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What are the main results of the previous chapters? Did the small countries dis​cussed in this vo​lume developed new ways of generating employment and particularly of dea​ling with the issue of work and welfare that is often supposed to be a dilemma? Are they ‘mo​dels’ other coun​tries can learn from, did they establish a specific form of com​pe​ti​​tive​ness? How im​portant has been deliberate policy? What about luck? These questions have gui​ded the con​tri​bu​​tions to this volume and they will be ad​dressed again in this final chap​​ter. Furthermore, we have briefly to ask for the latest develop​ments and the pros​pects of the political economies of ‘our’ small coun​tries. The chapter will end with some con​​siderations on the fundamental politico-economic alternatives that current​ly exist.

In sum


In Table 10.1 the main results of the contributions to this volume are summarised by using very rough indicators. A plus means that a country scores higher than average, a minus means that the score is lower than average (the qualification ‘all’ indicates a score above the historical average). To keep it simple we have resigned from using two or three plus​ses and minuses to indicate the stronger and strongest posi​tive or negative score. One has to be aware, of course, of the, sometimes significant, dif​fe​rences between plus or mi​nus cases. In Denmark and Switzerland it is rather the maintenance of a high employment le​vel than employment growth; in Ireland GDP growth has been much hi​g​her than in the ot​her coun​tries; the same is true for house prices; in the US the house price bubble oc​curred later than and not as intensive as in the European bubble countries and Australia; Dutch and US tax relief on mortgage interest is con​siderably more generous than the Danish and Aus​tralian one; and the number of part-time jobs, particularly tiny ones, has more in​creased in the Netherlands than in Australia and Ireland. For the pur​pose of a con​cluding comparison the cho​sen indicators are suf​fi​cient​ly precise, however. For a de​tailed ex​po​sure of the differences bet​ween the countries one has to go to the sta​tis​​tical ma​terial pre​sen​ted in the Intro​duc​tion and subsequent chap​ters.

The most striking result is that lucky circumstances have at least been as impor​tant as conscious policy efforts (pluck) for the explanation of the miracles. Looking at the countries separately one can say that

· In Australia the ‘miracle’ is somewhat less miraculous when re​lated to the strong po​pulation growth and appears mainly to be caused by the lu​cky cir​cumstance of the house price bubble and an expanding Asian market where it could sell its mi​ne​rals basic manufactures and agricultural goods (cf. Table 1.5; with techno​lo​gi​cal​ly advanced goods Australia is weak).

· In Denmark the success has been due to a combination of house price bub​ble, the main​tenance of the country’s quality image, the discovery of North Sea oil and welfare reforms (leave schemes, tigh​te​ning of eligibility cri​teria).

· Ireland performed as it did because it was chosen as the European hub of the Ame​​rican ICT industry, but also because it facilitated and enhanced this choice by fiscal and labour market policies. Furthermore, it has been a house price bub​ble coun​try and enjoyed considerable aid from the EU.

· In the Netherlands the ‘pluck factor’ is particularly low. There the expla​na​​​tion comes from the bubbles, wage differentiation (freezing the mi​ni​mum wage for ma​ny years to stop the rise of related social security costs); lo​wering the youth mi​nimum wages and the redistribution of work to​wards cheap female and ju​ve​nile part-time work.

· In Sweden and Finland innovation (see the next section of this chapter) and ac​tive labour policies have been more relevant than elsewhere while luck has not been a​b​ove average (at the end of the 1990s Swedish house prices also star​ted to surge).

· Switzerland, finally, has not performed good, but it kept its high employ​ment rate because of its historically grown specialisation and because of its very po​si​tive image. Again, this is rather luck than pluck.

· Of the countries discussed in this volume as a contrast the US is a case where pluck and luck enforced each other, while Germany is not only the country with, in economic terms, the bad luck of the unification costs but also of un​suc​​cessful policies in the post-unification period.

Summarising this it is striking to observe how strong the house bubble-induced wealth ef​fect corresponds to positive economic and employment development during the 1990s and the early 2000s. All ‘miracles’, except Finland and the special case of Swit​zerland, have been house price bubble countries and the same is true for the US and Bri​tain. Conversely, countries with slow GDP growth – such as Switzerland, Italy and Ger​ma​​ny – did not parti​ci​pate in this bubble. Wage re​straint, by contrast, that was so central in the discussion on ‘new social pacts’, did not make the dif​ference, because good as well as bad performers did it. And some good performers – Ire​land, Sweden, the US and the UK – not even belong to the coun​tries where wage re​straint is worth mentioning (the stag-
	Table 10.1: Summary of socio-economic performances and factors explaining GDP and em​ployment growth 1990-2001/2002 plus schema​tisation in terms of ‘pluck, stuck and luck’
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	*Finland and Sweden are special cases because of their severe downturn in the first half of the 1990s and their strong recovery in the second half. The valuations presented here refer primarily to this second period.
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Sources: As mentioned in the chapters.


nation of Swedish wages in the first half of the 1990s only reflects the country’s eco​no​​mic crisis in those years). Finally, welfare reform (i.e. cuts) and la​bour mar​ket flexibi​li​​sa​tion, always put forward by liberals as necessary requirements of raising competitive​ness, do not appear to be in a causal relation to the Dutch, Finnish and Swe​dish suc​ces​ses. Despite cuts, these countries’ welfare systems still belong to the most generous in the world (the same is true for the Danish one, though it underwent more serious changes), and labour market flexibilisation worth mentioning only took place in the Netherlands in 1999 with respect to part-time and contract work.

Recent developments and prospects

The information contained in the contributions and statistics presented in this vo​lume ends, depending on the topic, with the years 2000 to 2002. For a complete as possible picture we will add some data on the developments since then. We also want to say a few words about the socio-economic prospects of our ‘model countries’.

In late 2000 the wes​​tern eco​​​​​nomy came into a slowdown and in early 2004 stable, employment generating, recovery had not yet taken place. US GDP growth was up again, though the statistics are contended (cf. The Eco​​nomist, April 10, 2004: 68), and China has be​come a second engine of the world economy. A serious question is whether the western eco​nomy will re​​peat what hap​pened to Japan that fell in​to a decade of stagnation after its stock and house price bubble burst at the end of the 1980s. As a result of the sharp decline of share prices in the US and Western Europe, par​ti​cularly of tech stocks, tech investment and, me​diated by the dis​​​​ap​pea​ring wealth effect, consumer spending has also declined in ma​ny European countries. US consumers have com​pa​​​ra​​​tively kept upright their spending be​​cause many house owners have refinanced their mort​ga​ges at lower interest rates in a con​​text of still rising house prices (a similar sto​ry could be told a​bout Britain; cf. The Eco​no​mist, June 5, 2004: 64f). This so-called mortgage equity with​drawal ope​ration has crea​ted extra space for con​sump​tion at the amount of 35 billion dol​lars in 2001 (Roach 2002: 2) and of about 130 billion dollars in 2002 (NRC Handelsblad De​cember 31, 2002: 18; cf. Business Week, October 28, 2002). Fuelled by the FED lowering interest rates the re​fi​nancing of mortgages continued to boom in 2003 and household debt rose to new re​​cord heights (The Economist, June 14, 2003: 45f and July 19, 2003: 61; Xie 2004). The same is true with respect to consumer borrowing other than mortgages (New York Times, Sep​tem​ber 9, 2003). Once, how​e​ver, real estate pri​ces in the US, just as in Australia, Bri​tain and a number of other countries, will have to stop their up​ward move. For houses be​come no lon​ger af​for​dab​le for new​co​mers when their price in​crease exceeds GDP growth for a lon​ger pe​ri​od (The Economist, January 3, 2004: 51ff). At the same time, consumer debt will have to be re​duced and the huge US trade deficit cannot grow forever. And China that has been ex​treme​ly important for the world economy in the early 2000s cannot infi​nite​ly continue its overheated growth rates (The Economist, April 17, 2004: 71). Together, these aspects are not fa​vourable con​​ditions for stable economic ex​pansion.

In the small ‘model countries’ recent development has diverged. In Australia the eco​nomic boom and the house price bubble have continued into 2004, Ireland has expe​ri​enced a year of low GDP growth in 2003 and one has to await whether this is a temporary dip or the beginning of a period of lower, more ‘normal’ growth, Finland and Swe​den have (just as Britain) shown sta​ble GDP increase of about 1,5 to 2 percent since 2001, in Den​mark (as well as in Austria and Norway) the pace of progress has become somewhat slo​wer, and Switzerland has con​ti​nued to perform below average. In all of these countries em​ploy​ment growth has stopped and unemployment has, because of a still rising partici​pa​tion rate, by about 1 percentage point.

The most striking case is the Netherlands, the ‘star performer’ (The Eco​no​mist, No​vem​ber 15, 2003: 27) and model country par excellence of a few years ago. There, GDP growth was low in 2001, stagnated in 2002 and has gone into the red (to an even lower le​vel than in Germany) in 2003 (cf. OECD 2004: 55). After their spending drift up to the years 2000/2001 the Dutch started to save again and private con​sump​tion has sharply fallen (ibid: 16; European Commission 2003: 25; de Volkskrant, Fe​bru​ary 13, 2004:7). In contrast to a number of ‘model coun​tries’ (the US, Ireland, Aus​tra​lia and, since the very late 1990s, Swe​den again), Dutch house pri​ces are no longer soaring and the wealth effect is fading a​way. The Netherlands has also only slightly shared in the re​vival of world exports in 2002 to 2004 in​​duced by the vigorous growth in China and, to a lesser ex​tent, other Asian coun​tries. As a re​​​sult of these developments, Dutch unemployment is climbing more rapid than in the other mo​del coun​tries.

Talking about prospects one enters a field with speculative elements. The past has been determined by luck, and there is no reason to expect that this will change in the future. Some indicators of future success already exist, however. These are the industrial and com​mer​cial specialisations of our countries and their current efforts to stay competitive in the future. As far as it is true that small European countries predominantly engage in quality- and image-sensitive businesses for their comparative advantages (Denmark, Sweden, Swit​​zer​land; partially Fin​land and Austria) and as far as they will be able to integrate up-to-date tech​nology into their production processes they have not only good chances to stay com​​pe​ti​tive, but al​so to keep their employment level. For quality-sensitive production is not mo​ving so fast to low-wage locations as is the case with the production of high-tech, but price-sen​sitive goods (Boyer 2000). Compare what happened over the past 30 years to the pro​duc​​tion of cars on the one hand and the pro​duc​tion of consumer electronics on the other.

Nowadays, the production of computer hard​ware and software, once it is stan​dar​dised and simplified is moving quickly to Asia or Eas​tern Europe. High-tech, the produc​tion of which has become low-tech, moves away while the production of e.g. a brake sys​tem working a 100000 km or of industrial equipment will stay in Austria, Germany, Swe​den and Swit​​​zer​​land (or Japan). This means that em​ploy​ment in high-tech producers coun​tries such as Ireland and the US could be much more vul​ne​rable in the next decade or so than in middle-tech producers such as Denmark. The fol​lo​wing quotation from The Eco​no​mist (April 10, 2004: 63) is illustrative in this context: 

‘Manufacturers in China would have a dreadful time producing good con​ven​tional film cameras, for example, because of the complex optical, che​mi​cal and mechanical processes that must be mastered. But Chinese fac​to​ries have little trouble as​sembling digital cameras: all they need to do is ob​tain advanced components from Japan that are pre-designed to work in har​mo​ny when snapped together.‘

Solely trusting on the inherited industrial structure is not enough, of course. The data in Ta​b​le 10.2 re​​​flect in comparative perspective what the small countries have done in recent years to en​hance their competitiveness in terms of technological development and the ins​ti​tu​tional con​​ditions of successful economic activity. The first thing one has to say is perhaps that the re​levance of the presented data should not be exaggerated. Italy for example scores mi​​se​ra​ble on all indicators but still belongs to the richest countries in the world. Perhaps strong in​dus​trial clus​ters and related collective technical memories of regional workforces com​​pen​​sate for low R&D investment and a rigid institutional context that make this coun​try rank very low in the business and growth competitiveness rankings. And why should Bel​​gian subsidiaries of foreign companies (Belgium largely depends on foreign capital) in​vest in R&D when the mother companies are doing it? The same question can be asked with res​​pect to Ireland.

	Table 10.2: R&D spending (in percent GDP), employ​ment in medium and high tech ma​​nu​facturing and competitiveness rankings

	
	R&D

 (%)
	   Empl. MHT (%)
	  TII
	              BCI
	GCI
	ICI

	
	2000
	2000
	2000
	03   
	01
	99
	2003
	2003



	Australia
	
	
	
	11
	14
	13
	10
	  7

	Austria 
	1,49
	  6,6
	11
	17
	11
	11
	17
	17

	Belgium     
	1,78
	  7,2
	12
	15
	15
	15
	27
	15

	Canada
	
	  
	
	12
	12
	  8
	16
	10

	Denmark
	1,97
	  6,4
	  6
	  4
	  8
	  7
	  4
	19

	Finland
	3,09
	  7,2
	  3
	  1
	  1
	  2
	  1
	  2

	France
	2,16
	  7,2
	10
	10
	13
	  9
	26
	  9

	Germany
	2,38
	10,9
	  9
	  5
	  4
	  6
	13
	  3

	Ireland
	1,42
	  7,3
	  8
	21
	22
	17
	30
	16

	Italy
	1,04
	  7,6
	15
	24
	23
	25
	41
	22

	Japan
	2,88
	  
	  5
	13
	10
	14
	11
	12

	Netherlands
	1,92
	  4,7
	  7
	  9
	  3
	  3
	12
	  6

	Sweden
	3,71
	  8,3
	  1
	  3
	  6
	  4
	  3
	  8

	Switzerland
	
	  
	
	  7
	  5
	  5
	  7
	  5

	UK
	1,79
	  7,6
	  4
	  6
	  7
	10
	15
	  4

	US
	2,54
	
	  2
	  2
	  2
	  1
	  2
	  1

	Sources:

R&D, Empl. MHT (Employment in Medium and High Tech Manufacturing; % of total employment) and TII (Tentative Summary Innovation Index):  ITT 2001.

BCI (Business Competitiveness Index): Porter (World Economic Forum; WEF) 2003: 9

GCI (Growth Competitiveness Index): Sala-I-Martin (WEF) 2003: 4

ICI (Innovation Capacity Index): Porter and Stern (WEF) 2003: 4


Having said this a few striking features should be signalled. One has al​ready been men​tioned: the surprisingly low scores for Ireland, the ‘European tiger’. Irish com​pe​ti​tive​ness rankings are low and employment in medium and high-tech is not par​ti​cu​lar​ly pro​nounced and might par​ti​al​ly reflect the low-tech character of the pro​duc​tion of com​puter hardware. Striking is also that Switzerland, although it ranks high, has not ma​naged to raise productivity in the past one to two decades. And the Dutch position is weak in middle- and high-tech employment, deteriorating in competitiveness rankings (see also IMD 2004), characterised by relatively little efforts to change this situation by R&D in​vest​ment, and, one could add, by a low number of graduates in science and engineering as well as a low level of clus​ter de​velopment (Porter and Stern 2003: 4). On the opposite side we have Fin​land and Sweden (and the US) ranking high in near​ly every as​pect and investing more than any other country in R&D. Particularly re​mar​k​able is the high share private companies (about two thirds) take in R&D investment (ITT 2001).

Putting together the elements just pointed to one gets a mixed picture. Leaving aside future luck and circumstantial factors such as the costs of German unification that might continue to hamper European growth (isn’t the solution of this problem a European issue?) one gets the impression that:

· Dutch miracle and model times are over, 

· there is no reason to expect that Australia will not continue to fare well with the ex​pan​sion of Asian, particularly Chinese, markets

· Switzerland will probably remain a special case with a strong image,  

· Ireland remains a very special and vulnerable case,

· and that Scandinavia, particularly Sweden (Finland depends too much on one company and the Danish case is less clear), has, once again,  the best chances to continue its model status – at least for those who want to pay the required high ta​xes.

Generally, however, one should be cautious with concepts such as miracle and model. The Dutch development was a miracle because its starting point in the early 1980s was a very low employment rate. And Switzerland is a very astonishing case because on the ba​sis of the data on GDP growth one should have expected that its employment would go down. For the rest our success stories have never been miracles. Have they at least been models? In part this is a question the answer of which involves a strong sub​jec​tive dimension. A clear yes or no is not possible, therefore. ‘Models’ seems to have their times. In the 1980s for many Sweden was the model, around 1990, Germany and Japan were the mo​dels, in the US economists (e.g. Thurow 1992) and the me​dia dis​cussed the country’s economic decline (Al​bert 1997: 4), and nobody talked about the Nether​lands or Denmark, the models of the second half of the decade. Currently, one gets the impression that their model status is fading away. Is at least something to learn form these countries?

What is to be learned?


Although the small economies discussed in this volume attracted attention precisely be​cause politicians and ana​lysts sought transferable policy lessons, the chapters in this book suggest that little of what hap​pened in the miracle economies is easily transferable – sup​posed it is worth to be transferred. First, the dominance and iner​tia of once-exis​ting po​li​cy routines – of being ‘stuck’ – in most countries suggests that the precise political and ins​​ti​​tutional causes for spe​cific policies cannot be implanted else​where – even if, as e.g. in North-wes​tern Europe, o​ver​all politico-economic structures are si​mi​lar. Second, the im​por​tance of ‘once on​ly’ events in the expansion of aggre​gate de​mand and subsequent em​ploy​ment growth suggests that po​li​cymakers who wish to import the successful policies of the 1990s have already missed their flight.  In particular, it is un​li​ke​ly that the next de​cade will ex​perience the se​cu​​larly falling nominal interest rates that cha​racterized the 1990s. Given the right ins​ti​tu​tio​nal conditions, falling nominal in​te​r​ests al​​lowed home​ow​ners in many coun​tries – Switzer​land and Germany being exceptions - to li​berate pur​cha​sing power from ri​sing home e​qui​ty, enabled con​sumers to take on new debt with​out in​crea​​sing their interest bur​dens, and helped cause a wholesale revaluation of equi​ty markets. All of these con​tri​bu​ted strongly to in​creases in ag​gregate demand that then tur​ned into buo​yant employment in the Ne​ther​lands, Ireland, the U.S., Den​mark, and Australia and some​what later in Sweden too (as well as in Britain and Spain). But the root cau​ses for dis​in​flation have played out. The U.S. bud​get is back in deficit, much labour intense in​dus​try has already moved to Chi​na, and in​creased inse​cu​ri​ty makes investors more wary.


Looking for important specific lessons we can say this:

· A first point, to be drawn from the ‘bubbles’, is that domestic demand is still im​por​tant for GDP and employment growth.

· As easy to detect as the importance of demand is that one has to look at the re​la​tive​ly pro​tec​ted ser​vice sector for employment growth. In ma​nu​​facturing, even if in​vest​ment and ex​ports are increa​sing, long-term pro​duc​tivity growth is outpa​cing the need for additional em​​ploy​ment. Germany from 2002 to 2004 illustrates this more than any other case: strong​ly in​creasing ex​ports and rising productivity, but GDP stag​nation and shrinking em​ploy​ment.

· A tightening of eligibili​ty criteria in so​cial se​curity, as Denmark has exercised it, may also have a (very) small positive ef​fect on employment growth, but one should not for​get that it is not individual misbehaviour that caused unemployment. Tax cre​dits are of the same or​der as eligi​bi​li​ty cri​te​ria.

· Labour market programs, particularly leave schemes of the Da​nish type, which could be under​stood as a step into the direction of social ‘flexecurity’, could have a lar​ger effect – but they also have their price, of course.

· From the Ne​ther​lands one can learn about the im​por​​tance of part-time work in si​tu​a​​tions of shrinking demand for labour, although a formula for a more equal dis​tri​bu​tion of part-time jobs between wo​men and men has still to be disco​vered.

· A general lesson to be taken from the corporatist ones of the small countries dis​cussed here is that, with national nuances such as the eminence of part-time (Ne​ther​lands, Switzerland) or public employment (Scandinavia), a high level of em​ploy​ment and job growth can be com​bined with moderate to high levels of em​ploy​ment protection, social welfare and ma​te​ri​al equa​li​ty. So principally, an alternative to the dominant liberal recipes still exists. This has to be specified, however.

For the rest the specific lessons one can draw from the recent develop​ment of the small coun​tries are limited, discouraging and proble​​​​​mati​cal: Ireland, Den​mark and Fin​land could be too small to be discussed as mo​dels - why not discussing Tren​ti​no-Alto Adi​ge, the Ita​lian pro​vince of 900000 in​ha​​bi​tants do​ing so well eco​no​​​​mically? Lar​ger countries can neither concentrate on ICT hardware as Ireland does nor strongly de​pend on just one big company as Finland does on No​kia, and they are not permit​ted to have Da​​nish unit la​bour costs. Large economies can also not specialise in niches largely outside in​ter​na​tio​nal com​​​petition. And small countries such as Portugal, Greece and most of the countries that en​​tered the EU in 2004 have a long way to go before they have reached the level of the Da​nish or Finnish infrastructure and the Irish FDI-based can, if at all, only be copied by a very few other countries (e.g. the region of Slovakia bordering Austria is vastly developing a strong car industry cluster based on FDI). Furthermore, only a few coun​tries can have – as the US and Australia - a huge de​​ficit on current ac​counts. And de​​mand ‘bub​bles’ triggered by strongly in​crea​sing private debt that is based on soa​​ring house prices can​not be created at will.

As indicated, arguments relying on supposed features of some of our small coun​tries’ de​ve​lopment such as dis​missal flexibility are of li​mited value too. These de​ve​lop​ments are limited and, more importantly, there is no evidence that flexible, American-like hire-and-fire rules generally fa​ci​litate em​ploy​ment growth (OECD 1999: 47; Nickell 1997: 72). The Dutch, Finnish, Swedish as well as German-Ba​​va​rian (and one could add: Aus​trian and Norwegian) rules are much more rigid than the Ame​ri​can ones and high em​ploy​ment countries as Denmark - where re​la​tively relaxed dis​mis​sal rules are em​bedded in the con​​text of the world’s most generous wel​fare sys​tem and active la​​bour market po​li​cies - and Swit​zer​land are located between in the rather rigid standard of most coun​​​tries on the Eu​​​ro​pean con​ti​nent and the Anglo-Saxon world where the com​mo​dification of la​bour has reached a high level (see Table 9.2). Rather than being a ge​ne​ral con​di​tion of high em​ploy​ment flexible la​bour mar​kets seem to belong to the liberal va​ri​e​ty of capitalism on​​ly de​scribing one pos​​​sible route to job growth, and this flexibility appears only to be employ​ment-effective when it is com​​bined with pro​nounced wage differentiation and a residual wel​​fare sys​tem. In the corporatist variety of capitalism, by contrast, high employment ex​ists in combination with less labour market flexibility and relatively generous welfare.

.
 ‘Competitive corporatism’?

This is the context to come back to the question about the feasibility of compe​ti​​tive cor​po​ratism (with corporatism defined as variety of capitalism). Built on extra​or​di​na​ry, beggar-my-neigh​​bour wage re​straint, as re​cently laun​ched in the discussion on ‘new so​cial pacts’ it would barely be a com​​​pe​ti​tive one. Its dif​fu​​sion would im​​ply the gene​ra​li​sa​tion of in​ef​fec​tive and coun​ter-pro​​duc​tive stra​​tegies with re​s​pect to wages and ta​xes re​al​ly endan​ge​​ring the world eco​no​my to be​​come a ze​ro-sum or, even worse, a negative-sum game be​cause aggregate de​mand would suf​fer. And it would streng​then rat-race eco​no​​mic na​tio​na​lism. In fact, na​tionalist beggar-my-neigh​​bour wage policy has al​ready been a more general feature of the 1990s. A num​ber of coun​tries has formulated guide​lines for modest wage de​velopment for the goal of price com​​pe​titive​ness, and in some ca​ses – Bel​gium, Norway – the explicit aim is to undercut the wage increase in the main com​petitor coun​tries (cf. Schulten 2002: 186ff). This might be a vi​a​b​le strategy for emer​ging economies, but not for high-income, high-wage coun​tries that for their com​pe​ti​​tive​ness first of all depend on their productivity and inno​va​tive ca​pa​city (Porter 2003).

In an ideal-typical circumscription the most general aspect of corporatism is the in​​s​titu​tio​na​lised coordi​na​​tion of eco​no​mic and social (plus potentially en​vironmental) goals by agree​ment and exchange bet​ween capi​tal, la​bour and, in the tri​par​tite variety, the state for the sake of a socie​ty’s com​mon in​ter​est, i.e. what is thought to be good for society as a whole. In ‘full corporatism’ the goals at stake are pro​​​fi​​ta​bi​lity, em​​ploy​​​ment, material equa​lity, so​cial se​cu​rity, and since the late 1980s, under the impact of the latest developments of glo​ba​li​sation and Eu​ro​pe​anisation, compe​ti​tive​​ness has been ad​ded (although the Swedish Rehn-Meid​ner Model of the 1960s – forcing com​pa​nies to extra innovative activity by spe​ci​fic wage agree​ments – was an early pre​decessor). The mar​​ket can​not (and liberals do not want to) ac​com​plish this co​or​di​na​​tion.

What, however, can corporatism add to market incentives to raise pro​ductivity and to state ac​tion to create conditions for this endeavour? Tra​ditional pro-cor​po​ratism ar​gu​ments from a com​pa​ny point of view have been economically responsible wage de​mands by the unions, ac​coun​ta​bi​​li​ty of the unions and the long-term perspective it makes pos​​sible. These properties rather appear to ren​der cor​​po​ra​tism com​pa​tible with com​pe​titiveness than di​​rectly to enhance it. The exchange in​volved is wage de​ve​lop​ment ori​ented towards ma​cro​economic para​me​ters, ac​coun​ta​bi​lity and long-term pers​pec​tive for cer​tain levels of job pro​tection, equality and so​cial se​cu​rity. In​novation can be in​cluded in col​lective agree​ments, but how to exchange it? How could it be con​nec​ted to an in​cen​tive real​ly to inno​vate? Perhaps a modernised ver​sion of the Rehn-Meid​ner-Mo​del is pos​sible and on the com​pany level, particularly where some form of co-de​ter​​mi​na​​tion exists (Streeck 2001: 14), in​cremental shop-floor innovation can be fostered and flexibility can be ex​​changed against job pro​tec​tion, leave schemes and per​haps even ca​reer trajectories. A look at Table 10.2 reveals that the Finland Sweden and to a lesser degree Den​mark, Switzerland and Ger​ma​ny do well in terms of (technologically pronounced) competitiveness, but the link to corporatism is not clear and other corporatist countries (the Netherlands, Austria) just dete​ri​o​rate in these terms or in terms of productivity (the Netherlands and Switzerland).
Moreover, one has not to forget that corporatism depends on a certain balance of po​​wer between capital and labour. When one part is structurally weaker than the other one the exis​tence of corporatism is in danger. The impact of recent glo​ba​lisation developments – in​​ten​sified international competition, the removal of trade barriers and the ra​pid​ly in​crea​sing mobility of financial capital – on national affairs should not be exaggerated but it seems plausible to assume these develop​ments are pro​​vi​ding exit options for companies. These exit options, then, are an eminent po​​​wer resource of ca​pital reducing the threat un​ions can exercise by strikes (see the excel​lent account on the different positions in the glo​ba​lisation debate in Schmidt 2002). Adding decreasing union membership in many coun​tries and the process of social-structural individualisation one has to envisage the ero​sion of corpora​tism because of a deteriorating position of labour. Big changes take time, but there are signs, such as the lack of real, more than defensive, exchanges bet​ween capital, the state and labour in recent times and the strength of the liberal discourse that suggest that this pro​cess is already under way. The Dutch development seems to point into this di​rection. And in the Irish ‘new corporatism’ labour has been subordinated to or even in​stru​mentalised by the ‘competition state’ (Boyle 2004) from the very begin​ning. When la​bour is strong capital may quit corporatism, as happened in the late 1980s and early 1990s in Sweden (though it came back in 1997 – at least partially; Elvander 2002), and in​dicating by this that corporatism currently tends to be viable only when la​bour is ac​quies​​cing. So, perhaps one has to de​scribe (symmetrical) cor​po​ra​tism as a de​cli​ning va​ri​e​​ty of capitalism. This process is not yet irreversible, how​e​ver.

Finally, consensual pat​​terns of inter​ac​tion are a condition of what could be called ef​fective corporatism. This is particular important for countries that want to a​dopt cor​po​ra​tism. The instal​la​tion of a formal-ins​ti​​tu​tio​nal framework is not suf​fi​cient. France has such in​s​ti​tu​tions (par​​ticu​lar​ly the ‘conseil du travail’) and Britain has tried them under La​​bour in the 1970s (Bum​ber et al. 2003), but neither of these coun​​tries is cor​poratist. Effective cor​po​ra​tism re​quires a high level of social trust, a discursive pat​​tern of conflict re​so​lution, the norm of com​promising and a com​mit​ment of its players to the com​​​​mon in​​te​​r​​est (Katzen​stein 1985). In Denmark, Sweden, the Ne​ther​​lands and Swit​zerland (as well as Norway) these pat​terns emerged in largely evolutionary democratisation pro​cesses since ear​ly mo​dern times. As Austria and Finland demonstrate, how​ever, the his​to​​​ri​cal pro​​cess ge​​ne​rating the con​sen​su​al po​li​tical culture does not necessarily take cen​tu​ries.
Still the liberal – social democratic divide

What remains after the critical discussion of the current ‘models’ is the fun​da​men​tal di​vide bet​ween the two principal ways of raising employment: The liberal way of clea​​ring the la​bour mar​ket by increasing wage dif​fe​rentiation, relaxed dismissal rules – par​​ticularly at the lower edge -, and residual unemploy​ment benefits, and the social de​mo​​​cra​tic – corporatist (incidentally Christian de​mo​cratic - corporatist) way of public or pu​​blicly fi​nan​ced jobs on a large scale and em​​bed​ded in a generous sys​​tem of social se​cu​​rity. Neither of these ways is totally resistant against fluc​tua​tions in un​em​ploy​ment, but both of them lead to an em​ploy​ment rate that is higher than that of the pas​sive wel​fare sy​s​​tems on the Eu​ro​pe​an con​tinent.

The liberal way has strong points in its stress of competitiveness to be raised by mar​ket competition and of indi​vi​du​al responsibility because it is cru​cial for democracy. As has been emphasised by classical political economists from Adam Smith onwards and even by Karl Marx competition between companies and individuals has been the main en​gine of the unique economic progress that in the West took place in the past two cen​tu​ries. Targeting only quantitative progress, the liberating of markets still seems to be the best recipe, therefore. There is more than technological development and GDP growth, how​ever. And when more individual res​pon​si​bi​​lity is not only the device for democracy and entrepreneurship, but also for the wel​fare system it often will have the effect of concentrating the fi​nancial bur​den of social se​cu​ri​ty on the shoul​ders of those most at risk to become unemployed, sick or disabled. This group, however, has only a limited ca​pa​city to pay for it. The argument pleading for more in​dividual responsibility tends to overlook that market risks are unevenly spread and ge​ne​ral​ly to as​sume an omnipotent individual, as well as a per​​fectly functioning market brin​ging a good income to everyone doing her or his best. Because of this blind eye, the li​​beral way or ‘model’ has high social costs in the form of considerable poverty and ine​​qua​lity and through the ‘walled com​muni​ties’ and the num​ber of so​cial workers, po​lice and private se​cu​​​ri​ty agents rising in its context.

More than by any other country this is exempli​fied by the United Sates. Un​til now, however, con​​tinental Eu​ro​pean tra​di​tions of social integra​tion, whether Christian de​mocratic, other​wise con​servative or so​cial de​mo​cra​​tic, and of scep​ti​cism to​wards the mar​​ket together with the elec​to​ral weight of the un​ionised po​​pu​la​tion have blo​cked any ra​​di​​cal adop​tion of this model. The Ne​therlands has moved some more steps to​wards in​​creased wage diffe​ren​tia​tion than other con​ti​nen​tal coun​tries, but in abso​lute terms it is still far away from Ame​rican standards. And in Germany, the Christian De​mo​cra​tic op​po​si​tion is laun​ching a liberal attack on the welfare system. Until now, this is only talking how​ever, and even if such forces would seriously try radically to change the exis​ting sys​tem they would become con​fron​ted with oppositional forces making use of the nu​me​rous ve​to points inbuilt in the poli​ti​cal structure of continental European demo​cra​cies. One has to admit, however, that the liberal discourse, in spite of its weak em​pi​ri​cal basis, has ma​ny supporters and to a considerable degree has become common: Time and again one is told about the necessity of fundamental, liberal, reforms of the welfare sys​tem and the la​bour market. The next decade will have to show whether the European con​tinent will, in so​cial terms, become americanised or retain its peculiarities.

The social democratic – corporatist way more or less put into practice by the Scan​di​na​vian countries and Austria, by contrast, is, just as financing unemployment at a gene​rous level, a cost​ly and di​rect​ly visible pecuniary affair. One may doubt whether low-employment so​cie​​ties have the insti​tu​tional capacity to move on this way and ask whether their populations want to raise female em​ploy​ment. With respect to costs, the question is whether they would pay for a large number of well-paid pu​blic and/or pu​blic​ly financed jobs. In the con​text of increasing glo​bal competition and of companies be​co​ming in​crea​singly mobile in financial terms (Genschel 2001) this question has to be translated into the one whether wage ear​ners (by in​come taxes) and con​sumers (by indi​rect taxes) will pay the bill. What is at stake is the fea​si​bility of what once was me​taphorically cir​cumscribed as ‘socialism in one class’ and what could be called social in​di​vi​du​a​lism. ‘Socia​lism in one class’, a slogan once coined to de​note the Swe​​dish ‘mo​del’, simply means that finan​cing social security, material equa​lity as well as extensive pu​blic employment is lar​​gely at the cost of the wage earners because capital taxation is low. In re​lative terms, this would even be true when critics of the globalisation thesis (cf. Schmidt 2002) of are right that the exit options of capital are li​mi​ted.

Social individualism is not a philanthropic device. It means that people would be aware that they are social beings with limited capacities for autonomous personal develop​ment. As a con​sequence, they would be aware that, to a large extent, they are ad​van​taged or dis​ad​van​taged by ge​netic and envi​ron​men​tal fac​​​tors and creations of them​selves to only a small extent. On this basis they would not only support the principle of individual responsibi​li​ty, but also those of so​li​darity and col​lec​tive res​pon​si​​bi​lity for work and wel​fare. Is this feasible? We are living in a pe​riod of rapid so​cial-structural individua​li​sa​tion or ato​mi​sa​tion. Class boundaries are still im​por​​tant in an eco​​​no​mic sense (organizations of capital and labour are based on them) and for the for​mation of so​cial milieus, but their relevance in the constitution process of individual identity as well as in po​li​ti​cal action is declining. More​over, we are living in a period of liberal ideo​lo​gi​cal do​mi​nance. In this con​text, ato​mi​sa​tion appears to be a fertile soil for the myth of the au​to​no​​mous indi​vi​dual. Con​nec​ted to eco​no​mic liberalism, liberal individualism as the ideological frame​work of me​ritocracy is at the same time the legitimisation basis of growing income ine​qua​​lity and wel​fare cuts.


Looking for the chances of turning individualism social one has to be sceptical. In superfi​cial sur​veys peo​p​le show their support for keeping a high level of social security, but this sup​port is de​clining when they are asked for the price they want to pay for it (George 1998; Mau 2001), and their willingness to pay higher taxes is limited (The Economist, March 26, 2000). It is not for no​thing that tax cut proposals are do​ing well in election campaigns. Al​so, if we are not looking to so​cial security in general - the most costly com​ponents of which are pen​sions and health care where eve​ry​body is interested in - but to un​employment be​​nefits, than there is no ma​jority to pay the price for maintaining its gi​ven level, and the more qualified res​pon​​dents are and the hig​​her their incomes, the lower their support. So, why should they be wil​ling to pay for pu​​blic​ly financed employment on a large scale? The Scandinavian countries have a par​ti​cu​lar​ly strong ega​li​​ta​​rian tra​di​tion and they de​veloped their expensive system of public em​ploy​ment in the social de​​mo​cra​tic tide of the 1960s and 1970s. Since then, times have changed. Prin​cipally, however, social indivi​dua​lism and based on it the social de​mo​cratic employment stra​tegy seem to be the only way to solve the tension between em​​ploy​ment and equa​li​ty.


Being sceptical on the feasibility of social individualism implies that one has to be sceptical on the pro​spect for substantial employment growth in the larger European demo​cra​cies as well as in Spain, the Netherlands (with its still low labour volume) and Belgium with their strong con​ser​vative or Christian traditions of a passive welfare state. The forces cri​ti​cal towards the market and thus to​wards em​ploy​ment growth by increasing wage differentiation plus relaxing dismissal rules are (still) too strong there, while the forces that could support the social demo​cra​tic way are too weak. In the current con​​text of liberal in​di​vi​dualisation this way might even, or al​ready has (Iver​​sen and Wren 1998), come un​der strain in its Scandinavian homelands.


Perhaps future research could establish a basis for a more opti​mis​tic view. Topics as bench​marking and learning are still too much related to comparisons between countries the size of which is very different. The comparison of small countries such as the Scandinavian ones with re​gions or states of larger countries is underdeveloped, however. Europeans who are critical about US po​ver​ty rates could perhaps learn from US states such as California or regions such as New England ex​clu​sive New York City where a liberal variety of work and welfare co-exists with poverty rates considerably lower than the US average. And what about the big, trans-national region surrounding the Alps comprising Austria, Swit​zerland, Southern Germany, parts of Eastern France and Northern Italy and also including Slovenia, the only East European country approaching the wealth of Wes​tern Europe? Sixty million people are living there. Why is it that the economy is flourishing just there? Is there a way of reconciling employment and (re​la​tive) equality that is different from the Scandinavian way? Maybe a comparison between this region and Ita​ly, France and Germany could shed some light on these questions.
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