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Chapter 1

Introduction

As the subtitle indicates, this book is about the development of welfare states in advanced industrial democracies in the first three post war decades and the crisis these welfare states have faced in the past two decades.  The reference to parties in the subtitle indicates the central element of the substance of our argument.  Based on extensive quantitative and comparative historical analysis, we show that partisan politics was the single most important factor that shaped the development of welfare states through time and accounts for the variation in welfare state outcomes across countries.  More specifically, the dominant political coloring of the incumbent government; social democratic, Christian democratic, or secular center and right; over the three or four decades after the war is the most important determinant of the kind of welfare state that a given country had in the early 1980s; its generosity, the structure of its transfer payments, and the type and volume of services it offered.  Of course, partisan political incumbency was strongly related to social structural features, most importantly the strength of organized labor and religious cleavages.  The “global markets” phrase in the title indicates the context of the political struggle.  We argue that a given country’s position in international markets influenced the kind of social policy regime it developed.  Generous social policy regimes have to be embedded in production regimes that generate high investment levels and high employment rates.  This was the case for the generous welfare states of Northern Europe that are the focus of this book.  These were always export dependent economies and the kind of welfare state they developed had to be compatible with international competitiveness in order to maintain high investment and employment.  We further argue that political choice remains important though much more constrained by the new more internationalized economic environment.   

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

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

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

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

Outline of the Argument

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

We specify our goal as explaining the long term patterns of welfare state development:  An adequate analysis of the Golden Age should be able to account for the long term change within a country and for differences across countries at the end of the Golden Age, and an analysis of the retrenchment era should be able to do the same for that period.  We argue that analyses of short term change in either comparative historical or quantitative studies can lead to quite misleading conclusions about long term change. Arguing that the determinants of long-term change are distinctive implies that the processes we are examining have an important element of path dependence in them.  We make this argument explicit and propose four different mechanisms which link long term partisan government to long term change in social policy; structural limitation, ideological hegemony, the policy ratchet effect, and regime legacies.  

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

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

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

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

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

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

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

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

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

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

Methodological Contribution

In our own past work on macro societal change, we have argued for the necessity of bringing comparative historical and quantitative work into a dialogue with one another.  In Capitalist Development and Democracy (Rueschemeyer, Huber Stephens and Stephens 1992), we began with the purpose of reconciling the apparently contradictory findings of the two research traditions that had largely ignored each other.  We accepted the findings of the quantitative tradition but sought to provide a better theoretical explanation supported by a systematic comparative historical analysis of the universe of cases in regions where democracy had a significant history in the 20th century: Western Europe, North and South America, Central America and the Caribbean, and the Antipodes.  

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

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

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

Theoretical Contributions

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

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

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

An alternative path dependent specification is the argument that the strong social democratic labor movements developed ideological hegemony in society and so thoroughly dominated public opinion formation on social policy that the only way for a bourgeois coalition to win elections was to adopt social democratic policies.  This is our ideological hegemony mechanism and we do find instances of bourgeois governments passing policy that had been put on the agenda by labor, such as the Norwegian supplementary pension plan in the mid-sixties.  However, we do not find cases of sustained innovation with the social democratic labor movement being able to define the agenda and force policy choices on a series of consecutive bourgeois governments.  

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

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

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

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

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

Finally, we would like to draw out the implications of our findings for theories of the state.  Since power constellation theory – and also power resources theory - represent an alternative to pluralist and orthodox Marxist theories of the state, our empirical support for these theories also provides support for the validity of their alternative views of the state.  Our arguments and evidence contradict the pluralist view of state policy as a result of the free interplay of different interests on a level playing field, without systematic advantages for some interests, i.e. capital, over others.  They also contradict the orthodox Marxist view of state policy as a result of capitalist interests alone.  Rather, they suggest that state policy is a result of power relations in society, mediated by political institutions.  Power relations in society in turn are shaped by the constellation of capital interests on the one hand and the constellation of popular organizations, specifically the organization of subordinate classes and the subordinate gender, on the other hand, and by the political articulation of these organizations.  Variations in these power relations over time and across countries account for variations in state policy, particularly the distributive impact of state policy.  Capitalist interests have a systematic advantage as they depend much less on organization for their articulation than popular interests.  This advantage has been aggravated by globalization, as capital has become increasingly multinational, whereas government and popular organizations have remained largely confined to the national level.

� This theory is most explicitly presented in the 1992 book, but has deep roots in our earlier work on the politics of reform (J. Stephens 1979b; E. Stephens 1980; Stephens and Stephens 1982, 1986). 


� We adopt the terminology “power resources theory” rather than alternatives denoting the same theoretical position, such as the working class power approach (Weir and Skocpol 1985) or the social democratic model (Shalev 1983) because arguably Korpi’s formulation has become the most influential.  See O’Connor and Olsen (1998) for a critical appraisal.


�   See our example at the end of the next paragraph.  





