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CHAPTER ONFE

Introduction

Like many other industrial countries, the United States is experi-
encing far-reaching structural changes of its economy. Like many
others, it is responding with the cure that has worked best in the past:
liberal policies and unfettered market competition. By the middle of
the 198os, however, Americans remained divided in their assessments
of both the character of the crisis and the adequacy of the cure.

The signs of crisis have become unmistakable. In the early 19Bos an
ever-growing list of books employed the language of statistics to dem-
onstrate that rampant inflation and high unemployment—either
separately or in combination—had shifted the American economy
from growth to stagnation. An impressive array of statistical mea-
sures, MOTEOVET, productivity, capital formation, and the international
balance of trade among them, indicated that the U.S. economy was
lagging behind those of a growing number of other industrial states.
Even as the share of American products in world markets continued
its gradual decline, it dropped sharply in certain key domestic mar-
kets. At the same time the strength of the economic recovery in 1983~
84, the dramatic lowering of the infation rate, and decreases in
unemployment which, compared to those in several European coun-
tries, could only be called impressive, all pointed to America’s inher-
ent economic strength. Its markets continue to be large and dynamic.
In the 1g70s America accepted while Europe rejected large numbers
of migrant workers. The American economy nevertheless generated
20 million new jobs across the decade; Europe produced none. In
several high-technology industries, moreover, the American lead over
Europe was increasing.

Because the evidence supports both ‘pessimistic and optimistic as-
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sessments of the American economy, analysts differ in their policy
prescriptions. They agree, however, that America’s economic per-
formar}ce lacks international competitiveness. In June 1980 Business
Week .utled one of its special issues “The Reindustrialization of
America.” Barry Bluestone and Bennett Harrison’s widely noted
§tudy of plant closings bears the same title with one slight but all-
important change—The Deindustrialization of America.' Whatever the
diagnosis and whatever the cure, no one knew whether the world
economy, and with it the American economy, had in the mid-1970s
sta'rted a prolonged period of economic stagnation or a transition
prior to renewed economic vitality,

By 1982 five European states had surpassed the United States in
per capita gross domestic product (GDP), among them Switzerland
Swe_den, Norway, and Denmark.? The average Norwegian or Danisl;
family today enjoys a standard of living higher than its American
counterpart. If they are aware of it, this fact disturbs Americans ac-

customed by a generation of prosperity and international leadership

to thinking of themselves as number one. Their concern suggests
the small Egropean states’ experience with industrial policy dese
more attention than it has received in American public discourse.

THE NEw GLoBAL CONTEXT

During the last 25 years the American economy has opened itself
up to glabal competition to a degree that is unique in this century,’
More than one-fifth of America’s industrial output is now exporte&
Forty percent of American farmland produces for foreign markets as-
does. one of every six jobs in manufacturing industries. Exports a,nd
foreign Investments account for almost one-third of the profits of U.S
corporations, and for many of America’s largest and most successfui
firms that proportion exceeds 50 percent. Imports meet more than
half of U.S. demand for 24 of the 42 raw materials most important to
mdus.try, and the cost of oil imports alone increased from $3 billion to
$80 billion in the course of the 19703, The weakening of the dollar in
1977—78 helped push America into double-digit inflation. Between
1978 and 1980, 60 percent of the modest increase in gross national
product (GNP) could be credited to a sharp improvement in the U.§
trade balance: America’s exports grew twice as fast as world trade m
each of these years. Similarly, the deep recession of 1981-83 was
accentuated by the appreciation of the dollar in international mar-
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kets. In short, international factors now influence America’s domestic
economy in an unprecedented fashion.

The increasing dependence of the American economy on global
markets has been coupled since the mid-1g70s with the success of
Japan's export offensive on the American market. Japan's achieve-
ments have convinced a growing number of Americans that a nation’s
competitiveness depends on more than its endowment with natural
resources and the workings of the market. But America’s national
debate on industrial policy betrays the strength of a liberal ideology.
We conceive of the political alternatives that confront us as polar
opposites: market or plan. The biases of our ideology are reinforced
by a veritable national obsession with Japan, a country that American
businessmen in particular view as a statist antidote to America’s
ideological celebration of market competition.

Our political debate typically pits the proponents of government
action against the advocates of market competition. Fundamentally,
the d=%=te concerns the character of state involvement in the econ-
omy. E\ e state smart or stupid? Should it be genercus or frugal?
The successes and failures of Japan often become important refer-
ence points in the discussion of American priorities and choices. One
influential group, whose members became known as “Atari Demo-
crats,” relies on a sophisticated interpretation of what Chalmers John-
son has called Japan’s “developmental state™ This view suggests
competition rather than collusion as the organizing concept for indus-
trial policy. Government action is informed by long-term market de-
velopments. It assists individual firms, segments of industry, or whole
industrial sectors to prepare for international competition. (This in-
terpretation of Japan draws on both the notion of Japan Incor-
porated that informs the views of mary businessmen and on those
liberal economists who stress the intense competition in Japan's do-
mestic market.)

This “smart-state” view of industrial policy is, however, open to
criticism.? Japan’s developmental state has failed in areas as different
as textiles and commercial aircraft. America’s system of government,
moreover, has institutional limitations that inhibit the implementation
of a smart-state strategy. Such criticism serves as a useful corrective to
the mixture of artistic and athletic imagery used by those who empha-
size the suppleness and swiftness of Japan's industrial policy. At the
same time, however, these criticisms risk conceding the debate by
default to those who base their case against industrial policy on the
mythiczal notion of unfettered market competition.
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A second set of arguments addresses the question whether the state
should be generous or frugal. AFL-CIO officials drawing on the ex-
perience of several European states and Robert Kuttner among other
writers give pride of place to human capital and the impact of indus-
trial policy on labor markets and social welfare® A “generous-stare”
strategy views welfare and efficiency as complementary rather than
conflicting goals. A well-trained labor force whose representatives are
involved in shaping fundamental economic choices is, it holds, an
essential ingredient in maintaining a competitive position in global
markets. Critics of this argument point 10 a lack of competitiveness
that, they argue, stems directly from the excesses of the welfare state
both in Europe and in the United States.” Social fat must be cut to stop
the atrophy of economic muscle. In emphasizing the long-term
benefits of efficiency and competition, these critics accept that the
transition from an uncompetitive welfare state that impoverishes to a
competitive market economy that enriches will carry unavoidahlé

costs. It is primarily the politically weak and the economically poor -

who must foot the bill. Perhaps the hardest of all the lessons in the
education of David Stockman was the fact that the Reagan adminis-
tration was more successful in cutting the strong claims of Qk clients
than it was in curtailing the weak claims of strong clients,

One important voice in the debate, Robert Reich, has argued that
today we face a choice “between evading the new global context or
engaging it—between protecting the American economy from the
international market while generating paper profits, or adapting it to
meet international competition.”™ But what are the ingredients of
successful adaptation? The debate about industrial policy is of little
help in analyzing those ingredients because it is organized around
misplaced polarities of state action: smart vs. stupid, generous vs.
frugal. Americans are beginning to perceive foreign threat in terms
not only of revolutionary Communism but also of competitive capital-
ism. It is therefore unwise to lump together, as Reich does, Europe
and Japan or all of Europe. In celebrating or criticizing foreign
capitalism, generalization stresses how much of an exception America
is. Comparative analysis is a useful antidote to this subtle form of
ethnocentrism.

Today we can discern three dominant political forms of contempo-
rary capitalism: liberalism in the United States and Britain: statism in
Japan and France; and corporatism@e small European states and,
to a lesser extent, in West Germany. high-tech shoot-out between
liberal America and statist Japan, cowboy and samurai, has so cap-
tured the imagination of the American public as to exclude serious
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consideration of other political possibalities within contemporary
capitalism. ‘
This book analyzes the industrial adjustment strategy of small, cor-
poratist European states: Sweden, Norway, Denmark, the b_Jether-
lands, Belgium, Austria, and Switzerland. IF compares them with one
another as well as with the large industrial countries: tl}e Umlted
States, Britain, Germany, France and japan.“’-l focus on this particu-
lar group of small states, excluding Ireland, lean_d, and some of_the
Mediterranean countries, for reasons both practical ar‘1d hlS[O.l‘lcal.
This group of seven states is close to the apex of thff: mternauol:lal
pyramid of success, yet we lack good comparative studies of h(‘)w;t ey
manage their relations with the-global economy. The group 1s large
enough to allow some plausible inferences about the effects qf struc-
tural constraints and opportunities, yet not so large as to defy 1n_te!1ec-
tual mastery. Moreover, since these seven small states m'dusmahzed
earlier than did other small states on the F_uropea_n .per}phery, they
have related to the international economy in a dlS[ll’lCtl\:‘E manner.
Finally, in these seven states a decisive realignment of their domestic
economies with world markets occurred no later tpan around the
turn of the century, a generation or two earlier than in the European
pe‘glﬁl};gflygh I use numbers in this book where relevant, I deliberately
differ from statistically inclined investigations that seek to enhance
our understanding by correlating small size with a broad range of
economic, social, and political outcomes. In methoc! of analysis 1 ac-
cord pride of place to historically informed comparisons rather Fhan
10 statistical investigations, Granting the specifics of nanqnal settings,
the historical evolution of these seven small European states justifies
our particular attention. . _ -
The experience of the small European states in thc.* internationa
economy illustrates a traditional paradox in m.ternat'w.nal rela'mor.ls
concerning the strength of the weak. That experience is instructive in
studying the problems of large, advanced industrial states, 1ncluc_11ng
America, for three different reasons. First, the large states are shrmk-
ing. This proposition is patently true in. terms_of territory: in the
course of the last generation the large industrial states completed
their withdrawal from their traditional empires, and no new formal
empires are likely to emerge in the foresleeable futu_re. Second, the
diminution of the large states is reflected in the growing openness of
their economies and their weakening control over the m.ternauonal
system. Throughout the 1g70s, for example, the economies of large
industrial states opened up faster than those of small European
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states.!! The large states are gradually relinquishing their traditional
_prerogative of imposing political solutions on others and are adjust- £
ing like small states to changes imposed from abroad. For America §
.:md .the large states, “rule taking” rather than “rule making” is becom-
Ing increasingly important.” Finally, the production of goods for =
profitable niches in international markets has long been an economic
rqality tor the small European states—a reality that the large indus- i
trial states, not accustomed to being squeezed, have acknowledged f
only rhetorically. But for the large industrial states, rhetoric is quickly

becoming reality. They too must learn how to tap-dance rather than
trample.

THRrEE PoLiTICAL RESPONSES TO FEConoMIC CHANGE

The 19705 and 1980s have been years of rapid change in the global
economy..One way to suggest the rapidity with which change hase :
occurred is to list the major issues that have affected the international
economy since the early 197os:fglobal inflation, explosion in energy
prices, prolonged recession, increases in trade rivalries and protec-
tionism, volatile foreign-exchange markets, skyrocketing interest
rates and debts, and structural readjustmenty Alternatively, one could
51mply observe the behavior of economists who are in the business of
Tnakmg.predictions. In the 19505 and 1960s their models generated
}mpresswely accurate results. Today an economic prediction often
involves little more than averaging everyone else’s guesses about fu-
ture trends—and even that method often does not work. Among ;
energy specialists, for example, few economists predicted with any |
degree of accuracy the glut in international oil markets in 1981-82, &
much less the glut that accompanied a major war in the Gulf in 1984,
a.nd still fewer were willing to hazard a guess about its probable dura:
tion.

The_ sources of these changes in the global economy are diverse.
They include political realignments in the international state system
as well as major changes in the supply conditions and production
structures of many countries. At no time since the end of World War

1I h.ave questions of economic competitiveness and economic security
so riveted attention throughout the industrialized world,

None of the major competing schools of thought in economics have
offered a plausible diagnosis of accelerating change, let alone a work-
able means of dealing with it. Yet the deepening problems of the
advanced industrial world have prompted substantial changes in the §
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policies of several industrial states. Examples illustrating the point are
easy to come by. In the hope of overcoming stagflation through
invigorating market institutions, Britain under Prime Minister
Thatcher and the United States under President Reagan made sharp
breaks with the past, pursuing deflationary policies and deregulation.
In sharp contrast, in the first year of President Mitterrand’s adminis-
tration France was looking to more government intervention and an
inflationary growth policy as the most promising cure for economic
problems—an approach that Mitterrand was later compelled to aban-
don. In ways unanticipated a decade ago, moreover, and without any
policy worth the name, northern Italy is witnessing the emergence of
an embryonic but highly competitive, decentralized economy, one
that challenges the long-presumed superiority of industrial mass pro-
duction. As these policies suggest national elites are attempting t0
meet structural change in the world economy in different ways.

In the interest of systematic analysis we need categories to group
diverging policies. This book relies on a threefold scheme that corre-
sponds to the dominant political forms of contemporary capitalism.*
Liberal countries such as the United States rely on macroeconomic .
policies and market solutions. Lacking the means 10 intervene selec-
tively in the economy, the United States, in those extraordinary situa-
tions where the traditional market approach appears to fail, tends to
export the costs of change to other countries through the adoption of
a variety of limited, ad hoc protectionist policies. Such policies often
create a temporary “breathing space” for producers hard pressed by
international competition, but they rarely address long-term struc-
tural shifts in international competitiveness. Conversely, statist coun-
tries such as Japan are endowed with the means and the institutions to
preempt the costs of change through policies that pursue the struc-
tural transformation of their economies. Because they seek to meet
structural changes in the world economy head on, their strategy often
requires systematically protectionist policies, at least in the short and
medium term. Exporting or preempting the costs of economic change
in times of adversity are political options for those large industrial
states whose power is sufficient to exercise etfective control either
over parts of their international environment or over parts of their
own societies.

This book is about a different kind of response. It is a response that
does not fit easily into the categories of analysis (competition or inter-
vention, market or state} suggested by the experience of the large
industrial states. The small European states lack the power demanded
by the strategies with which the United States and Japan typically deal
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with adverse ecanpmic change. For the small European states, eco-
nomic change fact of life. They have not chosen it; it is thrust
upon them. These states, because of their small size, are very depen-
dent on world markets, and protectionism is therefore not a viable
option for them. Similarly, their economic openness and domestic
politics do not permit them the luxury of long-term plans for sectoral
transformation. [nstead, elites in the small European states, while
letting international markets force economic adjustments, choose a
variety of economic and social policies that prevent the costs of
change from causing political eruptions. They live with change by
compensating for it. In doing so, the small European states have
cultivated a strategy that both responds to and reinforces their do-
mestic structures. Their strategy differs profoundly from the liberal
and statist principles that inform the political choices and structures
of the large industrial states.

Exporting, preempting, or living with the costs of change are con-

venient short-hand summaries for the broad political choices thatw i

distinguish different industrial states." In analyzing these choices I do
not include the element of conscious intention that scholars normally
assume to be an essential part of the concept of strategy. In talking
with businessmen, union leaders, and especially government officials
in the United States, Europe, and Japan about problems of industrial
adjustment, I have been struck by the different levels of abstraction in
their thinking about these problems. Most of the people I interviewed
were interested in discussing individual decisions; few of them
thought of bundles of decisions as “policy”; and only a handfyl

- grouped bundles of policies together as “industrial strategy.” My ten-
tative conclusion, based on this collage of individual impressions, is-
that the level of abstraction increases as one travels from the United
States to Europe and from Furope to Japan.

For the range of political experiences that this book seeks to illumi-
nate, I have found it useful to describe the industrial adjustment
strategies of the small European states under two broad headings.
What do these states seek to accomplish (international liberalization
and domestic compensation)? Where and how do they accomplish it
(national adaptation and pu compensation vs. global adaptation
and private compensation)? erms of the semantic smorgasbord
from which the current debate on U.S. “industrial policy” picks and
chooses, the use of these categories implies a broad definition of that
term. Industrial policy is concerned with the structure of the econ-
omy, that is the patterns of production in different sectors. It includes
both adjustment-promoting and adjustment-retarding measures that
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operate directly or indirectly at both the macro- and the microlevel.
Its purpose is to influence industrial competitiveness and through it
achieve objectives such as employment, investment, growth, or an
improved balance of payments.

Confronted with economic change, the U.S. government and U.S.
firms prefer adjustment in global markets to reliance on government
action. Free trade and foreign investment by firms rather than indus-
trial policy coordinated by the government is the option they favor.
This market orientation is expressed in America’s preference for
lower tariffs in the postwar world. To be sure, there exist important
exceptions to America's liberal approach. Since 1945, for example,
the federal government has spurred high-technology industries, in-
cluding electronics and zerospace, through vast military expendi-
tures. Not only large-scale preparation for war but also economic
adversity has forced the government to act. When confronted with
large-scale unemployment or massive bankruptcies, the U.S. govern-
ment tends to favor policies that are defensive, seeking to reduce the
rate of adverse economic change through protectionism.

For the American textile industry, because of political strength in
Congress, protection came as early as the mid-1950s, at the dawn of
the liberalization of the postwar international economy. American
policy makers forced on Japan a “voluntary” control of their exports
to the American market. The far-reaching liberalization of interna-
tional trade negotiated under the auspices of the Kennedy Round in
the 1960s rested on a political compromise between President Ken-
nedy and the textile lobby in the U.S. Congress. The domestic agree-
ment led to an internatdonalization of American protectionist practice
in the Long Term Arrangement on Cotton Textiles, which in modified
form eventually covered virtually all of the international trade in
textiles. Between 1969 and 1974 the American steel industry also
benefited from voluntary export controls negotiated with Japan.
Since the oil shock of 1973 a growing list of industries, including
footwear, consumer electronics, steel, and automobiles have benefited
from the adoption of protectionist policies by the federal govern-
ment. In footwear protection was granted only temporarily; steel ex-
perienced what looks like a more permanent change in American
trade policy. In consumer electronics protection was largely ineffec-
tive in revitalizing the industry; in autos it may well facilitate adjust-
ment. But in all instances the government chose protection when,
lacking alternative policy instruments, it was pressured by strong coa-
litons to ameliorate sectoral cnises. Indeed, in industrial policy
broadly defined America’s distinctive innovations are policies of
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voluntary export restraints, orderly marketing agreements, and ad-
ministrative interventions such as the Trigger Price Mechanism,
which has protected the steel industry since 1977, This contrasts with
the policy innovations elsewhere, for example, sectoral or incomes
policies as practiced respectively by japan or the small European
states.

Japan favors confronting economic change with a process of do-
mestic industrial adjustment in which the government assists firms in
a variety of ways to exploit long-term market developments, both at
home and abroad. In essence the state helps industry prepare for
international-competition. Because foreign investment by Japanese
corporations was typically low throughout the 1960s, the govern-
ment’s industrial policy (including protection) provided the preferred
mode of adjusting to economic change. In contrast to the defensive
adjustment strategy of the United States, Japan's policy is geared to
anticipating structural changes in markets; it aims to assist firms to

become competitive in particular industry segments or product linese |

Comparative advantage 1s conceived of not only as a result of market
forces but also of political action that affects competitiveness.

Several Japanese industries, among them steel and computers, re-
veal this pattern of policy. The emergence of Japan's steel industry as
the most efficient producer in the world depended on a variety of
innovative policies, including administrative guidance, recession and
rationalization cartels, and the socialization of risk through assorted
financial arrangements. Armed with these policies and favored by the
international climate, Japan succeeded in creating an industry that
within two decades had outgrown the protection and assistance it had
received in earlier days. Japan's computer industry became a similarly
important target of government attention in the 196os and 1g70s.
Policies helped either to narrow significantly or to close the gap be-
tween it and leading American firms in important segments of the
industry. By the late 1970s the industry has become largely indepen-
dent of the need for protection. In these and several other cases
Japan’s innovative industrial policy focused on long-term market de-
velopments, relied on protection while establishing international com-

petitiveness, and relinquished that protection, often under intense -

foreign pressure, when international competitiveness had been
achieved.
Both the utter indifference of the United States and the ambitious

initiatives of Japan offer a notable contrast to the flexible measures of

industrial policy pursued by the small European states. In all indus-
trial states, of course, be they large or small, one can find a substantial
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array of policies seeking to modify market conditions through such
instruments as subsidies, tax policies, regional development, concen-
tration, and nationalization. Countries that adhere to a basically lib-
eral stance on economic policy, such as the United States, often adopt
these policies in the hope of slowing the political impact of economic
change, if not economic change itself. The small European states may
at times try to do the former but have no illusions about accomplish-
ing the latter. The openness of their economies has resulted in a fully
developed awareness of the inescapability of economic change. In
Japan these policies are often employed, at least in part, in the ambi-
tious attempt to preempt adverse economic change through timely
transformation of industrial structures. In contrast, the small Euro-
pean states, even those which, like Austria or Norway, feature a large
public-sector economy and a strong Left, apparently lack the political
capacity to employ the full range of policy instruments in a far-
reaching policy of structural transformation.

Instead, Austria and Norway, like all of the small European states,
have a pr nce for a reactive and flexible policy of industrial ad-
Jjustment. e the late 1950s they have proceeded by small steps,
relying heavily on indirect policy instruments such as taxation rather
than broad-gauged political efforts to transform the structures of
their economies. The 1g70s saw the beginnings of convergence be-
tween smail and large: the policies of most of the large industrial
countries became more specific, moving either from wraditional indif-
ference to a new interest in industrial policy or from a focus on sectors
and firms toward greater attention on products and production proc-
esses. At the same time the policies of some of the small European
states were becoming less specific. At least some countries confronted
for the first time the possibility that large-scale political interventions
might be necessary. By and large, though, political indifference or
policies of structural transformaton typical of the United States and
Japan still differ notably from the reactive, flexible, and incremental :
pursuit of industrial adjustment by the small European states.

Characterizing the industrial adjustment strategy that typifies the
small European states is one thing. Thinking about the criteria by
which one judges its success or failure is another. Economists of di-
verse persuasions found the variations in the economic performance
of small industrial states in the 1970s increasingly difficult to explain.
Why, for example, did Austria and Switzerland both have a low infla-
tion rate in the 1970s even though Austria experienced high eco-
nomic growth while Switzerland experienced low growth? Why is
unemployment in Belgium much greater than in Sweden despite
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roughly comparable growth rates? Economists have no simple an- |

swers to such questions. But if simple explanation is difficult for
economists, it is even more difficult for political scientists. Political
choices have an effect on economic outcomes without determining
them. A political analysis that, like the one offered in this book, draws
on variables that change relatively slowly will have difficulty ac-
counting for the rapidly changing economic performance of the small
European states between 1960 and 1980. Furthermore, an analysis
that emphasizes both similarities and differences in political struc-
tures and processes in different societies is hard pressed to vield a
systematic and parsimonious explanation of economic performance.
Economic performance, then, is not a yardstick by which we can di-
rectly measure the successes and failures of the small European states,

Can we use a political criterion to gauge success or failure? |
Through their policies, political leaders in the small European states |
have maintained the legitimacy of the political arrangements govern-

ing their societies. In neither Switzerland nor Austria has widespreagd
popular disenchantment challenged the main political institutions.
Political parties retain a tight hold on mass participation, and electoral
changes in both countries have been very small. In Scandinavia
groups representing the interests of business and workers continue to

operate with the consent, in the main, of the myriad small firths and-

the union rank and file. In the Low Countries government agencies
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and the courts administer and adjudicate without large-scale public .

protests. Single-issue movements and citizen-initiative groups, which
have grown in political importance in other European countries, have
been incorporated in their political regimes. In short, by the criterion
of political performa@

plary success stories.

he small European states look like exem- ¢

The problem with this second yardstick for gauging success and |
failure is the inverse of the first. The measure is not easy to disaggre- °
gate into different dimensions, and it is not easily disconfirmed.
Legitimacy is a broad construct; it covers a wide array of political *
experiences across the last three decades. Widespread loss of legiti- °
-~ on market-driven adjustment. But their reliance is tempered by the

macy occurs only very rarely—even Britain and Italy could be inter-
preted by this standard as political success stories. Despite the crude
and misleading terminology of the news media, Britain has refused to

“go down the drain” and Italy has not submitted to “political chaos.”

Considering the magnitude of the economic and political problems °
that these two societies confronted in the 1g70s, they might be judged
even greater political successes than, for example, the small European
states or Germany and Japan. Indeed, from this vantage point it
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would be difficult to find any evidence short of total political collapse
and social disintegration that would not lend credence to the argu-
ment that virtually all industrial states, the small European nations
included, have succeeded politicaily.

Common sense approves our measuring success or failure in ad-
Jjusting to economic change by economic or political yardsticks. But .
both procedures generate problems for analysis, and 1 have therefore
chosen a third yardstick. It measures the extent to which social coali-
tions, political institutions, and public policies facilitate or impede
shifts in the factors of production that increase economic efficiency
with due regard to the requirements of political legitimacy.” The
small European states, like the United States and other large ad-
vanced industrial states, have had to confront the problem of adjust-
ing the production profiles of their economies to rapid changes in
technology and global competition. This hook argues that the small
countries have largely succeeded in this task, and they have done so
by taking into accou;@th the economic and the political require-
ments of rapid chan
Jjustment in terms of economic incentives that shape politics to fit the

logic of the market; what matters is the elimination of distortions to ", . -

competition. Political scientists see the problem in terms of power

" calculations that shape market outcomes; of central importance is the
imposition of state preferences on markets at the level of the indus-
trial sector or sector segment. The successful strategy of adjustment
practiced by the small European states bridges the divergent require-
ments of international competitiveness and political preference.
These states adjust to economic change through a carefully calibrated
balance of economic Hexibility and political stability.

Compensating for the costs of change, I hasten to admit, can be
simply another way of failing to adjust. The possibility is illustrated by
the growing list of ailing industries and firms that live off state sub-
sidies around the industrial world. But this form of compensation is
not characteristic of most small European states. For example, Switz-

. erland and the Netherlands, in the name of efficiency, rely primarily

awareness that compensatory political gestures are essential for main-

* taining consensus on how to adjust. Austria and Norway, in the name

of equity, are inclined to rely on political efforts to slow down the rate
of economic change. But their inclination is held in check by the
knowledge that the state lacks the economic resources to offset ad-
verse market changes for prolonged periods. Characteristic of both
policies is the close link between the political and the economic re-
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quirements of flexible adjustment. Compensating too little for ad-
verse economic changes can be detrimental to the political consensus
on coping with change; compensating too much can impair economic
efficiency. In assessing the success or the failure of adjustment, we
need to take into account both its economic and its political costs and
benefits.

Measuring success and failure by this third yardstick—the political
facilitation or retardation of shifting factors of production—is related
indirectly to the commonsensical but problematic measures I men-
tioned earlier: success or failure in terms of economic performance or
political legitimacy. Flexibility in shifting factors of production pre-
sumably strengthens economic performance. Compensating for these
shifts by political means rather than ignoring them should reaffirm
political legitimacy. Precise examination of these links is beyond the
scope of this book, but establishing them on grounds of plausibility
will, I hope, suffice for those readers who wonder whether in their
successes and failures the small European states have been smart.or
stupid, lucky or unlucky.

DeMoCRATIC CORPORATISM

Similarities in what I shall call their corporatist arrangements set ;
dustrial states. Yet ;

the small European states apart from the large i
different variants of corporatist arrangements E ral and social, can
be found among the small European states. T ets of comparisons,
between large and small and among the small, offer a map of the
relations between the different components of corporatist structures
as these European countries confront economic change. But a map
simply traces the contours of the terrain the traveler will encounter; it
does not explain them. The corporatist arrangements that distinguish
the small European states, 1 shall argue, have their origin in the
catastrophic changes of the 1930s and 1g40s. In those two decades
business and unions, as well as conservative and progressive political
parties, became convinced that they should impose strict limits on
domestic quarrels, which they viewed as a luxury in a hostile and
dangerous world. Since the mid-1950s the requirements of interna-
tional competition have helped to maintain that conviction. '
Corporatism is an ambiguous and evocative concept.” Broadly
speaking, it has three different meanings! First, it refers to the polit-
ical arrangements of several European states in the 1g30s that had a
close affinity to political authoritarianism and fascism. Mussolini's
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Italy, Salazar’s Portugal, and the Austria of Dollfuss were all—
foundly antidemocratic in their repression of unions and leftis
ties and antiliberal in their pursuit of relative economic autarchy.
Contemporary interpretations of corporatst tendencies in southern
Europe and Latin America often have this authoritarian variant as
their implicit benchmark.

Second, the concept of corporatism refers to the economic and
political organization of modern capitalism, as expressed in contem-

porary discussions of “corporate capitalism” or “state capitalism.” The

view of Japan as a big business firm (Japan Inc.) or of the United
States as run by Wall Street emphasizes both the dominance of the
giant corporation in econornic life and the integration of business into
the deciston making of governments and state bureaucracies. This
second variant differs from the first in two ways. It fosters the relative
political exclusion (rather than the repression) of unions and leftist
parties from the centers of power. It also emphasizes the liberal pur-
suit of international interdependence through trade and investment.

Finally, there is the democratic corporatism of the postwar period.
lts essence can be grasped by looking at changing interpretations of
German politics. The “organized capitalism” of twentieth-century
Germany makes plausible those historical interpretations which draw
on either of the first two meanings of corporatism.” But such inter-
pretations do not capture the main political currents in West Germany
since 1945. West Germany’s political economy is founded on the polit-
ical inclusion of business@ unions as well as conservative and pro-
gressive political parties. Federal Republic favors the principles
of market competition and international trade. The country’s postwar
experience, moreover, illustrates why democratic corporatism need

‘not necessarily be considered anathema by Social Democrats who as-

sociate all corporatism with the repression or exclusion of labor. West
Germany comes closer than any other large industrial state to the
logic by which political life in the small European states is organized.
How this democratic corporatism deals with economic change is the
subject of this book.

Scholarly interest in democratic corporatism has surfaced twice in
the postwar period.” Throughout the 1g50s and into the early 1g60s
buoyant economic growth prompted American political scientists to
focus on the political question of recreating a moderate democratic
politics in Europe by freeing unions from Communist parties on the
Left and the Catholic church on the Right. The mid-1gyos saw a
resurgence of interest in corporatism, this time prompted by the slow-
ing of economic growth and the prospect of prolonged economic
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crisis in_the 1g80s. Recent studies of advanced industrial states have
coinéd various terms for a phenomenon on whose existence most
% observers agree: the voluntary, cooperative regulation of conflicts
| over economic and social issues through highly structured and inter-
j penetrating political relationships between business, trade unions,
and the state, augmented by political parties. As Peter Lange has

observed, however, corporatism has been viewed in different ways. !

Some scholars understand it as a transformation (either in progress or
completed) of interest-group participation (from pluralism to cor-
poratism), others as a transformation of the mode of economic pro-
duction (from capitalism to corporatism) or of the form of the state
{from parliamentary to corporatist).” These differences in theoretical
and political orientations have led to different characterizations and
interpretations of corporatism.

Democratic corporatism is distinguished by three traits: an ideology :

of social partnership expressed at the national level; a relatively cen-
tralized and concentrated system of interest groupsizand voluntary
and informal coordination of conflicting olm%gh continu-
ous political bargaining between interest groups, state bureaucracies,
and political parties. These traits make for a low-voltage politics.

The first trait, an ideology of social partnership on questions of
economic and social policy, permeates everyday politics in corporatist
societies. (This ideology mitigates class conflict between_business_and
unions; it integrates differing conceptions of group interest with
vaguely but firmly held notions of(the public intérést, Even to the
casual visitor the self-dramatization of smallness 1s evident, ritually

o
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invoked in any interview or sustained discussion by the words, “You
must understand that this is a very small country.” References to the :
ideological cohesion that emanates from smallness convey the mis-
taken impression that in corporatist societies all important political -
conflicts have been resolved. Political elites in these systems, in their
world view and in their daily behavior, do express satisfaction with the
status quo, it is true. They regard redistribution as less important than
an equitable sharing in economic gains and losses JYet the prominence, -
of the notion of public interest in this ideology of social partnership !
. does not mean that individual attributesmm?—s}gt_ﬁcdioﬁard

__valuing compromise. Individual predispositions; attitudes, or beliefs -

are not the roots of ideological cohesion /Rather, the “culture of com: ;

promise” that pervades democratic corporatism refects political ar-
rangements that _manage to couple narrowly conceived group :

interests with shared interpretations of the collective good.

Second, democratic corporatism is distinguished by relatively cen-
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tralized and concentrated interest groups. Centralization is 2 measure
of the degree of hierarchical control. Interest groups in corpor?tisl:
systems are aptly called “peak associations” because power is exerc1‘sed
at_the suminii over—arelatively compliant base. Concentration 15 a
measure of the degree of inclusiveness. Peak associations in corpora-
tist systems aré broadly based and organize a _very large proportion of

producers and workers. High degrees of centralization and concen-
irafion give a misleadingly orderly appearance to political life. Politics
is of great importance, but it is important within interest groups,
determining which issues get on the public agenda and sctting the
parameters of political choice. Political struggles fought and decnd.ed
within interest groups prevent the crowding of public agendas with
the political infighting of different segments of business or 1ab01j. .
‘T'he importance of centralized and concentrated institutions l1e§ in
theixshielding aparticular_style of political bargaining, the third
I isti ratic corporatisfn. Bargaining s
‘oluntary, informal, and continuous. It achieves a coordination of

“conflicting objectives among political actors. Political preferences in

different sectors of policy are traded off one against another. Victory
or defeat on any given issue does not lead to an escalating spiral of
conflict because a continuous sequence of political bargains makes all
actors aware that victory today can easily turn into defeat tomorrow.
The predictability of the process enhances the flexibility of the actors.

Democratic corporatism is tied in each of its three distinctive fea-
]ltures to political parties and electoral politics, but it avoids being
dominated by them. Electoral competition between political parties
limits the degree to which an ideology of social partnership can be-
come a threat to democratic politics. Furthermore, the close relation
between political parties and interest groups contributes to the cen-
tralization of domestic structures, especially on the Left. Finally, polit-
ical parties and the perception of electoral losses or gains influence
the degree to which groups coordinate diverging objectives. Demo-

cratic corporatism, as Stein Rokkan has argued, operates on two tiers:”

the’democratic tier and the corporatist tier.® Political leaders of par-
ties, interest groups, government agencies, the legislature, and the
cabinevalways-operate on both levels. The cumulation of roles by the
same political elite—so distinctive of the small European states—
strengthens a complex web of political relations between the two tiers.
For the past four decades that web has been sufficiently strong to
make the political arrangements of the small European states simulta-
neously corporatist and democratic.

In sum, corporatist politics has three distinguishing characteristics.
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All states share in some of these characteristics, but none exhibits all
of the i Oratis n be found
e ere and nowhere in the 1 zed countries. But differ-
ent countries exhibit democratic corporatism to different degrees. We
can therefore distinguish between “strong” and “weak” systems of
democratic corporatism in the advanced industrial states. The small
European states, with their open and vulnerable economies, exem-
plify a democratic corporatism that among the large industrial states
only West Germany approaches.

A taxonomy by which one can distinguish the strong corporatism of
the small European states from the weak corporatism of the large
industrial states is not the same thing as an explanation of why strong
corporatist structures came into being and why they have lasted. The
explanation this book proposes is, in a word, historical. The démo-
cratic corporatism of the small European states was bor in the 193058
and 1g40s amidst the Great Depression, fascism, and World War I1.
In many ways the domestic structures and political strategies that
emerged in these two decades set guidelines for the generation of
leaders charged until the 1g60s with economic reconstruction and
expansion. Economic openness and dependence established a com-
pelling need for consensus, which through complex and delicate
political arrangements has transformed conflict among the main so-
cial forces in small European states. Truces between business commu-
nity and labor movement were expressed in Norway's “Basic
Agreement” of 1935, Switzerland’s “Peace Agreement” of 1937, Swe-
den’s “Saltsjsbaden Agreement” of 1938, the Netherlands’ fifth, cor-
poratist chapter of the new Constitution of 1938, and Belgium’s
“Social Solidarity Pact” of 1g945. Those truces have since been
translated into durable peace. Austria's memories of the civil war of
1934 and Denmark’s postwar seulement have encouraged a similar
development.

Reflecting on the importance of international events for a consen-
sual domestic politics, Arend Lijphart concluded that “in all of the
consociational democracies the cartel of elites was either initiated or
greatly strengthened during periods of international crisis, especially
the First and Second World Wars.” In all cases external threat.im-
pressed on the elites the need for internal unity and cooperation.
Johan Olsen similarly argues that “during wars, depressions, or other
mational crises, as well as during crises in specific sectors of society,
mtegrated organizational participationsby peak associations becomes
more frequent.” The political manifestations of what he calls “inte-
grated organizational participation” can be found in corporatist polit-
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ical practices and institutions. In the small European states, Moreover,
political metaphors reinforce the historical memories of the 1ggos
and 1g40s. They emphasize that all members of society are in the
same small boat, that the waves are high, and that everyone must help
pull the oars. Domestic quarrels are a luxury that prudent persons
will not tolerate in such adverse circumstances.

But why did the crises of the 1ggos and 1940s est:lablish n the _smal_l
Furopean states political regimes that met the requirements olf inter-
national competitiveness as well as the objectives of prosperity and
legitimacy? Not every serious crisis is met success_fully. When faced-
with far-reaching changes, for examyple, Britain in tl’.le 1gbos and
Poland in the 1g70s failed to recast their political strategies or reshape
their domestic structures. In the small European states, however, a
tradition of accommodative politics dating back beyond the
nineteenth century facilitated the political reorientation that took
place in the 19g0s and 1g40s.

Some of the small European states—Belgium, the Netherlan(-is, apd
Switzerland—societies politically divided into different ethnic, _hn-
guistic, and religious camps, found corporatist p'attern; compa_ub]z
with political accommodation that had emerged generations earlier.
“Consociationalism” and “Amicable Agreement” are terms that ob-
servers have used to capture the distinctive political structures and
practices of these small European states, where groups are held [02:
gether by pragmatic bargains struck by a handful of political !e!adfrs.
Though for different historical reasons, I shall argue, {Xustrla s “Pro-
porz Democracy” achieves similar results. Compromise across the
main social cleavages assures political quiescence and, equally impor-
tant, reinforces political control within each camp. The greater the
segmentation of these continental societiffs,.the more pronounced,
typically, are elite coalescence and consocnaugnal arrangements that
diffuse conflict.Z In the Scandinavian countries, on the other h.afld,
what mattered was an independent peasantry and a deep division
between city and countryside, Political alliances between urbtcm and
rural sectors were the result in societies less troubled by social seg-
mentation. As Arend Lijphart writes, “The coalescent style of deci-
sion-making has become quite pervasive . . . probably more so thap
elsewhere in the Western World,” at least with respect to economic
and social policy.® ' .

The “historical compromise” that business and labor negotiated in
the crisis-ridden 1g30s and 1g40s broadened narrow conceptions of
class interest to include an acute awareness of the fragility of the small
European states in a hostile world. An increasingly liberal interna-
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tional economy in the postwar years offered daily confirmation of that :
awareness. International competition intensified, underlining the ¥

enormous benefits of limiting domestic conflicts over €Conomic issues.

For example, strikes in the small European states are so costly for

everyone—business, unions, governments, and consumers—that they
occur very rarely. Political negotiations over prices and wages (what is
usually called an “incomes policy”), on the other hand, are prevalent.
In short, because the small Eurcpean states have very open
econornies, political actors rarely lose the sense of being exposed to an
international economy beyond their control.

This argument, which links the historical experience of the 19g0s
and 1g40s to the creation of democratic corporatism and attributes its

maintenance and adaptation to the effects of a liberal international £
draws supporting evidence from post- ¢

economy since the mid-1g50s,

war Germany and Japan. The experience of the Depression, fascism,

defeat in war, and occupation remade political life in Germany and £

modified it in japan. Comparative studies of corporatism, though
sometimes uneasy about Japan, concur that both states approximate

more closely than any other large industrial nations the kind of demo- i

cratic corporatism distinctive to the small European states.” West Ger-
many features both an ideology of social partnership and peak
associatiéns. It falls short of strong corporatism, however, because
political parties play a greater role in the handling of conflicting ob-
Jectives across different sectors of policy. Japan has both peak associa-
tions of business and a strong ideology of social partnership at the
level of the firm. But because of the strength of the Japanese state and
the exclusion of labor unions at the national level, Japan manages
diverging objectives in ways utterly alien to the logic of democratic
corporatism.” The comparison with Switzerland is mstructive. Like
Japan and unlike Austria, Norway, or Sweden, Switzerland has a rela-
tively decentralized system of collective bargaining that rests on a
shared ideology at the level of the firm. In sharp contrast to their
counterparts in Japan, however, Swiss unions are important actors in
the national policy process, the Left is included in the cabinet, an
ideology of social partnership exists at the national level, and the state
bureaucracy is not dominant.

In the global economy the odds are stacked against small and de-
pendent states. Yet somehow the small European states defy the odds.
As early as 1931 Richard Behrendt was noting that the small Euro-
pean states were an embarrassing exception to virtually all explana-
tions of the political economies of larger countries.® In the 1g6os
Harry Eckstein observed that “the smali European countries are
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strangely overlooked by American political scientists who seeni o
know more about Uganda or the Ivory Coast than about Denmgr 01;
Holland. Comparative politics has, af'ter all, always had sor'r‘l:zthmg 0
a great-power fixation, particularly in regal.“cll to Europe. Tva‘?nty
years later Fckstein's appraisal of our familiarity with th'e African
political scene may be optimistic, but his assessment of our ignorarnce
of the small European states remains valid. Slr_nce we know so little
about the smali Eurcpean states, their success in the poitwar ‘world
cither remains baffling or is glibly credited to two factorls: - One is th}:lat
they exported all their economists to America and Britain. o The
other is that it is always easier to keep a small house m.ord:?r. ‘
Students of international politics have glso shoul'n little interest in
understanding the coincidence of economic strategies that favor flexi-
bility with political structures that produce so mucl.l order. As one
reviewer concluded, “a common feature O.f the studies on economic
problems of small states [in the 1g70s] . . . is that they concentrate on
the external conditions. . . . Small states have, however, reacted in
different ways to similar external conditions and one reason for this
could be the internal structure of the small states themselves, a f:flctor
wholly neglected in the studies.”™ The small European states d(;) illus-
trate that periods of great crisis can profgundly affgct the way domes-
tic politics is organized; periods of relauve-_ normal_lty can, morecf)g'er,
reinforce that pattern of organization. But {mernatlonal factors a ec{; 7
political strategies and outcomes only indirectly: they are fu'nnel_e
through domestic structures that are .sl-laped by dlfferent. hlstor|e§
and embody different political possibilities. Because of their grez;ter
vulnerability and openness, the small European states have fe ht a
greater impact of international factors on dOmCS.llC structures than
have the large industrial states. But, as this book 1llystrates, interna-
tional factors have not determined political strategies and dorpestlc
structures. Rather, while external events induced convergence, 1r_1ter~
nal events drive countries to different responses. Tl?e result is to
create among the small European states two distinct variants of demo-

cratic corporatism.

in the next chapter I detail both how srpz_ﬂl European states dlffoa:r
from large industrial countries in their political response to econnim.nc
change and how they differ among themselves. Chapte_r 3 explains
these similarities and differences in terms of the domestic structures
of the small European states. Their economic openness and tl:u_e struc-
ture of their party systems are conducive to corporatist political ar-
rangements, which distinguish small from large industrial countries.

37



SMALL STATES IN WORLD MARKETS

But the small European states differ in the form of their corporatism,
liberal or social. Chapter 4 gives a historical analysis of both the condi-
tions that permitted the emergence of democratic corporatism and
the conditions that account for its taking a liberal or a social form.
Chapter 5 draws out some of the broader implications of this analysis.
Corporatism was born out of political chaos and economic competi-
tion, but the authoritarian version of the 1g30s was not the only
possible political response 10 a period of crisis. A second, democratic
form of corporatism also emerged in reaction to the antiliberal cur-
rents of the 1gg0s and ig4o0s. Nourished by the strong effect of a
liberal United States on the postwar global economy, democratic cor-
poratism is a way of organizing politics that differs from the liberal
and statist models typical of the United States and Japan. It accommo-
dates the logic of the market by compensating for it, and it tolerates
the power of the state by circumscribing it. Democratic corporatism
merits study for its response to economic change. Exposed to global
markets that they candot control, the small European states have
accommodated themselves to a situation that Americans are now be-
ginning to experience as crisis. How the small European states made a
political virtue of economic necessity is the subject of this book.
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CHAPTER TwoO

Flexible Adjustment in
the Small European States

The small European states differ from larger ones in how they
respond to economic change. Avoiding policies of protection and of
structural transformation equally, they combine international liberali-
zation with domestic compensation. The result is flexible policies of
adjustment that, on questions of industrial policy, avoid both the in-
difference of some large states and the ambition of others. Despite
their similarities, however, the small European states do differ from
one another in the specific type of industrial policy they adopt. Indus-
trial policy is relatively passive in some small states and relatively
active in others. _

This chapter describes the response of small European states to
economic change. The first three sections compare a strategy of inter-
national liberalization, domestic compensation, and flexible industrial
adjustment to that of the large states. These sections establish that the
small European states do indeed follow a distinctive strategy. The
final section, by contrast, emphasizes the difference among small
European states by examining two extremes of economic strategy: the
relatively passive industrial policy of Switzerland and the more active
approach of Austria.

INTERNATIONAL LIBERALIZATION

Political and economic elites in the small European states mention
three principal reasons why free trade is a policy to which they see no
alternative. First, protection raises the price of intermediate goods
and thus undermines the competitiveness of exports in world mar-
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CHAPTER THREE

Democratic Corporatism
and Its Variants

_ The Swiss joke that their air force is the world’s champion in flying
circles; the country is too small to learn how to fly straight. Sizgis, of
course, one of the most obvious things to be noted about tmmall
E:.uropean states, but to be useful for analysis size should be con-
sidered a variable rather than a constant. Together with other factors
it facilitates particular political outcomes.' Size affects, in_;;;;tic_ai;r,
both economic openness ‘and the characteristics of the political re-
gime. Small countries are fibre opien and vulneral Je.than farggaﬂes‘

economically, politically, and militarily. In small countries, moreover:

political centralization tends to be greater and political arrangements
tend to Ee ‘more closely knit. These are powerful forces that buttress
fiemocratlc corporatism. Yet the relationship between these variables
is not inherent but hiétorica}})small size can, after all, be related to
economic closure and Authoritarian corporatism. But in the case at
hand, Western Europe, small size has facilitated economic openness
and democratic corporatisim.
‘Ef:onomic openness reinforces the corporatist arrangements that
distinguish the small European states from the large industrial coun-
‘ tries._This corporatist difference is evident in the three defining char-

acteristics of corporatism: an_ideology  of social partnership,. a

centra.lized and concentrated system of econpmic_i;tg}eSE f ps and

an uninterrupted process of bargaining among all of the major polit-
ical actors across different sectors of policy. Cofﬁofﬁﬁsm also results

.from the distinctive party systems of the small European states. Polit-

ical parties of the Right are divided, and proportional representation
encourages a system of coalition or minority governments. As a resuit,

political opponents tend to share power and jointly influence policy.

8o
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~The argument requires that I establish systematic differences be-
: tween small and large industrial countries in their economic open-
ness, corporatist structures, and political party systems. The analysis
of the first three sections of this chapter is thus explicitly comparative.
‘But the small European states also differ one from another. The
fourth section distinguishes between the liberal corporatism of Switz-
erfand, the Netherlands, and Belgium on thie oiie hand and the social .
corporatism of Austria, Norway, and Denmark on the other. Swedeii
combines elements from both patterns. These two variants of cor-

* poratism differ in the strength and character of both business and

labor: that difference is illustrated in both where (globally or nation-
ally} and how (privately or publicly) industrial adjustment occurs. The
ffth and final section compares Switzerland with Austria as the most
typical instances of, respectively, liberal and social corporatism. It also
shows how despite their differences, the two countries converge with
examples of both liberalism and statism among the large countries,
thus pointing to the emergence of a corporatist variant of capitalism
that combines both the market and state in distinctive ways.

Economic OPENNESS

In their openness to and dependence on the world economy the
seven small European states resemble one another. Small domestic
markets entail a degree of economic openness that is for two reasons
much greater in the small European states than in the five large
advanced industrial countries.? First, the small European states do not
offer the necessary economies of scale toa number of industries abso-
lutely ¢sitical to the furictioning of a modern economy. They must
therefore import a wide range of ‘goods that larger countries can
produce domiéstically. Secondly, small domestic markets lead the small
European states to seek their specialization and economies of scale in
export markets. Dependence on imports and the riecéssity to export
make the economies of the small European states both more open and
more specialized than those of larger countries.’

The import dependence of the small European states, as many
observers agree, reflects the absence of critically important industries
requiring large domestic markets. In the 1g5os the relative output of
the small European states in industries with economies of scale (par-
ticularly basic metals, chemicals, metal products, and textiles) lagged
greatly behind that of the large states,* The same finding holds for the
late 1g6os as well: the small European states lagged far behind the
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large advanced industrial countries in the production of basic metals,
chemicals, metal products, nonelectrical and electrical equipment,
and transport equipment in 1965, and of chemicals, petroleum prod-
ucts, rubber, iron and steel, metal manufactures, nonelectrical ma-
chinery, textiles, and transport equipment in 1g70.% As these studies
suggest, the industries of the small European states are less diversified
than those of large industrial countries.’ o

This limitation in industrial structures leads to an import depen-
dence that is much greater in_investment than in_consumer goods.!
For example, the machine industry, with its large economies of scale,
contributed between one-fifth and one-quarter of total production

and less than one-fifth of exports of the small European states; corre- 8

sponding figures for the five large industrial countries are almost

twice as large.® In the late 1950s the import content of investment
goods amounted to 52 percent for the small European states, only 10 |
percent for the large countries.” A more recent estimate of the aver- 3

age import content of gross domestic capital formation, though based
on a different sample of countries and different methods of com puta-
tion, arrives at substantally similar results: 49-52 percent for the
small developed states, 17 percent for the large advanced industrial
countries. The direct import content of consumption goods, by way of

contrast, is less than 3o percent in both groups of states.!' In the mid-

1960s the small European states surpassed the large industrial coun-
tries in the total import content in fixed capital formation {transport
equipment, machinery, and building and construction) by a factor of
three,'

The import dependence of the small European states makes them

far more open to influences from the international economy. than the. 3

large countries. In the Netherlands more than half of total domestic
demand for manufactures in the late 1g70s was supplied by foreign 3
producers.” The portion of the economy that must respond to inter-

national competition is eight times larger in Belgium and almost five
times larger in Sweden than in the United States." These examples
illustrate the undisputed finding of virtually all studies on the sub-
Ject." As one stadistical analysis concluded in 1970, small countries
have high levels of imports irrespective of their level of income, while in
the large countries the propensity to import tends to decline when
income levels rise. Exposure to foreign competition in the small Euro-

pean states is, on average, more than three times as great as in the |

large countries.'s
An openness to developments in international markets has strong
effects on the movement of prices and wages. The small European
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economies import inflation’ from world markets—inflation that, in
contrast to the large tountries, not only has indirect effects through
ncreasing demands for export or the balance of payments but also
acts directly through price dissemination from imported goods and
services."” In the 1g50s, as the OECD’s McCracken Report noted,
external price influences were a major source of inflation for open
economies. Even analysts who play down the consequences of an open
economy nonetheless concede that the influence of the international
economy on prices and wages is very strong.'®

- Swiss chemicals and Belgian steel illustrate the tendency of promi-
“nent industries in the small European states to seek economies of scale

orporations in the small European states, unlike in the large coun-
ries, to standardized and high-value-added products. They tradi-
“tionally fill those market niches pardcularly well suited to their

: traditional economic strengths and resource endowments. During the

last two decades, Switzerland and Austria have benefited greatly from
“the production of ski clothes and equipment. Sweden is exploiting its

" traditional strength in wood and furniture products in the computer

market, through specializing in the exterior furnishings of minicom-
puters and in office design. Denmark has developed highly sophis-

- ticated marketing strategies in a wide range of consumer goods, best
- typified by the phenomenal success of Lego toys. Behind such illustra-

ons lies a statistical truth: in the mid and late 1960s the economies of

- the small European states were much more specialized in their ex—~

ports than were the larger European countries.*
Small European states have expanded their export markets in

. specific types of industry. While what constitutes a “modern” as com-

ared to a “traditipnal” industry differs from one study to another, all
studies suggest that the small European states have developed their
comparative advantage in the atter. In the small states’ “export bas-
ket” traditichal industries such as food, beverages and tobacco, tex-
tiles, wood, paper,' printing, and leather take a much larger relative
share than do modern industries (rubber, chemicals and petroleum
products, industrial raw materials, and metal products).?’ This imbal-
~ance is also reflected in the much greater import content of goods
produced for export in.modern-industries.” Light industries are rep-
resented disproportionately in the industrial structure of the small
European states.” In 1966 the share of exports in the industrial pro-
duction of Sweden, Norway, Denmark, and Austria was twice as large

- as in the five large industrial countries. An analysis of the export

orientation of several manufacturing industries in West Germany,
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n international markets. The necessity of exporting has also brought
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ce of foreign trade: while the large countries found themselves in

France, Britain, and six of the seven small European states arrives a
the same figure for 1g77.% In the postwar era the relative share o
exports in GNP in the small European states has been more than twic
as large as in the)large countries.

This dependefice, both on the import of modern investment good
and on th€ export of more traditional consumer goods, reinforce
imbalances in the économic structures of the small European states
Economic specializition resulis in different sectors of the ecoriom
being less integrated than those in the large countries—an observa-
tion true throughout the postwar era.”* Openness to international ;
markets, specialization, and imbalance give the economic structures.§
of the small European states a propensityto borrow a phrase from
David Riesman, for being “gther-directed.”® The small European
states thus tend to develop two differciit economic sectors, one exter-:
nally oriented and competitive, the other internally oriented and pro-
tected. The differences between these two sectors are usually greater
in smatler than in larger societies.

Specialization for export is essential to cover the costs of necessary
imports. Yet Hollis Chenery has concluded that diseconomies of scale’
in importing sectors are, statistically speaking, twice as important as:
economies of scale in production and (by inference) in exports.® Fur-
thermore, specialization leads small European states to concentraté
their export trade on particular..countries and part_i_;_:;ilar com
modities—a concentration that during the last three decades has ex-
ceeded that of the large countries by a substantial margin.” This
concentration can have important effects on politics: as Albert
Hirschmann has shown for the interwar years, high degrees of trade
concentration can become an enormous political liability.® For the
small European states this has not been so since the war, a testimony to
the more benign climate of the international economy since 1945.

That climate has favored not political liability but economic growth..
Between 1938 and 1967 the value of the seven small states’ export
trade grew by a factor of eight as compared to a tenfold increase in
imports.® Commodities that enjoyed a high growth rate in world
trade between 1g54 and 1969 increased by 14.2 percent in the five
large industrial states but by only g.1 percent in the small European
states. Conversely, commodities with only an average growth rate de-
clined by 0.8 percent in the five large countries while they increased
by 7.4 percent in the small European states.® The import level of the
small European states covered by gross international reserves is about £
one-third lower than in the large countries.” Furthermore, the small
European states tend to run consistently sizable deficits in. their bal-

urplus two-thirds of the time between 1960 and 1977, the small
liropean states ran a deficit in their trade balance two years out of
sthree.® Overstating his “case, one observer concluded that “small
ountries appeared to experience a comparative disadvantage in most
manufacturing industries.”

Against these structural trade deficits we should set a-substantial
urplus that small. European states gencrate in their invisible trade,
he export._of services.® Even though Swiss industry is in relative
erms, larger than that of any other OECD member state, the export
£ services has remained essential to Switzerland's position in the
world economy throughout the postwar era.* Norway’s enduring
<trade deficit is partly offset by its sizable gross freight earnings. In
gbo Norwegian ships carried a larger share of American trade (1 5%)
than did the American fleet; in the second half of the 1g60s receipts
rom invisible trade were about one-third of Norway's total receipts
from foreign trade.” And Denmark, hard hit by the economic reces-
sion of the mid-1g70s, witnessed a very substantial growth in its invis-
ble receipts even though it already had the highest proportion of
nvisible exports to total export earnings (29%) in Europe.” It is next
to impossible to separate out the service component from merchan-
dise trade, particularly in technologically advanced sectors where
know-how, consulting, and service are integral parts of one product
" package; but it is striking that the small Eurgpean states offer. very
different typeg of services, including finance @nd ingsuranec (Swuz:er—
land), commefce (Netherlands), slgpﬁ@ (Norway), and J%r_Ls;R
{Austrid)*Tn 1976 receipts from invisible trade amounted to 12 per-
cent of the GNP of the small European states as compared to 5 per-
cent for the large countries; on a per capita basis the small states led
by about three to one.* In short, the small European states exploit
their comparative advantage in a sector that has kept pace with the
worldwide growth of manufacturing trade throughout the postwar
years.*

But the small European states also rely, and far more heavily than
the large ones do, on the inflow of foreign capital. Direct foreign
investment in these countries has increased very rapidly during the
tast two decades.” By the early 1g7os the estimated share of manufac-
wuring held by foreign enterprises was much larger in the small Euro-
pean states than in the large countries. On the average foreign fivms
controlled 26Jpercent of sales and 18-percent of employment in the
small European states as compared to 15 and 11 percent respectively
in the large industrial countries.” The inflow of long-term capital has
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.conomies of the five large industrial states opened to the interna-
tional economy was about o percent greater than the rate for the
tmall European states.

Table r. QOpenness and dependence in small and large economies (percentages)

Small siates®  Large states”

Openness
- Eigﬁﬁi 2§ Eﬂﬁ.’ﬂﬁgﬁi’, iggg ;ﬁ;: :;g er, the difference between the two groups of states is sufﬁciem}y
2. Exports of goods and services/GNP, 1955 31.0 158 rge'that for the foreseeable future the small European states will
Exports of goods and services/GNP, 1975 377 18.8 main much more open to and dependent on the world economy.
4. Foreign lettershotal letters, 1955 13.6 6.0 e reasons that support this prediction are plain. The economic
Foreign lettersitotal letters, 1975 12.2 6.1 ructure of the small European states is less diversified than that of
4. Foreign patents/total patents, 1565 B2.5 39.8 ie large states. The small European states depend heavily on the
Foreign patents/total patents, 1975 849 499 ort of investment goods and.other products for which their small
Dependence orﬁ}é@g_:g;gggs_dq not offer sufficient economies of scale. Instead,
1. Balance of trade in goods/imports, 1955 —16.6 0.3 ey seek these economies of scales.through a specialization in their

Balance of trade in goodsfimports, 1975 —10.2 —o.1 Wit ports, especially in relatively “traditional” industries, This pattern
ssults in a structural trade deficit, which narrows temporarily only in

2. Balance of trade in goods and services/imports, 1960 -o.7 84
Balance of trade in goods and servicesfimports, 1973 —2.2 5.6 es of recession. The small European states are thus forced to rely,
3. Direct foreign investmentGNP, 1967 4.4 3.1 * their service sectors as well as the import of foreign capital 1o cover
Direct ﬁ')relgn investment/GNP, 1973 49 3.0 it pereﬁﬁ{aﬂfﬁa—é‘“ﬁéﬁ}ﬁ;wln sum, economic openness distin-
4 Encrs)' imports/energy consumption, 1960 6z.0 24.2 ishes the small European states from the large industrial states....._.
nergy imports/energy consumption, 1975 5.5 © BT -

aUnweighted average for Austria, Switzerland, Sweden, Norway, Denmark, Nethe
lands, Belgium.

b Unweighted average for the United States, Britain, West Germany, France, Japan

Source. Margret Sieber, Dimenstonen Rleinstaatlicker Auslandsabhangigheit, Kleine St
dien zur Politischen Wissenschaft nos. z06-207 (Zurich: University of Zurichg
Forschungsstelle fiir Politische Wissenschaft, 1981), pp. 156-59-

DEMOCRATIC CORPORATISM

£ al,L_.Q_EW&gmﬁqrﬂguaa_mi_quisis:,al
tist arrangements creates a relatively dull and.pre,
olitics in the small European statess2recy
it ¢ "Some political elites are excluded from basic policy
nas, for example, Swiss unions from questions involving foreign
nomic policy. Leaders impose strict controls on the spontaneous
Slitical participation of their followers, as is true, for instance, of the
k and file and middle-level cadres in Austria’s unitary and highly
tralized trade union movement. These concealed costs reinforce
¢ political challenges to which the corporatist structures of the smali
ropean states have been subjected in recent years. Tlustrations
hound: the growing impertance of rule by emergency decree in
iss politics, the possible implantation of a Social Democratic regime
Austria, the trend toward class politics in the reordering of Dutch
itical life, the reappearance of militant ethnic politics in Belgium,
d the instabilities in Scandinavian party systems. To date, however,
'“eﬁgﬂ@_ggh_ﬁgiﬂ.&hgllpnges have failed to C[W
lly any of the three defining characteristics of ‘corporatism.”
e first characteristic of democratic corporatism is an ideology of

e
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accompanied the export of services in helping to balance the persi
tent trade deficit of small European states, thus bringing their basic
balance of foreign transactions into equilibrium.”

If small European countries are unusually open to and dependent
on a global economy that is beyond their control, however, they havé
also benefited from an increasing international division of labor (se€
Table 1). Between 1950 and 1981 the proportion of world exports o
world GDP increased from 10 to 18 percent.* In the 1g70s, in par
ticular, an increasing dependence on imported energy put most of the
large industrial states for the first time in a position comparable to
that of the small European states. More generally, the growing
liberalization of the international economy between 1955 and g7

increased the dependence of 1aFge economics faster than that of th

smjI}'_[_I:é_tg(_;gl_l;ctillies.‘5 This development accelerated in the course of th
1g70s. Between 1970 and 1979, for example, the rate at which th
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Despite the growing openness of the large industrial states, how- 7
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distribution and that are closely tied to West Germany's stability-
snscious monetary policy. Conversely, together with the peak assocla-
ion of business and the most important newspaper in the country,
iwitzerland’s liberal party (the Radicals) affirms the principles of a
iberal capitalism with a great sense of urgency. Yet it accommodates
itself easily to a coalition government with Switzerland’s Social Demo-
Crats. Few Swiss and even fewer foreigners know that Switzerland'’s
stem of collegial leadership conferred the ceremonial office of
prime minister upon the Social Democratic party three times in the
ig70s. In the Low Countries a variety of political coalitions have been
possible among the major political parties. Val Lorwin writes that “this
igeneral availability for cabinet coalitions we might, for the sake of a
ort and catchy name, call Allgemeinkoalitionsfihigkeit.”
The second characteristic of democratic corporatism is a system of
‘entralized and congen. irated. intlerest-groups. Philippe Schmitter has
ade-this system the focus of his institutional characterization of

rporatism. For Schmitter corporatsm 1S a form of interest inter-
“mediation that is distinct from both pluralism and syndicalism.* It is
‘theoretically possible for policy making to be corporatist without cen-
alized institutions, but unprotected by firmly rooted institutions,
orporatist bargaining is more susceptible to collapse under the stress
exogenous shocks. This at least is the lesson that one can draw from
ritain’s and, more recently, Italy’s attempts to stabilize their
conomies through corporatist arrangements.

Both the centralization of society and the system of centralized
roducer groups are important. Normally, centralization and concen-
~ tration..are. inversely related to the size of a country: “Other things
‘being equal . . . the larger the country, the greater the number of
organizations and sub-units it will contain.” Looking at the situation
1 which the small European states find themselves from the perspec-
- tive of the management of the economy, Peter Wiles aptly notes that
it is never difficult to put through an agreed new policy. This is the
phenomenon of ‘willy-nilly Frenchy planning’ in small countries: the
économie is informally concertée, whatever may be the official arrange-
ments or lack of them. This is as much as to say, there can be no
' laissez-faire in a g@hsmaﬂ puntry with a market economy since the

FOle partnership, shared by both business and unions and expressed
in national politics. The pervasiveness of that ideology since 1945 1§
mirrored in the infrequency of strikes. In his work on the political
economy of strikes Douglas Hibbs concluded that the postwar era has
seen a significant reduction of strike activity to negligible levels only in'’#
Denmark, the Netherlands, Norway, and Sweden. Had Austria and.
Switzerland been included in his study, they would have fallen in the
same category. Only Belgium’s decline in strike activity still allows for.
sizable industrial disputes. During the interwar years, by way of con-
trast, the small European states were much more prone to strikes thang
thfe large industrial countries. As Douglas Hibbs observes, “The with- '
ering away of the strike is a rather limited phenomenon confined
largely to the smaller democracies of Northern Europe.™ Even short
strikes today have large repercussions, both real and psychological, in
small open economies. In the open economies of the small European
states a durable truce has since 1945 supplanted class warfare be
tween business and labor.

Although it may appear paradoxical to outsiders, pragmatic coop
c.ration and ideological conflict are not incompatible. Technical exper
tise plays an important role in the small European states. There is
however, no reason to believe that experts in the small Europeany
states are smarter than experts elsewhere, and so their prominent role:
evidently does not lie in the quality of the advice they give. Instead ;
experts matter because they provide a common framework and ac-:
ceptable data, evidence of a pervasive ideology of social parmership.i
This ideology incorporates a continuous reaffirmation of political dif-
ferences with political cooperation. In Harold Wilensky’s words, |
“Such experts are preoccupied with rational argument and criteria;
their technical competence compels opposing parties to be more care-
ful and honest in the use of information and knowledge. It is still ;
combat, but the spirit is, ‘En Garde. We'll meet you with our statistics '
at dawn.” "

This ideology of social partnership is a distinctive feature of all o
the small European states. In Denmark, as Arend | i:;_]“pﬁ;;t has ar-
gued, ideological consensus is particularly evident in the search for

compromise in Parliament. “The rule of the game prescribes that the
top leaders of all four major parties do their utmost to reach a consen-
sus. This is glidningspolitik. . . the politics of smoothness.’ ™" Austria's
_Socnalist party, joined by the trade unions, continuously reaffirms in
its political rhetoric and in its self-perception that it is building a
better society in the name of democratic socialism. At the same time,
though, the party pursues policies that focus on growth rather than
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clite familes is inevitable, where the elite contains both. enterprise
" directors and senior civil servants, Give a cocktail party, and you have
to invite them all.”* In larger states organizations are differentiated
and functions are specialized; the functional substitute in smali states
is the “structural polyvalence” of organizations that play many differ-
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" number of large enter 7352 is too small, and the intermarriage of.
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ent roles. As two Swiss analysts note, “Organizations in small societies
find it especially profitable to keep themselves very open and available
for possible alliances with many other organizations.” Selectivity in
problem definition, personalization of interorganizational relations,
and versatility in response are some of the typical institutional reac:
tions in the small European states.® But this fluidity of relationships
within small states coincides with strong oligarchic tendencies. Polit
ical power is concentrated in the hands of a few decision makers and
rests with strong interest groups.and strong parties.” '
Just as the main economic interest groups fully organize their re
spective social sectors, so political parties mobilize a very large propor:
tion of the electorate. In the small European states between 20 and 25
percent of the registered or actual voters are typically pamganﬁggs, i
a proportion far greater than in the large industrial countries.”
Furthermore, strong_and pervasive links exist between interes
groups and political parties in the small European states. Small size
and dependerice on world niarkets thiis his an effect not only on the
centralization of domestic structures but also on the character of th
pQLlE; ‘process! “In a society as small and transparent as the Norwe-
gian,” writes Ulf Torgersen, “where the exercise of power is so much
disliked, where equality is a dominant feature, and where evaluation .
on the basis of individual merit is avoided so consistently, the politics!
society configuration can present serious problems. This does not.
mean that power is not exercised, but characteristically the processisa
difficult one.”® Johan Olsen has similarly observed that anticipated
reaction is a major form of policy coordination in small systems.*
The centrzﬂizati/o_g,df the major producer organizations in a system
of “peak associations” is a corollary to democratic'corpm?g"sm‘s char-
acteristic centralization of domestic structures. Centralization is par- 788
ticularly striking in Switzerland’s business community, as well as in 3}
Austria’s trade union movement. Furthermore, the peak associations
that characterize democratic corporatism are so broadly based as to
approximate a rgpresentational monopoly of their constituencies, de %
facto if not de jure. The centralization and representational monop- -
oly of these peak associations are important to the two ways in which
the major producer groups coordinate their political objectives. Policy 3
is primarily formulated between the leaders of producer groups, the :
state bureaucracy, and political parties at the summit. Policy is imple-
mented within producer groups through middle-level Functionaries ¥
as well as by the state ‘bureaucracy. This combination of ifitef-"and
intraorganizational policy making is an elaborate effort to mobilize %
political consensus between and within organizations. It tends to blur %
the distinction between public and private. e

go

Union membershig/{;vels iilustrate the encompassing character of
the main producei groups in the small European states. Among the
rge industrial states only Britain approaches the unionization rates
ommon in the small European states.” No comparable and sys-
ematic statistical measures of the “organization of capitalists” are
vailable. But what evidence we have suggests that conditions favor
e institutional penetration of the business community in the small
uropean states much more than in the large ones. The small size of
‘domestic markets correlates highly with different measures of indus-
‘irial concentration. Indeed, John Stephens classifies all seven small
uropean states as having a high degree of economic monopolization
nd all of the large industrial states as having a low degree of mono-
olization.” It would, of course, be risky to infer a centralized institu-
ional structure of the business community from a centralized

conomic structure, But a number of these countries lend some. sup-

it o

nshtubional forms.® Finally, the entire literature on corporatist poli-
its has assumed a symmetry in the degree of centralization of the
tinions on the one hand and of business on the other; in directly
‘measuring the former, it is argued, we are indirectly measuring the
atter, Summarizing his comparative analysis of industrial states,
Stephens thus concludes that the countries “fall neatly into two cate-
gories, the small democracies and the larger democracies with a large
gap between them.”™ .

Perhaps the most frequently cited-examp the centralization of
democratic corporatism is thedndustrial relations system of the small
Furopean states. Incomes policy and collective-bdfgaining were inti-
mately linked both in Sweden’s “private” central wage bargain and in
the Netherlands’ “public” official incomes policy in the 19505 and
' 1g6os. In fact, all of the small European states, with the sole exception
of Switzerland, have highly centralized collective bargaining systems.
‘Even Belgium in the course of the 19705 moved to peak-level bargain-
ing and conflict resolution, a movement clearly illustrated by the gov-
ernment’s economic recovery.plan of 1980-81xln the words,of Anne
Romanis, to summarize, “In: five of the six smallest and most open
small-European states—and in only one large economy, West Ger-
many—powerful coordinated employers’ federations face coor-
‘dinated labor unions. On_the-other hand, in six of the seven large
industrial states uncoordinated labor unions face uncoordinated em-
ployers’ organizations.”™

The third characteristic of democratic corporatism is a voluntary
and informal coordination of conflicting objectives. Coor ination is
achieved through Qoiitical bargains struek between the major pro-
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port to the notion that economic_structure in _this_instance shapes -
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roughout the last thirty years. What matters in these corporatist
rrangements is the links between different political actors, which
enerate long-term expectations. In comparison to the large indus-
ial states, political bargaining in the small European states resembles
xchange rather than barter or control.

s democratic corporatism distinctive of small rather than large.
wdustrial states? Several “authors, using a definition of democratic
prporatism partly at odds with mine, suggest that it is. For example,
philippe Schmitter ranks industrial states along the dimensions of
cal effectiveniess.(a measure based on different indicators of the
vernment’s fiscal strength); societal corporatism (a measure of the
$rganizational centralization and the associational monopoly of labor
prganizations); and citizen acquiescence (a measure of citizen-
itiated protest or resistance as shown by collective protest, internal
var, or strikes).® These three concepts bear some resemblance to the
ree defining characteristics of corporatism 1 discussed earlier. Fiscal
fectiveness can be interpreted as an indirect, economic-outcome
casire of the coordination of diverging political objectives across
“different policy sectors; societal corporatism is one way of measuring
what 1 identified as centralized and concentrated economic interest
groups; and citizen acquiescence is one indicator of the strength of an
#ideology of social partnership and a culture of compromise. On all
hree dimensions Schmitter'’s rank ordering consistently separates
mall European states from large.industrial countries. West Germany
nd France, it is true, rank ahead of Belgium on the dimension of
scal effectiveness (cross-sectoral coordination of policy). West Ger-
tany ranks ahead of Switzerland on the dimension of societal cor-
soratism (centralization of domestic structure) and ahead of Belgium
bon the dimension of citizen acquiescence (social partnership). But
only these 4 out of 84 possible pairwise comparisons (each of the
seven small states compared to each of the four large states) fail to
‘upport the argument that corporatist arrangements are distinctive of
the small European states.

" Other comparative studies strengthen this conclusion, whether they
ly on judgments about degree of corporatism 0T 0D more precise
umerical indicators. After extensive comparative research on the
olitical structures of advanced industrial states, Manfred Schmidt
oncluded that the degree of corporatism in the small European
states is roughly twice that found in the large industrial states; J. E.
man and O. Braun arrived at the same conclusion, and Gerhard
ehmbruch has also concurre ® Data in comparative studies of the
welfare state lend further support 0 the view that, in contrast o the

ducer groups, state bureaucracies, and political parties across differ
ent sectors of public policy, with trade-offs that are more or les
explicit.¥ Individual (ransactions in markets and hierarchical com:
mands by state bureaucracies do of course exist in democratic cor
poratism, but they are not of its essence. Instead, the important soci
actors are systematically included in the policy network, thus acquir
ing a stake in the continued operation of that network even if they ar
dissatisfied with particular policy outcomes. The “sectoral interpene:
tration” of state bureaucracies and interest groups gives way 1o aj
process of “rrans-sectoral co-ordination.” Interest groups 1;)art,it:ipatef=
in the formulation and implementation of policies that go beyond:
their specific sectoral interests to include such broad political obje
tives as full employment, economic stability and growth, or the mod:
ernization of industry. The consequence of this pattern of policy %
making is clear: government bills account for a far higher share of 3
legislative proposals ‘n the small European states than in the large
industrial countries (93% compared to 66%). The success rate of the#
executive’s legislative proposals is also greater (03% compared (o
52%).% Among the large countries only Britain begins to approach
the figures of the small states. .

The expectations that political actors bring to the process of coordi
nation are shaped not only by the substance of the issue to be resolve
but also by acute awareness of how substantive differences betwe
groups affect corporatist arrangements. Disagreements on questions
of substance are mitigated by strong agreements on procedures be-:
cause differences in power are carefully calibrated. In corporatist
policy making not only is the question that is on the table at stake—so’
is the shape of the table. The very process of coordinating conflicting:
objectives creates a climate of political predictability.

" “Political bargains over wages and prices are distinctive of the in-
comes policies of most of the small- European states, and they provide 23
an excellent example of how a corporatist policy process works. In

Austria incomes policy is informal, protecting the leaders of the main
interest groups from being caught between bargains struck at the top 3
and demands made by the rank and fle, It involves other policy
sectors—social welfare, taxes, and employment—and is significant 3
primarily for its political rather than its economic effects. Switzerland
does not have a formal incomes policy. There, a less explicit link exist
between a labor-market policy that leaves hiring and firing to the sole’
discretion of businessmen and an understanding that foreign work :
ers, of which Switzerland has a large number, will be laid off first. This?
policy has virtually assured Swiss workers of full employment
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intelligence.™ Simon Kuznets, for example, speculates tl}at the
al homogeneity and consensus on the one hand and the quickness
effectiveness of political adjustments on the other must be the
ain reasons allowing small states to overcome the disadvantages
sciated with their economic openness and dependence.” In a simi-
#.vein a Hungarian economist, Béla Kadar, points to characteristic
B.tures of the domestic policies of the small European states that
fincourage political interventions in the domestic economy and coun-
balance a relative weakness in international markets.” Even David
tal's pessimistic appraisal of the viability of small states concludes
at “the crucial factor in almost every case is the human one. . . .
¥here the society coheres and is strongly led very great obstacles can
fien be overcome.”™ In different ways these assessments concur that
he small European states,compensate/for, their.economic.openness.
d dependenceé o world markets through political efforts at home.
ut we need to replace fiystical as

large industrial states, the small European states are distinguished b
their corporatist arrangements.” §
By contrast, the political arrangements in the large countries do ndl
exhibit the characteristics of democratic corporatism. Paraphrasi
Werner Sombart, students of American politics have repeatedly posed
the question, “Why no corporatism in America?™" Their answer, lik
Sombart's, points to key features of American politics: decentralized
political institutions, the strength of liberal ideology, and the promé
nence of political forces favoring market solutions rather than grou;
concertation. Britain’s class-based ideoclogy and politics, as well as tki
decentralized structure of its trade union movement and producerdl
groups, defeated repeated auempts in the 1960s and 1g970s by bothg
Labour and Conservative governments to construct corporatist arg
rangements. Japan’s politics, it is true, features a close integration g
business and government, close enough that the late Andres
Shonfield called it an example of corporatist politics.” In sharp con
trast to the small European states, however, this Japanese varian
exhibits “corporatism without labor” and bears little if any resem
blance to the politics distinctive of the small European states.” Frenc
politics similarly lacks ideological consensus and a centralized syste
of interest groups. Among the large-countries only West Germany
centrist politics and system of peak associations provides an approx:

mation to the corporatist substance and style of politics that typik
the small European states.™

ssumptions-about.social-cohsrence
nd common purpose with an analysis rowﬁ_shapcs domestic struc-
s and How-dormesticstroceures condition poli \
As 1T shall afgie it gredter détail in chapter 4, past international
es and political vulnerabiliti _have..repeatedly..strengthened
'ggergﬁve arrangements in the smgl_lvggl:ggggq_st_gggg,, In the case of
lgium such arrangements alfeady existed in the first hours o_f the
w state: a coalition among Liberals and Catholics was estabhshcfi
during that country’s secession in r8g0. In the Netherlands lth.c *poli-
ies of accommodation™ over the hotly contested issue of religion and
ucation was reinforced by the outbreak of World War 1. The incor-
oration of the Swiss Socialist party in the federal cabinet in 1943
.sulted from a convergence between Left and Right, a convergence
orced during the 1ggos and 1940s by fascism and war . and
engthened by the long-standing Swiss tradition of proporuona}l
guistic and geographic representation of different sectors of soci-
éty. Austria, confronting occupation by the four Allies as well as over-

whelming economic odds, established an all-party government in
B

OPENNESS, CORPORATISM, AND PARTY SYSTEMS

In comparison to the large industrial countries, as the first tw
sections of this chapter have shown; the small European states a
both more open to the international economy and more corporatist i
their internal organization. Openness and corporatism are linked i
distinctive ways to political parties. Here my arguinent converges wit
the conclusions of another analyst of European incomes policies in
the 1g40s and 1950s: “Students of neo-corporatism and incomes po}-:
icy must pay more attention to the international dimension of na;

tional political economies.””.

“Anialyses of how the small European states cope with economic
openness and dependence typically emphasize that these countri
are small and international markets are large. Because of their size,
the small European countries are often viewed as harmonious mani-

festations of Bacon's New Atlantis—endowed with coherence, agility,

Since the middle of the 1gpos _the requirements of international
competitivenéss that stem from an increasingly IlberalqmternaTuﬂqﬂ_f};ﬂd_
economTy Tave contributed 1o die_maintenance.of.a.democranc.cor=
poratism. Less dramatic and chaotic than events of the 1ggos and
1408, Thestructural trade deficits of the small European states have

reinforced corporatist patterns throughout the postwar decades. In-

SRS

comes policy, a frequently noted examplé of corporatist politics in the

‘small European states, illustrates the point. Control over wages and
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20" The small European staics thus feature both widespread ac-
eptance of the national interest and political accommodation amoeng

wiblic and private actors.

+ How can we think systemnatically about these different n}q_cha_nism_s
or integrating l1a ory Michiael Shaley has wsefully surveyed the most )
poriant studies done on this subject in the 19708 and 1980s.® A
jasic feature of what he calls the ‘Social Democratic Modsl is the
ntegration of the labor movement tﬁfGﬁ@H"s’fFo"ﬁg‘“‘sﬁéiﬁligt parties
id strong labor fovements into a national consensus. The modern
elfare state is the result of class conflict; its major supporter has been
the working class, and Social Democratic parties have been the main
left-wing parties contesting public office with good chances of success.
hus the likelihood that Social Democratic parties will come to power
axlgl_jhmpose'fefofm depends on the degree of working-class mobiliza-
on and its ~irstitutionalization in both unions and parties. The
‘haracter of mobjlization in turn depends both on the historically
given features of society-and-on the’ political“str'até‘gies -of “political
ites. The Social Democratic Model remains fundamentally class-
based even though it allows for the independent effect of state institu-
ions and ideology in preventing the automatic translation of

ptices.is particularly urgent in the small European states, which inil
‘port_inflation from world markets. “Generally ‘speaking,” note :
L«:Eh'mbruch, “corporatist incomes policies have mostly been a sort o
crisis management where, under ecoNOMmIiC stress, organizations haves
been ready to cooperate.”™ A mixture of wage restraint and pric :
control is often a requirement of international competitiveness, an
the need for economic stability is pressing if an equilibrium in th X
ba];_mce of payments is to be achieved. In ten episodes of incom
policy in the 19408 and 1g50s, Peter Lange has concluded, the logic oi
ecoqomic vulnerability prevailed over the logic of worker militancy i
forcing political outcomes that stressed consensual wage bargaining
Ulman and Flanagan reached a similar conclusion for the 1gbos. A
Iez.ust in the short run, for the small European states “the currcnc'j%
crisis tt_lus furnishes an example of the civilizing influence of commot
adversity on communal behavior. . ... Social problems that do not yield
to competitive pressures arising from individual activity should b€
tackled, not by the state alone, but by ‘interest group activities' whic
may have caused them in the first place.”™

Confronted with the cleavage between externally oriented and do
mestically, Qr_iqrnt_ed_gconomic _sectﬁrs,"th’e small European states hav

developed corporatist structures that enhance political predictabilit working-class power Into policy outcomes. Corporatism has been no

by facilitating cooperation and compromise. Even though he di guarantor of the accommodation of diverging class interests. But in
Scandinavia, for example, as Francis Castles notes, “the corporate

cusses only Norway, Robert Kvavik aptly characterizes the conse:
: pluralist system has been the instiument by which working-class or-

quence of centralization for all of the small European state

“Decisions are made with reference to some acceptable national sta ganizations have been politically integrated into the fabric of capitalist

darc.l _in such a way that the goals of voluntary associations are society.”

rea!lzed l;?y accommodating private interests to an accepted and visib : . Although numerous stu jes support Shalev’s generalization, there

national interestiu. All participants (public and private)see them: exist significant exceptions.~Strong corporatist arrangements, both
Cameron and Wile‘ﬁéﬁf conclude, can be found in the context of

selvqs'as resPonsible to both private and national constituencies. All
participants in the system view themselves as sharers.” External pres: Slmﬁﬁé,?&i@li?.fvn?ﬁigé—gg—igﬁ~§-t’rqﬂ-g Catholic parties—or giihe it

sures force domestic accommodation even in societies, for instance cdence of both.® Corporatism, they conclude, is not strongly as-
Swntzs:rland, that feature less centralized political institutions and sociated with the domination of a particular party and ideology. Data
practices: “People forfeit opposition policies because they know, in the jjgs O™ working-class mobilization (as measured by the percentage of
end, Fhat _their security and their wealth depend on the confidenc 5 workers unionized and of the electoral stren h of leftist parties) show
they inspire elsewhere.”® Gerhard Lehmbruch comes to 2 simita that working-class mobilization is too high for Britain’s weak cor-
conch}monl. “Even in countries where a class-conscious labor move poratism, too low for the Netherlands’ and - Switzerland’s strong cor-
ment in this strict sense is absent {as in Japan), or where social class is: poratism:* Corporatism 1s thus not strongly associated with the
less sahf:nt for.the cleavage structure of society (as in Switzcrland),:, mobilization of the working class. Cameron’s condusion fits with the
perceptions of international dependency may push the elites to estab- ] argument 1 develop here: the openncss of the economy has a stronget
lish patterns of coordination of government and interest groups with : Zeconomy than does

: ! effect on the growth of the public economy"thafff'dbés socialist incum-
functional affinity to the modal pattern of corporatism. This includes:

p | . bency. For that growth, “eftist domination was not a necessary condi-
some form of integration of labor, but the mechanisms are differ- tion, since several nations experienced large increases in spite of the
96
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absence of a strong leftist representation in government. Included in
this latter group are the Netherlands and Belgium . . . which share at 3
least one common trait: their economies are relatively open.”” Shalev
concludes that “these various qualifications add up to an admission
that the mechanisms by which the interests and collective leverage of .
the-working class are conveyed to_the state and influence policy. are 2
much more variable than one would expect by interpreting strength
of the Left as simply the extent of democratic_socialist tenure of *
government.”™_ .. __

‘The Low Countnes illustrate a different mechanism for integrating
labor into the corporatist arrangements of a capitalist society. In both
countries, “working class interests are transmitted to the state and
make themselves felt in policy in the absence ofa govermng ‘working 3
class party. In the Netherlands and to a lesser extent it Belgium, one
observes a level of ‘welfare effort’ comparable to that in the Scandina-
vian nations and Austria, where for decades social democratic parties
~ have enjoyed a dominant or very prominent position in govern-
ment.”™ Lower levels of labor organization, shorter perlods of social-
ist rule, and the breakdown of Dutch incomes policy since the late
1g6os make the Netherlands an anomaly for those comparative
studies of corporatist politics which focus on the strength of the Left
as the prime determinant. Stephens, for example, is forced to call the
Netherlands a “deviant case” of corporatist politics. “It may be that §
the Dutch system of bargaining centralization owes more to the com-
bination of very heavy export dependency and the ‘politics of accom-
modation’ than to the political and economic strength.-of.. the labor
riGvenient. "% The problem with dlsmxssmg the Dutch as. devxa%"t‘ls
obvicus, for the effects of small size and economic openness on cor-
poratism are no more exceptional in the Netherlands than in any of

support, the Christian Democrats are receptive to trade union concerns,
but unwilling to accept or endorse fundamental reforms.”

Throughout the 19708 polarization and integration in the Nether-
ands were maintained in a delicate balz e, The economic crisis of
he 1970s kept Dutch industrial relations somewhere half-way be-
ween a decentralized system with conflictual and autonomous un-

" ions, toward which it moved in the late 1g6os, and the restabilized
- corporative system of the 1ggos. As in the 1950s the p‘rim_ary‘ task
since 1973 has been to restrain growth in wages, but the institutional
> and political forms for imposing restraint have changec‘l. They no
onger resemble explicit social contracts as much as a series of coor-
dinated, specific measures demgned to reach a compromise among
diverging interests. Déspite this “difference in form, the Netherlands
has responded to the economic crisis of the 1970s and 19Bos, as was
true in the 1950s, with wage restraints that are among the most effec-
* tive in the industrial world.*® It was symptomatic of this general pat-
* tern that in the midst of the first oil shock in 1973—74 Dutch citizens
- experienced a “crisis psychosis” that enhanced the willingness of polit-
cal elites'to cooperate.®

The Low Countries suggest that the integration of labor into cor-
~ poratist arrangements is shaped by the ne construct governmg..
coalitions in variegated party systems.'” Francis  Castles-has paid atten-

- tion to the importance of parties of the Right, ‘and he concludes that
- na.systematic yrelationship exists.between economic openness and the
- frequency of Social Democratic incumbency.”” His data show, how-
' ever, that the inflilence of openness is mediated by political parties of
the Right. Incumbency of the Right has a strong negative correlation
both with economic openness and with the generous welfare spend-

the other small European states. But the Dutch labor movement is
nevertheless integrated into society on very different terms than in
Scandinavia. In the 1g%0s, for example, Dutch employers’ associa-
tions unified while the trade union federation became more decen-
tralized, thus approximating the Swiss pattern.® In party political
terms, moreover,

in a re-organized and restructured party system, in which confessional
strength is reduced to a third of the vote rather than a half, the Labour
party, the only major party likely to mandate a greater voice for the trade
unions, is still weak. Much to their frustration, Socialists, with a third of
the popular vote, remain dependent on coalitions with the confessional
bloc, regrouped in a single party, the Christian Democratic Appeal.

Reflecting their centrist posture and desire to maintain a broad base of

98

ng in the 1g6os and 1gyos that signaled a close integration of labor
into the political economies of advanced industrial states. “If a closed

_ economy is propitious for the development of strong and united par-

ties of the Right, once developed it will be those parties’ ideological
leanings which determine the content of public policy at least as much
as any imperative structured by the nature of the economy.”'® l_J_,_r_}_ijigg_
parties of the Right are to be found in all of the five large industrial
states but only in Austria among the seven small European states.

“Parties of the Right,” which in Western Europe means political
Catholicism, is a label that means different things in different political
settings. As Shalev argues,

there is a distinction to be made between Catholic parties that stand to
the left of a sizable conservative party and owe a special debt to working-
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class interests, and those in which Catholicism enters the polity in the
form of what is, in fact if not in name, a right-wing party. The first type
of alignment is found in Belgium and the Netherlands, the second in
Germany, ltaly, and France. . .. The frst type is ideologically egalitarian,
frequently governs along with left-wing parties, and produces a large
and fairly redistributive welfare state. The second type of party, when
dominant, has been responsible for considerable expansion of welfare
t{ut as a concession to the Left during spurts of working-class mobiliza-
tion. and capitalist weakness. . . . The cost to rightist interests is
n_nmmized as far as possible in such cases by emphasizing nonredistribu-
tive programs and methods of finance."®

. generally subject representatives more 1o protectionist pressures
from locally powerful interests . . . and they tend also o stimulate the
efficient public expenditures that Americans familiarly call ‘pork
barrel.’ . . . Both tendencies—toward greater protectionism and bold-
“¢ raids on the public fisc—must undermine the competitive effec-
veness of an advanced trading state.”'®
A divided-Right-and proportional representation often lead to
noTity, 2 oyernments. The experience of the Weimar Republic as
ell as of postwar France and Italy, marked by radical opposition
arties, has left the impression that minority governments form in
eeply divided states and are unstable or conflict-ridden. But minor-
ty governments have also been of great importance in five of the
even smail European states. Between 1945 and 1982 minority gov-
rnments comprised more than one-half of all cabinets in Scandinavia
nd about 15 percent in the Low Countries.'®
" The effect of minority government on the policy process is very
trong in all of the small European states. “The secret of governing in
Denmark, one of Europe’s most stable societies,” the New York Times
announces, “is not the creation of a working majority; it is making
namics of coalition format : not only the dy- S sure no majority is working in oPPOSOn 0 Similarly, Hans Dazlder
aliuon formation among left-wing and right-wing parties wtites, in the Netherlands, “the divisive effects of segmentation are
but also t_f?ﬂ.?h?_‘fork’“g class 15 integrated into corporatist arrange- softened by the circumstance that none of the subcultures has much
ments, K;‘ior_)ortlo’nﬁl“ﬁ?presentatmn, as Stein Rokkan has noted, is a chance of acquiring an independent majority, while there is at the
charactetistic feature of the small European states. Among the large g same time little advantage to any two of them forming a lasting coali-
industrial countries only West Qerman?s electoral system, often de- tion against the third.”® In Sweden, according to Nils Sgernquist,
f;::ed ]as a mnlilturc Olf plura’hty and proportional r.epl.'esentation, #- 1c main aim of an opposition in a system of this kind would be to
€5 close Lo LhE SMa  states electoral rules. The principle of pro- influence the policy-making process. The means available to the op-
Pomon?hty, which pohtn;al parties in the small European states em- osition would be compromises; its tactics, bargaining. . . - [After
braced in the early tfv‘enueth century, encourages a sharing of power '1936) the opposition . . . adopted a new policy: in election campaigns
among different political actors. But “why should the smaller democ- the English approach; in Parliament and elsewhere, collaboration
racies on the whole tend to yield so much more readily, and with ith the government in order to influence the political decision mak-
muc‘h %ess regret, to the pressures for PR than the larger ones? ... To ing as much as possible.”"® This quotation about Sweden also charac-
put it in abstract game-theoretic terms: is it theoretically plausible to terizes the role of the opposition in both Switzerland and Austria,
?ssume that party leaders in sma_ll'er polities are more likely to depart 3 : governed for more than half the years since 1945 by all-party govern-
r:ﬂ::;lb;hrz :tsrlo -sum mOdd_Of)Efﬂmcal Fompeution t_h'dﬂ_theil_‘ opposite - ments. There, as in thf: Low Countl_'ies and in Scan_clinaviziv_,‘(qlsﬁygl:_?:l
TS In larger countries?™™ My 1“_’13 of reasoning in this chapter - vigzory is one of two important prizes; the other is the substantial
and this book answers Rokkan’s question in the affirmative. Further- fluence ove . e
more, with the exception of West Germany the small European states
have a much smaller number of national constituencies than do the &
large countries. Ronald Rogowski argues plausibly that “single-
member districts, whether they elect by the Anglo-American method
of plurality or by the French or Australian system of absolute majority

In the Low Countries the major labor parties are not as systematically
excluded from state power as in some of the large éountries, and they
do not assume a confrontational stance toward employers and the
state. Unsurprisingly, and in contrast to Italy and France, there exists
in Belglum and the Netherlands a tradition of centr_alizé ""'f_ibiht:
negotiations; among representatives of labor, business, and g(;;.'ern :
.ment-on-qiiestions of economic policy.

The electoral rules of the game heavily influence not only the dy-?

“ influence over policy that the opposition exercises.”

~ Minority govérnments-are, then, a rational response for parties that
are oriented primarily toward influencing policy rather than ac-

" cumulating patronage. They are the preferred choice of political par-

ties especially in. such states as Norway, Denmark, and the
Netherlands, which witnessed sharp increascs in electoral volatility in
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Table 2. Differences in the party system of small and large states

West Germany

France

United States
Japan

Netherlands
Belgium
Britain

Switzerland
Sweden

Denmark
Norway
Austria

Democratic Corporatism and Iis Variants

he 1g6os and 1g70s. In these three countries the incidence of minor-
ty governments increased almost threefold between the 1g5o0s and
the 1g70s."' A system of minority governments is well suited to the
party system of the small European states because, far from penaliz-
ing opposition parties, it offers these parties significant influence over
policy.

‘The corporatism of the small European states is, In sum, linked toa

dgﬂgs.tgxsgarmmsmthatotter,imﬂgjhf’@h différent, mecha-
king class into a corp ratist consensus.

nisms for integrating the wot T !
The party system of the small European states, comnpared to that of
larger industrial states, is distinguished by a greater mobilization of
the electorate, a greater degree of partisan f: ragmentation of the legis-
ire, and stronger links between political _parties_and interest.
1< Compatative data on these three dimen-

groups."? Table 2 presents ¢
- sions as well as on electoral rules, the number of constituencies, the

_ average vote for nonrightist parties, and the number of parliamen-
tary parties. On all dimensions the small European states rank sub-
 stantially higher than the large industrial countries. Omitting one tied
" rank, 185 of the 210 pairwise comparisons (of each of seven small
states with each of five large ones for six different columns), or 88
© percent, support the expectation that the party syStems of the small
European states differ significantly from those in the large industrial
countries.
Political partisanship on questions of economic policy is less impor-
‘tant in the small European states than in the large industrial coun-
tries. “Reaganomics,” “Thatcherism,” and the new conservatism
drasticaily changed the approach of the United States and Britain to
questions of economic policy. The contrast with Sweden is striking on
this score. A coalition led by the Conservatives wrested control from
the hands of the Social Democrats in 1976, after forty years of 5D
government. In subsequent years, however, there has been no funda-
mental reorientation in policy—except for a large-scale nationaliza-
tion of ailing private firms. Esping-Andersen concludes that “it is not
entirely false to claim that the bourgeois governments were more
social democratic than the SAP™® In the large industrial countries
the effect of partisanship on the size of _‘trh_;__})“‘fﬁlilif:"fs,“é(:‘tor‘i§4p'ro'-" '
nounced. Tistiarp contrast; e great expansion in the public econ-
omy of both the Netherlands (governed through much of the postwar
alition governmeiits led by Conservatives or Liberals) and of
ial Democrats) illustrates that in the small Euro-
“a1] governments—whether formed by leftist or
e been impelled by the exigencies of the open

era by o
Sweden (ruled by Soc
pean states g_t_a_ry_:_lgl_]l}f,
non-leftist parties—hav
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ships. A functional explanation of how corporatistn maintains andl jtors ;l]u(sitrz:;:ae tNi e e vt wvoup 11 (Denn}ark’
recreates itself should instead be supplemented by a historical expla tzerland, tl S ity e poiiey shoices of elther
nation of its origins, a task to which I shall rn in chapter 4. ay, Austria).

p.
LIBERAL ANDISOGIAL CoRPoRATISH""™

The corporatist structures of the small European states are em :
bedded in world markets. Reinforced by distinctive party systems, thej
pressures of the market have helped integrate labor, business, and§
governmentinto firm, evolving, collaborative arrangements. Yet “cor- 1}
poratism,” as Shalev correctly notes, “is after all only a description of 9
certain mstitutional arrangements which can themselves hardly be j

economy o expand the role of the state. . . . The openness of
economy is the best single predictor of the growth of public reven
relative to the economic product of a nation.”'" Another ohsery
concludes similarly that “the association between high spending ag
Social Democratic dominance in government—characteristic of ¢}
Scandinavian countries but not of the Netherlands—appears mai
to stem from the fact that both are the products of the same set §
structural factors. ., "1 E
Those structural factors include, as Cameron has argued pers
sively, a high degree of economic openness that coincides with a ¢
centration of industrial ownership, especially in the export secto
small number of employers’ associations, high degrees of union
tion, few but effective national union federations, an extension d
collective bargaining, and an increasing power of industrial lahor
ions—in short, with many of the structural conditions that facilita
democratic corporatism."* Government policy after the first oil shod
confirms the importance of economic openness and partisan choice. §
corporatism.'” Manfred Schmidt argues that while the expansion
the public sector was quite sensitive to whether power was wielded B
leftist or rightist parties, some Social Democratic governments we 4
fiscally conservative while some governments of the Right increased
taxing and spending substantially. Of decisive importance in ¢

1970s, Schmidt argues, was the distribution of power outside Parlia
ment.

55 COINIILAL 1]

piba! vs. National Adaptation

usiness in the small European states can vary strlku'uﬁy mb(;l;ia;sé(s:;
. In Switzerland, the Net_herlands,' Belgium, and‘Shde. -enthe siness
2 an international orie i d i5 more central_lze ;in e
s of group 11 1t has m orientation an_d is less cen a thé
; e data in Table g illustrate the point. This dlfferegce aer:: gh)ba1
jmall European states can be traced in the contrast betw gl
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(5)
Associational
monopoly of
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Rank

Absol. no.

{4)
Total balance sheet
of the largest §

banks/GNP, 1971

Rank

(3)
Exports per
employee in §,
1971
Absol. no.

Rank

(2)
Direct foreign
investment per
employee in §,
1971
Absol. ne.

Rank

%

(1)
International
production in

foreign subsidiaries
as % of exports, 1971

Rank

Table 3. The business communities of the small European states ranked by international orientation and centralization
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domestically, and so these different experiences are a poignant res
minder of the benefits that can accompany internationalization
Dutch multinational corporations play a central role in economic lift
in the Netherlands. Corporations with more than 500 employees :
count for most of the 1go,000 jobs lost in Dutch industry between.
1970 and 1g76. In contrast to the autonomy-minded Swiss, however
Dutch foreign investment is often undertaken by very large internas
tional firms owned and managed, for example, jointly with Britai
(Royal Dutch Shell and Unilever) and, for some years during the
19705, West Germany (Hoesch-Hoogovens and VFW-Fokker).'® Also
in contrast to Switzerland, there are some signs that Dutch foreig
investment was spurred in the 1g70s in part by the growth of a wel
fare state at home." '
Frequent changes in government insurance of overseas production
indicate that foreign investment comes less naturally to Belgium and
Sweden than it does to Switzerland and the Netherlands.” But jud
ing by the Swedish experience, at least, it is doubtful that changes i
government policy on questions of direct foreign investment hav
had significant consequences in recent years. Neither governmen
regulations offering risk insurance in 1968 nor legislation concerned .
with the structural and employment consequences of Sweden’s direct :
foreign investment appear to have had much effect on corporate -
strategies.”®? One possible reason is the export-inducing character of
Sweden’s foreign investments, which has created a supportive attitude

toward the international operations of firms shared widely across the : 218

political spectrum. At the beginning of the 198os more than half of
the employees of Sweden’s ten largest firms worked abroad. These
same ten companies sold between 60 and go percent of their products
in foreign markets.'™

The difference between the two groups of small European states
shows up as well in the kind of services that they sell in international
markets. Switzerland and the Netherlands depend heavily on receipts
from mternational finance and insurance. In 1976 these were the only
two small European states with banks (a total of five) among the
largest fifty worldwide.' Switzerland joins the United States, Britain,
and France as one of four countries controlling 70 percent of the
international insurance business.”*® Switzerland and the Netherlands
furthermore export twice as many services as they import.” Al-
though Belgium and Sweden are also highly competitive in the export
of services, their net receipts are much smaller.’” In contrast to these
four states none of the group I countries are important exporters of
financial and insurance services.'® Instead Austria earns its service
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Sihcome from mass tourism, Norway from shipping. These sources of

e than finance and insurance to variations

iness cycle. '

tgcrt;::;zsh_al}ﬁ _development i_t__jg.,equally evident that .t.he sfnl;ll
uropean states differ in how they adapt to ‘change. Stsdx;s (1){ n::l
tst group of states and Sweden have been so impressed 3{1 theRa d
- policies of the small European states that t}lley hold ¢t ﬂl‘(;l up s
odels worthy of the attention of policy makers in the large advance

e5.1% On the other hand, studies of group II (as well
s other small countries} typically point. to weakness and depe?]dénce:
ndeed, one of the key dangers that this secqnd group of sm::l urof
ean states confronts, it has been argued, is beng squeeze out o

nternational markets.” From the perspective of group I, the

Netherlands and Sweden have “Jarge-country characteristics” i1l their
R and D performance.

i i i i 1 e, write
“The essential element 1n national mnov‘atwe pcrformanc . ;
d intensity of national demand for

ble of iden-

1d.”* The resources and skills needed are
not present to'a sufficient degree in Austriap, Danish, and lsiogv:ig;;[;
business. Despite sharply growing e?(pendltures on Rdaln o e
19605 and 19708 these countries, unlfke group L by an arEzeI ldeed
succeed in transforming themselves into active ummra\.u:u'.st.CI 1: tECh:
2 study of the first commercial exploitation of 110 51g}I1“' catr:1 fec
nological innovations since 1945 found only one ‘such msh r; o
Austria, Norway, and Denmark, compared to nine in the ot 3 four
states.'® Another analysis discovered that between 1953 and 197

group 11 countries found their comparative advantage in traditional,

nondurable consumer goods and in standardized commodities that

depend on the availability og d?:‘nestic raw materials such as wood,

1 ides, and skins or fur. .

‘rosrlw?:zir?;id and the Netherlands aggressi\_r_el_yr e_xplq:}ﬂth? (_ZQmPaI'Ell-
tiv?gamrtHE's_rpal!:?lpggpﬁgg"s’gg:s tend 1o };;a_\_yg:.r; _t_hg: C:il;l_ y
phazggg—ﬁ_fhiﬁéﬁaﬁéwﬁéfrprﬁentm Qf_ggyvp_rgdgct_s_‘wlth_ a high erﬁgmee ng
and scientific content.' They do so with t.he help of a irp_g__gjrg_%pr%h___
very large 'ﬁiiiltiﬂat_ipiiﬂ:@g[p_qganons7,\whlch organize basic research,.

product development, and proces:sﬁ}r}(_)fgﬁoﬁfm their qw_n% _resear;;lt
ceniters both at home and abroad.™ On a per capita basis, for ei(; -
plé,"SWi’t’i"Et‘l‘iiﬁd‘ raniks dt the very top of all industrial counmcs,t dgm
and small, in the number of scientific authors and patents grantec.
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reflected in a number of other indicators. Expenditure data on re-
search and development provide some suggestive evidence.™ In 1973
R and D eéxpenditures in group averaged only o.g percent of GNE,
" far below the 2.1 percent figure for Switzerland and the Netherlands
and the 1.5 percent average for Belgium and Sweden." These figures
agree closely with other measures of national effort in R and D."' R
and D expenditures, furthermore, tend to serve different purposes in
the two groups. In the Netherlands their prime purpose is to increase
competitiveness in high-technology and high-growth sectors. In Nor-
* way, by way of contrast, their purpose is to enhance economic and
. industrial development more broadly conceived.'® Differences in the
distribution of R and D expenditures also show up in a comparison
‘between Sweden and Belgium, which lag a bit behind Switzerland and
_the Netherlands but lead group IL. Belgium and Sweden invested 6o
percent of their total industrial R and D in science-based industries,
well above the 46 percent figure for Austria and Norway. In the
mechanical industries, on the other hand, the 29 percent investment
figure for Belgium and Sweden was well below the 4o percent figure
for Austria and Norway."

" Data on scientific publications and patent statistics provide further
evidence of significant differences between the two groups of small
European states. In 1963 the average number of patents granted in
" foreign countries to Switzerland, the Netherlands, Sweden, and Bel-
-~ gium was 5,400 compared to fewer than one thousand for group I1.'
By way of contrast, the proportion of patents taken out by foreign
applicarits in the years 1g5;—61 and in 1974 was lower in group I and
Sweden than in Austria, Denmark, and Norway.'® With these figures
to hand it is no surprise that the ratio of payments over receipts for
_ foreign licenses for Austria and Norway is three times as great as for
Belgium and Sweden.'® While Switzerland, the Netherlands, and, toa
lesser degree, Sweden deliberately try to attract foreign researchers,
Austria a}']_._d‘Nbr}_\’?..l}{ lose & significant proportion of their native re-

searchers, especially fo neighboring countries.- In the international
exchange of scientists only Switzerland, the Netherlands, Belgium,
and Sweden among the small European states can record net gains.'’

The small European states have embracgd‘liberalizgtiiin in the in-""
. ternational economy throughout the postwar years with varying en-
~ thusiasm, Group Il countries have not opened their economies o
foreign trade as much as the other four small European states, Nor-
way, Austria, and Denmark had liberalized, respectively, only 65, 75,
- and %77 percent of their trade by 1958, by which year the other four

countries had achieved full liberalization." Compared to Switzerland,

Swiss policy has been consistent in trying to keep the government cut
of all aspects of R and D policy, with the sole exception of nuclear
energy. In the Netherlands, because of the country's agricultural ori-
entation prior to World War II, an R and D policy favoring industrial
innovation has evolved under government auspices, but it does not
displace, rather complements, the activities of Dutch multinationals.
Two-thirds of all R and D are undertaken by five large firms (Philips,
Shell, Unilever, Akzo, and DSM)."® This strand of privatism explains
why, in Anthony Scaperlanda’s words, “the Netherlands does not
have an aggressive R and D policy by any standard imaginable.”™?

Belgium and Sweden are also high spenders on R and D, but they
have developed a somewhat more coordinated and planned approach
to problems of research and development.® Belgium traditionally
“depended less on innovation from its own research laboratories than
upon successful enterprise, planning and management.”* During
the last two decades Belgium has placed great emphasis on attracting.
foreign firms in industrial branches with high research intensity, such
as_petrochemicals, and has attempted at the same time to fashion -a.
national Tesearch strategy through a variety of programs.that are
sponsored by government.””* Sweden, unlike all the other small Euro-
pean states, has remained committed to a technologically indepen-
dent program of national defense. As a result, technological in-
novation has received a much larger amount of government sup-
port than in Switzerland, the Netherlands, or Belgium.” The Swed-
ish government also has long-standing policies for the stimulation of
innovation.”™ The success of its policy of borrowing foreign tech-
nological innovations has earned it, among some of its envious neigh-
bors, the nickname of “the Japan of Europe.”™

Group 1I countries have followed a markedly different R and D
strategy. Austria has specialized in basic and semimanufacturing in-
dustries that are characterized by relatively slow growth rates and
moderate changes in technology. Indeed, Austrian attempts to stimu-
Jate industrial innovation date back only to the late 1g60s, when the
Austrian government attempted for the first time to emulate the tech-
nological prowess of its Swiss neighbor.™ In Denmark, oriented to-
ward agriculture before World War 11, policies favoring industrial
innovation are also of comparatively recent origin.”” Norway, on the
other hand, began to develop an active innovation policy as early as
the 1950s and established around 1g6o its system of national research
councils as part of a more encompassing strategy of economic de-
velopment and industrialization."*

The. contrasting stratégies of adaptatiomof these two groups are

IIo Iri
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the Netherlands. Belgium, and Sweden, group II relied relatively
heavily on the quota restriction of industrial imports."® In 1g6o—61
t.hesc three countries initially opposed the acceleration of trade
llbn?ralization measures with EFTA proposed by Britain, Sweden, and
Swn_tzerland, and they were granted temporary though largely ,sym-
bolic exemptions.”™ In 1962 Austria and Norway were the last of the
small European states to withdraw trade restrictions due to balance-
of-;_)ayment considerations.'™ Between 1g6g and 1977 only Denmark
(twice) and Norway (four times) among the small European states
brought antidumping cases to the GATT."™ In the Tokyo Round of :
.trafle r}egodations Austria and Norway showed relatively protection- :
ist instincts: the depth of the linear cuts agreed to by all negotiating
parties in principle and the actual offer they made for tariff reduc-
tions was greater than for any group I country.' In the 1960s only
Austria and Denmark maintained quota restrictions on the import of ;
maanactures or semimanufactures from less developed countries.'™ -
And in 1974 Austria and Norway had the lowest shares of all market :

economies of total imports from the less developed countries."

Conversely, group 1l countries are conspicuous by their absence

from thn? main OECD exporters in 25 industrial sectors. Denmark is
!1sted twice (furniture and shipbuilding) and Norway once (shipbuild-
ing); Austria does not appear a single time. The Netherlands, in
sha.rp contrast, is listed eleven times, Belgium ten, and Sweden ;.nd
Switzerland six times each.'™ Compared to the total value of their
export t‘rade, Austria’s and Denmark’s expenditures on export pro-
motion in 1972 were three times as great as those of Switzerland, the
Netherlands, Belgium, and Sweden.'” Yet between 1g6o and 1977
there was not a single year in which Austria, Norway, and Denmark
had a positive trade balance; on average the other four small states
broke even.'”

The relatively protectionist orientation of group II is reflected in
tariff rates that lie consistently above those of Switzerland and Swe-
den. (Because of their membership in the European Communities
the Netherlands and Belgium produce no national data.) In 1960, for’

example, tariffs on manufactured goods were about twice as high in
Austria (20%) as in Switzerland (9%) and Sweden (11%)." The ;

welghtt_ed average of the post-Kennedy Round tariffs was 7 percent
for Switzerland and Sweden and almost 12 percent for group 1™
Indeed, at the conclusion of the Kennedy Round, Austrian, Danish
and Norwegian tariffs on the fifteen major manufactured produci
groups were without exception higher than the tariffs of the other
small European states. If we distinguish product groups by the stage

Irz

times, Sweden offersa way o

DIEmOcraite LOTPOTULISTE Lirtte 153 ¥ Ul iaree

‘of processing, we get similar results. While there is no discernible

ratistical difference in tariff levels for raw materials, systematic tariff
isparities between the two groups become evident in semimanufac-

ured and manufactured goods. In 14 of 22 categories of semimanu-
‘factured goods and in 16 of 17 categories of manufactured goods

ustria, Denmark, and Norway have higher tariff levels than do

witzerland and Sweden.'*
Natiopal adaptation in, Austria, Norway, and Denmark and, at
counter some “of the effects.of ecopomic

et

iberalism in the international economy. Foreign ownership of capital,

® for example, can undermine national control over resources and limit

political choices. Sometimes this loss of control is evident in govern-
ment revenues foregone. The transfer pricing practices of U.S oil
companies were such that their Danish subsidiaries showed only
deficits in the 1g6os.' For the same reason, Sweden's first govern-
ment report on industrial concentration. focused exclusively on the
petroleum industry."® At other times logs of contrngs) due simply to
the imperatives of market structures. Tg~atiiminum, an industry
marked by vertical integration, the Norwegian government felt com-
pelled in 1967 to achieve vertical integration in order to secure
sources of raw materials and dependable outlets. 1t did not choose the

-risky course of developing a Norwegian firm, Ardal, into an indepen-

dent, integrated aluminum producer, but played it safe by permitting
Ardal to join Alcan, a large multinational corporation and its main

“supplier of alumina.’® Similarly, if with different motives, the Aus-

trian government decided in the late 1ghos 10 privatize the electrical
engineering industry (which it had nationalized in 1945). In the late
1g6os it permitted the industry’s takeover by Siemens, a German
company that had dominated the sector during the interwar period.
The_small European states_that adhere to a strategy of national
adaptation ghus”'aB"HEE'hﬁi;alfg pr_qbl_ems'.through-rest'riCtions-imﬁosed

' on the free fiow of capital. Occasional exceptions do exist, such as the

conflict betweeti the Norwegian government and ITT in the 19608
and the Swedish government’s defense of a minor electronics firm
against an attempted Jtalian takeover bid in 1969." But the typical

i —

response in | group 11 statesyhas been industrial concentration and the

building of national champions. These policies are noteworthy not
beciiise they are urique to the small European states but because
industrial concentration in these countries already tends to be sub-
stantially greater than in the large advanced industrial countries. In
the late 1g6os industrial concentration in Sweden and Austria was
about 40 percent higher than the average concentration of industry in
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the large industrial countries.'* Because the concentration of business

viewed as a necessity to counter foreign competition, antitrust legis-

lation tends to be fairly loose in these small European states.'™

Norway has been in the forefront of developing national cham-
arge-scale nationali-

‘pions as a defense against foreign corporations. L
2ation in the late 19408 and 19505 was designed to further Norway's
raditional exports in steel, aluminum, iron mining, and coal process-
ng.'™ In the 196os government policy underwent a subtle shift, how-
ver, and since 1968 the Norwegian government has explicitly chosen
to develop national champions as a defense against Swedish- and U.5.-
-based multinationals and as a way of enhancing the international
competitiveness of Norwegian industry."™ The development of Nor-
way's North Sea oil reserves in the 19708 further increased the gov-
ernment’s influence in industry. Although Denmark’s policy follows
similar objectives, it has remained more cautious.

Informed by government-sponsored studies, the Swedish govern-
ment also came to obey concentration “ethic” in actively encourag-
ing mergers since the mid and late 1g60s, that is, during the period of
greatest liberalization in the international economy.'® In the postwar
years four-fifths of Swedish mergers were «gdefensive” horizontal
mergers within an industry while only one-fifth involved “offensive”

vertical or conglomerate-type mergers.'” Yet by the mid-1g70s Swe-

den’s largest companies were heavily concentrated in the growth sec-
y coincided with an

tors of the economy. This concentration polic
increasing Swedish debate on science policy and a trend toward 2
- more “active” industrial policy. Modeled after ltaly’s largest state-
- owned corporation {IRI) and parelleling a similar development in

Austria, a state holding company (Statsforetag) was founded in 1971

comprising 25 firms with about 34,000 employees and sales of about

$800 million.'” Even though Sweden’s public-sector economy was
relatively small through the late 1g70s, the role of state enterprises in
industrial and regional policy has increased.'” Concentration policy
became a weapon for warding off the undesirable influences of mulu-
national corporations and, in the late 19708 and early 1g8os, for res-

cuing firms hard hit by prolonged recession.'!

Private vs. Public Compensation

{abor movements vary. considerably-in the small European states.
In Austria, Norway, an_r_l_]z}rk_, and Sweden labor movements are .
stronger and more entralized than in group I (see Table 4). This
differénce can be traced in reliance on pq!;liq__gp_pr)i_yg;g,stga_tggiggngf
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compensation in the areas of economic planning, public expendi ;

turest, rt?glona] development, social welfare, and international, ec
nomic diplomacy.

The economic planning policies of the small European states pro-

vidé one instance of the ‘characteristic difference between domesti
compensation that relies primarily on.market forces in group I or o
itate sup_ervision in group 11. Applied to the small European state
economic planning” thus describes widely dissimilar policies. It en:
compasses passive planning, such as Dutch contingency forecasts,
well as the active medium-term public-sector financial planning i
Norway.

. Even though the Dutch Central Planning Board has won interna
tional fame for its virtuosity, the trappings of technical skill and imag

nation shquld not be mistaken for the substance of political power.
For five different reasons, Dutch planners are relatively impotent.-'

First, Dutch economic planning is based on government policy rath
than the other way around; budget decisions precede the publicatio

of and debates on the economic plans.” Neither the long-term nor:

the short-term plans are in any way binding on any branch of govern

ment. ?’9‘:2'39:,1,‘,&2, board is separate from the state bureaucracy; its
administrative integration into the executive branch of government is
a mere f{_erality.”‘ﬁ At the same time, though, it has only tenuous links
1o the private sector; its tripartite planning committee is not a steering
committee but merely a discussion forum. No government directives
and no consultation with Dutch peak associations accompanies the
work of the economic planners.'” Third, while board publications
must be cleared by the government before being released to the
public, _clearance tends to be apolitical. The semipublic character of
projections and pronouncements stems from the coordinating role of

the planning bureau rather than from political backing received from
the government." Fourth, while the close attention of Dutch planners
to so-c_alled instrument variables has been heralded as a major ad-
vance in the theory and practice of economic planning, the only vari-
able over which, according to the work of the board itself, the
government has had effective control in the past thirty years was
emigration. Yet as early as the late 1gpos, when the government was
still encouraging emigration because of widespread fear of unem-
ployment, the Netherlands, like most other European countries, be-
gan to recruit foreign workers.' Finally, in contrast to Japanese and
French practices, Dutch economic planning has operated mostly at
the macro rather than the sectoral level.*”

The Ndrwegian approach to Plann_ing, illustrative of group II, pro-

1r6
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es a striking contrast to the Dutch experience. Norwegian eco-
fornic plﬁ'ﬁhErs"have—-been—less--t—heoreli’t:‘all'y and technically ambitious

than their Dutch counterparts. Norwegian planners have relied not
on high-powered econometric analysis and a precise specification of
nstrument variables but on planning by trial and error in successive,
iterative approximations during the budget cycle® And the Norwe-

an government has relied on political clout rather than technical
irtuosity to make its planning policies work. In contrast to the Dutch

yariety, Norwegian planning is incorporated into the government
L, - . . .
tather than being left to an independent agency or research institute.

urthermore, Norwegian plans are binding on public-sector spend-
£

! As the government-supervised exploitation of North Sea oil began
to generate significant revenues in the late 1g70s, the political impor-
tance of the public sector increased further.® Despite a noticeable

ift away from the direct economic controls of the 1g50s, the pro-
ammatic (rather than prognostic) character of Norway's plans be-

“came stronger. Understandably, the five-year plan is less binding than

e annual budget on either Parliament or government; yet its targets
nd guidelines are important determinants of policy.* Furthermore,

the budgets of all levels of government are integrated into one na-

onal plan.™ The prominence of the plan is greater because the

 Finance Ministry assures that plan directives are followed throughout
‘the public sector. The permanent secretariat, which in 1966 replaced
“ad hoc groups, also increased continuity in Norway’s efforts by mak-
ing planning more flexible. Unforeseen exogenous changes, like the
' 1973 oil embargo, can now be incorporated in a revised plan. Finally,
in contrast to the Netherlands, Norway's planning secretariat paid
_increasing attention in the 1g70s to key sectors of the economy with
' heavy government involvement in aluminum, hydroelectric energy,
- mining, and most importantly, the development of North Sea oil.**
3Vﬁggwggjggﬂgqugmi“cm_E}annigg policies, in sum, differ from Dutch

policies in the greater prominence they give to the exercise of state

ROWET.

The difference between private and public methods of compensat-
ing for change can also be seen in the way the Netherlands and
Denmark _have dcplo.}aed..their.»large_puh,ljg_s_c;;gﬁt&_During the past
two decades both countries have witnessed an astonishing growth in
public expenditures. Measured as a proportion of GDP their public
economies rank among the largest in the small European states. In
Denmark public expenditures increased from 26 percent of GDP in
195557 to 46 percent in 1974—76. Corresponding hgures for the
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Netherlands were g1 and 54 percent.™ But these aggregate figures

conceal critically important differences affecting the Danish and

Dutch positions in the international economy. In the mid-1g70s De
mark spent 24 percent of its public expenditures on final consump;
tion and only 17 percent on transfer payments. Despite larger publi
expenditures, the Netherlands, in sharp contrast, spent only 18 per:
cent on consumption and 24 percent on transfer payments. If mea:

sured in constant (1g70) prices, between 196264 and 197476
Denmark’s share of public final consumption expenditure in GDPE

increased by 3.5 percent while it declined by more than 4 percent i
the Netherlands.® These marked differences have by no mean
trivial implications for economic health. Sounding an increasingl

familiar theme, one statistical study found the level of gross capital

formation to be adversely affected by increased public consump
tion.*” Among the small European states between 1g61 and 1972, fo
example, Denmark’s increases in public expenditure were among th
highest while the annual average of gross domestic fixed capital for:
mation was among the lowest. In Switzerland these relations wer
reversed. Among small European states with large public expendi
tures, the Netherlands approximates the Swiss case.®™ In contrast t

" Denmark, the Netherlands imposes virtually all of the cost of social
security on workers’ incomes. A large public sector in the Netherlands |

primarily reflects large transfer payments; it manages to support eco
nomic growth and private investment because it does not-erode the
productive base of the economy. Large public consumption in Den-
mark, on the other hand, signals a shift of productive resources into
low-growth and relatively “unproductive” parts of the economy. As

:the Danish case shows, the shift eventually weakens both the govern-

ment’s ability to extract the necessary taxes and the economy’s com-
petitive posture in domestic and international markets. The relative
size of public-sector employment also illustrates the difference
graphically: in 1975 it was almost twice as large in Denmark as in the
Netherlands.”® The 1960s was the decade of most rapid expansion of
the public economy in both countries; but among twelve OECD mem-
ber states the Netherlands experienced the highest growth of market
share in one sector crucial for economic health—engineering prod-
ucts—in that decade while Denmark experienced the greatest loss.?!
Belgian and Swedish approaches to the problems of regional de-
velopment and job creation also illustrate the difference between
groups I and I1. Belgium'’s concerted efforts to attract private foreign
capital contrasts starkly with the Swedish emphasis on an active man-
power policy funded from the public purse. The original impetus for

Ir&
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ERelgium’s regional policy was the rerfession of 19 58, stru_ctu?*a];icnts:‘s 1:11!
elgium’s coal mines, and decline in the Flemish textile mdusu Zn
egional development laws passed in 1959 and }966 created s SE
vestment incentives for firms. In the 1g6os direct forelin inve
ent in Belgium grew faster than in_ any other Western . u;og?:;
ountry, and about one-third of forelgn investment benefite 1ﬁr o
he government’s financial incentives. In 1965—66, fo.r examp ,md
ercent of total gross industrial capital was l}y one estimate “]WCS[ e
5y foreigners. In 196768 two-thi.rds of new investments were oca eo
n regions defined as depressed in the 1966 legislation. ?y 1‘975(:0?, -
sercent of Belgium’s pharmaceutical industry was undeF oreign on
ol as compared to Sweden’s 45 pt_:rcent."’ Ho‘_wever, {n\éestm'cn »
relatively backward areas typically did not occur in new in usu;lesé »
 result, the legislative intent—improving the economic stfn(lic u;_rnin
eak provinces and shifting factqrs _of pro_du;:flon out of lc::i:_l : .E
dustrial sectors—has had only mixed success.” The politica 1stc11n :
tveness of Belgium's regional policy, whatever its economic recor ol
-chievement, lies in the use of foreign 1 capital as the major '[}'l§[:t1!l;n§nl
by which the government has sought to achieve Belgium's regiona
t ohjectives. o
ﬂ%ﬂgzlt:rinby w‘\]fay of contrast, seeks to achieve the ob_]ectw.es of re:
zional developmient and full employment through 95]"'%95%}9“%2‘11”
‘power policy. Swedish policy relies more than that of any other sm

: ean stal i i i ining or retrain-
uropean state on job creation through vogational tra g ]

g and publiq_ygq_pk_s_?"—in fact, one of th.e most important and orlgg
[of Sweden's widely celebrated contnb.\.mons to tht_e theory :Lrll

practice of modern economic policy. Drawing on a variety of public
“funds, the budget of Sweden’s two manpower boards amounts to 2 0T
3 percent of GNP and is spent largely with an eye to encou;ag';}ng.
industrial adaptation and the development of 1mp.0\'fcrlshed ;r ec ézt
_ing regions.?® These regional and manpower poh_cnes are adjustm "
echanisms designed to cope with technol.oglcal and st'rucgur217
.change in the interest of increasing producuvity and. prosgemy. .
. Nine hundred thousand Swedish workers were retrained Ewced
“1960 and 1975, with the proportion of the total :ﬁork force af t:;t; !
each year varying between 0.5 and 15 percent. Becaluse o these
special employment programs, Sweden’s official unemp 9?19;9; Py

‘has amounted at no time since 197310 MOTE tha _rgﬂgdr}'q-‘_t&h;(r, _c; [ the
Belgian rate 2 Fyen if the Belgian government had wished to lower

men i ich i lear), the option
unemployment drastically (which 1s by no means ¢ '
- was fgreZI()sed in a regional policy that predomma'mly relied on
foreign and private rather than domestic and public funds. Con-
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versely, h_ad the Swedish government wished to diversify throug
encouraging industrial redeployment and regional development wit
the aid of foreign capital, it would have proved impossible. The inflo
of fund_s increased only gradually, from $86 million in 197072 t
$145 {mlhon in 1978-80 as compared to a steep growth in corr
sponding Belgian figures, from $384 to $1,371 million.™

The social welfare systems of Sweden and Switzerland illustrate :
'further difference between groups I and I1. Sweden more than any o
its Sc_andinavian neighbors embodies for many observers a genérous
publicly funded welfare state, Switzerland, by way of contrast, is ofte
neglt.:c.ted in the political analysis of the welfare state because its publi
proyision of social welfare has traditionally been paltry.. Hence on
index of social ffistirance coverage in the advanced industrial state
shows Sweden near the very top while Switzerland comes in at th

221 - H
bottom.” Comparisons of expenditures confirm the impression of’

Sweden as a “leader” and Switzerland as a “laggard” in publid
funded social welfare programs. Sweden spends 23.8 percent of i

GNP on social secu_rity while Switzerland spends only 11.8 percent.?
Even the substantial changes introduced in Switzerland’s publicly

funded social security system in the early 1g70s, which narrowed th

gap between it and other small European states, did not affect Switz- |

erland’s relative position as a laggard.

The Swi,ss welfare reforms of 1g7# provide an important contrast
to Sweden’s hotly contested pénsion reform of the late 19508 More

generous support levels figured in both episodes. But Sweden’s Gen

eral quplementary Pension was designed as an instrument of capital
formation in the public sector.™ The Swiss reform, by way of contrast, -
p.resumed the continuation of a substantial though diminishing por’ :
tion of welfare through compulsory private pension_and insurange °
ate -

sclle_lytcs.”‘ This difference in the balance between public and pri
organization of social welfare 1s also reflected in the prominent

AT e

that Rl:jl_:ite occupational pension plans play in Smtzérland; accord-

ing to one study, in the late 1960s such plans were six times as impor-

tant in fnancial terms in Switzerland as in Sweden.™ Sweden's :

em.phasis on publicly funded welfare schemes has resuited in virtually
universal coverage..in Switzerland only four out of five workers are
cov'ered by the obligatory public and private schemes.®™ Sweden’s
policy encourages rather than restricts labor mobility, and it has had
much greater effects on capital fotmation.®” In 1g972—73 the Swedish
pension fund accounted for 7 percent of GNP and 30 percent of total
savings.?®

While voluntary pension insurance is virtually unknown in Sweden,
v

I2Q
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ust under one-third of total insurance premia in Switzerland is
enerated by voluntary schemes.” Switzerland's traditionally. high
¢vel of individual savings is deliberately fostered. by a policy. that
eéps GiXés lower than in any other small European state. While be-
ween 172 and 1976 the average married male worker with two
hildren paid only 7 percent of gross earnings in Swiss taxes, he had
6 pay 35 percent in Sweden, more than in any other small European
tate.™ It is notoriously difficult to estimate the combined total of
bligatory contributions paid into both public and private schemes.®'
hrough terms, however, Switzerland seems to lag somewhat, but not
uch, behind Sweden in total expenditure on obligatory public .and
rivate pension plans. What difference exists in the data would prob-
bly disappear if private savings were included in the comparison.
ishoer, Switzerland “differs from Sweden not 56 miuch in the mag-’

nancing. Y O e
. This difference between Switzerland and Sweden can also be found
i the two countries’ responses to the demands of the less developed.
ountries. Prior to the first UNCTAD conference of 1964, both coun-
o aamnd - . - v
ies opposed the granting of trade preferences; all forms of discrimi-
nation would, they feared, threaten the liberal international economy
from which they were prospering. If preferences were to be granted,
then in Gardner Patterson’s words they should be granted only “as
ort of an advance installment on a general most-favored-nation re-
duction of duties.” Switzerland and Sweden were two of eight coun-
ries voting against the conference’s final resolutions.

In more recent years two fundamentally different approaches to
North-South relations have emerged among the small European
states. These approaches express different attitudes toward private
and public methods of adjustment. Switzerland's policy toward the
“ less developed countries reflects a mixture of laissez-faire liberalism
and export promotion grounded in a firm belief in the virtues of
private initiative and market solutions. By way of contrast, Swedish
policy has evolved since the late 1g6os to a kind of Social Democratic
welfare policy at the global level. The Swedes aim Lo counteract some
of the harmful effects that market solutions entail for the less de-
veloped countries. Private investment in the less developed countries
also provokes typically different reactions. Since 1970, inspired by the
OECD’s Draft Convention on the Protection of Foreign Property,
Switzerland (together with the Netherlands, the United States, Brit-
ain, and West Germany) has been attempting to reduce uncertainty in
international investment through a series of bilateral investment

I2r

itude of total expenditure on social welfare as in its method _32& /
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ities, and high R and D expenditures aiming at product innovations
% modern industries. Austria, Denmark, and Norway, by way of con-
ast, rely on a defensive strategy based on somewhat higher tariff
vels, a somewhat lower export inténsity, and lower R and D expendi-

providin i . . S . . . - - -

{aI:)rimilg tg for P'«‘inSIOUS, health, and welfare; and assuring nond res aiming at process innovations in more traditional industries.
1 235 . - . . .. . - . .

o ina OTy emp _Oi’men't practices. % To give a further typical exam fensive adaptation 18 international in scope and is typically based on

ple, in commercial policy Switzerland is opposed to granting anjg§ S fivate-sector activity. Defensive adaptation is national in scope and

re i i . e e g e : i
g ferential treatment to imports from less developed countries. Swé Jies heavily on the public Sector. These two stralegics of adaptation
en, meanwhile, has opened a special import office to help overcom h

e “of i differences in the strength and
the marketing limitations of the LDCs.™ =

signal the existence of imporiant dilleTences 1 e 2
. . ; . ) aracier of “Busifiess and Tabor, Jdifferences that shape the two
For 1de010g1cgl reasons Switzerland and Sweden differ greatly i ‘ ane
how much publicly funded aid they program for less developed cou :

ariants of corporatisin that I ¢all liberal and social, The one country
es. Swi eI BT at clearly déviatedfrom this twofold pattern is{Sweden.-Because it
tries. witzerland’s uninspiring record in international aid expresses ot
distaste for government intervention in the economy. In 1977 publi

as an internationally oriented, powerful business community and a

id trong, centralized labor movement, Sweden relies on a large and
aid amounted to 0.19 percent of Swiss GNP, far below the QEC
average of 0.31 percent and the OECD target of 0.7 percent.*” Th

ctive public sector for its offensive adaptation.
Swedi It would be foolish to deny that the real world is more complex than
wedish government, on the other hand, had committed itself in 196
to sharp increases in public aid to LDCs and in 1974 was the firs

his limited set of comparisons Suggests. The Netherlands, for exam-
to sharp increases | Je, has large public-welfare spending and has been generous In as-
. industrial state to surpass the OECD target. In the follow isting less developed countries; Switzerland has not. Austria has a
ing year Sweden was again the first country to pass the one percen
target figure of the UN Development Decade. Furthermore, in th

arge nationalized sector and an acquiescent tax-paying public; Den-
id . —ark does not. And Belgium has both an internationally oriented
mid-1g70s the Swedes tied a smaller proportion of aid to their own 32
exports than the Swiss did.™® :

Husiness community and relatively militant unions. The point of this

argument is not to force all of the political experiences of the small
In the total net flow of resources from rich to poor.countries, whi
, however, Switzerlan

e ol et o ot v urces uropean states into one, and only one, of wo descrip'ti_ve categories.

includes private of,swede,n in T}:west{nen , however .‘ It is, rather, to suggest that, broadly speal.ung,, the political responses.

ranks . : ¢ sti‘ategies that Switzerland and: of the small European states vary SYStﬁmat‘fal}Y rather than I:ando wly. .
n pursued in the Paris Round of talks between North and: R e T o

South were characteristic of the two countries. Prudence prevented;

any overt Swiss support of initially strong opposition led by the
United States and West Germany to the demands of the less de-
veloped countries, but there can be little doubt that the Swiss agreed
fu]l_y _with a defense of market liberalism.*® Sweden took the opposite
position. On critical questions such as debt relief Sweden was alone
among the developed countries, large or small, in backing the de-
mand of_nineteen less developed countries for a debt moratorium.
Inc.ieed, in October 1977 the Swedish government announced the
umlatgral_cancellation of $200 million in debt. In the LDCs’ final
compromise with the developed countries in 1979, Switzerland
agreed to cancel $6g million.™!

The small European states respond differently.to.economic change
Switzerland shares with the Netherlands and Belgium an ;)mf-féﬁ§fyc.

WA

234 - . . .
agreements.™ Sweden, by way of contrast, will guarantee foreign i t7ategy in world markets based on low tariffs, very high export inten-

vestments only if Swedish firms conform to a code of good behavid
with respect to workers in the developing countries. This code 0
'-‘.cond.uct includes granting collective bargaining rights to unions; e
tending benefits for loss of wages during illness, injury, and Iayé}f §

s R TR T BT

COUNTRY VARIATIONS ON A CORPORATIST THEME

Liberal and social variants of corporatism result in substantial dif- -
ferences in where and how the small Europeari states adjust to eco-
Tomic change. But it is easy to make too much of the similarities of °
countries grouped under these two labels. Their similarities in strat-
egy and structure notwithstanding, the Low Countries differ from
each other, as do the three Scandinavian countries. In the postwar
-period the Low Countries, for example, have been marked both by
deep social divisions and by political stability.™* But in the Netherlands
one social division, religion, has waned while another, class, has
waxed. In the 1g70s Catholic and Socialist unions joined forces just as
collective bargaining was becoming more decentralized. Union mili-

122
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able 5. Business and labor in the small European states

(1)

Business community

tance increased—and with it employer resistance to workers’ de
mands. What is striking, concludes Wolinetz, is “the relative weaknes
of the trade union movement and the difficulties which the trad

unions have in asserting their priorities.”® As in the 1950s, the state 21;::;?:,?2?3 Strength anc(legemralization
has recently been drawn directly into the economic arena. Thus the centralization, of labor movements
Dutch have evolved a more overtly competitive politics within thei average rank of '9i5"t§°' average
corporatist structures. In Belgium social change has not replaced bu 5 measures rank of 7 meal
reinforced the old linguistic division between Flemish and Walloons ; Switzerland 1o 7.0
Economic adversity has intensified the language conflict. Cutbacks in : gel‘h.“la“ds s 2o
Wallonia's ailing steel industry are inevitable, and the divestment o S\if:l‘:r i:o 2.0
foreign multinationals is creating new problems in Flanders. In 197 . Denmark 5.0 4.0

even Belgium's Socialist party split along linguistic lines. But as Bel-:3 - Norway 6'2 ’ El'g

gium readjusts to the economic realities of the 1980s and 19gos, it will 3 : Austria ” 6o

do so with corporatist structures that have coexisted with the divisive : ﬁ:::g: ((;:3,3 o 2.7

issue of language throughout the postwar era.

Substantial differences similarly separate Denmark from its two’
Scandinavian neighbors.” Nineteenth-century history left Denmark ;
with a system of horizontal crafts unions, a strong middle class, and a;
fragile alliance between the labor movement and the Social Demo-
crats. Conversely, Sweden and Norway have vertically organized in
dustrial unions, relatively weaker middle classes, and Social:
Democratic parties closely linked to the labor movement. Since Den
mark’s social welfare state was constructed before World War I with:
the active cooperation of all of the main segments of society, the
Danish Social Democratic party has evolved its policies throughout
the postwar years within a fundamentally liberal structure. in Swe-
den, and to a lesser extent in Norway, Social Democrats had a much
greater role in constructing the welfare state, at times against the
active opposition of the political parties of the Center and Right.
After 1945 sodial policies thus evolved in structures that expressed
social democratic rather than liberal principles. Furthermore, as
Gésta Esping-Andersen shows, the Social Democratic parties in Swe-
den and Norway use social and economic policies to rebuild their
social base. This is not so in Denmark. As a result, a coalition between
blue- and white-collar workers is gradually replacing the green-red
(Farmer-worker) alliance of the 1g30s in Sweden and Norway. In Den-
mark, however, Social Democracy is suffering from advanced decom-
position of its political support.

These differences, between the Netherlands and Belgium and
among the Scandinavian countries, are quite considerable. Twelve
indicators of the character of business and labor in the small Euro-
pean states are summarized in Table 5. They suggest that there exist
two distinct variants of corporatism. Liberal corporatism in Switzer-

Sources: Col. 1: Table 3.
Col. z; Table 4.

land, the Netherlands, and Belgium is distinguished by an interna- -
tionally oriented business community; social corporatism in_Austria,
Norway, and Dehimark by a strorng '

TtTA d_lla'bbr zmqvglr;r)l_f:qg_.

The distinctiveness of Swede combines an internationally
. . e
oriented business comnmumn

ity_with a strong and centralized labor
_‘_This interprétation of Swedish politics matches that of
jonas Pontusson. He has argued that “conceived in organizational
terms, ‘strength of labour’ is by no means coterminous with ‘weakness
of capital.’ The Swedish case suggests that the organizational strength
of one side in effect reinforces that of the other.”* The inter-
nationalization of Swedish business is an ofien neglected aspect of this
process. A more detailed pairwise comparison of Switzerland, the
Netherlands, and Belgium with Austria, Norway, and Denmark yields
2 total of 108 comparisons (nine for each of the twelve indicators in
Tables 3 and 4). Omitting five tied ranks, gg of the 103 comparisons
{or more than g6%) agree with the classification suggested here. Fur-
thermore, the data in Table 5 suggest that Switzerland and Austria
should be viewed as the most typical instances of respectively liberal
and social corporatism.

Switzerland and Austria

~ Switzerland and Austria differ most markedly in the character of

their social coalitions and the substance of the strategies they adopt n

tésponse to economic change. Switzerland’s powerful, internationally
N 125
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The search for consensus is also reflected in party systems. In Switz-
(land the different political parties “fuse” in a system of all-party
coalition. The federal executive seeks to fashion agreements accept-
able to both Switzerland’s powerful interest groups and a citizenry
enjoying the rights of direct democracy. When Austria's “Grand Coa-

welfare system, and R and D policies primarily pursued by large lition™ between the dominant political parties came L0 an end in 1966,

corporations, Switzerland’s strategy is one of private compensation the coalition reappeared almqst instantaneously :l“_?i S_OCifll and eco-
for economic change. Conversely, Austria’s largely nationalized busi omic partnership that effectively grounds all m}nlstrle:_s in a system
ness community confronts a powerful, centralized trade union move ‘of bipartisan checks and balances. This partnership requires the fash-

joning of a consensus among Austria’s dominant political parties, the

ment. Austria’s pursuit of a cautiously liberal foreign-trade policy, i : i :
heavy subsidization of domestic investment, and its commitment (03 interest groups that travel in their orbits, and the rank and file tha}
hese groups represent. The fusicn of power between state and s0¢l-

full employment and an active labor-market policy point to a strate L .
of national adaptation. In its large public expenditures, publicly; ty and between government and opposition thus occurs m bth
funded social welfare system, and incomes policy on which both un- witzerland and Austria. B}}_E__E‘T}E _diffEY*?“l co_nste!lauons of social
ions and business agree, Austria's strategy is one of public compensa- orces in the two countries lead to a depoliticized, private, a_nd deccp-
tion for economic change. B 1alized liberal corporatism in Switzerland and a politicized, public,
Even though institutions in both Switzerland and Austria are cen- and centralized social corporatism in Austria. )
tralized compared to those in the large industrial states, the two cour- . Finally, the policy procesgﬂﬂ%ﬁﬁ,},&&&!}égh{ing_ sggi_a_l F??‘_htY__ _Of
iries differ one from the other in degree of centralization. Swiss lib‘s:r.al.t_:_a_pit#i§r13_ipﬁ_§m|;§t;x!a,r}fd’_“énd_d¢m.qs:ratic socialism in Austria.
institutions tend toward decentralization; they evoke the imﬁge ofa in Switzerlan bargaining extends to nongconomic issues but e€x-
convoy of trucks steered by many drivers along the same highway.
Austrian institutions ar€ more centralized; they suggest 3 train

‘dudes investment and employment; in Austria bargaining is largely
operated by a single engineer. But in both countries political institu

restricted 1O economic issues but centers around investment and em-
loyment. Because the state is less involved in the economy in Switzer-
tions are very stable and similarly effective in shielding the policy ?

process from exogenous shocks.

nd than in Austria, the mode of political bargaining tends toward
An analysis of the policy networks linking interest groups with state"

ilateralism in Switzerland and irilateralism in Austria. In Switzerland
ndustry and finance deal with each other on questions of investment,
bugqaucgades in Switzerland and Austria suggests that the boundary
demarcating state and society is virtually impossible to identify. Pro-

oriented business community is opposed by a less powerful, relatively;
decentralized trade union movement. In its liberal foreign trade po :
icy, heavy direct investment abroad, and importing of foreign labor
on a large scale, Switzerland’s strategy is one of global adaptation 10
economic change. In its limited public expenditures, privatized socia

usiness and labor on questions of wages and employment. The state

teps in, if at all, only in situations of grave crisis. In Austria business,
ducer groups and State bureauicracies are iriextricably linked through he state, and the labor unions address questions of investment, while
institutions. Both countries have we}l_—organizeg\_, engompgssi_ng_,wand

business, unions, and indirectly the state deal with wages and employ-
tﬂ)_iyg_:glﬁlyr_c__cnt;alizgd peak associations. The’ fashioning of a durable ment. The state is thus deeply enmeshed in political bargaining be-
consensus among often widely divergent views within these groups is

a key to the stability of policy networks and the predictability of the 3

tween business and unions on a daily basis. The result is that the
rade-offs across different sectors of policy tend to be more implicit in
policy process in both countries. At the same time the degree of
centralization in both countries is somewhat greater in the dominant ;

Switzerland than in Austria.

The significance of the policy process in both countries, although it
social bloc, Swiss business and Austrian labor, than in the subordinate;

bloc. The state bureaucracy is small and decentralized in Switzerland

akes a depoliticized form in Switzerland and a politicized one in

ustria, lies in it.__!‘g_‘_qug_qut_i_pp_,amnd_urt:af,ﬁrmation of the consensus
and large and centralized in Austria. But in both countries the state is .
relatively -passive -and lacks autonomy from the major producer

mong major political actors on the legitimacy of political institutions
o4 ihe choice of political strategies. Through their policy process

groups. The political limitations under which both state bureaucracies

operate are compensated for by the elaborate search for CONSensus:

istria and Switzerland bridge the gaps that divide state from sotiety
nd government from opposition. Interlocking corridors of power
both within and between peak associations. provide a substitute for the policy instruments that the state often
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lacks in Switzerland and rarely uses on its own in Austria. The result

Democratic Corporatism and Its Variants

able 6. Two variants of democratic corporatism

in both countries is a politically effective, though rarely efficient, wa
of choosing a stance in the world economy. Throughout the 1976

Liberal corporatism
in Switzerland

Social corporatism
in Austria

Switzerland's strategy of global adaptation and private compensatiol " Social coalition

and Austria’s strategy of national adaptation and public compensé: a. Business
tion did not encounter serious political challenges. The policy process b Ur:'lon:l
: ¢, Politic

in Switzerland and Austria succeeds in incorporating all importan
sources of potential opposition in an overarching consensus. :

Despite the many differences between Switzerland and Austria, the
policy process in the two countries differs more in political form (t

strategy

. Policy newwork
a. Structure of

s o i wtr e PR institutions
scope and the mode of bargaining) than in political consequen - b. Policy process
Conflicts over the giiestions raised by itidiistrial change involve b Scope of
gaining not only over a particular substantive issue but over the wholé f)‘;:p"{:it:‘
array of corporatist arrangements through which political elites in saing
these two societies have adjusted to economic change for several dec Ei?::i:ifng

ades. Analyzing the response of democratic corporatism to economis

change thiis énitails analyzing the way different political actors relat
to one another in a process that enhances the power of the weak

Counsequence for
politics

international; stronger
decentralized; weaker
global adaptation and
private compensation

less centralized;
stable; effective

broader, but excluding
questions of investment
and employment

bilateral; trade-offs
more implicit

narrows political
inequalities between
actors

national; weaker
centralized; stronger
national adaptatien and
public compensation

more centralized;
stable; effective

narrower, but including
questions of investment
and employment

trilateral; trade-offs
more explicit

narrows political
inequalities between
aclors

Switzerland and constrains the power of the strong in Austria. Politic
organized along corporatist lines links Tong-term political thinkin
closely to short-term economic calculation. Because sharp distinctions
are not drawn between perceived group interests and vague notio
of the public good, the leigical process creates not “winners and
Josers” but “sharers.” In short, in both states politics tends toward :
narrowing of political inequalities among political actors—a narrow:
ing that facilitates their corporatist arrangements. Table 6 summarize
the characteristic patterns of liberal and social corporatist arrange-

1980s. But whil

han within the context of the national economy. Policies that favor
direct foreign investment leave all major decisions about industrial
redeployment affecting employment, regional development, product
mixes, and research and development to large private corporations.
The hostility in Switzerland toward industrial policies and the strain
they cause in Britain resonate with a growing American debate in the

ial countries like Britain flirt with ex-

F: porting the costs of change through tariff prqtect}f(}n

ments,*® .

s€ stares like_ Switzerland_are. willing to_toler
that free trade imposes.
One political ingredient is essential for an active industrial policy .

liberal corporat-

ate. the costs of change

Corporatism and Large Countries

All advanced industrial states, be they large or small, must adjust t
economic change abroad and at home. In countries such as Switzer
land and the Netherlands, which accord pride of place to the workin,
of markets, corporate adjustment policies assume a greater politica
significance than in countries such as Austria and Norway, which are|
more distrusting of market institutions. Furthermore, those countries
which have located a large share of their productive capacity abroa
(e.g., the United States, Britain, Switzerland, and the Netherlands
rely heavily on the global operations of large firms and have a distinct
disadvantage in fashioning industrial policy at home. Corporation.
and governments have an incentive to adjust to change globally rathe
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sectoral transformation,.Ja

intent on structural transformation: a Left that is weak and politically
excluded_from policy making at_the_national level..Since the late
1940s the two countries that have adopted a deliberate strategy of
and France] have met this condition.
¥ Theirs is not the kind of industrial adjustment policy favored by social
corporatist states like Austria or Norway, where a reactive and fiexible
- industrial policy aims at incremental adjustments in the structure,
' location, employment, research and development, and marketing of
firms in domestic industries.

Although liberal and social corporatist states differ in where and
how they adjust to change, both show a remarkable degree of flexibil-
ity in policy. A comparison with larger industrial states helps to rein-
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force the point. Among the large countries, at least on the surface, itis
perhaps the United States that most closely converges, in both strat-
egy and structure, with Switzerland, a country that most clearly
typifies the traits characteristic of liberal corporatism. These are the
two capitalist bastions of fedegg}{sm, liberalis’fh, and democricy. Both
countries favor a global \Etlff))@_g_ion 6 change, which affords the fed-
er;?l government a comparatively weak role in policy making, and
privately organized compensation policies at home, for example in
the area of pensions. Furthermore, in both Switzerland and the
Unitec} States an internationally oriented business community has
great influence over foreign economic policy, while a decentralized

labor movement suffers from political weakness. Such similarities are,
; :

however, balanced by two important differences. Thehegemonic role

that the United States has played in the international economy since

World War T1 has at times elevated the pursuit of international liberal
ism from the realm of self-interest to the realm of ic.i?gl’g?gh;f‘?ffus
giving the executive branch of government a g‘reatér role in the area
of foreign economic policy than is true in Switzerland.*" The coher-
ence that hegemony imposes from time to time on American policy

making is in Switzerland, at times, created by 2 spirit of collectivism. .

In Switzerland the tension between individual liberty and collective
necessity is not resolved solely, as in America, through an accumula-
tion of individual preferences into a volonté des tous; at times, that
resolution also occurs through sublimation into a volon# générale. It is
no accident that the Swiss constitution speaks of the “general well-
being” while the U.S. Declaration of Independence celebrates an indi-
vidualistic “pursuit of happiness.”* Furthermore, Switzerland's
policy network has traditionally been more integrated and more
broadly based than America’s, which has facilitated the development
of the consistent policies with which the Swiss face the international
economy.

Paradoxically, great similarities can also be found between this ex-
emplar of liberal corporatism and the apparent opposite of the
United States, Japan. Switzerland’s and Japan's paternalistic systems
converge at three points. First, both countries are single-minded in
their pursuit of economic objectives: both occasionally play the role of

a free rider in the international economy, shifting their costs abroad, .

either through the repatriation of foreign workers, as with Switzer-
land, or through informal restrictions on imports, as with Japan. Sec-

ond, both Switzerland and Japan share the privatization of the

wv:z'lfare aspects of their compensation policies.*® Finally, in both coun-
tries a politically united and strong business community enjoys a privi-
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eged position in policy making and faces a decentralized and
olitically weak Left. Yet a great difference separates the two coun-
des: it lies in the prominent role that the Japangse stajé bureaucracy
lays in the definition and implementation%'fﬁflicy. ]apaﬁr}uh_‘c_:‘si_'tg_n_tly
nd belatedly adopted the liberal premises of the postwar interna-
ional economy, and in its industrial policy it is the state bureaucracy
that leads adjustment to change. Furthermore, unions and the polit-
cal Left are politically included at the national level in Switzerland’s
corporatist arrangements; they are excluded in Japan.
At first glance the strategy and structure of Qﬂg;_g:i?a's social cor-
poratism quite strikingly resemble those of France. Because they mis-
- trust market institutions, both countries approached the increasing
liberalization of the postwar international economy with hesitation
and delay. In both countries the state, in terms of its political objec-
tives and Instruments, appears predestined to play an important role
in the structuring of society. Furthermore, both countries have chosen
to adapt to economic change primarily in domestic rather than in
international markets. Indeed, in his successful electoral campaign
for the French presidency Frangois Mitterrand repeatedly pointed to
Austria as a model for what a democratic Left might accomplish in
France. However, these similarities are deceptive. The Austrian state
is Eonstrained in ways quite uncharacteristic of France. Students of the
French bureaucracy have emphasized how ity internal divisions and
links to the business community shape its political choices; Austrian
“bureaucrats, however, experience a virtual absence of political choice.
The fortunes of the Mitterrand government elected in 1981 depend,
moreover, on how it balances its campaign promises to imitate the
"~ Austrian model against the temptations to build socialism without the
- workers. On this score the first three years of the Mitterrand presi-
dency have had a sobering effect. There exists a world of difference
' between a deeply divided, radical French Left out of government
throughout the 1970s, on the one hand, and a united, moderate
" Austrian chi_i_n,__gov_eri’s_gjgfpt, on_the other. Austria’s policy network
" has been more encompassing and integrated than that of France,
' fostering consistency in the policies with which the Austrians have
. met the international economy during the past two decades.
Interestingly, Austria’s socigl corporatism also appears to resemble
" jmportant features of B, itish politics, even though Britain is often
. presumed to be the opposite of continental statism.®" Politics in both
Britain and Austria is largely coterminous with class politics. Both
countries exemplify the power of organized labor to such an extent
that they are often dubbed “trade union states.” That power is
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Democratic Corporatism and Its Variants

SMALL STATES IN WORLD MARKETS

ind the trade union movement (Switzerland and the Netherlands).
This book has advanced a different argument. The small European
Estates distinguish themselves by their corporatist politics and indus-
ttrial policy from industrial countries that are larger and hence less
xposed to the international economy. e
Switzerland’s and Austria’s paradoxical affinities to the political
anifestations of both liberalism and statism.among the large indus-
rial states suggest that they have evolved a third variant of“‘é':i'ﬁf'ﬁﬁsim;ﬁ
ne that combines elements of both market and Ste-What threy hrave”
volved is democratic corporatism.

Democratic corporatism has_one central _political consequence. By
ncorporating all major political actors and producer groups, it
creates political coherence in the domestic structure and flexibility in
olitical stategy. The small European states are liberal market

P e R

e = T T B St B
conomies: their antiliberalism consists 151‘_‘sﬁb,§,u;ggﬂqg,rwhere needed, . .

oﬁtﬁgi__m;_cjlap_l?gl_&_oi compromise for the dictates of the market.
“onversely, the small European states are_ statist in according their

bureauracies an important place.in.the. making. of policy; their
W_l’.a__t_L‘_.__ s their neutralization of..state institutions,
‘hich suffer from a relative lack of institutional autonomy and polit-
cal interests of their own.

reflected not only at the workplace but, to varying degrees, in the
unions' relations to the working-class party as well. It is also mirrored
in the growth of a public welfare state that has inspired emulation
among such relative latecomers as the Scandinavian and the Low
Countries. Here again, however, surface similarities prove deceptive
While Austria’s powerful unions exercise a power firmly integrated
with the country’s durable and flexible policy network, British union
have been both contestants in and targets of unsuccessful attempts tc
bring such policy networks into being. Incomes policy and industrial
policy, for example, provide opportunities time and again t
legitimize existing institutions and political practices in Austria; I
Britain: they have provided arenas in which existing institutions an
practices have been increasingly delegitimized by 2 perpetual tug-of
war, and new ones prevented from emerging. Finally, both countrie
have rapidly moved in opposite directions in the international diviso,
of labor. While Britain is increasingly turning to protectionism an
becoming accustomed to the living standards and production” struc
tures of the European periphery, Austria’s economic miracle is pros
pelling the country toward international liberalization and th
standards and.structures of the-European center. P i e
In its{ideology, dts{interest grtoﬂgif)and its political bargaining
_democratic corporatism i Both Variants compensates thos€ who s
fer from political weakness and economic dislocations. Social cor
poratism tends foward €coiomy-wide bargaining and relies to only
limited extent on the social segmentation of its labor force. Libera
corporatism tends toward firm-level or industry-level bargaining an
relies more heavily on economic and social segmentation, as illu
trated by the role of foreign and female workers. But because of thei
exposed postions in international markets, both variants share co
poratist characteristics that are less typical of the large industri
states. Focusing on the role of the political Left and the trade union
some analyses classify Austria, the Low Countries, Scandinavia, Bri
ain, and West Germany as “inclusionary,” and Switzerland, the Unite
States, Japan, Italy, and pre-198o France as “exclusionary.”* But 3
analysis that concentrates on domestic structures and neglects the
different international contexts in which small and large industria}
states operate creates anomalies. It groups together societies with cen '
tralized and decentralized collective bargaining systems (West Ge
many and Britain), and with weak and strong states (United State
and Japan). It distinguishes between societies that differ only in d
gree in their reliance on foreign workers, women, and the old (We
Germany and France), and in their political incorporation of the Left;

ism _is revealed

it

.- The argument of the last two chapters rests on ammiffer-
_’ntiation"}_j'étweeen the political strategies and structurés vfesmall and
large-states as well as among the small European states. What unites
he experience of the small European states, and what sets them apart
vom the large industrial states, is their-Aexibility when confronted
With economic change. The main political actors view economic
charige as a way of life, an opportunity as much as an abnormality and
threat. Democratic corporatism is marked by particular political

itrategies. Because of the economic openness and vulnerability of the
small European states, protectionist policies are not a viable political.

tion. Instead these states can be counted among the stongest advo-
ates oF international liberalization. Although democratic corporatism
did not emerge until the 193o0s and 1940s, the small European states
have favgred international liberalization throughout the twenticth

ntury.é:;x_lgmic opennessgfather than _has been the}

. g et i, e
decisive factor” Byt ecoTiomic openness help

R isUaiTange ents. The political requirements of democratic corporat-
“m account for the adoption of wide-ranging policies of domestic
compensation by the small European states. DW&
1argue, responds primarily to the logic of domestic politics, itis nota
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not impede @ shift in the factors of prodgcuon or
that contributes politically to ﬂembh? adjustment
et the longer term. Noteworthy in adverse economic c1rc-umstatt‘1;:.;s
f what is least apparent: the political interventions ol lib-
Srpthii -tical toleration of market
ral corporatism in markets and the pohn‘ca tolera ; .
tcomes in SOCi lthough liberal corporatism prizes
u

al corporatism. A : ' rizes
ifhciency more highly than equity, and social corporatl;m irddes
q&iiy to efhiciency, both preference the sha

s are constrained by
f democratic corporatis

olitics either does

deliberate response to the logic of the international economy.
' es 50 in & manner

Policies of domestic compensation, in turn, both reinforce and altet
the politics of corporatism. :

International liberalization and domestic compensation combine td
produce the flexible policies of industrial adjustment with which the
small European states respond to the constraints and opportunities ol
international and domestic structures. As protectionism 1s 110t an opt
tion, the strategy of the small corporatist states differs from the strat
egy of large liberal states, such as the United,States or Britain, whic
typically seek to export the costs of chan“g’éi through selective protec
tion. Conversely, policies that require a unity of purpose and an accre
tion of power contradict the political requirements of cross-sector
political bargaining, distinguishing the small European states fro
the political strategy of Japan or France. A staist#approach is builts
around, preempting t cies of selective:

m and the logic of markets.

he_costs of change through polic

intervention and protection undertaken in_the name of structur

transformation. As one comparative analysis of the political responses:
of four Social Democratic states (B ritain, West Germany, Sweden, and
Austria) to the economic crisis of the 1g70s concludes, “Austria and
Sweden seem to be institutionally rather better placed than either
Britain or Germany to explore the full range of policy options poten-
tially available to the government and the industrial relations system
acting jointly. And they also seem to be fully capable of implementing
jointly those policies on which they have agreed at the national
level.”®* The small European states have learned how to live with th
costs of change.

Flexible industrial adjustment is not a unidimensional response to
changing market conditions or political pressures. Instead, as I have
shown, democratic corporatism has two variants, one liberal and the !
other social. Both variants respond to the economic as well as the’
political requirements of adjustment. Liberal cOrpoLAtismm,. ACCEPIs-
market-driven change but makes the political gestures necessary t0

keep disadvantaged industry segments, firms, or rcgjqngjnﬁ;gﬁ?ﬁt’é‘din
an overarching consensus. Social ,corporanism‘-séékg u_i cushion change
within the limits that markets permit. The Swiss, Dutch, and Belgians
put so much store in the msututlonofthemarketthat they would find
it reckless to-disregard the political requirements of a flexible indus-
trial policy. The Austrians, Norwegians, and Danes value highly the
institution of the state, and they would find it equally foolish to disre-
gard the economic requirements of a flexible adjustment.

Distinctive of both variants of corporatism is the calibration of the -

requiremerts of economic flexibility with those of political legitimacy.
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