power in capitalist society are resolvable through ap-
peals to empirical evidence because of differing ideologies in the social
scientific community.

We find the pluralist view to be untenable and Lukes’s view to be too
pessimistic. To argue that power in democracies does operate in part
through successful attempts to influence public opinion is not only a com-
monplace view in the mass public and among journalists, most pluralist so-
cial scientists admit that this is the case also. We agree with Lukes that
empirical research will not eliminate paradigmatic diversity in the study
of power in social science because divisions of interests in capitalist soci-
eties will always be represented in social science theory, though not in a
one-to-one fashion and unevenly across social science disciplines. How-
ever, that does not mean that empirical evidence cannot be brought to bear
to adjudicate disputes about the theory of the state in capitalist society.
For example, two decades ago it was a widely held view, not just among
Marxist scholars, that the welfare state did not redistribute income, and
this was presented as evidence that even social democratic governance
could not alter policy outcomes in capitalist societies (e.g., see Wester-
gaard and Resler 1975; Parkin 1971). The evidence from the LIS surveys
has made this view completely untenable and thus has changed the terms
of the debate.

In the case at hand, the central problem is to account for the differ-
ences in preferences across capitalist democracies and for changes in
preferences through time. This is a gigantic research project in itself, and
we can do no more than outline what we think the positions in the debate
are and why we think that the evidence presented in this book supports
our point of view. As one saw in our elaboration of long-term change in
chapter 2, in our view, the specific policy preferences and even more so
the broader ideology of mass publics are historical creations in which so-
cial movements, above all the labor movement, but more recently the
new social movements, transformed social consciousness. We contend
that the differences in social consciousness across countries before the
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development of modern labor movements (meaning the unions and
the related parties and auxiliary organizations), say 130 years ago, would
be poor predictors of variation in the policy preference of mass
publics today. As these labor movements reached more people with their
organizing activity, they gradually transformed social consciousness. As
they grew as electoral forces, they began to influence the terms of
public debate and policy outcomes. Decisive turns, as our quantitative
analysis and comparative case studies indicate, came at the points at
which they could influence government formation and, even more, form
governments themselves or in coalitions with other parties. The passage
of policy initiated what we termed the ratchet effect; once the policy was
instituted, its constituency expanded as its benefits became apparent to
the citizenry. In countries such as the Nordic ones, this initiated a path-
dependent interactive process in which the policy ratchet effect, labor
movement counterhegemony, transformation of social consciousness,
policy transformation, left governance, and consequent policies facilitat-
ing organization fed each other. As our analyses of the development of
women’s movements and gender-egalitarian legislation showed, an ex-
actly parallel path-dependent process developed later between women’s
organization, policy developments, and consciousness transformation.
At the other extreme, the process, at least in regard to the labor move-
ment and class-egalitarian policies, barely got off the blocks in the United
States. Our other cases are arrayed in between these polar types.

In fact, there is a pluralist alternative to our view. It is an extension of
the American exceptionalism thesis, so ably defended by Lipset (e.g.,
1963, 1977). That thesis links the weakness of American socialism and
collectivist social policy (the welfare state) to long-standing, historically
rooted American individualism, which in turn can be linked to the op-
portunity the frontier offered to the destitute in search of betterment.
To extend this to explain the full array of our cross-national differences,
one must argue that differences in current preferences are products of
long-standing differences in (political) culture that predated the devel-
opment of modern labor movements and in fact explain the differential
growth of those movements across these countries.

From the point of view of the outcomes we observed, this argument
has some merit in explaining the development of the Christian demo-
cratic welfare state. There were long-standing cultural differences be-
tween Catholic, Protestant, and mixed countries, which were promoted
by powerful institutional actors—the churches themselves and their al-
lies—and go far in explaining the development of modern political Chris-
tian democracy. Where the Catholic Church was strong, the development

Conclusion 343



of a strong Christian democratic movement with a multiclass base and a
project of mediation of class interests, and thus the development of a
Christian democratic welfare state, was much more likely. However, in
truth, the existence of a strong Catholic culture and the subsequent de-
velopment of Christian democracy was a double-edged sword for the de-
velopment of generous welfare states. On the one hand, it arguably rec-
onciled middle- and upper-class Catholics to the welfare state who, in a
Protestant society, would have been opposed to such policies and would
have supported secular conservative parties. On the other hand, by at-
tracting working-class support, it stunted the growth of social democracy
and thus of a yet more egalitarian thrust of social policy. We remind the
reader that while we found Christian democracy to be strongly related to
welfare state generosity, it was social democracy, including social democ-
racy in Christian democratic welfare states, that was primarily respon-
sible for the egalitarian thrust of policy, which is the central concern of
the power resources theory of the state.

Moreover, other than the observation that a strong Catholic culture
weakened the social democratic thrust, there is little in the historical ma-
terials to support the view that current policy configurations and the un-
derlying policy preferences can be linked to long-standing cultural dif-
ferences, and there is much to contradict it. Among the Nordic welfare
states, at the one end, Sweden was authoritarian and hierarchical 130
years ago while Norway was egalitarian and near democratic. Yet the wel-
fare states in the two countries are now very similar. More telling is the
contrast between the paths of Australia and New Zealand on the one
hand and the Nordic countries on the other hand in just the last fifty
years. By all accounts, Australia and New Zealand were radically egali-
tarian in their cultures, as early as only a few decades after their initial
colonization, and as of 1950 they were among the most advanced welfare
states, in the case of New Zealand the most advanced, in the world. While
comparable survey data do not exist, one would be hard pressed to make
the case that the Nordic countries, with the possible exception of Norway,
were more egalitarian or more supportive of social policy innovation at
that time. Moreover, Australia and New Zealand ranked high in the en-
tire post–World War II period on indicators of left and labor strength,
such as union density and votes for left parties. Nevertheless, as we saw
in chapter 5, the trajectory over the second half of the twentieth century
took the two sets of countries in quite different directions. Relatively con-
tinuous social democratic government in the Nordic countries was ac-
companied by the path-dependent pro–welfare state feedback process
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referred to above, while relatively continuous conservative government
led the Antipodes to maintenance of the status quo.

A similar argument can be made about women’s movements and the
spread of gender-egalitarian values. Here the Nordic countries display
the most remarkable transformation. What survey evidence there is indi-
cates that the Nordic publics were more conservative than those in the lib-
eral countries, particularly the United States, in their views on gender
roles in the early postwar period. While there has been a movement to-
ward gender egalitarianism in almost all industrial societies, the transfor-
mation in the Nordic countries, initiated by the path-dependent feedback
process between women’s labor force participation, feminist conscious-
ness, women’s organization, alliances with social democracy, and gender-
egalitarian social policy described in chapter 5, is most remarkable.

Distributive outcomes of state policy, then, are not caused by a dis-
tribution of preferences that is somehow rooted in deep and rather im-
mutable cultural traditions, but rather they are caused by historical
processes of organization and struggle that created different power dis-
tributions and thus different distributions of preferences. We don’t mean
to suggest a voluntaristic picture of history and politics; rather, these his-
torical processes of organization and struggle were profoundly influ-
enced by economic and social structures. However, we do want to stress
that the distribution of preferences, or public opinion, is shaped by un-
derlying power distributions, and that these power distributions can be
modified through purposeful political organizing on the part of subordi-
nate groups and through the exercise of governmental power. Thus, ulti-
mately political action by organizers and political choice by governments
matter for the distributive outcomes of state policy, albeit within the con-
straints set by national and international social and economic structures.
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354 Appendix

Table A.4 Social Security Benefit Expenditure (ILO) (Percentage GDP)

Levels Annual Change

1958 1973 1980 1989 1958–72 1973–79 1980 –89

Social democratic welfare states
Sweden 11 20 31 33 .65 1.50 .24
Norway 8 17 20 19 .65 .52 �.07
Denmark 11 17 26 28 .44 1.26 .14
Finland 9 13 17 21 .33 .70 .37

Mean 9.6 17.1 23.6 25.3 .52 1.00 .17

Christian democratic welfare states
Austria 14 17 21 24 .26 .76 .24

Belgium 13 19 24 24* .34 .87 .03
Netherlands 11 21 27 27 .71 .96 �.02
Germany 17 18 23 22 .06 .82 �.10

France 13 18 25 26 .35 .99 .09
Italy 11 15 17 22 .35 �.55 .53
Switzerland 7 12 13 13 .23 .21 .03

Mean 12.1 17.0 21.6 22.7 .33 .58 .11

Liberal welfare states
Canada 8 13 13 17 .34 .00 .39
Ireland 9 10 19 17 .10 1.04 �.18
U.K. 10 13 17 16 .27 .55 �.11
U.S.A. 6 10 12 11 .32 .19 �.04

Mean 8.4 11.6 15.4 15.5 .26 .45 .02

Wage earner welfare states
Australia 4 8 11 8 .30 .59 �.34
New Zealand 6 12 17 19 .39 .95 .19

Japan 4 5 10 11 .06 .70 .11

*Figure for 1986.
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Table A.5 Public Pension Expenditure (Percentage GDP per Aged Person)

Levels Annual Change

1958 1973 1980 1989 1958–72 1973–79 1980 –89

Social democratic welfare states
Sweden 23 44 59 78 1.43 2.06 1.86
Norway 14 54 50 51 2.75 �.03 .08
Denmark 26 43 54 53 1.28 1.39 �.14
Finland 23 45 50 73 1.59 1.14 2.24

Mean 21.3 46.2 53.6 63.6 1.76 1.14 1.01

Christian democratic welfare states
Austria 36 49 57 71 1.10 1.17 1.38

Belgium 24 36 45 48* .68 1.49 .29
Netherlands 40 74 98 85 2.27 3.67 �1.25
Germany 62 52 62 60 �.68 1.75 �.17

France 24 43 54 71 1.29 1.66 1.66
Italy 33 54 43 80 1.64 �2.06 3.70
Switzerland 14 50 53 50 1.88 .95 �.34

Mean 33.1 51.3 58.9 66.5 1.17 1.23 .75

Liberal welfare states
Canada 19 32 34 40 .86 .28 .54
Ireland 16 25 45 42 .74 2.40 �.29
U.K. 17 33 37 31 1.30 .64 �.59
U.S.A. 19 37 33 36 1.07 �.53 .25

Mean 17.7 31.7 37.5 37.2 .99 .70 �.02

Wage earner welfare states
Australia 11 28 39 29 1.04 2.14 �.97
New Zealand 16 46 85 82 1.99 6.58 �.31

Japan 1 7 28 33 .34 3.09 .51

*Figure for 1986.
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Chapter One

1. This theory is most explicitly presented in the 1992 book, but has deep roots in our
earlier work on the politics of reform (Stephens 1979b; Stephens 1980; Stephens and
Stephens 1982, 1986).

2. We adopt the terminology “power resources theory” rather than alternatives de-
noting the same theoretical position, such as the working class power approach (Weir and
Skocpol 1985) or the social democratic model (Shalev 1983) because arguably Korpi’s for-
mulation has become the most influential. See O’Connor and Olsen 1998 for a critical 
appraisal.

3. See our example at the end of the next paragraph.

Chapter Two

1. Baldwin (1990) presents another line of argument, primarily a critique of the
power resources approach, contending that actuarial categories, not social classes, are the
real collective actors responsible for influencing welfare state formation. Social groups
sharing the same risk situations (i.e., actuarial categories) have the same interests with re-
gards to contributions and benefits from different programs of social protection, and since
risk situations frequently cut across social classes, actuarial categories are more likely col-
lective actors. In direct contradiction to the power resources view, Baldwin contends that
the middle classes (or risk categories) were the main agents of expansion of generous wel-
fare states. We see no compelling theoretical reasons why one should expect actuarial cat-
egories to perceive themselves as members of a collectivity and form organizations to pur-
sue collective interests, such as close social interaction, shared work experiences, etc., nor
do we see any empirical evidence that risk categories have been the basis for social identi-
fication and mobilization. We present evidence against this view in chapter 5.

2. Orloff (1993b, 1996) and O’Connor (1996) offer excellent analytic reviews of this
literature.

3. In our previous work on the politics of reform in Peru (Stephens 1980) and Ja-
maica (Stephens and Stephens 1986) and in Capitalist Development and Democracy we
took state autonomy and capacity into account as very important factors, but not in the
present study. In other words, we do not categorically reject these variables as causal fac-
tors, but rather because they are not important for the patterns of long-term change of
welfare state regimes in advanced industrial democracies examined here.

4. For a more thorough discussion of these issues see Rueschemeyer, Stephens, and
Stephens 1992: 51– 63.

�
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5. For two modern classic statements of the “price of business confidence” argument
from very different theoretical frames, see Lindblom 1977 for a “neopluralist” view and
Block 1977 for a neo-Marxist view.

6. The United States with a presidential system and very weak parties is the one case
where this statement might be challenged. There it has been possible for women’s organi-
zations to influence policy, particularly antidiscrimination and civil rights policy, largely
autonomously from political parties (O’Connor, Orloff, and Shaver 1999).

7. In countries where civil society and the party system are weaker and political insti-
tutions less well consolidated than in the OECD countries that are the subjects of our in-
vestigation here, high officials in state bureaucracies may have more leeway to influence
legislation. Weyland (1996) makes the case that progressive bureaucrats heavily influenced
legislation on health reform in Brazil in the 1980s. However, their influence remained
confined to formal legislation; the programs remained empty shells as the balance of
power in the society and the structure of the political institutions simply kept them from
being funded.

8. Pierson (1994) makes the plausible argument that power concentration also con-
centrates blame and thus makes governments reluctant to cut welfare state programs. We
address the contending views on this issue in Chapter 7.

9. Though we are adopting Soskice’s terminology, we are not using the same concep-
tualization of production regimes that he does. He focuses primarily on coordination
among enterprises and between enterprises and financial institutions in the areas of train-
ing, research, production, financing, etc., whereas we focus on relations between enter-
prises, banks, labor, and the government in the areas of wage setting, investment, and em-
ployment promotion. Thus, our focus has more of a macro orientation than his.

10. See Western 1991 for a statistical analysis confirming this view.

11. We are grateful to Paul Pierson for suggesting to us the distinction between
changing preferences, a changing universe of actors, and changing expectations.

12. Thus, we have to recognize that theoretically the ratchet effect could go in a con-
servative direction. It is possible to create resistance against universalistic and redistribu-
tive policies by creating fragmented programs that privilege certain groups over others, or
by giving incentives to foster private alternatives. Nevertheless, in practice the ratchet ef-
fect on public social policy expenditures has clearly tended upward.

13. For example, see our discussion of the consequences of the Swedish Social Dem-
ocratic victory in the 1960 election in chapter 5.

14. We are particularly indebted to Peter Hall and Gøsta Esping-Andersen for push-
ing us to clarify our view on this.

15. See Pierson (1999) on increasing returns and path dependence.

16. Theories of the causes of retrenchment are reviewed at the beginning of chapter 7.

17. Clearly, this choice holds level of development and position in the world econ-
omy to a large extent constant. We are keenly aware of the fact that developing countries
simply do not have the same options in shaping social policy and constructing production
regimes as the countries we are studying. In fact, our next project will address precisely
the question of options in these areas open to countries in Latin America and the Carib-
bean. However, the availability of the options to build generous welfare states does not
mean that these options are exercised; in other words, a high level of development is a
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necessary but by no means sufficient condition for the construction of generous and redis-
tributive welfare states, as our analysis will show.

18. John Stephens acted as a discussant at the initial meeting of the Max Planck
group in March 1998 and in the presentation of the draft chapters in February 1999.

19. We say “the single most important determinant,” not “the only determinant” or
even “the determinant more important than all other factors combined.” Moreover, since
we know that partisan dominance itself had social and historical determinants, the U.K.
with Christian democratic hegemony or the U.S. with social democratic hegemony are
difficult scenarios to imagine. Nonetheless we will argue in the conclusion of chapter 5
that other scenarios, such as Germany with social democratic dominance or Norway with
bourgeois dominance, are more plausible and that such mental experiments, buttressed
with the data contained in chapters 3, 4, and 5, are necessary to assess the causal claims
put forward in this book.

20. Here we partly follow Fearon (1996). Fearon adds that one can cite theory (pre-
sumably otherwise empirically validated) to support one’s counterfactual. This would ap-
pear to us to be illegitimate given the aims of our counterfactual analysis. Fearon’s goal is
to ask if the historical trajectory of a particular case would have been different had an
event been different. He assumes uncontested theory. In our case, the theory is contested
and we want to ask also what the particular case says about the competing theories. Citing
our favored theory to support our favored counterfactual would be circular.

21. See our discussion of these and other related points touched on here (Ruesche-
meyer, Stephens, and Stephens 1992: 27–39).

22. This passage overstates the pro–social policy reform posture of the Conserva-
tives and even more so the employers since both opposed the tax increases necessary to
pay for the reforms.

Chapter Three

1. The pooled time series of social rights data assembled by the Social Citizenship
Indicators Project at the Institute for Social Research at the University of Stockholm is
not yet in the public domain. See Korpi 1989, Palme 1990, Kangas 1991, Wennemo 1994,
and Carroll 1999 for analyses of these data.

2. This assessment is not universally accepted. For instance, Leira (1992: 170) argues
that “the Norwegian welfare state policies towards mothers in employment display a mix-
ture of measures, a passive partnership at best, with more than a tinge of patriarchal over-
tones.” However, it is a fact that the Scandinavian social democratic parties were the first
ones to adopt quotas for women’s representation in leadership positions and as candidates
for election, and their governments made conscious efforts to increase the representation
of women in the corporate bodies that are so important in the policy-making process
(Hernes 1987: 95).

3. The health employment data are from the WEEP data set (Cusack 1991) and 
the health expenditure are from Huber, Ragin, and Stephens (1997), originally from
the OECD.

4. Both of these studies were available to us in manuscript form when we developed
the index of constitutional structure for Huber, Ragin, and Stephens 1993.

5. Besides providing for compulsory referenda on certain legislation, the Swiss con-
stitution also provides the option for any interested parties to collect signatures and force
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a popular vote on other legislation. Most of these referenda have resulted in defeat of the
proposed legislation. For the function of referenda and their conservatizing impact, see
Neidhart 1970.

6. Tsebelis (1995) provides a later development of this idea. See note 10 in this chap-
ter for a further explanation of our index of constitutional structure.

7. The Huber, Ragin, and Stephens (1997) data set can be downloaded at http://
www.lis.ceps.lu/compwsp.htm.

8. These data were kindly provided to us directly by Thomas Cusack.

9. Calculations by David Bradley. We use the same adjustments for household 
size favored by Mitchell (1991) and Atkinson, Rainwater, and Smeeding (1995). Up-
dated data for the overall Gini are available at the LIS web site (http://www.lis.ceps
.lu/compwsp.htm). We use the definition of poverty as less than half the median income,
adjusted for household size, the same definition favored by Atkinson, Rainwater, and
Smeeding (1995) and used for the data available at the LIS website (http://www.lis.ceps
.lu/compwsp.htm).

10. In our previous analyses we included single-member districts as an indicator of
power dispersion in our index of constitutional structure. Our logic was that proportional
representation encourages party discipline and thus concentration of power whereas
single-member districts reduce central party control over candidates and thus disperse
power. We were criticized on the grounds that single-member district systems greatly ex-
aggerate electoral majorities and thus can contribute to a concentration of power. Based
on our comparative historical work, we think that this is true but only where single-
member districts coexist with disciplined parties and centralized government, as in Britain
and New Zealand. Rather than construct a more complex interactive measure, we have
settled for the simpler, and more defensible, measure that eliminates this item from the 
index. We also constructed an index that included judicial review as an additional indica-
tor of power dispersion; the results differed little from those with the index used and pre-
sented here.

11. While we agree with King, Keohane, and Verba (1994: 173) that one should not
control for an explanatory variable that is in part a consequence of one’s key causal vari-
able, it is worth exploring the link between women’s labor force participation and women’s
mobilization. In cross-sectional data on women’s union membership for sixteen countries
in the mid 1980s (Lovenduski 1986: 170; ILO 1987: 117; EUTI 1987), we found correla-
tions between female labor force participation and female union membership as a propor-
tion of the female working-age population (in our view, the best measure of mobilization)
of .72, female union membership as a proportion of the female labor force of .57, and fe-
male share of total union membership of .66. We also looked at the left gender gap in vot-
ing for nine countries in the early 1990s; the correlation to female labor force participa-
tion was .51. (Leonard Ray provided the gender voting gap data for eight countries from
Eurobarometer 38, 1992. We added the data for Sweden.) This evidence does support our
contention that female labor force participation was strongly associated with the hypothe-
sized intervening variables.

12. For example, with Leonard Ray we attempted to replicate a finding on change in
expenditure reported in a conference paper using OECD data (also the authors’ source)
on the same expenditure variable and arrived at different results (insignificant instead of
significant) from the authors. We then asked the authors for their data, which they gener-
ously provided us. As it turns out, the two OECD series were very strongly correlated,
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well above .9, but hardly identical as might be assumed by the researcher who has not
worked with these data closely. In any case, if the level of expenditure were the dependent
variable, it would be unlikely that the two series would yield different results. However,
when we calculated annual change in expenditure from the level of expenditure data, the
correlation between the two series fell to around .7, which accounted for the difference in
the results of the two analyses. We would emphasize that this was not due to the authors’
sloppiness. As every researcher who has worked with these data knows, the OECD and
the ILO, the two main sources of these data, provide series with discrepancies with no
mention of many of the discrepancies and no criteria for judging which series is more 
accurate.

13. Achen (2000) shows mathematically that the lagged dependent variable sup-
presses the explanatory power of other independent variables in trending data, such as so-
cial expenditure. Achen’s conference paper appeared while this book was in the copyedit-
ing stage, so we were unable to fully integrate his argument in the text here.

14. The inflated coefficient for the lagged dependent variable is a specific example of
a more general drawback of regression: a spurious independent variable that is caused by
a number of antecedent variables that also combine to cause the dependent variable will
appear in the regression as the dominant or even sole cause of the dependent variable.
See Rueschemeyer and Stephens (1997: 60 ff.) for a more detailed discussion and demon-
stration of this.

15. The reason we calculated these variables as cumulative averages rather than cu-
mulations as in the case of the cabinet variables is that they are much larger numbers (in
most cases percentages) and the cumulative number would have increased in almost expo-
nential fashion through time, thus lowering the correlation to the dependent variable. It
would have been necessary to take the log of the resulting variable. It appeared to us the
metric coefficient of cumulative average was easier to interpret, so we opted for this
measure.

16. See table 4.2 for the values of the countries on this index.

17. This procedure was added to Shazam 8.0 after the manual (White 1997) was
printed. It is described at Shazam’s web site (http://shazam.econ.ubc.ca).

18. See the contributions to Engle and Granger 1991 and Durr 1992 and the re-
sponses to the latter in the 1992 issue of Political Analysis.

19. The inability to do this in cases such as those mentioned in the text is probably
one reason why these economists and political scientists (see the previous footnote for
references) do not end their analyses with the estimation of long-term effects on levels of
the dependent variables. For them, this is only a step, because they want to estimate long-
term and short-term effects on short-term change. One way to proceed from the estima-
tion we have done is to regress the residuals of the levels equation and the short-term
changes in the independent variables on the short-term change in the dependent variable.
This, of course, is not what we want to do. We are interested in the determinants of the
levels, not the change in levels.

20. The alternative specifications for the other seven dependent variables are avail-
able at our web site, http://www.unc.edu/�jdsteph/Huber_Stephens.html.

21. As we explained in the text, we have dealt with the problem of endogeneity of
women’s labor force participation by using the cumulative average for the independent
variable; this greatly reduces the probability of reverse causality. Moreover, we did the
analysis with a ten-year lag on data available in five-year intervals only, and with a two-
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year lag on annual data, and the results were similar (Huber and Stephens 2000a). For
those still skeptical, we also ran the regression without the women’s labor force variable
and the interaction term. Not surprisingly, as noted in the text, this resulted in an in-
creased coefficient for left government, in some cases quite substantially, in every
regression.

22. This is a finding that we expected but, given that at least some of the welfare
states that we classify as Christian democratic are associated with comparatively quite low
degrees of poverty and inequality, this finding becomes a little puzzling. The answer to the
puzzle probably lies in part in the influence of social democracy on these welfare states, as
competition between the dominant Christian democratic parties and social democratic
parties has been intense in these countries, and in part it lies in the nature of the produc-
tion regime in which these welfare states are embedded.

23. In all but one of our countries, women make up the overwhelming majority
(from 59% to 82%) of public health, education, and welfare employment; the exception is
the Netherlands with 49% (WEEP data set).

24. One might object that growth of the aged increases the cost of providing a given
level of benefits per elderly person and that therefore a constant level of benefits per per-
son indicates greater political influence of the elderly. We would counter this argument by
pointing out that continuation of the same benefit levels is automatic; it does not require
positive action through new legislation and thus power mobilization. What we call the
ratchet effect, the fact that levels of universal benefits once achieved are accepted as the
norm for that society, helps maintain benefits per elderly constant.

25. Note that Cameron (1978: 1256) does not predict that these subsequent studies
should find openness directly to be related to expenditure as he argues that the effects are
indirect through left government and strong labor confederations, the latter of which does
not appear in his regression.

Chapter Four

1. Japan does not fit into any type and is being treated as a case apart. The economy
is a group-coordinated market economy (Soskice 1999) and the welfare state comes clos-
est to a residual model, with very low benefits through the public programs in pensions
and health care. The pillars of the system of social provision are private programs in the
large corporations, from which only a minority of the labor force benefits, and the family
(Pempel forthcoming).

2. Olli Kangas, personal communication, 1996.

3. Until separation, Irish policy was made in London and thereafter social policy in-
novations in Ireland tended to follow the British lead. Thus, the policy patterns in the two
countries are much more similar than one would predict given their social and political
characteristics. 

4. The Canadian figures for public employment and public share of health employ-
ment are subject to some dispute. Our figures are Statistics Canada figures supplied to us
by John Myles, then a consultant at Statistics Canada. The WEEP figures for Canada are
much lower. The discrepancy is that Statistics Canada included as public not only institu-
tions owned by the state but also “non-profit institutions . . . financed and controlled
by . . . government institutions” (Myles e-mail message, March 18, 1999, quoting a Statis-
tics Canada document). Under Statistics Canada’s definition, if over 50 percent of the
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funding is government funding then the operation of the institution is effectively under
government control. Thus, all hospital employees are classified as public employees in the
Canadian data, which accounts for the high public share of health employment. This ap-
pears to us to be a correct classification decision. Government authorities in Canada can
decide what kind of services a publicly funded nonprofit hospital can offer. This is very
different from the situation in most Continental European countries, in which public sick-
ness funds simply foot the bill without exercising control of actual delivery of services.

5. Theses figures underestimate the differences between the social democratic and
Christian democratic welfare states because they include spending on early pensions and
disability pensions, which were employed as means of labor force reduction in a number
of the Christian democratic welfare states at this time.

6. The measure of inequality referred to in the text is the LIS posttax, posttransfer
Gini index for the early to midnineties, the same data as in table 4.4, column 1, but for a
decade later, roughly at the time of the literacy surveys.

7. For a discussion of Austria’s outlier status in this regard, see Pontusson 1996. 

8. Italy does have a low-wage sector in the black market and Spain and Portugal have
yet larger black and informal sectors. 

9. Denmark must be partially excepted from this characterization. See below in this
chapter and chapter 5.

10. This characterization leans heavily on Mjøset (1986, 1987) and Andersson, Koso-
nen, and Vartiainen (1993).

11. This is not meant to imply that any of the historical actors necessarily had to have
an accurate picture of how the total regime fit together. 

12. Gøsta Esping-Andersen (personal communication, 1994) points out that
Mitchell’s (1991) figures overestimate redistribution because many retired people, partic-
ularly in countries in which public pension systems are generous, will have little or no pre-
transfer income thus exaggerating the degree of pretransfer income inequality. Note that
though this would raise the level of pretransfer income inequality, it would not affect post-
tax and -transfer inequality. Thus, the figures in column 1 of the table are accurate and,
given the methodology of the LIS surveys, comparable measures of inequality in dispos-
able income. 

13. This begs the question of why targeted welfare states (and targeted welfare poli-
cies within welfare states) are so ungenerous. The answer generally given in the compara-
tive welfare states literature is that precisely because they are targeted, they have a narrow
support base and thus few supporters and many opponents (e.g., see Korpi 1980). 

14. Aside from the data in tables 4.1 through 4.4, the following data sources were
consulted for the generalizations made in the next two paragraphs: Kilkey and Bradshaw
1999 (labor force participation among single mothers); Gough et al. 1997 (social assis-
tance); Wennemo 1994 (family allowances); the OECD data in tables A.9 and A.10, 
Carroll 1999, Esping-Andersen 1990 (unemployment compensation).

15. The German figure would appear to be unexplainably low given the modest lev-
els of all three transfers. This seems to be a result of sampling error in the German data;
lone mothers are a small group and thus sampling error can be quite large. The German
LIS data for 1983 and 1984 show much higher levels of single mothers in poverty, 18 per-
cent and 20 percent respectively.
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16. Agell (1996) claims that micro disincentives were a serious problem in Sweden,
while Korpi (1996) and Dowrick (1996) argue that the aggregate growth figures do not
sustain the view that the welfare state is a drag on growth. What we are pointing out is
that both could be true. In fact, a recent comprehensive review of the empirical literature
on the work disincentives of taxes and social benefits reveals that the studies to date yield
very contradictory findings (Atkinson and Mogensen 1993). 

17. We should note that while fragmentation continues to exist with, for instance, dif-
ferent occupational groups being covered by different legislation and programs, there has
been a definite historical trend toward equalization of entitlements across programs and
groups.

Chapter Five

1. This is not to suggest that such attitudes were absent among employers in Norway
and Finland. They were simply less able to resist state initiative. Perhaps more important,
it was much more difficult for them to claim that they could mobilize the capital necessary
for rapid industrialization without state assistance or even direction.

2. On early social policy development in Sweden, see Olsson 1993, Berge 1995,
Elmér 1969, and Baldwin 1990.

3. The following briefly summarizes the argument in Stephens 1995.

4. The basic citizenship pension was an exception here. SAF genuinely supported it,
as the organization hoped that it would be the definitive solution to retirement pensions
for LO-affiliated workers.

5. Since one could choose two responses it is a good guess that less than 18 percent
of conservative voters mentioned any of the reforms. There were a number of other pos-
sible responses, such as “world peace” mentioned by 47 percent of all respondents and
“more freedom for the individual” and “more freedom for industry,” which attracted
broad support from bourgeois voters, especially Conservatives. We thank Karin Busch
and Hans Zetterberg for making these data available to us.

6. The employers’ position on state funds should not be seen as simply antisocialist.
By this time, supplementary pensions were common in some sectors, especially large en-
terprises in the export industry, and the pension funds were an important source of risk
capital for these enterprises.

7. Other things being equal (deduction rules, etc.), joint taxation reduces the attrac-
tiveness of entering the labor market for women. Among the Nordic countries, only Nor-
way has a joint taxation system, but couples may opt for separate taxation if this is more
favorable for them (Sainsbury 1996). The difference between separate and joint taxation
is particularly great where marginal tax rates are highly progressive, as they were in Swe-
den in this period.

8. The data presented by Hagen (1992: table 5.9) on maternity cash benefits clearly
illustrate this and document the leading role of Sweden in these innovations.

9. Our discussion below relies heavily on Mjøset 1986, Erixon 1997, Benner 1997,
and Pontusson 1992b. See these sources for a more detailed treatment of the development
of the Swedish production regime.

10. The causes of the development of Swedish corporatism are disputed in the litera-
ture: Korpi (1983) and Stephens (1979b) emphasize the shifting power balance between
labor and capital; Swenson (1991) the interests of employers and a cross-class alliance
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with labor; Klausen (n.d.) and Rothstein (1992) the red-green coalition; and Katzenstein
(1985) the divided right, proportional representation, and economic openness. All of
these made some contribution: proportional representation led to a divided right, which
was a precondition for the red-green coalition; the red-green coalition allowed social de-
mocracy to come to power, which caused a shift in the balance of power between capital
and labor; openness and social democracy in power shaped the interests of employers;
and openness and a strong employers’ organization shape the interests of labor.

11. At least in theory. In fact, profits in the export sector could not be controlled by
tight fiscal policy. This points to a weakness in Pontusson’s (1992a) analysis of the 1980s,
which emphasizes the importance of the high-profits policy as a deviation from the past.
While it is true that the high profits as Social Democratic policy was new, profits were not
in fact higher in the 1980s than in the Golden Age.

12. The operating surplus data is from the OECD National Accounts. It is a cost
component of GDP and a component (along with compensation of employees) of na-
tional income. It includes corporate profits (including state enterprises) and profits of 
unincorporated businesses (including earnings of self employed persons). Though the in-
dicator in table 5.1 is not a conventional measure of corporate profitability, it is the only
comparable indicator available for a large group of countries over a long period of time
and it covaries strongly with more conventional measures.

13. Gross fixed capital formation includes public as well as private sector investment.
Therefore, our reinvestment ratio is not a measure of the percentage of the profits of pri-
vate firms that are being reinvested, but rather a measure of the capacity of a country to
generate investment at any given level of profits.

14. On the historical development of Norwegian social policy, see Kuhnle 1983, 1986;
Seip 1994; Salminen 1993; West Pedersen 1990; and Esping-Andersen 1985.

15. On the development of the Norwegian production regime, see Mjøset 1986 and
Moses 2000.

16. Other sources consulted for this overview are Kangas 1988, 1990; Salminen 1993;
Mjøset 1986.

17. As Esping-Andersen (1985) shows, this resulted in a vicious circle: due to Social
Democratic weakness and the diversity of its base, it pursued policies that undermined its
own electoral support.

18. Denmark and Britain share characteristics that underpin this policy orientation:
strong, decentralized unions, low concentration in industry, few links between banks and
industry, and strong international integration of financial interests.

19. Baldwin uses the opposition of unions and the SPD to the Allied plan as evi-
dence in support of his attacks on class-analytic views of welfare state development. He
claims that this opposition instead supports his preferred view of welfare state develop-
ment as driven by social actors constituting themselves on the basis of actuarial cate-
gories. He acknowledges that the left “briefly” favored a Beveridge-type approach but
goes on to claim that uniform benefits were not in the interest of the German labor move-
ment (1990: 159– 61). This is partly a semantic problem; if uniform benefits are uniform,
low, flat rate, then this statement is accurate, but if uniform means a combination of flat-
rate with earnings-related benefits under uniform rules, then it is incorrect. Moreover,
these statements are flatly contradicted by the historical record of the DGB’s and the
SPD’s consistent and persistent pressures for a unification and standardization of social
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policy schemes. Only after the financial unification of the pension schemes of workers and
employees under the Grand Coalition (1966 – 69) and under the impact of the economic
problems of the 1970s did the SPD abandon efforts at fundamental reform of the welfare
state and concentrated exclusively on improvements within the existing institutional
framework. Nevertheless, the question of income limits for compulsory coverage (i.e., the
inclusive, solidaristic, and redistributive dimension of the welfare state) remained a sub-
ject of intense debate in the 1970s (Alber 1986).

20. The pension reform of 1957 then began gradually to transform the funded system
into a pay-as-you-go system.

21. This discussion is based on the very detailed research and fascinating historical
account by Hockerts (1980: 174 – 425).

22. This example, as well as many others, demonstrates that one would arrive at the
mistaken interpretation that social security reform was a rather consensual affair if one’s
research methodology was based on parliamentary votes only. As Alber (1986) points out,
57 percent of the core laws of the German welfare state were passed with the support of
the major opposition party, and 85 percent of major welfare state extensions were based
on broad political consensus. However, the real political battles took place before the final
vote on most social policy bills.

23. In the debate about this legislation, the CDU/CSU opposition argued for child
care allowances for all mothers, not for employed mothers only (Kolbe 1999: 155).

24. This minister resigned and the KPÖ withdrew from government in 1947.

25. Unemployment insurance was not integrated into the major sets of social insur-
ance legislation and the Federation of Austrian Social Insurance Institutes that repre-
sents all social insurance funds. Instead, it forms part of the Federal Ministry of Social
Administration.

26. This discussion is heavily based on Talos and Kittel 1996: 108–13.

27. This universalism excluded married women insofar as their right to a benefit was
tied not to their reaching the age of sixty-five but rather to the retirement of their hus-
band. Also, their benefit was paid to the husband (van Kersbergen 1995: 131).

28. In another parallel to Germany, the social democratic forces lacked agrarian al-
lies to push for a universalistic welfare state. Agrarian interests were articulated through
the confessional parties and thus weighed in on the side of fragmentation.

29. The small Catholic-based Democratic Labor Party, an anticommunist break off
of the Labor Party, did play an important role in the fifties and sixties as it deprived the
Labor Party of votes for the lower house, arguably the margin of victory in at least one
case, and allied with Labor’s opponents in the Senate. So, to the extent that the Catholic
political forces affected social welfare development in Australia, it was to make social pol-
icy less generous, in contrast to European Christian democracy.

30. Voters may express second, third, etc. preferences and if no candidate receives a
majority, the candidate with least first preferences is eliminated and his/her ballots trans-
ferred to other candidates listed as second preferences by the voters of the candidate with
the fewest first preferences. This procedure continues until one candidate has a majority.

31. See Rueschemeyer, Stephens, and Stephens (1992: 135– 40) on the effect of
agrarian structures on the development of democracy in New Zealand and South Aus-
tralia. Both colonies were settled according to Wakefieldian colonization principles, which
accounts for the similarity in their landholding patterns.
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32. Note that the divisor here is the total labor force not wage and salary workers
(the most common divisor for union density figures) much less the nonagricultural wage
and salary workers.

33. The notion that industry capacity to pay could be ignored was abandoned during
the Depression without, however, abandoning the concept of the basic wage being deter-
mined by the needs of an unskilled worker.

34. Pointing to the economic motivations underlying Labor’s policy is not meant to
imply that it was not racist. The racist element became blatant when the post–World 
War II Labor government abandoned its previous position and vigorously implemented 
a scheme for assisted immigration of Europeans. The Labor minister of immigration, 
Calwell, made the racist element of the policy quite clear in a 1948 public statement that
“two Wongs do not make a White” (quoted in Clarke 1992: 269).

35. The OECD figures in tables A.9 and A.10 show a decline in the sixties in contrast
to the data in Carroll 1999 from the SCIP project, which show increases in the fifties and
stability in the sixties. The SCIP figures are net replacement rates and thus are higher
than gross replacement rates in the OECD data for Australia because Australian unem-
ployment (and sickness) benefits were not taxable until 1976, but this should not affect the
trend. What may affect the trend is that the OECD figures are a composite of three differ-
ent family types for a one-year spell of unemployment and Carroll’s figures are for two
different family types averaged over two different durations of unemployment, one week
and six months. In any case, it should be noted that the modest improvement indicated in
the text is the best-case scenario.

36. Note that this is not “comparable worth” as defined in the United States debates.
U.S.-style comparable worth was explicitly rejected by the Arbitration Commission in
1986 as being incompatible with the Australian system of wage setting (O’Connor, Orloff,
and Shaver 1999: 89).

37. The terms “basic security” and “income security” are employed by Palme 1990 to
indicate the two types of benefits included in the fully developed “institutional” or “en-
compassing” welfare state.

38. See the discussions of unemployment replacement rates in chapters 3 and 6.

39. E.g., see Baldwin 1990 and Kuhnle 1983.

40. We should mention the dearth of evidence on the policy preferences of the An-
tipodean unions as opposed to the labor parties. The available historical materials support
the statement in the text, but in many cases the policy preferences of the unions are not
mentioned.

41. In earlier periods, maternalist women’s movements helped shape policies in ways
that were highly consequential for social policies, above all family policies, some of which
(unintentionally) turned out to be supportive of the feminist agenda in the later period.
E.g., see Jenson 1986.

Chapter Six

1. Following Garrett and Lange 1991, indices of leftist political power were con-
structed, as well as comparable indices to measure Christian democracy (see Stephens,
Huber, and Ray 1994). Since the results with the cumulative and current cabinet indices
generally displayed the greatest dissimilarities, we report these in the text. 

2. In an earlier version of this chapter (Stephens, Huber, and Ray 1994), we included

Notes to Pages 172–206 379



a measure of demographic burden on welfare state programs, which we operationalized as
the percent of the population over sixty-five plus the percent of the labor force unem-
ployed. This variable proved to be insignificant in all regressions, so it was dropped from
the analysis.

3. In the case of both our figures for pension benefits and Palme’s (1990) replace-
ment rates from the SCIP data, the increases are sufficiently large that we feel certain that
they would hold even if the factors we discuss below for the case of pension benefits in the
eighties were taken into account.

4. There are additional data for the early 1990s available at the ILO web site. How-
ever, there appear to be significant discontinuities in the data series, so we decided not to
use them.

5. Had we had data for New Zealand for the 1990s, they almost certainly would have
indicated deep cuts for that country also.

Chapter Seven

1. The cuts in New Zealand are too recent to show up in our data analysis, but our
case study material will show that these cuts were very significant as well.

2. An earlier version of the chapter (Stephens, Huber, and Ray 1999) contained
sketches of developments in the United Kingdom and France. We have also done more
limited research on Switzerland, Italy, Canada, and the United States.

3. For an extensive review of the impact of changes in the international and domestic
economy on social policy see Swank 1993.

4. This mode of presentation represents a reversal of our research process since our
arguments on the causes of retrenchment arose from our examination of case materials on
our focus cases and were then generalized on the basis of the cross-national evidence and
supplementary evidence on other advanced industrial democracies. We present the argu-
ment in this fashion because it is complex and this mode of presentation makes our expla-
nation of developments most transparent. Of course, at the beginning of the research pro-
cess, we did begin with hypotheses on the causes of retrenchment, but they were hardly
the nuanced views presented in the text here.

5. Hicks (1999: 214 –17, 225–29) finds in an event history analysis of retrenchment
that unemployment was a highly significant factor.

6. The exceptions to this rule are countries enjoying a substantial current account
surplus or those whose currencies serve as reserve currencies (e.g., the United States).

7. Many also argue that growth leads to higher investment levels rather than vice
versa.

8. Rowthorn (1995) emphasizes the decline in the rate of profit and the real cost of
borrowing. Blanchard and Wolfers (1999) agree that the increase in real interest rates had
an adverse effect on capital accumulation and thus on unemployment in Europe. In addi-
tion, they identify the decline in total factor productivity growth and a decrease in labor
demand as shocks responsible for the secular increase in unemployment. They suggest
that differences in levels of employment across countries can be explained by the interac-
tion of labor market institutions and these shocks. However, data problems regarding
time variant measures of labor market institutions weaken these claims, in view of the fact
that one of their most important institutional variables, benefits in unemployment insur-
ance schemes, underwent major changes in the 1980s and 1990s.
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9. Our calculations, based on OECD 1995b: 73.

10. According to Glyn’s figures for all OECD countries, it was actually higher after
1973 (1.2 vs. 1.1 percent per annum). For the eighteen countries examined here it was
slightly lower in the period after 1973.

11. See Czada 1998 for a discussion of the enormous impact of unification on the
German production regime and welfare state.

12. See Huber and Stephens 1998 for a more detailed analysis.

13. Even in the United States, broad-based entitlement programs enjoy wide popu-
larity (Marmor, Mashaw, and Harvey 1990: 134).

14. For an analysis of policy in this period, see Martin 1984, 1985.

15. For an illuminating discussion of the “marketization” (our term, not his) of 
the state in Sweden as well as in Denmark, New Zealand, and Australia, see Schwartz
1994a, 1994b.

16. Along with lowering marginal tax rates, the reform eliminated many deductions
(and thus tax loopholes) and child allowances were increased at the same time. An inde-
pendent simulation study (Schwarz and Gustafsson 1991) confirmed government simu-
lations that the reform as a whole was distributionally neutral. The public perception
though, particularly among the Social Democrats’ supporters, was otherwise.

17. Interview with Villy Bergström, June 1993.

18. For more details on these reforms, see Huber and Stephens 1993b, which is
based on research in Sweden in June and November 1992 including interviews with poli-
ticians and interest group experts working on social policy questions.

19. For further discussion and contrasting evaluations of the new Swedish system,
see Anderson 1998, Cichon 1999, and Huber and Stephens 2000b.

20. For further discussion of this issue and its contribution to the Social Democrats’
defeat in 1991, see Rothstein 1992.

21. The figures on education and health care were provided to us by Bo Rothstein
based on his ongoing research and refer to the situation in 1995.

22. The changes mentioned here as well as a number of other changes of lesser im-
port are outlined in Palme 1994 and Palme and Wennemo 1997.

23. For the following discussion of the Swedish case, we draw on Pontusson 1992a,
Erixon 1985, Pestoff 1991, Pontusson and Swenson 1996, Feldt 1991, and thirty-one inter-
views with politicians, academic economists, and economists for unions and employers
conducted in Stockholm in May 1992, November 1992, June 1993, and June 1999. We also
draw on two excellent comparative analyses of parallel developments in Norway and Swe-
den, Moene and Wallerstein 1993 and Moses 1994.

24. Interview with a senior labor union economist, June 1999.

25. On the role of the decline of trust between SAF and LO in the decline of
Swedish corporatism, see Rothstein 1998.

26. Personal communications.

27. Thanks are due to Joakim Palme and Bo Rothstein for informing us of the ex-
change of views at this conference. For further elaboration of these issues and more de-
tailed presentation of the evidence mentioned here, see Stephens 2000.

28. We are indebted to Michael Wallerstein for drawing our attention to the impor-
tance of the international flow of loans in this context.
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29. Two sets of figures from Erixon 1987 for the period 1953–82 support this state-
ment  His figures for profit share in the manufacturing sector are somewhat lower than
those for operating surplus for the whole economy shown in table 5.1, but the two series
move in tandem through time. His preferred figures for “profitability,” operating surplus
as a percentage of fixed productive capital, for the manufacturing sector move in exact
tandem with profit shares for the manufacturing sector (1987: 46).

30. For a general discussion of the problems of macroeconomic management in small
open economies in the current period, see Glyn 1995. It is worth noting that the impact of
internationalization on countercyclical policy is asymmetric: measures to cool an over-
heated economy are still effective.

31. For a more in-depth analysis of the recent development of the Norwegian politi-
cal economy, see Moene and Wallerstein 1993, Moses 1994, and Mjøset et al. 1994.

32. Olli Kangas, personal communication.

33. The sources for these social policy changes are Alestalo 1994 and Olli Kangas,
personal communication.

34. Olli Kangas, personal communication.

35. Our source for the 2000 bargaining round is articles from the European Indus-
trial Relations Observatory web site http://www.eiro.eurofound.ie/, articles 1999/12/fea-
tures/FI9910124N.html, 2000/01/features/FI0001133F.html, and FI0002135N.html.

36. The figures on replacement rates in the text are from the OECD data in tables
A.9 and A.10. Hagen (1992: 145) shows a much steeper drop from 80.5 percent in 1975 to
59.2 percent in 1985, compared to a decrease from 70 percent to 64 percent for the same
period in the OECD data. Carroll’s (1999) data from the SCIP project, which like Hagen’s
are net (and not gross, as are the OECD data), show a decline on the same order of mag-
nitude as the OECD data, approximately 7 percent.

37. Our source for recent developments in Danish wage bargaining is articles from
the European Industrial Relations Observatory web site http://www.eiro.eurofound.ie/,
articles 1998/04/features/DK9804163F.html, 2000/02/features/DK0002166N.html,
2000/02/features/DK0002167F.html, and 2000/02/features/DK0002168F.html.

38. For instance, the requirement that recipients of cash sickness benefits contrib-
ute to pension and unemployment insurance meant a reduction of these cash benefits by
11.5 percent (Alber 1986: 268), a rather substantial reduction.

39. By 1994, half of the parliamentary delegation of the Green Party and of the East
German Party of Democratic Socialism (PDS), and 30 percent of the SPD delegation
were women.

40. The following information is taken from Ploug and Kvist 1994.

41. Traxler (1993) mentions the absence of efforts at wage equalization as one of the
factors that explain the differences between Austria and Sweden in terms of survival ver-
sus decline of corporatist arrangements. Other factors are the higher concentration and
centralization of both labor unions and business associations in Austria; the absence of
company- and plant-level collective agreements in Austria; the structure of business in
terms of the dominance of large enterprises, many of them multinationals, in Sweden, ver-
sus the dominance of small and medium enterprises in the private sector and large ones in
the public sector in Austria; and the violation of the practice of decisions by consent in
Sweden with the codetermination legislation in 1975 and the wage earner funds in 1983, 
in contrast to the continued observation of this rule in Austria.
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42. Kunkel and Pontusson (1998) explain the decline in electoral support for the
SPÖ compared to the greater stability of electoral support for the Swedish Social Demo-
crats with differences in the situation of political competition and differences in labor
market developments. In the former arena, the ÖVP and Austrian employers did not take
on a neoliberal position to the same extent as the bourgeois parties and employers in
Sweden and thus did not offer the SPÖ the chance to present itself as the more socially
concerned alternative; the presence of a party to the left of the Swedish Social Democrats
provided a vehicle for protest voting and greatly reduced the loss of votes to right-wing
populism; and the lack of alternation in office deprived the SPÖ of the chance to blame its
competitors for economic difficulties. In the latter arena, the key factor is the stability or
even increase in union membership in Sweden compared to the decline in Austria, which
Kunkel and Pontusson in turn relate to the smaller size of the public sector in Austria,
lower wage solidarity, and lower women’s labor force participation and female union
membership, as public-sector employees are more likely to belong to unions and both
public-sector employment and union membership correlate strongly with left voting.

43. Kunkel and Pontusson (1998: 7) cite slightly different figures; 56 percent of the
employed labor force being employed union members in 1980 and 43 percent in 1992–93.

44. Data from Penn World Tables (http://pwt.econ.upenn.edu/) for the eighteen
countries listed in the tables in chapter 4.

45. The following discussion of Australia draws on Carney and Hanks 1994; Castles
1996; Castles, Gerritsen, and Vowles 1996; Clarke 1992; Kewley 1980; OECD 1995a,
1996a; Saunders 1994; Schwartz 1994a, 1994b, 2000; and Shaver 1991.

46. The following discussion of New Zealand draws on Castles 1996; Castles, Gerrit-
sen, and Vowles 1996; Dahlziel and Lattimore 1996; Easton 1981, 1996; Hawke 1992;
Johnston and Vowles 1997; Kelsey 1993, 1995; Massey 1995; OECD 1996d; and Schwartz
1994a, 1994b, 2000.

47. The changes in the U.S. were not as dramatic as in the U.K. and much of the Rea-
gan agenda went unfulfilled (King and Wood 1999). By contrast, the system shift in New
Zealand was even more radical than the shift in Britain.

48. The Swedish Gini for 1975 was 0.22, so despite the move toward greater inequal-
ity in the 1980s and 1990s, income distribution is now almost as egalitarian as it was at the
close of the Golden Age.

49. See Stephens, Huber, and Ray 1999 for our analysis of the United Kingdom.

50. Personal conversation, June 1998.

51. We are aware that this assertion is contested by neoclassical economists. See our
discussion in the second section of this chapter.

52. It bears repeating here that we are talking about a decline, not disappearance.
See our discussion on pp. 305–7.

Chapter Eight

1. Note that in the Nordic countries highly skilled labor was not paid a lot more than
less skilled labor because of the unions’ policy of wage compression. However, the average
skill and wage levels were high because of the educational and training systems and be-
cause of the absence of a low-wage sector.

2. This is a skeleton summary of the argument we developed in chapters 2 and 5; see
pp. 28–32, 196 –201.

Notes to Pages 278 –322 383



3. By recommending increased funding of pension schemes, we are by no means ad-
vocating the transformation of pension schemes into fully funded, private, individual ac-
count systems, as in the temporarily widely applauded Chilean system. The shortcomings
of this system and the errors of the 1994 World Bank report on pension systems have be-
come obvious (see Orszag and Stiglitz 1999). What we are advocating is simply increasing
funding and investments of collective, public pension funds. For a further discussion of
these issues, see Huber and Stephens 2000b.

4. As King (1995) documents, these countries have a long tradition in which the
main aim of training programs and unemployment assistance was to enforce work re-
quirements on the poor. The new workfare programs are consistent with this tradition.
For an analysis of the training programs promoted by the Blair government in the United
Kingdom, see King and Wickham-Jones 1998.

5. In the Alliance for Growth discussion in 1998, the Swedish LO suggested a system
patterned after the Danish with a strong role for a state mediator, but this was rejected by
the other parties to the discussion. See Stephens 2000 for a more detailed analysis of these
negotiations.

6. In the Netherlands this was true only initially; later reforms were indeed arrived at
through tripartite agreements (Ebbinghaus and Hassel 1999).

7. This is not all that surprising, given that the theory was originally conceived to ex-
plain what happens in the course of industrialization; Wilensky himself (1975) recognized
that it was unlikely to account for variation among the rich countries. Later extensions of
the theory (Pampel and Williamson 1988, 1989) came to interpret demographic changes
as causal variables via pressure group politics.

8. When Pampel and Williamson (1989: 71) standardize the dependent variable for
size of the aged group, they find no effect of the aged on health care and a modest one on
pensions. They fail to control for Christian democratic party rule, the most important
variable in our equation, which probably accounts for the difference in the findings.
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