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Preface
Olaf Cramme

If the social democratic family is to play a leading role in shaping the 21st century, it has to
make itself the dominant force in any new progressive coalition – not just in terms of votes,
but in terms of policies and ideas. Forging such coalitions indeed seems indispensable in an
increasingly fragmented and polarising political arena. And, in different national political
contexts, Greens, left parties, social liberals and progressive nationalist or regional parties
may all constitute strategic partners.
But such alliances have their pitfalls. Giving priority to assembling the lowest common
denominator of a progressive “rainbow” coalition risks ignoring the policy concerns of those
voters who simply deserted social democracy for the centre-right. Equally, a lowest common
denominator manifesto may neither be the most electorally convincing nor serve as a credible
programme for government. In other words, progressive alliances may be necessary but it is
GHOXVRU\WRWKLQNWKH\DUHLQWKHPVHOYHVVXI¿FLHQW
Social democratic parties will therefore have to show a far greater capacity for reinvention in
order to sustain their political relevance. They have to reconnect with the contemporary
zeitgeist and provide convincing answers to the most pressing questions of our times: how to
ensure that capitalism works for the many not the few; how to secure recovery and prosperity
LQ D FKDQJLQJ ZRUOG HFRQRP\ EHVHW E\ JOREDO LPEDODQFHV KRZ WR HQVXUH ¿QDQFH ZRUNV WR
spur growth and innovation; how to spread life chances more evenly and counter the
marginalisation and exclusion of certain groups; how to reign in the polarisation in the labour
market; and how to cope with demographic change and migration – to name just a few.
These answers must be underpinned by a new social democratic governing purpose for the
21st century which is not only about winning back power but about delivering against
expectations and building trust in the practice of democratic and accountable politics. Only
then can we impede the violent mood swings between unrealistic hope and overly pessimistic
disillusionment which too often preoccupy centre-left politics.
In a period of economic hardship, it is tempting for social democratic parties to align
themselves with the politics of protest. It is of course imperative that we prevent an economic
crisis from becoming a social crisis through mass unemployment, welfare retrenchment and
deep cuts in public services. The left can best do this, however, if it is in government, able to
engage with hard realities and tough choices.
By outlining the priorities for a new political economy, this collection of essays and memos
provides an incisive guide to the road on which social democrats must now travel.
Olaf Cramme is director of Policy Network
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DATA ANALYSIS

The quest for a new governing
purpose
Policy Network

How can European social democracy lift itself out of its current malaise? The political pendulum
over the last decade has swung aggressively to the right. In Germany in 2009 and Britain in
2010, social democrats suffered among their worst defeats since universal suffrage. In the
recent Swedish and Finnish elections, the centre-left did not do much better, while the forecast
looks bleak ahead of the upcoming Spanish and Portuguese elections. This stark backdrop is
compounded by the fact that questions have emerged about the credibility of centre-right
leaders in many of Europe’s largest countries, but there are only occasional indications that
social democrats have been able to capitalise on this vulnerability.
The predicament facing the European left has to be understood as a governing crisis, not merely
an electoral crisis. There is little sense of a coherent ideological programme through which
social democrats might govern in the future in a world transformed irrevocably by the global
¿QDQFLDOFULVLV,WLVQRWVLPSO\WKDWVRFLDOGHPRFUDWVKDYHIDLOHGWRZLQHOHFWLRQVDWWKHQDWLRQDO
OHYHO5DWKHULWLVWKHODFNRISXEOLFFRQ¿GHQFHWKDWVRFLDOGHPRFUDWVKDYHDFOHDULGHDRIZKDW
to do with power when they win.
This is brought home by the striking results of unique comparative polling, commissioned by
Policy Network for the Oslo Progressive Governance Conference, which assesses voters’ views
across the UK, the US, Sweden and Germany on a host of practical and normative issues central
to centre-left politics1.
7KHPLVVHGRSSRUWXQLW\RIWKHJOREDO¿QDQFLDOFULVLV
Over the last two years, the recurring question has been why, in the midst of a crisis whose
origins clearly implicate the neoliberal right, it is social democrats who appear battle weary and
defensive. The cause of the left’s malaise is now increasingly apparent. The economic crisis
ZKLFKEHJDQZLWKDZDYHRIVXESULPHOHQGLQJLQWKH8QLWHG6WDWHVKDVKDVWLO\EHHQUHGH¿QHG
DVDFULVLVRISXEOLFGHEWDQGJRYHUQPHQWGH¿FLWV,QRWKHUZRUGVLWLVWKHTXHVWLRQRIWKHVWDWH
±LWVVL]HLWVUROHLWVHI¿FLHQF\±WKDWKDVEHFRPHWKHFHQWUDOLVVXHQRWWKHLQKHUHQWLQVWDELOLW\
of markets and free-market ideology.
Some might argue that this represents a failure of nerve on the part of social democrats to
GH¿QHWKHFULVLVDVWKHSURGXFWRIXQEULGOHGDQGQDVFHQWJOREDOFDSLWDOLVP$VHOHFWRUDWHVLQ
Europe have rushed to embrace the false scapegoats and “no nonsense” banalities of the centreright, leaders on the centre-left have often looked evasive and indecisive, unable to project
either competent economic management, or a strategy for radical reform of the banks and the

1 Fieldwork was undertaken by YouGov between 18th and 22nd March 2011. Total sample size was 1063 British, 1086 US, 1010 Swedish and 1184
German adults. The full details of the poll can be downloaded at www.policy-network.net. Special thanks are due to Anita Hurrell and Simon
Latham for their excellent contribution to this research.
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JOREDO¿QDQFLDOV\VWHPLQWKHYHLQRIWKH.H\QHVLDQLVPDQG1HZ'HDORIWKHV+LVWRU\PD\
conclude that the centre-left squandered a moment of unique opportunity.
In truth, however, many of the guiding assumptions of the prevailing pre-crisis social democratic
governing model were shattered well before the onset of the crisis in 2007-8. New growth
theory presupposed that investment in human capital would lift all boats. Despite the new
opportunities created, the opposite has been the case for the “squeezed middle”, as wage
VWDJQDWLRQDQGGHFOLQLQJOLYLQJVWDQGDUGVKDYHDIÀLFWHGODUJHVHFWLRQVRIEOXHDQGZKLWHFROODU
ZRUNHUV&HQWUHOHIWJRYHUQPHQWVDVVXPHGDEHQLJQPDUULDJHRIHFRQRPLFHI¿FLHQF\DQGVRFLDO
justice, investing the proceeds of growth from increased global market competition into the
welfare state and public services. What followed was runaway wealth and income inequality
that post-hoc redistribution could not possibly contain.
Coming to terms with the dilemmas of governing
7KHFDSDFLW\RIVRFLDOGHPRFUDWVWRVHL]HWKHDIWHUPDWKRIWKHFULVLVDQGUHGH¿QHLWDVWKHEDVLV
for a resurgent, radical progressive politics has to involve coming to terms with the dilemmas of
governing. There is simply no substitute for hard thinking and engagement with uncomfortable
realities and the structural challenges we face. This is a precondition for becoming a serious
contender for power.
Policy Network’s recent study, Southern Discomfort Again, which examines the UK Labour
party’s fractured electoral base, exposes the weakness of the centre-left in the key areas of
economic competence and the politics of identity. This analysis is furthered and reinforced by
the new international research underpinning the present publication. At the heart of it lies the
question of trust: in state action, in the market economy, and in the opportunities provided by
the workplace.
Trust is undoubtedly the single most important source of capital in politics. Faced with
frighteningly low levels of trust in the state and the market, with widespread concerns about
government redistribution and the role of corporations, as well as a high degree of cynicism
towards the ruling elite (of which social democratic parties are now seen to be part), social
democrats seem to be on the back foot like no other political contender.
Indeed, like no other political ideology, social democracy has – at least up to now – heavily
depended on the levers of both state and market power to deliver its promise of shared
prosperity. From this perspective, the critical verdict on centre-left parties and their political
RIIHUVKRXOGQRWFRPHDVDJUHDWVXUSULVH7KHIROORZLQJ¿QGLQJVH[SRVHWKHGHSWKRIWKHVRFLDO
democratic predicament which must be tackled.
1. People are palpably frightened by the concentration of power in the market
HFRQRP\\HWWKHGHPRFUDWLFGH¿FLWRIWKHHFRQRPLFUHDOPLVPLUURUHGE\DODFN
RIIDLWKWKDWWKHVWDWHDQGSUDFWLFHRISROLWLFVFDQUHÀHFWWKHSXEOLFLQWHUHVW
Unease about concentrations of power is most visible in people’s apprehensiveness about the
dominance and practices of large, typically multinational, corporations in our societies.
Majorities in the UK (85%), Germany (83%), the US (69%) and Sweden (60%) agree that large
FRUSRUDWLRQVFDUHRQO\DERXWSUR¿WVDQGQRWDERXWWKHZLGHUFRPPXQLW\RUWKHHQYLURQPHQW
This perception is more common among social democrat voters, with a notable 30-point
divergence between Democrat and Republican voters in the US.
The perceived domination of the market economy by large corporations that squeeze out small
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¿UPVLVVHHQLQDOOIRXUFRXQWULHVDQGE\YRWHUVRIDOOSDUWLHVDVWKHSULQFLSDOGLVDGYDQWDJHRIWKH
market economy. This seems to suggest a move in Europe towards the American tradition of
progressive populism, where standing up for the “little man” (and woman) against “special
interests” has had strong political purchase. But if there is a need to democratise the economy,
there is an equally pressing imperative to restore faith in the democratic legitimacy of political
decision-making. In the contest between vested interests and the public interest, all too often
people believe that they are losing out to the agendas of individual companies, politicians and
lobbyists.
Thus, people have a very low estimation of government’s ability to stand up to vested interests
– ranging from a mere 15% in the US, 16% in the UK and 21% in Germany, to a more respectable
but still worrying 27% in Sweden – when asked to compare the different strengths of state
action. Moreover, the extent to which the state is hijacked by these vested interests is a matter
of utmost concern to voters, especially in Germany (48%) and the US (47%). In the UK this
perception is slightly less widespread (38%), while Swedish voters again are the least pessimistic
(17%).
Concern over corporate power
Disagree
4%LJFRPSDQLHVWKHVHGD\VFDUHRQO\DERXWSUR¿WVQRWDERXWWKHZLGHUFRPPXQLW\
or environment.
Agree
Agree

100

Disagree

Percentage
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40
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Germany

7KLVIHHGVVLJQL¿FDQWVFHSWLFLVPDERXWWKHHI¿FDF\RIVWDWHDFWLRQVLJQL¿FDQWQXPEHUVLQWKH
US (39%), the UK (29%) and Germany (27%) question whether there are, in fact, any advantages
at all to government-led action to improve our societies, in contrast to a more optimistic view in
Sweden (just 8%). Whereas in Sweden and Germany representing the democratic will of the
people is viewed by at least a third of voters as the principal advantage of government action,
US and UK voters are much more cynical about the capacity of politicians to represent their
interests (with just 14 and 17% respectively citing this as an advantage).
2. Voters still see the advantages of the liberal, competitive functions of the
market, but faith in the market economy’s capacity to deliver other social goods
– principally jobs and shared wealth – is at a low ebb; without reasserting the
VWDWH¶V UROH LQ PDNLQJ WKH PDUNHW ZRUN IRU DOO FRQ¿GHQFH LQ WKH VRFLDO PDUNHW
economy will remain fragile.
Voters value competition in the market because it keeps prices down and provides consumers
with a wide choice of goods and services. Competition is cited by voters as the primary advantage
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of a market economy in the UK (50%), the US (45%) and Sweden (52%), while in Germany it
also very important to voters (45%). The wide choice of goods and services that the market
economy provides is highly valued by 44% of voters in the UK, US and Sweden, and 53% in
Germany. It is apparent that people would be unwilling to see these advantages diminished or
traded in.
However, voters are concerned by the harsh impact the market often has on vulnerable
individuals – cited by 41% in Sweden, 29% both in the UK and Germany, and 20% in the US as
one of the major disadvantages of the market economy. Moreover, positive effects of the market
on jobs and opportunities do not feature highly: while in the US 35% highlight the contribution
that the market makes to employment prospects, under a quarter emphasise this as an advantage
in Sweden (24%) and the UK (21%), and only 15% in Germany. This suggests social democrats
have to be much clearer in setting out how their support for the market economy and policies
to generate growth will result in jobs and opportunities, in particular, for the “squeezed
middle”.
At the same time, voters do not regard the state as powerless in the face of increasingly globalised
markets; this suggests voters still believe government can and should create mechanisms of
intervention to protect citizens. Even while debate rages in the US about outsourcing and
offshoring jobs, only 8% express the view that the state is powerless in an open economy. The
task of ensuring that the market economy provides tangible social goods therefore hinges upon
the effectiveness of the state in delivering change through its institutions.
<HW WKLV ZLOO EH PDGH DOO WKH PRUH GLI¿FXOW E\ YRWHUV¶ QHJDWLYH DVVHVVPHQW RI WKH OHYHOV RI
EXUHDXFUDF\ DQG LQHI¿FLHQF\ ZKLFK SUHVHQWO\ KLQGHU VWDWH DFWLRQ 7KLV LV D FHQWUDO FRQFHUQ
across all four countries, cited by 45% in the US, 44% in Sweden, 41% in Germany, and 40% in
the UK as one of the major disadvantages of government action. Social democrats need to come
to terms with how the state reforms itself; crucial here will be to guard against mitigating the
trade-off required between, on the one hand, harnessing the liberal advantages of the market,
and, on the other, fostering a more sophisticated form of state interventionism to reassert the
social dimension to the market economy.
3. Non-social democratic voters believe centre-left governments tax too much
ZLWKWRROLWWOHSXEOLFEHQH¿WVRFLDOGHPRFUDWYRWHUVKRZHYHUDUHPRUHDFFHSWLQJ
of the role of taxation.
Overall, pluralities in all four countries believe that centre-left governments tax too much with
WRROLWWOHSXEOLFEHQH¿W±LQWKH8.LQWKH86LQ6ZHGHQLQ*HUPDQ\,Q
marked contrast, centre-left voters are much more positive about the effectiveness of the taxand-spend political economy pursued by centre-left governments – only 12% of Democrat
voters in the US, 9% of Labour voters and 6% of Swedish social democrat voters agree that these
SDUWLHV¶H[SHQGLWXUHLQJRYHUQPHQWGRHVQRWOHDGWRWDQJLEOHSXEOLFEHQH¿WV(YHQ*HUPDQ63'
voters believe this to be the case – 23%.
The task of persuading non-social democratic voters of our administrative competence is
daunting: in the US, 89% of Republican voters agree with the notion that centre-left expenditure
is too high relative to outcomes for the public at large; in the United Kingdom, even 30% of
supposedly “progressive” Liberal Democrat voters and 68% of Conservatives agree with this; in
Germany, 66% of people who voted for the ruling CDU party and 22% of people who support
the increasingly popular Green party also subscribe to this view.
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The politics of taxation
General
public
Q. Percentage of people who agree that social democratic governments tax too
much
with too
OLWWOHSXEOLFEHQH¿W

General public

100

Social democrat supporters

Percentage

80
60
40
20
0
Britain

United States
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Germany

Yet there is support among voters of other parties for increased taxation, but only provided it
would be guaranteedWRLPSURYHEHQH¿WVDQGVHUYLFHV,QWKH8.RI/LEHUDO'HPRFUDWDQG
32% of Conservative voters appear supportive of this. This trend is borne out in Germany,
where 47% of people who support the incumbent CDU and 41% who support the economically
liberal FDP would also be supportive, while in Sweden this is the case among 37% of voters for
the Moderate party, which has made so many gains by adopting key tenets of their opponents’
social democratic agenda. Even in the US, 17% of Republican voters would tolerate increased
taxes subject to the guarantee that extra revenue would be used to improve healthcare, increase
pensions and provide more money to schools. This suggests that this issue does not necessarily
relate to support for taxation per se but how people feel their taxes are spent.
4. Despite social democrats’ move towards social investment strategies, it is
evident that people are still attached to an old-style welfare state which prioritises
late-age redistribution and job security above all else
Job security remains people’s absolute priority. This is the case in the UK, Germany and the US,
and even in Sweden, where social investment strategies have been furthest developed, job
security is still a crucial concern. People are unwilling to trade this in; there has been at best a
lukewarm response to alternative strategies to boost their employment, including through
improved training and career development opportunities. Across all four countries, only
between 13 and 16% of people would accept less job security for improved training.
There is also a strong attachment to the pillars of the postwar welfare state, including public
SHQVLRQSURYLVLRQKHDOWKFDUHDQGHYHQ±WRDOHVVHUH[WHQW±XQHPSOR\PHQWEHQH¿WV3HRSOH
seem to be unpersuaded by arguments that social spending should be in future concentrated on
investment in early-age intervention to bring about long-term change. When asked which of
WKHWKUHHDUHDVWKH\ZRXOG¿QGPRVWDFFHSWDEOHWRFXWLQWKHLQWHUHVWVRIVSHQGLQJPRUHRQ
QXUVHULHV HDUO\\HDUV VFKRROLQJ DQG ¿QDQFLDO VXSSRUW IRU IDPLOLHV ZLWK \RXQJ FKLOGUHQ
VLJQL¿FDQWQXPEHUVZRXOGEHXQZLOOLQJWRFXWDQ\ LQ*HUPDQ\LQ6ZHGHQLQ
the United States and 34% in the United Kingdom). And very few would be willing to cut
pensions or healthcare.
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The primacy of job security
Q. Suppose you could have two of the following – but in return you would have to accept less
job security (that is, a higher probability that you could lose your job), which, if any, would
you choose?

United States

Britain

9

4 5
10

8

39

35

14

13

14

18

31

34

21

22
14

Sweden
9

6

A greater voice in my employer’s
decision-making

Germany
27

9

A stronger social security safety
net e.g. higher cash benefits
if I am unemployed

6
39

9
25
15

Improved training and career
development opportunities
Financial bonus/share in profits
if my organisation does well
A better work-life balance

29

Higher basic pay

16
23
20

21

27
12

None - job security matters more
to me than any of these benefits
Don't know

5. People’s pessimism about the reality of equal opportunities confronts social
democrats – as the traditional champions of social progress and mobility – with a
particularly acute political challenge, especially among men and our own voters.

Today, most people believe that who you know is usually more important for getting on in life
than hard work and playing by the rules. This sentiment is most pronounced in the United
know is
Kingdom (62%) followed by Sweden (56%) and then Germany (54%). In the US this Don't
feeling
somewhat weaker (46%), suggesting that belief in the “American dream” persistsA to
some
Greater voice in my employers decision
degree.
benefits if I am unemployed

A stronger social security safety net e.g. h

nities

es well

6LJQL¿FDQWO\LWLVWKHFHQWUHOHIW¶VFRQVWLWXHQFLHVWKDWVHHPWREHPRVWDIIHFWHGE\WKLVSHVVLPLVP
Improved training and career developme
Democrat voters in the US are substantially less optimistic about opportunity than Republicans,
ZLWKDSRLQWGLYHUJHQFHHYLGHQW,QWKH8./DERXUYRWHUVWRRKDYHDVLJQL¿FDQWO\PRUH
Financial bonus/share in profits if my orga
negative perception of opportunity than Conservative voters (67% compared to 57%).
A better work-life balance
Higher basic pay

hese benefits

12

None - job security matters more to me th
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Pessimism about opportunity
Q. Who you know is usually more important for getting on in life than hard work and playing
by the rules.
Agree

100

Disagree
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Furthermore, at its heart, this malaise seems to be a predominantly male phenomenon.
European men are substantially more pessimistic about opportunity than women. In the UK,
67% of men agree that who you know is more important than hard work compared to 58% of
women. This is mirrored in Sweden (61% of men compared to 51% of women) and in Germany
(59% of men compared to 49% of women). In the US, a similar effect is apparent but is negligible
(48% of men compared to 45% of women).
6. Social democrats have pursued education policies which presuppose that
university degrees, accessible to as many school leavers as possible, are a pathway
to employment and prosperity in a knowledge economy; a majority of voters,
however, think they raise career expectations which ultimately cannot be
IXO¿OOHG
In the UK, Germany and, to a lesser extent, the US, pessimism about the current value of a
university education is rampant. Scepticism is most prevalent in the UK (79%), followed by
Germany (66%), and the US (57%). Sweden, however, offers an alternative picture with only
28% of voters questioning the worth of further education and 37% holding the opposite view.
The older people get, the more likely they are to believe a university degree today is not useful.
The important exception here, however, is the UK, where one group, those aged between 18 and
24, display a distinctly negative perception of the current value of a university education. This
UHÀHFWVDQ[LHW\DERXWHQWUHQFKHGOHYHOVRI\RXWKXQHPSOR\PHQWDVZHOODVIHDUVWKDWLQFUHDVLQJ
numbers of recent graduates will become part of a “lost”, workless generation, fears which are
likely to be further exacerbated in other European countries.
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The broken promise of education?
Q. University degrees are less useful than they used to be. Today a university education
Agree often
UDLVHVFDUHHUH[SHFWDWLRQVWKDWFDQQRWEHIXO¿OOHG

Agree
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However, it is notable that social democrat voters are, today, overall more positive than others
about the opportunities offered by a university education. In part, this may be explained by the
IDFWWKDWDFFHVVWRKLJKHUHGXFDWLRQKDVZLGHQHGVLJQL¿FDQWO\LQPDQ\FRXQWULHVQRWOHDVWWKH
UK. This has opened up opportunities for people from different social backgrounds to attend
university. Yet, social democrats need to come to terms with the realities of the opportunities
available in a globalised labour market and the need to concentrate on skills, education and
training policy with a wider focus than just higher education.
A post-crisis agenda for centre-left politics
Coming to terms with these and other multifaceted dilemmas of governing is a tall order. It
requires social democrats to radically rethink their political programme and present a credible
alternative to the prevalent socio-economic discourse offered by an increasingly unsettled
conservative or Christian democratic right. The essays and memos in this volume, written by
leading international scholars and policymakers, attempt to do precisely this. They tackle the
WUDGHRIIVKHDGRQVSHOORXWGLI¿FXOWSROLF\FKRLFHVDQGSURYLGHSHUVSLFXRXVFODULW\RQVRPHRI
the big issues at stake – how to understand and make best use of state action; how to restore
fairness in the market economy; and how to strengthen the employment and workplace
agenda.
What the contributions illustrate is that nostalgia for the past will not help. Even if the health of
RXU ¿QDQFHV DOORZHG XV WR UHWXUQ WR PRUH FHQWUDOLVHG SODQQLQJ ZH NQRZ WKH RXWFRPHV RI
FRPPDQGHFRQRPLHVDUHQHLWKHUHI¿FLHQWQRUIDLU6LPLODUO\WKHGRJPDRIVWDWHFHQWULVPRIIHUV
little guidance to achieving a more dynamic, socially mobile and happier society – nor does
some redistributionist appeal to an assumed commonality of class interest promise to turn
around the centre-left’s electoral fortunes.
But despair is equally misplaced. In most advanced economies social democratic achievements,
LGHDOVDQGSULQFLSOHVVWLOO¿QGZLGHVSUHDGDFFHSWDQFH,QWKH(8DGKHUHQFHWRWKH(XURSHDQ
social model and way of life is the most striking example: the core institutional foundations of
welfare provision have become inviolable. What the public actually want is an active government
which is capable of preserving, adjusting and further developing this very model in the context
of rapid changes in our society and the world at large. This belief in the “transformative capacity”
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of the state continues to be prevalent among pluralities in Germany (55%), the UK (53%), and
the US and Sweden (both 44%). Social democrats should be emboldened by the strength of this
support.
Europe has rarely been more in need of effective social democratic solutions. If the moment of
WKH JOREDO ¿QDQFLDO FULVLV ZDV PLVVHG OHW XV QRZ FDSLWDOLVH RQ LWV DIWHUPDWK E\ GHYLVLQJ D
radical, forward-looking and innovative agenda for jobs, growth and shared prosperity.
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ESSAY

Markets, power and politics: Is there
a liberalism beyond social democracy?
The liberal concern with challenging concentrated authority makes it a natural
partner for social democrats; attempts to achieve this marriage have fallen short
ZKHQ HFRQRPLF SRZHU LV QHJOHFWHG EXW WKH XQSDUDOOHOHG LQÀXHQFH RI FRUSRUDWH
elites today makes this alliance more urgent than ever
Colin Crouch

Traditional social democracy became doomed
during the 1980s, and needed a new charge
of liberalism to move it forward. In trying to
do this while retaining the form of the mass
party seeking to win national elections in a
global economy, the Third Way movement
was able to produce only a liberalism that fell
short of social democracy’s fundamental
values. Can there be a liberalism that “goes
beyond” rather than “falls short” of social
democracy? And can it be based on mass
parties?

middle-and lower-income working people –
but doing so in the context of a capitalist
economy.
To a considerable extent liberalism and social
democracy are allies. Social democracy’s
commitment to the interests of ordinary
working people renders it critical of established
elites. Less obviously, its attempt to pursue
these interests and those of collective goods
within a permanently accepted capitalist
economy implies constant challenge and
FRQÀLFW WKH UHVWOHVVQHVV WKDW LV IXQGDPHQWDO
to liberalism. It is this same unending search
for new and improved solutions to problems
WKDWMXVWL¿HVOLEHUDOLVPDQGVRFLDOGHPRFUDF\
claiming the name of “progressive”.

That is my argument in brief. Both the question
in my title and that with which the previous
paragraph ends are serious, not rhetorical. I
try here to resolve the former; the latter is left
open. The question in the title has three
WURXEOHVRPH WHUPV %\ GH¿QLQJ WKHP , VKDOO Given that political movements associated
with liberalism came gradually to be associated
have gone some way towards answering it.
with comfortable middle-class groups, social
I am using “liberalism” in its most classic democracy could always claim to be a kind of
philosophical sense, to refer to an approach liberalism “beyond” liberalism itself. The
RI QHYHU DFFHSWLQJ DXWKRULW\ DV ¿QDO RI same cannot be said of socialism in any strict
constantly searching for alternatives, and of sense or, even more so, communism, which
doing that through a constant process of not only envisaged an end point to struggle in
extensive tolerance for new sources of ideas the achievement of an economic system, but
also saw that end point in terms of an end to
DVZHOODVFRQÀLFWDQGFRQWHVWDWLRQ
competition – a quality essential to striving
I am using “social democracy” to describe through contestation.
that form of politics that emerged in the mid20th century, seeking both to guarantee But that is an idealistic account. In practice,
certain collective goods and the egalitarian social democracy often fought shy of the
goal of redistributing wealth and power to insecurity that is implied by liberalism’s
maximise the quality of life and security of restlessness. As advocates of the cause of
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“ordinary” working people, social democrats
understandably emphasised a need to reduce
economic uncertainty and to protect such
people from risk – primarily protection from
workplace risks through employment law and
trade union action, and from wider social and
economic risks through social policy and
stable demand management. Attractive
compromises could be found. In particular,
Keynesian demand management tried to
produce stability and security at the
macroeconomic level while leaving enterprise
free at the micro level. Policies of this kind
provided a shared ground between centre-left
and centre-right, within which social
democrats often wanted to go further. They
sought various forms of economic planning,
which served reasonably well for tasks of
post war reconstruction, in a context of
economies supplying staple goods to largely
domestic markets.
It was far less helpful at working out what to
do in globalising consumer economies based
on rapid product innovation and marketing.
Indeed, at times of major change to economic
structure these priorities led social democratic
movements to be more conservative than
liberal, to use the term that the 19th and 20th
centuries give us as the immediate opposite of
liberal. These movements found it easier to
WU\WRUHVLVWGLVUXSWLYHFKDQJHWKDQWRGH¿QH
changes that would be benign for their
constituencies. As a result, when this resistance
failed they were often left defending a kind of
rump of the past.
Enter at this point the new approaches to
social democracy generally known as the
Third Way. In embracing economic change,
including change that was disruptive, and by
abandoning the traditional workplace agenda
– but not the social policy agenda – of social
democracy, the Third Way seemed to have
reasserted social democracy’s claim to be part
of the critical, liberal, progressive wing of
politics. Here, surely, was a liberalism beyond
social democracy?
This brings us to the third troublesome word
in my title: “beyond”. I am using it to imply an
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approach to policy that in some way goes
further in a desired direction than another. So
a liberalism that goes beyond social democracy
would be an approach that goes further
towards social democracy’s central priorities
by reasserting typical liberal practices over
those that had become characteristic of social
democracy itself. This is to be contrasted with
a liberalism that “falls short” of social
democracy by giving up social democracy’s
egalitarian aims in exchange for a simple
compromise with the current ruling form of
liberalism, neoliberalism.
For example, a liberal industrial policy beyond
traditional social democracy abandons the
attempt at economic planning in exchange for
deploying collective resources to provide
strong physical and human infrastructures.
The extent of public investment involved is
unacceptable to true neoliberals, but its aim is
to create frameworks within which
competition, entrepreneurship and innovation
can thrive; so it is a liberalism beyond social
democracy rather than a relapse into simple
neoliberalism.
These strategies have been seen at their
strongest and most successful in the Nordic
economies. We can contrast this with the
strategy of New Labour in the UK, where the
RYHUZKHOPLQJZHLJKWRIWKH¿QDQFLDOVHFWRULQ
the City of London led to a concentration of
infrastructure effort on that sector and that
region at the expense of almost everything
else. This merely embedded neoliberalism
within economy and polity. Without intensive
UHVHDUFK LW LV GLI¿FXOW WR GHWHUPLQH ZKHWKHU
this was because the sheer path dependency
of the British economy on the City will prevent
any kind of UK government from ever doing
anything different, or whether it resulted from
the general passive approach of New Labour
to business interests in general.
The half-liberal Third Way
This brings us to the heart of the challenge.
Third Way social democracy grasped half the
nettle of the liberal challenge: the need to
embrace markets and competition in
economies that could not be planned, and
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where consumers of public services were
demanding choice. But it did not grasp the
liberal need for challenge and contestation
aimed at concentrations of economic power.
3HRSOHZHUHQRWHQFRXUDJHGWRUHÀHFWFULWLFDOO\
on their working lives, as this smacked of
trade unionism, seen as an element of social
democracy’s conservative qualities. The
behaviour of great corporations was not to be a
matter for public debate, as this smacked of
anti-capitalism, seemed hostile to enterprise
and (less honourably) might threaten corporate
donations to party funds. As a result almost the
entire emphasis of what we might call the
“social democratic quality” of Third Way
movements fell on the debate over the quality
of public services. This became virtually the
sole terrain where voters were invited to
perceive political divisions of left and right.
This development had several consequences.
First, and positively, in Europe (as opposed to
the US) centre-right parties were forced to
accept the terms of that debate and commit
themselves to public service improvement
rather than decline.
Second, also positively, spending on public
services either increased or remained high
wherever social democratic parties were either
in government or competing strongly in
elections.
But a third consequence was that public
employees became virtually the only group
(apart from criminals and immigrants) who
could be blamed for anything going wrong in
society, as private business interests had been
declared hors de combat. This was unfortunate,
partly because it encouraged the unfair
scapegoating of large numbers of people who
try to do their jobs well; partly because it
JHQHUDWHGDGH¿QLWLRQRIZKDWZDVZURQJZLWK
society that was over-simple and ultimately
helpful only to the political right; and partly
because public service workers had become an
important constituency for social democratic
SDUWLHV JLYLQJ WKHP LQ SDUWLFXODU WKHLU ¿UVW
strong links to women voters.

Repoliticising work and business
The adequacy of public service provision will
long remain a social democratic priority, but it
needs to share a place with other policy needs.
While the main reasons for this are principled,
there are also strategic reasons, given that a
policy of promising ever more and better
services is unlikely to be viable for a number of
years to come. The new agenda is to be found in
the repoliticisation of work and business. In
terms of popular, electoral politics this means
¿QGLQJ QHZ FRPELQDWLRQV RI VHFXULW\ DQG
ÀH[LELOLW\ UDWKHU WKDQ VWUDLJKWIRUZDUG ODERXU
market deregulation; and making a political
LVVXH RI WKH ³WLPHSRRU´ SUREOHPV WKDW DIÀLFW
the lives of the two-job couples who are so
important to the modern economy.
The social democratic approach to citizenship
has long stressed that rights derive from
participation in the workforce; the economy
needs our work, and needs us to work to the
best of our abilities. This is the basis of our
claim to dignity at work, and guarantees that,
in exchange for our commitment, we shall be
protected from the uncertainties of the economy
and therefore employment, but against which
wages and salaries are unlikely to enable us to
insure ourselves. Hence much social policy.
This can be seen clearly at the heart of the
various combined packages of labour
legislation, social policy and union power in the
Nordic countries.
There is a neoliberal version of the relationship
between citizenship rights and work that is
VXSHU¿FLDOO\VLPLODUEXWZKLFKVD\VVLPSO\QR
work, no rights. This is the workfare model that
originated in the United States and spread
quickly to the United Kingdom and many other
countries. Instead of being an active subject
claiming rights in exchange for making a work
contribution, the worker becomes a passive
object of policy, confronting a set of largely
negative incentives to ensure (s)he can get into
the workforce somehow.
Government assists workers in this task, largely
by reducing their employment protection rights
so that employers are more willing to hire them.
In practice this was supplemented by something

21

Progressive Governance, Oslo 2011

else: workers might not be able to insure
themselves against labour market risk, but they
can fund their consumption through second
mortgages and credit card debt, making them
less dependent on their labour income. This
unspoken part of the neoliberal model became
implicated in the appalling behaviour of the
¿QDQFLDO VHFWRU WKDW SURGXFHG WKH FULVLV RI
2008.
Although it usually retained something of the
social democratic idea that public policy had
an obligation to help workers improve their
skills, Third Way social democracy went a
long way down the path of a neoliberal
interpretation of the relationship between
work and citizenship rights. This followed
inevitably from downgrading the role of trade
unions as guardians of workers’ active voice in
the labour force, which was part of a wider
trend within the Third Way of rejecting work
as an area where working people were invited
to make political demands. Shareholders were
the only legitimate stakeholders here as in
other parts of economic activity.

brings, with periods of unemployment and
short-time working being easier for people to
accept when there is not a sole breadwinner in
a family. Social democrats have come to
appreciate the “femino-multiplier”, as
women’s entry into the labour force generates
more employment to replace the domestic
and care work formerly done by now working
women. But there is a cost in the timetabling
strain on couples who are trying to bring up
children while holding down two jobs. There
is scope here for attractive policy initiatives
for social democrats.

The problem of corporate power
But in this essay I want to concentrate on a
PRUHGLI¿FXOWLVVXHWKHSUREOHPRIFRUSRUDWH
power. Large, global corporations have today
acquired a power that cannot be accommodated
by any theory of democracy. No other interests
can rival their lobbying, as the behaviour of
the US Congress regularly reveals. They are
RIWHQ DEOH WR GHWHUPLQH D FRXQWU\¶V ¿VFDO RU
regulatory policies by threatening to relocate.
Their claim to being acceptable within
democracies rests on the argument that they
This approach must be challenged. The exist solely within the market, where the
¿QDQFLDO FULVLV KDV UHPRYHG WKH SURS RI consumer is sovereign. But this cannot justify
consumer debt on which the neoliberal the way in which they wield political power,
approach to the problem of labour insecurity which is completely inconsistent with the
was based. Meanwhile, reasserting the theory of the free market.
importance of workers’ dignity and active
voice is one of those issue areas where the In recent years a new terrain has been opened
ULJKW ¿QGV LW YHU\ GLI¿FXOW WR IROORZ VRFLDO up to corporate political power through the
democracy. This is conditional on means sub-contracting of many public services to
being found for reconciling that voice with the private corporations. Usually the “customers”
ÀH[LELOLW\QHHGHGE\DPRGHUQHFRQRP\EXW in these new public service markets are not
various national experiences do provide the users of the services, but government
departments; a tiny circle of commissioners
examples of that reconciliation.
work in a cosy relationship with a small group
The issue of work-life balance is an aspect of of oligopolistic corporations, determining how
the dignity of labour. It is also an issue capable public services shall be delivered remote from
of uniting the interests of middle-income both democracy and market. Not much market
“aspirational” families and those of routine or choice reaches the ultimate consumers.
workers at the bottom of the ladder – a unity
that Third Way politics has always seen as In the wider economy the essentially political
deeply problematic. The two-career couple nature of the giant corporation is becoming
has become essential to both neoliberalism recognised through a circuitous route. While
and social democracy, as well as to the general all sides of the political class have preferred to
contribution that feminism has made to public ignore the challenge this presents, many active
SROLF\ 1HROLEHUDOLVP QHHGV WKH ÀH[LELOLW\ LW FLWL]HQVDUHFRQFHUQHGDQG¿UPVKDYHWDNHQ
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note of the damage that this concern can do to
their brands. The left complains about
consumer society, but in such a society
shopping can become a political activity. Many
aspects of corporate behaviour are involved:
environmental damage of many kinds; the
exploitation of slave labour in global supply
chains; banks that concentrate their activities
on speculation in secondary markets, from
the negative consequences of which the
taxpayer has to rescue them.

themselves. The threat that “we shall take our
investments elsewhere” does not work against
campaigns which are also present “elsewhere”,
and which in any case do much of their work
at points of purchase and consumption rather
than production.

Of course, these campaign groups have
pitifully small resources when compared with
the corporations they are challenging. At
certain points they can make no progress
without support from governments or, better,
Soon, once a small number of corporations international public bodies. But we are left
have become responsible for delivering most with a very serious question. Are political
public services, a new lively politics of parties, dependent as they are on global
challenge will emerge directed against them corporations for national economic success, at
as well as the governments and parties that all capable of embracing a liberalism that goes
have indulged them. Corporations defend beyond social democracy, requiring challenge
themselves from this new criticism through and contestation aimed at those corporations?
corporate social responsibility strategies Or will the energy and vibrancy of the new
(CSR). Initially public relations exercises, politics pass completely from parties to looser,
these have become serious matters, as less nationally bound campaigning groups,
FRUSRUDWH FULWLFV PRQLWRU ¿UPV¶ EHKDYLRXU with parties of all types picking up pieces of
and draw public attention to hypocrisy and the new agenda only when campaigns have
continuing bad behaviour. This is true liberal clearly so moved public opinion on an issue
SROLWLFVVHHNLQJSURJUHVVWKURXJKFRQÀLFWDQG that they have to give in to them?
contestation rather than through the
imposition of a master plan, forcing Making parties part of the campaign
improvement in the process. And it goes Matters are unlikely to be as negative as this.
“beyond” social democracy, because it takes Any policies that campaign groups eventually
up issues that are thoroughly consistent with manage to achieve will have to be processed
social democracy’s concern for egalitarianism through party-based governments, so
campaigns would be unwise to ignore parties
and for collective needs.
in their own lobbying work. This in turn
This new politics has largely been ignored by provides an opportunity for those in the
Third Way social democracy, except in parties who worry about corporate power to
DWWHPSWVDWZRUNLQJFROODERUDWLYHO\ZLWK¿UPV lend a willing ear and occasionally to take up a
to develop their CSR agenda. Mainstream cause themselves earlier in the process.
parties are worried at incurring the displeasure
of corporations and seek to avoid the liberal This is not to try and write parties out of
FKDOOHQJHRIDFFHSWLQJFRQÀLFWDVDPDMRUURXWH history, only to see things from their point of
to progress. Social democracy is sadly trapped view. It was characteristic of “old” social
at the national level, because of the democracy to see the party as the channel
overwhelming importance of the nation state through which all causes should pass, because
for democracy. Democracy is national; the party was the sole reliable representative
capitalism is global. That juxtaposition lays of the class. Campaigning groups that refused
bare the weakness of democracy in its to link themselves to the party were suspect as
exchange with the large corporation. The new being part of a hostile bourgeois world. This
citizens’ initiatives that challenge corporate tendency, which social democracy shared with
power do not have these worries, and in many communist movements, was always one of its
instances are becoming international less attractive, anti-liberal features, as it
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restricted the channels through which Colin Crouch is professor of governance
innovation could come. By the 1980s, when and public management at the University of
parties had ceased to represent classes in the Warwick Business School
ROGZD\LWHYHQORVWLWVRULJLQDOMXVWL¿FDWLRQ$
policy coming up through a party membership
was likely to represent nothing more than the
preoccupations of a few well-organised
individuals. Third Way reformers had
perceived this, and became rightly suspicious
of anything coming through mass parties.
This continues to be the case. It would not be
a sensible response to my arguments here
about corporate power for party members to
start processing resolutions calling for various
actions unless they know that there are strong,
mobilised bodies of opinion out there in the
wider society caring deeply about the issue in
question. And effort and energy should be
directed outwards to that wider opinion, not
inwards to manipulating a party machine.
Successful campaigns require complex
interaction between parties and mass publics,
given that parties cannot see themselves as
GLUHFW DQG DXWRPDWLF UHÀHFWLRQV RI WKRVH
publics. The traditional left responded to these
problems by ignoring the public; the Third
Way by responding passively to what it was
told was the message of opinion polls and
focus groups. In place of these equally
unappealing options there has to be active
engagement.
And
interacting
with
campaigning groups is a major route to that.
The time is very ripe for this. New technologies
have produced new communications spaces
outside the control of the corporate mass
media. This is providing possibilities for
liberal debate similar to that generated by the
early spread of newspapers in the 19th century.
It will be a time-limited window of opportunity,
as eventually the corporations will learn how
to get control of new media as they did the
newspapers. Another transient window is
being provided by the very real popular
interest in and anger at the behaviour of the
¿QDQFLDOHOLWH:HDUHOLYLQJDWDQLPSRUWDQW
moment. Are social democratic parties capable
– not of taking control of it, that would not be
good – but of becoming part of it?
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ESSAY

Liberal social democracy,
fairness and good capitalism
The left needs a new language to differentiate between good and bad
capitalism; a radical, shared conception of fairness – based on equity rather than
equality – can underpin an economy of reciprocity, proportionate reward and
mutual ownership
Will Hutton

The European left is bewildered, in denial and
in retreat. If electorates should have learned
anything over the last two or three years it is
WKDW¿QDQFLDOFDSLWDOLVPLVDPHQDFHWRLWVHOI
and the economy and society beyond – and
that governments are the peoples’ friend. It is
true that bankers are hardly popular, but
opinion has not swung behind the liberal left.
Instead, the enemy everywhere is government,
GHEWDQGGH¿FLWVíVFDQWUHZDUGIRUEHLQJWKH
saviour of the hour.
Opinion polls in Britain show that the majority
believe that welfare cheats, immigrants and
government waste are to blame for
contemporary ills, with bankers a long way
behind. It is not a dissimilar story across
Europe. This is a tough climate in which to
build any constituency for liberal left activism,
and indeed the liberal left itself is not wholly
certain what any such activism should be.
What is socialism anyway? What would a good
economy and society look like? And what
would the popular values be that underpinned
them? Does the left in any European country
offer a convincing answer?

– and the task starts with addressing the left’s
relationship with capitalism. The European
Parliamentary left is never going to socialise
the means of production, nor should it aim to.
There is no constituency or intellectual
rationale for any such impulse, and even if
there were the lesson of the twentieth century
is unambiguous: socialisation does not work.
,W LV HFRQRPLFDOO\ LQHI¿FLHQW DQG WKH
handmaiden of authoritarianism. This does
not mean there is no role for public ownership
nor public action; far from it. But it takes place
LQ D YHU\ GLIIHUHQW FRQWH[W í WKH VWUXJJOH WR
create a good capitalism and an open society
that has its roots in the European
Enlightenment.

European socialism, properly understood as
social democracy, is the descendant and
custodian of the Enlightenment in an ongoing
capitalist economy and society – not the shock
troops of the European working class steadily
taking over the commanding heights of the
economy to transform economic and social
relationships. It is a fundamental thought leap
ZKRVHUDPL¿FDWLRQVDUHSURIRXQGDQGLVWKH
dividing line between socialists and social
In this vacuum ugly nationalist movements democrats. Social democrats aim to deliver
DUHÀRXULVKLQJDQGRQWKHOHIWRQHRIWKHIHZ the best from capitalism; not transform it.
dynamic elements are the greens. The
conventional left needs to do a great deal Good versus bad capitalism
better, not least for the working people it 7KH ¿UVW RSSRQHQW LV RI FRXUVH FDSLWDOLVWV
themselves who like to claim that the avenue
purports to represent.
to economic dynamism is to let capitalism be
I submit it needs to begin by thinking straight true to its atavistic, red-in-tooth-and-claw
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instincts; that to make a distinction between
good and bad capitalism is fundamentally to
misrepresent its character. Intriguingly, the
one thing that über-capitalists can agree on
with traditional socialists is that capitalism
cannot change its spots.
However both are wrong. There is good and
bad capitalism. There is the capitalism that
through permitting productive entrepreneurs
their due rewards, through challenging
incumbent businesses and taking calculated
ULVNVZLWKWKHQHZFUHDWHWKHFKXUQÀX[DQG
energy that even Marx acknowledged
transforms the world. There is the capitalism
WKDWUHFRJQLVHVWKDW¿UPVDUHVRFLDOFUHDWLRQV
and what mobilises men and women over time
to invent, innovate and deliver to their markets
is a shared sense of purpose; to do something
JUHDW IURP ZKLFK WKH\ PDNH SUR¿WV UDWKHU
than sweat assets any which way they can to
make a turn.
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the gravest of danger of moving from a country
where good capitalism broadly won out to one
in which bad capitalism rules. The future of
the 21st century will depend on whether this
JUHDWFRXQWU\FDQ¿QGLWZLWKLQLWVHOIWRUHVLVW
the self-interested business incumbents, and
their army of lobbyists, ossifying the US
economy.
In Europe, the same struggle is being waged
but in different terms. Although the European
economy is unashamedly capitalist, there are
no political forces overtly arguing for a good
capitalism. By distrusting and opposing
capitalism but without anything to put in its
SODFHWKHOHIWFHGHVWKH¿HOGWRWKHULJKW±RULV
so forced to show its pro-business credentials
to earn credibility, neglecting to critique the
current economic order at all to the extent
that it loses touch with its own political base.
The working class without a political champion
then becomes prey for nationalists and the
extremist right.

Such capitalism is not a force of nature: it is a
social construction that has been created by a
series of political choices over time. It is not
independent of the social and political; it is
embedded in them. It requires governments
to keep markets open so that incumbents face
challenge but also to invest in the array of
physical, knowledge and social assets – from
science and roads to strong families, social
mobility and independent law – on which
capitalism depends. It is public authority,
mandate by democracy, that sets rules for how
business
ownership
obligations
are
GLVFKDUJHG ¿QDQFH UHODWHV WR EXVLQHVV DQG
how ordinary people are helped to survive the
risks of life – unemployment, poor health, old
age and disability. All this creates good
capitalism – and the good society in which
VXFK FDSLWDOLVP ÀRXULVKHV $ERYH DOO LW LV
underpinned by a value system – fairness,
proportionality and mutual respect.

Fairness must animate the liberal left
The left has to understand what capitalism
properly managed can deliver: and then to
demonstrate that the paradox is that only the
left can provide the political tension that
biases capitalism towards the good. While the
right is the indiscriminate friend of all
capitalism, the left’s mission is to hold
FDSLWDOLVP¶V IHHW WR WKH (QOLJKWHQPHQW ¿UH ±
and thus make it work best to meet the
ambitions and needs of ordinary people. But
this does not mean protecting every aspect of
the European social model to the last; a good
FDSLWDOLVP ZLOO QHHG ÀH[LELOLW\ DGDSWDELOLW\
and openness from its workforce insiders
whose entitlements and privileges, especially
among trade unions, can gum up the
capacity of insurgents to challenge the
powerful incumbent no less than capitalist
monopolists.

Bad capitalism is the obverse; it is a universe
RI EORDWHG LQFXPEHQWV SROLWLFDOO\ ¿[HG
markets, productive entrepreneurs forced to
the sidelines and too little public investment.
It cares little for the condition and risks of the
people. The United States, I would argue, is in

For capitalism walks a tightrope. Its success
depends on its capacity to unleash productive
entrepreneurship that will deploy knowledge
to advance humankind’s productivity and
well-being. But it is always perilously balanced
between the dangers of being captured by

Liberal social democracy, fairness and good capitalism

should get their due desert. A capitalism that
tries to proceed as if these instincts are
XQLPSRUWDQWJRHVZURQJYHU\TXLFNO\íMXVWDV
DVRFLDOLVPWKDW¿QGVQRSODFHIRULQGLYLGXDO
responsibility and human beings’ powerful
desire for just reward and just penalty also
quickly descends into utopian impracticality.
We cannot excuse individual conduct as the
result of forces and structures beyond any
individual’s control. Social democrats should
Given what has happened over the last few properly distinguish between the deserving
years, to stress the role of fairness as and undeserving rich. They should also be
capitalism’s indispensable value in generating prepared to distinguish between the deserving
good capitalism may seem eccentric, even and undeserving worker – and the deserving
quixotic. The right hit back that only a saint or and undeserving poor. Marx made this point
an innocent could be unworldly enough to to the French socialists in his critique of the
call for fairness in capitalism. Of course ‘Gotha Programme’. Too much leftism has
FDSLWDOLVPWKHVXUYLYDORIWKH¿WWHVWLVXQIDLU migrated to a utopia where all bad outcomes
But then so is life. It is a lottery. Intelligence, are the result of “capitalism” – and never the
talent, beauty and family background are all result of individual indolence, cheating or lack
random. Some are born lucky and others are of self-discipline.
not. To demand fairness in any economy and
society is an offence to how nature deals her Yet it is still true that capitalism without
cards. Fairness? Get real. This is more leftist fairness becomes toxic. It fathers income and
wealth that is vastly disproportionate to any
moonshine.
accompanying
economic
and
social
But injustice is not a given, a fact of the lottery contribution, and makes everyone beyond the
of life, or something that we simply have to gilded circle of insiders question why society
accept to service the greater good of economic allocates rewards so unfairly. People start to
HI¿FLHQF\,WFDQEHDFWHGXSRQDQGUHGXFHG question whether vocational career choices –
The great secular – and, of course, religious – in farming, teaching, medicine or science –
thinking has always been animated by the make any sense when society rewards them so
proposition that good things should happen ORZO\ZKLOHUHZDUGLQJ¿QDQFHVRKLJKO\7KH
to good people, and bad to bad. And they viral self-questioning at such unfairness
should
happen
proportionately
and percolates everything. The rise of single issue
impartially. Human beings know that there is SDUWLHVDQGSROLWLFDOJURXSLQJVíWKH(QJOLVK
a link between intentions and actions, and Defence League, True Finns, the Italian
they want to reward the good intentions and Northern League, the Dutch Freedom party or
outcomes and penalise the bad. We WKH'DQLVK)RONHSDUWLíRUJDQLVHGLQYDU\LQJ
passionately believe that one should receive degrees around xenophobic suspicion of the
one’s due deserts in proportion to whatever foreigner cannot be explained by saying that
good or bad one has contributed. It is telling Europe is suddenly more xenophobic, even
that most civilisations have celebrated justice more racist, than it used to be. It has happened
with a pair of scales, symbolising the because a sense of injustice has entered the
proportional relationship of punishment for bloodstream.
wrongdoing and just rewards for doing right.
Fairness cast in these terms must be the value Europe lacks strong left-of-centre parties and
accompanying bodies of belief to direct anger
system that animates the liberal left.
against the operation of capitalism because it
has no language to differentiate between good
Due desert and proportionality
The very foundation of morality is that all and bad capitalism; instead anger is directed
elites who want to use rigged and manipulated
SUR¿WV WR VXVWDLQ WKHLU VWDWXV DQG SRVLWLRQ
and degrading into racketeering, exploitation
and speculation. These can be bankers,
infocapitalists and monopolists – but they can
also be powerful trade unions. The paradox is
that it is only a commitment to fairness that
FDQNHHSLWRQWKHWLJKWURSHíDQGWKLVLVVRFLDO
democracy’s essential and indispensable task.
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DJDLQVW WKH IRUHLJQ RWKHU í WKH 0XVOLP WKH
European or the non-white immigrant. They
have not contributed to the collective pot: it
might be folklore but immigrants are portrayed
as having immediate access to schools,
housing and healthcare without having
contributed. They are in effect perceived as
cheats. Trust dissolves and suspicion rules –
creating an atmosphere that corrodes
economic and social relationships alike.

own right. We believe it has to be earned, and
believe the rewards should be commensurate
with the discretionary effort. Proportionality
is a fundamental value. Its trashing by those
DW WKH WRS RI WKH ¿QDQFLDO DQG EXVLQHVV
community risks an angry populist backlash
fuelled not by envy, as they airily claim, but by
a visceral human instinct.

Luck and circumstance
$GH¿QLWLRQRIIDLUQHVVGRHVQRWVWRSZLWKGXH
But to argue for any conception of good GHVHUW í LW H[WHQGV WR D FRQVLGHUDWLRQ RI WKH
capitalism and the good society we need a role of luck, which plainly plays a part in any
shared conception of fairness that underpins individual’s fortunes. Everyone understands
them. At present there is none. The rich argue the importance of good and bad luck. There is
that it is fair for them to be so wealthy. Europe’s option luck, the luck we have made ourselves
rich increasingly believe they owe little or through our effort and diligence; if people
nothing to society, government or public have worked hard for their good fortune, then
institutions. They accept no limit or their success and attendant wealth is fair. One
proportionality to their wealth, benchmarking of the reasons the US is more tolerant of
themselves only against their fellow rich – an disparities of income and wealth than
attitude perfectly embodied by the bankers’ Europeans is that there is a general – if
self-righteous defence of their extravagant misplaced – belief that their society is
and disproportionate bonuses. They will even VXI¿FLHQWO\ RSHQ DQG WKDW JUHDW ZHDOWK LV
threaten to leave Britain or Europe if their merited. The US’s rich tend to be rich through
bonuses are reduced! Against this background their due desert. But Europeans, living in an
philanthropic giving is declining; tax avoidance older continent where accumulations of
is rising; and executive pay is rising wealth through birth are more obvious, are
H[SRQHQWLDOO\ $OO WKUHH DUH MXVWL¿HG E\ WKH more suspicious. European culture is more
doctrine that the rich simply deserve to be aware that circumstance plays an enormous
rich. Meanwhile, the poor, in their view – and part in the reality of being poor, just as it does
that of a virulent right-wing media – largely in being rich. This is luck we have done nothing
deserve their plight because they could have to deserve – brute good luck. We cannot
chosen otherwise. The poor could work, save indulge the rich for being lucky enough to
and show some initiative. So why should we have the right parents any more than we can
indulge them by giving them state hand- blame the poor for their parents.
outs?
The categories of brute good and bad luck are
Which is why bank reform, although vital for much better vehicles to carry the case for
both the stability of the system and to lower collective interventions than invocations to
bonuses, only addresses part of the problem. equality – the habitual way the left argue for,
Banks could not have acted as they did without say, social insurance or inheritance tax.
wider deformations in our business culture Nobody is convinced that pure equality is
and practice. But before anything can stick, deserved; it might fail to reward effort or fail
WKH PRUDO HGL¿FH WKDW MXVWL¿HV WKH EXVLQHVV to penalise the shirker – the point that Marx
elite’s resistance to change must be challenged. made. But brute bad and good luck transcend
The principle of “just desert” is a key part of such considerations; they are palpably part of
European culture; it needs to be reasserted. the human condition and palpably part of our
7KHPDMRULW\RI(XURSHDQVDUHQRWÀDWHDUWK social dimension is to act together socially to
egalitarians. But neither do we believe that relieve them. Suddenly the argument for the
ZHDOWK LV D VLJQL¿HU RI SHUVRQDO ZRUWK LQ LWV SXEOLFSURYLVLRQRIKHDOWKRUVRFLDOEHQH¿WVLV
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transformed. They are not “socialist”, “liberal”,
or “leftist” but have much deeper roots – the
mitigation of brute bad luck.

housing trusts, independent colleges etc –
rather than the central state; but the task must
be executed as an act of social mobilisation.

For example, nobody can know the character
of their genomes or do anything about them
even if they did; one’s body’s predilection for
debilitating diseases – from cancer to dementia
– is a matter of brute bad luck. Of course
society should come together mutually to
insure every member against the brute bad
luck of poor health, just as it should the risks
of unemployment, disability and old age. My
RZQ EHOLHI LV WKDW WKHVH EHQH¿WV DUH
entitlements, but to protect them from the
ULJKW¶VFKDUJHWKDWWRRPDQ\EHQH¿WFODLPDQWV
are making lifestyle choices or that public
health provision is socialist I think it
profoundly important that there should be a
clear relationship between contributions and
EHQH¿WV :H SD\ LQ IRU RXU SHQVLRQ KHDOWK
DQGXQHPSOR\PHQWEHQH¿WLWLVRXUGXHGHVHUW
to receive them – not a matter of state
discretion to be means tested and screened.

Fairness and good capitalism
But if fairness principles – due desert,
proportionality, good and bad luck – apply to
the social realm, they also work effectively in
the economic realm. Just as the social need is
to create and sustain a web of social institutions
EXLOW RQ UHFLSURFDO SD\PHQWV DQG EHQH¿WV WR
mitigate risk, so there is a parallel economic
need. The central weakness of the free market,
über-capitalist case made by the economic
and political right, especially in the US, is that
it is wholly oblivious to the reality of risk and
the unpredictability of the future. The genius
of capitalism is its capacity to embrace the
new in a constant process of experimentation,
creating new modes of production from the
advance of science and technology. But this
is necessarily a highly risky process.
Entrepreneurs can never know if their idea or
enterprise is going to work. They are beset
by risk and the knowledge that their hard
work and innovativeness may not receive its
due desert.

Equally, using luck transforms the argument
about tax. Inheritance tax, for example, is not
a “death tax”: it is a “we-share-in-your-goodluck-tax”. Fairness also offers a means to lance
the boil over immigration. Ordinary working
FODVVSHRSOHUHDFW¿HUFHO\WRWKHLGHDWKDWWKH
newly arrived immigrant immediately
TXDOL¿HVIRUWKHIXOODUUD\RIVRFLDOEHQH¿WV±
and especially housing – without having made
a contribution. A fundamental canon of
fairness is traduced. Immigrants should be
JLYHQ WKH RSSRUWXQLW\ WR HDUQ WKHLU EHQH¿WV
over time; full social citizenship rights are only
an entitlement if they are earned by anybody
of whatever ethnic background or religion.
The argument is secularised and defused of its
racial overtones.
But above all the mitigation of brute bad and
good luck is why the left cares about social
mobility – and why we make the case for the
strongest and cleverest infrastructure of
housing, education and training to help the
disadvantaged live a life they too have reason
to value. This may best be done by a web of
intermediate social institutions – social

European economists from across the political
spectrum – Hayek, Schumpeter, Keynes,
Knight – have always been more keenly aware
of existential uncertainty and how it creates
instability and unfairness in capitalism than
the US economic tradition which tries to
abstract uncertainty from its theorising about
capitalism. Economic agents hold rational
expectations, for example, and markets
always tend mechanistically to clear and to
organise themselves in an optimal way.
0DUNHWV DUH WKXV GHL¿HG DV QHDU SHUIHFW ±
while even European pro-market theorists,
like Hayek, would never make such an absurd
claim. Keynes understood Hayek’s point, that
at heart capitalism was a brilliant discovery
and experimentation process, very well: his
point was that if as a result markets are
unstable and beset by profound uncertainties,
then perforce a democratic state has to act as
a countervailing power to help capitalism
deliver of its best.
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7KXVWKHFDVHQRWPHUHO\IRUDFWLYH¿VFDODQG
monetary policy – especially in the wake of a
credit crunch – but also for the state to be
active in encouraging entrepreneurship and
enterprise. Only the state can mitigate the risk
that besets capitalist enterprise. Enterprise
ÀRXULVKHVEHVWLILWFDQEHQHVWHGLQDZHERI
institutions that mitigate risk – an innovation
and investment eco-system – and the state
has to make sure it exists, functions well and
lubricate it with hard cash. Some of what is
necessary may emerge spontaneously from
the operation of markets – from venture
capital to the insurance of high risk contracts.
But much does not. Universities and research
institutes that create new knowledge;
technology transfer institutes; science parks;
EDQNVDQG¿QDQFLDOLQVWLWXWLRQVWKDWVXSSRUW
new ventures; institutes that provide workers
with the appropriate skills; guarantees of
prices far in the future that make vital
investment
in
today’s
infrastructure
economically worthwhile – all are necessary
interventions in the so-called natural processes
of capitalism to help enterprise better navigate
risk and create wealth and jobs.

But their solution – to lower or abolish them
– is too crude. It displaces risk onto ordinary
workers. Instead the interconnected work,
training and social security system needs to
EH UHGHVLJQHG ± WKH FDVH IRU ³ÀH[LFXULW\´
Workplace rights that deter new hiring and
employment expansion may need to be
curtailed, but only if substituted in three key
ways.

A good capitalism has thus two key properties
– a system of business ownership in which the
returns to owners and managers is proportional
to the risk being undertaken rather than
winners taking all, along with politically and
socially constructed institutions that help
mitigate risk, thus allowing more to be taken.
The right’s argument that successful
entrepreneurship is about individualism,
unconstrained property rights, low taxes and
low regulation is baloney. Successful
entrepreneurship occurs in good capitalisms
where risk is mitigated and shared – and
where owners acknowledge reciprocal
responsibilities along with their rights.

And there is one last and perhaps most
important dimension of fairness. People care
enormously about fair process. They want
voice; participation and impartiality of
judgment – not only in the public realm, but
also in the workplace. Democracy and the rule
of law are of course crucial fairness processes
– but so is effective workplace representation.
The degree to which any country’s political
and media system allows the universe of
opinions to be expressed and economic, social
and political insurgents the possibility of
challenging incumbents is the degree to which
it is fair and legitimate. Few western
democracies correspond to this ideal today –
and the result is an economic and political
silting up. Too much corporate power is going
unchallenged, both by politicians and in
workplaces. One of the best aspects of the
European model is the system of workplace
councils that at least obliges companies to
consult and inform. Equally, too much of
politics is predictable, as politicians balance
entrenched interest groups rather than

The workplace and fair process
As the knowledge economy grows to dominate
economic activity, there will be more risk and
churn – and social institutions will have to
change as well to accommodate it. The right is
correct to argue that too strong entrenchment
of workplace rights, like generous redundancy
payments, creates yet more risk for enterprise.
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)LUVWO\ XQHPSOR\PHQW EHQH¿WV PXVW EH
increased so that workers in transition
between jobs do not suffer damaging loss of
income. Secondly, cash earmarked for
redundancy payments should be spent on
training every member of the workforce
continuously; and lastly the government must
guarantee work as an employer of last resort
– rather as Roosevelt’s Works Progress
Administration did in the New Deal. Social
democratic fairness demands no less – a good
VRFLHW\LQZKLFKJRRGFDSLWDOLVPFDQÀRXULVK
Flexicurity is a fair way of managing and
mitigating new risks – and the brute bad luck
that will occur in a fast moving knowledge
based economy.

Liberal social democracy, fairness and good capitalism

express moral purpose and offer leadership.
The left is as guilty – perhaps more guilty –
than the right. But to do better requires both a
moral anchor and a political project.
The popular appeal of liberal social
democracy
7KH GH¿QLWLRQ RI IDLUQHVV RIIHUHG KHUH LV
radical. It is about equity rather than equality;
but it is no less demanding for that. It
challenges the economic and moral questions
that have been ignored over the last two
decades – the tolerance of towering disparities
in wealth and power and the blind faith in
individualism and markets. It is, in my view,
the value system than underpins liberal social
democracy. It is liberal because it recognises
that individual actions should be duly
rewarded or penalised – but is social
democratic because it wants, with proper
accountability, to use social, collective power
to mitigate brute good and bad luck. I submit
it offers a route map for Europe’s left to
reinvent itself and win popular appeal. To
repeat: fairness is the indispensable value that
underpins both good capitalism and the good
society, and it will be the foundation stone of
any sustainable new order.
Will Hutton is executive vice chair of
The Work Foundation and author of Them
and Us: Changing Britain – Why we need a
Fair Society (2011).
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The institutional foundations
of middle-class democracy
To protect and restore the hallmarks of a well-functioning market democracy,
progressives in the United States and elsewhere must rebuild its institutional
foundations and shift back the uneven organisational balance between concentrated
economic interests and the broad public
Jacob S. Hacker

7KH ¿QDQFLDO FULVLV RI  VHHPHG DOPRVW
tailor-made to discredit the governing
economic philosophy of the prior generation.
Not only did it occur on the watch of an
unpopular Republican president; it also laid
bare the vast and growing gaps between
ordinary Americans and the super-rich – and
in particular between the economic travails of
Main Street and the reckless behaviour of
Wall Street. Yet, just two years after electing
Democratic President Barack Obama in
November 2008, American voters devastated
the president’s congressional majority. Within
weeks, the political agenda shifted entirely
from measures to create jobs and bolster
economic security to big spending cuts, the
expansion of favourable tax provisions for the
DIÀXHQWDQGFRUSRUDWLRQVDQGDVWDWHE\VWDWH
push for deregulation, programmatic cuts and
anti-union rules.

LQFUHDVLQJO\ LQ DIÀXHQW GHPRFUDFLHV PRUH
broadly. Against the backdrop of these
structural shifts, progressives cannot simply
play the game with more determination or
intelligence. They will need to reshape the
rules as well.

The great reversal
The last generation has seen a remarkable
turnaround in US economic outcomes. In the
generation after the Second World War, the
economy and the earnings of all income
classes grew roughly in tandem. Since the
1970s, the economy has slowed modestly, but
the big change has been where the rewards of
growth have gone. In a word, they have gone
to the top. Over the last generation, the share
of pre-tax national income received by the
richest 1% of Americans has more than
doubled. The share received by the richest
0.1% has more than quadrupled, rising from
The temptation is to see these developments less than 3% in 1970 to more than 12% in 2007
LQSHUVRQDOWHUPVDVDUHÀHFWLRQRIWKHSRRU – the highest proportion since the creation of
strategies of Democrats or the savvy tactics of the income tax in 1913.
their opponents. But the immensity of the gap
between expectations and outcomes calls on This is not a story of stagnant productivity or
us to dig deeper into the sources of American general economic malaise. It is a story of the
liberalism’s contemporary woes. This digging decoupling of aggregate productivity and most
suggests that the most fundamental problems workers’ wages. Even a college-educated,
are structural rather than personal. They entry-level male worker earns barely more
UHÀHFWWKHZD\LQZKLFKWKH³UXOHVRIWKHJDPH´ than a worker in the same position did a
of the economy and polity have changed – generation ago. While the economic boom of
changes that have played out distinctively in the 1990s temporarily reduced the paythe United States but whose echoes can be productivity gap, the gap returned with a
seen in other English-speaking nations and, vengeance in the 2000s. Indeed, the expansion
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RIWKHVZDVWKH¿UVWRQUHFRUGLQZKLFKD
typical family’s income was at the end lower
than at the close of the prior business cycle.
As job security has eroded and gains have
shifted towards the top, other pillars of
security and opportunity have also come
XQGHU VWUDLQ 7KH ¿UVW RI WKHVH LV HGXFDWLRQ
and social mobility. Class lines have hardened.
American inequality is sky-high and American
social mobility is below the advanced industrial
norm. The United States has gone from the
world leader in college completion to a
middling performer. More and more of the
VN\URFNHWLQJ FROOHJH FRVWV DUH ¿QDQFHG
through loans, placing a burden on students
and their parents – except in the case of
children of the rich, who gain a huge
headstart.

has undermined the earnings of less-educated
Americans. Compared to these vast tides, the
conventional wisdom suggests, American
politics and policy have played only a bit role.

As Paul Pierson and I have recently argued in
our book Winner-Take-All Politics, this view
is profoundly mistaken. Politics and public
policy have in fact played an absolutely central
role. One clue that they have been central is
the diversity of experiences among rich
democracies. All rich countries have
experienced the impact of technological
change and globalisation and yet in many rich
democracies increases in inequality and
declines in economic security have been
modest, and few have seen anything like the
sharp upward shift of economic rewards, the
implosion of unions or the breakdown of
The second pillar is pensions and social VRFLDOEHQH¿WVWKDWKDYHRFFXUUHGLQWKH8QLWHG
insurance. America’s job-based framework of States. Moreover, in many nations where wage
economic security has gone from basic to inequality has risen, policymakers have
EURNHQ'H¿QHGVHFXUHSHQVLRQV±RQFHWKH pushed back through active labour market
hallmark of a good job – are vanishing, and policies and through taxes and public spending
tax-deferred savings accounts like the 401(k)s that are designed to reduce the remaining
DUH QRW ¿OOLQJ WKH JDS $V PHGLFDO FRVWV income gaps. Not so in the United States.
FRQWLQXH WR RXWVWULS LQÀDWLRQ HPSOR\PHQW $FFRUGLQJWRWKH&RQJUHVVLRQDO%XGJHW2I¿FH
EDVHGKHDOWKLQVXUDQFHEHQH¿WVDUHEHFRPLQJ even after taking into account all public and
SULYDWHEHQH¿WVDQGIHGHUDOWD[HVDOPRVW
rarer and less protective.
of all household income gains between 1979
The third pillar is housing and economic and 2007 accrued to the richest 1% of
assets. Beside their homes, most middle-class Americans – more than received by the bottom
families have strikingly little in the way of 90% combined.
private assets to cushion economic shocks or
build their futures. And those homes look far Another clue that politics and policy have been
less secure than they once did. The traditional crucial is that America’s newly unequal
strategy of gradually accumulating wealth economy developed hand in hand with a new
through housing has taken a perhaps fatal hit, politics. In the late 1970s, corporate America
with implications for the economic security organised on an unprecedented scale to
not just of the middle-aged but also of the LQÀXHQFHJRYHUQPHQWSROLF\QRWMXVWWKURXJK
campaign donations but also through vast
young, aspiring middle class.
lobbying efforts. At the same time, with
campaign costs skyrocketing, money became
Winner-take-all politics and its
a far more important resource for politicians
discontents
Apologists for this staggering shift often – and, as we have seen, a far more unequally
attribute it to impersonal forces of distributed resource in American society.
technological change and globalisation. Along
this view, computers and automation have The rising role of money and the increasing
reduced the rewards for routine skills while imbalance between business and other
the entry of hundreds of millions of literate organised interests fundamentally changed
low-wage workers into the global workforce Washington. For the contemporary Republican
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party, these changes were welcome and
encouraged the party to shift ever rightwards
on economic issues. Democrats, by contrast,
found themselves increasingly torn between
their historical commitment to the little guy
and the pull of money from the big guys,
including, for much of the 1990s and early
2000s, the ascendant titans of Wall Street.
The result was an ever more polarised
HFRQRPLFGHEDWHLQZKLFKDVLJQL¿FDQWIDFWLRQ
of one party, the Democrats, repeatedly proved
willing to cut bargains that undermined the
middle class’s standing.
The recent US tax-cut deal extending huge tax
reductions to the richest highlighted the longterm role of the American tax system in
abetting inequality. Even as the pre-tax
incomes of the richest have skyrocketed,
politicians have slashed federal taxes on the
DIÀXHQW7KHHIIHFWLYHIHGHUDOUDWHSDLGE\WKH
top 0.1% – that is, what these super-rich
taxpayers actually pay in federal corporate,
capital gains, income, payroll and estate taxes
as a share of income – has fallen from over
60% in 1960 to around half that in 2004. Just
since 1995, the top 400 US households have
enjoyed a 45% cut in their federal income
taxes (they paid 30% of individual income in
1995 and 16.5% in 2007). In 2007 alone, that
VDYHG WKH WRS  ¿OHUV 86P SHU
household.
Far more important and less recognised,
however, have been the ways in which
Washington has remade markets to advantage
the top. Failure to enforce policies supporting
workers’ organising rights has undermined
labour unions as a force for good pay while
corporate governance rules all but asked top
executives to drive up their own earnings.
Financial deregulation brought great riches
for some while crashing the rest of the
economy.
Perhaps the least visible policy changes have
been passive-aggressive – deliberate failures
to address changing economic conditions,
such as the need to balance work and family.
Entire categories of support that have become
essential to middle-class life, such as good

childcare, are simply not a public responsibility
in
the
United
States.
Meanwhile,
responsibilities
once
shouldered
by
corporations are shifting back onto families.
Uniquely among industrial nations, the United
States came to rely on employers to provide
KHDOWKFDUH SHQVLRQV DQG RWKHU EHQH¿WV WKDW
elsewhere enjoyed state sponsorship. But as
employers have pulled back, government has
QRW¿OOHGWKHJDS
It is not so surprising, then, that many middleclass Americans feel abandoned. Asked in
mid-2010 whom government had helped “a
great deal” during the downturn, 53% of
$PHULFDQV VDLG EDQNV DQG ¿QDQFLDO
institutions. Forty-four% pointed to large
corporations. Just 2% thought federal policies
had helped the middle class a great deal.
The lessons of winner-take-all politics
Three key features of these developments are
crucial for grasping – and overcoming – the
challenges that progressives face today. The
¿UVW IHDWXUH LV WKH UROH RI SUHGLVWULEXWLRQ
When we think of government’s effects on
inequality, we think of redistribution –
government taxes and transfers that take from
some and give to others. Yet many of the most
important changes have been in what might
be called “pre-distribution” – the way in which
WKHPDUNHWGLVWULEXWHVLWVUHZDUGVLQWKH¿UVW
SODFH 3ROLFLHV JRYHUQLQJ ¿QDQFLDO PDUNHWV
the rights of unions and the pay of top
executives have all shifted in favour of those at
WKH WRS HVSHFLDOO\ WKH ¿QDQFLDO DQG QRQ
¿QDQFLDOH[HFXWLYHVZKRPDNHXSDERXWVL[LQ
10 of the richest 0.1% of Americans.
The moral of this story is that progressive
reformers need to focus on market reforms
that encourage a more equal distribution of
economic power and rewards even before
JRYHUQPHQWFROOHFWVWD[HVRUSD\VRXWEHQH¿WV
This is not just because pre-distribution is
where the action is. It is also because excessive
reliance on redistribution fosters backlash,
making taxes more salient and feeding into
the conservative critique that government
simply meddles with “natural” market
rewards. Further, it is because societies in

35

Progressive Governance, Oslo 2011

generation has far less to do with the shifting
demands of voters than with the changing
organisational balance between concentrated
economic interests and the broad public.
Indeed, the sharp shift of economic policy
WRZDUGV EXVLQHVV DQG WKH DIÀXHQW RFFXUUHG
despite remarkable stability in public views on
many economic issues, including views of
government redistribution, progressive tax
policy and the importance of key programmes
The second feature is the problem of drift. of economic security. The agenda disconnect
Over the last generation, across a wide range that we see today, as politicians ignore
RI DUHDV SXEOLF RI¿FLDOV KDYH GHOLEHUDWHO\ Americans’ concerns about the lack of jobs in
failed to update policy in the face of changing favour of cutting programmes that the public
economic circumstances, allowing outcomes likes and preserving tax reductions for the
to drift away from a more equal equilibrium. rich that it does not, is not new. It has
Although particularly pronounced in the characterised the politics of the last
United States, drift seems characteristic of generation.
many rich democracies today as they confront
a rapidly changing economy and society. If The root of the problem, once again, is
this is so, preserving existing policies is not organisational. Middle-class democracy rested
the only challenge. The welfare state on organisations, such as unions and crosstraditionally understood remains deeply class civic organisations, that gave middlerooted. But the broader environment of the class voters knowledge about what was at
welfare state – a mixed economy characterised stake in policy debates as well as political
by a healthy civil society – is much more OHYHUDJH WR LQÀXHQFH WKHVH GHEDWHV :LWKRXW
this organisational grounding, voters simply
vulnerable.
have a very hard time drawing connections
To protect and restore these larger hallmarks between what politicians do and the strains
of a well-functioning market democracy, they face in their lives, much less formulating
progressives must preserve an effective a broad idea of how those strains could be
capacity for robust governance. They should effectively addressed. So far, however, the
resist institutional reforms that abet gridlock. most effective organising has taken place not
In the United States, this means altering the among progressives but on the conservative
procedural rules that encourage the growing side, with the rise of the loose organisation of
XVH RI WKH ¿OLEXVWHU WKH 6HQDWH WUDGLWLRQ RI FRQVHUYDWLYHYRWHUVULJKWZLQJPHGLD¿JXUHV
unlimited debate that has increasingly and corporate-funded ideological activists
amounted to a universal supermajority that travels under the “Tea Party” banner.
requirement of 60 votes in the 100-member
chamber. Progressives should also ensure that The Tea Party’s success is instructive. It rests
policies retain the capacity for over-time on a combination of champions inside
adjustment, whether automatically (as in government and organisers working at the
EHQH¿WV LQGH[HG WR ZDJHV RU SULFHV  RU grassroots level; it has a clear agenda (scale
structurally (through the preservation of basic back government) and enemy (President
regulatory, tax and spending powers that are Obama); and it has effectively utilised both
WRR RIWHQ VDFUL¿FHG RQ WKH FRQVHUYDWLYH DOWDU old-style organising (through local chapters)
and new communications technologies. While
of privatisation and delegation).
the Tea Party cannot and should not simply be
The third feature is the declining organisational emulated by progressives, its three key
might of the middle. The transformation of features – grassroots organising linked to
America’s political economy over the last national reform leaders, a forward-looking
which market inequality is high are, ironically,
ones where creating common support for
JRYHUQPHQWDFWLRQLVRIWHQPRVWGLI¿FXOW7KH
regulation of markets to limit extremes and
give the middle class more voice is hardly easy
±ZLWQHVVWKH¿JKWRYHU¿QDQFLDOUHIRUPLQWKH
United States. But it is both more popular and
more effective than after-the-fact mopping
up.
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vision that is directed against a perceived
FRQWHPSRUDU\ WKUHDW DQG WKH XVH RI ÀH[LEOH
participatory modes enabled by new media –
are preconditions for effective progressive
organising.
Rebuilding the institutional
foundations of middle-class
democracy
The diagnosis outlined here is both
encouraging and challenging. It is encouraging
because there is nothing natural about the
harsh divisions that have arisen in the United
States. They are rooted in politics and policy,
not the inexorable forces of globalisation or
technological change. In many cases,
moreover, they require not major programmes
of redistribution – never easy to enact – but
rather measures to reshape the market so that
it distributes its rewards more broadly in the
¿UVWSODFH

rhetorical messages and strategic moves.
Perhaps the most important implication is
that those seeking to achieve a new governing
economic philosophy will have to rebuild the
organisational foundations of democratic
capitalism. An inspiring economic vision will
be grounded in an institutional blueprint for
using active democratic government to meet
the challenges facing US society – challenges
that, while frequently most pressing in the
8QLWHG 6WDWHV DUH JURZLQJ IRU DOO DIÀXHQW
democracies.
Jacob S. Hacker is Stanley B. Resor professor
of political science at Yale University and coauthor (with Paul Pierson) of Winner-TakeAll Politics (Simon and Schuster, 2010)

Nor does popular opinion dictate that this sort
of politics and policy must reign. If progressives
are losing the public, it is not mainly because
citizens
buy
into
the
free-market
fundamentalism of the right or are so
distracted by social issues or racial animosity
that they cannot see their own interests. The
hallmark of contemporary public attitudes is
not public conservatism but public cynicism
and distrust, fuelled by the economic trend of
the last generation and a sense that government
is out of touch. To rebuild the middle class
requires rebuilding a sense that government
can make a positive difference. And that
means addressing the bread-and-butter
concerns of the middle class while also calling
for responses to long-term threats, such as
global warming and runaway health costs,
that jeopardise US society.
The challenge, however, is that progressive
reform will require using a broken political
V\VWHP WR ¿[ D EURNHQ SROLWLFDO V\VWHP 7KH
main obstacle to change and the main vehicle
for change are one and the same. This catch-22
affords no easy resolution. But it does suggest
where reformers’ energies should be directed,
and it points to opportunities that are too
often missed by those narrowly focused on
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Nordic hybrid power –
politics with markets
,Q RUGHU WR FDSLWDOLVH RQ WKH RSSRUWXQLW\ IRU FKDQJH SUHVHQWHG E\ WKH ¿QDQFLDO
crisis, social democrats should be guided by an understanding of what
they achieved, as well as what they got wrong; the Nordic recovery of the 1990s
remains a vital blueprint for labour market and economic reform
Jon Erik Dølvik

7KH¿QDQFLDOFULVLVDQGLWVUHSHUFXVVLRQVKDYH
raised grand questions about the relationship
between the states and markets shaping
European social models. The aftermath of the
crisis has also spurred self-critical debate
among social democrats and centre-left forces
about their visions and strategies for the
future. Crises can open up opportunities for
reorientation and innovation, including
through processes of creative destruction. But
when things go wrong there is also a tendency
to overreact and dismiss everything that has
gone before.
There are good reasons for rethinking the
roles to be played by markets and the state in
governing Europe – especially in the economic
DQG ¿QDQFLDO GRPDLQV ± EXW VXFK H[HUFLVHV
should be grounded in a realistic reading of
the state we are in. The crisis has raised doubts
about the sustainability of many European
social models, but this does not automatically
imply that reform efforts proceeding the crisis
were fundamentally misplaced or wrong. The
past few decades of globalisation and European
integration did in fact bring considerable
improvements in many of our social models’
contributions to work and welfare.
Using the Nordic recovery after the crisis in
the early 1990s as an illustration, this essay
argues that large ruptures of this kind can
bring about positive change and that many of
the mainstream policies embraced by social
democrats during the past decades can work.

A critical condition, however, is that they are
framed by adequate institutions and power
relations in the labour market and supported
E\ HFRQRPLF SROLFLHV WKDW SURYLGH VXI¿FLHQW
demand for labour. These prerequisites are
decisive in determining the extent to which
the European turn to activation, work-oriented
welfare reform, investment in skills and
KXPDQ FDSLWDO DQG LI \RX OLNH ³ÀH[LFXULW\´
can bear fruit and not heighten the dualisation
of income and employment as seen in many
countries.
What matters in politics is not so much “right”
or “wrong”, but the sequence, coherence,
balance and co-ordination of policy action.
Small differences can have big impacts. The
Nordic countries largely subscribed to the new
European social policy “orthodoxy”, yet, when
compared to other countries following similar
recipes, differences in labour market
institutions and economic policies contributed
to markedly more favourable mixes of
HI¿FLHQF\DQGHTXLW\
Nordic “hybrid” power
The adjustment of the Nordic models over the
past decades can be seen as a move towards a
new balance between market-based and
institution-based co-ordination – between
markets and politics. In these renewed Nordic
“hybrids”, the liberalisation of product
markets has been accommodated through
¿QGLQJQHZZD\VWRUHVWRUHWKHROGYLUWXHRI
economic prudence, while also consolidating
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the traditional social models and the
distributional structure. This is not a case of
“politics against markets” but of “politics with
markets”. This has meant “more market” and
JUHDWHUHI¿FLHQF\LQWKHVSKHUHRISURGXFWLRQ
but at the same time a more active, enabling
state in the realm of social policy, and a
sharper “state hand” in economic governance,
able to secure the necessary reserves to fend
RIIWKHDGYHUVHHIIHFWVRIWKH¿QDQFLDOFULVLV
The key question concerning the relationship
between the state and the market is not
whether there should be more or less of one or
the other, but how to achieve optimal
interaction between the two. The state must
ensure that markets are embedded in
institutions, norms and regulations, geared in
a fair direction, and provide balanced power
relations and exchanges between market
actors.
Re-embedding labour markets through the
rebuilding of institutions and creating the
conditions for balanced negotiations between
employees, employers and the state is an
uphill battle – not least because national
regulations now only cover part of the growing
European labour market. Equally, a shift
towards more demand-enhancing economic
policies can be hard to envisage in the current
climate of desperate austerity. Nonetheless,
both aims are viable and necessary elements
in political strategies to make Europe work.
Crisis, consolidation and revival
In the context of rising globalisation and
European integration, for many the Nordic
FULVLV LQ WKH HDUO\ V FRQ¿UPHG WKDW WKH
allegedly sclerotic social democratic models
were unsustainable. Once renowned for the
pooling of risks through social insurance,
extensive public services, coordinated wage
setting, high employment and egalitarian
income structures, in the 1990s the Nordics
were facing a crisis. The very foundations of
the Nordic social models were cast in doubt.
However, by the turn of the century this had
changed and the Nordic countries were rising
to the top of international rankings for
HFRQRPLFHI¿FLHQF\HPSOR\PHQWDQGHTXDOLW\
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– even being embraced as role models for the
European Union.
The Nordic countries had recovered, and
returned from the abyss in a leaner, more
FRPSHWLWLYH VKDSH ,Q VSLWH RI VLJQL¿FDQW
adjustments, the pillars of good industrial
relations and the welfare state were intact,
with the latter expanding almost in line with
economic growth, leaving room for improved
standards and a host of new rights and
services. Furthermore, contrary to predictions,
social democrats bounced back into power.
But within this continuity and consolidation,
WKHUHZHUHDOVRVLJQL¿FDQWFKDQJHV
First,
macro-economic
regimes
were
modernised through the establishment of
UXOHEDVHG¿VFDODQGPRQHWDU\SROLFLHVJHDUHG
WRZDUGV VWDELOLVDWLRQ DQG ORZ LQÀDWLRQ
DOWKRXJK WKH VSHFL¿F PRGHV RI GHOLYHU\
eventually varied in line with currency regimes
and links to the euro. This marked, in some
respects, a return to traditional Nordic
prudence by altered means, whilst also
representing an adjustment to the economic
orthodoxy of the day, which, alongside tax
reforms, gained broad bipartisan support.
Initially, Sweden cut budgets by 10% and in
1995 the social democrats won the election
campaigning on a programme of further
austerity.
Second, convergence towards the international
economic mainstream prompted profound
adjustments in the pattern of collective
bargaining. Wage co-ordination headed by
internationally
exposed
sectors
and
underpinned by the close observation of
central bank policies, and wage growth among
the European trading partners, became the
order of the day. The main pillars of labour
market regulation were (with the exception of
incremental adjustment to EU rules) largely
retained and eventually embraced even by the
centre-right, suggesting that co-ordinated
adjustment through bargaining served as a
functional equivalent to deregulation.
Third, the old “working line” in Nordic social

Nordic hybrid power – politics with markets

policies was reinvigorated to make more
people work and invest in their human capital
instead of simply receiving transfers. Though
Finland was a laggard, the pension challenge
was met with proactive reforms emphasising
funded, two-tier pension systems designed to
award those working for longer. Measures to
upgrade labour supply were complemented
by expansion of “free” education systems, lifelong training and initiatives to boost female
participation by reconciling work and family
life. Furthermore, steps were taken to amass
social, labour market and income security
services under one roof, which was coupled by
the centre-right government in Sweden with
the lowering of caps in sickness and
XQHPSOR\PHQWEHQH¿WVDQGWD[FXWVHVSHFLDOO\
on low-paid work.

the European Union and New Labour, but the
VSHFL¿F DGMXVWPHQWV PDGH ZHUH FDXWLRXVO\
accommodated
into
the
pre-existing
LQVWLWXWLRQDO FRQWH[W DQG OHYHOV RI EHQH¿WV
services and equality. Even while subscribing
to mainstream European policies such as low
LQÀDWLRQDQGVXSSO\VLGHRULHQWHGDFWLYDWLRQ
the reforms bore results that were much more
equitable than in most other countries, where
similar policy shifts under different
institutional and macro-economic conditions
led to severe social dualisation. Hence
seemingly small differences can have large
impacts, suggesting that the challenge for
social democracy is perhaps less a question of
grand reorientation than of providing
the optimal conditions for market-state
interaction.

Rising volatility in the new millennium
The economic boom in the 2000s brought
new imbalances to the fore. Amid the general
ULVH LQ DIÀXHQFH WKH DVFHQW RI WKH QRXYHDX[
ULFKHVDPLGVWDODUJH¿QDQFLDOEXEEOHFUHDWHG
new lines of disparity in wealth and lifestyles,
spurring feelings of relative deprivation and
disenchantment with the political classes
among many of those lagging behind. As
prosperity and productivity increased, certain
groups struggled to keep up in the labour
market and educational system. And although
public services were expanding and improving,
citizens’ and clients’ expectations were rising
faster. The number of people struggling with
life, health or drug problems as well as groups
threatened by marginalisation was growing –
particularly among the proliferating, multiethnic immigrant population. This growing
Since the crisis in the early 1990s the Nordic sense of unease was not alleviated by the rising
models have been consolidated and renewed, LQÀX[ RI PLJUDQW ZRUNHUV IURP WKH QHZ (8
with a stronger emphasis on work and public member states, who were often offered jobs at
investment in social and human capital. Thus, conditions natives would never consider,
with their egalitarian work-ethos and adding to competition and the erosion of
encompassing systems of social security, the standards at the lower end of the labour
Nordic models have demonstrated their market. As is often noted, unrest and upheaval
FDSDFLW\IRUÀH[LEOHDGMXVWPHQWLQWKHJOREDO are more often the result of rising, frustrated
expectations – that is, relative deprivation –
economy.
than of shortage or scarcity as such.
7KHGLUHFWLRQRIUHIRUPZDVFOHDUO\LQÀXHQFHG
by the new orthodoxy of social and labour References to growth and steady progress
market policies emanating from the OECD, therefore did not help incumbent social
Fourth, these changes proceeded in parallel
with incorporation into the single market
regime, deregulation of product markets,
LQWHQVL¿HG UHVWUXFWXULQJ DQG WKH FRQWLQXLQJ
rise of service employment. Whereas most
labour-intensive industries in the Nordic
countries had been closed down in the 197080s, the acceleration of globalisation
throughout the 1990s brought cheap Asian
LPSRUWV ORZHU LQÀDWLRQ DQG ULVLQJ GHPDQG
and prices for the Nordic export of goods and
raw materials. The expansion of education
and favourable demographic trends produced
an increasing supply of skilled labour and
sharper drops in supply vis a vis demand in
the market for unskilled labour, preventing
the “post-industrial” rise in low-wage
employment seen elsewhere.
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democrats much in the face of centre-right
opposition parties and populists on the right
and left fuelling discontent by attacking social
democrats for failing to deliver on their own
promises. The respite granted by the crisis
consciousness of the early 1990s was over,
and faced with various criticisms around the
shortcomings of the “best welfare states in the
world”, the incumbents seemed unable to
respond adequately. Hence, centre-right
coalitions took power and were re-elected,
except in Norway where they lost out to a redgreen coalition.
The frequently reported international trend
that governments in the current “virtual
reality” tend to become worn down much
faster than in the past should perhaps comfort
the Nordic social democrats, suggesting they
just have to prepare for the next pendulum
swing (which may in fact already be underway
in Denmark). But the challenges are evidently
more complex than this.

willingness to fund collective welfare state
arrangements.
7KH¿QDQFLDOFULVLVDQGEH\RQG
$IWHU D GHFDGH RI DIÀXHQFH DQG HOHFWRUDO
swings to the centre-right the question now is
whether the Nordic models and their social
democratic bulwarks can repeat their previous
success in the wake of the current crisis. The
export-dependent Nordic countries were,
except Norway, among the hardest hit by the
UHFHVVLRQIROORZLQJWKH¿QDQFLDOFULVLV'XHWR
the lessons drawn from the 1990s, a banking
crisis was averted, but GDP dropped
substantially and severe job losses have
occurred in manufacturing and construction.
As a consequence, unemployment has risen
considerably more than in most continental
countries, especially in Denmark.

During the preceding bonanza, the Danish
centre-right government’s pro-cyclical policies
fuelled a boom in housing and consumption.
When the crisis hit, the result was a sharp
The rise of the Swedish ‘inner right’ has drop in domestic consumption and declining
H[SRVHG VRFLDO GHPRFUDWV¶ GLI¿FXOWLHV LQ public revenues, prompting cuts in public
distinguishing and conveying a clear message EXGJHWV DQG XQHPSOR\PHQW EHQH¿WV DQG D
of their purpose and mission beyond “steady turn to austerity. In the other countries, things
course”. The deft manoeuvering of the pattern- have worked out more smoothly. The
setting Swedish Moderates – the self- combined impact of sizeable automatic
proclaimed “new and only labour party” who stabilisers (due to the welfare state), low
won a resounding re-election in 2009 in spite LQWHUHVWUDWHVDQG¿VFDOSDFNDJHV±LQ1RUZD\
of the employment crisis – has caused predominantly through public investment, in
uncertainty and bewilderment among Nordic the other countries mostly by means of tax
social democrats. When attacked from ‘within’, reliefs – contributed to stabilising domestic
it is hard to decide where to establish your demand. Contrary to past recessions, however,
main line of defence. The opposition’s no tripartite crisis pacts were enacted and
GHOLEHUDWH VWUDWHJ\ RI EUHDNLQJ WKH DI¿QLWLHV Finnish employers even refused to take part in
between social democracy and union and central negotiations.
welfare state constituencies by offering
targeted tax reliefs, ‘freedom of user choice’ Nonetheless, pay rounds were modest and
DQG LQZRUN EHQH¿WV DLPHG DW PDUJLQDOLVHG entailed new ways of sharing the burdens of
groups, is a constant worry for the Nordic job and income losses at company level. Most
spectacularly, in the absence of publicly
centre-left.
funded temporary lay-off schemes in Sweden,
Another concern is that by undermining trade the bargaining parties in manufacturing
union run unemployment insurance and signed a “crisis agreement” opening the way
gradually building up and supporting (partly for local negotiations of up to 20% working
by tax subsidies) alternative service suppliers, time reductions without pay compensation.
education and risk-protection in the long term In the other countries, various kinds of
may undermine the support, trust and ‘opening clauses’ were seen in agreements,
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and new forms of rotating lay-offs and shorttime work were tried out at company level.
However, the current recession has not created
any crisis of consciousness comparable with
the early 1990s. For the majority who have a
job, real disposable incomes rose starkly
during the crisis – thanks to exceptionally low
interest rates and sizeable tax reliefs –
implying that the crisis, except perhaps in
Denmark, has bolstered the main governing
parties and, to date, made minimal impact on
the political landscape.
By early 2011, Sweden and other Nordic
economies were recovering; companies were
re-hiring and unemployment had started to
IDOO7KXVWKHÀH[LEOHDGMXVWPHQWFDSDFLW\RI
the Nordic models seems intact and even
reinforced. This is in no small part due to the
V¶VKLIWWRZDUGVVRXQGHUUXOHEDVHG¿VFDO
policies and, in Sweden and Norway, the
sharpened interest rate tool of the central
EDQNV 1RUGLF SXEOLF ¿QDQFHV DUH ZLWK
Denmark as a slight exception) in much better
shape today than after the former crisis. The
Nordic countries belong to the tiny group who
are well within the criteria of the EU Growth
and Stability Pact, showing minimal public
GH¿FLWV ORZ SXEOLF GHEW DQG ULVLQJ FXUUHQW
account surpluses.
The current recovery leaves no reason for
complacency, however. The majority of Nordic
exports are still going to a eurozone
experiencing sluggish growth and other
GLI¿FXOWLHVDQGZLWKFORXGVDPDVVLQJRQWKH
domestic horizon, self-satisfaction can quickly
boomerang. In contrast with the 1990s, the
current ageing of the population will restrain
labour force growth in the coming decades,
and will – together with high unemployment
and growing immigrant populations –
engender rising structural expenditure, which
is likely to magnify political tension over the
funding and provisions of the Nordic welfare
states. The sustainability of the Nordic social
models is therefore crucially linked to the
successful incorporation of the growing
immigrant population into the labour market.
If efforts in this regard fall short, pressures on

the welfare state will increase; if they come
together successfully, it may help rescue the
welfare state. Besides the rise of the “inner
right”, welfare-chauvinist, immigrant sceptic
parties have in recent Nordic elections
attracted increasing shares of the former
ODERXUYRWHDQGFRQTXHUHGLQÀXHQWLDOUROHVDV
government king-makers, leaving social
democrats in a double bind.
Europe’s future challenges
$SDUW IURP WKH REYLRXV FDVH RI ¿QDQFLDO
markets, an area that requires re-embedding
in society is the labour market, which is not
only characterised by inherent asymmetries
between buyers and sellers, but has been
subject to profound disorganisation and
fragmentation over the past decades. The
cross-border extension of the labour market,
combined with the east-west welfare gap,
alongside
partial
deregulation
and
institutional erosion, has hugely widened the
gulf between the scope of the market and the
reach of national jurisdictions, fuelling regime
competition and social dumping. The growth
in social inequalities and dualisation in Europe
mostly arises from processes in the labour
PDUNHW(YHQLIWKHVHKDYHEHHQDPSOL¿HGE\
FXWVLQVRFLDOEHQH¿WVWRPDNHSHRSOHDFFHSW
even low-paid work – a case in point being
Germany – the widened gap cannot be bridged
by social transfers, but must be met with
SROLWLFDOPHDVXUHVWRUHHVWDEOLVKZDJHÀRRUV
and restructure the functioning of the
European labour market.
This will require a two-pronged strategy
DLPHG¿UVWO\DWUHEXLOGLQJWKHVHOIUHJXODWLQJ
capacity of trade unions and employer
federations by measures of state support and
re-regulation; and, secondly, rebalancing
power-relations between buyers and sellers of
labour through economic policies securing
VXI¿FLHQW ODERXU GHPDQG XQGHUSLQQHG E\ D
proper “reservation wage”. In order to
overcome the catch-22 situation of “semisovereign” national governments and labour
market organisations in the European-wide
market for labour, such a strategy will require
co-ordinated political action at European as
ZHOODVQDWLRQDOOHYHOVLQWKH¿HOGVRIHFRQRPLF
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policies and labour market regulation, with
the ultimate aim to empower workers and
rebuild governance capacity on the ground.
That is, quite the opposite of what the
European Court of Justice did in the infamous
Laval Quartet, where various national
attempts to secure equal treatment of foreign
workers were deemed incompatible with the
free movement rules in the EU Treaty. Hence,
an evident starting point for rebuilding the
ÀRRU XQGHU (XURSHDQ ODERXU PDUNHWV LV WR
develop an effective, co-ordinated system
of minimum wage setting governed by the
social partners at the appropriate levels,
supplemented by strengthened tools for
monitoring and enforcement of the principles
of equal treatment and social progress
enshrined in the preamble of the EU Treaty.

opening new avenues for political leadership
on the left.
Jon Erik Dølvik is research director at Fafo,
Institute for Labour and Social Research,
Oslo*

Whatever reorientation European social
democrats chose to strengthen their leverage,
it is likely to be futile if they evade the arduous
task of reconstructing European labour
markets in the wake of the crisis – which was
in fact the objective around which the labour
movement originally gathered. As a “core
business” issue for labour, this is a task which
has the potential to link together action and
interests across the multiple tiers of European
politics – from the workplace and national
associations to the European Council. If social
democrats want to shift gear and style of play
in response to the crisis, the unemployment
aftershocks are the obvious place to start. It is
here that renewal of the relations between the
market, society and the state are most urgently
needed.
The task is daunting, but it is worth noting
that it was precisely their responses to the
labour market fallout of the Nordic crisis and
austerity in the early 1990s that brought
Nordic social democrats back into the game
after the wave of liberalisation and
individualisation in the 1980s. It is not unlikely
that the aftershocks of the current crisis and
austerity period will make many diverse
groups search for new and bolder answers –
* This essay is based on a chapter written together with Jørgen Goul Andersen and Juhana Vartiainen for a forthcoming book, European Social
Models Facing Global Economic Crisis, edited together with Andrew Martin.
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The new political imperatives
of public spending
Balanced budgets and debt management must be embedded in a vision of the
future of advanced societies; redesigning the structure of public spending is
inevitable in the face of unsustainable sovereign debt, demographic change and
conservative-led discourse
Rainer Münz

Three decades ago, unsustainable public debt
and sovereign default were issues usually
associated with developing countries and
emerging markets – most notably in the case
of the so-called Latin American debt crisis,
but also in conjunction with many African
nations. As a result, in the late 1980s debt
restructuring for Latin America was sponsored
by the then US treasury secretary Nicholas
Brady. Private investors – mostly US
commercial banks – were given a choice
between suffering a haircut on the nominal
value or accepting extended maturities and
lower interest rates on the bonds that they
were holding.

prolonged recession of the real economy. As
tax revenues also fell during the crisis, the
rescue and stimulus packages led to even
higher sovereign debt both in absolute terms
and even more in relation to GDP. In relative
terms, Japan has become the most indebted
country with a public debt to GDP-level of
more than 200%. In countries like Greece,
Italy and Belgium the debt to GDP-level is
above 100%. The UK and Ireland are trailing
just below 100%. In absolute terms, the US is
the top-ranked country with a gross public
GHEWLQWKHRUGHURI86WULOOLRQ  ±
almost the equivalent of the country’s annual
GDP.

At the same time, a movement gained
momentum advocating new tools of
development assistance, including a call on
donor countries to forgive the non repayable
debt of developing countries. Several
international conferences addressed this issue
with substantial outcomes, not least in the
run-off to the declaration of the Millennium
Development Goals in 2000.

Sooner or later the consequences of high
sovereign debt affect all governments, but
probably more so those led by social democrats
than those led by conservatives. The reason
for this is simple. The left relies more on the
promise of universal provision of public
services, universal social security and other
ambitious social policy programmes, than
other political movements. For conservatives,
who do not necessarily share this view of the
welfare state, it sometimes seems easier to ask
IRUVDFUL¿FHV

Today, it is the most developed economies
that carry a considerable and partly
unsustainable amount of sovereign debt. This
is particularly true in the aftermath of the
UHFHQW ¿QDQFLDO DQG HFRQRPLF FULVLV ZKHUH
the worst case scenario has not taken place
because of governments bailing out banks and
¿QDQFLQJ VWLPXOXV SDFNDJHV WR DYRLG WKH
FROODSVHRIPDMRU¿QDQFLDOLQVWLWXWLRQVDQGD

6WUXFWXUDO GH¿FLWV DUH QRW MXVW D SRVW
crisis phenomenon
In many highly developed countries public
debt rose not only during the recent crisis, but
also during earlier boom years. The
straightforward explanation for this is that

45

Progressive Governance, Oslo 2011

Countries that want to receive emergency
ORDQV WR NHHS WKHLU SXEOLF ¿QDQFHV DÀRDW
usually have to agree on a variety of austerity
measures, tax increases or more resolute tax
collection, and measures to improve their
competitiveness – including labour market
reforms, the break-up of certain monopolies,
higher competition and reduced targets, or
caps on wage and pension increases. In the
case of eurozone countries which cannot
devalue their currency (without giving up the
euro) some measures even aim at reducing
In most cases, however, a less favourable existing wage levels in order to become more
explanation applies: electorates are asking for competitive vis-à-vis other countries – ideally
PRUHSXEOLFJRRGVVHUYLFHVDQG¿VFDOWUDQVIHUV by curbing labour unit costs in export-oriented
WKDQWKH\DUHSUHSDUHGWR¿QDQFHWKHPVHOYHV sectors of the economy.
as taxpayers; or, alternatively, politicians are
promising their constituencies public goods, Creditors have all the power – as long
VHUYLFHV DQG ¿VFDO WUDQVIHUV ZLWKRXW IXOO\ DVJRYHUQPHQWVUXQGH¿FLWV
informing them about the price tags attached There is a double irony (or tragedy) in this
and clarifying who would be willing to pick up game. On the one hand, rating agencies, by
the bill. Occasionally, electoral manifestos downgrading the sovereign rating, and private
even call for a combination of tax cuts and investors, by asking interest rates well above
increased government spending. Under the long-term economic growth perspectives of a
imperative of vote maximising this is – at least country, contribute considerably to the
in the short or medium term – a favourable situation that at least the investors would
solution as long as the difference can be most probably want to avoid: an unsustainable
¿QDQFHG E\ FDSLWDO PDUNHWV FKDQQHOLQJ proportion of taxes going into interest
individual and collective savings into sovereign payments, illiquid secondary markets for
debt in exchange for decent and predictable outstanding bonds (in case the European
¿[HGLQFRPHIRUSULYDWHLQYHVWRUV±LQFOXGLQJ Central Bank or any other central bank is not
pension funds, life insurances and private intervening through “unorthodox” purchasing
household saving for their own old age, or programmes), problems in the roll-over of
maturing bonds and an eventual sovereign
even the education of their children.
default in the form of debt restructuring.
In the long run, however, there are several
risks. The most obvious is that economic The more investors run to the door, the more
growth seems to be negatively affected once this door gets shut; and the higher the risk
public debt increases beyond a level of 90- premium in the form of unsustainable interest
RI*'3,QWKHFDVHRIDORVVRIFRQ¿GHQFH rates, the higher the likelihood that this risk –
in a particular sovereign debtor, the costs of sovereign debt restructuring or even default –
issuing new and rolling over old debt suddenly will occur. As an unintended second round
become unsustainably high, forcing countries effect, completely illiquid secondary bond
to ask for emergency assistance from the IMF markets and sovereign debt restructuring leads
– and in Europe also from the EU and to substantial problems for the commercial
individual member states. Usually, such banks, insurance companies and pension funds
¿QDQFLDODVVLVWDQFHLQWKHIRUPRIORDQV ZLWK currently holding these bonds. By the same
¿[HG LQWHUHVW UDWHV ZHOO EHORZ WKH RQHV WKDW WRNHQ ¿QDQFLDO LQVWLWXWLRQV WKDW KDYH VROG
struggling countries would have to pay insurance against sovereign default (so-called
otherwise) comes with a few strings attached. credit default swaps) may not be able to honour
this once such a default becomes reality.
government budgets are running structural
GH¿FLWV 0RVW RI WKH WLPH JRYHUQPHQWV LQ
Western Europe, North America and Japan
are spending more than they raise in taxes,
social security contributions and other income
combined. A benign view would point to the
fact that the difference might come from
investments in science, education or
infrastructure that will pay off in the future by
strengthening the economy and, as a result,
WKH¿VFDOSRVLWLRQRIWKHUHVSHFWLYHFRXQWULHV
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2Q WKH RWKHU KDQG LQ WKH FDVH RI D ¿VFDO
liquidity crisis, democratically elected
governments and parliaments can be forced
by not democratically legitimised institutions
like the capital markets, the IMF and Europe’s
rescue umbrellas (EFSF/ESM), to accept
sweeping cuts in public spending, sudden
changes in labour and pension laws, tax hikes
and the break-up of monopolies that have
never before featured in their political agendas,
party manifestos or coalition agreements, and
that voters would hardly have approved in
general elections if given half a chance. This is
WKH ÀLS VLGH RI JRYHUQPHQWV XQDEOH WR JDLQ
public support for reform agendas including
similar steps in a milder or more incremental
way.

bailing out the country. Once elected, Kenny
got rebuffed by his EU partners. In Portugal,
socialist Prime Minister José Sócrates had to
call general elections as the conservative
opposition no longer backed new austerity
measures, which increased their electoral
chances, but not the chances that the EU
rescue fund will spare the next government
from implementing the very same measures.

In Ireland, Enda Kenny’s Fine Gael and its
Labour ally were elected not least on the
promise to renegotiate the interest rate that
the EU rescue fund had unilaterally set when

Social democrats must face up to the
QHFHVVLW\RIGH¿FLWUHGXFWLRQ
Intuitively, the left believes in higher taxes –
preferably targeting capital owners and rich

If all this looks like sheer crisis management,
political maneouvring and a game of chicken
between governments and opposition parties
to the left and the right of the political
spectrum, as a snapshot interpretation it,
however, misses an important point: most
measures have considerable social, economic
and distributive implications. And by directly
2U±LI\RXZLOO±WKHÀLSVLGHRIDSROLW\QRW or indirectly letting rating agencies or rescue
willing to pay for the level of public services, funds (IMF, ESFS) choose such measures, the
transfers and social protection that they are countries involved lose control over the
expecting from governments or political direction of their impact.
parties that they voted for.
Balanced budgets and the decision to repay
Recent European examples tell similar stories. debt over a longer or shorter period of time
In 2009, Giorgios Papandreou, the socialist must not be seen as political goals in their own
PASOK party leader in Greece, campaigned right. They should be embedded in a vision
for more government spending to overcome about the future of advanced societies. Such a
the recent economic crisis and managed to vision is ever more important, as Europe,
oust the previous conservative government North America and Japan are facing a
only to implement the most radical cuts in prolonged period of low economic growth,
spending and entitlements in the country’s stagnating or even shrinking native work
recent history. While showing seriousness of forces and – most likely – higher public
purpose to the IMF and EU member states spending related to the retirement, health and
that have come to Greece’s rescue, these care requirements as the baby boomer
measures are at the same time prolonging the generation ages. All this comes at a time when
country’s economic contraction which further WKH¿VFDOURRPIRUPDQHRXYUH LQFOXGLQJGHEW
reduces the likelihood that Hellenic sovereign ¿QDQFHG JRYHUQPHQW VSHQGLQJ  LV JHWWLQJ
debt will ever be fully repaid. Hungary’s smaller as a result of previously accumulated
former government under Gordon Bajnai debt as well as increasing scrutiny on the side
backed by the Socialist party agreed on an of rating agencies, institutional investors
DXVWHULW\ SDFNDJHLQH[FKDQJHIRUD¿QDQFLDO and parts of the electorate. In this context,
lifeline from the IMF and dramatically lost the FXUUHQW EXGJHW GH¿FLWV DQG GHEW OHYHOV QHHG
2010 elections only to be replaced by a to be addressed with an agenda based on
nationalistic right wing government under political priorities which should be made more
explicit.
Viktor Orbán no longer talking to the IMF.
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people in general, but more often than not all
sorts of taxable income or consumption. The
right is usually more sympathetic to spending
cuts as long as they do not touch agricultural
subsidies and other vested interest of their
constituencies. There are not only ideological
but also electoral reasons behind this divide.
On the one hand, in many advanced economies
some 40-50% of the adult population does not
pay income tax, but still receives or is entitled
WRVRPHIRUPRI¿VFDOWUDQVIHU2QWKHRWKHU
hand, in countries with progressive taxation
systems the top 10% of the income pyramid
pays some 40-50% of all income tax.
In the United States, bringing taxes back to
the level of the Clinton era – basically by
allowing temporary tax cuts of the Bush era to
expire – would make sense, as income and
wealth is getting increasingly concentrated
among the top 5% of the income pyramid. In
most Western European countries, however,
income taxes and social security contributions
are not only fairly high today, but also
contribute to the high cost of labour without
increasing the disposable income of workers
and their families. Taxes on consumption
(VAT and special taxes on gasoline, alcohol,
tobacco, and so forth) represent the other
main income of Western governments. These
taxes are regressive. In relative terms, poorer
households pay more than richer ones as the
former need to spend a larger portion of their
disposable income to meet basic needs.
Rethinking and redesigning the structure of
public spending is therefore inevitable, even if
it is not very popular with electorates, not least
for social democrats who consistently rely
on extensive programmes of government
expenditure to achieve their goals when in
power.

European countries) continue paying taxes
and social security contributions while
reducing the drain on public pensions. This
option, however, demands a shift in attitudes
both on employees’ and employers’ sides as
well as on pension systems that do not favour
early retirement. In this respect current adult
education and training programmes, salary
schemes, and pension systems must be
reformed in order to make employment of
older workers more attractive.
Beyond this, one basic challenge remains:
should those who are already retired contribute
to the costs caused by their increasing
ORQJHYLW\YLDSHQVLRQLQFUHDVHVEHORZLQÀDWLRQ
rate or higher taxes on their pension income?
Or is it the duty of the active generation to
shoulder all extra costs?
+HDOWKDQGFDUHFRVWVDUHDORWPRUHGLI¿FXOW
to tackle as, over decades, they have increased
at rates well above GDP growth. This, in turn,
KLQWV DW D SRWHQWLDO IRU HI¿FLHQF\ JDLQV )RU
example, excess capacities of hospital beds
could be slashed, health insurances within
and even across countries could better leverage
their combined purchasing power when
negotiating prices with suppliers of prescriptive
drugs and medical technology. It is doubtful,
KRZHYHUWKDWVXFKPHDVXUHVZLOOEHVXI¿FLHQW
to counterbalance the costs of increasing
demand for health and care services created
by the ageing baby boomers. Of course, the
tricky issue is: should those in need of old age
care – or their children – at least partly bear
the costs by using their accumulated wealth?
Or is free, or even subsidised, care for the
elderly in fact a kind of government funded
“inheritance protection scheme”?

,QWKH¿HOGRIIDPLO\SROLF\FKRLFHVDUHPDGH
easier by empirical evidence. In rich countries,
The most obvious choice should be an increase there is no positive correlation between the
in retirement age. It is only fair that today’s level of family/child allowances and the actual
working generation makes up for the fact that number of children per family. More funds
their life expectancy is increasing by a should therefore be earmarked for institutional
VWDJJHULQJVL[KRXUVSHUGD\7KHUHLV³D¿VFDO childcare facilities – crèches, preschools,
quick win” in such a move as people remaining afternoon classes for school children; but as
employed beyond age 55 to 61 (which is the such institutions are enhancing the earning
actual retirement age bracket in most capacities of parents, at least those with decent
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HDUQLQJV FRXOG ¿QDQFLDOO\ FRQWULEXWH WR WKH
costs of childcare provided by public
institutions. And let us be honest about the
impact on births and future employment:
even lavish family policies will not lead to
more potential mothers, whose number is
shrinking in many countries as a result of
constantly declining fertility. And in the short
and medium term, however, shortages in the
labour market cannot be met by means of
family policy as children born in 2010 will not
enter the labour market before 2030-2035.
Ageing societies with stagnating or even
shrinking work forces and prospects of low
growth rates cannot rely on fast increases of
GDP and additional income from taxes to pay
down public debt. The choice therefore is
increasingly clear: it is between our current
well-being, on the one hand, and the wealth of
our children, on the other. Which will social
democrats choose? And for what will their
political competitors opt?
Rainer Münz is head of research and
development at Erste Group and a senior
fellow at the Hamburg Institute of International Economics

49

Progressive Governance, Oslo 2011

50

Memos to the left

51

Progressive Governance, Oslo 2011

52

MEMO

Cut to the chase: 15 political
truths for the centre-left
Andrés Velasco & Francisco Díaz

7KHZRUOGKDVMXVWH[SHULHQFHGWKHELJJHVW¿QDQFLDOFULVLVVLQFHWKH*UHDW'HSUHVVLRQ2YHU
million jobs were lost worldwide. The United Nations estimates that as many as 145 million
more people are living in poverty. Scores of countries have emerged from the crisis with
ZHDNHQHG¿QDQFLDOV\VWHPVDQGKXJHSXEOLFGHEWV7KHVHQDWLRQVPD\EHFRQGHPQHGWRVORZ
JURZWKDQGLQVXI¿FLHQWMREFUHDWLRQIRU\HDUVWRFRPH
Market fundamentalism, weak regulation and misplaced incentives for excessive risk-taking
helped cause the crisis. Yet in the aftermath of the meltdown, reforms have been few and far
EHWZHHQ/RFDO¿QDQFLDOV\VWHPVUHPDLQSURQHWRVSHFXODWLYHEXEEOHVDQGWKHZRUOGHFRQRP\
remains vastly unbalanced between surplus countries that earn far more than they consume
DQGGH¿FLWFRXQWULHVWKDWFRQVXPHIDUPRUHWKDQWKH\HDUQ
A crisis of global capitalism might have been an opportunity for the centre-left. Yet social
democratic parties have taken more blame for the occurrence of this crisis than credit for their
efforts to control it and prevent the next crisis from happening. Electorates in many countries
have been swinging to the far right as an illiberal, inward-looking mood becomes a by-product
of the crisis.
7KLVDOOSRVHVDWUHPHQGRXVFKDOOHQJHIRUWKHFHQWUHOHIW7KHFKDOOHQJH¿UVWRIDOOLVWRH[WUDFW
the right lessons from the crisis, and then to translate these lessons into a progressive political
action plan. Here are 15 ideas to help leaders in that effort.
1. The world has changed – don’t deny it.
The days when the phrase “the world economy” meant the United States and Western Europe
are long gone. Today China is the second largest economy in the world; Brazil has a bigger gross
domestic product than Italy; industry accounts for a larger share of output in the Republic of
Korea than in France; more Volkswagen cars are made each year in emerging markets around
the world than in Germany.
The International Monetary Fund forecasts that in 2011 the so-called emerging nations will
grow 6.5 per cent, while developed countries will grow only 2.4 per cent. Expansion in the
emerging nations has proven crucial to recovery from the crisis. Prosperity in rich nations is
now inextricably linked to the fate of the not-so-rich nations. The sooner voters in your country
understand this, the better.
2. Sometimes competition with emerging nations will hurt – don’t deny that
either.
There are things that poorer nations can make more cheaply. This is not because of unfair
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policies in those nations; it is simply because labour is so much more abundant relative to
capital. So some jobs will move south – and people working in those jobs will make things that
will be sold in your supermarkets and that your citizens will buy for low prices, thus expanding
the purchasing power of your citizens´ wages.
6RPH LQYHVWPHQWV ZLOO DOVR PRYH VRXWK DV FDSLWDO VHHNV QHZ PRUH SUR¿WDEOH LQYHVWPHQW
opportunities. This will be hard for some of your citizens to accept, but it should not be
impossible for you to explain. Investment and growth in the South will create the necessary
demand for your country’s exports. It can be a win-win proposition for all nations, though not
for all sectors within each nation. When sectors are hurt, they deserve your active help, not your
indifference.
The way forward is not to tether capital and declining-sector jobs to the ground. Rather, it is to
invest and create jobs in emerging sectors, precisely those where developing nations cannot
make things more cheaply, mostly because they cannot make them at all. Green energy,
biotechnology, the cutting edge parts of the digital industry – these are some of the areas where
growth in the rich countries can take place.
3. Want to help the world’s poor? Buy their products.
$LGLVYHU\QHFHVVDU\WRNHHSWKHORZHVWLQFRPHFRXQWULHVDÀRDW%XWZKDWPRVWRIWKHZRUOG¶V
countries want is not so much your money as access to your markets. You can make a contribution
to world equality by opening up your borders to developing nations’ exports. When they tell you
they want trade and not aid, believe them.
The Doha round of trade negotiations – also known as the development round – has now been
going for nearly a decade. It could well die of old age and exhaustion. If the round fails, it will be
WKH¿UVWWLPHLQWKH\HDUVRIWKHPXOWLODWHUDOWUDGLQJV\VWHPWKDWWKHZRUOG¶VWUDGLQJSRZHUV
have been unable to come to an agreement.
3DVFDO/DP\VDLGUHFHQWO\WKDWWKHWLPHKDVFRPH³>W@RUHÀHFWRQWKHFRQVHTXHQFHVRIIDLOXUH
In politics, as in life, there is always a moment when intentions and reality face the test of truth.
We are nearly there today.” Lamy is right.
4. The time to rebalance the world economy is now.
Imbalances in the world economy helped cause the recent crisis. To prevent another crisis, we
must tackle the chief causes of those persistent imbalances: China’s undervalued currency,
weak demand in other surplus countries (Germany and Japan among them), and excessive
¿VFDOJDSVLQWKHGH¿FLWFRXQWULHV LQFOXGLQJWKH8QLWHG6WDWHVDQGWKH8QLWHG.LQJGRP 
Persistent overvaluation is bad for the world and bad for China. It is bad globally because the
recovery needs demand, and that additional demand cannot all come from the indebted nations
of North America and Europe. And it is bad for the Chinese citizens on whom adjustment will
EHIRUFHGE\LQÀDWLRQDVLVEHJLQQLQJWRKDSSHQDOUHDG\
The world needs a new adjustment mechanism – and it needs it now. It needs a deal in which
the surplus countries in Asia, Europe and the Middle East make a bigger demand effort to pull
WKH ZRUOG HFRQRP\ IRUZDUG ZKLOH WKH GH¿FLW FRXQWULHV JUDGXDOO\ FRUUHFW WKHLU ¿VFDO
imbalances.
5. International capital mobility is good – in small doses.
One of the consequences of global imbalances is that surplus countries accumulate tremendous
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stocks of assets, which have to be invested somewhere. Before the crisis much of this money
was invested in real estate in Miami, Dublin or Spain’s Costa Azul, and the consequences were
GLVDVWURXV1RZPXFKRIWKLVPRQH\LVWU\LQJWRJHWLQWRHPHUJLQJPDUNHWV±LQÀDWLQJWKHYDOXH
of their currencies, equities and housing.
The world does not need another bubble, and policymakers in most emerging markets know it.
7KDWLVZK\WKH\ZLOO¿JKWWRRWKDQGQDLOWRGLVFRXUDJHH[FHVVLYHRUGHVWDELOLVLQJFDSLWDOLQÀRZV
To do so they may use capital controls or prudential measures. In this effort they should receive
the support of social democrats everywhere.
6. Welcome the huddled masses to your shores – they will help you prosper.
The tired and the poor yearning to be free will continue to arrive at your borders. Let them in.
It is the right thing to do. It is also the self-interested thing to do.
It is the right thing to do because these people will have opportunities in your country that they
would never have had at home. Having people move from capital-poor to capital-rich countries
improves the world distribution of income, and that should elicit three cheers from any
progressive. Let conservatives be lobbyists for the international mobility of capital. True
progressives should advocate the free mobility of labour. Legal migration is far preferable to the
black market in human beings that today operates in too many places, causing too much
suffering.
It is the self-interested thing to do because migrants will give rich and ageing societies a
dynamism they might not otherwise have. If you are European, be grateful. Inward migration
is the one thing standing between your country and a massive pension crisis in just a few
decades.
)L[\RXU¿VFDODFFRXQWV±WKHSURJUHVVLYHZD\
7KHUH LV QRWKLQJ SURJUHVVLYH DERXW ODUJH ¿VFDO GH¿FLWV DQG KLJK SXEOLF GHEWV ZKHQ SXEOLF
¿QDQFHVEORZXSDQGQHHGWREH¿[HGLQDQHPHUJHQF\LWLVWKHSRRUDQGWKHYXOQHUDEOHZKR
end up footing the bill.
,WLVPXFKEHWWHUWRVWUHQJWKHQ¿VFDODFFRXQWVEHIRUHDFULVLV±DQGWRGRLWWKHSURJUHVVLYHZD\
7KH¿UVWWKLQJLVWRJHWWKHWLPLQJULJKW$ZHDNUHFRYHU\LVQRWWKHWLPHWRWLJKWHQ¿VFDOSROLF\
sharply. But if markets see no indication of tightening, they may abort the recovery themselves.
The way out of this conundrum is to commit to adjustment, backload it, and make credible any
SURPLVHVRIDGGLWLRQDOIXWXUHWLJKWHQLQJ7KLVPD\UHTXLUHVHWWLQJXS¿VFDOUXOHVDQGLQGHSHQGHQW
¿VFDO FRXQFLOV 6XFK UXOHV KDYH ZRUNHG ZHOO LQ VRFLDO GHPRFUDWLF FRXQWULHV 6ZHGHQ LV DQ
example from the North and Chile is an example from the South.
If forced to choose between tax cuts and investment in education, innovation and infrastructure,
progressives should not hesitate. Economies that do not invest do not grow. And without growth
QR¿VFDOWLJKWHQLQJKRZHYHUODUJHZLOO¿[¿VFDODFFRXQWV
8. If you are European, stop pretending you can have monetary union without
¿VFDOXQLRQ
The single currency has brought Europe many advantages, including increasing integration,
WUDGHDQGSURVSHULW\%XWLWKDVFUHDWHGVRPHSUREOHPV0RQHWDU\XQLRQFUHDWHGWKH¿FWLRQWKDW
investing in all countries in Europe carries the same risk. It does not. As a result, too much
PRQH\ ÀRZHG WR WRR PDQ\ FRXQWULHV WKDW ZHUH LOOSUHSDUHG WR UHFHLYH LW ,Q VRPH RI WKRVH
FRXQWULHVWKHPRQH\SHUSHWXDWHGXQVXVWDLQDEOH¿VFDOSROLFLHV,QRWKHUVLWIXHOOHGSURSHUW\
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and credit bubbles. Europe and the world are now suffering the consequences.
,WZDVDOZD\VXQGHUVWRRGWKDWPRQHWDU\XQLRQUHTXLUHGSUXGHQW¿VFDOSROLFLHVLQDOOPHPEHU
states. The instrument for guaranteeing the prudence of those policies was the Maastricht
Treaty. That instrument has failed spectacularly. It is time for a new approach.
$FRPPRQ(XURSHDQERQGLVWKHQHFHVVDU\¿UVWVWHS±ZLWKRXWLWWRGD\¶V¿VFDOFULVLVZLOOQRWJR
away. But a new, single bond requires new, single-minded discipline. This will mean less
QDWLRQDODXWRQRP\RQ¿VFDOPDWWHUV±WKHUHLVQRSRLQWLQGHQ\LQJWKDW%XWLWLVWKHSULFHWREH
paid for monetary union.
9. If you are Latin American, stop pretending commodity wealth will last
forever.
)RUGHFDGHV/DWLQ$PHULFDQVWKRXJKWWKDWQDWXUDOUHVRXUFHVZHUHDFXUVH/LEUDULHVZHUH¿OOHG
with treatises arguing that the region’s dependency on a few primary products condemned
Latin America to poverty and underdevelopment. Today, after a decade of booming commodity
prices, many of those volumes look as if they may end up in the dustbin of history.
Natural resource abundance can be a powerful force for growth and prosperity. Nations such as
Canada, Australia, New Zealand and Norway have proven the point time and again. But there
is nothing natural about natural resource-driven prosperity. It requires sound thinking and
prudent policies.
Politicians of all stripes will want you to spend the commodity windfalls up front. Resist their
pressure. If you give in you risk not only wasting the money but also overheating the economy
– witness the situation in many Latin American economies today.
And never forget that commodity prices can fall and exhaustible resources can run out. Begin
preparing for that day today. Save a portion of the windfall. And invest the rest in an industrial
policy 2.0, promoting sectors that have strong linkages with your natural resources. Critics will
say you are picking winners. Never mind. Nature (or God, if you are a believer) already picked
the winners for you.
0DNHFRPSHWLWLRQSROLF\VWULFWHUWRNHHS¿UPVIURPPLVEHKDYLQJ
Private businesses innovate and create prosperity not because they are generous and kind. They
do so because they can feel competitors breathing down their necks, threatening to take their
customers away. Innovation requires competition, but there is far too little competition in many
modern markets.
Making markets work for ordinary people and not for a privileged few requires a competition
SROLF\ZLWKWHHWK±ZLWK¿QHVODUJHHQRXJKWRVHUYHDVDGHWHUUHQWDQGZLWKSULVRQWHUPVIRUWKH
worst offenders. Modern progressives can be pro-market without being pro-business.
11. Reform executive pay – the clever way.
Sky-high executive salaries can give rise to popular indignation and lower social morale. That is
why compensation is an easy political target – perhaps too easy.
The problem is not limited to the large sums involved. After all, no one complains when football
heroes or movie stars make very big money. The indignation comes from comparing how much
¿QDQFLDOH[HFXWLYHVZHUHSDLGDQGKRZPXFKWURXEOHWKH\FDXVHG3XWGLIIHUHQWO\WKHSUREOHP
arises because bankers´ pay created incentives for them to take on too much risk – and that risk
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ended up being borne by ordinary taxpayers.
So reform should focus not on the amounts themselves but on the bad incentives they can
imply. Bonuses at the very least should carry claw-back clauses: if a supposedly brilliant
LQYHVWPHQWODWHUWXUQVVRXUWKHQWKH¿QDQFLHULVUHYHDOHGWRKDYHDGGHGQRYDOXH$Q\VSHFLDO
rewards he or she received should be returned.
12. Reform the state – neither the right nor the old left will do it.
For progressives, democratic politics is the way to build a better society and the state is a key
LQVWUXPHQWLQWKLVWDVN%XWVWDWHVDUHQRWLQWRSVKDSH2YHUVWDI¿QJLQHI¿FLHQF\DQGULJLGLW\
affect states everywhere. All too often, public services are not what citizens deserve. But the
solution is not the comprehensive cut-to-the-bone that the right advocates. To reform the state,
\RX¿UVWKDYHWREHOLHYHLQWKHVWDWH:HQHHGDVWURQJHUVWDWHEXWDOVRDPRUHDJLOHVWDWH,WLV
not size, but motion, that matters.
7KHSUREOHPLVWKDWUHIRUPLQJWKHVWDWHLVSROLWLFDOO\GLI¿FXOW,QFXPEHQWVZKRKDYHGRQHWKLQJV
one way for decades refuse to do things differently now. Public sector unions are sceptical of
reform, if not decidedly hostile. As a result, politicians of the right and the old left alike tend to
change little, to do it slowly, and to focus more on cosmetics than on substance.
Progressives can do better than that. There is nothing more progressive than providing quality
public services. There is nothing more forward-looking than to reinvent government. When you
do it you will be criticised by conservatives and by the old left. Never mind. It is a sign you are
moving in the right direction.
13. Get to know your voters – if you don’t, someone else will.
Beginning in the 19th century, the left represented the underprivileged in their struggle against
the privileged. The men and women of the left were those who suffered poverty and oppression
LQWKHÀHVK
Things are dramatically different in the 21st century. In the rich world, the material needs that
motivated class-based voting have mutated. In the emerging world, material and post-material
concerns overlap in ever-changing and surprising ways.
Ethical voting is on the rise everywhere. New causes – the environment, gender equality,
transparency and accountability in government – are now near the core of the centre-left
agenda. Today progressives must lead by example. The raison d’état is being supplanted by
citizens’ common sense.
Get to know your voters. Understand that for them, good policies are not enough if they are not
transparently applied. Increasing social spending is not enough if the politicians doing the
spending and getting the credit are always the same ones – and are invariably men. Making the
economy grow is not enough if it is at the expense of the environment. Today’s voters want good
government from politicians whom they pay to govern well. If you do not get this, your voters
will go shopping elsewhere.
14. Populism has changed – now it’s even more populist.
Populism is an old adversary of progressive politics. But the adversary is changing. When
SRSXOLVWVZHUHDFDULFDWXUHRIWKHPVHOYHVLVVXLQJFUD]\SURPLVHVLQÀRZHU\ODQJXDJHIURPWKH
proverbial balcony, it was easier to face them down. Today’s populists are more subtle and
sophisticated – and therefore more dangerous.
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The old populism has been replaced by poll-driven populism. No politician can afford to ignore
surveys of public opinion. But it is one thing to look at survey data and another to govern by
SHRSOHPHWHU 3URJUHVVLYHV EXLOG SROLWLFDO FDSLWDO WR LQYHVW LW RQ GLI¿FXOW UHIRUPV SRSXOLVWV
accumulate political capital to get even more political capital, to be used for making sure that
they or their friends will govern.
The new populism is just as prone to demagoguery as the old one. The new populism does not
attempt structural transformations, it relies on handouts rather than on social reforms, and it
is not shy about manipulating voters´ fears. Progressives, by contrast, should come clean and
VD\ SURJUHVV FRPHV VORZO\ DQG LW UHTXLUHV VDFUL¿FHV IURP DOO 'R QRW ZRUU\ DERXW WKH
consequences of such words. Voters can take the truth. They are grownups. They appreciate
being treated as such.
15. Beware of conservatives – both on the right and left.
&RQVHUYDWLYHVEHOLHYHWKDWWKLQJVDUH¿QHWKHZD\WKH\DUHDQGVKRXOGVWD\WKDWZD\3URJUHVVLYHV
E\FRQWUDVWEHOLHYHWKLQJVFDQDQGVKRXOGEHEHWWHU3URJUHVVLYHV¿JKWIRUFLYLOULJKWVEHFDXVH
ZLWKRXWIUHHGRPWKHUHFDQQRWEHSURJUHVV$QGSURJUHVVLYHV¿JKWIRUHTXDOLW\RIRSSRUWXQLW\
because without food, shelter and education freedom can be illusory.
But while most conservatives are on the right, there are also many conservatives on the left.
What these conservatives have in common is paternalism – the belief that they alone know
what is good for citizens. Modern paternalists want to tell citizens what they should read, eat,
drink and with whom they should share a bed.
The 21st is the century of empowered citizens. The last thing they want is to be told is what to
do. If modern social democrats fall prey to the conservative politics of paternalism, upset
citizens will extract their revenge at the voting booth.
$QGUpV9HODVFRLVSURIHVVRURILQWHUQDWLRQDO¿QDQFHDQGGHYHORSPHQWDW+DUYDUG8QLYHUVLW\
DQGDIRUPHU&KLOHDQPLQLVWHURI¿QDQFH
Francisco Díaz was chief speech writer and policy advisor to the former President of Chile,
Michelle Bachelet
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Resisting globalisation
is a losing strategy
Robert J. Shapiro

For nearly a generation, none of the large, advanced capitalist economies have been able to both
deliver growth and promote social justice at the same time. The United States produced
JHQHUDOO\VWURQJJURZWKIURPWKHHDUO\VXQWLOWKH¿QDQFLDOPHOWGRZQEXWYLUWXDOO\DOORI
the economic gains in that period were captured by the highly trained professionals and
managers at the top of the skills ladder and by the wealthiest 1%, who hold about 45% of
$PHULFD¶V¿QDQFLDODVVHWV,QHTXDOLWLHVRIZHDOWKDUHOHVVGUDVWLFLQWKHPDMRU:HVWHUQ(XURSHDQ
economies. But the annual growth rate of the German, French and British economies averaged
between 20 and 35% lower than that of the US economy over this period; and the incomes of
moderate and middle-income Western European households largely stagnated, much as they
did in the United States.
On both sides of the Atlantic, the challenges to fairness and growth come mainly from the
signature economic developments of the time: the spread of contemporary globalisation and
the economic impact of information and communications technologies. Reforms to restore the
capacity of market-based economies to deliver fairness with growth have to address how these
two developments are reshaping our economic lives.
1. The hallmark of contemporary globalisation is the large waves of foreign direct
investments in developing nations by multinationals in advanced countries. Unlike
foreign investments in earlier times, foreign direct investments (FDI) now involve huge transfers
of the world’s most advanced technologies, business methods and entire business enterprises
to developing economies. Through this FDI, companies can deconstruct and redistribute their
production and assembly operations across nations and markets in order to take advantage of
WKHHI¿FLHQFLHVUHVRXUFHVDQGGRPHVWLFPDUNHWVRIHDFKFRXQWU\$QGPXFKRIWKLV)',QRZ
ÀRZVWRGHYHORSLQJFRXQWULHVZKLFKFUHDWHDQHQYLURQPHQWDWWUDFWLYHWRPXOWLQDWLRQDOVWKURXJK
large-scale public investments in their education, infrastructure and public health systems.
This process has produced the most rapid gains in output, productivity and incomes on record,
in countries as disparate as China, Hungary and Brazil.
+RZHYHUWKHSURFHVVRIFRQWHPSRUDU\JOREDOLVDWLRQFDUULHVVRPHVLJQL¿FDQW
costs for advanced economies. The United States and Europe continue to host
manufacturing to serve their own markets and produce the most high-end components for
worldwide manufacturing. But most production and assembly has moved to developing nations
DQGZLOOQHYHUUHWXUQ7KHHI¿FLHQFLHVRIWKHVHJOREDOVXSSO\DQGSURGXFWLRQQHWZRUNVKDYHFRVW
DGYDQFHG HFRQRPLHV PXFK RI WKHLU PDQXIDFWXULQJ EDVH LQFOXGLQJ WKRXVDQGV RI ¿UPV WKDW
produce goods and services used by manufacturers. They have also created a new international
division of labour, in which the United States and other advanced countries have, or soon will,
become predominantly idea-based economies. Since 1995, US companies have invested more
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in intellectual property and other intangible assets than in physical assets; and two thirds of the
current value of US public companies can be traced to those intangibles. This shift drives up the
incomes of those who create ideas or operate well in workplaces dense with the technologies
that organise, analyse and transmit ideas – mainly professionals and managers – and drives
down the market value of everyone else’s labour.
3. Globalisation squeezes average incomes in advanced economies in another
way. The creation of thousands of new businesses in lower-cost countries, and of tens of
WKRXVDQGV RI QHZ PRUH LQWHUQHWHQDEOHG HQWHUSULVHV LQ DGYDQFHG FRXQWULHV KDV LQWHQVL¿HG
competition. With greater competition, companies have less ability to raise their prices. The
SRVLWLYHHIIHFWKDVEHHQQHDUO\DJHQHUDWLRQRIKLVWRULFDOO\ORZLQÀDWLRQDQGLQWHUHVWUDWHV7KH
negative impact comes when companies that cannot raise their prices have to swallow the rising
costs of energy or healthcare, for example, or payroll taxes. This squeeze forces them to cut
other costs, starting with cuts to jobs and wages.
4. The big European nations sometimes try to resist globalisation, but that is a
losing strategy. Less than 10% of the total stock of foreign direct investments made by
Western European companies is located today in developing countries, compared to 30% of the
)',VWRFNRIODUJH86¿UPV7KHUHVXOWKDVEHHQORZHUHI¿FLHQF\DQGVKULQNLQJJOREDOPDUNHW
shares. Not only has the United States experienced stronger growth. In addition, the world
PDUNHWVKDUHRI(XURSHEDVHGKLJKWHFK¿UPVIHOOIURPQHDUO\LQWRDERXWLQ
2006, while the market share of US-based high-tech companies jumped from 24 to 41%.
Remaining aloof from globalisation has not preserved European incomes: per capita incomes
in Germany, France and Britain today average more than 30% less than in the United States.
7KHPRVWSRZHUIXOUHVSRQVHVVWDUWZLWKJURZWK±DQGVSHFL¿FDOO\ZLWKJUHDWHU
public and private investments to enhance the comparative advantages of
advanced countries as idea-based economies. This means more government support
for basic research and development and stronger incentives for private research and
development. It also means new efforts to reduce barriers to creating new businesses, for
H[DPSOHE\SURYLGLQJJUHDWHUDFFHVVWR¿QDQFLQJDQGUHGXFLQJUHGWDSH<RXQJEXVLQHVVHVDUH
not only the main source of new jobs in advanced economies; they also account for a large share
of technological and organisational innovations. When they succeed, that produces strong
pressures on established businesses to adopt those innovations, raising productivity and
incomes beyond the original innovators.
6. To ensure that these gains are shared more fairly, the advanced economies
have to make major changes to their education and training systems. Access to
higher education should be every young person’s right, so that anyone can build the skills
needed to work productively in modern, technologically-based enterprises. Governments also
have to help ease some of the cost pressures on businesses that are under intense competition,
so more of their gains can translate into jobs and wages. This will mainly entail more serious
efforts to slow increases in healthcare costs, for example through results-based reimbursements.
The fast-rising costs of new treatments, along with the rapid ageing of the populations in all of
the advanced countries, drive up these costs for employers – directly in the United States and
indirectly everywhere through the taxes required to support healthcare. Ageing is also beginning
to shrink the workforces of many countries, or at least slow their natural growth. To maintain
workforce growth and the revenues based on it, advanced countries should prepare themselves
for higher immigration.
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7. The last generation’s advances in information and communications technologies
play a major role in all of these developments. They accelerate globalisation by providing
an infrastructure to manage worldwide production and assembly networks. Through new
software, they are creating new ways to deconstruct large-scale business services and distribute
their parts across many countries, much like manufacturing a generation ago. Advances in ICT
are also critical to innovation in many other areas, from biotechnology to internet-based goods
and services. And broadband internet is vastly expanding global markets for the intangible
goods and services which are now the hallmark of advanced economies. ICT’s role in growth,
therefore, is clear.
8. Much like globalisation, governments need new approaches to ensure that the
gains from the impact of information and communications technologies across
the advanced economies can be shared more broadly. First, broadband infrastructure
should reach every business and every household. Next, governments should deliberately
expand opportunities to form new ICT-based businesses, again by lowering barriers based on
DFFHVVWR¿QDQFLQJDQGEXUHDXFUDWLFUHGWDSH7KHIRUPDWLRQRIQHZ,&7EDVHGHQWHUSULVHVZLOO
not only directly create more jobs; it will also increase incentives for workers to gain the skills
needed to win those jobs. To give them the opportunities to do so, governments can provide
grants to local educational institutions to offer all adults free training in computer and internet
business skills.
9. Government should begin to address directly the increasing inequalities of
wealth.,QWKH8QLWHG6WDWHVRIWKHYDOXHRIDOO¿QDQFLDODVVHWVLVKHOGWRGD\E\MXVW
of Americans, and the top 1% hold over 40% of those assets. The wealth distribution is less
skewed in the major European economies, but to only a modest degree. The hallmark of fairer
growth should be greater opportunities to share in the wealth created in the world’s most
advanced, idea-based economies. Creating the conditions for stronger job creation and wage
JDLQVDVGHVFULEHGDERYHZLOOKHOS%XWLWZLOOQRWEHVXI¿FLHQWIRUUHDOIDLUQHVV2YHUWKHQH[W
generation, European and American companies can be asked to set aside 5% of their ownership
in a pool for their employees. These ownership stakes could be distributed as pension assets
through contributions of stock to private retirement accounts, for example, or grants of stock of
the kind that executives claim regularly. In this way, governments can reduce the pressures on
state retirement systems and help spread the wealth in the world’s most advanced economies.
Robert J. Shapiro is director of the Globalization Initiative at NDN in Washington DC and a
former economic adviser to Bill Clinton
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MEMO

+RZWRIXO¿OWKHSURPLVH
of opportunity for all
Isabel V. Sawhill

Centre-left governments face a number of critical domestic challenges. This memo is written
primarily from a US perspective and with a recognition that the problems differ from country
to country. Indeed, in some areas the United States has a lot to learn from our friends in other
advanced countries. In other areas, the problems are not necessarily so dissimilar, but the US
political system seems almost uniquely hampered in its ability to deal with them effectively. A
number of policy priorities are outlined in this memo, which are aimed at advancing the
IROORZLQJWKUHHJRDOV¿UVWMREFUHDWLRQDQGHFRQRPLFJURZWKVHFRQGORQJWHUP¿VFDOVWDELOLW\
and third, creating an opportunity society in which more people have a chance to join the middle
class. These issues overlap. Growth promotes opportunity (although not necessarily broadly
VKDUHGRSSRUWXQLW\ WRRPXFK¿VFDOFRQVWUDLQWGHVWUR\VMREV EXWQRWLIZHJHWWKHWLPLQJULJKW 
some policies serve multiple objectives (for example, education aids both growth and
opportunity).
1. We face high levels of joblessness as a result of the recent economic crisis.
Equally important is the sense that those jobs are not going to come back due to global
competition and the pace of automation. What will take their place and sustain a middle class
OLIHVW\OHUHPDLQVKLJKO\XQFHUWDLQ$WWKHFXUUHQWWLPHWKHUHLVDQHHGIRU¿VFDOVWLPXOXVRURWKHU
measures to deal with current unemployment.
2. Even among those who are employed, families are struggling to get ahead in the
face of stagnant wages. Even before the recession, young men in their thirties were earning
no more than their fathers’ generation did at the same age in the United States. Women’s wages
are still lower than those of comparably situated men, but they have made impressive earnings
gains as their education and experience have expanded. Their widespread entry into the labour
market has been the primary reason that middle-class incomes have not fallen over the last few
decades. This trend has placed great pressures on family life, especially in the United States,
where there is little social support for working mothers. Single parents and families dependent
on two earners cannot survive without adequate substitute care for their children and time off
when needed. We need more subsidised childcare, more paid leave and other policies that can
help families to balance work and family life.
3. Education and healthcare systems need to be modernised. Both are high-cost, lowproductivity enterprises that have not kept pace with other sectors in terms of innovation and
change (for example, the use of technology, performance-based compensation, heavier reliance
on evidence about what works). We should catalyse innovation in the delivery of both healthcare
and education to reduce costs and improve quality. In both sectors it will take experimentation
and efforts to make government funding conditional on innovation and performance. For
example, teacher tenure and compensation should be based on classroom performance, and
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compensation for healthcare providers should be based on the effectiveness of the treatments
and drugs prescribed.
4. Infrastructure, whether in the form of highways, broadband or high-speed rail,
needs to be improved and new investments need to be made in science. In the
United States, there is interest in turning over decision-making for such investments to an
independent body or bodies to lessen political pressures on the process. There is also interest in
involving the private sector through loans and loan guarantees. With these reforms in place,
giving priority to investments in education, infrastructure, science and access to healthcare
make tremendous sense. The size of government is less important than its effectiveness and
especially its ability to spur growth. Leaders need to argue for “smart” or “pro-growth”
government, not more government. Greater decentralisation of government functions may be
SDUWRISURGXFLQJJUHDWHUHI¿FLHQF\DQGHIIHFWLYHQHVVHVSHFLDOO\LQODUJHGLYHUVHQDWLRQVVXFK
as the United States.
5. Over time, greater productivity from these investments in education, health,
infrastructure and innovation will allow wages to rise and the prices of everyday
products to fall. Global competition, despite its obvious downsides, will help to spur
innovation. Better systems for training and retraining workers (while giving them some support
LQWKHLQWHULP DUHEDGO\QHHGHG7UDGHLVEHQH¿FLDOWRDVRFLHW\RQEDODQFHEXWSROLFLHVWRKHOS
those who are the victims of economic change have not worked well thus far.
6. Ageing populations, combined with major medical advances, have improved
the quality and length of life, but have also led to excessive government spending
on healthcare and retirement. Current government obligations for these items are not
sustainable or affordable without ever-increasing tax rates. In the United States, federal
healthcare and retirement expenses currently absorb over 70% of all revenues. While revenues
can and should be increased, this cannot be the entire solution. We need to reallocate resources
IURPWKHPRUHDIÀXHQWHOGHUO\WRWKHOHVVDIÀXHQW\RXQJ7KLVFDQEHGRQHJUDGXDOO\DQGLQD
ZD\WKDWSUHVHUYHVFXUUHQWEHQH¿WVIRUWKRVHZKRDUHUHWLUHGRUDERXWWRUHWLUHEXWVORZVWKH
JURZWKRIEHQH¿WVIRUIXWXUHJHQHUDWLRQVZKLOHLQYHVWLQJPRUHLQWKHPZKHQWKH\DUH\RXQJ
Any society that invests in its old at the expense of its young does not have much of a future. By
reforming these programmes now we can ensure that they will be there for future generations.
:HPXVWUDGLFDOO\VLPSOLI\WKHWD[V\VWHPWRPDNHLWIDLUHUPRUHHI¿FLHQWDQG
OHVVWLOWHGWRZDUGVVSHFLDOLQWHUHVWVDQGWKHPRUHDIÀXHQW We can reap additional
revenues in the process. Eliminating just half of all tax expenditures in the United States would
SURGXFHDERXWWULOOLRQRYHUDGHFDGHDQGDORQJZLWKWKHH[SLUDWLRQRIWKHVRFDOOHG%XVKWD[
FXWVZKLFKZRXOG\LHOGDQRWKHUWULOOLRQFRXOGSOXJPRVWRIWKHGH¿FLWKROHIRUWKHFRPLQJ
decade (but not beyond this point when the costs of paying for the baby boomers’ retirement
loom large). To increase mobility and opportunity, and thus social justice, we should also
increase taxes on large inheritances and on accumulated wealth, not earned income (except at
the highest levels). We should dedicate any new taxes to high-priority public investments in
education and healthcare so that the public know what they are getting for their money.
Although disliked by economic purists, earmarked taxes have far more staying power than
general revenues.
8. Inequality has increased to levels not seen in almost a century, with both income
and wealth heavily concentrated at the very top. This is raising concerns that not just
economic but also political power is increasingly skewed to favour the very rich and to favour
WKHVRXUFHVRIWKHLUZHDOWKVXFKDV¿QDQFHDQGHQHUJ\%HORZWKHWRSLQFRPHUDQNVWKHNLQGRI
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broad-based prosperity that was the hallmark of mid-twentieth century America has
disappeared. These growing income gaps have many causes but the most important are the
failure of the supply of educated workers to keep pace with demand, changes in family structure
and changes in pay practices and norms.
9. Polls in the United States show unequivocally that the theme of opportunity
resonates more with the public than the problem of poverty or inequality. Yet, as a
result of inequality and demographic trends, we are headed towards divided societies in which
on the one hand there is an elite that is well educated and well paid and forms intact families in
which children are provided good opportunities from an early age, and on the other a rapidly
growing group of less-educated young adults who are adrift. The latter group is not just
ÀRXQGHULQJLQWKHODERXUPDUNHWWKH\DUHDOVRQRWIRUPLQJVWURQJIDPLOLHV,QWKH8QLWHG6WDWHV
half of all children born to women under the age of 30 spend their early years either in singleparent homes or in very unstable family environments. Meanwhile, Brookings Institution
research shows that those who graduate from high school (or better), who work full time and
who delay having children until they are married are almost guaranteed to escape poverty. A
college education is the ticket to success in the United States but it should not be the only
option. More emphasis on technical education at the secondary and post-secondary level, as
well as more opportunities for young people to get on-the-job training and experience in new or
XQGHUUHVRXUFHG¿HOGVFRXOGHQKDQFHMRESURVSHFWVSURGXFWLYLW\DQGHDUQLQJVIRUWKHPDQ\
youth who either do not go to college or drop out before they graduate.
$QRSSRUWXQLW\H[LVWVWRXVHWKH¿VFDOFULVLVWRUHVWUXFWXUHVRFLDODVVLVWDQFH
It should be tied to personal responsibility (for example through welfare for work) and provide
PRUHÀH[LELOLW\WRORFDOJRYHUQPHQWV IRUH[DPSOHWKURXJKEORFNJUDQWV *RYHUQPHQWVKRXOG
only assist those who are helping themselves or those who are truly incapacitated. It should
provide jobs and wage supplements to the poor, not unconditional assistance. At the same time,
it is important to recognise that many of those who are disabled or long-term unemployed want
to work and should be given an opportunity to do so, through subsidised private or public sector
jobs if necessary, but on a temporary basis. That said, there is only so much restructuring and
reform that can be done and there are political and economic limits to raising revenues. As
DUJXHG DERYH JUDGXDOO\ UHDOORFDWLQJ UHVRXUFHV IURP PRUH DIÀXHQW VHQLRUV WR OHVV DIÀXHQW
working-age families and their children has to be part of the solution as well. The emerging
consensus in the United States is that investments in high-quality early education and parenting
programmes are the most cost-effective way to provide greater opportunity for the less
advantaged.
Isabel V. Sawhill is a senior fellow at the Brookings Institution
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MEMO

Don’t drop the social investment
strategy but give it more bite
Frank Vandenbroucke

Social democrats are grappling with the question of whether it is possible to restore the state’s
FDSDFLW\WRWUDQVIRUPVRFLHW\DQGJHQHUDWHKLJKHUOHYHOVRISXEOLFJRRGVLQWKHFXUUHQW¿VFDO
FOLPDWH7KHDQVZHUWRWKLVTXHVWLRQLVDTXDOL¿HG³\HVZHFDQ´&HQWUHOHIWSDUWLHVFDQWUDQVIRUP
VRFLHW\LQWKHORQJWHUPLIWKHDSSURDFKDGRSWHGVDWLV¿HVDQXPEHURILPSRUWDQWFRQGLWLRQV
1. Transforming society is possible if the state’s intervention is strategic. It must be
IRFXVHGVXVWDLQHGRYHUDVXI¿FLHQWO\ORQJWLPHVSDQDQGH[SOLFLWO\JHDUHGWRZDUGVDFKLHYLQJ
long-term public goals. The politics of progress is the politics of the long term: in societies
dominated by distrust in politics, and hence by short-termism and political instability,
safeguarding the long term constitutes social democracy’s principal challenge.
2. It must be recognised that “the state” is a multi-layered reality. In Europe, state
power is wielded by national governments, regional governments and the European Union.
Our capacity to deploy strategic policies in this part of the world will depend on our capacity to
sustain strategic interaction between the European Union, national governments and regions.
Social democrats will have to come to terms with the role of the European Union and overcome
national and/or regional resentment towards supranational co-operation.
3. The idea of “social investment” is a long-term strategy par excellence. The social
investment perspective, embraced by the centre-left in the 1990s, was developed with the dual
ambition of modernising the welfare state to better address new social risks and the needs
VWUXFWXUHRIFRQWHPSRUDU\VRFLHWLHVDQGWRHQVXUHLWV¿QDQFLDODQGSROLWLFDOVXVWDLQDELOLW\DQG
sustaining post-industrial economic dynamics. The focus was on public policies that prepare
individuals, families and societies to adapt to various transformations, such as changing career
patterns and working conditions, the development of new social risks and population ageing,
instead of simply generating responses to repair damage. By addressing problems in their
infancy, the social investment paradigm aims to reduce not only human suffering, but also
government debt and ecological degradation.
4. The fundamental societal trends that necessitated a social investment
perspective are as relevant and important today as they were 10 years ago.
However, we need a new social investment approach. There are three reasons for this.
)LUVWVRFLDOLQYHVWPHQWLVDVXSSO\VLGHDSSURDFKDQGDVVXFKLVLQFRPSOHWHWKH¿QDQFLDOFULVLV
SURYHGWKDWZHDOVRQHHG¿QDQFLDOUHJXODWLRQDQGVWUDWHJLFPDFURHFRQRPLFJRYHUQDQFH VHH
point 5 below). Second, social investment has to be a consistent package (see point 6 below).
Third, social investment must not be perceived as an elitist project (see point 7 below).
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7KHUHLVDUHDOGDQJHUWKDWVRFLDOLQYHVWPHQWLVOHIWRUSKDQHGE\WKH¿QDQFLDO
crisis and its consequences. Budgetary discipline will be an inevitable and hard reality but
social investment must not fall victim to austerity. On the contrary, social investment priorities
must be embedded in the budgetary and macroeconomic policies we pursue. Short-term
macroeconomic and budgetary policy should serve long-term social investment goals. In an age
of austerity, the quality of public spending will be crucial.
For that reason, the current debate in the European Union on new macroeconomic and
budgetary surveillance is critical: macroeconomic and budgetary surveillance should serve the
social investment aims that were, at least in principle, adopted in the EU2020 strategy.
Reconciling macroeconomic and budgetary surveillance with the social investment imperative
necessitates a new EU social investment pact, which must have as much bite and political clout
as the so-called “Europact”.
6. Has the social investment paradigm delivered the goods so far? Is it really
socially inclusive? Employment rates have been increasing in Europe, but the proportion of
children and working-age adults living in jobless households (households for which the poverty
risk is much higher than the average) remained stable. This signals a crucial failure in the
implementation of the social investment paradigm. Poverty did not decrease. Policymakers
who promoted social investment should examine this question seriously.
In the long term, the outcome of social investment strategies can be positive if structural
unemployment and the proportion of work-poor households decrease, and if available resources
are invested in quality childcare and education, in increasing net incomes for families with lowSDLGMREVDQGLQLPSURYLQJFDUH DQGZKHUHQHFHVVDU\DOVRSHQVLRQEHQH¿WV IRUWKHHOGHUO\
Although the jury is still out, we can identify a number of preconditions for a social investment
strategy to be successful with regard to social inclusion.
First, equality seems to be both a precondition for a successful social investment welfare state
and one of the important outcomes of social investment policies. We know that egalitarian
societies are more successful in implementing social investment policies. If it is a precondition
it urges us to remember the merits of traditional social protection and anti-poverty programmes,
and suggests that reduction of income inequality should remain high on the social investment
agenda. Hence we need a balanced approach, with an investment strategy and a protection
strategy as complementary pillars of an active welfare state. Otherwise it will be impossible to
turn vicious inter-generational circles of disadvantage into virtuous circles of inclusion and
emancipation.
Second, in order for social investment to be a driver in virtuous circles of inclusion, the
investment function itself should be egalitarian. Rather than exacerbating background
inequalities, the impact of childcare and education should be to reduce inequality in society.
Social services should be genuinely capacitating. Hence the quality of social services is part and
parcel of the social investment strategy. Only high-quality childcare produces a long-term
impact on children’s capacities and successes and on reducing social inequalities. Quality
childcare is essential in making a difference and attaining the goals of the social investment
perspective. Equally, active labour market policies can be seen as elements of social investment
only if conceived of as an instrument of social promotion. Activation services of poor quality
produce poor results. Education reform, too, with a view to enhancing real equality of
opportunity, should be on the agenda in many countries.
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Third, creating virtuous circles of inclusion and emancipation presupposes that policies are
VXI¿FLHQWO\DPELWLRXVDQGPXWXDOO\FRQVLVWHQW7KHVRFLDOLQYHVWPHQWSHUVSHFWLYHLVDSDFNDJH
and partial implementation may at best deliver a partial success.
Fourth, although the social investment paradigm has not “crowded out” traditional welfare
programmes over the last two decades, a social investment strategy is not a cheap option that
allows substantial budgetary savings. Simultaneously responding to rising needs in healthcare
DQGSHQVLRQVDQGLPSOHPHQWLQJDVXFFHVVIXOWUDQVLWLRQWRZDUGVIXOO\ÀHGJHGVRFLDOLQYHVWPHQW
strategies will require additional resources. The erosion of the tax base and the imperative of
budgetary austerity in the wake of the economic crisis of 2008-2010 is a dangerous threat to the
social investment strategy. Budgetary discipline must not destroy the social investment
perspective: additional tax revenues may be a necessity to overcome the current crisis without
destroying social investment. Simultaneously, and for the same reason, we will have to convince
public opinion that the budgetary cost of ageing must be contained in order to retain leeway for
investment in youth. Working longer (and reforming labour markets) is imperative. Moreover,
JLYHQWKHVFDUFLW\RIUHVRXUFHVHI¿FLHQF\LVSDUDPRXQW,QWHOOLJHQWVHOHFWLYLW\DQGWDUJHWLQJRI
policies will often be necessary, in the areas of both protection and investment.
In short, social investment must be seen as a package. It is a package of reform, not of the
status-quo. It is not a cheap option, nor an easy option. Therefore, social investment is a
demanding strategy with regard to public support and trust. Trust is a key factor for its political
sustainability.
7. The social investment imperative must be embedded in an attractive concept of
social progress. Formulating a new concept of social progress is vital for social democrats,
\HW DOVR D GLI¿FXOW WDVN 5KHWRULFDO WULFNV ZLOO QRW VXI¿FH :H QHHG D VXEVWDQWLYH FRQFHSW RI
progress that is sustainable in a dual sense: it must be ecologically sustainable and it must also
be credible in the long term, that is to say, we must be able to deliver on it. Big promises will not
convince a fortiori if they have a purely material content (for example big promises about
increasing purchasing power).
The social investment strategy as it was often presented was a liability rather than an asset in
this respect. It was associated with a one-sided, and therefore erroneous, understanding of the
evolution to the knowledge society. As a matter of fact, jobs we consider as low-skilled or
medium-skilled will remain very important in our societies, including notably jobs that
encompass important non-routine tasks such as care, but also domestic cleaning, hair-cutting
and so on. The non-routine competencies for these jobs require quality training. Rather than
FRQÀDWLQJSURJUHVVZLWKWKHQRWLRQRIDKLJKVNLOOHGVRFLHW\ZHVKRXOGVD\WKDWSURJUHVVFDOOV
for a well-skilled society. Everybody should aspire and everybody has the right to be well
skilled.
8. Successful reform requires strong and credible leadership and the restoration
of trust. 2XUGLVFRXUVHVKRXOGQRWVK\DZD\IURPWKHGLI¿FXOWLHVDKHDGQRUIURPWKHSHUVRQDO
responsibility of each citizen, upon which social solidarity is based. Here is one important
caveat. In the past I often argued for a responsibility-sensitive conception of equality. Invoking
responsibility must signal, simultaneously, two normative ideas: personal accountability for
personal choice and a sense of social commitment in economic behaviour. The egalitarian
perspective that is the essence of social democracy requires both. This twofold ethos has to
shape our society’s institutions and the way individuals behave within those institutions. It calls
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upon the rich and the powerful as much as it calls upon the poor and the powerless. Social
democrats must make that very clear, for instance in discussions about top incomes and
bonuses, and they also must themselves behave accordingly. In order to regain the trust of
“normal people”, the economic, social and political elites will have to deliver on moderation and
responsibility.
Frank Vandenbroucke is an Sp.a member of the Belgian Senate
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End the self-destructive reliance
on the state
Marc Stears

The limits to the power of the unreformed state have always been more extensive than we have
DGPLWWHG7KLVLVWUXHLQUHODWLRQWRWKHOLPLWLQJIDFWRUVRIJOREDOLVDWLRQDQG¿VFDOUHVWUDLQW%XWLW
is equally evident in the state’s frequent inability to respond to local particularities in need and
desire; its reluctance to grant a democratic voice to the workforces of major industries or the
recipients of major public services; and its unwillingness to open up its own decision-making
procedures. The effects of all of these have been directly experienced by people in their everyday
lives across Europe. They have played a frequent part in our electoral defeats. Yet they have been
worrying overlooked by the major parties of the left.
1. The key question that faces us today should not just be about the capacity of the
state. It should be about the left’s reluctance to embrace the need for far-reaching
democratic reform. In Britain there have been many historic efforts on the left to democratically
UHIRUPWKHFHQWUDOLVHGEXUHDXFUDWLFVWDWH,QWKH¿UVWWZRGHFDGHVRIWKHWZHQWLHWKFHQWXU\JXLOG
socialists insisted that a truly socialist society would require democratisation and decentralisation,
rather than the expansion of central bureaucratic power. In the 1950s and early 1960s, the new
left denounced the distanced, mechanical and elitist politics of post-war social democracy and
sought to construct participatory alternatives. And in the late 1990s, in a very different vein, Tony
Blair and colleagues attempted to dislodge the established orthodoxies of the British Labour party
and instead to ally the party to what they saw as the raw energies of market and society.
Yet every one of these efforts failed. At each historical moment, the democratisers and decentralisers
had a brief moment of success, with policy and programme shifting a little temporarily, but
ultimately returned to a state-centric social democracy. The government of Gordon Brown is the
latest, and one of the most dramatic, versions of this repeated story. Swept to power alongside
Blair’s self-described “modernisers” in 1997, Brown left Downing Street in 2010 having overseen
Labour’s almost total reversion to type. The Labour party that fought the general election under
Brown was a party whose appeal lay almost entirely in its ability to protect vital social programmes
and as a result was dependent for its electoral support almost entirely on public sector workers
and on those who extensively relied on those public services. The additional, reforming zeal that
has characterised the Labour party in its best historic moments was almost entirely absent, and it
is unsurprising that electoral success proved elusive.
2. Social democrats have assigned too much priority to the ends rather than the
means of change. Since the end of the Second World War, European social democratic and
/DERXUSDUWLHVKDYHSULGHGWKHPVHOYHVRQWKHÀH[LELOLW\RIWKHLUWKLQNLQJZKHQLWFRPHVWRWKH
mechanisms of politics. Unlike their communist or free-market rivals, with their unshakeable
commitments to particular approaches to political change – based in state or market, revolutionary
vanguard or entrepreneurial bourgeoisie – the mainstream left has continually emphasised its
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openness. What matters, it has insisted, are the aims of politics and not its processes. The left has
thus exerted far greater intellectual energy in discovering the true meaning of equality, identifying
the right metrics of social justice and stipulating the proper balance between individual rights and
social responsibilities than it has in considering the right way to bring these goals about.
Paradoxically, however, this unwillingness to engage with the mechanisms of politics has not
resulted in a diversity of actual approaches. Instead, it is this reluctance that has always led the left
ineluctably back to the unreformed state. This is for one simple reason. There has been a consistent,
even if generally implicit, understanding that the centralised state is the best agent to advance the
left’s agenda; an understanding which has been left untouched by the reluctance to think about
means as well as ends. The arguments are familiar and powerful: equality demands a
standardisation of experience that only the state can ensure; social justice requires a redistribution
of material resources that only the state can effect; the balance between rights and responsibilities
requires a neutral arbiter between different social interests of the sort that only the state can offer.
But the certainty with which these arguments are accepted often entails a failure to consider that
it is also crucial to consider the means by which these goals are pursued.
3. It is, then, precisely because the political means themselves are not considered
intrinsically important, and the goals are said to be everything, that the left is
reluctant to reform the state. Worse than that, it is because of this that the left exhibits this
WUDLWZLWKDVHOIFRQ¿GHQFHZKLFKRIWHQGHWHUVWKHEURDGHUSXEOLFIURPVXSSRUWLQJOHIWSROLWLFDO
parties. Such a tendency was abundantly evident in Britain during Gordon Brown’s period as
prime minister. Because the values that underlay government policy were unquestionably
appealing ones, Labour seemed entirely unable to understand that the British public resisted the
excessively undemocratic, state-directive, managerial mechanisms that were being used to pursue
them.
7KHFKDOOHQJHIDFLQJWKHOHIWQRZLVWR¿QGDZD\RXWRIWKLVUHFXUULQJORRSLQ
which its important principled priorities allow it to slip into an unattractive and
unsustainable reliance on an unreformed, bureaucratic state. It can begin to do so by
reminding itself that the means do matter in politics. Indeed, they often matter independently of
the ends that we set ourselves. The intellectual founder of European social democracy, Eduard
Bernstein, once argued that for social democrats “the movement is everything and the ends are
nothing”. It would be helpful to remind ourselves of what Bernstein meant here. He was calling
for a democratic politics within which people would be encouraged and enabled to come together
WKHPVHOYHVDQGH[HUWDUHDOLQÀXHQFHRQWKHGHFLVLRQVWKDWVKDSHGWKHLUOLYHV¿QGVROLGDULW\ZLWK
others, and build an associational and communal experience that would enrich their own lives.
This is the kind of left politics that places the mechanisms of political change right at the heart of
the issue. What matters most of all is enabling and encouraging a politics of the common good. In
such a politics, people are enabled to come together to face their own problems. It reminds us that
we cannot have equality, social justice and human rights simply provided for us by someone else.
Those crucial goals require us, the citizens, to be part of the process by which they are created. If
we remember that single, simple lesson then we will not only have new and interesting things to
say about political mechanisms, but we will also be reminded that the demands of democratic
reform are as important as a reassessment of the state’s capacity. If we do that, then our prospects
will improve once again.
Marc Stears is a fellow of politics at the University of Oxford and author of Demanding Democracy:
American Radicals in Search of a New Politics (Princeton, 2010)
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Building blocks for a new politics
of production
Roger Liddle

In the immediate aftermath of the 2008 crisis, it was right for progressives to concentrate on
classic Keynesian measures to avert depression on the scale of the 1930s; now, however, we
QHHG WR FRPELQH FUHGLEOH DGYRFDF\ RI VXVWDLQDEOH GH¿FLW UHGXFWLRQ ZLWK D QHZ SROLWLFV RI
production. This should be based on a broader and more challenging critique of our pre-crisis
SROLWLFDOHFRQRP\ZLWKWKHH[SOLFLWDLPRIÀHVKLQJRXWDQHZSURJUHVVLYH³YDULHW\RIFDSLWDOLVP´
which combines economic dynamism with new policies for inclusion and security in the labour
market.
We have argued for years that progressives must not succumb to protectionism. This is still
right in terms of both morality and self-interest. The dynamic of globalisation lifts millions
every year out of dire poverty. For all the huge problems of urbanisation, environmental
degradation and climate change that it brings in its wake, globalisation opens up possibilities
IRUKXPDQVHOIIXO¿OPHQWWKDWZHUHKLWKHUWRFORVHG$QGWKHPDLQWHQDQFHRIRSHQWUDGHLVWKH
most likely means of ensuring peace and stability in a world where the balance of power is
changing at breathtaking speed.
Yet the growing polarisation in developed societies between “winners” and “losers”, particularly
the declining position of the lower skilled, creates a new imperative for the left to develop a less
rose-tinted response to globalisation than the stance of the Third Way in the 1990s. Social
democrats have to come up with new answers to the challenge of socially inclusive growth. New
thinking is needed in three areas: a progressive approach to securing more balanced global
trade; a domestic political strategy that puts as much emphasis on developing dynamic new
sources of more evenly distributed growth as it does on redistributing the increasingly
inegalitarian proceeds of our existing growth model; and a new social democratic theory of
ZKDWPDNHV¿UPVLQQRYDWLYHDQGVXFFHVVIXOLQSODFHRIDGLVFUHGLWHGP\RSLDRQWKHPD[LPLVDWLRQ
of shareholder value.
$¿UVWVWHSLVPXFKGHHSHUWKLQNLQJDERXWRXUJOREDOWUDGHSROLF\ In Europe, this
is conducted exclusively on member states’ behalf by the European Union, which gives Europe
enormous trading clout. So far, however, we have used this clout – rightly in my view – to
advance our direct commercial interests through promoting wider market access for our goods
DQG VHUYLFHV 7KLV LV JRRG IRU GRPHVWLF JURZWK EXW SULPDULO\ EHQH¿WV WKH FRUSRUDWH HOLWH RI
highly skilled “winners” in our societies. If we want to do more to help the potential “losers”,
then, we must in addition press harder for emerging country adoption of our rules and values.
Three points are crucial:
 6WURQJHU GLDORJXH ZLWK HPHUJLQJ FRXQWULHV (drawing a distinction with the very
poorest) about how their manufacturing processes live up to minimum standards of decency in
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terms of health and safety, environmental protection, hours and minimum wage regulation. No
one can expect easy or quick results, but the existence of the International Labour Organisation
gives these issues a legitimacy which our pre-crisis mindset was too reluctant to build upon.
6KLIWLQJWKHGHEDWHZLWK&KLQD on macroeconomic imbalances in the G20 and IMF from
a sterile stand-off over exchange rate manipulation to the encouragement of surplus countries
to expand public expenditure, build their own welfare states and thereby stimulate domestic
consumption with lower need for savings. Countries like China have much to learn from
European social models’ experience and expertise in universal health, education and welfare.
5HFRJQLWLRQWKDWZHDUHWUDGLQJZLWKKXJHHFRQRPLFSRZHUVSXUVXLQJD³VWDWH
capitalist” model of economic development – most notably but not exclusively in the
case of China. Of course, there is nothing new about this – and it should not be used as an
argument for national protectionism in Europe and the United States or blanket opposition to
inward investment. Governments must, however, exercise discretionary judgment where
inward investment would de facto lead to foreign government control of key strategic industries.
The European Union needs to develop clear rules on these issues, otherwise member states, in
WKHIDFHRIDFXWHHFRQRPLFDQG¿QDQFLDOSUHVVXUHZLOOFRPSHWHDJDLQVWHDFKRWKHUWREHWKH
softest touch in detriment to the collective interest.
2. Progressives need a strategy to develop new sources of more evenly distributed
economic growth. While no one should argue for a return to the failures of the industrial
interventionism of the past, governments need to think strategically about how to develop the
key competitive strengths of their economies. Several issues need more thought:
 7KH QHHG IRU VPDUWHU JRYHUQPHQW It is self-evident that markets operate within a
framework of regulation which only governments can shape, which is especially relevant in the
provision of key aspects of modern competitive infrastructure such as digital access and highspeed rail. But how does government get this right? How can competitive public procurement
be planned and managed? How best can a forward view be taken of the skills and competences
an economy needs in the medium to long term, rather than leaving matters to the lottery of
individual and company choice? What regional policies work best?
0DNHLQYHVWPHQWLQVFLHQFHZRUNIRUWKHHFRQRP\ Markets left to themselves cannot
ensure that public support for research is concentrated on sensible strategic priorities, but how
does government best organise itself to do better? How can we succeed in securing wider and
PRUHFRPPHUFLDOO\VXFFHVVIXOH[SORLWDWLRQRIWKHGHYHORSHGZRUOG¶VUHPDUNDEOHVFLHQWL¿FDQG
technological base? How can Europe pool its presently inadequate R&D efforts to mutual
advantage?
 5HFRJQLWLRQ RI WKH QHZ ³FRPPDQGLQJ KHLJKWV´ We should not abandon high-tech
manufacturing to China and other emerging countries. But the sectors with the greatest global
potential also include universities, healthcare, creative and cultural industries. These are all
hugely dependent on good public policy and sensible, non-ideological public spending priorities.
Not to develop a strategic view of key sectors of the economy is attachment to free-market
dogmatism of a high order and progressives should not allow themselves intellectually to be so
cowered.
$FFHOHUDWHORZFDUERQWUDQVLWLRQLQWKHIDFHRIFOLPDWHFKDQJH We should aim to
set a long-term economic and regulatory framework across Europe that will call forth a
transformative wave of private cross-border investment in energy and transport as well as
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wide-ranging innovation in construction and hitherto undeveloped low-carbon goods and
services.
 &UHDWHQDWLRQDOLQYHVWPHQWEDQNVFinance should be the handmaiden of industry and
commerce, not its master. Research studies have repeatedly shown the existence of a funding
JDSLQWKHGHYHORSPHQWRIJURZLQJVPDOOWRPHGLXPVL]HG¿UPV$QRWKHUQHHGLV¿QDQFHIRU
KLJKWHFK VWDUWXSV $QRWKHU LV WR SURYLGH LQLWLDO SURMHFW ¿QDQFH ZLWK WKH SULYDWH VHFWRU WR
cover the construction risks of large infrastructure projects such as carbon capture power
stations and high-speed rail development.
 7KH(XURSHDQVLQJOHPDUNHW¶VUXOHVQHHGWREHÀH[LEOH enough to allow for a legitimate
QHZZDYHRILQGXVWULDODFWLYLVPZKLOHPDLQWDLQLQJ¿UPFRQWURORIVWDWHDLGWKDWLVVLPSO\DZD\
of avoiding necessary restructuring. In simple terms, progressives should reject a neoliberal
ideology of markets, but not markets themselves.
3. As part of this process, progressives should also embrace a new “stakeholder”
PRGHORIEXVLQHVVEDVHGRQDQHZVRFLDOGHPRFUDWLFWKHRU\RIWKH¿UPWe have to
DVN RXUVHOYHV ZKDW NLQG RI ¿UP LV JRLQJ WR EH PRVW VXFFHVVIXO LQ PHHWLQJ WKH FRPSHWLWLYH
challenges of the globalised world and think through what this means in terms of corporate
governance rules, employee relations structures and the future of trade unions.
 &RPSDQLHVVKRXOGEHVHHQDVYLWDOKXPDQRUJDQLVPVRIFRPPHUFH to be developed
LQ WKH LQWHUHVWV RI ORQJWHUP JURZWK DQG SUR¿WDELOLW\ ZLWK ERDUGV WKDW UHFRJQLVH D GXW\ RI
stewardship, and manager and employee obligations of partnership, engagement and mutual
commitment.
We should reject the free-market right’s conception of the business corporation as a bundle of
short-term, disposable contractual commitments to be chopped up and traded at whim.
,QFHQWLYHVZLWKLQWKH¿UPVKRXOGIDYRXULWVORQJWHUPGHYHORSPHQW not be related
WRVKRUWWHUPVKDUHSULFHSHUIRUPDQFHDQGTXDUWHUO\UHSRUWLQJ¿JXUHV$VWURQJHUFXOWXUHRI
long-term commitment and investment requires a more co-operative and open relationship
between institutional investors and the corporate sector. Investors should be committed for the
longer term and have the means both to assess company strategy and exert “voice” within the
board if they want to see change.
7DNHRYHUUXOHVVKRXOGEHWLJKWHQHGWRPDNHLWPRUHGLI¿FXOWWRGLVUXSWWKHVHORQJWHUP
investor-management relationships.
 :LWKLQWKH¿UPORQJWHUPLVPPD\UHTXLUHDJUHDWHUVKDULQJRIULVNE\HPSOR\HHV
DQGWKHDFFHSWDQFHRIPRUHÀH[LEOHUHZDUGV There is a debate to be had here about
SXEOLFLQFHQWLYHVIRUFRRSHUDWLYHPXWXDODQGSUR¿WVKDULQJPRGHOVLQWKHQHZHFRQRP\
  7KH PRVW VXFFHVVIXO LQQRYDWLYH FRPSDQLHV GHYHORS D PRGHUQ FXOWXUH of nonKLHUDUFKLFDOUHODWLRQVKLSVZLWKLQWKH¿UPDQGHQFRXUDJHRSHQQHVVWRRXWVLGHOHDUQLQJDQGWKH
development of employee capacities at all levels. This requires us to think anew about the
longstanding progressive goal of partnership at work.
Roger Liddle is chair of Policy Network and a Labour member of the UK House of Lords
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Smart regulation to reap the
EHQH¿WVRIWKHPDUNHWHFRQRP\
Layna Mosley

7KHPDUNHWHFRQRP\RIIHUVPDQ\EHQH¿WVWRFLWL]HQVLQ(XURSHDQGEH\RQG%XWLWDOVREULQJV
ULVNV 7KHVH LQFOXGH YRODWLOLW\ LQ GRPHVWLF HFRQRPLHV WKDW UHVXOW IURP ÀXFWXDWLRQV LQ JOREDO
demand; a heightened possibility of job or income loss as domestic industries must compete
JOREDOO\WKHGDQJHURIEDQNLQJDQG¿QDQFLDOFULVHVZKLFKQRZHDVLO\VSUHDGDFURVVFRXQWULHV
DQG WKH WKUHDW WKDW LQÀRZV RI LQYHVWPHQW ZLOO EH UHYHUVHG ,W LV QR VXUSULVH WKHQ WKDW WKH
¿QDQFLDOFULVHVDQGUHFHVVLRQVRIUHFHQW\HDUVKDYHOHIWFLWL]HQVGRXEWLQJWKHEHQH¿WVRIHFRQRPLF
integration. Many citizens also doubt whether their governments are able to govern the economy
– or whether the forces of economic globalisation are too much for any government to resist.
Yet governments do have choices, and the nature of these choices has important effects on
FLWL]HQV DQG ¿UPV DQG RQ HFRQRPLF JURZWK DQG GHYHORSPHQW ,QGHHG WKH EHQH¿WV RI WKH
market economy for citizens and societies are conditional rather than automatic. In order to
reap the gains from a market economy, while also minimising the risks, centre-left parties must
craft public policies that balance intervention with liberalisation, and protection with
opportunity.
1. Protecting the vulnerable. On the whole, most countries gain from economic openness.
But at the individual level, trade integration has costs, especially in the short and medium run.
*RYHUQPHQWVPXVWHQFRXUDJHVWXGHQWVWRDFTXLUHWKHVNLOOVWKH\QHHGWR¿QGVXFFHVVLQWKH
labour market. In wealthy democracies, where production has shifted towards skill- and
knowledge-intensive activities, such skill acquisition is particularly important. All citizens
should have the opportunity to acquire the skills that will best prepare them to compete in the
PDUNHW HFRQRP\ )RU ZRUNHUV ZKRVH VNLOOV QR ORQJHU PDWFK D FRXQWU\¶V LQGXVWULDO SUR¿OH
governments must couple unemployment compensation with retraining (and perhaps
relocation) programmes. Rather than provide permanent income support, these programmes
VKRXOG HTXLS LQGLYLGXDOV ZLWK VSHFL¿F DV ZHOO DV JHQHUDO VNLOOV 7KH SUHFLVH FRQWHQW RI VXFK
programmes should vary with the structure of a nation’s economy, as well as demographic and
technological trends in that economy. More broadly, governments must continue, even in the
midst of budgetary pressures, to provide social safety nets that protect the vulnerable from risks
– including external economic risks – to incomes. These safety nets not only offer social
protection, they also increase public support for continued economic integration.
2. Attracting multinational corporations. Multinational corporations are sources of
investment, jobs and technology. Employees of foreign multinational corporations earn higher
ZDJHVDQGUHFHLYHJUHDWHUEHQH¿WVWKDQGRVLPLODUZRUNHUVZKRDUHHPSOR\HGE\GRPHVWLFDOO\
RZQHG ¿UPV 0XOWLQDWLRQDO ¿UPV RIWHQ SURYLGH ¿UP DQG VHFWRUVSHFL¿F WUDLQLQJ WR WKHLU
employees and, when employees change jobs, they take these new skills with them. Governments,
DZDUHRIWKHVHEHQH¿WVFRPSHWHWRDWWUDFWLQYHVWPHQWXVLQJDYDULHW\RIVWUDWHJLHV7KHGDQJHU
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of this competition, which often involves reductions in corporate taxation as well as other
EHQH¿WVIRU¿UPVLVWKDWLWJHQHUDWHVDFRPSHWLWLYHORZHULQJRIVWDQGDUGV$GGLWLRQDOO\PDQ\
studies suggest that factors other than investment incentives – including the skill level of the
workforce, the rate of economic growth, and a nation’s trade policy – are most important to
attracting FDI. Put broadly, it is the productivity, rather than the cost, of doing business in a
given country that matters to multinationals. Moreover, not all foreign direct investment is
FUHDWHGHTXDOWKHEHQH¿WVRIPXOWLQDWLRQDODFWLYLW\DUHJUHDWHUZKHUHIRUHLJQ¿UPVDUHPRUH
integrated with the host economy (for instance, purchasing more inputs from domestic supplier
¿UPV 
$VDUHVXOWRIWKHJOREDOUHFHVVLRQDQGULVLQJWUDQVSRUWDWLRQFRVWVPDQ\PXOWLQDWLRQDO¿UPVDUH
reducing the scope of their supply chains, locating their activities in fewer countries overall, and
reducing some of their earlier offshoring decisions. This can be an opportunity for governments.
$NH\ZD\LQZKLFKJRYHUQPHQWVFDQPDNHWKHPVHOYHVPRUHDWWUDFWLYHWR¿UPVLQNQRZOHGJH
and capital-intensive industries is through investment in human capital formation. While this
VWUDWHJ\ZLOOQRW\LHOGLPPHGLDWHEHQH¿WVLWZLOOLQFUHDVHDFRXQWU\¶VORQJHUWHUPDWWUDFWLYHQHVV
WRPXOWLQDWLRQDO¿UPV,QGHHGDUHFHQWVXUYH\RI86PXOWLQDWLRQDOV¿QGVWKDWWKHRIIVKRULQJRI
previously domestic activities, such as product development, is driven largely by a lack of highly
skilled technical talent. Furthermore, governments should focus their investment promotion
efforts on multinationals that are active in high-value added activities; investment incentives, if
XVHGVKRXOGEHVSUHDGRXWRYHUDORQJHUWLPHSHULRGLQRUGHUWRHQFRXUDJH¿UPVWRGHYHORSD
longer-term relationship with the host economy. Governments also can offer inducements to
¿UPVWKDWUHLQYHVWWKHLUSUR¿WVLQWKHGRPHVWLFHFRQRP\UDWKHUWKDQSD\WKHPDVGLYLGHQGV
Lastly, the continued pursuit of open trade policies will facilitate countries’ involvement in
multinational production.
3. Encouraging prudential behaviour. 7KH XQLTXH UROH RI WKH ¿QDQFLDO V\VWHP LQ WKH
HFRQRP\PDNHV¿QDQFLDOUHJXODWLRQDQGJRYHUQDQFHDFHQWUDOLVVXH7KLVLVVXHLVSDUWLFXODUO\
salient today, given the public backlash against banks and the regulatory failures generated by
JRYHUQPHQWEDLORXWVRI³WRRELJWRIDLO´¿QDQFLDOLQVWLWXWLRQV7KH¿QDQFLDOFULVLVLOOXVWUDWHVWKH
dangers inherent in self-regulation (in which banks assess their own balance sheets and risk
levels) or market-based regulation (in which private third parties, such as credit ratings agencies,
DUHWKHVRXUFHVRIMXGJPHQWVDERXWEDQNV¶VWDELOLW\ 7KHFULVLVDOVRGHPRQVWUDWHVWKHGLI¿FXOW\
for government regulators, of implementing the letter as well as the spirit of the rules: private
¿QDQFLDODFWRUVWHQGWRLQQRYDWHLQUHVSRQVHWRUHJXODWLRQPRYLQJWKHLUDFWLYLWLHVRIIEDODQFH
VKHHWRUFUHDWLQJQHZ±DQGXQUHJXODWHG±¿QDQFLDOLQVWUXPHQWV0RUHRYHUZKHQSULYDWHEDQNV
hold government debt among their portfolios, this creates mixed motives for governments –
the failure of domestic banks can mean a loss of a source of capital for the public sector.
How, then, can governments effectively regulate? Doing so requires recognition of the need for
JUHDWHUH[SHUWLVHDPRQJUHJXODWRUVUHJDUGLQJ¿QDQFLDOLQQRYDWLRQDQGSURGXFWV7KLVUHTXLUHV
hiring individuals with backgrounds in private capital markets, and it may well require paying
VLJQL¿FDQWO\KLJKHUZDJHV,WDOVRUHTXLUHVHQVXULQJWKDWWKHVHLQGLYLGXDOVDUHQRWVXEMHFWWR
UHJXODWRU\FDSWXUHE\¿QDQFLDOLQVWLWXWLRQV±VRPHWKLQJWKDWLVDGPLWWHGO\GLI¿FXOWWRGR0RUH
LPSRUWDQWO\QDWLRQDOUHJXODWRUVPXVWUHDVVHUWWKHLUDXWKRULW\SUHYHQWLQJ¿QDQFLDOLQVWLWXWLRQV
from becoming either too big (in terms of importance to the economy) or too broad (in terms of
the activities in which they engage) to fail. The protections offered by governments to commercial
EDQNV IRU LQVWDQFH VKRXOG QRW H[WHQG WR LQYHVWPHQW EDQNV 6XFK OLPLWDWLRQV RQ ¿QDQFLDO
LQVWLWXWLRQVPD\GHFUHDVHWKHHI¿FLHQF\RI¿QDQFLDOLQVWLWXWLRQVLQJRRGWLPHVEXWLWDOVRZLOO
guard against widespread crises in bad times. The underlying goal should be to ensure that
¿QDQFLDOLQVWLWXWLRQVLQWHUQDOLVHWKHULVNVLQKHUHQWLQWKHLUDFWLYLWLHVLIEDQNVDUHFRQ¿GHQWWKDW
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they – rather than governments and the public – will bear the costs of failing to ensure against
risk, then banks will have incentives to act more prudently.
$QRWKHU DVSHFW RI DGGUHVVLQJ ¿QDQFLDO VHFWRU SUREOHPV UHODWHV WR WKH ¿QDQFLDO OLWHUDF\ RI
FLWL]HQV $V FRQVXPHUV RI ¿QDQFLDO VHUYLFHV DOO FLWL]HQV VKRXOG EH HGXFDWHG UHJDUGLQJ WKH
IUHTXHQF\RI¿QDQFLDOFULVHVKLVWRULFDOO\DQGWKHPRUHJHQHUDOOHVVRQWKDWDVVHWSULFHVDUHSURQH
to bubbles. While strong property markets and stock markets, as well as cheap access to credit,
please consumers in the short run, they also expose consumers to risk. Citizens ignore these
risks at their peril, especially if their homes are their primary means of saving. Yet, if citizens do
not appreciate these risks, they are likely to reward governments electorally when asset prices
are high and credit is cheap – the very features that can precede a crisis of the sort experienced
LQDQG*UHDWHU¿QDQFLDOOLWHUDF\FDQHQVXUHWKDWFLWL]HQVOHDUQKRZ¿QDQFLDOPDUNHWV
operate not after these markets collapse, but also while they are booming.
4. Managing public debt. Many investors in sovereign debt are currently pressuring national
JRYHUQPHQWVWRSXUVXH¿VFDOUHWUHQFKPHQW±WRUHGXFHWKHVL]HRIEXGJHWGH¿FLWV DQGWKHUHIRUH
public debt), either by increasing revenues or by decreasing expenditures. Many governments
are loathe to increase taxation, so they are left to cut expenditures. It can be very tempting for
governments to therefore avoid investing in human capital and infrastructure formation. Yet it
is just this failure, over the longer term, which has contributed to economic stagnation in
Southern Europe. Investors may care – and may care quite a bit more now, given debt problems
in Greece, Ireland and Portugal – about how much in total governments spend and borrow. Yet
it is still up to governments to decide how to allocate spending across functional areas.
*RYHUQPHQWVQHHGWRRIIHUFLWL]HQVDQG¿UPVDQDFFRXQWRIWKHLPSRUWDQFHRIFHUWDLQNLQGVRI
public spending; that is, they must be willing to argue that much government expenditure
SURYLGHVORQJHUWHUPEHQH¿WVWKDWLQFUHDVHVLQWD[DWLRQDUHVRPHWLPHVMXVWL¿HGDVDPHDQVRI
facilitating public investment.
Recent attention to public debt has focused on the general problem of indebtedness among
governments. But the composition of public debt varies markedly across countries, and the
differences in how governments structure their debt matter. Governments that must frequently
UH¿QDQFHWKHLUGHEWEHFDXVHWKHLUGHEWLVDWVKRUWPDWXULWLHVDUHH[SRVHGWRPDUNHWSUHVVXUHV
PRUH RIWHQ *RYHUQPHQWV ZLWK ORQJHU GHEW PDWXULWLHV KRZHYHU FDQ DYRLG UH¿QDQFLQJ WKHLU
debt when market conditions are negative, and can avoid a certain amount of market pressure.
Therefore, when times are good, governments ought to consider borrowing at longer maturities,
even if this is more expensive in terms of interest rate costs. Slightly higher borrowing costs
today offer the possibility of greater autonomy vis-à-vis capital markets tomorrow.
Layna Mosley is associate professor of political science at the University of North Carolina,
Chapel Hill, and author of Labor Rights and Multinational Production (Cambridge University
Press, 2011)
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A practical proposal for an international
tax on the wealthiest citizens of the world
Patrick Weil1

7KHUHFHQW¿QDQFLDOFULVLVKDVQRWLQVSLUHGFRQ¿GHQFHLQRXUSROLWLFDOOHDGHUV¶DELOLW\WRGHOLYHU
global justice. On the contrary. In North and South America and in Europe a large majority of
the population feels that even though states have successfully saved the banking system, bankers
DUH QRZ UHQHZLQJ ULVN\ SUDFWLFHV LQ SXUVXLW RI SUR¿WV DQG DZDUGLQJ WKHPVHOYHV HQRUPRXV
bonuses. This has occured against the longer term backdrop of a huge increase in the gap
between the wealthiest 0.1% of the population and the middle class over the last 30 years.
1. This situation favours populist reactions, with all their manifestations of
xenophobia, anti-government backlash and racism. It encourages revolutionary
GLVFRXUVHVWKDWPLJKWQRWSURYHEHQH¿FLDOWRSURJUHVVLYHVVLQFHWKHLUDGYRFDWHVVHHPXQDEOHRU
unwilling to think about sustainable solutions. The lack of will, or at least the manifold
FRQVWUDLQWVLQYROYHGLQWDNLQJEROGDI¿UPDWLYHDFWLRQWKDWLPSHGHVJRYHUQLQJHOLWHVLQWRGD\¶V
world erodes the foundations of democratic regimes. At best it gives the impression that elected
representatives have lost the power to act in favour of a fairer society; at worst, it reinforces the
prejudice of solidarity and the complicity of elites against the majority of the people. A key
political problem for the centre-left is the perception that pursuing justice by taxing the
wealthiest part of a national population might lead to negative economic consequences. Wealthy
individuals can always change their country of residence. When a state imposes taxes across
national borders on its nationals wherever they reside, more and more frequently these
individuals choose to change nationality. Recent research shows that while, for example, 28
billionaires live in Switzerland, only 11 are Swiss nationals; likewise, four live in Monaco but
only one is a citizen of the principality.
2. Citizens in the United States and Europe simply expatriate to avoid or reduce
tax. The United States is the only developed country that taxes based on nationality rather than
domicile. This has inspired the ultra-wealthy to renounce their citizenship in order to avoid
paying US taxes. The Heroes Earnings Assistance and Relief Tax Act of 2008 was an attempt to
reduce this phenomenon by subjecting certain voluntary expatriates (citizens who give up their
citizenship and permanent residents who give up their green cards) to a “mark-to-market” exit
tax. This means the expatriate is subject to income tax on the net unrealised gain in her property
as if she had sold it on the day before she expatriated. Since 2008 the number of Americans who
have expatriated has multiplied by at least four (from 238 in 2008 to 1027 in September
2010).
(XURSHDQFRXQWULHVXVHDPRGL¿HGWHUULWRULDOV\VWHPXQGHUZKLFKLQFRPHHDUQHGRXWVLGHWKH
territory is not subject to tax. “Thus, a resident of a country within the European Union can earn
0DQ\WKDQNVWR6DUDK-RUGDQ:DWVRQZKRZDVP\DVVLVWDQWDWWKH<DOH/DZ6FKRROWKLVSDVW\HDUIRUKHULQWHOOLJHQWDQGHI¿FLHQWFRQWULEXWLRQWR
this project.
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income from sources outside his home country and will not be taxed on that income, regardless
of whether the entity earning the income is a resident of the country or not.” The incentive in
this situation is therefore to become resident in a country with a low tax burden while retaining
citizenship in whichever country you wish.
3. Efforts at international coordination exist but have so far had little effect. The
members of the G20 have united to stop tax evasion, recently forming the Global Forum on
Transparency and Exchange of Information for Tax Purposes, declaring that “tax avoidance
and tax evasion threaten government revenues throughout the world” and that “globalisation
generates opportunities to increase global wealth but also results in increased risks”. It has
begun investigating and publicly evaluating the transparency and information-sharing practices
RIPHPEHUVWDWHVWKDWKDYHUHSXWDWLRQVDVWD[KDYHQVWKH¿UVWEDWFKRIUHSRUWVFRYHUV%HUPXGD
Monaco and the Cayman Islands, among others.
The United Nations, in 2004, strengthened the mandate of the pre-existing Ad Hoc Group of
Experts on International Co-operation in Tax Matters, renaming it the Committee of Experts
on International Co-operation in Tax Matters. The committee’s responsibilities include
developing and updating a model tax treaty between developed and developing countries and
providing a framework for dialogue to enhance and promote international tax co-operation
among national tax authorities.
To tackle this problem, proposals should be made that respect the right of human beings to
enjoy citizenship (not to be deprived of it), to shift citizenship, and even to enjoy multiple ones:
this right has been conquered against statelessness, for example in the aftermath of the Second
World War, and this conquest should be protected against further infringement. The following
proposals have, therefore, been designed in respect of these considerations.
4. An international tax should be imposed on the world’s wealthiest individuals
independent of their citizenship. For example a 1% tax on the 1210 billionaires of the
ZRUOGLQ86GROODUVZRXOGUHSUHVHQWLQEQ7KLVWD[ZRXOGEHDFRQWULEXWLRQWRWKH
funding of international organisations, with priority given to UN development agencies, the
World Bank and the International Monetary Fund. It could come as a deduction from the
contribution owed by an individual state to the different international organisations to which it
belongs. This tax would be levied by the state of residence or – in case of refusal or failure to levy
the tax – by any other UN member state. In case of an individual changing nationality, the tax
would be assessed on the basis of the states to which the individual has belonged or currently
belongs, on a ratio derived from the number of years he or she has enjoyed each successive
nationality. If the amount of tax levied exceeds the amount of the contributions due by the
nation state to whom the individual has belonged or belongs, the surplus will go to the
reimbursement of the debts of these nation states to these international organisations or to
their direct funding.
5. As this tax could be deducted from the dues owed by states to different
international organisations, it could be acceptable to the wealthiest states in the
world.6XFKDWD[ZRXOGLQFUHDVHJOREDOMXVWLFHZKLOHDOVREHQH¿WWLQJWKHODUJHVWFRXQWULHVLQ
the world and their citizens by reducing the expenses paid by their state. It would also reduce
the incentive for an individuals to change their country of residence and/or nationality. It would
EHQH¿WWKHSRRUHVWFRXQWULHVLQWKHZRUOGE\UHLQIRUFLQJLQWHUQDWLRQDORUJDQLVDWLRQVLQZKLFK
they participate on an equal footing. The costs would be paid mainly by the world’s wealthiest
citizens and by tax haven countries which might become less attractive.
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6. For the implementation of this tax, co-operation between nation states will be
necessary: the level of tax will have to be decided and its allotment; all things
which will encourage global and international debate about wealth, justice and
development.,WZLOOKHOSWRUHHVWDEOLVKFRQ¿GHQFHLQRXUGHPRFUDFLHVDQGWKHOHJLWLPDF\RI
their institutions. It will reinforce the community of nation states. But, in addition, it will also
encourage the feeling of being part of a world and global community of human beings sharing
values and principles and deciding to tackle together common problems with new instruments
for global justice.
Patrick Weil is visiting professor of law and Robina Foundation international fellow at Yale Law
School and a senior research fellow at the French National Research Center in the University of
Paris, Pantheon-Sorbonne
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Redesign private ownership to create
a truly generative economy
Marjorie Kelly

“Capitalism will inevitably change”, economist Robert Heilbroner observed in 1965, “and in the
longer run will gradually give way to a very different kind of social order”. The intervening half
century has brought us astonishingly close to the moment he foretold, when it is clear to many
that capitalism must give way to something wholly new. It is a moment for which the left is ill
prepared. Capitalism is such a totalising philosophy that it leaves little ground – intellectual,
economic, political – where plausible alternatives might take shape.
6RLWLVWKDWZH¿QGRXUVHOYHVDWDPRPHQWZKHQWKHJOREDOHFRQRP\FULHVRXWIRUWUDQVIRUPDWLRQ
and the left is bereft of a coherent agenda for transformation. The left should be striding forward
to assume the mantle of leadership. But the reverse has happened. Still, the ideas that today
VHHPWULXPSKDQW±FXWWLQJJRYHUQPHQWVSHQGLQJWLJKWHQLQJWKH¿VFDOEHOW±ZLOOQRWVXI¿FHLQ
the long run. We face unprecedented crises across our societies which signal that our economic
V\VWHPLVLQQHHGQRWRISDWFKZRUN¿[HVEXWRIUHGHVLJQLQJ
It is only the left that can lead in this task. To do so, it must free itself from the grip of that
overbearing economic patriarch, capitalism, which has crushed the ability to dream. It is time
to begin a new conversation about creating an economy that embodies our true ideals – not
through state ownership and control, but through the redesign of private ownership.
Emboldening ourselves to this task means coming to grips with some uncomfortable truths.
7KH¿QDQFLDOHFRQRP\KDVJURZQWRRODUJH¿QDQFLDOLVDWLRQKDVEHFRPHDVRFLDO
problem. As the US economy once manufactured and sold goods, in recent years it turned to
PDQXIDFWXULQJDQGVHOOLQJGHEW7KLVSURFHVVWHUPHG¿QDQFLDOLVDWLRQLVRIWHQGH¿QHGDVWKH
VKLIWLQDQHFRQRP\¶VFHQWUHRIJUDYLW\IURPSURGXFWLRQWR¿QDQFH&DSLWDOLVPDSSOLHGLWVHOIWR
this task with its usual fervour, imagining that the “wealth” it was generating was limitless. But
¿QDQFLDOZHDOWKH[LVWVRQO\DVDFODLPDJDLQVWUHDOZHDOWKLQWKHIRUPRIKRPHVEXVLQHVVHV
QDWXUDO UHVRXUFHV DQG IDPLO\ LQFRPH :KHQ WKH EDODQFH EHWZHHQ ¿QDQFLDO FODLPV DQG UHDO
ZHDOWKLVORVW¿QDQFLDOZHDOWKEHFRPHVH[WUDFWLYH,WEHJLQVWRH[WUDFWWKHYLWDOLW\RIWKHUHDO
HFRQRP\7KLVLVZKHUHZH¿QGRXUVHOYHVWRGD\
$FFRUGLQJWRDQ,QWHUQDWLRQDO0RQHWDU\)XQGDQDO\VLVLQWKHHDUO\VWKH¿QDQFLDOHFRQRP\
DQGUHDOHFRQRP\ZHUHURXJKO\LQEDODQFH7KHJOREDOVXPRI¿QDQFLDOFODLPV VWRFNVERQGV
loans, mortgages) was roughly equal to global GDP. But in the decades leading up to the
PHOWGRZQ¿QDQFLDOFODLPVJUHZWRQHDUO\IRXUWLPHVJOREDO*'37KHUHZHUHPRUHFODLPVWKDQ
the real economy could support. This was the underlying condition that set the stage for crisis.
2. Financialisation is the logical result of today’s dominant ownership design. The
worldview of capitalism takes tangible form in the design of corporations and capital markets.
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The revenue of the 1000 largest corporations in the world equals two thirds of global GDP.
These multinationals share a monoculture of ownership design – that of the publicly traded,
limited liability corporation, where ownership shares trade on public markets. With deregulation,
this design was set loose in the world. There is a particular logic to this ownership design, which
KDVEHFRPHWKHORJLFRIWKHJOREDOHFRQRP\,WLVDERXWPD[LPLVLQJSUR¿WVWRERRVWVKDUHSULFH
DQGPD[LPLVHLQFRPHIRUVKDUHRZQHUVZKRDUHWKHZHDOWKLHVWIHZ%HFDXVH¿QDQFLDOVHUYLFHV
DUHPRUHSUR¿WDEOHWKDQPDQXIDFWXULQJWKHHQHUJLHVRIWKHV\VWHPJUDYLWDWHWKHUH7KH¿QDQFLDO
sector attracts the brightest minds, earning the highest salaries, whose job it is to “create” more
³ZHDOWK´IRUWKHLUFOLHQWVWKHZHDOWK\7KHV\VWHPEHFRPHVWRSKHDY\ZLWK¿QDQFLDOFODLPVWKLV
FUHDWHV WKH SRWHQWLDO IRU WKH JOREDO HFRQRP\ WR HQWHU D VWDWH RI ¿QDQFLDO RYHUVKRRW DQG
collapse.
 )LQDQFLDO SUR¿WV GR QRW IDOO IURP WKH VN\ WKH\ DUH H[WUDFWHG IURP WKH UHDO
economy. In ordinary times, there may be little harm in the dividends, fees, interest payments
DQG RWKHU FKDUJHV ¿QDQFH FROOHFWV %XW ZKHQ WKH HFRQRP\ LV ZHDNHQHG SUR¿WVHHNLQJ FDQ
EHFRPH PRUH H[WUDFWLYH &RPSDQLHV LQFUHDVH SUR¿WDELOLW\ WZR ZD\V JURZLQJ UHYHQXHV RU
cutting expenses. In a weak economy when revenues cannot easily grow, companies boost
SUR¿WVE\FXWWLQJMREVVLQFHZDJHVUHSUHVHQWWKHODUJHVWH[SHQVHLWHPIRUPRVWFRPSDQLHV7KLV
LVKRZLWLVWKDWPDMRU86FRPSDQLHVDUHWRGD\HQMR\LQJQHDUUHFRUGSUR¿WDELOLW\,WFRQWULEXWHV
to unemployment, which means there is less spending in the real economy. A similar cycle is at
ZRUNZLWKJRYHUQPHQWV+DYLQJVSHQWWULOOLRQVEDLOLQJRXW¿QDQFLDOLQVWLWXWLRQV±VKRULQJXS
income for the highest earners – governments balance budgets by cutting welfare payments.
Wealth inequalities increase. The public sector shrinks. These outcomes are a natural result of
V\VWHPGHVLJQWKDWSXWVSUR¿WVIRUWKHHOLWH¿UVW±DQGWKHQHROLEHUDOLGHRORJ\WKDWVHHNVWRVHW
that design free.
4. There is another way to design ownership: it is already here, and working.
It includes cooperative banks, WKHPHPEHURZQHG¿QDQFLDOLQVWLWXWLRQVIRXQGDOORYHUWKHJOREH
that are run democratically in the interests of their customers. In Europe these banks hold 21% of
all deposits, and in the Netherlands Rabobank holds 43% of deposits. In the United States there
are growing numbers of FRPPXQLW\ GHYHORSPHQW ¿QDQFLDO LQVWLWXWLRQV designed to foster
FRPPXQLW\ ZHOOEHLQJ %HFDXVH DOO WKHVH ¿QDQFLDO LQVWLWXWLRQV KDYH D PLVVLRQ RI VHUYLQJ
borrowers, they did not make the kind of abusive loans that contributed to the crisis. Yet these
banks remain largely invisible, and at the risk of being crushed by proposed new capital
investments.
Around the world the PLFUR¿QDQFH LQGXVWU\ is attracting billions in funding, used to make
micro-loans to help lift small entrepreneurs out of poverty. In the United States and the United
Kingdom, there is growing interest in social enterprises that serve a social mission while they
IXQFWLRQDVEXVLQHVVHV±OLNH*UH\VWRQ%DNHU\LQ1HZ<RUNDSUR¿WPDNLQJ86PFRPSDQ\
started by Zen monks, with a mission to create jobs for the homeless. And there is employee
ownership, succeeding even in large companies like John Lewis Partnership, the United
Kingdom’s largest department store chain, which is 100% employee owned, with a stated
mission of serving employee happiness. Other large corporations have evolved missioncontrolled designs, like the foundation-owned corporations common throughout northern
Europe. Among these is Novo Nordisk, a major pharmaceutical company with a mission to
defeat diabetes, where executives answer to a foundation that holds controlling power.
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5. If the dominant ownership designs of today are extractive, these alternative
ownership designs are generative and show the way to a profoundly different
economy. Their aim is to generate the conditions for life – to create jobs, end poverty, enhance
social cohesion, create renewable energy, preserve forests and serve human happiness.
Generative design embraces a biodiversity of ownership forms. What makes them a single
genotype are the life-serving purposes at their core, the ownership and governance designs that
hold these purposes in place, and the generative outcomes that are created. These social
architectures are harbingers of a profoundly different economy. They are not yet fully formed,
not wholly ready to serve as the framework of a new social order, and all the designs we need
have not yet been invented. But their growing profusion is a signal that we are entering one of
the most creative periods of economic innovation since the Industrial Revolution. For what is
at work is not economic innovation in its usual sense of better ways to make more money. This
innovation is much more profound, as it is a reinvention at the level of organisational DNA. It
is about creating ownership designs that bring the concerns of the human and ecological
community into the world of property rights and economic power.
6. Achieving a generative economy starts with recognising a new role for the state
not simply as regulator but as designer of the economy. That means creating policy
approaches that shape the core design of enterprise, guided by a common vision of a generative
economy. It is an economy built on social architectures that, in their normal functioning, tend
WRFUHDWHIDLUDQGMXVWRXWFRPHVEHQH¿WWKHPDQ\UDWKHUWKDQWKHIHZDQGHQDEOHDQHQGXULQJ
KXPDQSUHVHQFHRQDÀRXULVKLQJ(DUWK,WLVDVRFLDORUGHUZKHUHFRQFHUQVDERXWWKHFRPPRQ
good are not left to government alone, but are embraced by private enterprise, as well as being
supported by national and international norms and institutions.
7. A core strategy for developing a generative economy is to create a pincer
movement – one arm aimed at reforming corporate governance in existing large
companies, another aimed at developing generative alternatives. Reforming
corporate governance might mean partnerships between regulators, unions, public pension
funds and socially responsible investors – aimed at winning board seats, creating designated
SXEOLFLQWHUHVW GLUHFWRUV EURDGHQLQJ ¿GXFLDU\ GXWLHV OLPLWLQJ SROLWLFDO FRQWULEXWLRQV DQG
requiring greater transparency about companies’ environmental and social impact. Longer
range goals may encompass limiting executive pay by tying it to social and environmental
benchmarks.
8. In creating generative alternatives, different strategies will apply in different
sectors. Employee ownership allows founders to exit without going public and spreads
ownership widely; it can be promoted through tax law. Co-operative ownership works well in
VHFWRUVOLNHEDQNLQJDQGDJULFXOWXUH1RQSUR¿WRZQHUVKLSPD\EHWKHEHVWPRGHOIRUKHDOWKFDUH
DQG HGXFDWLRQ ZKHUH D ORQJWHUP SROLF\ DLP PLJKW EH WR GUDZ D OLQH SURKLELWLQJ SUR¿W
maximising ownership models from operating in those sectors.
9. The aim should be to create designs for the future. Generative design is less about
IRUFLQJWKDQDERXWFUHDWLQJWKHGHVLJQVLQWRZKLFKWKHIXWXUHFDQÀRZ7KHPDMRUFRPSDQLHVRI
today may seem eternal but it is useful to remember that just a few years ago among the world’s
1000 largest companies, 12 of the top 13 were fossil fuel-based oil and auto companies. That has
already changed, with the implosion of GM. In 50 years, as oil supplies shrink, every one of
those oil and auto companies will be altered beyond recognition, or gone. A new economy is
coming into existence all the time. Think of the recording industry, the newspaper industry,
book publishing – all rapidly changing. Think of the rise of solar power and wind. Getting
emerging enterprises into new ownership designs may ultimately be more important, and more
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doable, than battling the dinosaurs of today. We might aim for 20% of the economy to be
generative within 20 years, 30% a decade on, and so on. One day we may reach a tipping point
where a shift in the zeitgeist – perhaps a citizen uprising – makes generative design the new
norm.
Marjorie Kelly is with Tellus Institute in Boston, where she co-founded the multi-stakeholder
initiative Corporation 20/20. She is author of The Divine Right of Capital and was president of
Business Ethics magazine for over 20 years
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Protect the public interest from highly
corrosive mergers and acquisitions
Hans Schenk

7KHPDUNHWHFRQRP\VXSSRVHGO\HQFRXUDJHV¿UPVWRGRWKH³ULJKW´WKLQJDWWKHOHDVWFRVW7KH
PDUNHWHFRQRP\VXSSRVHGO\JHQHUDWHV¿UPVWKDWVWULYHWRHOLPLQDWHUHGXQGDQFLHVDQGFUHDWH
advantages by being innovative in products, services or organisational processes. To use the
HFRQRPLVW¶VMDUJRQWKHPDUNHWHFRQRP\LVVXSSRVHGO\³HI¿FLHQW´0RVWRIXVZRXOGOLNHWRVHH
such a market economy in action. Unfortunately, the real world shows us time and time again
WKDWPDUNHWVDOVRDOORZ¿UPVWRHYDGHWKHSXUSRVHRIWKHPDUNHWWRWUDQVIRUPWKHPDUNHWLQWR
chaos and to successfully duck the consequences of such behaviour.
7KLVLVZKDWXQGHUPLQHVWUXVWLQWKHPDUNHWHFRQRP\,QSDUWLFXODUZKHQ¿UPVVXFFHHGLQ
DOORFDWLQJWUHPHQGRXVULFKHVWRDIHZSHRSOH H[HFXWLYHV ZLWKRXWSURYLGLQJSURSHUMXVWL¿FDWLRQ
other people (workers and the public at large) get frustrated. When bank executives cause a
¿QDQFLDOPHOWGRZQRQO\WR¿QGWKDWJRYHUQPHQWVEDLOWKHPRXWZLWKDOPRVWQRVDQFWLRQVDWDOO
taxpayers get frustrated. And lost trust in the market economy can easily turn into something
worse when such aberrations appear to be cumulative, for example when increases in executive
wealth continue despite obvious underperformance while the taxpayer has to foot the bill.
1. Periodic waves of large acquisitions culminate in recessions. The market economy’s
focus on shareholder interests, or more correctly, perceived shareholder interests, is partly
responsible for such aberrations as those described above. However, without such an explicit
focus on shareholder interests, the market economy can cause, and has caused, frustration and
IDLOXUHDVZHOO7KLVLVSDUWLFXODUO\WUXHLI¿UPVRSHUDWHLQFRPIRUWDEOHFRQGLWLRQVWKDWLVWRVD\
if they have gone through prosperous times and have therefore been able to amass substantial
IUHHFDVKÀRZVDQGVXEVHTXHQWO\DUHHQFRXUDJHGWRUHYHUWFROOHFWLYHO\WRVSHFXODWLYHLQYHVWPHQWV
in mergers and acquisitions. The speculative side of mergers and acquisitions is mostly ignored
LQHFRQRPLFSROLF\GHEDWHVLQVWHDGLWLVZLGHO\EHOLHYHGWKDWPHUJHUVDOORZ¿UPVWRJHQHUDWH
WKHHFRQRPLHVRIVFDOHIURPZKLFKVRFLHW\ZLOOEHQH¿W)RUVPDOODQGPHGLXPVL]HG¿UPVWKLV
LVDODUJHO\FRUUHFWEHOLHI+RZHYHUPHUJHUVKDYHE\IDUWKHLUPRVWVLJQL¿FDQWLPSDFWLQWKH
GRPDLQRIELJDQGYHU\ELJPRVWO\SXEOLFO\TXRWHG¿UPV$QGZHDUHWDONLQJELJPRQH\GXULQJ
WKH VHFRQG SDUW RI WKH V IRU H[DPSOH $PHULFDQ DQG (XURSHDQ ¿UPV DORQH VSHQW
DSSUR[LPDWHO\86EQRQDFTXLVLWLRQV
The performance of such mergers, or rather acquisitions, has been studied in dozens of research
projects on both sides of the Atlantic (since approximately 90% of ownership transactions
concern acquisitions or takeovers, we should avoid using the term “merger” as it may inaccurately
VXJJHVWWKDWDKDUPRQLRXVSURFHVVLVWDNLQJSODFHEHWZHHQWZR¿UPVLQZKLFKERWKVHHHFRQRPLF
EHQH¿WV  7KH JHQHUDO FRQFOXVLRQ RI WKLV UHVHDUFK LV WKDW DFTXLVLWLRQV GR QRW RQ DYHUDJH
generate wealth for acquiring shareholders and may even destroy it, and that productivity,
SUR¿WDELOLW\DQGLQQRYDWLRQODJEHKLQGFRXQWHUIDFWXDOV7DUJHWVKDUHKROGHUVJDLQZHDOWKEXW
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WKH\EHFRPHDFTXLULQJVKDUHKROGHUVVRRQDIWHUWKHLU¿UPKDVEHHQDFTXLUHGWKXVORVLQJWKLV
wealth again. In order to understand this rather peculiar situation, it is helpful to note that most
large acquisitions take place in an extremely concentrated form – in effect during volatile
“merger waves” of which we have experienced six since the early 1900s.
7KXV KXQGUHGV RI ODUJH ¿UPV SHULRGLFDOO\ LQYHVW LQ SURMHFWV WKDW DUH DOPRVW FHUWDLQ QRW WR
generate a positive return on investment. Since the total amount of annual acquisition
LQYHVWPHQWV GXULQJ PHUJHU ZDYHV FDQ HDVLO\ WRS 86 EQ WKH HFRQRPLF ORVV WR VRFLHW\
must be enormous. It is certainly big enough to generate a temporary slow-down of real
investment, which is what we call a recession. Indeed, all merger waves thus far have culminated
in a recession (or worse, as the 1930s and the recent crisis testify).
 7KH PDUNHW HFRQRP\ WKXV DOORZV ¿UPV WR SHULRGLFDOO\ DFW LQ D ZD\ WKDW LV
contrary to its main purpose: generating wealth.:K\¿UPVZRXOGDFWLQWKLVZD\DWDOO
remains a mystery to mainstream economics. Understanding the so-called “merger paradox”
requires abandoning equilibrium thinking and introducing instead behavioural and institutional
FRQFHSWV6XFKPRGHUQLVHGYLHZSRLQWVPDNHFOHDUWKDWLWLVHQWLUHO\SRVVLEOHWKDW¿UPVZLOIXOO\
engage in economically unsuccessful acquisitions, provided that peers do so as well and that
WKH\KDYHVXI¿FLHQWPHDQVDWWKHLUGLVSRVDOIRUSOD\LQJWKLVVRFDOOHGLQYHVWPHQWJDPHZKHQLW
VWDUWVWKDWLVIROORZLQJWKHSURVSHURXVSDUWRIDEXVLQHVVF\FOH,IWKHQRPLQDOVL]HRID¿UP¶V
SHHUJURXSLVVPDOOZKLFKLVWKHFDVHLQDVLJQL¿FDQWQXPEHURIJOREDOPDUNHWVDQGLQWKHVWRFN
PDUNHW¿UPVWHQGWRLPLWDWHDFWLRQVRISHHUVWKDWPLJKWMHRSDUGLVHWKHLURZQSRVLWLRQ,IWKLQJV
go wrong, players can hide behind the screen of the collectivity – they collectively share the
blame attributed to them by investors, the public, the media or the government. But if things go
right for a competitor whose actions have not been imitated, this competitor may well have
FUHDWHGDFRPSHWLWLYHDGYDQWDJHWKDWLVGLI¿FXOWWRPDWFKIRUQRQ¿UVWPRYHUV WKHWHUPWKDWKDV
been coined for this sort of behaviour is “minimax-regret” behaviour).
In normal parlance, however, this sort of investment behaviour is called speculative behaviour.
It is the sort of behaviour that can only generate wealth in a minority of cases. In addition, it is
WKHVRUWRIEHKDYLRXUWKDWQHHGVDUHFHVVLRQLQRUGHUWRDOORZWKHSOD\HUVWRUHFRQ¿JXUHDQG
restructure. Such restructuring involves divesting earlier acquisitions (some studies suggest
that currently almost 60% of acquisitions will eventually be divested again). Private equity
¿UPV KDYH OHDUQHG WR IDFLOLWDWH WKLV VWDJH RI WKH UHVWUXFWXULQJ F\FOH E\ DFTXLULQJ VHOORIIV DW
substantial discounts.
3. It would be much better to prevent harmful speculative behaviour rather than
cure its effects. Therefore the question is: can something be done that would lead to a
substantial reduction in the economic costs of these developments? In Europe, dedicated
merger and takeover policies were introduced in 1989 and in 2004 (in the United States similar
policies were introduced earlier). The 1989 Merger Control Regulation was meant to help
prevent those mergers and acquisitions that were likely to be harmful to the economy. It
provided a substitute for the rather cumbersome ex post review of mergers contained in articles
 QRZ   DQG  QRZ   RI (8 FRPSHWLWLRQ SROLF\ $V D UHVXOW RI WKH LQÀXHQFH RI
mainstream microeconomics – which does not acknowledge the existence of something like the
public interest, just producer and consumer interests – the goal of merger control came to be
interpreted as preventing mergers that are harmful to the consumer rather than harmful to the
economy.
Merger control therefore amounts to an ex ante assessment of a merger’s effect on allocative
HI¿FLHQF\UDWKHUWKDQLWVHIIHFWRQSURGXFWLYHRUG\QDPLFHI¿FLHQF\±ZKLFKDUHWKHDUHDVZKHUH
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the real problems of mergers and acquisitions tend to be. Establishing allocative effects ex ante
is an almost impossible task; it is therefore not surprising that only a handful of the more than
4000 mergers and acquisitions that have been referred to the Commission have been blocked.
7KH  7DNHRYHU 'LUHFWLYH ZDV PHDQW WR UHÀHFW ³PRGHUQ´ WKLQNLQJ DERXW WKH SURSHU
relationships between owners (shareholders) and executive and non-executive boards with
respect to takeover bids. The basic idea is that shareholders rather than the management and/
or non-executive board must have ultimate decision-making powers with respect to mergers
and acquisitions and that executives should not be allowed to build protective walls around the
¿UP WR SUHYHQW LWV DFTXLVLWLRQ 0RGHUQ WKLQNLQJ LQ WKLV UHVSHFW UHIHUV WR WKH ³WKHRU\ RI WKH
market for corporate control”. This theory maintains that the market for corporate control is an
HI¿FLHQWPDUNHWLPSO\LQJWKDWZHOORII¿UPVFKDVHXQGHUSHUIRUPLQJ¿UPVPRWLYDWHGE\WKH
prospect of increasing the target’s performance by introducing their own management
FDSDELOLWLHVLQWRWKHWDUJHW¶VFRQ¿JXUDWLRQ,IWKLVWKHRU\ZHUHVRXQGZHZRXOG¿QGSHUIRUPDQFH
improvements after mergers, which is not the case. Instead, the performance evidence suggests
that quite a few acquisitions may be perverse, running contrary to the fundamental assumption
of the theory.
4. Merger control policy should include the public interest and potential effects
on the economy as a legitimate concern. What needs to be addressed as soon as possible
DUH WKH VLPSOLVWLF DQG MXVWL¿FDWRU\ DVVXPSWLRQV XQGHUO\LQJ FXUUHQW PHUJHU DQG WDNHRYHU
policies. Current merger control regulations contain a promise to the layperson that the
Commission will seek to prevent harmful mergers and acquisitions. However, the only criteria
used in the Commission’s assessment concern the effects on consumer wealth, not the effects
on the economy. Merger control should therefore be redirected in such a manner that the public
interest would be established as a legitimate concern. One possibility would be to introduce a
³IXOO HI¿FLHQF\ WHVW´ UDWKHU WKDQ D WHVW IRU DOORFDWLYH HI¿FLHQF\ RQO\ RQ WKRVH PHUJHUV DQG
acquisitions that could potentially have a major impact on the economy. The Takeover Directive
should be reformulated so that, under certain conditions (such as approval by shareholders and
HPSOR\HHV ¿UPVZRXOGEHDOORZHGWRSURWHFWWKHPVHOYHVDJDLQVWWDNHRYHU
This change would certainly undermine the theory that supports the current set-up, but then
WKLVVDPHWKHRU\DOVRVXSSRUWHGDEDQGRQLQJDOOVRUWVRI¿QDQFLDOPDUNHWUHJXODWLRQVDQGWKH
PRYHIURPUXOHEDVHGWRSULQFLSOHEDVHGUHJXODWLRQ±SROLFLHVWKDWVLJQL¿FDQWO\FRQWULEXWHGWR
WKHGHSWKRIWKH¿QDQFLDOPHOWGRZQ
Hans Schenk is professor of economics at Utrecht University and deputy crown member of the
Social and Economic Council in the Netherlands
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Square up to conservatives
RQ¿VFDOGLVFLSOLQH
Carlos Mulas-Granados & Carmen de Paz

The last few years have demonstrated the need for a new social democratic narrative based on
¿VFDO GLVFLSOLQH 7KH SRVWFULVLV UDFH WR UHJDLQ FRQWURO RI SXEOLF ¿QDQFHV WKURXJK D VHULHV RI
¿VFDO DGMXVWPHQW SDFNDJHV KDV EHQH¿WHG WKH FHQWUHULJKW 6XFK DXVWHULW\ SROLFLHV KDYH
traditionally been part of conservative economic recipes, putting centre-left governments on
WKHEDFNIRRWLQFRPPXQLFDWLQJWKHQHHGIRU¿VFDODGMXVWPHQW
However, this should not be met with despondency and despair. The electoral fortunes of
centre-left parties will be linked to the economic agenda in the years to come – and they can win
WKHHFRQRPLFDQG¿VFDOGHEDWH7KHUHDUHWZRFUXFLDODUJXPHQWVWKDWVKRXOGEHPDGH)LUVW
social democrats are better managers of the economy than conservatives (since the 1960s,
centre-left parties have overseen more years of economic growth than conservative parties).
Second, social democrats offer the best policy options for reducing large public debts created by
irresponsible bankers, while maintaining the capacity of the state to play its strategic role in
forging more sustainable economies and more equitable societies.
&HQWUHOHIWSDUWLHVDUHDV¿VFDOO\UHVSRQVLEOHDVWKHLUFHQWUHULJKWFRXQWHUSDUWV
&RQWUDU\WRSRSXODUSHUFHSWLRQRIWKH¿VFDODGMXVWPHQWVWKDWRFFXUUHGLQWKH2(&'LQWKH
last four decades were implemented by centre-left governments. Although conservative parties
KDYHWUDGLWLRQDOO\DVVRFLDWHG¿VFDODGMXVWPHQWVZLWKWKHLUSUHIHUHQFHIRUDVPDOOSXEOLFVHFWRU
WKH WUXWK LV WKDW ¿VFDO GLVFLSOLQH LV SHUIHFWO\ FRPSDWLEOH ZLWK D ODUJHU VWDWH SUHVHQFH LQ WKH
economy. In fact, the reluctance of many conservative governments to raise taxes generated
SXEOLFGHEWVLQDGYDQFHGHFRQRPLHVLQWKHSRVWZDUSHULRG7KHVH¿VFDOLPEDODQFHVKDGWREH
UHEDODQFHG E\ SURJUHVVLYH JRYHUQPHQWV ZKHQ WKH\ UHJDLQHG RI¿FH DV GHPRQVWUDWHG E\ %LOO
Clinton in the United States and Tony Blair in the United Kingdom.
2. Fiscal adjustments can be progressive if they are composed correctly. $ ¿VFDO
DGMXVWPHQWLVEDVLFDOO\DUHGXFWLRQLQWKHSXEOLFGH¿FLWZKLFKLQWXUQDFFRXQWVIRUWKHGLIIHUHQFH
EHWZHHQSXEOLFUHYHQXHVDQGH[SHQGLWXUHV$GH¿FLWUHGXFWLRQFDQWKHUHIRUHEHDWWDLQHGWKURXJK
very different combinations of revenue increases and expenditure cuts; it does not need to be
exclusively associated with painful cuts in social spending.
With respect to the composition of adjustments, the existing evidence shows that the main
GLIIHUHQFH EHWZHHQ SURJUHVVLYH DQG FRQVHUYDWLYH ¿VFDO DGMXVWPHQWV RYHU WKH ODVW  \HDUV LQ
Europe is that those carried out by centre-left governments have tended to rely more on revenue
increases than expenditure cuts. If forced to cut spending, governments of the centre-left have
normally reduced public salaries and froze social programmes in order to maintain or even
increase public investment in physical, human and technological capital. This is clearly related to
WKHVWUDWHJLFUROHWKDWSURJUHVVLYHHFRQRPLVWVJLYHWRVXSSO\VLGHSROLFLHV¿QDQFHGE\WKHVWDWH
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Typically, therefore, centre-left governments have preferred to raise public revenues in order to
maintain the pre-existing level of public spending and social transfers. There are different ways
WR LQFUHDVH UHYHQXHV DQG DOO RI WKHP FDQ EH XVHG E\ VRFLDO GHPRFUDWV DV SDUW RI WKHLU ¿VFDO
adjustment strategies. Increasing the tax rate for upper-income levels is the traditional response.
1HYHUWKHOHVVLQFRXQWULHVZKHUHZDJHHDUQHUVDOUHDG\EHDUDVLJQL¿FDQWWD[EXUGHQLWZRXOG
EHPRUHHI¿FLHQWDQGHTXLWDEOHWRWD[SURSHUW\DQGZHDOWK,QDGGLWLRQVRFLDOGHPRFUDWVVKRXOG
promote the transition from tax systems that tax “good behaviour” (such as work and savings),
to tax systems that tax “bad behaviour” (such as excessive consumption, excessive waste and
SROOXWLRQDQGH[FHVVLYHVSHFXODWLRQ 0RUHRYHUWKH¿JKWDJDLQVWWD[HYDVLRQVKRXOGEHFRPHD
FHQWUDOSLOODULQWKHQHZSURJUHVVLYH¿VFDODJHQGD SXVKLQJIRUDFRRUGLQDWHGUHVSRQVHDWWKH
international level and for wider use of digital money at the domestic level).
'LIIHUHQFHVLQWKHFRPSRVLWLRQRI¿VFDODGMXVWPHQWVEHFRPHYHU\FOHDUZKHQ
comparing the ongoing consolidation processes in the UK and Spain. The UK
FRDOLWLRQJRYHUQPHQWLVFDUU\LQJRXWDPDMRU¿VFDODGMXVWPHQWIRFXVHGRQWKHODUJHVWH[SHQGLWXUH
cuts registered since the Second World War, amounting to around 5.6% of GDP in 2010-2014.
7KH UHYHQXH VLGH RI WKH DGMXVWPHQW EDUHO\ DPRXQWV WR  RI WKH RYHUDOO GH¿FLW UHGXFWLRQ
(while in Spain it represents 55%). However, it is not the size but the composition of the cuts,
DQGWKHLUORQJWHUPFRQVHTXHQFHVWKDWDUHPRVWVLJQL¿FDQWDQGLQPDQ\ZD\VZRUULVRPH
In the UK, the welfare state will be profoundly affected by the cuts, with social spending
decreasing by 1.3% of GDP. While David Cameron has reduced the levels of support to families
in the lowest income sectors, the Spanish government has preserved and increased such
VXSSRUW7KLVKDVEHHQDFKLHYHGWKURXJKVSHFLDOEHQH¿WVIRUWKHORQJWHUPXQHPSOR\HGZKRVH
UHJXODUEHQH¿WVZHUHH[KDXVWHGPDLQWDLQLQJORZHULQFRPHSHQVLRQVDWWKHKLJKHVWOHYHOVLQ
6SDQLVKKLVWRU\DQGWKURXJKVSHFLDODVVLVWDQFHDQGEHQH¿WVIRUWKHPRVWGHSHQGHQWLQVRFLHW\
,QIDFWWKHVKDUHRIVRFLDOH[SHQGLWXUHWR6SDQLVK*'3KDVVLJQL¿FDQWO\LQFUHDVHGHYHQGXULQJ
WKHFULVLVUHDFKLQJLQXSIURPZKHQWKHFRQVHUYDWLYH3HRSOH¶V3DUW\OHIWRI¿FH
The Institute for Fiscal Studies has concluded in a recent study that the measures undertaken
by the UK government in this regard could lead to an increase in long-term inequality since
low-income and vulnerable families will see their incomes fall disproportionately.
In addition, access to the British higher education system has been altered, with an average
increase in university fees of around 143% according to some estimate. Meanwhile, the Spanish
government has even in the current period, increased both the number of scholarships, with an
RYHUDOOLQFUHDVHVLQFHRILQYDOXHDQGLQWKHQXPEHURIEHQH¿FLDULHVDQGWKH
total expenditure on education, which has doubled in absolute terms in the seven years that
-RVH/XLV=DSDWHURKDVEHHQLQRI¿FH6LPXOWDQHRXVO\PRVWSXEOLFGHSDUWPHQWVKDYHVHHQWKHLU
EXGJHWV VLJQL¿FDQWO\ FXW LQ WKH 8. E\ DQ DYHUDJH RI  $V SDUW RI WKLV SODQ WKH PDVVLYH
dismissal of 600,000 public servants is being predicted. In contrast, the Spanish government
has made adjustments to current expenditures, including a decrease in public servant salaries
that is proportional to their incomes (15% for high-ranking civil servants and 5% for the rest),
without affecting socially productive public investments that are the determinants of social
capital and thus the future of society.
3URJUHVVLYH¿VFDODGMXVWPHQWVDUHWKHGHWHUPLQDQWVRIWKHWUDQVLWLRQWRZDUGVD
more “dynamic state”.&RQVHUYDWLYHVDUHWU\LQJWRXVH¿VFDODGMXVWPHQWVGXULQJWLPHVRI
crisis to reduce the role and size of the state, in line with confusing concepts and theoretical
frameworks such as “the Big Society”. In contrast, the centre-left should defend an activating,
IRUZDUGORRNLQJDQGVRFLDOO\HI¿FLHQWUROHIRUWKHVWDWH:HOOGHVLJQHG¿VFDODGMXVWPHQWVFDQ
help the transition towards a more “dynamic state”, one that combines economic activation
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with effective protection for those who need it most, where all measures adopted serve several
medium- or long-term objectives in building not a “bigger” but a “better society”, and where
social effectiveness remains a central decision criterion for decision making.
 3URJUHVVLYH ¿VFDO DGMXVWPHQWV FDQ LQFUHDVH HFRQRPLF SRWHQWLDO DQG KHOS WKH
transition to a more sustainable economy. ,I¿VFDODGMXVWPHQWVUDLVHDGGLWLRQDOUHYHQXHV
WR ¿QDQFH DGGLWLRQDO LQYHVWPHQWV LQ SK\VLFDO KXPDQ DQG WHFKQRORJLFDO FDSLWDO WKH\ FDQ EH
HFRQRPLFDOO\SURGXFWLYH,QIDFWVRPHRIWKHVHDGGLWLRQDOUHVRXUFHVVKRXOGEHXVHGWR¿QDQFH
new entrepreneurs in the sectors of the future (renewable energy, biotechnology, ICT, cultural
industries, social services, etc). Some might argue that taxing the private sector to channel
SXEOLFFUHGLWWRQHZVHFWRUVLVQRWHFRQRPLFDOO\HI¿FLHQW7KLVPD\EHVRLQQRUPDOWLPHVEXW
QRWLQWKHDIWHUPDWKRIDFUHGLWFUXQFKDQGDKXJH¿QDQFLDOFROODSVH7KHSXEOLFVHFWRULVWKH
RQO\VRXUFHRI¿QDQFLQJDYDLODEOHIRUULVN\SURMHFWVLQWKHVHFLUFXPVWDQFHVDQGLWKDVWRSOD\
this strategic role. If new revenues come from additional taxation on unproductive wealth and
QHJDWLYH H[WHUQDOLWLHV VXFK DV VKRUWWHUP ¿QDQFLDO WUDQVDFWLRQV  WKH SURGXFWLYH SDUW RI WKH
SULYDWHVHFWRUZLOOEHQH¿WRYHUDOO$QGWKHZKROHVWUDWHJ\ZLOODFFHOHUDWHWKHWUDQVLWLRQWRDPRUH
VXVWDLQDEOH HFRQRP\ EDVHG OHVV RQ UHDO HVWDWH DQG ¿QDQFLDO VSHFXODWLRQ DQG PRUH RQ QHZ
sectors that increase the quality of life.
3URJUHVVLYH¿VFDODGMXVWPHQWVFDQDOVRLQFUHDVHHTXDOLW\ Fiscal adjustments that
rely on deep tax reforms can redistribute income. But even in the absence of these reforms,
UHYHQXHEDVHGDGMXVWPHQWVWKDWKHOS¿QDQFHDGGLWLRQDOLQYHVWPHQWVLQHGXFDWLRQFDQKDYHD
SRVLWLYHLPSDFWRQVRFLDOPRELOLW\$QGPRVWLPSRUWDQWO\DOO¿VFDODGMXVWPHQWVWKDWPDQDJHWR
bring down the public debt-to-GDP ratio have a positive overall impact on intergenerational
equality, since they reduce the debt burden on future generations and this increases their
freedom to spend and invest future income.
Carlos Mulas-Granados is the executive director of the IDEAS Foundation and a tenured
professor of applied economics at Complutense University, Madrid
Carmen de Paz is head of the international network at the IDEAS Foundation
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Why austerity must not mean the
end of active labour market policies
Chris Tilly

:KHQLWFRPHVWRLPSURYLQJZRUNIRUFHHTXLW\DQGHI¿FLHQF\DZLQQLQJVWUDWHJ\FRPELQHVWKH
application of new ideas with the consistent application of policies that are already proven. This
memo errs in the direction of comprehensiveness, at some cost to depth, in order to more fully
sketch out the context for each individual reform.
1. Aid the transition into employment. A precondition for decent work is to be employed
LQ WKH ¿UVW SODFH 7KXV D FHQWUDO HOHPHQW RI D MRE TXDOLW\ DJHQGD DUH SROLFLHV WR PRYH WKH
unemployed into employment – in brief, active labour market policy. This should include
assistance with job search and subsidised retraining programmes, universally available but
especially targeted to workers with limited or narrowly applicable skills.
5DLVHWKHZDJHÀRRUDQGFRPSUHVVWKHUDQJH In any foreseeable labour market in
today’s world, the reality is that many workers will experience very limited mobility. Therefore,
it is fundamental not just to enhance mobility but to ensure that even the lowest level jobs are
adequate, and to counteract market-driven tendencies towards widening inequality.
One building block is government regulations setting minimum standards (including a
minimum wage, pegged as a “living wage”) and, equally importantly, consistent monitoring
and enforcement. Recent research by Annette Bernhardt and others has spotlighted the
alarmingly high incidence of non-enforcement of legally mandated labour standards in the
United States, demonstrating that rich countries can also produce the informal employment
long seen as a characteristic of poorer nations. It is important to multiply the reach of the
inspectorate by mobilising worker, community and employer organisations to police
standards.
$ VHFRQG LQVWUXPHQW WR VRPH H[WHQW VXEVWLWXWDEOH ZLWK WKH ¿UVW LV ODERXU UHODWLRQV JURXQG
rules that facilitate unionisation and collective bargaining, since unions typically (though not
LQYDULDEO\  SOD\ DQ HTXDOLVLQJ UROH (YLGHQFH IURP WKH 1RUGLF FRXQWULHV FRQ¿UPV WKDW PRUH
centralised bargaining is typically more equalising, making a case for resisting current pressures
for further decentralisation. Strengthening other channels of worker voice, such as works
councils or health and safety committees, is also important.
A third tool is transfer programmes that constitute an alternative to rock-bottom or informal
employment. For example, Brazil’s dramatic expansion of its Bolsa Família programme clearly
FRQWULEXWHG WR WKDW FRXQWU\¶V VLJQL¿FDQW XSWXUQ LQ ODERXU PDUNHW LQGLFDWRUV 7KHVH WKUHH
elements narrow income gaps, reduce businesses’ options to undercut pay levels and conversely
provide an incentive to increase productivity.
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3. Support relevant and useful education and training. Many countries have expanded
the availability of adult and continuing education. Such in-depth retooling for a new career,
while employed or while between jobs, is an important supplement to the more short-term
retraining referenced in point 1 above. Pedagogical research demonstrating the value of handson education points to other promising steps towards an effective education and training
system.
The sharp division between vocational and academic tracks in secondary education, along with
the increasing premium for a college education, has tended to draw young people away from
the vocational system who would most appropriately be served by it. The “tech-prep” secondary
education model, pioneered in the United States by High Tech High in the city of San Diego,
combines vocational and academic tracks in a rigorous, analytical and hands-on education that
serves as an excellent foundation for either continued vocational training (a two-year college
course in the US context) or an academic pathway.
,WLVDOVRLPSRUWDQWWRVWUHQJWKHQLQFHQWLYHVDQGIUDPHZRUNVIRULQGLYLGXDODQGFROOHFWLYH¿UP
provided training, which often provides the most relevant skills of all. Refundable training
taxes, industrial extension programmes and public-private partnerships between public
education institutions and businesses can all help serve this purpose.
4. Enhance mobility through targeted interventions. Mobility is not just about
providing skills, but also about helping workers and employers identify and strengthen career
pathways.
*RYHUQPHQWFDQIDFLOLWDWHWKHZLGHUXVHRIEURDGO\UHFRJQLVHGVNLOOFHUWL¿FDWLRQVLQFOXGLQJQHZ
FHUWL¿FDWLRQV WKDW EHFRPH UHOHYDQW DV QHZ WHFKQRORJLHV VHFWRUV HPHUJH IRU H[DPSOH LQ WKH
JUHHQHFRQRP\ &HUWL¿FDWLRQVUHSUHVHQWDFODVVLFFRRUGLQDWLRQSUREOHPVRJRYHUQPHQWFDQ
play a central role in bringing together the relevant social actors. Centralised, agreed-upon
FHUWL¿FDWLRQVWUXPSDQRSHQDQGFRPSHWLWLYHPDUNHWLQZKLFKLWLVPRUHGLI¿FXOWWRDVVHVVWKH
YDOXHRIFHUWL¿FDWLRQV
Labour market intermediaries play a critical role, but not all intermediaries are equal. For
example, in the United States Fredrik Andersson and colleagues show that for low-wage
workers, use of temporary help agencies increases total earnings, but Chris Benner and coauthors add that, on average, workers using temp agencies earn lower wages and receive fewer
IULQJHEHQH¿WV3XEOLFSROLFLHVVKRXOGHVSHFLDOO\VXSSRUWLQWHUPHGLDULHVWKDWKHOSZRUNHUVPRYH
up, not just move.
:KLOHODUJH¿UPVVWLOOKDYHVLJQL¿FDQWFDUHHUODGGHUVZRUNHUVLQVPDOOHUHVWDEOLVKPHQWVW\SLFDOO\
PXVWMREKRSWRPRYHXS2QHSRWHQWLDOO\DSSHDOLQJPRGHOZRXOGOLQNVPDOO¿UPVZLWKODUJHU
RQHVLQ³FDUHHUFRQVRUWLD´6PDOO¿UPVZRXOGFHUWLI\WKHTXDOLW\RIWKHZRUNHUVWKH\UHIHUWRODUJHU
¿UPVDQGODUJHU¿UPVZRXOGJLYHVRPHSUHIHUHQFHWRZRUNHUVFKDQQHOOHGWKURXJKWKHFRQVRUWLXP
The small businesses would gain an upward mobility “carrot” that would serve as an incentive for
employees to stay on the job longer and perform well, mitigating small business’s scourges of high
employee turnover and indifference. Larger businesses would gain a pipeline of work-ready,
proven workers.
(QFRXUDJHIDPLO\IULHQGO\ÀH[LELOLW\ As two-earner and single-parent families become
more common, work and family demands too often collide. While employers of professionals
DUHLQFUHDVLQJO\ÀH[LQJWRPHHWHPSOR\HHV¶IDPLO\QHHGVPDQ\HPSOR\HUVVWLOOKHZWRWUDGLWLRQDO
WKLQNLQJDERXWWKHLPSRUWDQFHRIORQJKRXUVLQWKHRI¿FHDQGORZHUHQGHPSOR\HUVW\SLFDOO\
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RIIHUVFKHGXOHVWKDWDUHOHVVÀH[LEOHRUZKDWFDQEHZRUVHVFKHGXOHVWKDWDUHXQSUHGLFWDEOH
Major policy elements supporting family-friendly jobs are well known: paid maternity/
paternity/family leave, large-scale provision of creches for the pre-school years (France’s
XQLYHUVDOFKLOGFDUHLVUHÀHFWHGLQLWVKLVWRULFDOO\KLJKUDWHRIIHPDOHODERXUIRUFHSDUWLFLSDWLRQ 
DQGLQFHQWLYHVIRUHPSOR\HUVWRSURYLGHÀH[LELOLW\LQWKHZHHNO\ZRUNLQJVFKHGXOH:LWKWKH
ageing of the population in many countries, accommodations for elder care will become
increasingly important.
6. Pursue humane and economically sensible immigration policies. Rising
aspirations of workers in lower-income countries and large-scale reliance of some regions on
UHPLWWDQFHV UHQGHU LQKXPDQH VKDUS UHGXFWLRQV LQ LPPLJUDQW ÀRZV $JHLQJ SRSXODWLRQV LQ
richer countries and domestic workers’ disinterest in many lower-level jobs (and in some cases,
LQSDUWLFXODUWHFKQLFDO¿HOGVDVZHOO UHQGHUVXFKUHGXFWLRQVHFRQRPLFDOO\XQZLVH7KHWDVNLVWR
PDQDJHLPPLJUDWLRQÀRZVQRWEORFNWKHP
At the same time, historically high levels of migration raise social and economic challenges. It
is important to ensure that immigrants do not become second-class economic citizens, subject
in practice to lower labour standards than native workers, which can undermine overall labour
standards. It also takes active policy measures to manage ethnic diversity, especially in
historically homogeneous societies.
7. Bolster growth and economic development. Although environmental limits to
sustainable growth mean that we must shift away from GDP per capita as the dominant indicator
of economic success, in the short to medium term growth in traditional terms will continue to
be critical, especially for those lower on the income distribution. At the same time, it will be
increasingly important to improve the quality of life on other margins and to redistribute
HFRQRPLFEHQH¿WVVRWKDWDOOHQMR\DGHFHQWVWDQGDUGRIOLYLQJ
The recent global recession forcefully reminded us, and in many parts of the world continues to
remind us, of the importance of active macroeconomic management, with an ever greater
imperative of co-ordinating these policies across countries.
In a world where product cycles have accelerated, industrial policy plays an essential role in
nurturing new industries and revitalising mature industries. Industrial policy, infrastructure
investment and other development assistance must be targeted to lagging areas in order to reduce
geographic disparities. Moderating the unsustainable “growth imperative” requires more
redistribution of economic bounty rather than relying on “trickle-down” processes to sustain
those at or near the bottom.
8. This set of recommendations brings with it a set of associated political dilemmas.
7KHFKLHISROLWLFDOGLOHPPDLVWKDWPRVWRIWKHVHUHFRPPHQGDWLRQVÀ\LQWKHIDFHRIQHROLEHUDO
economic and political orthodoxy. There is broad scepticism about government’s ability to
successfully manage these aspects of the economy. Restrictions on business can be politically
unpopular, not only with business but also with others who see business as the engine of the
economy (though most would acknowledge that engines also need steering wheels to achieve
the desired result). The conventional wisdom has shifted towards a view that ambitious
government programmes are not affordable, rather than seeing this choice as a matter of social
SULRULWLHV±DQGLQPDQ\FDVHVDVWUDWHJ\IRULPSURYLQJHFRQRPLFHI¿FLHQF\DVZHOO2XWFRPH
EDVHGFRQFHSWLRQVRIHTXLW\DUHXQGHU¿UHLQWKHQDPHRIPHULWRFUDF\RYHUORRNLQJWKHVWUXFWXUDO
barriers that hold back some populations.
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On the other hand, nativism and fear of the unknown mobilise much public opinion against
liberalised immigration. In addition, opposition to redistributive or safety-net policies is often
KHLJKWHQHGZKHQLWLVSHUFHLYHGWKDWEHQH¿WVDFFUXHGLVSURSRUWLRQDWHO\WRHWKQLFPLQRULWLHVRU
immigrants. Given all of these ideological and political hurdles, the task at hand consists of
persuasion at least as much as policy design.
Chris Tilly is director of the Institute for Research on Labor and Employment at the University
of California, Los Angeles
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Why we need a jobs-led strategy
for economic revival
Kevin Doogan

In the immediate aftermath of the collapse of Lehman Brothers on 11 September 2008, many
DFFRXQWVFRPSDUHGWKHFULVLVWRD³¿QDQFLDOWVXQDPL´:KLOVWWKLVZDVSODXVLEOHLQFRQYH\LQJ
the scale of the disaster, now, more than two years later, this metaphor appears more than a
little ironic. We do have an understanding of the causes of tsunamis in the natural world, based
RQVXEWHUUDQHDQIRUFHVDQGVKLIWLQJWHFWRQLFSODWHVEXWLQWKH¿QDQFLDOZRUOGWKHDEVHQFHRID
coherent explanation of the causes of the crisis is bewildering.
Lacking a cogent explanation for the origins of the crisis, a range of policy responses has
developed without a unifying logic or a clear sense of purpose. This risks protracting the “Great
Recession” and undermining economic revival. Having absolved themselves of the need to
explain why the meltdown occurred, policymakers in the United States and Europe have shifted
WKH IRFXV IURP FDXVHV WR HIIHFWV RU IURP EDLORXWV WR ¿VFDO GH¿FLWV )LVFDO FRQVROLGDWLRQ KDV
EHFRPHWKHRUGHURIWKHGD\DQGDQHQGLQLWVHOIDVJRYHUQPHQWVVHHNWRSXWWKHSXEOLF¿QDQFHV
LQRUGHUVRDVWRSODFDWHWKHERQGPDUNHWVDQGWKH¿QDQFLDOLQVWLWXWLRQVWKDWKDYHEHHQUHVWRUHG
to rude health by the generosity of the taxpayer. The following observations seek to present the
direction of an alternative response.
1. Although large-scale state intervention to prevent economic collapse was
initially seen by some as a return to Keynesian economics, a comparison with the
New Deal policies of the 1930s reveals a policy trajectory moving in the opposite
direction. In this respect the current crisis presents the mirror image of the 1930s. As Paul
Davidson has shown, Roosevelt’s New Deal programme built or renovated 2,500 hospitals,
45,000 schools, 13,000 parks and playgrounds, 7,800 bridges and 700,000 miles of roads and
SODQWHG ELOOLRQV RI WUHHV DQG FRQVWUXFWHG PDQ\ DLU¿HOGV 7KH IHGHUDO ZRUNV SURJUDPPH
supported 8 million households – or 22% of the population. Total welfare expenditures rose
IURPPWREQDQGJUHDWO\LQFUHDVHGIHGHUDOLQYROYHPHQWLQZHOIDUH%HWZHHQDQG
1939 the federal share of public aid grew from 2.1% to 62.5%. In the United States of today the
debate revolves around reigning in Medicare and Medicaid and deep cuts and caps on
discretionary spending, coupled with tax breaks for the wealthy. While the 1930s gave birth to
the American welfare state, the crisis of 2008 suggests unprecedented welfare retrenchment.
The same pattern is replicated elsewhere, including in the United Kingdom and in Southern
and Eastern Europe, in what might be described as an “antediluvian mindset” that has framed
policy since the onset of crisis.
 :LWK DOO DWWHQWLRQ IRFXVHG RQ WDFNOLQJ ¿VFDO GH¿FLWV WKH ODERXU PDUNHW
implications of the austerity regimes have been given scant regard. Macroeconomic
GHEDWHVKDYHIRFXVHGRQWKHLPSOLFDWLRQVIRUPDUNHWGHPDQGDQGFRQVXPHUFRQ¿GHQFHDQGRQ
the possible weakening of the long-anticipated recovery. Yet the bailout of the banks has
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UHORFDWHG GHEW IURP WKH SULYDWH VHFWRU WR WKH SXEOLF VHFWRU ± ZLWK VLJQL¿FDQW ODERXU PDUNHW
effects that have yet to be considered. Most economic models take the private sector labour
market as the starting point and assume that the public sector should respond to market shocks
in a similar fashion. Yet the public service labour market articulates a different system of
SODQQLQJFRRUGLQDWLRQDQG¿QDQFHDQGKDVDGLVWLQFWLYHSDWWHUQRIDGMXVWPHQW7RJUDVSWKLV
requires an understanding of its social function, which appears beyond the reach of neoliberal
policymakers.
3. Those who advocate “welfare regime change” present the public sector as
somehow dependent on the wealth created in the private sector. They argue that the
balance between private enterprise and public welfare has got out of kilter. Welfare spending is
seen as parasitic on the private sector and as interfering with market forces. The policy options
served up are familiar refrains in the neoliberal repertoire: more privatisation, reduce welfare
incentives to create jobs and increase deregulation.
Yet there is an inherent risk in implementing austerity measures 30 years after Reagan and
7KDWFKHUFDPHLQWRRI¿FHEHFDXVHWKHUHLVQRWPXFKIDPLO\VLOYHUOHIWWRVHOODIWHUWKHSULYDWLVDWLRQ
programmes of the last three decades. The utilities have been sold off, state-run
telecommunications have been privatised, and the commercially viable semi-state industries
have been transferred from the public sector. That is why the current public spending cutbacks
fall so sharply on welfare services and social security.
4. There is little consideration of the employment risks arising from austerity
measures in public services./HDYHDVLGHFRQVLGHUDWLRQRIWKHVRFLDOLQMXVWLFHRIWKHVDFUL¿FHV
GHPDQGHGRIWKHSRRUHVWVHFWLRQVRIVRFLHW\ZKLOVWXOWUDZHDOWK\¿QDQFLHUVFRQWLQXHWRHQMR\
riches beyond the dreams of avarice. Forget also the fact that the banks have been given a
leisurely timetable up to 2019 to make very modest changes to their operations, whilst the huge
SXEOLF GH¿FLWV PXVW EH PDGH JRRG ZLWKLQ IRXU RU ¿YH \HDUV &RQVLGHU LQVWHDG WKH LQKHUHQW
economic risks that arise with the implementation of austerity when there is such little concern
with the employment impacts of budget reductions in health, in education and in social
services.
These are sectors that have made major contributions to employment expansion during the
growth years. Despite all the high-tech glitz of a new economy driven by Silicon Valley innovation,
the key sources of job growth have more prosaic origins in the delivery of welfare services, in the
education and training of the future workforce and in meeting the health needs of society.
During the so-called new economy boom it was health services that made the second largest
contribution to job creation in the United States. In the European Union, employment growth
in health and social services was 10 times the European average and accounted for half of all
additional jobs created during the growth years. Therefore one of the major risks that arises
ZLWK¿VFDODXVWHULW\DQGZHOIDUHUHWUHQFKPHQWLVWKDWFULWLFDOVRXUFHVRIMREJURZWKDUHFKRNHG
off and that the crisis is prolonged and economic recovery is further postponed.
2QHRIWKHGLI¿FXOWLHVLQDVVHVVLQJWKHSURVSHFWVIRUWKLVUHFHVVLRQOLHVLQWKH
uneven nature of its employment impact. This is a global crisis with different transmission
PHFKDQLVPV ± ZKHWKHU WKURXJK WUDGH RU ¿QDQFLDO OLQNV ± ZKLFK KDYH SURGXFHG YDULDEOH
employment effects. This is a crisis that has assailed the heartland of the world economy, with
the advanced countries among the principal casualties. If exposure to the downturn in
construction and the bursting of the housing market bubble are also taken into account, it is
SRVVLEOHWRH[SODLQYHU\VLJQL¿FDQWULVHVLQXQHPSOR\PHQWLQVSHFL¿FFRXQWULHVVXFKDV6SDLQ
(20%) and Ireland (almost 15%) while in others, such as the Netherlands, unemployment is
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little changed at 4%. If labour market analysis further considers the current crisis in historical
context by comparing it to the employment impacts of the recessions of the 1990s, 1980s and
the 1930s, it is possible to draw broad conclusions about the labour market prospects of this
and the austerity regimes that have been developed in response.
 ,I DW ¿UVW VLJKW WKLV FULVLV ORRNV FRPSDUDEOH WR WKH V ORRN DJDLQ
unemployment is lower but the recovery will in all likelihood be slower. The present
crisis is comparable in scale to the economic downturn of the 1930s. However, it looks as if
unemployment will not reach the levels of the slump of the 1930s, when the proportion out of
work reached 25% in the United States, almost 30% in Germany, 27% in Canada and 20% in
Britain. The impacts of the austerity measures have to work their way through the public service
labour market which has its own systems and mechanisms of adjustment. Broadly speaking,
the decline in employment in this recession will not be as severe as the slump of the 1930s, but
the recovery will in all likelihood be much slower. In its World of Work Report 2010: From One
Crisis to the Next?, the International Labour Organisation’s (ILO) estimates of the pace of
UHFRYHU\KDYHEHHQVFDOHGGRZQVLJQL¿FDQWO\,QWKHSUHYLRXV\HDU¶VUHSRUWHPSOR\PHQWLQWKH
advanced economies was expected to return to pre-crisis levels by 2013, but this has now been
put back until at least 2015, with every possibility that this will be further postponed.
7. This recession will impact on the age composition of the workforce. While
previous downturns saw workers of 50 years and older leave the labour market in droves, the
FXUUHQWUHFHVVLRQKDVVHHQDVLJQL¿FDQWLQFUHDVHLQWKHDYHUDJHDJHRIH[LWIRUWKHROGHUJURXSV
as retirement ages are raised and pension entitlements deferred. One of the key changes in the
age composition of the workforce is that the prospects for younger job seekers, and indeed the
long-term unemployed, have deteriorated dramatically. The same ILO report compared the
impact of previous recessions on youth unemployment across a range of countries that were
able to restore youth employment. It showed that, on average, these countries took 11 years to
reach pre-crisis levels, with Greece taking 17 years at one end of the spectrum and Mexico seven
years at the other. But many countries did not even get back to pre-crisis levels and on average
it took 17 years to attain a partial recovery in youth employment.
8. Overall, austerity-induced welfare retrenchment offers a very long and tortuous
route to economic salvation and even this is not guaranteed. A jobs-led strategy for
economic revival, as advanced by the ILO, is far more plausible, not only in repairing the damage
WRSXEOLF¿QDQFHVEURXJKWDERXWE\WKHEDQNEDLORXWVEXWDOVRLQSURWHFWLQJDJHQHUDWLRQRI
young people from the hopelessness of a life without work.
Kevin Doogan is Jean Monnet professor of European policy studies at the University of Bristol
and author of New Capitalism? The Transformation of Work (Polity, 2009)
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0RYHRQIURPÀH[LELOLW\
and its diminishing returns
Paul Gregg

As economies became more productive through the 19th and 20th centuries, workers sought
increased social protection, in terms of a social safety net and employment regulation, as well
as shorter work time. Yet the loss of full employment in the 1970s, with a reduced rate of
economic growth, saw the demise of the consensus around the Keynesian economic model. The
QHZFRQVHQVXVPRGHODPRQJVWPRVWHFRQRPLVWVPDGHDOLQNEHWZHHQHPSOR\PHQWÀH[LELOLW\
UHGXFHG VRFLDO SURWHFWLRQ DQG GHUHJXODWLRQ DQG LQFUHDVHG HI¿FLHQF\ ERWK LQ WHUPV RI IDVWHU
growth and lower unemployment. The argument for this neoliberal model was mainly based on
relatively rapid employment recovery and reasonable growth in the United States and the
United Kingdom. Today, however, this new consensus is looking as shaky as the Keynesian one
30 years ago.
The US model has always been unattractive to the left but the poor performance of the United
States on jobs and wages over the last decade has been less well noted than it should have been.
US median real wages have been stagnant for a long period now and absolute poverty levels
rose throughout the last decade, not just in the recent recession. The US employment record
has also been poor since the end of the 1980s boom, such that on entry to the current recession
the United States had below average employment rates among major OECD economies and
then suffered a particularly severe employment loss in the downturn. Whilst the United States
may well recover faster than Europe as a whole (though not the Northern European countries)
the US as a model looks less attractive now than it ever has. At a deeper level, the dichotomous
approach, adopted by many commentators, contrasting the United States and European models
WRH[HPSOLI\HI¿FLHQF\HTXLW\WUDGHRIIVLVORRNLQJRXWGDWHGDVWKH8QLWHG6WDWHVVWUXJJOHVRQ
both counts.
The left has largely accepted that, broadly speaking, social and employment protection comes
with a cost, although the cost may be small in some cases where it leads to increased productivity
and be worth paying for increased security, such that workers can choose, collectively, to take
economic growth in the form of higher wages or increased protection or shorter hours. The
evidence suggests that it is correct to suggest that this does not lead to lower economic growth.
7KLVPHPR¿UVWO\ORRNVDWDQXPEHURISROLF\FRQÀLFWVLQWKHGHVLJQRIVRFLDOSURWHFWLRQV\VWHPV
and labour market performance which appear still relevant to welfare reform thinking and
where the left has made some accommodation to basic labour economics. It then surveys a
number of problems and opportunities that are opening up in the context of the recession,
globalisation and lifestyle and demographic changes.
1. Employment protection versus unemployment. Where countries operate strong
employment protection they appear to adjust to economic shocks with more long-term
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unemployment and especially youth unemployment and this persists for longer periods.
Countries with two-tier systems of employment protection (for example Spain) are particularly
prone to this problem as the well protected insiders can feel isolated from economic risks.
,QFRPHVHFXULW\YHUVXVHPSOR\PHQWÀH[LELOLW\A shift to emphasise income security
in the face of economic shocks and to focus less on retaining jobs in declining industries
HPSOR\PHQW SUHVHUYDWLRQ  DQG HQDEOLQJ JUHDWHU HPSOR\PHQW ÀH[LELOLW\ $W LWV KHDUW WKLV
DSSURDFKIRUPVDPDMRUSODQNRIWKHÀH[LFXULW\PRGHO,WLVZRUWKQRWLQJWKDWLQWKHIDFHRID
sudden economic downturn, such as we have just experienced, employment preservation was
both rational and wise, as the jobs are likely to be viable in the medium term. It is the subsidisation
of declining industries (through cash or in-kind insulation) that appears unsustainable.
3. Aggressive activation versus transitional opportunities. A greater emphasis on
activation of the unemployed (and other welfare recipients) through conditionality in the
welfare system. This sets required and monitored activity, mainly focused around job search. At
its most aggressive, this has been turned into a job guarantee: the state will require paid work
DFWLYLW\DQGZLOO¿QGRUFUHDWHWKHMREV IRUH[DPSOHLQ'HQPDUN 7KHZRUNIDUHYDULDQWRIWKLV
PRGHOZKLFKUHTXLUHVZRUNPDLQO\FRPPXQLW\EDVHGLQUHWXUQIRUEHQH¿WUHFHLSWKDVEHHQ
widely found to be ineffective in helping people return to regular employment, as it inhibits job
search. Transitional jobs designed to move people into regular jobs or default public sector jobs
GRVHHPWRKHOSPRYHSHRSOHRIIXQHPSOR\PHQWEHQH¿WV
4. Low earnings versus generous welfare.7KHUHLVDFRQÀLFWEHWZHHQORZHDUQLQJV ORZ
wages or short hours) and generous welfare systems. Increased wage inequality, especially at
the bottom end, from lower wage regulation, weak trade unions and high unemployment
FUHDWHV FRQÀLFW ZLWK D UHDVRQDEO\ JHQHURXV VRFLDO DVVLVWDQFH V\VWHP DV ZRUN LQFHQWLYHV DUH
weak, especially for families. Wage inequality has been rising across much of Europe over the
last decade (though not in France and Spain) and is high in many Eastern European countries
like Poland and Hungary. The result has been an interest in using the tax system or a separate
WD[FUHGLWV\VWHPWRLQFUHDVHWKH¿QDQFLDOLQFHQWLYHVWRZRUNDQGUHGXFHWKHORZSDLGDQGVKRUW
KRXUMREFRQÀLFWUDWKHUWKDQUHGXFLQJWKHJHQHURVLW\RIWKHRXWRIZRUNZHOIDUHVXSSRUWV\VWHP
7KLVLVWKHDFFRPPRGDWLRQRIDKLJKO\GHUHJXODWHGÀH[LEOHODERXUPDUNHWWKURXJKWKHGHVLJQRI
welfare institutions rather than placing restrictions on employment offers. The United Kingdom
has used tax credits extensively, mainly focused on families, and this is being developed further
by the Conservative-led government, suggesting that the political right is taking this issue on
board.
 7KH SROLF\ FRQÀLFW RXWFRPHV DQG QHZ GLUHFWLRQV These reform areas have aided
HPSOR\PHQWJURZWKRYHUODVWGHFDGHEXWORZUHDOLQWHUHVWUDWHVEHQLJQLQÀDWLRQIURPFKHDS
imports and lower wage growth have probably been more important. There have also been
PRYHVWRHQKDQFHMREÀH[LELOLW\IRUZRUNHUVSDUWLFXODUO\DURXQGIDPLO\IULHQGO\HPSOR\PHQW
PDWHUQLW\SDWHUQLW\ OHDYH DQG FKLOGFDUH ZKLFK KDYH GH¿QLWHO\ DLGHG HPSOR\PHQW JURZWK
among mothers in Europe (such policies have been largely absent in the United States). This is
a clear example of where regulation and strategic intervention by government, especially in
childcare, have boosted employment.
Whilst the impact of the recession on employment has in Europe generally been unexpectedly
PRGHVWWKLVGRHVQRWDSSHDUUHODWHGWRLQFUHDVHGÀH[LELOLW\LQ(XURSHDQODERXUPDUNHWVJLYHQ
the extremely poor US performance. There are, however, a large number of major problems
and opportunities opening up.
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6. Strengthened labour demand presents an opportunity to reduce wage inequality.
7KHFXUUHQWHXUR]RQHSUREOHPVFOHDUO\UHTXLUHDSHULRGRIORZLQÀDWLRQLQ6RXWKHUQ(XURSHDQG
Ireland relative to Northern Europe. This can either come from prolonged stagnation of earnings
and employment in those countries or can be accommodated to a degree by faster wage growth
in the north, encouraging a competitiveness switch and more imports from the south. In
particular, German real wages and consumption need to rise. With the large recent increase in
wage inequality, the strengthened labour demand offers a serious opportunity and a need to
reduce wage inequality, especially at the bottom where it has so markedly increased. The need
to reduce low wages is driven by the need to raise labour supply and to promote moves off
welfare.
7. Rising energy costs present a huge opportunity in Europe for technology and
jobs. Commodity prices are extraordinarily high so soon after a major recession in developed
countries. The reason is clear: the rapid economic development of India and China means that
the developed world is no longer the major engine of demand for commodities. This is creating
LQÀDWLRQDU\ SUHVVXUHV YHU\ HDUO\ LQ WKH UHFRYHU\ DQG UHGXFLQJ GHPDQG DV KLJK RLO SROLFLHV
generally do. But the deeper point is that when the developed world gets a major recovery under
way, demand for oil and raw materials will rise substantially further than levels seen in the
immediate pre-recession era. Demand is simply rising faster than supply. This bodes ill for
resource-intensive countries, such as the United States and indeed China. Europe is more
advanced in moving to less energy-intensive GDP but further moves in this direction are
essential for a growth strategy in face of high material costs.
This creates opportunities for major new industries around renewable energy, electric cars,
recycling etc. As energy becomes increasingly expensive relative to labour, more labourintensive but low-energy production becomes relatively attractive at the margin (for example
recycling and energy conservation). This agenda is both a challenge to existing demand patterns
and growth but also a huge opportunity for technology and jobs. Related to this, the idea that
manufacturing in Europe is in permanent decline due to competition from the East is proving
misplaced. Rapid rises in living standards are creating demand for high-tech and niche quality
products, which offers a serious prospect for manufacturing to maintain an employment
share.
8. Population ageing challenges the welfare system but it also creates employment
opportunities. The last major challenge is the ageing population. This is creating huge
demands on the pension part of the welfare system and health expenditures and will in turn
FUHDWH KXJH GHPDQG IRU FDUH VHUYLFHV 7KH FKDOOHQJH LV RQH RI ¿QDQFLQJ DQG RI ZDJHV DQG
productivity in these sectors but it also presents an opportunity as a major job generator over
the next few years.
The threat to the welfare system is real, with a logic of reducing pension generosity as well as
the working age population releasing funds for the growing aged population. There are three
sensible alternative responses to this that should be developed. First, the pension age rises,
probably close to 70 over time as life expectancy rises (there is a limit on this because agerelated disability and hence low productivity set in). Second, raise employment rates among the
working-age population. The two main areas here are the high levels of disability welfare
dependence and the employment rates of mothers, which are still low across much of Europe
UHODWLYHWRPHQ$UHODWHGUHVSRQVHLVWKHUHIRUHDERXWIHUWLOLW\5HGXFLQJWKHFRQÀLFWEHWZHHQ
motherhood and employment through improved maternity rights and childcare creates higher
employment but also fertility, as has been the case in Scandinavia for a while, but has also been
a very clear response to changes in the United Kingdom over the last decade.
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9. The task now is to integrate marginal groups into the labour market. The insights
of the last 20 years appear to be offering diminishing returns on the labour market problems we
IDFH7KHPDLQWKUXVWVDUHQRZOHVVDERXWLQFHQWLYHVDQGÀH[LELOLW\IURPDQHPSOR\HUSHUVSHFWLYH
as these lessons have broadly been learned, but rather about reintegration of marginal groups.
This will require an increased degree of emphasis on corporate social responsibility towards
employment and the careful stimulation of new markets (for example around energy use and
conservation) and the design of support services funded by the state.
The major need to expand employment into older, disabled and mother populations suggests a
need to build a new model of part-time working. All three groups are likely to frequently want
SDUWWLPHDQGRWKHUÀH[LEOHHPSOR\PHQWSDWWHUQVEXWWKHVHIRUPVRIHPSOR\PHQWWHQGWREH
low paid and relatively unstable in most countries. The promotion of part-time work and other
ÀH[LEOHZRUNLQJIRUPVLQZD\VWKDWGRQRWLQWULQVLFDOO\OLQNWKHPWRORZSD\DQGLQVWDELOLW\DQG
a lack of training and career advancement is the holy grail here. Australia and the Netherlands
have made some progress in making sure such forms of employment are mainstream rather
than second class jobs.
Paul Gregg is a professor of economics at the Centre for Market and Public Organisation, University of Bristol
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Flexicurity 2.0 is the model for the
21st century
Jon Kvist

The welfare state needs an update; the combined impact of the debt crisis, globalisation and
ageing populations calls for a rethink. Austerity packages roll back state responsibilities for
ZHOIDUHWKURXJKEHQH¿WFXWVDQGWKHORVVRIWKRXVDQGVRISXEOLFVHFWRUMREV6RPHRIWKHVHFXWV
in social expenditure might come back to haunt governments later. Without a fundamental
rethink of the European social model that goes beyond cost cutting, the future may bring
governments not only less revenue and more expenditure but also more divided societies.
Flexicurity 2.0 is the approach which can revamp Europe’s welfare models in the face of these
threats. The goal is to include as many as possible in the labour market of today and years to
FRPHWRUHGXFHWKHQXPEHURIFODLPDQWVRIZHOIDUHEHQH¿WVDQGWRHQVXUHDFFHVVLEOHDQGKLJK
quality education, social and health care. Activation, social investments, and ending biological
DJH DV WKH PDLQ HQWU\ SRLQW WR DQ DUUD\ RI EHQH¿WV DUH WKH FKLHI LQVWUXPHQWV WR PDNH WKH
European social model economically sustainable and socially just.
1. European social models need activation beyond the labour market. Traditionally,
WKHÀH[LFXULW\PRGHOVHFXUHGZRUNHUVWKURXJKXQHPSOR\PHQWEHQH¿WVPDGHODERXUPDUNHWV
ÀH[LEOH WKURXJK OD[ HPSOR\PHQW SURWHFWLRQ OHJLVODWLRQ DQG VHFXUHG PRELOLW\ WKURXJK DFWLYH
labour market policies, giving the unemployed rights and obligations to training offers and life
long learning. Today, activation broadly understood should also include:
Making it obligatory to make use of better childcare and adult training courses.
The labour market has become more complex. People no longer move from one employer to
DQRWKHU GRLQJ WKH VDPH MRE -REV DUH EHFRPLQJ PRUH VNLOO VSHFL¿F 7KH IXWXUH ORRNV EOHDN
indeed for unskilled labour due to the impact of technology, globalisation and labour market
changes. The OECD expects that workers will have to change between jobs with new skill
demands six times throughout their careers. Investments must be made in more and better
childcare to optimize cognitive capacities to be used continuously as adults when re-skilling
and in training courses for people in between jobs.
5HVHUYLQJZHOIDUHEHQH¿WVIRUWKHQHHG\ Research shows that in the face of activation
VWUDWHJLHVWKHXQHPSOR\HGZLOOWU\DQG¿QGDMRERQWKHLURZQDFFRUGDQGDUHVXFFHVVIXOWRWKH
H[WHQWWKDWWKHUHDUHDFWXDOMREVDYDLODEOH%HQH¿WVDQGWUDLQLQJFRXUVHVFDQWKHQEHUHVHUYHG
for the most vulnerable and needy.
$OOHYLDWH SRSXODU IHDUV RI VRFLDO WRXULVP DQG EHQH¿W VFURXQJLQJ E\ UHVLGHQW
ethnic minority groups. The motivational effects of activation and its implicit demand of
SK\VLFDO SUHVHQFH DQG DFWLYLW\ LQ RUGHU WR UHFHLYH EHQH¿WV PD\ PLWLJDWH IHDUV RI ZHOIDUH
PLJUDWLRQDQGEHQH¿WH[SRUWDELOLW\DQGWKXVOHJLWLPLVHDFFHVVLEOHJHQHURXVEHQH¿WV$OWKRXJK
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scarce, any empirical evidence supporting claims that welfare magnetism is growing tends to
OHDGWRDUHGXFWLRQLQEHQH¿WVOLNHO\WREHWDNHQXSE\QHZFRPHUVDQGHWKQLFPLQRULW\JURXSV
This has the knock on effect of contributing to an overall less generous system than would
have been the case without the fear of migration and misuse. Less accessible and generous
schemes not only affect adults, but also children in their families; it also affects nationals in
similar situations because EU legislation forbids discrimination on the basis of nationality.
And if governments start underbidding each other to avoid welfare migration, this would
ultimately lead to a race-to-the-bottom scenario in Europe. Activation thereby defends a social
investment strategy.
2. Investments today mean less expenditure tomorrow – social investment must
consolidate activation strategies. Activation is merely coercive if it moves people into bad
childcare, schools, vocational training and so forth. In contrast, activation into social investment
schemes has a preventive or enabling function. Investments today mean less expenditure
tomorrow.
Social investments are needed for integration and rehabilitation into the labour
market. The interaction effects between activation and social investment are crucial for
PDQ\JURXSVWKDWDUHFXUUHQWO\GLI¿FXOWWRLQWHJUDWHLQWRWKHODERXUPDUNHW7DNHWKHH[DPSOH
of activating those on long-term sick lists: in many countries there is a growing problem
whereby disability pensions are awarded to growing numbers of young people on psychiatric
diagnoses rather than physiological grounds. These groups do not react along conventional
lines to economic incentives and coercive activation. Social investment is therefore needed
both in rehabilitative measures, and in organising work placements and job training.
/RZVNLOOHGZRPHQVKRXOGEHQH¿WIURPVRFLDOLQYHVWPHQWDQGDFWLYDWLRQAnother
group with low labour market participation rates in general are groups of low skilled, especially
women. Here three sets of measures involving activation and social investments are called for.
First, children could be obliged to be in good quality crèche, childcare and primary school
IDFLOLWLHVIRUIDPLOLHVWRTXDOLI\IRUFKLOGIDPLO\EHQH¿WV&KLOGUHQZRXOGWKHUHE\LQFUHDVHWKHLU
cognitive capacities, language and social skills that in turn may help them later in life achieve
more fortunate positions in the labour market than their parents. Second, activation of women
to the extent that they have markedly low labour market participation rates may not pay off
for the activated themselves but in the longer run as, especially, their daughters get other role
models. Third, to reduce school drop-outs young people may be asked to be in education and
vocational training to remain entitled to study grants, social assistance and the like.
3. More revenue and less expenditure can come from a rethink of the use of
biological age as a means test for social needs. Social investments and activation should
not stand-alone. Indeed in some cases social investments and activation is of little, if any, use.
This is particularly the case for regulation of early exit from the labour market. In many countries
WKHGD\VDUHJRQHZKHQROGDJHPHDQVIUDLOKHDOWKDQG¿QDQFLDOGHVWLWXWLRQ7KHVDPHFRXQWULHV
however, have schemes favouring the elderly. In economic terms the elderly are often privileged
through tax exemptions or lower tax rates, vouchers, subsidies and special fares to various
VRFLDO KHDOWK DQG FXOWXUDO EHQH¿WV %HQH¿WV DUH JUDQWHG E\ YLUWXH RI WKH ELRORJLFDO DJH ZLWK
little, if any, attention to the needs of the elderly or their income.
(DUO\UHWLUHPHQWWKURXJKXQHPSOR\PHQWEHQH¿WVGLVDELOLW\SHQVLRQVRUROGDJH
SHQVLRQVQHHGWRVWRSXVLQJELRORJLFDODJHDVD¿OWHUIRUDOORFDWLQJEHQH¿WV Instead
more attention should be paid to activity over the life course. Elderly people who have been in
the labour market for 40 years or so may be worn out and deserve a respectful exit from the
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labour market. Instead Nordic countries that are heavy on activation and investments, for
example, let the elderly undergo activation and investment in the form of rehabilitation as a
matter of principle. All are equal and therefore all should be activated and invested in. For the
group with 40 or more years in the labour market, activation and investments, however, may
VLPSO\JLYHWKHSHUVRQVWKHIHHOLQJRI\HWDQRWKHUSHUVRQDOIDLOXUHZKLOHJRYHUQPHQWVZLOO¿QG
that efforts are rarely worth the economic costs of the schemes.
People who spend longer in education and have less physically and psychological
demanding jobs must work longer. In contrast, people with a long formal education
SULRU WR ODERXU PDUNHW HQWU\ PD\ QRW KDYH ZRUNHG  \HDUV ZKHQ WKH\ UHDFK WKH RI¿FLDO
retirement age. To avoid a socially unjust situation where people with few skills and thus
many years on the labour market face tougher treatment than people with many years of
(subsidised) education, we need to end using biological age when regulating exit from the
labour market. This means we should allow physically and psychologically worn out people
who have paid their dues through many years of being active in the labour market to retire
gracefully.
Mid-life career shifts may help retain welfare workers for longer periods and
reduce the highly gendered segmentation of labour markets. Recalling that the
number of years on the labour market gets larger, we may also consider that activation and
investments take the form of possibilities of entire career shifts midway through the working
life. Especially welfare professionals like nurses, childminders and social workers may be
given the chance to take a Master of Public Administration or the like to enable them to move
into less physically and psychologically straining jobs.
 6RPH PD\ ODEHO WKLV FDOO WKLV )OH[LFXULW\  D ¿OWHULQJ PHFKDQLVP IRU ³UDZ
socialism”. They should think of the alternative where sometimes cuts are made mainly to
reduce public budgets and debts with less consideration of the social policy consequences.
Privileged groups can and will protect themselves if the state withdraws its safety net; nonprivileged groups cannot.
Others may say that the political challenge and the economic costs necessary to build and run a
Flexicurity 2.0 model are insurmountable. They should recall that the initial costs are mostly
more than compensated in the medium to long term. To illustrate take the issue of women,
production and reproduction. The Flexicurity 2.0 model allows women to both have careers
and have children. When women participate in the labour market at the same level as men,
which the Nordic countries demonstrate can be achieved, they make a big contribution to
increasing labour supply. When women participate in the labour market, but do not have more
than one child, as we see in many Central and Southern European countries, then the European
social model is weak. We need all – children, women, men, ethnic majorities and minorities, as
well as elderly segments of the population – to be active to secure the European Social Model of
tomorrow.
Jon Kvist is a professor at the Centre for Welfare State Research, Department of Political
Science, University of Southern Denmark
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Strengthen labour market
LQVWLWXWLRQVRYHUELJ¿QDQFH
Stein Reegård

We assume that full employment and a more equal distribution of income are two of the main
goals of social democratic economic policy. But, in the modern globalised economy there are
countervailing pressures for higher productivity and economic restructuring. The challenge is
WR ¿QG D IDLU EDODQFH LQ WKH GLVWULEXWLRQ RI SURGXFWLYLW\ FRVWV DQG EHQH¿WV WHPSHULQJ IUHH
markets with well designed economic institutions. At a time when many countries lack political
alternatives, one distinctive message could be that there is a choice: more power to labour
PDUNHWVRU¿QDQFLDOLQVWLWXWLRQV
6RFLDOGHPRFUDWVKDYHWREHFRPSHWHQWHFRQRPLFDFWRUVEDODQFLQJSXEOLF¿QDQFHVDQGXVLQJ
VWDWHFDSDFLW\LQDQRSWLPDODQGHI¿FLHQWZD\6RXQGSXEOLF¿QDQFHVLQFUHDVHWKHVWDWH¶VDELOLW\
WRUHVLVWWKHLQÀXHQFHDQG³DWWDFNV´RI¿QDQFLDOPDUNHWVDQGOLEHUDOLVWHFRQRPLFSROLF\,WPDNHV
the economy more robust by facilitating the use of automatic stabilisers and active stimulation
SROLFHVDQGLWDOVRIDFLOLWDWHVWKHUHVWUXFWXULQJRIWKHHFRQRP\E\JLYLQJZRUNHUVFRQ¿GHQFH
and safety in the form of social security arrangements. The size of the public sector also matters;
it is an important vehicle for redistributing market income, and for reducing economic
volatility.
The current downsizing of state capacity in many countries may therefore have an array of
QHJDWLYHHIIHFWV,WLVLPSRUWDQWWKHUHIRUHWRUHPHPEHUWKDWWKH¿QDQFLDOFULVLVZDVEURXJKWRQ
E\RYHUVL]HGDQGXQGHUUHJXODWHG¿QDQFLDOPDUNHWVQRWE\DQRYHUVWUHWFKHGVWDWH)LQDQFLDO
institutions allowed the state to pay the price for their own risky behaviour. In this sense it
PLJKWEHVDLGWKDW¿QDQFLDOLQVWLWXWLRQVDUHWKHPDLQFKDOOHQJHUVWRVRFLDOGHPRFUDWLFSROLF\
VWURQJ ODERXU PDUNHW LQVWLWXWLRQV LWV EHVW DOOLHV 7KH UROH RI ¿QDQFLDO LQVWLWXWLRQV FXUUHQWO\
oversized, should therefore be reduced and the role of labour market institutions should be
strengthened.
6WUHQJWKHQLQJ6RFLDO'HPRFUDWLF,QVWLWXWLRQV 6',V RYHUFRPPHUFLDO¿QDQFLDO
LQVWLWXWLRQV UHGXFHV ERWK WKH ULVN DQG WKH SRZHU RI RYHUGHYHORSHG ¿QDQFLDO
markets.7KH¿QDQFLDOFULVLVUHYHDOHGWKHH[WHQWWRZKLFKWKHVWUHQJWKRI¿QDQFLDOPDUNHWV
GLIIHUVEHWZHHQFRXQWULHV&RXQWULHVZLWKRYHUVL]HGRURYHUH[SDQGHG¿QDQFLDOVHFWRUVUDQLQWR
WKHELJJHVWWURXEOH7KLVLVLOOXVWUDWHGE\ORRNLQJDWWKH,0)¿JXUHVIRUEDQNLQJDVVHWVFRPSDUHG
to GDP in 2009: Iceland, 1000% (2008); Ireland 600%; UK, 500%; Norway, Finland, Sweden
and Germany, 100-200%.
Strengthening state entities or institutions based on labour market organisations over
FRPPHUFLDO ¿QDQFLDO LQVWLWXWLRQV QRW RQO\ UHGXFHV WKH ULVN RI IXWXUH ¿QDQFLDO FULVHV LW DOVR
offers viable alternatives in many areas which can deliver fairer distributional effects. For
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example, in credit markets, higher income earners are offered the best terms; SDIs try to
equalise opportunities. In insurance services, higher income earners pay lower risk premiums;
6',VGRQRWGLVFULPLQDWHRQWKHEDVLVRILQFRPH$QGLQWKH¿QDQFLDOPDUNHWVWKHKLJKHULQFRPH
earners have the means and access to tap into the soundest advice as institutions set out to
avoid risky customers; SDIs try to help vulnerable customers.
2. The higher the degree of co-ordination in wage formation, the more equal the
distribution of pay. One of trade unions’ basic roles is to negotiate on behalf of their members
for more equal pay, rather than relying on market forces alone. Coordinated wage bargaining
IURPWKHFHQWUHUHGXFHVZDJHGLVSDULW\DQGFRQWULEXWHVWRDPRUHHTXDOVRFLHW\7KH¿QDQFLDO
sector tends to widen wage gaps compared to the labour market in general. This is so between
top and bottom and between males and females. One illustration is the widening gender pay
JDSLQ¿QDQFLDOLQVWLWXWLRQVFRPSDUHGWRWKHOHYHOVRIJHQGHUGLVSDULW\LQRWKHUVHFWRUV
3. Co-ordinated wage formation contributes to a more favourable trade off
EHWZHHQXQHPSOR\PHQWDQGLQÀDWLRQSeveral studies show how countries with a higher
degree of wage co-ordination outperform those with lower co-ordination. It is often countered
that there is an inverse “U-shaped” relationship between unemployment and levels of coordination, whereby countries with the most decentralised wage formation do well in terms of
overall employment levels. Yet, in such circumstances, there is higher disparity in wage and
income distribution.
Furthermore, bargaining at the central level takes into account the outcome effects from a
macro economic perspective, whilst also considering the policy responses of government.
Externalities are to some extent internalised in the decision-making process as it becomes more
obvious when higher wage claims might impinge on levels of employment.
4. There needs to be transfer mechanisms and tax incentives to boost union
membership. Modern market economies need stronger collective mechanisms to balance
markets. It is therefore a paradox that in many countries development has moved in the opposite
direction. Financial institutions and markets have expanded whilst the role of organised labour
has declined. Labour market co-ordination has been weakened as a result. The most important
observation here is the overall decline in the share of workers that are unionised. Recent data
from the OECD shows that in almost every country union density has been eroded. In the years
1995-2008 the decline was 10-15% in Sweden, Finland, Ireland, Austria and Germany; 5-9% in
Netherlands, Denmark, UK, Italy and Portugal; and 1-4% in Norway, Belgium, Spain and
France.
Furthermore, trends toward the decentralisation of collective bargaining have further weakened
union co-ordination in many countries. Although it must be noted that union density is still
above 50% in the Nordic countries and Belgium, and that several countries - in particular
)UDQFH ZLWK D XQLRQ GHQVLW\ EHORZ   KDYH VLJQL¿FDQWO\ KLJKHU FROOHFWLYH DJUHHPHQWV
coverage through legislative extension or other mechanisms.
The primary challenge for trade unions is to play a much more constructive role in the economy
and boost membership. But there is also a role for politicians. To start with they can transfer the
SUHVHQWLQGLUHFWVXEVLGLHVZKLFK¿QDQFLDOLQVWLWXWLRQVHQMR\WRODERXUPDUNHWLQVWLWXWLRQV,Q
DGGLWLRQWRVWDWHUHVFXHRSHUDWLRQV¿QDQFHKDVEHHQDORQJWHUPSULYLOHJHGDFWLYLW\JDLQLQJ
exemptions from Value Added Tax (VAT) and receiving implicit state guarantees. The value of
H[HPSWLRQIURP9$7LQWKH¿QDQFLDOVHFWRULQ1RUZD\ ZLWKDPRGHVW¿QDQFLDOVHFWRU KDVEHHQ
estimated to around 25,000 euros per person year in the sector. Subsidies like this increase
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income and employment in the sector to unhealthy levels. Used in other parts of the economy,
the resources could have increased employment in sectors paying normal tax and markets
rates.
Some countries do stimulate trade union membership through reducing tax on union fees and
through organising part of social security with a role for social partners. This mechanism
contributes to high union density in the Nordic countries; though is now being reduced by the
incumbent governments in Denmark and Sweden.
5. Unions need better co-ordination at the federal level. Effective decision-making
across union branches and professions is required to co-ordinate wages. The best mechanism
for facilitating this is a strong federation-level body that can represent larger groups of employees
and decide on common priorities and action. It must have the resources and competence to
deal with complicated negotiations and economic policy issues. In the Nordic trade unions (LO)
the member fee may amount to 1 to 2% of earnings, with 10-20% of this going to the
federation.
There is also a debate about the extent to which co-ordination is needed at the European level.
In many political areas EU/EEA coordination has been very relevant. Yet, for wage coordination
it seems somewhat far fetched. Given the lack of coordination mechanisms at the national level,
it is hard to see co-ordination implemented at an even “higher” level. Unions who will not even
give their national federation a mandate will hardly hand one to a European level body. In
Europe such co-ordination will be complicated due to differing circumstances between
countries.
Stein Reegård is the head of economics in the Norwegian Confederation of Trade Unions
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Focus on labour market churning
and the low-pay, no-pay cycle
Tracy Shildrick

3UHFDULRXVZRUNLQJDQGODERXUPDUNHWFKXUQLQJDUHDVVLJQL¿FDQWDSUREOHPDVXQHPSOR\PHQW
We therefore need a greater focus on jobs rather than rather the characteristics of the jobless.
There is a real need for policy to give greater recognition to “low-pay, no-pay” cycles if
governments are to seriously establish conditions for working life which allow acceptable levels
of social and economic security for citizens, their progress through employment, and avoidance
of being poor yet in work.
1. Long-term unemployment affects fewer people than is often assumed. The Lisbon
Strategy stated that the overall aim of employment and economic policies in Europe was to
raise the employment rate of each member state to as close to 70 per cent as possible by 2010.
Yet by that date only eight member states had reached the target, with some, such as Malta,
Italy and Poland, falling far short. Overall employment rates are, of course, important and
indicative in general terms of the health of an economy. Conversely, long-term unemployment
is a sign of the social and economic failings of a society, as well as being a debilitating condition
for individuals. Yet this is a condition that affects far fewer people than it is often assumed or
asserted. In 2008, for instance, 2.6 per cent of the labour force in the European member states
ZHUHH[SHULHQFLQJORQJWHUPXQHPSOR\PHQW GH¿QHGDVEHLQJXQHPSOR\HGIRUDSHULRGRI
months or more).
2. Labour market churning is a widespread socio-economic problem. Whilst longer
term unemployment is an important problem that rightly should be tackled by the social and
economic policies of governments, too great a focus on it can detract from what is arguably the
PRUH ZLGHVSUHDG SUREOHP RI ³ODERXU PDUNHW FKXUQLQJ´ ZKLFK LWVHOI UHÀHFWV DQ LQFUHDVLQJ
experience of economic marginality. What is meant by labour market churning is the experience
of workers circulating over time between unemployment and typically low-paid, low-skilled
ZRUN,WKDVEHHQDUJXHGWKDWWKHSUHFDULRXVQHVV±RUSUpFDULWp±RIZRUNLQJOLIHLVDGH¿QLQJ
feature of social and economic life in advanced capitalist societies, especially for those workers
who already suffer from well-known social disadvantages (for example as a result of ethnicity,
gender, migrant status or social class). European sociologists and campaigners have gone as far
as to argue that such workers can now be described as constituting a new social class: the
Prekariat.
3. Existing policy might be accused of ignoring – or making invisible – young
adults’ experience of cycling between low-paid, low-skilled jobs and welfare. Young
people have been especially badly affected by the recent global recession. Eighty-one million
young adults are unemployed globally. This presents serious challenges for politicians. Yet the
policy orthodoxy that sees raising employment rates and tackling unemployment as the key
response is problematic. Part of the problem can be demonstrated with reference to the
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GLI¿FXOWLHVRI³\RXQJSHRSOHQRWLQHGXFDWLRQHPSOR\PHQWRUWUDLQLQJ´±WKHVRFDOOHG³1((7V´
Originating in UK social policy under the New Labour government, this acronym and policy
focus has much wider currency now. Despite concerted efforts to tackle the NEET problem,
there are currently around 1 million 16 to 24 year olds unemployed (or NEET) in the United
.LQJGRP±RQHLQ¿YHRIDOO\RXQJDGXOWV:HDUHQRZKHDULQJDJDLQIURPVRFLDOFRPPHQWDWRUV
and politicians about fears of another “lost generation”.
But simply counting how many people are unemployed, or NEET, at any given time misses
ZKDW LV DUJXDEO\ WKH PRUH VLJQL¿FDQW SUREOHP WKH FKXUQLQJ RI \RXQJ DGXOWV EHWZHHQ ORZ
quality jobs and unemployment, between “EET” and “NEET”. In the United Kingdom, longterm youth unemployment is currently not D VLJQL¿FDQW SUREOHP IRU \RXQJ SHRSOH RU IRU
policymakers). Research shows that only 1 per cent of young people are continuously NEET at
age 16 and 17 and 18. In other words, the simplistic, stable policy categories – employment
YHUVXVXQHPSOR\PHQW((7YHUVXV1((7±QRORQJHUFDSWXUHWKHG\QDPLVPFRPSOH[LW\ÀX[
and insecurity of young adults’ working lives, particularly those of the most disadvantaged.
To be clear, précarité and labour market churning are not the sole preserve of the young. It
should also be emphasised that there is growing evidence – counter to some policy positions –
that young people do not experience insecure, low-paid jobs as a natural or normal part of the
process of labour market entry, as stepping stones to more secure and better jobs. Recent
research by the Joseph Rowntree Foundation in the United Kingdom has found that this pattern
of churning – the low-pay, no-pay cycle – characterised, for some workers, their long-term
experience of working life.
4. Too many workers, not enough (good) jobs. Despite what one hears and reads, there
is no strong evidence that, normally, the workless prefer unemployment to being in a job.
Anecdote and ministerial pronouncement sometimes take the place of grounded, convincing
evidence about unemployed people’s work commitment and practices. The view that
unemployment is a “lifestyle choice” leads to policies involving heavier sticks (and fewer carrots)
to encourage the workless into jobs.
If we understand that the more common experience of worklessness is one of intermittent and
relatively short-term unemployment, interspersed with periods of time in insecure jobs, policy
diatribes about the unemployed as workshy appear to be nonsensical. The Prekariat recurrently
search for and get jobs. And they are recurrently displaced from them by the insecurity of much
current employment.
To paraphrase Bill Clinton, the problem we face is “the economy, stupid”. The number of jobs
that might be available in local, regional and national economies is an important precursor to
the discussion about low-paid and low-skilled jobs. In a masterly review of research evidence
from recent decades, Professor Ken Roberts has cogently argued that the key determinant of
patterns of youth transition to adulthood (and therefore of rates of unemployment and so forth)
is the range and type of opportunities available to young people. Labour market imbalances are
not due to a poverty of ambition on behalf of young people; young people today are excessively
ambitious relative to the jobs that the economy is able to offer. Quite simply, the economy is not
DEOHWRJHQHUDWHVXI¿FLHQWMREVHVSHFLDOO\JRRGMREVIRU\RXQJDGXOWV
5. Implementing stringent and punitive welfare-to-work measures is illogical.
Ignoring labour market demand and working conditions at a time when job losses are likely to
increase inevitably helps to perpetuate the popular myth that welfare claimants simply need
VKLIWLQJDZD\IURPEHQH¿WVDQGLQWRZRUN6XFKEHOLHIVUHVWRQWKHDVVXPSWLRQWKDWWKHUHDUH
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adequate numbers of jobs available, and that the problem is simply one of motivating, helping
or even forcing workless people into the available vacancies. Of course there are jobs, but recent
evidence suggests that in most areas jobless people outnumber vacancies, and in some areas of
the United Kingdom there are literally dozens of people chasing every job.
Implementing stringent and punitive welfare-to-work measures based on “activating” the
unemployed in a context where job vacancies are declining, where they are outstripped by the
numbers of unemployed, and where unemployment is likely to rise rather than fall in the short
term seems at best illogical and at worst an attack on the poor and workless.
6. Tackling “poor work” and improving the pay and quality of low-skilled, lowpaid jobs. To repeat the well-worn mantra, employment is the best route out of poverty for
most people. Yet the problem of “poor work” remains largely unaddressed in current policy,
sidelined in favour of the imperative of moving people from welfare to (any) work.
Building on the research that has been done in the United States on low-paid working, it is now
becoming more widely accepted that low-paid work is widespread in most labour markets.
Low-paid work is now often low-skilled and insecure as well. This kind of employment is what
has been described as “poor work”, the sort that has burgeoned in deregulated labour markets
and which now provides the basis of working life for many in advanced industrialised economies.
Whilst the “up-skilling” agenda is important if economies are to compete effectively in the
global marketplace and in the high-skill information economy, this is not the whole story. A
ready supply of cleaners, catering staff, hospitality staff and care workers will always be needed
to support, complement and allow the high-skilled economy to exist and to function. To ignore
the preponderance of low-paid, unskilled employment is a fundamental error and negates any
real chance of employment progression and routes away from poverty and, ultimately, any real
prospect of social justice.
7. As skill levels rise, “under-employment” may well become the norm. In the
United Kingdom, the IPPR recently reported that there are 2.8 million under-employed people,
that the number of under-employed men has increased by over half during the recession and,
VLJQL¿FDQWO\WKDWRQHLQ¿YHRIWKHXQGHUHPSOR\HGDUHDJHGEHWZHHQDQG.HQ5REHUWV
has described under-employment as the new global normality for youth in the labour market
but, as noted above, careers of under-employed “poor work” are not restricted to the young.
Tracy Shildrick is a professor at the Social Futures Institute, Teesside University
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How to counteract the polarisation
of the labour market
Luc Soete & Jo Ritzen

The polarisation of the European labour market is gradually warming up the political climate.
European voters are increasingly showing their dissatisfaction at the ballot box. They are
increasingly expressing the view, in marked contrast to the past, that the future holds little in
the way of opportunity and betterment for themselves and in particular for their children. This
stormy political climate is creating internal cyclones that are sweeping through Europe and
often hurting new Europeans and, at the EU level, it is building up a strong wind against muchneeded further integration.
The polarisation of the labour market is associated with a sharp increase in income inequality
in OECD countries. In the United States, Raghuram Rajan and Robert Reich have questioned
the sustainability of economic and social progress at a time of rising income inequality. For
Europe, the same applies. Europe has always enjoyed reasonable intergenerational mobility,
meaning that even if parents might not have been that well off, their children still had a good
chance of becoming part of the meritocracy. Yet it is likely that this upward mobility is decreasing,
as intergenerational mobility is strongly related to income inequality. Europe needs to seriously
take issue with this development and recreate a culture of optimism and progress for its citizens.
This should involve action on the following points:
1. Improve preparation for Europe’s future meritocracy through a (Common)
European Higher Education and Research Area. The course towards a better social and
political climate needs to be embedded in ideas for a more vibrant Europe. Leftist thinking has
often appeared in Europe in the form of repressing excellence and creativity, but there is every
reason to think of a more vibrant Europe with less polarisation. One of the least exploited
sources of vibrancy are universities and public research institutes. These have been pressured
into a national policy straightjacket and are suffocating in national cellars with just a small
window of fresh air in the form of international student and staff mobility, cut off by and large
IURP¿QDQFHDQGOLYLQJRIISXEOLFGU\EUHDG
A European Higher Education and Research Area would create a European meritocracy of
graduates – with, say, 20% mobility of students across borders (as was originally mentioned in
the Bologna agreement) and 10% mobility of university graduates within the European Union
by 2020. National social security regulations (like pensions) stand in the way of increased
mobility for the staff of universities and research institutes – just as one illustration that we
consider to be the tip of the iceberg.
2. Revamp the effectiveness of European social systems, both in terms of labour
regulations and social security. This involves questioning the universal applicability of
such systems so that “social protection” for the top dogs disappears while social protection for
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lower and middle groups improves in such a way that it also increases the competitiveness of
¿UPV
Europe still has labour regulations for the industrial era of the 1960s, with national industries
and a national labour market. The fact that the labour market at the upper end has become
JOREDOLVHGKDVQRW\HWEHHQWUDQVODWHGLQWRODERXUUHJXODWLRQV±DOWKRXJKLWKDVEHHQUHÀHFWHG
in the decline of trade union membership. Firms would be far more globally competitive if
current European social security and labour regulations would cease to be applicable above
certain income levels.
At the other end of the labour market it would make sense to adopt the approach that was used
in countries such as the Netherlands in the early 1980s and in Germany in the late 2000s. This
approach involves partial lay-offs on a much larger scale in times of recession, including
³UHFHVVLRQV´LQVSHFL¿FVHFWRUVRUHYHQVSHFL¿F¿UPVVRWKDWDWHPSRUDU\UHGXFWLRQLQD¿UP¶V
WXUQRYHUGRHVQRWKDYHWROHDGWRWKHNLQGRIXQHPSOR\PHQWDVVRFLDWHGZLWKWKHORVVRI¿UPRU
VHFWRUVSHFL¿FKXPDQFDSLWDO
3. Reconstruct education as an instrument for social mobility by increasing the
commitments of parents and local communities. The Programme for International
Student Assessment (PISA) results in Europe overwhelmingly show a widening of the variation
LQSHUIRUPDQFH0RVWZRUULVRPHLVWKH¿QGLQJWKDWDURXQGRI\HDUROGVHFRQGDQG
third-generation immigrant children in Europe perform below PISA level 2 (alongside around
10% of native children), with this group of children forming in many EU countries up to 50% of
the population of 15-year-olds. Clearly, education needs to be reconstructed to effectively
provide equality of opportunity for these children. Looking at the background of these children,
their parents often have a low level of education; a reconstructed system of education therefore
has to take into account the parents as well.
 $FWLYDWH WKH ZHDOWK FUHDWHG LQ EDQNV DQG ¿UPV IRU VRFLDO LQQRYDWLRQ
entrepreneurship and employment. This can be done through the development of new
¿QDQFLDOLQVWUXPHQWVVXFKDVVRFLDOLPSDFWERQGVDOLJQLQJYDULRXV¿QDQFLDOUHVRXUFHV IDPLO\
capital, non-governmental organisations, co-operative banks, local authorities). There is an
XUJHQWQHHGWRKDUQHVVSULYDWH¿QDQFLDOLQWHUHVWLQVRFLDOLQQRYDWLRQWKURXJKDQDOLJQPHQWRI
corporate social responsibility policies with local development plans (social impact bonds,
community investment bonds, etc.). New forms of corporate responsibility should be explored
VXFKWKDW¿UPVFDQUHWDLQSDUWRIFRUSRUDWHWD[HVIRULPSURYHPHQWRIWKHLQWHUQDOODERXUPDUNHW
for lower- and middle-income groups.
Conspicuous wealth acquired from wages and bonuses that borders on legalised robbery – in
banks but also in international industries where incomes are measured in thousands of euros
per minute, rather than per year – are to be countered on a European scale by using the
shareholder ship of institutional investors, by political campaigns and in partnership with
industry. Note that we do not propose an extra marginal taxation rate above a certain income
OHYHODVWKLVLQVWUXPHQWKDVWXUQHGRXWWREHLQFUHDVLQJO\LQHIIHFWLYHLQDJOREDOLVHG¿QDQFLDO
world.
Luc Soete is director of the Economic and Social Research and Training Centre on Innovation
and Technology at Maastrict University
Jo Ritzen is president of Maastricht University and a former PvdA minister in the
Dutch Parliament.
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Have faith in the power of education
Gudmund Hernes

Most studies of educational achievement reach the same conclusion: inequality is endemic. In
all countries, differences in social class or background are transmitted to the next generation
– and much of this inequality is transmitted through the education system. Students who come
from working-class families on average perform worse, drop out more often, more frequently
opt for vocational training, more often end up in jobs with lower pay and lower status – and
more often end up unemployed or on social security.
In spite of all the efforts to promote equality of educational opportunity – by increasing years of
compulsory education, by expanding the number of students, by allocating more resources –
social inequality seems ineradicable. One might conclude that the great project dating back to
the Enlightenment – the idea that education for all is possible and that it would result in more
egalitarian societies – has slipped away. The dreams of social theorists from Rousseau to Owens
and Marx that education could serve not just as a bridge for individuals seeking social
advancement, but also as a bridge to a transformed social structure might seem to have been a
creation of the imagination that will remain just that – imagination.
These grounds for pessimism can be further elaborated. For if one looks at European societies
WKDWKDYHH[SHULHQFHGDODUJHLQÀX[RILPPLJUDQWVIURPWKHGHYHORSLQJZRUOGLWLVIDLUO\HDV\WR
demonstrate that public education systems (not to mention private ones) are not colour blind.
Ethnic minority adolescents are even more of a minority in the education system, and
increasingly so the higher up the system one looks. So the great education project might be
considered a big failure. But this is only part of the story, a very selective account. There are
stronger grounds for optimism, and here is why:
1. The importance of education is increasing. The reason for this is simple: in everything
we produce and consume, and in all the services we use, the component of knowledge is
increasing. Take a simple example: anyone can craft a wooden spoon but hardly anyone could
construct the plastic spoon that we use to stir our tea in a cafe. The reason is that it contains too
much knowledge – the long carbon molecules that go into the plastic (now also designed for
HFRORJLFDOO\IULHQGO\GHFRPSRVLWLRQ WKHPHFKDQLFDOGHVLJQZKLFKPDNHVLWERWKÀH[LEOHDQG
resilient; the advanced machines constructed for its manufacture; the information technology
used to monitor the production process. This simple example is illustrative of the increasingly
DUWL¿FLDOZRUOGKXPDQVFRQVWUXFWDVWKHLUHQYLURQPHQW
2. We can observe the growth of knowledge in everything. Food is not picked from the
ground or from trees; humans are no longer hunters and gatherers. What we put on our tables
is based on the development of high-yield varieties of seeds and plants; their yield has been
expanded by irrigation, synthetic fertiliser and new technologies, as well as by methods for land
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rotation, pesticides for insect control, new management techniques and so on. Livestock has
changed and been improved by breeding; chicken is more a factory than a farm product. Every
generation of the iPhone incorporates more and more new knowledge. Indeed, what we call
improvement is generally improvement in knowledge.
3. If the importance of education increases, the importance of being educated
increases. Over the last century education has expanded to encompass more hours per day,
more days per year and more years of life. Hence the more that nations become knowledge
societies, the less they can afford to lose anyone’s talent (for example, if girls are excluded from
school or higher education, then half the talent of the population is lost). At the same time, the
nature of societies and the relations between people has changed as education has expanded.
Even where there are great social differences in educational achievement, the general tone of
informal interactions between the members of a society becomes more egalitarian and based on
mutual respect.
4. There have been great strides towards more educational equality in areas other
than social class. The case in point is women. Take Norway as an example. Half a century
DJRLQRQO\RQHLQ¿YHXQLYHUVLW\VWXGHQWVZDVDZRPHQWRGD\WZRWKLUGVDUHZRPHQ$
higher proportion of women now continue to graduate school. There has been an astounding
change in gender gaps. In addition, there has been a very impressive equalisation of educational
opportunity geographically as well as between rural and urban areas. And, perhaps even more
impressively, in some areas immigrant youths are doing exceptionally well.
5. But the story is a mixed one; social inequalities persist even if the poor get more
HGXFDWLRQ WKDQ HYHU EHIRUH DV WKH VWUDWL¿FDWLRQ V\VWHP LV UHSURGXFHG E\ WKH
education system. And though women constitute a majority of students, they are the minority
LQ¿HOGVWUDGLWLRQDOO\FRQVLGHUHGWREHPDOHRFFXSDWLRQVVXFKDVWKHQDWXUDOVFLHQFHVRUWKH
WHFKQLFDO¿HOGV7KHVDPHSDWWHUQLVIRXQGLQVHFRQGDU\HGXFDWLRQ
6. The lesson to draw is not to give up on the liberalising and equalising power of
education. Getting more is better – not only for economic reasons but also for political and
cultural ones. An educated citizenry makes for a better polity and for personally richer lives. At
the same time, a second lesson is that we should not count on permanent, durable victories in
the area of educational opportunity. We must be aware that some victories have been more
successful than others – for example, women’s education as compared to decreasing the
dependence of educational outcomes on social class.
7. We should be wary of talking about education as a single commodity or unitary
resource, primarily counted only by amount or level reached. Different types of
education provide different opportunities. Notwithstanding what was argued above, there is no
simple relationship between advances in technology and the need for people with more
education or higher education. As economists such as David Autor, Frank Levy, Richard
Murnane and Paul Krugman have noted, routine tasks (whether cognitive or manual) that can
be solved by following explicit rules can increasingly be done by machine, including computing
machines or computers. Assembly lines are run by machines governed by computers. Part of
the job of car mechanics can now be performed by diagnostic programmes. Software can be
used to sift through millions of documents – and hence substitute for lawyers. Those of us who
do research now rely more on Google than on librarians. Thus even many white collar jobs are
exposed to innovation.
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8. The key question is not the amount of education but the degree to which routine
labour – whether clerical, academic, manual or physical – can be substituted by
machines. Here the argument of David Autor, Frank Levy and Richard Murnane is instructive:
“Within industries, occupations, and education groups, computerization is associated with
reduced labor input of routine manual and routine cognitive tasks and increased input of nonroutine cognitive tasks.” But substitutability is not a given across all sectors. Those who have
manual jobs that are hard to automate – say, as a plumber – may be in a better bargaining
position than a research assistant who can be substituted by a research engine. Added to this,
modern information technology and telecommunications mean that more tasks can be
outsourced and moved overseas, not just call centres but also for example analyses done by
radiologists. Globalisation thus also affects the role of education. Therefore, in analysing the
role of education in reproducing – or generating – social inequalities, we cannot just focus on
traditional measures of social class and social inequality. Rather, the focus both of research and
policy must be on how the sources of inequality are themselves changing all the time as a
function of technological change.
Gudmund Hernes is a researcher and professor at FAFO and former Norwegian minister of
education and health
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