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The financial crises and great recession that began in 2008-09 have been the worst experienced
by the developed democracies since the Second World War. What are the problems facing these
political economies in the wake of recession, and what adjustment paths can they be expected to
take in the coming years? These are economic questions, about the sources of demand and
supply in a chastened world, and political questions, about how the will to adjust is generated.
Such issues can be approached in various ways, but my premise is that, in the political economy
as in the forest, if we want to know where we are going, it is useful to know where we are coming
from. Therefore, this chapter places the dilemmas of the present in the context of an analysis of
how the OECD economies addressed parallel challenges in the decades after 1945.
My account is grounded in a perspective emphasizing the architecture of the political
economy, which sees the political economy as a set of interdependent institutional structures,
encompassing organizational relations among economic actors, the policy regimes supporting
those relationships, and the international regimes underpinning them (cf. Eichengreen 1996). The
chapter takes up three issues. Drawing on a well-established literature, I outline the institutional
architecture of the developed political economies during the 1950s and 1960s. But we do not
have parallel accounts for the 1980s and 1990s. Therefore, I ask: what are the principal features
of the architecture of the developed political economies over the last thirty years? The analysis
yields a set of claims about the economic formulas underpinning economic growth in the recent
era but generates another issue, namely, on what political conditions did these new growth
models depend? The institutions of the political economy do not spring full-blown from the head
of Zeus. My objective is to go beyond accounts that treat the success of national economies as
matters of effective institutional engineering to inquire into the politics that makes such models
possible. Finally, I ask: what are the implications of this analysis for the trajectory of economic
and political adjustment today?

The Institutional Formulas of the Keynesian Era

The operation of the developed political economies during a post-war era that stretched from the
1950s into the 1970s provides a baseline against which subsequent developments can be assessed.
These were decades of high growth, when the size of the German economy quintupled, the
French quadrupled, and the British tripled. Of course, post-war growth had many sources,
including a transition from agricultural to industrial production (Crafts and Toniolo 1996). But
there are strong grounds for thinking that the economic success of these years also depended on a
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set of institutional frameworks and supportive policy formulas, nicely described by the regulation
school of economics (Boyer 1990, Boyer and Saillard 2002)
Modifying their formulations slightly, we might say that the success with which a
political economy secures economic growth and social peace depends on arrangements in four
institutional fields. The first is that of the production regime, reflected in the organization of
firms, of work relations and of the production process more generally.

The second is the

industrial relations regime, marked by the ways in which trade unions and bargaining over wages
and working conditions are organized. The third is the socioeconomic policy regime, which
distributes the fruits of production, including who secures work on what terms and what social
benefits go to those who do not get paid work. The fourth is composed of the international
regimes relevant to the operation of domestic political economies, including those regulating
trade, exchange rates, and international finance.
During the 1950s and 1960s, mass production in industry was at the heart of the
production regime. Using Fordist techniques, the production of complex goods was divided into
simpler tasks, often accomplished by semi-skilled workers on automated production lines. One
result was rapid productivity gains, as laborers who had been only marginally productive on the
farm could be mobilized to create products of higher value (Boyer 1990). The expansion of
industrial production was crucial to the resolution of the unemployment problem following the
Second World War.
However, mass production requires high levels of long-term capital investment likely to
be forthcoming only if profits are high enough to provide a good return and investors are assured
that aggregate demand will rise steadily over the long term. For these purposes, reforms that
established regularized collective bargaining in this period were crucial. By giving the trade
unions an assured role in wage determination, these reforms empowered the unions to win steady
wage gains, which fueled aggregate demand, but gave them incentives to leave room for profits
because they had the strength to punish firms that did not translate those investments into
subsequent wage gains (Przeworski and Wallerstein 1982, Boyer 1990, Howell 1992, 2005).
The socioeconomic policy regimes of this era, built around the development of a
Keynesian welfare state, were also crucial to sustaining aggregate demand. Although
countercyclical fiscal policy was practiced actively in only a few countries, and with more fanfare
than effectiveness, the Keynesian principle that governments would ‘manage the economy’
underpinning policy regimes across the developed world, including indicative planning in France,
the social market economy of Germany and the Rehn-Meidner model of Sweden, increased the
confidence of investors and consumers

about the trajectory of employment and aggregate
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demand (Hansen 1968, Hall 1989, Sally, 2007, Martin 1979). The increasingly-generous social
benefits of the Keynesian welfare state gave workers enough assurances about their incomes
during retirement or periods of unemployment to persuade them to invest in skills and to spend,
rather than save, their income, thereby sustaining demand (Estevez-Abe et al. 2001).
As Eichengreen (1996) has observed, the international regimes established after the
Second World War were equally important. The General Agreement on Tariffs and Trade and
the European Economic Community made possible steady increases in demand through trade,
while the European Payments Union and Bretton Woods monetary regime provided a stable
monetary framework for that trade and limited the extent to which nations could secure protection
via exchange-rate manipulation. In contrast to their inter-war predecessors, these regimes were
designed to accommodate the social benefits and activist fiscal policies of Keynesian welfare
states (Ruggie 1982).
Of course, this is a stylized portrait that emphasizes similarities across countries in order
to highlight the subsequent changes that took place, deemphasizing important national variations
(Piore and Sabel 1982, Streeck 1991, Hall and Soskice 2001) However, the developed political
economies had a distinctive institutional architecture during the 1950s and 1960s, marked by
Fordist production regimes, organized collective bargaining, a Keynesian welfare state, and
outward-looking international regimes.
Where did this institutional architecture come from? What made it possible? Its origins
are complex and inflected by national histories (Shonfield 1969, Manow 2001, Streeck and
Yamamura 2001, Thelen 2004, Iversen and Soskice 2009). However, to see this institutional
architecture as economically-determined, as some do, is to miss important parts of the picture.
The collective bargaining arrangements, socioeconomic policies and international regimes of the
Keynesian era had explicitly political roots. Three sets of factors, each quite political, made the
development of these regimes possible during the 1950s and 1960s
The first was a historical memory, still fresh in the public mind during the 1940s and
1950s, of the intense class conflict that had polarized electoral competition in the 1920s and
1930s, in the shadow of mass unemployment and a Bolshevik revolution, , often with disastrous
consequences manifest in the collapse of the Weimar Republic (Abraham 1988). The political
elites of Western Europe and America left the Second World War concerned to avoid the social
unrest of the inter-war years, and a new Cold War reminded them of its continuing relevance
(Maier 1981). Thus, concerns about class conflict provided much of the initial motivation for the
construction of the Keynesian welfare state.
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The means were provided by Keynesian ideas applied in diffuse forms across a wide
range of countries. Those ideas gained economic credibility, as they were taken up by post-war
economists, and they had political appeal, because they provided the rationale for a class
compromise that had eluded interwar governments (Hall 1989, Fourcade 2009). At the heart of
this compromise was the notion that, through active fiscal or industrial policy, governments could
ensure full employment, the key demand of the working class, without depriving businessmen of
control over the means of production, the key demand of capital. At conferences from Brighton
to Bad Godesberg, this formula encouraged mainstream parties of the left to make peace with
capitalism, and it allowed parties of the political right to accept responsibility for employment
without alienating their business allies (Offe 1983).
However, the motor driving the construction of the Keynesian welfare state was the logic
of partisan electoral competition in the 1950s and 1960s. At a time when social class still
structured much of the vote and parties of the political left claiming to represent the working class
were ranged against middle-class parties seeking cross-class appeal, class-based distributive
issues held center stage, and parties on both sides of the spectrum began to offer social benefits
and assurances about active economic management in return for political support. The result was
a new kind of political convergence around the managed economy and welfare state from which
only those at the margins of the political spectrum in Europe and America dissented (Lipset 1964,
Shonfield 1969, Beer 1969).
The institutions of collective bargaining were built for similar reasons and in much the
same way.

Governments of both the left and right supported the extension of collective

bargaining partly in order to move class conflict out of the political arena into an industrial
relations arena where it could be contained (Pizzorno 1964, Goldthorpe 1984). By enabling trade
unions to secure better wages and working conditions, they hoped to weaken the abilities of more
radical arms of the left to exploit issues of class in electoral politics. Even the shape of the
international institutions built in this era was influenced by such concerns. The architects of those
regimes designed them to accommodate the policies of the Keynesian welfare state, precisely
because they faced a Cold War mindful that communist parties were important actors in the
politics of some leading western democracies (Ruggie 1982, Maier 1981).
In short, the institutional architecture of the post-war political economies rested on a
particular set of political conditions defined by the prominence of class in the politics of the day.
If concerns to avoid class conflict provided the initial impetus and Keynesian ideas the means,
class-oriented electoral competition drove the development of those institutions forward.
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From the perspective of this analysis, the 1970s were years of transition, when the
institutional architecture of the Keynesian era broke down, partly under the weight of its own
liabilities and partly in response to international developments of which large increases in
commodity prices and the collapse of the Bretton Woods monetary regime were the most
important. 1 The result was stagflation, characterized by high levels of unemployment and
inflation. In response to it governments turned to more interventionist measures. In coordinated
market economies, where wage bargaining could be coordinated by relatively powerful trade
unions and employer associations, governments turned to neo-corporatist bargaining to contain
inflation, often with favorable results (Schmitter and Lehmbruch 1979; Goldthorpe 1984). In
liberal market economies, where decentralized systems of wage bargaining threatened wage-price
spirals, governments often resorted to incomes policies that imposed direct controls on wages and
prices. As a result, distributional conflict shifted from the industrial to the political arena. Many
governments increased social spending and subsidies to industry (Berger 1981).
However, the failure of Keynesian policies to restore previous rates of growth discredited
existing policy formulas and set governments in search of new ways to cope with what was often
described as ‘Eurosclerosis’ (Hall 1993). The result was was a profound backlash against state
intervention. In liberal market economies, where unwieldy attempts at incomes policies fostered
political conflict over wage differentials, the authority of the state suffered amidst crises of
governability soon linked to apprehensions of national decline (Crozier et al. 1974, Krieger
1986). This was the tide that Margaret Thatcher and Ronald Reagan rode to power. The impact
of this political backlash was immense. The climacteric of the 1970s would become for the
1980s and 1990s the analogue to what the interwar years had been for the postwar generation, a
totemic set of events that would condition the course of policy for another generation (cf.
Kingdon 1995, Sewell 1996).

The Institutional Formulas of the Neo-Liberal Era

Can we identify an analogous institutional architecture for the subsequent ‘neo-liberal era’ from
the 1980s to the 2000s, whose component parts reinforce one another to produce distinctive
aggregate and distributive economic outcomes? 2 In broad terms, this architecture is visible.
With respect to the production regime, this era is defined by two central developments.
One is a shift in employment and production away from industrial manufacturing to services,
including high-end sectors supporting some well-paid employment, such as health care and
finance, and low-end sectors, such as retailing, restaurants and tourism, where many positions are
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low-paid. The second is a shift away from Fordist modes of production toward methods that
make more intensive use of knowledge, embodied in skilled labor, new information technologies
and global supply chains (Womack et al. 1991). 3

Enterprises once interested in vertical

integration have turned to outsourcing, often to global supply chains that exploit advances in
transport and information technology (Berger 2005).

In the developed democracies, the

traditional Fordist enterprise is now largely a thing of the past and semi-skilled industrial labor in
less demand.
These changes in the production regime were promoted by developments in international
regimes, which led to greater flows of goods and capital across national borders (Berger and Dore
1996; Keohane and Milner 1996).

One of Margaret Thatcher’s first acts was to eliminate

currency controls and other nations soon followed suit. The Single European Act of 1986 and
new trade agreements, such as the Uruguay Round, promoted the movement of low-cost
manufacturing off-shore, thereby inducing a shift to services and knowledge-intensive
manufacturing in Europe and America (Wood 1994, Leamer 1996, Antras et al. 2006).
Collective bargaining arrangements changed in tandem with these developments. More
intense global competition opened up cleavages in some bargaining systems, between more and
less competitive firms and between the traded and sheltered sectors (Pontusson and Swenson
1996, Thelen and Kume 1999). As a result, the locus at which bargaining is coordinated shifted
downwards in many countries, and firm-level bargaining became more important, as firms sought
lee-way to reorganize production in the face of global competition (Iversen 1999; Lallement
2007). The power of trade unions declined, as average trade union density in the OECD dropped
from 33 percent in 1980 to 18 percent in 2008. These developments helped firms adjust to
international competition at the cost of leaving many workers outside the scope of collective
agreements.
The socioeconomic policy regime also changed dramatically in the 1980s and 1990s. If
Keynesians had treated unemployment as a demand-side problem requiring active
macroeconomic management, the new policy formula treated unemployment as a supply-side
problem that could be addressed only by structural reforms to labor, capital and product markets.
Industrial policies targeted on promising industries gave way to manpower policies designed to
push people into employment. Symbolic of these shifts were steps taken in the 1990s to make
many central banks independent of political control.
In many respects, these developments fit the circumstances of more open economies,
where the effects of a fiscal stimulus would leak abroad, as the governments of small northern
European states had long realized. While governments made modest efforts at macroeconomic
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management, under the aegis of a ‘new Keynesianism’ on which economic doctrine gradually
converged, most pinned their hopes for growth on the expansion of trade and services. There was
some variation in national strategies.

The Nordic countries made extensive use of public

employment to create jobs in services without lowering wage floors, while structural reforms that
promoted low-wage employment in services by making part-time work, temporary employment,
and lay-offs more feasible were more prominent features of liberal market economies and
subsequently continental coordinated economies (Esping-Andersen 1990, 1999, Iversen and
Wren 1999; Scharpf and Schmidt 2000). In the latter, manpower policies were also used to
expand employment in services via large subsidies to employers. Measures that weakened the
trade unions lifted profits in the liberal market economies, while coordinated wage bargaining
was used to restore profits and competitiveness in the coordinated market economies.
In short, the production regime, industrial relations regime, policy regimes and
international regimes of the neo-liberal era reinforced one another, much like those of the earlier
Keynesian era. However, the economic results were quite different. Wage inequality rose
significantly in the 1980s and 1990s, especially in liberal market economies, and rates of growth
were slower than in previous decades, partly because productivity gains are harder to secure in
services than in manufacturing.

The Political Formula of the Neo-Liberal Era

How is this shift in institutional architecture to be explained? Most accounts cite the inexorable
pressures of globalization, which played a role, but the international regimes that opened up
emerging markets were created by governments. Global competition put enormous pressure on
firms to change their business practices, and those firms lobbied governments for supportive
policies (Keohane and Milner 1996, Berger and Dore 1996).

In an era of slower growth,

governments saw many of these policies as the most feasible way to create jobs in services.
However, to view the institutions and policies of this era as a ‘natural’ response to economic
circumstances is to neglect the extent to which they had to have a political underlay. The
institutional reforms and policy formulas of this era were not simply reflexive responses to
economic conditions but artifacts of a certain kind of politics. Therefore, we need to ask: what
were the political conditions that made this new architecture possible?
The answer is not obvious. I have argued that the Keynesian welfare state can be seen as
a class compromise, but from this perspective the neo-liberal era is paradoxical. It has not
delivered benefits in anything like equal measure to both sides of the class divide. Across most of
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the developed political economies, the incomes and well-being of the affluent have risen
significantly faster than those with incomes below the median, and in many countries even
median real income has been stagnant (Hall and Barnes forthcoming). If it is difficult to see the
policies of the neo-liberal era as a class compromise, how were they inspired and on what did
they depend? To answer these questions, it is useful to look back at the political conditions that
underpinned the construction of the Keynesian welfare state. I have argued that it was motivated
by a historical memory of the interwar years, given shape by Keynesian economic ideas, and put
into place by electoral competition around a class cleavage. The same kinds of elements were
central to the transition to neo-liberal policies, but in new forms dictated by the historical
circumstances of the 1980s.
If the Keynesian welfare state was inspired by the specter of class conflict in the 1920s
and 1930s, the neo-liberal policies of the 1980s and 1990s were, in the first instance, a reaction to
the traumatic events of the 1970s, marked by stagflation, sharply-reduced rates of growth and,
most important, more assertive government intervention, whose failure discredited state
intervention more generally. Disillusioned by what was widely seen as the failure of activist
policies, political elites emerged from the crises of the 1970s looking for alternative policies and
inclined to think that renewing market competition might be a better way of reviving economic
growth than further state intervention. Across the OECD, the crisis of the 1970s provided the
initial motivation for the shift to neo-liberal policies. Of course, structural reforms of the sort then
implemented often entailed assertive state action and measures presented as ‘deregulation’ were
effectively reregulation, but the common denominator behind these policies was their objective,
which was to intensify market competition and increase the role of markets relative to states in
the allocation of resources (cf. Gamble 1994; Vogel 1998)
The means for this shift were supplied by a ‘new classical economics’ built on monetarist
foundations. Although available in some form since the 1960s, monetarist economic perspectives
remained a minority view in economics until the 1980s, when, bolstered by a wave of work built
on rational expectations frameworks, they were assimilated into mainstream economic doctrine.
By the middle of the 1980s, the result was an economic orthodoxy skeptical about the value of
active macroeconomic management and convinced that countries face a ‘natural rate of
unemployment’ reducible only by structural reforms (Crystal 1979; Cuthbertson 1979). These
doctrines gained economic credibility as they secured traction within the economics profession,
and they had considerable political appeal for politicians interested in shifting the blame for high
levels of unemployment from governments to markets and the behavior of market actors. During
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the 1980s and 1990s, party platforms on both the left and right of the political spectrum shifted in
neo-liberal directions (Iversen 2006, Cusack and Englehardt 2002).
In democracies, however, changes in the views of elites are rarely enough to explain
major changes in the direction of policy (Hall 1993). We also have to ask: what changed in the
realm of electoral competition to make the market-oriented policies of the neo-liberal era
feasible? In particular, because the effects of those policies were so adverse for large numbers of
workers, whose jobs became more insecure, social benefits were reduced, and incomes rose only
slowly, we have to explain why parties running on platforms opposed to them in the name of
working class defense did not emerge and win elections.
The answer is that those policies were made possible by a fragmentation of the electorate.
In the years after 1970, the electoral space in most of the western democracies became
disorganized, in ideological and institutional terms. Longstanding divisions, typically rooted in
class or religion, that had been important to electoral politics for almost a century lost their hold
over the attitudes of the electorate. The most obvious indicator was a decline in the class
alignment of the vote, but the important change was one in consciousness – in how people
thought about politics (Dalton et al. 1984, Clark and Lipset 2002). 4 The result was a permissive
electoral dynamics, in which effective electoral coalitions for neo-liberal policies were rarely
formed, but the opposition that parties of the working class might have mounted to such policies
was effectively undercut, allowing governments with neo-liberal agendas to take office.
To what can the declining electoral salience of class be attributed? Three kinds of factors
lie behind this development. The first are a familiar set of socioeconomic changes identified by
Lipset (1964) and others some years ago. Thirty years of prosperity and more generous social
benefits improved the living standards of ordinary workers enough to undercut the sense of
grievance many once felt toward the upper classes. Shifts in occupational structure eroded class
boundaries further, as deindustrialization decimated cohesive working class communities and the
growth of employment in services blurred the lines that once separated blue and white-collar
workers.
However, political developments were equally important. In some ways, the Keynesian
welfare state was a political accomplishment that sowed the seeds of its own demise.
Contemporary analyses of social programs emphasize the sense of entitlement they create, which
sustains them, but neglect the ancillary effects on social democracy (cf. Pierson 1996). As social
programs became more generous, they eroded the material insecurity and corresponding sense of
grievance central to working-class mobilization. Moreover, the welfare state was the historic
achievement of post-war social democratic parties, even if they were not always its authors; but,
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once its programs were in place and accepted across the political spectrum, social democracy was
left without a distinctive political mission around which to mobilize. 5 The reaction against state
intervention that followed the 1970s also discredited the traditional stance of social democratic
parties. In many respects, the decline of the class cleavage was the reflection, as much as a cause,
of the exhaustion of social democracy.
The third important factor was the appearance of a new cleavage, cross-cutting the
traditional left-right spectrum. This is the right-authoritarian/left-libertarian divide identified in
various forms by Inglehart (1990) and Kitschelt (1997). On one side of it are those who embrace
the post-materialist values promoted by decades of post-war prosperity, reinforced by the new
social movements of the 1980s. On the other side are those attached to more traditional values,
not only because of lingering material concerns but because they saw the cultural revolution of
the 1960s as a threat to those values. Of course, this cleavage is about more than values
(Martinez-Alier 2003). During the 1980s and 1990s, the numbers on one side of it were swelled
by a reaction against immigration and the market initiatives of the European Union, which many
saw as threats to their material well-being (Kriesi et al. 2008). In American politics, this cleavage
ranges those who embrace post-materialist values against others who associate those values with
unpatriotic opposition to the military, disregard for religion or sympathy for waves of
immigration that are changing the racial complexion of the country (Frank 2004, Carmines and
Layman 1997). 6
This new cleavage is politically significant because it cross-cuts the class cleavage in two
ways. Because working-class voters are more likely to be right-authoritarian, this cleavage drove
a wedge through the working class support that might otherwise have been mobilized in
opposition to platforms of neo-liberal reform. In Europe, significant proportions of the working
class now vote for parties of the radical right. In the U.S., many have been drawn away from the
Democratic party and segments of the Republicans sympathetic to activist government.
Moreover, by drawing a middle class constituency to social democratic parties and the American
Democrats, this cleavage has undercut the inclination of those parties to operate as parties of
working class defense, because many middle class voters are beneficiaries of neo-liberal reforms.
In sum, if the policies of the post-war era reflected a class compromise, born of electoral
competition around the agendas of working class parties, the policies of the neo-liberal era have
rested on a different politics, made possible by class dealignment, rising electoral volatility, and
the emergence of a cleavage that dilutes the class character of political contestation.
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Cross-National Variation

In order to make comparisons over time, I have emphasized the commonalities of the neo-liberal
era across the developed democracies. In all of them, social and economic policy became more
market-oriented during the 1980s and 1990s. However, there were also important cross-national
differences in what might be described as the ‘growth models’ adopted by OECD countries in this
period. Central to these differences were the ways countries mobilized demand for their products
and political consent for their policies. Although there are some important national variations as
well, we can identify four types of growth models with significance for the dilemmas facing
countries today.
The first is a liberal growth model adopted with some variation in virtually all the liberal
market economies described by Hall and Soskice (2001) but exemplified by the U.S. and U.K.
Neo-liberal reform went farthest in political economies already dominated by market competition
(Hall and Gingerich 2009). Margaret Thatcher and Ronald Reagan took pioneering steps to
intensify competition in many sectors, privatized national enterprises, and contracted out public
services (Thatcher 2004). In high-profile battles with the British miners and American air
controllers, they broke the power of trade unions, and their successors tightened controls on social
benefits with a view to turning ‘welfare’ into ‘workfare’.
These measures kept average real wages low, thereby promoting employment growth in
low-wage services in retailing, restaurants, tourism and child-care, while loose regulatory
environments for finance and health promoted job growth there in the U.S. By 2008, the financial
sector was responsible for almost a third of the profits in the American economy. Education and
health became priority areas for British government spending in the late 1990s. The result was a
‘jobs miracle’ much envied in continental Europe, but the distributive consequences were stark.
At one point in the 1990s, almost a fifth of the American labor force worked for wages and
benefits lower than those available at the minimum wage in France; and real median income has
been virtually stagnant in the U.S. since 1980, while below-median incomes have declined
(Hacker and Pierson 2010). More than half of total growth in American GDP over that period
went to the top ten percent of income-earners.
The danger was that this approach would depress aggregate demand and make the
mobilization of political consent for neo-liberal policies difficult. However, the Anglo-American
model spoke to these problems with deregulatory measures that promoted housing booms, an
influx of consumer goods from emerging economies, and an unprecedented expansion in
consumer credit. Thanks to federal support for Freddie Mac and Fannie Mae, the proportion of
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people owning their own home peaked at 69 percent in the U.S. in 2008, and house prices in the
U.S. and U.K. doubled between 1990 and 2008, giving many people the sense that their wealth
was increasing even if their incomes were stagnant (Schwartz and Seabrook 2009; Rajan 2010).
An influx of cheap consumer goods from Asia helped sustain the purchasing power of
workers, and the opportunity to borrow freely was a crucial complement to the ‘privatization of
risk’ that became a feature of Anglo-American policy in this period (Hacker 2004). For those
exposed to the vicissitudes of highly flexible labor markets, credit cards and home equity loans
were crucial safeguards that carried many people through fluctuations in the economy and
adverse life events. For these economies, loose financial regulation was a supplement to social
policy (Schelkle 2010). Britain and the U.S. had been pioneers in the use of consumer credit,
since the establishment of the Household Finance Corporation during the 1930s, but the neoliberal era saw an unprecedented expansion in American household debt from $2 trillion in 1980
to almost $14 trillion in 2008 (Trumbull 2010). This formula allowed these countries to run
growth models led by consumer demand, even when median incomes were rising slowly, and the
wealth effects of these policies, however illusory, mobilized political consent for a series of neoliberal initiatives whose acceptance is otherwise hard to explain.
In the coordinated market economies of continental Europe, these formulas were not
available.

Trade unions were more powerful and the wage coordination to which they

contributed often so central to the strategies of firms that it made no sense to try to break the
power of the trade unions, aside from marginal steps, such as the French Auroux laws (Howell
1992). Moreover, stronger traditions of social solidarity made it more difficult for governments
to mobilize political consent for neo-liberal reforms than in the Anglo-American world.
The solution, on which the governments of the European Community agreed, was to
inflect their institutional architecture for a global age. The decisive innovation was the Single
European Act of 1986 that transformed the European Community from an association to promote
free trade and agricultural protection into an agent for market liberalization in its member states.
Although the member governments were always in the driver’s seat, the move to ‘qualified
majority voting’ for measures related to the single market ensured that governments could take
shelter from the political flak generated by their neo-liberal initiatives behind the protective shield
of Community action (Hall 2006).
Facing relatively powerful trade unions willing to defend wage floors, the European
governments also had to find another approach to the creation of employment in the service
sector. As Esping-Andersen (1990, 1999) has observed, two divergent approaches emerged. The
Nordic countries expanded public employment in services, such as healthcare, education and
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childcare, funded by high tax rates whose effects on disposable income also limited the growth of
private services (see also Iversen and Wren 1998). In keeping with a policy legacy going back to
the Rehn model, they also operated ‘flexicurity’ systems in which low levels of employment
protection were combined with generous wage-related unemployment benefits to encourage firms
to rationalize to meet global competition, while providing workers with incentives to invest in
skills (Martin 1978, Estevez-Abe 2001, Campbell et al. 2006). These strategies were highly
successful.
The strategies initially pursued by the continental coordinated market economies, such as
France and Germany, encouraged exit from the labor force through early retirement, but soon
proved so costly that they were abandoned in favor of active labor market policies, which
subsidized the social charges of employers to lower the costs to firms of taking on new workers.
By the 1990s, France was spending almost four percent of GDP on such policies and active labor
market policy had become one of the mantras of the EU’s Lisbon strategy (Levy 2005).
However, employment expanded significantly only when these countries developed secondary
labor markets, by relaxing restrictions on part-time work and temporary contracts. Much as Japan
did earlier, these countries have developed dual labor markets, divided into spheres of stable
employment in the industrial or public sectors and precarious employment, often in private sector
services (Visser and Hemerijck 1997, Palier and Thelen 2010).
To mobilize political consent and respond to concerns about social solidarity that such
initiatives aroused, in moves seemingly counterintuitive to apostles of neo-liberalism, these
countries extended generous programs of social benefits.

By the end of the 1990s, social

spending in France had risen to Nordic levels, and, even after the Hartz reforms, the German
welfare state remains relatively generous. One of the features distinguishing European from
Anglo-American growth models is the extent to which taxes and transfers are used to offset the
effects of wage inequality on the distribution of disposable income (Kenworthy and Pontusson
2005).
The other constitutive feature of European growth models was the Economic and
Monetary Union (EMU) established in 1999 to which sixteen countries now belong. EMU was
designed to bind Germany to Europe and eliminate exchange-rate depreciation in the Eurozone in
response to protectionist pressure from producer groups (Dyson and Featherstone 1997,
Eichengreen 1997). In the run-up to monetary union, efforts to meet its ‘convergence criteria’ put
pressure on many firms in France and elsewhere to adopt more competitive practices, as they
faced the pressures of the single market in the context of relatively-high exchange rates (Hall
2002).

13

Once established, however, EMU induced a further bifurcation in growth models,
between the countries of northern and southern Europe. At issue was the familiar question of
how to ensure levels of demand sufficient to sustain investment and economic growth. Designed
along neo-liberal lines that gave short shrift to fiscal policy, EMU provided no institutional
mechanisms for the long-term coordination of fiscal policy across Europe aside from a Stability
and Growth Pact limiting national deficits to 3 percent of GDP. In principle, this meant that the
member states would have to depend on growth in exports to sustain demand. To do so, they
would have to restrain wage growth, a strategy of competitive deflation that the small states of
northern Europe were well-placed to implement given their capacities for coordinated wage
bargaining (Katzenstein 1985). Over the ensuing decade, Germany, Belgium and the Netherlands
pursued just such a strategy with considerable success.
However, the countries of southern Europe were not well-equipped to pursue such a
strategy. With labor movements divided into competing confessional groups, they could not
readily coordinate wages, and many such as Portugal and Greece, lacked strong export sectors.
But entry into what seemed like a strong currency area, awash in funds generated by Germany’s
trade surpluses, brought them an unanticipated bonanza of cheap. Led by the public or private
sectors, cheap credit was used to fuel domestic growth, based on an asset-boom in property in
Spain, commercial lending in Portugal and public sector spending in Greece. In the short-term,
these strategies were an eminently rational response to the prevailing incentive structure. In the
long term, they left those economies vulnerable to the kind of credit squeeze induced by the
recession of 2008.

The Implications for Adjustment

The global recession of 2008-09 marks an inflection point in the neo-liberal era. As large
financial institutions collapsed and unemployment rose, many governments rediscovered the
value of what Claus Offe has called ‘emergency Keynesianism’ and stepped in with massive
support for the financial sector and various stimulus packages, but official rates of unemployment
in Europe and the U.S. still average about ten percent of GDP. Governments face a common set
of adjustment problems that pose political as well as economic challenges. How will they respond
and how are national variations in that response to be explained?

This problem can be

approached in three parts, as one of understanding the initial response to the crisis, the mediumterm response, and the long-term prospects for radical change in the political economy.
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The initial response to the crisis should be conditioned by the existing national
institutional architecture. If recession has flooded the basement and financial crises set fire to the
roof, the initial reaction of governments will not be to tear the edifice down, but to address the
problems with the building materials they already have on hand.

Thus, in liberal market

economies, long dependent on domestic demand to drive growth, the initial response of
governments was to expand consumer demand through increases in public spending and cuts in
taxation, letting flexible labor and capital markets reallocate resources. Cuts in taxation figured
prominently in their responses, while coordinated market economies were more likely to use
public spending to stimulate their economies (OECD 2009).
By contrast, the emphasis of the stimulus in many coordinated market economies was on
preserving existing jobs. In manufacturing regimes dependent on employees with high levels of
industry-specific skills, firms attach importance to retaining skilled labor and, once lost, such jobs
are difficult to recreate. Thus, key components of the German response included a pioneering
subsidy for automobile purchases (soon copied by other countries) that sustained employment in
metalworking and a large program of subsidies for short-time working so that employees in the
core manufacturing sector could be retained. Although widely-criticized in the Anglo-American
media, the German response was highly successful at preserving jobs.
Even in the medium term, governments are likely to revert to the strategies on which they
have relied in the past. This is one of the lessons of the 1970s. In the face of stagflation with
which Keynesian policies could not cope, governments struggled to make those policies work for
half a decade or more, before moving to different economic strategies (Hall 1986, 1993). We see
confirmation in the strategies the American and German governments are currently pursuing.
The American government is desperately trying to revive the housing market, arguably
the sources of the financial crisis. Following a generous subsidy to first-time home buyers, it has
poured billions of dollars into Freddie Mac and Fannie Mae. The Federal Reserve Bank has
mounted two programs of ‘quantitative easing’ worth more than $1 trillion to increase liquidity
and lending in the U.S. Despite prominent calls for fiscal discipline, Congress has extended
major portions of the Bush-era tax cuts. These moves were accompanied by statements from the
Federal Reserve indicating a tolerance for higher rates of inflation, which have historically been
one way to erode the national debt burden.
The institutional infrastructure of the U.S. encourages such a strategy.

Although

nominally independent of political control, the Federal Reserve Bank is sensitive to political
pressure, and hence historically inclined to target unemployment as well as inflation. Although
financial regulation is being tightened in the wake of the crisis, American political institutions
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give business enough influence to ensure those regulations do not significantly reduce the
centrality of consumer credit to the American growth model (Hacker and Pierson 2010).
In international terms, the American economy is also well-placed to pursue growth led by
consumer demand. A floating exchange rate allows the government to erode the real value of its
debt and cushion adjustment through depreciation rather than depending on domestic deflation to
make such adjustments. The principal threat to such a strategy stems from the large reserves of
American securities other countries have built up. If they develop a sudden reluctance to hold
American assets, a precipitous decline in the dollar could make adjustment painful. However,
China has few incentives to pursue such a policy and few substitutes for American securities.
The more likely scenario is one in which a gradual depreciation of the dollar erodes the
purchasing power of American consumers without plunging the economy into another recession.
Across the Atlantic, the German government has also reverted to a familiar strategy, built
in this case on export-led growth in manufacturing that takes advantage of strong demand for
capital goods from emerging economies and its capacities for wage coordination. Inflecting this
strategy slightly, the government encouraged a relatively-large wage settlement in metalworking
that fuels domestic demand. But, in the context of an unparalleled crisis in EMU, the striking
feature of continuity is the German government’s insistence on fiscal discipline across the
Eurozone and its refusal to treat Germany’s trade surplus as a source of the problems. Still
focused on competitive deflation, the German government remains hostile to proposals for
coordinated European expansion.
As Carlin and Soskice (2009) have observed, while of dubious value from a European
perspective, this stance is conditioned by the institutional structure of the German political
economy.

It is difficult for the government to operate a fiscal expansion in an economy

dominated by workers with high levels of industry-specific skills. The difficulties such workers
have finding equivalent jobs if they become unemployed promotes a high savings rate, especially
during recessions; and expansionary policies might encourage wage settlements that erode the
competitiveness of the export sector on which the German growth model depends. German
policy has been driven more strongly by the structure of its own political economy than by
considerations about Europe.
What does my analysis of the transition to the Keynesian and neo-liberal eras imply about
the prospects for radical changes of policy in the longer term? I have argued that those transitions
required motivation, means and a motor. Do we see those elements in the current conjuncture?
The policies marking the advent of the Keynesian and neo-liberal eras were motivated by
widely-perceived failures of policy with high social costs. In some countries, such as Greece,
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Spain, Ireland and Iceland, the effects of the current recession have been devastating enough to
motivate a search for new policies, but they are constrained by deflationary packages forced on
them by international bond markets. Elsewhere, it remains to be seen if the effects are traumatic
enough to motivate dramatic shifts in policy. Although Americans are troubled by 9 percent
unemployment, several European countries experienced similar levels during the 1980s and
1990s without more than incremental changes to policy. Much will depend on rates of growth in
OECD countries over the next few years. If the U.S. settles into a decade of deflation or the
sovereign debt crisis in Europe sparks another financial crisis, pressures will mount for more
radical shifts in policy. Otherwise, the broad character of economic policy may not shift much.
The exception is in European monetary union, where the crisis has been profound enough to
inspire major changes, whose dimensions will depend on the political wherewithal assembled to
make them.
Equally important here is the issue of means. The transitions to Keynesian and neoliberal policies were made possible by the availability of new policy paradigms – with credibility
among economists and political appeal. Comparison of the British governments led by Edward
Heath and Margaret Thatcher is illuminating. Both entered office determined to make radical
changes to the course of policy, but Heath soon retreated, partly because he lacked the alternative
policy paradigm of monetarist economics available to Thatcher by the time she became prime
minister. Although the current recession has discredited some of the economic doctrines that
underpinned neo-liberalism, including the efficient markets hypothesis, there are still no
alternative doctrines available with sufficient credibility among economists to constitute clear
alternatives to the watered-down ‘new Keynesianism’ that has been guiding policy for some years
(Fox 2009). In particular, doctrines that might mandate more assertive state intervention on
something other than an emergency basis do not yet command significant bastions of economic
opinion.
The appearance of new doctrines cannot be ruled out, especially since the oft-repeated
injunction that the only way to promote higher growth is to implement ‘structural reforms’ seems
increasingly empty. Making competition in product markets more intense and employment less
secure may improve the competitiveness of some kinds of economies, but it is unlikely to build a
strong export base in countries currently lacking one.

However, a return to full-blown

Keynesianism, except in emergency circumstances, seems unlikely, since economies are now so
interdependent that the effects of a fiscal stimulus soon leak out of them. Instead, the dominant
motif of policy-making today is confusion, among officials torn between the desirability of
sustaining demand and the dictates of international bond markets urging fiscal prudence on them.
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Nothing illustrates that better than the divergence between American and British policy. The
default option appears to be fiscal tightening amidst monetary easing, which might ultimately
inspire enough inflation to ease debt burdens but is a risky policy at best and possibly impotent at
a time when interest rates are already low.
I have also argued that radical shifts in policy depend on the character of partisan
electoral competition. What are the coalitional possibilities today? Many hope that economic
recession will swing the political pendulum to the left, ushering in more interventionist policies in
the name of working class defense, as the depression of the 1930s did in the United States and
Sweden (cf. Gourevitch 1986). In politics, however, there is no Say’s law: economic crisis does
not necessarily inspire political mobilization, let alone effective mobilization on the political left.
Moreover, electorates blame governments as well as markets for economic crises and high
unemployment. This is a lingering legacy of the Keynesian era. Virtually every government in
place during the recessions of the 1970s was turned out of office in the next election. Recessions
also inspire distrust in government, already high in Europe and rising in the U.S. That distrust is
evident, not only in the Tea party movement in the United States, but in Britain where a
government committed to social justice was turned out for one committed to fiscal austerity. In
this context, the electorate’s appetite for more assertive state intervention is at best uncertain.
Moreover, the socioeconomic conditions that eroded the class cleavage have not
disappeared, and neo-liberal policies have inspired new conflicts of interest inside the working
class between ‘insiders’ and ‘outsiders’ and older and younger generations (Chauvel 1998, Rueda
2005). These are not insuperable divisions and, in countries where austerity cuts a wide swathe
across the electorate, coalitions in reaction to it may materialize. However, some elements of that
reaction are taking a different form. Refracted through the values cleavage I have described, the
crisis has inspired renewed hostility to immigration and nativist reactions that have historically
also been features of the politics of recession.
In this context, electoral rules matter. In recent years, those with progressive political
opinions have applauded systems of proportional representation because they are more likely to
bring coalitions favoring redistributive policies to power (Iversen and Soskice 2005). However,
those are the politics of good times. Amidst hard times, proportional representation is no longer
so clearly an advantage for social progressives, as the Weimar republic demonstrated (Abraham
1988). As people react against the governments presiding over crisis, voters drift to the radical
right and left of the political spectrum. In majoritarian electoral systems, the effects of this
protest vote are muted by first-past-the post electoral dynamics, although the American primary
system amplifies those effects.

Under systems of proportional representation, however, the
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increasing popularity of small parties makes it more difficult for mainstream parties to retain
control of the government and respond decisively to the crisis. Many European governments, in
particular, are likely to have to cobble together fragile coalitions, sometimes including parties on
the radical right or left, as the current Dutch regime does.
These developments do not bode well for the European Union because many parties on
the radical right or left are hostile to the EU. However, the European Union is one of the
institutional arenas most likely to see durable change as a result of this recession. The financial
crisis and subsequent sovereign debt crisis have exposed fault lines in EMU formerly obscured by
a climate of growth and laxity in the application of the Stability and Growth pact (Schelkle 2010).
In this context, the European central bank has emerged as a more flexible actor than it once
appeared to be, and the EU has provided unprecedented assistance to member states facing
pressure from international bond markets.
However, the limits of what is now clearly a monetary, but not economic, union have
become manifest.

EMU lacks well-institutionalized means for the kind of concerted fiscal

response to recession that might have cushioned the adjustment paths of the member states and
moderated the political reaction to them. As a result, the EU has resorted to measures that impose
most of the adjustment costs on a few countries around its rim, where the effects of financial
crisis were already the most severe, in the form of harsh deflations that carry only the merest
pretense that future growth might issue from them.
More important yet are the political fault lines revealed in the EU. The crisis has exposed
the reluctance of many countries, seemingly committed to Europe, to countenance redistribution
across Europe, even when measures of that sort could augment the future well-being of all, as the
automatic stabilizers built into American federalism do. This recession has become a crucible out
of which the future shape of the European Union will be forged. The institutional strains it is
under resemble those that stagflation put on the institutions regulating distribution in the
developed economies of the 1970s (Goldthorpe 1978). Ultimately, their governments found new
ways to regulate distributional conflict, sometimes through significant institutional adjustments,
but not without a great deal of intervening political turmoil.
Something similar could be said of contemporary international regimes, whose
importance to domestic adjustment paths is profound. On an international plane, however,
countries are not locked into anything like the steely embrace of the European Union. The main
issue is whether they can resist the protectionist temptation that recessions always present.
Higher levels of global interdependence and a robust World Trade Organization make trade
protection less likely (Milner 1988). However, the absence of clear agreement on a monetary
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regime makes competitive devaluation a threat, especially when the country commanding the
principal reserve currency is fixated on resolving its domestic economic problems.

Conclusion

I have argued that we can discern, in both the Keynesian and neo-liberal eras, an institutional
architecture whose interdependent parts have contributed to the success of the developed political
economies, and I have explored the political conditions that made the development of those
institutions possible. This exercise in stylized economic history yields an explanation for crossnational variation in the initial response of various governments to the great recession and some
telling observations about how that recession might affect the course of policy in the coming
years. Behind the exceptional measures taken to deal with the immediate crisis, I find broad
continuities in policy that are conditioned by the institutional architecture of each country.
Asking whether the current crisis will inspire deep ruptures in policy, I find potential in some
countries but reasons for general skepticism, rooted in the absence of alternative policy paradigms
and the political dynamics of crisis.
As Peter Gourevitch (1986: 239-40) reminds us, however, there is an intrinsic openness
to politics, especially at such conjunctures. The politics of the 1940s and 1970s were marked by
intense experimentation, as governments struggled to deal with new problems in new ways, and
the current crisis should inspire parallel experimentation. In the European Union, this process is
manifestly underway. The ultimate lesson of this account, however, is that, if those experiments
are to yield durable new paths for policy, they will have to address, not only the economic
problems of our time, but the dilemmas of assembling political support in electoral arenas beset
by fissiparous tendencies and the tides of economic discontent.

20

References
Abraham, David. 1988. The Collapse of the Weimar Republic. Princeton: Princeton University
Pres..
Amable, Bruno. 2003. The Diversity of Modern Capitalism. Oxford: Oxford University Press.
Antràs, Pol, Luis Garicano and Esteban Rossi-Hansberg. 2006. “Offsoring in a Knowledge
Economy,” Quarterly Journal of Economics.
Armstrong, Philip, Andrew Glyn and John Harrison, 1991. Capitalism since 1945. Oxford: Basil
Blackwell.
Bartells, Larry. 2008. Unequal Democracy: The Political Economy of the New Gilded Age.
Princeton: Princeton University Press.
Beer, Samuel H. 1969. Modern British Politics. London: Faber.
Berger, Suzanne. 1981. “Lame Ducks and National Champions: Industrial Policy in the Fifth
Republic.” In Edward Andrews and Stanley Hoffmann, eds., The Fifth Republic at Twenty.
Albany: SUNY Press: 292-310.
Berger, Suzanne. 2005. How We Compete. New York: Broadway Business.
Berger, Suzanne and Ronald Dore. 1996. National Diversity and Global Capitalism. Ithaca:
Cornell University Press.
Berger, Suzanne and Michael Piore. 1980. Dualism and Discontinuity in Industrial Societies.
New York: Cambridge University Press.
Beyer, Jürgen and Martin Höpner. 2004. “The Disintegration of Organized Capitalism: German
Corporate Governance in the 1990s.” In Herbert Kitschelt and Wolfgang Streeck, eds. Germany:
Beyond the Stable State. London: Frank Cass: 179-98.
Blyth, Mark M.. 2002. Great Transformations: Economic Ideas and Political Change in the
Twentieth Century. New York: Cambridge University Press.
Boyer, Robert. 1990. The Regulation School: A Critical Introduction. New York: Columbia
University Press.
Boyer, Robert. 2002. Regulation Theory: The State of the Art. London: Routledge.
Campbell, John. A., John A. Hall and Ove K. Pedersen. 2006. The State of Denmark. Montreal:
McGill University Press.
Carlin, Wendy and David Soskice. 2009. “German Economic Performance: Disentangling the
Role of Supply-Side Reforms, Macroeconomic Policy and Coordinated Economy Institutions,”
Socio-Economic Review 7(1): 67-99.

21

Carmines, Edward G. and Geoffrey C. Layman. 1997. “Value Priorities, Partisanship and
Electoral Choice,” Political Behavior 19(4): 283-316.
Chauvel, Louis. 1998. Le Destin des Générations. Paris : Presses Universitaires de France.
Clark, Terry Nichols and Seymour Martin Lipset, eds. 2001. The Breakdown of Class Politics: A
Debate on Post-Industrial Stratification. Baltimore: Johns Hopkins University Press.
Crafts, Nicholas and Gianni Toniolo, eds. 1996. eds., Economic Growth in Europe since 1945.
Cambridge: Cambridge University Press.
Crouch, Colin and Alessandro Pizzorno, eds. 1978. The Resurgence of Class Conflict in Western
Europe. London: Macmillan.
Crozier, Michel, Samuel P. Huntington and Joji Watanuki. 1974. The Crisis of Democracies.
New York: New York University Press.
Crystal, Alec. 1979. Controversies in British Macroeconomics. London: Philip Alan.
Culpepper, Pepper. 2010. Quiet Politics and Business Power: Corporate Control in Europe and
Japan. New York: Cambridge University Press.
Cusack, Thomas and Lutz Englehardt. 2002. The PGL File Collection: Computer File. Berlin:
Wissenschaftszentrum Berlin für Sozialforschung.
Cuthbertson, Keith. 1979. Macroeconomic Policy : The New Cambridge, Keynesian and
Monetarist Controversies. London: Macmillan.
Dalton, Russell J., Scott C. Flanagan and Paul Allen Beck. eds. 1984. Electoral Change in
Advanced Industrial Democracies: Realignment or Dealignment?. Princeton: Princeton
University Press.
Djelic, Marie-Laure and Sigrid Quack. 2003. Globalization and Institutions: Redefining the Rules
of the Economic Game. Cheltenham: Edward Elgar.
Dyson, Kenneth and Kevin Featherstone. 1997. The Road to Maastricht: Negotiating Economic
and Monetary Union. Oxford: Oxford University Press.
Eichengreen, Barry. 1996. “Institutions and Economic Growth: Europe after World War II.” In
Nicholas Crafts and Gianni Toniolo, eds., Economic Growth in Europe since 1945. Cambridge:
Cambridge University Press: 38-72.
Eichengreen, Barry. 1997. European Monetary Unification. Cambridge, Ma: MIT Press.
Eichengreen, Barry. 2007. The European Economy since 1945: Coordinated Capitalism and
Beyond. Princeton: Princeton University Press.
Elf, Martin. 2007. “Social Structure and Electoral Behavior in Comparative Perspective: The
Decline of Social Cleavages in Western Europe Revisited,” Perspectives in Politics 5(2): 277-

22

Esping-Andersen, Gosta, 1990: Three Worlds of Welfare Capitalism. Princeton: Princeton
University Press.
Esping-Andersen, Gosta. 1999. Social Foundations of Post-Industrial Economies. Oxford:
Oxford University Press.
Estevez-Abe, Margarita, Torben Iversen and David Soskice, 2001: Social Protection and Skill
Formation: A Reinterpretation of the Welfare State. In: Hall and Soskice (eds.), Varieties of
Capitalism.
Evans, Geoffrey. 2000. “The Continued Significance of Class Voting,” Annual Review of
Political Science (3): 401-17.
Ferguson, Niall, Charles S. Maier, Erez Manela and Daniel J. Sargent, eds. 2010. The Shock of
the Global: The 1970s in Perspective. Cambridge, Ma.: Harvard University Press.
Fourcade, Marion. 2009. Economists and Societies: Discipline and Profession in the United
States, Britain and France, 1890s-1990s. Princeton: Princeton University Press.
Fox, Justin. 2009. The Myth of the Rational Market: A History of Risk, Reward and Delusion on
Wall Street. New York: Harper Business.
Frank, Thomas. 2004. What’s The Matter With Kansas? New York: Metropolitan Books.
Franzese, Robert J. 2001. “Institutional and Sectoral Interactions in Monetary Policy and
Wage/Price Bargaining.” In Hall and Soskice, eds. Varieties of Capitalism: 104-44.
Gamble, Andrew. 1994. The Free Economy and the Strong State: The Politics of Thatcherism.
2nd ed. Houndsmills: Palgrave Macmillan.
Glyn, Andrew. 2006. Capitalism Unleashed. Oxford: Oxford University Press.
Goldthorpe, John H. 1978. “The Current Inflation: Towards a Sociological Account.” In Fred
Hirsch and John H. Goldthorpe, eds., The Political Economy of Inflation. London: Martin
Robertson.
Goldthorpe, John H. ed.. 1984. Order and Conflict in Contemporary Capitalism. New York:
Oxford University Press.
Gourevitch, Peter A. 1986. Politics in Hard Times. Ithaca: Cornell University Press.
Hacker, Jacob. 2004. “Privatizing Risk Without Privatizing the Welfare State: The Hidden
Politics of Social Policy Retrenchment in the United States,” American Political Science Review
98(2): 243-60
Hacker, Jacob and Paul Pierson. 2002. “Business Power and Social Policy: Employers and the
Formation of the American Welfare State,” Politics and Society 30(2): 277-325.
.
Hacker, Jacob and Paul Pierson. 2010. “Winner Take All Politics,” Politics and Society
Hall, Peter A. 1986. Governing the Economy. Oxford: Polity Press.

23

Hall, Peter A.. ed. 1989. The Political Power of Economic Ideas. Princeton: Princeton
University Press.
Hall, Peter A. 1993. “Policy Paradigms, Social Learning and the State: The Case of Economic
Policy-Making in Britain,” Comparative Politics (April): 275-96.
Hall, Peter A. 2001. "The Evolution of Economic Policy" in Howard Machin et al., eds., Developments
in French Politics II, London: Palgrave.
Hall, Peter A. 2006. “The Politics of Social Change in France” in Pepper Culpepper, Peter A. Hall and
Bruno Palier, eds., Changing France: The Politics that Markets Make London: Palgrave Macmillan: 126.
Hall, Peter A. 2007. “The Evolution of Varieties of Capitalism in Europe.” In Bob Hancké,
Martin Rhodes and Mark Thatcher, eds. Beyond Varieties of Capitalism. Oxford: Oxford
University Press: 39-88.
Hall, Peter A. and Lucy Barnes. Forthcoming. “Social Resilience and Well-Being in the
Developed Democracies” in Peter A. Hall and Michèle Lamont, eds. Social Resilience in the NeoLiberal Era. Manuscript in preparation.
Hall, Peter A. and Daniel W. Gingerich. 2009. “Varieties of Capitalism and Institutional
Complementarities in the Political Economy,” British Journal of Political Science. 39: 449-82.
Hall, Peter A. and David Soskice. 2001. eds., Varieties of Capitalism: The Institutional
Foundations of Comparative Advantage. Oxford: Oxford University Press.
Hansen, Berndt. 1968. Fiscal Policy in Seven Countries 1955-1965. Paris: OECD.
Hassel, Anke and Hugh Williamson. 2004. “The Evolution of the German Model: How to Judge
the Reforms in Europe’s Largest Economy. Paper prepared for the Anglo-German Foundation
for the Study of Industrial Society.
Howell, Chris. 1992. Regulating Labor: The State and Industrial Relations Reform in Post-War
France. Princeton: Princeton University Press.
Howell, Chris. 2002. Trade Unions and the State: The Construction of Industrial Relations
Institutions in Britain 1890-2000. Princeton: Princeton University Press.
Inglehart, Ronald. 1990. Culture Shift. Princeton: Princeton University Press..
Iversen, Torben. 1999. Contested Economic Institutions. New York: Cambridge University
Press.
Iversen, Torben. 2006. “Class Politics is Dead! Long Live Class Politics! A Political Economy
Perspective on the New Partisan Politics,” APSA-CP Newsletter 17(20): 1-6.
Iversen, Torben and Thomas Cusack. 2000. “The Causes of Welfare State Expansion:
Deindustrialization or Globalization,” World Politics, 52: 313-49.

24

Iversen, Torben and David Soskice. 2006. “Electoral Institutions and the Politics of Coalitions:
Why Some Democracies Redistribute More than Others,” American Political Science Review 100
(2): 165-181.
Iversen, Torben and David Soskice. 2009. “Distribution and Redistribution: The Shadow of the
Nineteenth Century,” World Politics 61: 438-86.
Iversen, Torben and Anne Wren. 1998. "Equality, Employment and Budgetary Restraint," World
Politics 50 (July): 507-46.
Katzenstein, Peter. 1985. Small States in World Markets. Ithaca: Cornell University Press.
Keohane, Robert and Helen Milner. eds. 1996. Internationalization and Domestic Politics. New
York: Cambridge University Press.
Kenworthy, Lane and Jonas Pontusson. 2005. “Rising Inequality and the Politics of
Redistribution in Affluent Countries,” Perspectives on Politics 3, 3 (September): 449-471.
Kingdon, John W. 1995. Agendas, Alternatives and Public Policies. 2nd. Ed. Boston: Little
Brown.
Kitschelt, Herbert. 1997. The Radical Right in Western Europe. Ann Arbor: University of
Michigan Press.
Kitschelt, Herbert and Philipp Rehm, 2004. Who Supports the Left in the 21st Century? Patterns
of Party Competition and Electoral Coalitions. Paper presented at a Conference on Social Justice
and the Future of European Social Democracy, Minda de Gunzburg Center for European Studies,
Harvard University, March.
Knight, Jack. 1992. Institutions and Social Conflict. New York: Cambridge University Press.
Korpi, Walter. 1983. The Democratic Class Struggle. London: Routledge and Kegan Paul.
Korpi, Walter. 2006. “Power Resources and Employer-Centered Approaches in Explanations of
Welfare States and Varieties of Capitalism: Protagonists, Consenters and Antagonists,” World
Politics 58 (January): 167-206.
Krause, Laurence B. and Walter Salant. eds. 1977. Worldwide Inflation. Washington: Brookings.
Krieger, Joel. 1986. Reagan, Thatcher and the Politics of Decline. New York: Oxford University
Press.
Kriesi, Hans-Peter, Edgar Grande, Romain Lachat, Martin Dolezal, Simon Bornschier and
Timotheos Frey, eds. 2008. West European Politics in the Age of Globalization. Cambridge:
Cambridge University Press.
Lallement, Michel. 2007. Le Travail: Une Sociologie Contemporaine. Paris: Gallimard.
Leamer, Edward. 1996. “Wage Inequality from International Competition and Technological
Change: Theory and Country Experience,” American Economic Review 86(2): 309-14.

25

Levy, Jonah. 2005. “Redeploying the State: Liberalization and Social Policy in France.” In
Streeck and Thelen, eds. Beyond Continuity: 103-26.
Lindblom, Charles. 1980. Politics and Markets: The World’s Political Economic Systems. New
York: Basic.
Lipset, Seymour Martin. 1964. “The Changing Class Structure and Contemporary European
Politics,” Daedalus 93(1) (Winter): 271-303.
Maier, Charles C. 1981. “The Two Postwar Eras and the Conditions for Stability in Twentieth
Century Europe,” American Historical Review 84(2): 327-52.
Manow, Philip. 2001. Social Protection, Capitalist Protection. The Bismarckian Welfare State
and the German Political System. Habilitation. University of Konstanz.
Manza, Jeff, Michael Hout and Clem Brooks. 1995. “Class Voting in Capitalist Democracies
since World War II: Dealignment, Realignment or Trendless Fluctuation?” Annual Review of
Sociology 21: 137-62.
Martin, Andrew. 1979. “The Dynamics of Change in a Keynesian Political Economy: The
Swedish Case and its Implications.” In Colin Crouch, ed., State and Economy in Contemporary
Capitalism. London: Croom Helm.
Martin, Cathie Jo and Kathleen Thelen. 2007. “The State and Coordinated Capitalism:
Contributions of the Public Sector to Social Solidarity in Post-Industrial Societies,” World
Politics 60 (October): 1-36.
Martinez-Alier, Juan. 2003. The Environmentalism of the Poor: A Study of Ecological Conflicts
and Valuation. London: Edward Elgar.
McNamara, Kathleen. 1998. The Currency of Ideas. Ithaca: Cornell University Press.
Milner, Helen. V. 1988. Resisting Protectionism: Global Industries and the Politics of
International Trade. Princeton: Princeton University Press.
Moe, Terry. 2004. “Power and Political Institutions,” Perspectives on Politics. 3, 2 (June): 215234.
Moravcsik, Andrew. 1998. The Choice for Europe. Ithaca: Cornell University Press.
Oesch, Daniel. 2008. “The Changing Shape of Class Voting: An Individual-Level Analysis of
Party Support in Britain, Germany and Switzerland,” European Societies 10(3): 329-55.
Offe, Claus. 1983. “Competitive Party Democracy and the Keynesian Welfare State: Factors of
Sability and Disorganization,” Policy Sciences, 15: 225-46.
Offe, Claus. 1985. Disorganized Capitalism. Cambridge: MIT Press.
Organization for Economic Cooperation and Development. 2009. OECD Economic Outlook 85.
Paris: OCED.

26

Palier, Bruno. 2010. A Long Good-Bye to Bismarck? Welfare Reforms in Continental Welfare
States. Amsterdam: Amsterdam University Press.
Palier, Bruno and Kathleen Thelen. 2010. “Institutionalizing Dualism: Complementarities and
Change in France and Germany,” Politics and Society 38(1): 119-48.
Pierson, Paul. 1996. “The New Politics of the Welfare State,” World Politics 48(2): 143-79.
Pierson, Paul. Ed. 2001. The New Politics of the Welfare State. New York: Oxford University
Press.
Piore, Michael and Charles Sabel. 1984. The Second Industrial Divide. New York: Basic Books.
Pontusson, Jonas and Peter Swenson. 1996. “Labor Markets, Production Strategies, and Wage
Bargaining Institutions: The Swedish Employer Offensive in Comparative Perspective,”
Comparative Political Studies 29 (April): 223-50.
Przeworski, Adam and Michael Wallerstein. 1982. “The Structure of Class Conflict in
Democratic Capitalist Societies,” American Political Science Review 76: 215-38.
Rajan, Ragurham. 2010. Fault Lines: How Hidden Fractures Still Threaten the World Economy.
Princeton: Princeton University Press.
Rajan, Ragurham and Luigi Zingales. 2004. Saving Capitalism from the Capitalists: Unleashing
the Power of Financial Markets to Spread Wealth and Increase Opportunity. Princeton:
Princeton University Press.
Rhodes, Martin. 1997. "Globalisation, Labour Markets and Welfare States: A Future of
'Competitive Corporatism'?" in Martin Rhodes and Yves Meny, eds., The Future of European
Welfare London: Macmillan.
Rieger, Elmar and Stephan Leibfried. 2003. Limits to Globalization. Oxford: Polity.
Rueda, David. 2005. “Insider-Outsider Politics in Industrialized Democracies: The Challenge to
Social Democratic Parties. American Political Science Review 99: 61-74.
Ruggie, Gerald. 1982. “International Regimes, Transactions and Change: Embedded Liberalism
in the Postwar Economic Order,” International Organization 36 (2): 379-415.
Sally, Razeen. 2007. “The Social Market and Liberal Order: Theory and Policy Implications,”
Government and Opposition 29(4): 461-76.
Sandbrook, Dominic. 2010. State of Emergency: The Way We Were. Britain. 1970-1974. London:
Allen Lane.
Scharpf, Fritz and Vivien Schmidt. 2000.Welfare and Work in the Open Economy: From
Vulnerability to Competitiveness. Oxford: Oxford University Press.
Schelkle, Waltraud. 2010a “Consumer Protection – Social Policy in Disguise or on Display?
Attempts at Regulating Mortgage Credit in the EU and the U.S.” Paper presented to a Conference
on ‘Never Waste a Good Crisis’: The Social Policy Dimension of Regulatory Crisis Management
in the EU and the US. Wissenschaftszentrum Berlin, 19 November 2010.

27

Schelkle, Waltraud. 2010b. “Government Responses to the Economic Crisis in the Euro Area.”
Paper presented to a Workshop ‘The Politics of the Economic Crisis’ Russell Sage Foundation,
New York, October.
Schmitter, Philippe and Gerhard Lehmbruch. eds. 1979. Trends Toward Corporatist
Intermediation. Beverly Hills: Sage.
Schwartz, Herman and Leonard Seabrook eds. 2009. The Politics of Housing Booms and Busts.
Basingstoke: Palgrave Macmillan.
Sewell, William H. 1996. "Three Temporalities: Toward an Eventful Sociology" in Terrence J.
McDonald, ed., The Historic Turn in the Human Sciences. Ann Arbor: University of Michigan
Press: 245-80.
Shonfield, Andrew. 1969. Modern Capitalism. Oxford: Oxford University Press.
Soskice, David. 1990. "Wage Determination: The Changing Role of Institutions in Advanced
Industrialized Countries," Oxford Review of Economic Policy 6, 4: 36-61.
Streeck, Wolfgang. 1991. “On the Institutional Conditions for Diversified Quality Production” in
Egon Matzner and Wolfgang Streeck, eds., Beyond Keynesianism. Aldershot: Elgar: 21-61.
Streeck, Wolfgang and Kozo Yamamura. Eds. 2001. The Origins of Non-Liberal Capitalism:
Germany and Japan in Comparison. Ithaca: Cornell University Press.
Swenson, Peter. 1991. “Bringing Capital Back In or Social Democracy Reconsidered: Employer
Power, Cross-Class Alliances and Centralization of Industrial Relations in Denmark and
Sweden,” World Politics 43(4): 514-44.
Swenson, Peter, 2001. Capitalists Against Markets. New York: Oxford University Press.
Thatcher, Mark. 2004. ‘Winners and losers in Europeanization: Reforming the national regulation
of telecommunications’, West European Politics 27(2) (2004): 102-27
Thelen, Kathleen. 2000. “Why Germany Employers Cannot Bring Themselves to Dismantle the
German Model.” In Torben Iversen, Jonas Pontusson and David Soskice, eds., Unions, Employers
and Central Banks. New York: Cambridge University Press: 138-69.
Thelen, Kathleen 2004. How Institutions Evolve. New York: Cambridge University Press.
Thelen, Kathleen and Ikuo Kume. 1999. "The Effects of Globalization on Labor Revisited:
Lessons from Germany and Japan," Politics and Society 27 (December): 477-505.
Thelen, Kathleen and and Christina van Wijnbergen. 2005. “The Paradox of Gobalization: Labor
Relations in Germany and Beyond,” Comparative Political Studies 36, 8 (2003):
Trumbull, Gunnar. 2010. “Credit Access and Social Welfare: Consumer Lending in the United
States and France.” Paper presented to a Conference on ‘Never Waste a Good Crisis’: The Social
Policy Dimension of Regulatory Crisis Management in the EU and the US.
Wissenschaftszentrum Berlin, 19 November 2010.

28

Van Kersbergen, Kees and Philip Manow, eds. 2009. Religion, Class Coalitions and Welfare
States. New York: Cambridge University Press.
Visser, Jelle and Anton Hemerijck. 1997. A Dutch Miracle? Amsterdam: Amsterdam University
Press.
Vogel, Steven. 1998. Freer Markets, More Rules: Regulatory Reform in Advanced Industrial
Countries. Ithaca: Cornell University Press.
Wood, Adrian. 1994. North-South Trade, Employment and Inequality: Changing Fortunes in a
Skill-Driven World. Oxford: Oxford University Press.
Wood, Stewart. 2001. "Employer Preferences, State Power and Labor Market Policy and
Germany and Britain" in Varieties of Capitalism, edited by Peter A. Hall and David Soskice.
Oxford: Oxford University Press:
Womack, James P., Daniel T. Jones and Daniel Roose. 1991. The Machine that Changed the
World. New York: Harper.

29

Notes

Gourevitchdec10

Although he may disagree with the arguments here, Peter Gourevitch will recognize in them the
inspiration I have drawn from his writing and many conversations. I am grateful to Catherine
Yang for efficient research assistance, to the Hanse-Wissenschaftskolleg for its hospitality while
this chapter was revised, and to Chris Allen, Arie Krampf, Waltraud Schelkle, David Soskice,
Mark Thatcher and Kathleen Thelen for helpful comments on an earlier version.
1

For more detailed studies of this period, offering different perspectives, see Ferguson and Maier (2010)
and Sandbrook (2010).

2

For insightful reviews bearing on this topic, however, see Glyn (2006); Eichengreen (2007).

3

I am indebted to discussions with David Soskice for this point.

4

Whether the extent to which social class structures voting has declined is an issue hotly debated. Much
depends on how class is measured and decline defined. My reading is that there has been decline in the
respects relevant to this argument, but, for a range of alternative views, see: Manza et al. (1995), Evans
(2000), Elf (2007), Oesch (2008).
5
For an alternative view that ascribes more importance to religious cleavages, see Manow (2001) and Van
Kersbergen and Manow (2009).
6

Of course, there is a lively debate about just how significant this values cleavage is to electoral outcomes
in the United States (cf. Frank 2004, Bartels 2008).
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