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New Politics and Class Politics in the Context of Austerity and

Globalization: Welfare State Regress in 18 Countries, 1975-95
WALTER KORPI and JOAKIM PALME Stockholm University

issue in the social sciences. The “new politics” perspective holds that in the present era of austerity,

: _’ Yre relevance of socioeconomic class and of class-related parties for policymaking is a recurring

class-based parties once driving welfare state expansion have been superseded by powerful new
interest groups of welfare-state clients capable of largely resisting retrenchment pressures emanating
from postindustrial forces. We argue that retrenchment can fruitfully be analyzed as distributive conflict
involving a remaking of the early postwar social contract based on the full employment welfare state, a
conflict in which partisan politics and welfare-state institutions are likely to matter. Pointing to problems
of conceptualization and measurement of the dependent variable in previous research, we bring in new
data on the extent of retrenchment in social citizenship rights and show that the long increase in social
rights has been turned into a decline and that significant retrenchment has taken place in several countries.
Our analyses demonstrate that partisan politics remains significant for retrenchment also when we take
account of contextual indictors, such as constitutional veto points, economic factors, and globalization.

hat is the relevance of socioeconomic class
Wand of class-related parties for government

policymaking in the Western democracies?

For at least half a century this question has
generated intensive debates in political science as well
as in sociology. In retrospect we can discern a cyclical
pattern in the relative significance accorded to class in
debates within the social sciences, a pattern evident also
in analyses of welfare state development, one major
arena for policymaking. During the first decades after
the Second World War, the role of class and class pol-
itics waned as social scientists pronounced the end of
ideology and the “embourgeoisement” of the working
class, and the logic of industrialism saw welfare states
as functional necessities of industrial societies.! Such
interpretations of social change did, however, meet em-
pirical as well as theoretical resistance from scholars
asserting the continued relevance of class.? In the area
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of welfare-state research, proponents for what has be-
come known as the power resources approach argued
that it is fruitful to view welfare states as outcomes
of, and arenas for, conflicts between class-related,
socioeconomic interest groups and that in these dis-
tributive conflicts partisan politics is likely to matter.3
As noted by Paul Pierson (2000, 793), the power re-
sources approach generated the “most prominent body
of research on the welfare state in the 1980s.”

In the 1990s, however, the role of class and class-
related parties again came to wane.* Thus, for exam-
ple, while Lipset (1960) once saw elections as “the
expression of the democratic class struggle,” he now
maintained that “class analysis has grown increasingly
inadequate in recent decades as traditional hierar-
chies have declined and new social differences have
emerged” (Clark and Lipset 1991, 397). And according
to Inglehart (1997, 237), “The shift towards postmod-
ern values has brought a shift in the political agenda
throughout the advanced industrial society...a shift
from political cleavages based on social class conflict
towards cleavages based on cultural issues and quality
of life concerns.” Some scholars have even pronounced
“The Death of Class” (Pakulski and Waters 1996). The
cyclical pattern in social scientists’ views on the role
of class for government policymaking points to unre-
solved theoretical and empirical problems in the study
of class politics.

In this paper we analyze the relevance of class politics
in Western democracies, and do this through the lens of
its role in welfare state regress during recent decades.
This area of research has also seen a waning of the

3 The power resources approach originates in debates on the role of
relative deprivation for manifest conflict (Korpi 1974), provides an
alternative to the different faces of power discussed in the community
power debates (Korpi 1985), and has been applied in the context of
welfare state development (Korpi 1978, 1983, 1989, 2001). For partly
parallel and complementary work see, e.g., Esping-Andersen 1985;
Hicks 1999; Huber and Stephens 2001; Huber, Ragin, and Stephens
1993; Kangas 1991, 1994; Myles 1984; Palme 1990; and Stephens 1979.
4 For analyses and debates see Clark and Lipset 2001 and Evans
1999a.
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class-political perspective, which is often criticized with
arguments similar to those discussed above, however,
with globalization added as a new factor restricting the
space for redistributive politics. The decreasing role of
class has also been seen to reflect that welfare states
themselves have changed the context for politics as
well as the bases for interest group formation. Thus in
a series of pioneering and challenging works, Pierson
(1994,1996,2000,2001) has argued that while the power
resources approach was fruitful in analyses of welfare-
state expansion, it cannot explain retrenchment after
the mid-1970s. This is because retrenchment is assumed
to be a distinctive process, reflecting the “new poli-
tics of the welfare state,” which is likely to follow new
rules and to involve new types of interest groups dif-
ferent from those operating during the long phase of
welfare-state expansion. In the new politics perspec-
tive the forces driving retrenchment are conceived as
emanating largely from the advance of postindustrial
society, which generates permanent austerity. While
permanent austerity is a universal force pressing for
retrenchment, politics is still held to matter, however,
with the earlier class-based actors—primarily political
parties and trade unions—now being largely replaced
by new interest groups of welfare-state clients.

Proponents for the new politics of the welfare state
have advanced three major lines of arguments ques-
tioning the role of socioeconomic class and the power
resources approach in the context of welfare state re-
trenchment. First, this approach views relations be-
tween employers and employees as a zero-sum conflict
and has neglected the positive role of employers
for welfare state development (Pierson 2000; cf. also
Pontusson and Swenson 1996). Second, it is maintained
that in the retrenchment phase political contexts and
goals of policymakers have changed markedly. While
in the expansion period politicians could carry through
generally popular reforms, retrenchment policies are
unpopular, and politicians have to cope with the “neg-
ativity bias” among voters, who have come largely to
support existing welfare-state programs. Politics then
becomes the art of “blame avoidance,” in which polit-
ical leaders attempt to escape voters’ wrath when un-
popular measures have to be taken. Third, by their very
existence, welfare states have generated new and strong
interest groups among recipients of various benefits,
such as pensioners, the disabled, and health care con-
sumers but also among welfare-state employees. The
emergence of these new groups is assumed to “make
the welfare state less dependent on the political par-
ties, social movements, and labor organizations that
expanded social programs in the first place,” somcthing
explaining why “there appears to belittle correlation
between declines of left power resources and the mag-
nitude of retrenchment” (Pierson 1996, 147, 174). As
a result of these factors, retrenchment is likely to be a
relatively limited phenomenon. In a comparative study,
Pierson (1996, 150) thus came to the conclusion that
“what is striking is how hard it is to find radical changes
in advanced welfare states.”

We argue that the power resources approach to
welfare-state development, focusing on the role of
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socioeconomic class in distributive conflict, remains rel-
evant also in the context of retrenchment. Because of
a nontheoretical conceptualization of the dependent
variable—the welfare state—and the use of social ex-
penditures as its main operationalization, earlier anal-
yses of retrenchment have reached premature conclu-
sions on the extent of welfare-state regress and on the
role of class-related politics in this context.

Our theoretical discussion is centered on the con-
ceptualization of welfare states, the basis for our hy-
pothesis of the continued relevance of class in Western
democracies, the role of employers, and differences in
policy contexts during periods of expansion and re-
trenchment, and on the role of welfare-state institutions
for policy feedbacks in the context of retrenchment. In
the empirical analysis we also include contextual fac-
tors such as constitutional structures, economic pres-
sures on governments, and indicators on globalization,
while we only briefly discuss issues related to processes
of the specific economic and political integration in
Europe. Our empirical analysis of retrenchment brings
in a new type of dependent variables, that is, indica-
tors quantifying key aspects of social citizenship rights.
This increases our possibilities to describe the extent
and causes of retrenchment and to move from case
studies to comparative analysis of a larger number of
countries. The analysis covers 18 countries with unin-
terrupted political democracy after the Second World
War—Australia, Austria, Belgium, Canada, Denmark,
Finland, France, Germany, Ireland, Italy, Japan, The
Netherlands, New Zealand, Norway, Sweden, Switzer-
land, the United Kingdom, and the United States.

THE WELFARE STATE AND CLASS

An analysis of the nature, causes, and extent of welfare-
state retrenchment must begin with a discussion of the
dependent variable, the welfare state. In Europe, since
the late nineteenth century Verein fiir Sozialpolitik in
Imperial Germany, and up to the present, scholarly
texts on social policy have defined their subject mat-
ter in broad terms as including, in addition to social
insurance and social services, also labor markets, em-
ployment policies, and parts of industrial relations.’ In
marked contrast, comparative studies on welfare-state
development came to use the size of social expendi-
tures to the GDP, “the welfare state effort” indictor,
as their central dependent variable.® While this indica-
tor is relevant, as is widely recognized, it is connected
with serious problems and nobody appears to have ar-
gued that it provides a full or the best definition of the
welfare state. Instead it is the easy availability of quan-
titative data for many countries published by the Inter-
national Labour Organization (ILO) and the Organi-
zation for Economic Cooperation and Development
(OECD) that here has-generated a widely accepted

5 Examples include Elmér 1958, Kuusi 1964, and Flora 1986.
% The use of the “welfare-state effort” indicator (social expendi-
tures/GDP) dates back to the pioneering work of Wilensky 1975.
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but unfortunately untheorized convention. Yet in anal-
yses of welfare-state development and its causes, it is
necessary to have a theoretically guided delineation of
the dependent variable. The power resources approach
provides a framework for a conceptualization of the
welfare state and is also relevant for analyses of the
role of class for its development.

In the power resources approach attention is fo-
cused on the assets, or power resources, which actors
bring into distributive conflicts and, if necessary, can
bring to bear in asserting their interests.” Within the
context of institutions, the distribution of power re-
sources among actors sets frames for the opportunities
that actors have and the constraints that they face. In
Western countries, labor markets constitute the major
arena structuring distributive conflict. The resources
actors control in employment relations and labor mar-
kets are of key relevance for their involvement in and
for the outcomes of such conflict. To describe and to
summarize patterns of resource distributions on labor
markets, we can use the class concept, a classical con-
cept, in efforts to understand and to explain patterns
of outcomes in distributive conflict. The class concept
is, however, a controversial one and is used in several
ways.® It is thus often conceived of in terms of mem-
bership groups with which individuals identify and the
specific subcultures and norms of such groups. Within
European sociology, however, the dominant approach
is to define class in nominal terms as categories of in-
dividuals who share relatively similar positions, or sit-
uations, on labor markets and in employment relations
(Goldthorpe 2000). These socioeconomic positions de-
fine similarities in their opportunities and constraints,
similarities generating what can be called “the logic
of the situation” characterizing socioeconomically de-
lineated classes.” Assuming bounded rationality, such
a logic of the situation is likely to affect individuals’
courses of action.!? It is, however, an empirical question
to what extent and in which forms such similarities in
opportunities and constraints result in collective action,
group identification, and inequalities in outcomes. The
theoretical background to our hypothesis of the contin-
ued relevance of socioeconomic class in policymaking
hinges on two considerations. One concerns differences
in the nature of the assets or power resources that
actors control in labor markets and employment re-
lations, differences likely to structure actors’ potential
rewards from collective action. The other deals with the
asymmetric effects of political democracy on the logic
of the situation in markets and in politics of different
socioeconomic classes.

Onlabor markets and in employment relations major
differences in the logic of situations, constituting lines

7 Power resources refer to capabilities of actors to reward or to punish
other actors.

8 For recent debates see Goldthorpe 2002 and Grusky and Weeden
2002.

9 We owe the “logic of the situation” term to Goldthorpe 2002, who
points to its origin in the works of Karl Popper.

10 Bounded rationality assumes that actors are satisfying rather than
maximizing, have limited information and information processing
capability, and may consider also nonmaterial values.

of potential cleavages, are found between employers
and employees but also among employees. Employ-
ment relations are typically characterized by positive
sum conflict and involve two major types of power
resources—economic assets and labor power or human
capital. While economic resources, such as sharehold-
ing, can be accumulated to individual actors or small
groups of actors, labor power or human capital is much
more difficult to concentrate on the individual level.
In employment relationships, individual employees re-
lying only on their human capital are therefore typi-
cally subordinated to employers deriving their power
from ownership of various forms of capital. Assum-
ing boundedly rational actors, although collective ac-
tion can improve the efficacy of economic resources
as well as of labor power, in employment relationships
the potential benefits of collective action are greater
for employees than for employers. But employees do
not constitute a homogeneous category. Positions on
the labor market and in production units differentiate
employees in terms of the specificity of their human as-
sets as well as with respect to possibilities for employer
monitoring of the work process (Goldthorpe 2000).!!
These aspects are of relevance for their individual bar-
gaining power in relation to employers as well as among
employees.

While familiar, we must here recall the asymmetric
effects of political democracy on the logic of the sit-
uation of different socioeconomic categories. Democ-
racy annulled the traditional correlation between the
right to vote and socioeconomic class, while on mar-
kets the distribution of economic resources remained
not only markedly unequal but also clearly correlated
with class. These asymmetric effects on the socioeco-
nomic patterning of constraints and opportunities cre-
ate important differences among classes in the logic
of situation in markets and politics. Actors relying pri-
marily on economic resources can be expected to fa-
vor market distribution, while especially categories of
citizens relatively disadvantaged in terms of economic
resources and relying primarily on their labor power
are likely to attempt to combine in the sphere of politics
to modify outcomes of, and conditions for, distributive
processes on markets.!? To a substantial degree welfare
states in the twentieth century can be seen as outcomes
of such efforts. In settlements affecting welfare-state
development, to a larger or smaller extent all major
interest groups have participated, and their strategies
of conflict are likely to have changed with changes in
power relations and welfare states. Because of their

11 Goldthorpe’s (2001, chap. 10) class schema is based on two dimen-
sions: degree of asset specificity and degree of employer difficulty in
monitoring employee performance. Apart from mixed categories,
this scheme generates two opposite poles. Occupations combining
high asset specificity with great difficulties for employer monitoring
generate a “service relationship” characterizing high-grade profes-
sionals, administrators, and managers, while occupations with low
asset specificity and easy employer monitoring generate a “labor
contract” characterizing manual workers.

12 Here of course obstacles to collective action pointed out by
Mancur Olson (1965) must be kept in mind. The role of these ob-
stacles is likely to increase with the number of actors involved.
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greater dependence on numbers and collective action,
parties and interest organizations with their primary
base in sections of the labor force with a disadvantage
in terms of economic resources and low or medium
levels of human capital are likely to become rela-
tively highly involved as protagonists in welfare-state
policies.

The power resources approach thus leads to a con-
ceptualization of welfare states in terms of policies to
affect outcomes of, and conditions for, distributive pro-
cesses in the sphere of markets so as to decrease in-
equality and/or poverty. In this context legislated social
insurance programs and social services, which change
outcomes of market distribution, are of course impor-
tant and form major parts of what T. H. Marshall (1950)
once called social citizenship rights. When it comes to
modification of conditions for market distribution, of
key relevance are policies that affect citizens’ participa-
tion in distributive processes on labor markets. In this
context the level of unemployment becomes important
in a double way. It is thus central for outcomes of dis-
tributive conflicts, such as levels of wages and inequal-
ity. As studies on the “wage curve” have shown, there
tends to be a negative relationship between unemploy-
ment levels and wage levels; in labor markets with low
unemployment, wages tend to be higher than in labor
markets with high unemployment (Blanchflower and
Oswald 1994). Furthermore, the level of unemploy-
ment itself can be seen as partly an outcome of dis-
tributive conflict and as a “worker disciplinary device”
(Shapiro and Stiglitz 1984) and is, moreover, likely to be
affected by political decision making. Full employment
empowers wage and salary earners and where unem-
ployment is low, their position is likely to be stronger
than where unemployment is high (Korpi 2002). For
postwar Europe, William Beveridge (1944) set the goal
for “full employment in a free society” as a level of un-
employment below 3%. While the right to employment
nowhere was legislated as a claim right, in most rich
countries outside North America in the decades after
the Second World War full employment in this sense
became what could be called a social protoright in the
sense that governments keyed their policies towards
maintaining a very low level of unemployment. Espe-
cially in Western Europe, what can be described as an
implicit social contract came to include well-developed
social insurance programs and social services in com-
bination with full employment, a triad widely seen as a
unity forming “the Keynesian welfare state.”

The nontheoretical convention of viewing welfare
states in terms of social expenditures has left major sec-
tors of social and economic policies outside the schol-
arly view. In the analysis of retrenchment, the level of
unemployment is of major relevance as an indicator
of retrenchment in itself.’* Within the context of this

13 This is often overlooked in earlier studies. Castles (2001) and Hu-
ber and Stephens (2001) belong to those few who have discussed the
role of unemployment for welfare-state retrenchment. As we have
argued earlier, it is, however, necessary to view the return of mass
unemployment in itself as an essential part of retrenchment (Korpi
and Palme 2000).
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article, we can only briefly discuss unemployment as
retrenchment but instead focus on the particular rel-
evance that increases in unemployment are likely to
have for government budget balances, forming major
proximate causes of austerity and, thus, constituting
endogenous risk factors for retrenchment in social cit-
izenship rights.

EMPLOYERS, UNEMPLOYMENT,
AND AUSTERITY

As noted above, critics have argued that the power re-
sources approach views the employment relationship as
a zero-sum conflict and has not analyzed the positive
role of employers in welfare-state development. The
first part of this criticism is plainly wrong.!* The second
part brings up complex issues. Backed up by the ar-
guably strongest power resources within the Western
democracies, business interests can obviously be ex-
pected to have influenced welfare state developments.
Yet since their power is based primarily on control
over economic resources rather than on votes, employ-
ers are likely to tend to oppose the encroachment of
democratic politics on markets. In discussing the role
of business interests in welfare-state development, it is,
however, important to distinguish between the origins
of policies and the subsequent development of poli-
cies (Pierson 2000; Skocpol and Amenta 1986) and to
consider the tactical and strategic choices of employers
in situations of changing distributions of power. Fur-
thermore, it is fruitful to distinguish between different
aspects of welfare policies and different institutional
forms of welfare states, some of which have been more
easily acceptable to business interests than others. Em-
ployer attitudes to the maintenance of welfare state
measures therefore tend to be complex (Mares 2000;
Swank and Martin 2001; Thelen 1999).

Employer influence on welfare-state development is
reflected, for example, in the time order in which the
major social insurance programs were introduced in
the Western countries (Viisidnen 1992). Here work ac-
cident insurance, freeing employers from costly court
procedures and abolishing one problematic area for
interfirm competition, was typically the first type of
program to be introduced. In contrast, unemployment
insurance, with its implications for reservation wages
and wage setting, met strong resistance and was typ-
ically the last form of social insurance legislated. In
the continued development of welfare states, employ-
ers have tended to prefer institutional solutions that
leave a large scope for markets. It would thus appear
that the first-best choice of business interests is a quite

14 Thus, for example, in an early exposition of the power resources
approach, the “Historical Compromise” between capital and labor
in Sweden in the late 1930s is described as partially “an economic
growth strategy of class conflict, intended to increase the total na-
tional product so that a ‘zero-sum’ type of conflict between labor and
capital could be turned into a ‘positive-sum’ type of conflict: both
parties could thereby profit from the increase in the total product
even if their relative shares were not substantially changed” (Korpi
1978, 83).
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limited welfare state. Yet we find differences among
employers, for example, between small and large firms
(Martin 1998), and under changing constellations of so-
cietal power, business interests have learned to live with
their second-best or even lower-order choices, some-
thing generating “varieties of capitalism” (Hall and
Soskice 2001). Also, welfare-state programs can thus
be seen as an aspect of positive-sum conflicts between
employers and employees. Yet such programs repre-
sent an aspect that employers have found less enticing
than have employees. We therefore second the warning
by Pierson (2000, 795) for the “suggestion that welfare
states were in fact built by employers, for employers.”

While employers have generally attempted to influ-
ence ongoing social policy reforms, the specific role
of employers in welfare-state development is reflected
in the fact that it is difficult to find evidence for ma-
jor social policy reforms where business interests have
been the main originators and protagonists. Here the
United States would appear to provide a relevant test
case. In the absence of major left parties of the type
found in Europe and without strong and centralized
trade unions, the United States is a country where the
first-best choice of business interests with respect to
welfare-state development can be expected to have
had the greatest chances of being realized. After the
end of the First World War, the United States saw
the development of employer initiatives in the area
of employee insurance and services, generating what
sometimes has been described as “welfare capitalism.”
Yet as is well known, in the comparative literature
on welfare states the United States is often described
as a “laggard.” The basic parts of its social insurance
programs—social security, unemployment insurance,
and family assistance—were introduced in the mid-
1930s against the backdrop of the Great Depression
and in one of the rare periods when the majority in
both chambers of Congress as well as the presidency
was held by Northern Democrats (Amenta, Bonastia,
and Caren 2001; Hacker and Pierson 2002; Hicks 1999;
Quadagno 1994; Skocpol 1992). In this context Skocpol
and Amenta (1985, 272-73) argue that “by 1934-35
virtually all politically active business leaders and or-
ganizations strongly opposed national and state-level
pensions and social insurance” and that “had any sort
of business influence really been decisive in Congress,
there would have been no Social Security Act.”

The power resources approach indicates that be-
cause of their interest in profitability and control over
the labor force, employers are likely to be especially
concerned about full employment with its implications
for bargaining power, wage levels, and the position of
labor in political processes. In Western countries, full
employment has a short history, which shows interest-
ing variations among countries. Abruptly breaking the
long history of high unemployment before the Second
World War, in almost all of our 16 countries outside
North America, full employment became a centerpiece
of the postwar social contract; in 1955-73 their aver-
age unemployment was 2.1%. In the United States,
however, the social contract had different contours
and unemployment levels remained more than twice

as high, 4.9%.5 These differences in existing realities
came to shape understandings of welfare states. While
in Europe, full employment in the Beveridgian sense
was widely seen as an essential part of the welfare
state, in the United States full employment came to
play a more marginal role. In the postwar period the
U.S. unemployment level has shown largely trendless
fluctuations. In sharp contrast, during the two decades
after 1973, in our countries outside North America the
average level of unemployment saw a fivefold increase.
In the United States the increase was modest, only 1.6
percentage points, and in the 1990s, U.S. unemployment
rates declined considerably more than in Europe. When
judged in relation to the benchmark set by the realities
that existed outside North America, the return of un-
employment on a mass scale since the 1970s must be
described as a basic regress of welfare states, a crush-
ing of one of their central parts. The causal processes
underlying these patterns of changes are very complex
but it can be argued that both the arrival and the demise
of full employment reflect significant elements of class
conflict and partisan politics (Korpi 2002).16

The crucial aspect of this development for the empir-
ical purpose of this aricle is that the return of mass un-
employment came to have major consequences for gov-
ernment fiscal balances. In most European countries,
for political reasons governments attempted to care
for the swelling armies of the unemployed by relaxing
conditions for access to benefits in invalidity, accident,
and unemployment insurance, as well as through pre-
retirement pensions.!’” Thus government expenditures
increased while the tax base shrunk; between these
two opposite trends, budgetary pressures increased.
As noted above, in the new politics perspective per-
manent austerity defined in terms of government bud-
getary pressures is viewed as a largely exogenous fac-
tor driving welfare-state retrenchment. Pierson (2001,

15 American “exceptionalism” in this respect is discussed, for ex-
ample, by Weir (1987). Up to the early 1980s, Canadian levels of
unemployment largely followed the U.S. pattern.

16 Very briefly sketched, the coming of full employment after the
Second World War is likely to reflect the sea change in relations of
power, when in that period, for the first time in the history of Western
capitalism, in most of our countries outside North America left par-
ties emerged either in government positions or as main contenders
for government power, and average levels of unionization doubled
in comparison with levels between the wars. While conservative and
centrist parties retained their traditional first preference for low in-
flation, they saw the top priority for full employment stressed by the
left as having superior electoral appeal and therefore very difficult to
oppose. Against the background of increasing inflation, decreasing
profit ratios and increasing labor militancy, conservative, and centrist
policymakers searched for ways to make low inflation and wage costs
to replace full employment as a top priority, but they were held back
by the widespread conviction that governments that allowed high
unemployment would be unseated by voters. When unemployment
rose in connection with the oil shocks in the 1970s, governments could
more easily be exonerated for allowing unemployment to increase.
These shocks thus served primarily as catalysts in a transition, where
the conscious pursuit of full employment was reverted to a pursuit
of low inflation and persistent high unemployment became a reality
(Korpi 2002).

17 Thus, for example, in many European countries the labor force
participation rates of men in the 55 to 65-year category have been
halved after the 1970s.
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chap. 3) argues against the interpretation by many that
permanent austerity is caused by globalization. Instead
he points at four profound postindustrial transitions,
which have come to strain government budgest in the
advanced industrial economies: the slowdown of pro-
ductivity and GDP growth associated with a massive
shift from manufacturing to service employment, the
gradual expansion and maturation of governmental so-
cial commitments, the increasing share of elderly in the
population, and the increasing proportion of women in
the public-service sector.

While we largely agree with Pierson on the long-term
relevance of these factors for government financial
balances, it is necessary to recognize that government
budget imbalances during the 1975-95 period analyzed
here were clearly associated with the return of high
levels of unemployment. During the period of rising
unemployment, in most countries we thus find sizable
negative correlations between rates of unemlployment
and general government financial balances.”® On the
average, during this period levels of unemployment
within countries can account for 42% of variation in fis-
cal balances within countries (average r = —.65). While
factors such as demographic shifts and labor force re-
allocations are likely to have gradual and long-term
effects, in most of our countries immediate budgetary
pressures during this quarter-century have thus been
clearly associated with the return of very high rates
of unemployment. To a significant extent austerity is
endogenous to the retrenchment process rather than
primarily an exogenous cause.

NEGATIVITY BIAS, WELFARE-STATE
INSTITUTIONS, AND DRIVING FORCES

In the new politics perspective, the phase of welfare-
state expansion during the three decades following the
end of the Second World War often appears as a rel-
atively uncomplicated competition among politicians
to provide voters with widely popular reforms, while
in the retrenchment phase politicians mobilize nega-
tivity bias when they attempt to deprive voters of en-
trenched social rights. While we agree that expansion
and cutbacks represent different contexts for political
dynamics, negativity bias and blame avoidance were of
relevance also in the expansion phase. This reflects the
fact that reforms had to be paid for by tax increases.
Instead of a head-on confrontation for or against social
policy reform, in most Western countries the partisan
political debate came instead to focus on the “trade-
off” between levels of taxation and social reform. Here
the formulation that “reformers needed only to over-

18 The following correlations refer to the period 1970-90, but to the
period 1970-95 in the countries of the European Free Trade Area
(Austria, Finland, Norway, Sweden, and Switzerland), where massive
increases in unemployment were delayed to the 1990s. We find strong
negative correlations (—80 or higher) in seven countries (Australia,
Belgium, Canada, Denmark, Finland, France, and The Netherlands)
and medium levels (—.50 to —.79) in five countries (Austria, Italy,
Sweden, Switzerland, and the United States) but lower negative
levels in five countries (Germany, Ireland, Japan, Norway, and the
United Kingdom) and zero correlation in one (New Zealand).
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come diffuse concern about tax rates” (Pierson 1996,
144) fails to capture the intensity in the debates on tax
levels. In this debate, negativity bias was clearly acti-
vated when voters were asked to give up money from
their own pocketbooks in return for future, often less
concrete benefits. Furthermore, rising levels of taxation
greatly increased the role of the state, and “big govern-
ment” was widely portrayed as a threat to freedom and
democracy, as “the road to serfdom.”’® In this period
blame avoidance tactics included, for example, a shift
from direct taxes to less visible indirect ones.

Increases in total taxation were of a magnitude that
few, if any, would have dared to predict. In the OECD
countries, from 1960 to 1980 the average increase in
total government revenues as a percentage of the GDP
was about 75%; in countries such as Sweden and
Denmark, tax levels doubled.?? These increases were
the results of repeated and often heated election cam-
paigns, where voters faced the choice between more
welfare reforms and fewer tax increases. If the expan-
sion of the welfare state had primarily been a compe-
tition in carrying through popular reforms, we could
expect relatively small intercountry differences unaf-
fected by partisan politics, something contradicted by
findings in studies on welfare-state expansion.

As noted above, a central argument in the new pol-
itics perspective is that, as a result of policy feed-
backs, welfare states have generated major new interest
groups of clients, largely defined in terms of benefit re-
cipiency, such as retirees, the disabled, and health-care
consumers. It is, however, necessary to specify the bases
as well as the forms of policy feedback. While benefit
recipiency via some forms of “operant conditioning” is
one relevant base for such feedback, we must remem-
ber that the clearly largest and most important potential
base consists of risk-averse citizens, who benefit from
social insurance even if the need to claim benefits has
not materialized. The power resources approach has
long underlined the role of policy feedbacks from wel-
fare states, as well as the different ways in which welfare
states tend to structure such feedbacks (Kangas and
Palme 1996; Korpi 1980a, 1980b, 2001; Palme 1990). In
this perspective policy feedbacks do not come primarily
from undifferentiated categories of recipients; instead
they emanate from the risk-averse citizenry, structured
into different constituencies by welfare-state institu-
tions.

In attempts to explain differences among welfare
states in terms of policy feedbacks, a typology of wel-
fare states can be fruitful. The great merit and appeal of
Esping-Andersen’s (1990) influential typology of “the
three worlds of welfare capitalism” is that it captures
some significant characteristics of welfare states, and,
moreover, by placing political labels on the models,
it hints at the political origins of the different policy
configurations. This typology is hence useful for global
descriptive purposes. Yet for the purpose of examining

19 In these decades and in most Western countries, books such as
Hayek’s (1944) The Road to Serfdom were often evoked as arguments
against increased taxes and welfare-state expansion.

20 OECD 1998, Table 6.6.
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various consequences of welfare states, the great ad-
vantage of this typology becomes problematic insofar
as it mixes causes, mediating variables, and outcomes.
Korpi and Palme (1998) addressed these problems by
using welfare-state institutional structures as mediating
variables forming the basis for a typology, which has
the considerable advantage that it can be related to the
extensive theorizing on institutions and, furthermore,
lends itself to analytical uses and hypothesis testing
about causes and outcomes as well as for more precise
descriptions of country differences and their changes
over time.

One basic hypothesis behind this institutional ty-
pology is that in a society where potential cleavages
such as socioeconomic stratification, status, ethnicity,
religion, economy sector, and region form a mosaic of
cross-cutting lines among citizens and provide compet-
ing bases for the formation of citizens’ identities and
interests, welfare-state institutions can be used to em-
phasize some of these potential lines and bases and
to suppress others. Thereby institutions can come to
delineate citizens into categories varying in the degree
of homogeneity in terms of resources as well as risks.
Socioeconomic stratification differentiates citizens in
terms of economic resources and human capital. This
stratification is also related to the distribution of some
of the relevant risks, such as poverty and unemploy-
ment, both of which have traditionally been markedly
higher among manual workers than among salaried
employees. Some other risks are, however, less clearly
related to socioeconomic structures. Thus aging is a hu-
man fate and the risk for illness has to be reckoned with
in all socioeconomic categories. It can be hypothesized
that the role of welfare-state institutions for the forma-
tion of identities and socioeconomically based interest
groups will be greatest with respect to aging and sick-
ness, where risks are universally shared. In contrast,
risks for unemployment, work accidents, and poverty
have traditionally been socially skewed to such an ex-
tent that institutions limited to these specific areas are
likely to be of less relevance for wide-based interest-
group formation.?! Welfare-state feedbacks are thus
not likely to be unidimensional or based on the num-
ber of benefit recipients.?? Instead policy feedbacks will
differ by institutional structures of welfare states, gen-
erating differences in the extent to which citizens are
likely to support welfare states and thus in their degree
of path dependency.

The typology by Korpi and Palme includes five ideal-
typical models of social insurance institutions reflecting
the structure of old age pensions and sickness insur-

2 Trade union-associated state-supported unemployment insurance
programs found in four of our countries (Belgium, Denmark, Finland,
and Sweden) are widely seen as increasing union membership
(Rothstein 1989). Yet the risk for unemployment has traditionally
been socioeconomically skewed to the disadvantage of manual work-
ers to an extent making it unlikely that unemployment insurance
programs can mobilize more broad-based support against cutbacks.
22 Thus, for example, in recent decades the most rapidly growing
category of benefit recipients have been the unemployed. Yet his-
torically it has proved very difficult to mobilize the unemployed for
political action.

ance. These models are defined in terms of three sepa-
rate aspects of institutional differences: criteria for ben-
efit eligibility, principles for benefit levels, and forms of
program governance. The targeted model typically gives
minimum benefits after a test of need. The voluntary
state-supported model organizes a number of voluntary
funds, where eligibility depends on membership con-
tributions but benefits often tend to be relatively low.
The state corporatist model was originally introduced in
Germany by Bismarck and involves compulsory mem-
bership for the economically active population in oc-
cupationally segmented insurance organizations with
benefits clearly related to previous earnings but condi-
tions and financing differing between insurance organi-
zations. Unlike the other models, the state corporatist
one involves joint governance by representatives for
employers and employees.” The basic security model,
with William Beveridge as its best-known spokesman,
is universalistic and includes all insured within the
same programs giving flat-rate benefits, typically on
relatively low levels. The encompassing model com-
bines Bismarck and Beveridge, earnings-relatedness
with universalism. Within the same institutional struc-
tures, this model can give basic security to all citizens
as well as clearly earnings-related benefits to all eco-
nomically active ones.

The emergence and change of these institutional
models have often been associated with intensive con-
flicts among socioeconomic interest groups and differ-
ent political tendencies (Korpi 2001). Social insurance
institutions must thus be seen as embedded in larger so-
cial settings and structures of power. Once in existence,
however, institutions can be assumed to mediate and
to amplify effects of the contexts in which they are em-
bedded. Our hypothesis is that in the long run, basic se-
curity institutions are likely to generate a split of inter-
ests and identities between the middle classes and the
workers. This is because basic security programs tend
to have relatively low replacement rates, insufficient to
maintain accustomed standards of living of better-off
categories of citizens, who therefore are likely to de-
velop various types of private solutions. While workers
remain primarily dependent on the public programs,
middle classes will have more or less well-developed
private solutions and are therefore less likely to give
support to public programs, which for them are of
more marginal importance. Targeted programs will, in

23 What we here term the state corporatist model was an applica-
tion of “classical” corporatist ideology, which was very influential in
Europe during the centrury before the end of the Second World War
(Bowen 1947; Durkheim [1902] 1964; Elbow 1953). This theory was
developed as an attempt to solve what in nineteenth-century Europe
was referred to as “The Worker Question.” The classical corporatist
strategy was intended to counteract socialist attempts to mobilize the
dependent labor force on the basis of class by instead implementing
institutions segmenting employees on the bases of occupation and
by engineering cooperation between employees and employers in
the administration of institutions, a strategy coming into flower in
fascist Italy between the two world wars. Classical corporatism thus
has roots very different from what later has been termed liberal or
neo corporatism emerging in countries where labor movements have
been strong enough to be drawn into tripartite political bargaining
with employers’ confederations and governments.
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addition, also tend to create splits within the working
class, separating the poor from the better-off workers.

In contrast, with their clearly earnings-related ben-
efits state corporatist and encompassing programs de-
crease the need for separate middle-class solutions and
tend to “crowd out” private forms of insurance, leaving
the middle classes as well as workers largely dependent
on public programs and therefore as potential sources
of support for these programs. However, these two
models bring in the middle classes into very different
contexts. In the state corporatist model, the insured are
included as several separate occupational categories in
programs with conditions and benefits differing from
those of others, each program governed by representa-
tives for employers and employees in a public—private
legal context. Thereby this model of social insurance in-
stitutions generates separate organized interest groups
capable and willing to act in their specific interests.
In the encompassing model, middle classes find them-
selves in a much more heterogeneous setting within
universal programs that also include all other citizens;
in such a context interests have to be mobilized from
the outside, primarily via political parties. These two
types of institutions may therefore play different roles
and have differing consequences during expansion and
during retrenchment.

Since they cover risks that are relatively equally
shared by all socioeconomic categories, the institu-
tional structures of pension and sickness programs are
likely to be the most important ones for policy feed-
backs in welfare-state development. These two pro-
grams have the same institutional structures in all
but four of our 18 countries. In these four countries
(The Netherlands, New Zealand, Switzerland, and the
United States) we take the structure of pension pro-
grams to define dominant institutions. 2 Work accident
insurance and unemployment insurance cover risks
that traditionally have been concentrated to manual
workers, but as discussed above the sociopolitical roles
of these programs are quite different. Here it must also
be noted that in recent decades in most of our coun-
tries, work accident programs have become more or
less closely coordinated with sickness insurance. Be-
cause of its relevance for workers’ reservation wages
and employment relations, unemployment insurance
therefore stands out as the most likely target for cut-
backs; because of the socioeconomically skewed risks
for unemployment, it is also a program likely to have a
relatively narrow constituency to its defense.

Among driving forces, a key hypothesis in the new
politics strand of thought to be tested here is that tradi-
tional partisan politics is largely irrelevant for welfare-

24 These four countries have basic security pension programs but
sickness insurance is targeted in New Zealand, voluntary state sup-
ported in Switzerland, absent in the United States, and state corpo-
ratist in The Netherlands. In contrast to the state corporatist coun-
tries, during the postwar period The Netherlands did not introduce
new programs with this model. The voluntary state-subsidized type
of program no longer dominates in any of the pension systems in
our countries. This means that we are left with four institutional
categories among our countries.
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state retrenchment.? In this analysis we have to con-
sider also other factors of relevance for cutbacks (see
Methodological Appendix). Potentially important in
this context are economic factors. As indicators of in-
ternally induced economic pressures, we here include
the level of unemployment and general government
fiscal balances. Several authors have pointed to the
relevance of the number of constitutional veto points
at which government efforts to change social policy
legislation can be resisted (Bonoli 2001; Huber and
Stephens 2001; Immergut 1992) and such an indica-
tor is included here.?® In addition to these endogenous
causes, other factors, linked to the external relations
of nation states, may put pressure on governments to
impose various restrictions on domestic policies. To
capture different aspects of globalization we have here
included indicators of capital account deregulation and
of current account deregulation (Quinn 1997). Other
relevant indicators for external economic relations are
capital account balances, current account balances, and
export-import dependence measured as the size of ex-
ports and imports to the GDP. Reminiscent of evolu-
tionary thinking, it has been argued that modern wel-
fare states have a “growth to limits” problem (Flora
1986), a point of view suggesting the hypothesis that
the largest retrenchment is likely to appear in countries
with the most generous entitlements. In the testing of
the above hypotheses, we must, however, remember
that in macro comparative analyses based on relatively
few countries and markedly correlated independent
variables, it is difficult to specify the independent effects
of separate variables.

THE SOCIAL CITIZENSHIP INDICATOR
PROGRAM

As noted above, while useful, the expenditure-based
welfare-state effort indicator used in most studies of re-
trenchment is associated with serious problems, which
are aggravated in the context of retrenchment. Thus, for
example, rising unemployment levels have tended to
raise social expenditures, thereby increasing the nomi-
nator, while lower GDP growth rates negatively affect
the denominator in this indicator. The consequences of
an economic crises may therefore appear as increases
in welfare-state efforts.

We here introduce a new basis for the study of re-
trenchment by considering cuts in social citizenship
rights in major social insurance programs, using pre-
liminary data from the Social Citizenship Indicator Pro-
gram (SCIP), the archive of which now is under con-
struction and has required a massive and prolonged
work involvement (see Methodological Appendix). %’

25 For a questioning of this hypothesis, see Green-Pedersen and
Haverland 2002 and Levy 2001.

26 This indicator is from the Comparative Welfare States Data Set
(Huber, Ragin, and Stephens 1998).

27 The concept of social citizenship goes back to T. H. Marshall
(1950). The data archive within The Social Citizenship Indicator Pro-
gram (SCIP) is under construction at the Swedish Institute for Social
Research, Stockholm University.
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These indicators reflect the nature of the social citizen-
ship rights that have been legislated via major social
insurance programs in our 18 countries, entitlements
that here have been quantified in terms of net replace-
ment rates for model households. The following analy-
ses are based on three social insurance programs giving
benefits during short-term absences from work, that is,
sickness cash insurance, work accident insurance, and
unemployment insurance. In the study of retrenchment
these three programs have the great advantage that
they react fairly quickly to changes in rules, making it
easier toregister the extent of changes and torelate cut-
backs to political decisions.?® Furthermore, these three
programs are of key interest for short-term government
financial balances and are likely to come under scrutiny
in times of budget deficits. In these programs we focus
on cutbacks in net replacement rates. In comparison
with earlier studies on retrenchment, we here have a
much better empirical base, that is, one-dimensional
dependent variables facilitating quantitative compar-
isons between countries and having a high degree of
validity and reliability.

Needless to say, however, although the variables
used here are central, they do not exhaust possible
areas where retrenchment may appear. Thus, for ex-
ample, in the above three programs we do not include
changes in rules referring to waiting days, duration,
conditions for benefits, and the like. Even more im-
portantly, we cannot consider here areas such as social
services, health-care services, family policy, and social
assistance programs. While several program changes
can be seen as a restructuring or recasting of welfare
states, we argue that those observed here can be de-
scribed as retrenchment.?’

CONTOURS OF RETRENCHMENT IN SOCIAL
RIGHTS

To what extent has there been retrenchment in social
citizenship rights in our countries in terms of replace-
ment rates in sickness, work accident, and unemploy-
ment insurance? We have calculated net replacement
rates (that is, after taxes and social sccurity contribu-
tions) for earnings at the average wage level of pro-
duction workers. Net levels have been assessed for two
types of households—a single-person and a four-person
family (including one earner, a dependent spouse, and
two minor children)—and for two durations—a short

period (the first week after waiting days) and a longer

period (a year consisting of 26 weeks of benefits and
26 weeks of normal earnings). For each insurance pro-
gram, we use the annual average of these four indicators
(see Methodological Appendix for details). Decreases

28 In the context of an analysis of retrenchment, these three pro-
grams thus differ favorably from old-age pensions systems, where
changes in rules are often intended to affect benefits in a more or
less distant future, and current benefit changes may reflect political
decisions made decades ago. Retrenchment in pension programs will
be analyzed in a different context.

29 For discussions of terminology in the analysis of welfare-state
change, see Ferrera and Rhodes (2000) and Pierson (2001).

in net replacement rates reflect at least three types of
factors: (1) politically made decisions to cut benefit lev-
els, (2) political “nondecisions,” that is, the failure to
raise benefit levels and ceilings in the face of increasing
wages, and (3) taxation of benefits that is “claw-back”
via taxation. In this context it must, however, be re-
membered that net replacement levels are also affected
by changes in the denominator, i.e., in earnings and the
taxation of earnings.

To give a long-term perspective on recent changes
in social citizenship rights, we begin by looking at the
development of average net replacement rates in sick-
ness, work accident, and unemployment insurance dur-
ing the period 1930-95. Taken as an average of existing
programs in our 18 countries, we find roughly similar
patterns of change in the three programs, but at differ-
ent levels. Partially as a reflection of their specific roles
in the socioeconomic class structure, the lowest replace-
mentrates are found in unemployment insurance, while
work accident insurance clearly has the highest rates,
with sickness cash benefits as the intermediate category
(Figure 1, left). From starting levels in 1930 of about
35% for unemployment, 40% for sickness, and close to
60% for accident insurance, the long-term increase in
benefit levels peaked in the 1975-85 period, at about
65% for unemployment, 70% for sickness, and 85% for
accident insurance. Thereafter the increase turned into
a decrease, and up to 1995, replacement levels fell by
close to 10 percentage points for unemployment and
about 5 percentage points for sickness and accident
insurance.

The above averages do, however, hide large varia-
tions in developements of individual countries. This is
illustrated by developments in the United Kingdom,
which has had a long period of Conservative govern-
ment wedded to market-liberal policies. In the 1930s,
in Britain the average net replacement rate in sickness
insurance was somewhat above 20%, while unemploy-
ment insurance replaced about 35% and work accident
insurance about 45% (Figure, right). The postwar in-
troduction of the Beveridgian welfare state with flat-
rate benefits increased replacement levels in sickness
and work accident insurance by about 10 percentage
points3® As a result of the introduction of earnings-
related supplements and increased supplements for de-
pendents, in 1975 replacement levels had increased to
somewhat above 60% in sickness and unemployment
insurance and above 70% in work accident insurance.
After the coming of the Thatcher government in 1979,
benefit levels fell drastically up to 1985, then gradually
to 1995. In 1995, work accident insurance, with a 20%
replacement level, was down to less than half of its level
in 1930; unemployment insurance, with 24%, to about
two-thirds of the 1930 level; and sickness insurance,
with 20%, was at about the same level as in 1930.

These figures thus show that in terms of indicators
studied here, the British welfare state has been rolled
back to a pre-Beveridge level, at or below that of the

30 This increase primarily reflected the introduction of supplements
for dependents, features already earlier found in unemployment in-
surance, which therefore remained relatively stable.
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FIGURE 1.

Net Replacement Rates in Sickness, Work Accident, and Unemployment Insurance
1930-95 as an Average for 18 Countries (Left) and in the United Kingdom (Right)
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1930s. They indicate a radical change in an advanced
welfare state, a change carried through by a Conser-
vative party within a constitutional structure with few
veto points and in the context of a markedly weakened
Labour Party and a largely defeated trade union move-
ment. The cuts in social insurance programs in combi-
nation with the return of mass unemployment during
the Thatcher period indicate that while the conclusion
of Pierson (1994, 161), “The British welfare state, if
battered, remains intact,” could be seen as correct with
respect to the National Health Service, it was clearly
premature when it comes to social insurance and un-
employment. This conclusion reflected a pioneer stage
in retrenchment analysis with problematic empirical
data®! and a narrow conceptualization of welfare states.

Asindicated above, the basic data used here concern
net replacement rates for the years 1975, 1980, 1985,
1990, and 1995 in each of the three short-term social
insurance programs. For causal analyses, we summarize
changes in benefit rates in our programs in each of our
countries by three separate indicators reflecting differ-
ent aspects of retrenchment: (1) cuts in each of the three
programs in a country as the decline up to 1995 from
the peak observation year during the 1975-90 period,
(2) cuts as events in each of the three separate programs
defined in terms of the decrease between two consecu-
tive years of observation, and (3) cuts in af least one of
the three programs during a five-year period. This third
indicator is used in event history analysis. In Australia,
Canada, and the United States, benefits in work ac-
cident programs are largely determined by states and
provinces rather than at the national level. Such benefit

31 In a parallel way, Alber (1996) criticized Pierson’s failure to iden-
tify declining replacement levels in mean-tested programs in the
United States.
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changes can therefore not be easily interpreted in terms
of national-level political decision making, and in these
three countries, work accident programs are therefore
excluded from causal analyses. In the United States also
benefit levels in unemployment insurance are set at the
state level but decisions on the introduction of taxa-
tion have been taken at the federal level. Furthermore,
the United States lacks a national sickness cash benefit
program. In the United States we can thus include only
changes in unemployment insurance benefits.

As a preliminary overview of retrenchment in net
replacement rates from 1975 to 1995, Table 1 shows
our first indicator, that is, declines from an initial peak
year up to 1995 in each of the three programs by type of
social insurance institutions.>> On average the largest
cuts appear in countries dominated by basic security
institutions. Here the United Kingdom is in the lead,
followed by a second group consisting of Ireland, New
Zealand, and Denmark.?* Also, The Netherlands has
sizable cuts in all three programs, while Canada has
cuts of similar size in sickness and unemployment in-
surance. In the United States, Unemployment insur-
ance saw a major cut as the result of a federal decision

32 Discarding increases in benefits, we thus look here at absolute
rather than at relative decreases, and large cuts can therefore be
more likely to appear in countries with initially higher replacement
levels. The decline from peak year up to 1995 is of course a crude
index, which does not reflect all changes since 1975. Yet it is helpful
in giving a first overview, and the two other indicators reflect all
changes during the period.

33 Note that while in a global characterization in terms of the three
worlds of welfare capitalism, Denmark is classified as belonging to
the social democratic one, in our typology based on the institutional
characteristics of the two main social insurance programs—in con-
trast to Finland, Norway, and Sweden—it clearly falls into the basic
security one. In the context of retrenchment in social insurance, this
appears to be a fruitful choice.
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TABLE 1. Initial Net Replacement Rates in 1975 and Largest Percentage Declines in Rates Up to

1995 from Preceding Peaks in Sickness, Work Accident, and Unemployment Insurance in

18 Countries, by Type of Dominant Social Insurance Institutions

Social Insurance Program

Type of Dominant Sickness Work Accident Unemployment

Social Insurance

Institution Country Level Decline Level Decline Level Decline

Targeted Australia 48.4 —10.14 — — 48.4 —10.14

Basic security Canada 62.9 —15.42 —_ — 72.7 —13.14
Denmark 747 —21.4° 74.7 —21.40 81.9 —24.5%
Ireland 56.3 -33.5° 64.0 —31.5° 56.3 —34.9¢
Netherlands 84.7 —14.7° 84.7 —14.7° 81.6 -13.2°
New Zealand 57.5 -34.7°¢ 94.3 -16.0% 57.5 —25.0%
Switzerland 77.4 0.0 80.3 0.0 55.7 0.0
United Kingdom 63.4 —43.12 71.6 —51.32 63.4 —39.92
United States — — — — 59.8 -12.82

State corporatist Austria 99.2 —4.6° 100.0 -3.4¢ 47.4 —10.1¢
Belgium 91.9 —9.3? 100.0 -3.72 76.0 -28.10
France 55.7 —6.82 66.8 0.0 411 -7.2°
Germany 100.0 0.0 100.0 0.0 74.3 —6.42
Italy 68.1 0.0 74.1 0.0 66.8 —23.8°
Japan 68.9 0.0 68.9 0.0 67.1 -1.0°

Encompassing Finland 86.1 -10.3¢9 100.0 0.0 59.1 -5.09
Norway 55.0 0.0 55.0 0.0 73.5 -10.02
Sweden 90.3 —13.8° 92.6 —21.8° 771 -7.3¢

Note: Peak years: superscript a, 1975; b, 1980; ¢, 1985; d, 1990.

to make benefits taxable. Switzerland shows no cuts,
partly because cuts introduced in unemployment insur-
ance were made for by increases up to 1995. In targeted
Australiareplacement rates have substantially declined
in the two programs included here, that is, sickness and
unemployment insurance.

The state corporatist countries have a quite distinct
pattern. Here Austria, France, Germany, and Italy show
no or only a moderate decline in sickness and work
accident insurance, while unemployment benefits have
been cut. Belgium experienced a major decline in un-
employment insurance but saw a sizable decline also
in sickness insurance. Drops in replacement levels in
unemployment insurance were large also in Italy but
smaller in Austria, France, and Germany. In Japan all
three programs have remained practically unchanged.
Among countries with encompassing institutions, rel-
atively large reductions have been made in Sweden
and Finland, while Norway has lowered only unem-
ployment benefits. Declines in Sweden are of about the
same order as those in The Netherlands.

For an analysis of the effects of potential causal fac-
tors, we begin by using our second indicator specify-
ing cuts as events within each of the three insurance
programs. On the basis of information on average net
benefit levels in each country and each program for
the years 1975, 1980, 1985, 1990, and 1995, we have
delineated events as cuts between two adjacent obser-
vation years. Using available information each of these
events has been assigned to a specific year and gov-
ernment. We are concerned here with cuts in benefit
levels that can be seen as results of political decision
making in the social policy area, but as noted above,
our net benefit replacement rates also reflect changes in

wages, the taxation of wages, and measurement errors.
Furthermore, small changes are difficult to relate to
political decision making. We therefore focus on events
defined as major cuts involving decreases in net bene-
fit rates of at least 10 percentage points in a program,
events that can be described as clear cases of retrench-
ment. When summed over all three programs for all
18 countries in this way, we define 37 major cuts (for a
specification of cases see Methodological Appendix).
These cuts have been distributed into categories de-
fined in terms of independent variables referring to
economic contexts, welfare-state institutions, constitu-
tional veto points, globalization, initial benefit levels,
and partisan cabinet composition, and the number of
country-years under risk in each of these categories has
been determined. Since observations here characterize
countries, they are unlikely to be independent and po-
tential causal factors can be expected to be relatively
strongly intercorrelated. We have therefore chosen a
simple analysis of data in terms of the number of cuts
per 100 country-years under risk in each of these cate-
gories in all 18 countries. To specify the role of confes-
sional parties as well as of the state corporatist and the
encompassing models, all of which are concentrated to
Europe, we also show results for a more homogeneous
set of the 13 European countries.

In the characterization of economic contexts for gov-
ernment policymaking, we have used variables that,
directly or indirectly, capture internal and external eco-
nomic pressures on governments (see above). Since
the risk for cuts can be assumed to reflect not only
the economic situation during the year in which cuts
are made but also the situation in the immediately
preceding years, we look here at three-year weighted
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lags® (Table 2, A). In the 18 countries as well as in
Europe, with increasing levels of unemployment, we
find a clear and monotonic increase in the risk for cuts.?
General government fiscal balances have been negative
during four-fifths of all country-years, although less so
during periods of left government, something probably
reflecting differences in levels of unemployment. While
country-years with the relatively best financial position
clearly show the lowest risks for cuts, these risks are
highest at medium levels of imbalances.

Again we find indications that the dominant types of
social insurance models differ with respect to the risk
for cuts. Looking at the three most common types of
institutions, the highest risk for cuts are associated with
basic security institutions, followed by encompassing
institutions, with state corporatist institutions having
the lowest risks for cuts. As noted above, since 1975
benefit levels in Australia with the targeted model have
decreased in sickness and unemployment insurance,
but not in ways that these decreases are here defined
as major events. The potential relevance of constitu-
tional veto points is indicated by the fact that we find
the clearly highest risks for cuts in countries with no
veto points, however, those with the highest number of
veto points have only somewhat lower risks than the
medium-level countries.

With regard to globalization and external economic
pressures, we find lower risks for cuts at low levels
of capital account deregulation and current account
deregulation but smaller differences between medium
and high levels. The states of current account and cap-
ital account balances show no discernible trends and
are therefore not included in the tables presented here.
Where export—-import dependency is low, risks for cuts
are lowest, but there is no difference between medium
and high levels of dependency.

To test a key hypothesis in the new politics strand
of thought that retrenchment is largely unrelated to
traditional political parties, we examine relationships
between cabinet party compostion and the risk for cuts,
distinguishing three traditional political categories: left,
confessional, and secular conservative—centrist parties
(see Methodological Appendix). Since several coun-
tries have frequently had coalition governments, we
have also examined the relevance of the party of the
prime minister in governments participating in cuts.
These results are similar to those for cabinet compo-
sition and are therefore not shown in the tables. The
data indicate that the risk for major cuts has clearly
been lowest with left cabinet representation and high-
est when secular center-right parties have been in gov-
ernment, with confessional parites somewhere in the
middle.

Since we here define cuts in absolute terms, large cuts
are statistically more likely to appear at high rather

34 The weights are 1 foryeart,0.5 for year t — 1,and 0.25 for yeart — 2
for unemployment, government financial balances, capital account
deregulation, current account deregulation, capital account balance,
current account balance, and export-import dependence. We also
tested unweighted lags (¢ — 1) but found roughly similar results.

35 We also examined changes in unemployment levels but they do
not yield easily interpretable results.
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than at low initial benefit levels. This circumstance
introduces a potential complication in the testing of
some of our hypotheses. As noted above, according to
the “growth to limits” hypothesis we can expect the
highest risks for cuts at high rather than at low initial
levels. Furthermore, by definition state corporatist and
encompassing institutions are likely to have higher ini-
tial levels than targeted and basic security institutions,
and confessional and left governments may have higher
initial levels than secular conservative—centrist ones.>
To check for the potential influence of the absolute
definition, initial benefit levels for 1975-90 have been
trichotomized into low, medium, and high levels. Con-
trary to expectations, among all 18 countries the highest
risk for cuts appears at low initial levels, while in Europe
the high category has a slightly lower risk than the low
and medium ones. The “growth to limits” hypothesis is
thus not supported and this result indicates that, if any-
thing, this test and those concerning the role of social
insurance institutions and political parties are likely to
be conservative ones.

Looking at the interplay between dominant institu-
tions and cabinet compostion, we find that in the 18
countries as well as in Europe, irrespective of institu-
tional model, the lowest risks are found for left par-
ties (Table 2, B). For all three party categories, state
corporatist institutions tend to have the lowest risks.
In all institutional contexts, left parties tend to have
the lowest risks. Especially in Europe, secular center—
right parties are associated with higher risks for cuts
in the context of basic security institutions than with
encompassing ones. In both Finland and Sweden, fol-
lowing the massive increase in unemployment and the
resulting crises of public finances in the 1990s, cuts
were made by cabinets of different colors, yet cuts ex-
ceeding the 10% limit applied here were made only
by center—conservative coalition governments (Kautto
2000; Palme and Wennemo 1998). In Europe confes-
sional parties show higher risks for cuts in the context
of basic security institutions than within the state cor-
poratist ones, but very high risks within encompassing
institutions. The latter observation appears to reflect
the fact that in the three Nordic countries with encom-
passing institutions, the small confessional parties have
only been in government position as coalition partners
to secular center-right parties.

In the interplay between government fiscal balances
and cabinet composition, among all parties risks are
low with good balances. For left parties in all 18 coun-
tries the risk for major cuts are somewhat higher where
balances have been worst, whereas in Europe, no trend
appears. Secular center-right parties have higher risks
with the worst balances but the highest risks at the

36 The average net replacement rates of the three programs for the
years 1975, 1980, 1985, and 1990 are 84.2% for encompassing, 78.1%
for state corporatist, 57.3% for basic security, and 28.7% for the tar-
geted model. In this period differences in average net benefit rates
by cabinet composition are relatively small (left, 74.1%; confessional,
77.8%; and secular centrist-conservative, 65.8% ), reflecting that gov-
ernment changes are more frequent than major shifts in benefit levels
and the frequent presence of coalition governments in Europe.
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TABLE 2. Number of Major Benefit Cuts per 100 Country-Years
Under Risk in Three Social Insurance Programs 1975-95 in 18
Countries and in Europe by Financial Balances, Unemployment,
Institutions, and Partisan Government Composition

A

Independent Variable and Category 18 Countries Europe
Level of unemployment?

Low 03 04

Medium 41 3.7

High 6.9 7.8
Government financial balances?

Best 1.0 0.9

Medium 6.8 71

Worst 4.7 5.6
Social insurance institution

Targeted 0.0 —

Basic security 6.2 6.7

State corporatist 14 1.7

Encompassing 3.3 3.3
Constitutional veto points

None 6.9 7.0

Medium 2.1 2.5

High 1.4 0.8
Capital account deregulation?

Low 0.8 1.4

Medium 4.3 3.8

High 5.2 5.5
Current account deregulation?

Low 2.7 3.2

Medium 41 47

High 44 41
Export/import as % of GDP?

Low 1.4 1.8

Medium 46 47

High 47 44
Cabinet composition

Left 1.6 1.2

Confessional 4.0 4.0

Secular center-right 5.2 7.0
Initial benefit levels

Low 5.6 4.6

Medium 27 4.6

High 2.8 3.0

B

Independent Variable and Category

Cabinet Composition 18 Countries Europe

Institution
Targeted and basic security

State corporatist

Encompassing

Government financial balances?
Best

Medium

Worst

Left

Confessional
Secular center-right
Left

Confessional
Secular center-right
Left

Confessional
Secular center—right

Left

Confessional
Secular center—right
Left

Confessional
Secular center-right
Left

Confessional
Secular center—right

3.0 2.0
5.9 5.9
6.9 9.9
0.7 0.7
1.9 1.9
1.7 3.0
1.1 1.1
12.3 12.3
5.8 5.8
0.9 0.9
0.6 0.6
1.2 1.0
1.3 1.4
4.4 44
13.0 17.7
3.0 1.3
5.1 5.1
55 9.7
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TABLE 2—Continued

B

Independent Variable and Category Cabinet Composition 18 Countries Europe

Unemployment level

Low Left 0.2 0.2
Confessional 0.8 0.8
Secular center—right 0.3 0.6
Medium Left 3.2 1.7
Confessional 1.8 1.8
Secular center—right 6.2 7.5
High Left 1.9 2.6
Confessional 7.4 7.4
Secular center—right 9.3 10.9
Constitutional veto points
None Left 2.3 1.0
Confessional 9.7 9.7
Secular center—right 9.8 114
Medium Left 1.4 1.4
Confessional 2.4 2.4
Secular center—right 2.7 4.0
High Left 0.5 0.9
Confessional 0.6 0.6
Secular center—right 2.1 1.1
Initial benefit level
Low Left 25 1.1
Confessional 6.5 6.5
Secular center—right 7.2 10.2
Medium Left 1.6 1.7
Confessional 3.6 3.6
Secular center—right 2.8 3.9
High Left 0.9 0.9
Confessional 2.6 2.6
Secular center—right 5.3 6.4
C
Capital account deregulation?
Low Left 1.2 1.3
Confessional 0.0 0.0
Secular center—right 0.6 1.8
Medium Left 1.5 0.4
Confessional 47 47
Secular center—right 7.3 7.5
High Left 2.3 2.3
Confessional 3.6 3.6
Secular center—right 7.4 8.8
Current account deregulation?
Low Left 0.5 0.5
Confessional 5.0 5.0
Secular center—right 2.8 47
Medium Left 3.0 2.3
Confessional 7.9 7.9
Secular center—right 44 7.2
High Left 0.0 0.0
Confessional 1.2 1.2
Secular center—right 7.4 8.7
Export/import as % of GDP #
Low Left 0.4 0.6
Confessional 1.3 1.3
Secular center-right 1.9 3.3
Medium Left 1.1 1.1
Confessional 1.8 1.8
Secular center—right 7.9 8.7
High Left 3.0 1.6
Confessional 55 5.5
Secular center—right 5.9 6.6

@ Weighted lag (t=1;t—1=0.5;t — 2 = 0.25).
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medium level of imbalances.?” Also, confessional par-
ties have higher risks at medium and high levels of
imbalances, and the differences between medium and
high imbalances are small. When unemployment lev-
els are low, no major differences appear with respect
to government composition. Under high unemploy-
ment secular center-right parties are associated with
the largest risks for cuts and left parties with the small-
est risks, while confessional parties are in the middle.
With medium levels of unemployment, differences be-
tween confessional and left parties are small, while sec-
ular center-right parties again have the highest risks.
Looking at the interplay between constitutional veto
points and cabinet compostion, for confessional as well
as secular—center right governments the clearly highest
risks for cuts are found in the context of no constitu-
tional veto points, while for left parties differences in
risks for cuts have little relationship to the number of
veto points. With respect to initial benefit levels we find
that at all levels, left cabinet participation is associated
with clearly lower risks for cuts than are confessional
and, especially, secular center—right parties. At medium
initial levels differences between confessional and sec-
ular center-right parties are small.

Turning to the interplay between cabinet composi-
tion and capital account deregulation, at low levels of
deregulation we find low risks for all parties (Table 2,
C). For left parties the risk remains low also with in-
creasing deregulation. At medium and high levels of
capital account deregulation risks are higher for con-
fessional parties and, especially, for secular center-right
parties. Increasing current account deregulation has
small effects for left parties but increases risks for cuts
for secular center—right parties, while confessional par-
ties show the highest risks at medium levels of deregu-
lation. With respect to export-import dependency, lit-
tle association is found for left parties, while secular
center—right parties have their highest risks at medium
levels and confessional parties at high levels of depen-
dency.

Event history analysis can be used for further explo-
rations of relationships between the above independent
variables and the risk for cuts. Again, we will limit the
number of independent variables and use regression
estimates primarily as indications of the direction of
effects and the probability that they differ from zero.
Quite frequently decisions on cuts have affected more
than one of our three branches of insurance. As the
dependent variable we therefore now use our third
indicator of cuts, defining an event as cuts in at least
one of the three programs in a country during a year.
The number of major cuts so defined is 19 for all our
countries and 15 for the European ones. We estimate
intensity regressions for repeated events based on an
exponential model with a constant hazard rate.3®

37 This reflects the relatively large number of cuts carried out by the
Conservative government in Britain but also the National govern-
ment in New Zealand, cuts that thus may reflect a relatively strong
ideological component.

38 See Blossfeld and Rohwer 1995. Estimates for period-varying haz-
ard rates show similar results.

For the 18 countries, unemployment shows positive
effects well significant at conventional levels (Table 3,
A). The state of government financial balances has the
expected negative sign and is significant. The effects of
dominant social insurance institutions (following the
results in Table 2, trichotomized as state corporatist,
encompassing, and other models) shows the expected
negative signs, indicating that risks are lowest for the
state corporatist model and second lowest for the en-
compassing one but reach significance only in Europe.
Veto points have the expected negative sign but effects
are not significant. Effects of globalization in terms of
deregulation of capital accounts and current accounts
are weak and go in different directions. Among all 18
countries export-import dependency has a significant
positive effect, which, however, does not reach signifi-
cance in Europe. Initial benefit level has an insignificant
effect with an unexpected negative sign. Left cabinet
representation has the expected negative sign and is sig-
nificant among all countries as well as in Europe, while
secular center-right cabinets have the expected posi-
tive signs, which also are significant in both categories
of countries. Coefficients for confessional cabinet par-
ticipation are close to zero, indicating that effects are
somewhere between those of left and those of secular
center-right cabinets.

Combining left party government and unemploy-
ment, coefficients for left cabinets remain negative and
significant in both categories of countries and unem-
ployment retains the expected positive sign but is not
significant in Europe (Table 3, B). With both left cabi-
nets and financial balances in the equations, they both
retain the expected sign but only the left cabinet co-
efficient is significant. This also holds with left cabinet
together with institutions. When left cabinet is com-
bined with veto points, it again remains significant in
both country categories, while veto points are signifi-
cant only among all 18 countries. Combining left cabi-
net with the two indicators of globalization, left cabinet
remains significant while effects of deregulation appear
weak and have mixed signs. With export-import de-
pendency left cabinet remains significant and negative,
while the positive effect of dependency is significant
only among all 18 countries. When combined with ini-
tial benefit levels, left cabinet retains significant nega-
tive effects while initial levels are of little relevance.

DISCUSSION

Through the lens of its role in welfare-state regress, the
overarching issue addressed in this paper concerns the
role of socioeconomic class and of class-related poli-
tics for “who gets what, when, and how” in Western
democracies. Debates on the relevance of class are of-
ten muddled by differences in views on the class con-
cept. Among many social scientists, class brings to mind
manifest conflict between selfconscious collective ac-
tors, typically blue-collar workers, internally united by
norms and values. In the absence of these manifesta-
tions, from such a perspective the death of class is a
diagnosis close at hand. Instead we use the class concept
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TABLE 3. Estimates from Intensity Regression of Effects on Introduction of Major Cuts in Net
Replacement 1976-95 in 18 Countries and in 13 European Countries

18 Countries Europe
Model Relative Risk t log Likelihood  Relative Risk t log Likelihood
A
Unemployment? 1.108 2.99* —-109.3 1.149 2.67* —-84.4
Constant 0.002 -11.0 0.000 -7.69
Gov. fin. balance? 0.693 —1.93* -111.6 0.623 2.31+ —84.8
Constant 0.020 -7.4 0.029 —6.5
Institutional model 0.444 -1.71 -111.9 0.365 —1.95* —85.8
Constant 0.010 -15.9 0.014 -12.0
Veto points 0.581 -1.74 -111.8 0.642 -1.14 —86.1
Constant 0.011 —-14.41 0.011 -13.0
Cap. acc. dereg.? 0.959 1.1 —-112.8 0.970 -0.73 —-87.4
Constant 0.007 -21.5 0.008 -18.5
Curr. acc. dereg.? 1.060 0.44 —-113.3 0.958 —0.31 —87.6
Constant 0.003 -3.42 0.013 —2.59
Export/import share? 1.019 2.25* -11141 1.016 1.54 —86.6
Constant 0.002 -10.5 0.003 —7.98
Initial benefit level 0.814 -0.74 —-113.1 0.638 —-1.47 —86.6
Constant 0.010 —7.96 0.021 -5.85
Left cabinet 0.136 —2.33* —-109.6 0.045 —2.59* —-82.3
Constant 0.011 -16.9 0.017 —13.87
Confessional cabinet 1.342 0.38 -113.3 0.988 —0.01 —-87.6
Constant 0.007 -17.7 0.008 —-13.9
Sec. C-R cabinet 3.229 2.09* -11141 7141 291+ —83.4
Constant 0.004 -13.2 0.003 -12.3
B
Left cabinet 0.172 —2.04* -107.3 0.069 —2.18* —80.7
Unemployment? 1.092 2.56** 1.074 1.82
Constant 0.003 —9.55 0.006 —7.51
Left cabinet 0.144 -2.19* —-108.2 0.046 —2.39* —80.6
Gov. fin. balance? 0.732 —1.65 0.690 -1.78
Constant 0.027 —6.7 0.044 -5.5
Left cabinet 0.156 217+ —108.6 0.052 —2.39* —81.6
Institutional model 0.521 —-1.42 0.534 —-1.21
Constant 0.015 -13.6 0.023 -10.1
Left cabinet 0.114 —2.59* -107.0 0.049 —2.64* —-81.2
Veto points 0.510 —-2.19* 0.605 —1.40
Constant 0.021 —-11.33 0.023 —-10.29
Left cabinet 0.134 -2.28* -109.3 0.043 —2.58* —-82.1
Cap. acc. dereg.? 0.966 -0.87 0.974 —0.61
Constant 0.011 -16.9 0.016 -13.7
Left cabinet 0.136 —2.32* —-109.6 0.042 —2.63* —-82.1
Curr. acc. dereg.? 1.005 0.04 0.915 —0.68
Constant 0.011 —-2.91 0.050 -1.89
Left cabinet 0.112 —2.43* -107.0 0.044 —2.58** —-81.4
Export/import share? 1.019 2.40* 1.014 1.38
Constant 0.004 -9.93 0.007 —6.91
Left cabinet 0.141 —2.26* —109.6 0.051 —2.46* -81.9
Initial benefit level 0.930 -0.25 0.758 —-0.90
Constant 0.013 —7.43 0.029 -5.31
Note: For 18 countries, 360 country-years; number of cuts, 19. For Europe 260 country-years; number of cuts = 15. Significance levels:
*p < .05, **p < .01 (all constants significant).
2 Weighted lag (t =1; t — 1 =0.5; t — 2 = 0.25).

here to designate individuals’ positions in employment
relations and labor markets and to differentiate cate-
gories of positions that are relatively similar in terms of
resources and opportunities that they provide and the
constraints they set for actors in conflicts of interest.
In this perspective, it is an empirical question to what
extent differences in “the logic of situation” of these
multiple categories generate manifest conflict, specific
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norms and values, and differences in life chances. Just
as the absence of strong and vocal feminist movements
in countries such as Saudi Arabia need not imply that
in this country gender is irrelevant for structuring life
chances of men and women, the relative peacefulness
on the streets in capitals of Western democracies need
not indicate that socioeconomic class, defined in the
above terms, has lost its importance.
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Research with the new politics perspective has
opened up important areas for exploring classical social
science hypotheses on the bases for partisan politics.
We have pointed at problematic aspects of the new
politics arguments related to the conceptualization of
welfare states and the nature of empirical evidence and
have brought in greatly improved data for an analysis
of retrenchment in a larger number of countries. In the
perspective outlined here the present retrenchment of
the welfare state as well as its earlier expansion can be
seen as outcomes of distributive conflict under chang-
ing relations of power among major interest groups.
Here the level of unemployment plays a key role, both
as an outcome of distributive conflict and as a “risk
factor” for retrenchments in social insurance.

Our empirical data make possible an analysis of re-
trenchment based on the development of core aspects
of social citizenship rights, that is, legislated benefits
in three short-term social insurance programs, form-
ing unidimensional dependent variables well suited
for comparative and causal analyses. In attempts to
disentangle the separate effects of institutions, par-
ties, constitutional veto points, austerity, and global-
ization, we do, however, face the severe problems in
macro-comparative causal analyses generated by of-
ten marked correlations among independent variables.
Concentrating on major cuts in net replacement rates
in the three programs, we find that the long gradual
increase in average benefit levels characterizing devel-
opments up to the mid-1970s has not only stopped but
turned into a reverse. This downward deviation from
the upward trend cannot easily be interpreted as a kind
of natural “growth to limits,” since the largest cuts tend
to come in countries with initially relatively low ben-
efit levels; instead this reversal indicates a significant
retrenchment. Yet in contrast to the universal demise
of the full employment component of Western welfare
states, this decrease cannot be described as a universal
rollback of social insurance programs. There are, how-
ever, important differences in levels of cutbacks among
countries, and in several of them cuts have been of a
size that indicates major retrenchment. In the United
Kingdom, the rollback has been profound, taking re-
placement levels back to or even below their levels
in 1930. Also in Ireland, Denmark, and New Zealand
we find major cutbacks and somewhat smaller ones in
Belgium, The Netherlands, and Sweden. These findings
stand in contrast to previous accounts of no or little
retrenchment.

As argued above, the demise of full employment and
cutbacks in social insurance rights have been closely
related, and can be seen as two aspects of distribu-
tive conflicts in the reworking of postwar social con-
tracts. Inmany countries, for political reasons the return
of mass unemployment was met by efforts to main-
tain minimum living standards among the unemployed
through easier access to benefits in unemployment,
sickness, and invalidity insurance and by measures al-
lowing for exit from the labor force via preretirement
pensions. In countries such as Belgium, Denmark, and
The Netherlands these emergency solutions eventually
needed restructuring, but such restructuring need not

necessarily involve benefit cuts of the type we have used
here as indicators of retrenchment.

Globalization and postindustrial developments have
affected many of the parameters within which distribu-
tive conflicts take place. Yet, in a clear contrast to the
new politics hypothesis of no or only a marginal role for
partisan politics in the retrenchment phase, our anal-
yses show that the probability for major cuts in these
insurance programs have to a significant extent been
associated with partisan government composition. The
risk for major cuts has been significantly lower with
left party representation in cabinets, while the oppo-
site holds true for secular conservative—centrist gover-
ments. In the expansionary phase, confessional parties
have often been seen as functional equivalents to left
parties, at least with regard to social insurance pro-
grams. Here we find that they form an intermediate
category, in Europe, having risks for cuts between those
of the left and those of the secular center-right.

Among economic factors, general government fiscal
balances and levels of unemployment appear to be of
some relevance, but not to the extent that they over-
shadow the role of partisan politics. As discussed above,
budgetary strains have been relatively closely corre-
lated with increases in unemployment. In retrenchment
processes, to a considerable extent, austerity thus ap-
pears to be an endogenous factor. The interpretation of
differences with regard to export-import dependency
is complicated since the lowest export—-import depen-
dency is found in our eight largest countries, that is,
Australia, Canada, France, Germany, Italy, Japan, the
United Kingdom, and the United States. As is well
known, there tends to be a relatively strong correlation
between the size of countries and their export-import
dependency.

By focusing on benefit recipients, the new politics
perspective has tended to overlook major policy feed-
backs coming from the much larger categories of risk-
averse citizens, for whom the main relevance of social
insurance is that is decreases risks. Policy feedbacks
from welfare states can be expected to reflect interac-
tions between institutions and the socioeconomic dis-
tribution of risks and resources among citizens. What
we have called dominant welfare-state institutions are
likely to impress templates on potential lines of cleav-
ages and bases for interest and identity formation
among citizens, thereby affecting patterns of mobiliza-
tion for collective action. This institutional perspective
shifts our focus from “classless” benefit recipients to
institutions of relevance for the structuring of citizens’
definitions of their interests and identities along socioe-
conomic lines. While benefit recipiency plays arole, and
recipients of old age pensions form important electoral
categories and, with the United States as the prime
example, often are represented by organized pressure
groups, recipients in other programs have been diffi-
cult to organize, something most clearly evident with
respect to unemployment benefits and means-tested
benefits.

Our approach points to the importance of the ways
in which welfare-state institutions structure interests
of risk-averse citizens, and our typology based on
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institutions can help us to explain—rather than merely
to label—structural differences among countries. The
results presented here indicate that it is fruitful to con-
tinue to explore the effects of these institutional differ-
ences. The state corporatist welfare states have been
labeled “frozen” (Palier 2000), with the exception of
unemployment insurance a largely accurate labeling.
Our focus on institutional structures indicates that to
an important extent this resistance to change is likely to
reflect the organization of economically active citizens
into separate insurance institutions based on occupa-
tional categories with differing conditions and benefits
and governed in a private—public context. These oc-
cupationally segmented programs thus bring together
categories of citizens where relatively homogeneous
interests are concentrated and, because of its specific
forms of governance, can be readily mobilized to self-
defense. During the first decade after the end of the Sec-
ond World War, state corporatist institutions proved
their resilience in largely resisting attempts by left par-
ties to transform them in the direction of universal-
ism (Korpi 2001). In the retrenchment period, in coun-
tries such as France, Germany, and Italy, government
proposals for cuts have generated strikes and demon-
strations, typically initiated by unions involved in the
management of different autonomous bodies within
the state corporatist systems. The actors here have not
been recipients of cash benefits but instead preorga-
nized bodies of insured risk-averse citizens, which have
defended their particular social rights.

In contrast, the encompassing welfare state brings in
the middle classes together with all other citizens under
the same umbrella. While the institutional structure of
the state corporatist welfare state creates something
resembling well-organized regiments that can be mo-
bilized with short notice, in the encompassing model in-
sured citizens are more like a heterogeneous collection
of civilians who need external agents, at first hand po-
litical parties, to be activated.® In the expansion phase
of the welfare states, political parties served as external
organizers; one of the outcomes was that, in comparison
with other institutional models, including the state cor-
poratist one, the encompassing countries tended to be
characterized by, on the average, relatively high benefit
levels and insurance coverage (Korpi and Palme 1998).
During the retrenchment phase, however, the reliance
on political parties in the encompassing model may
have different consequences. In the state corporatist
model, it is relatively easy for separate insurance con-
stituencies to externalize pressures from government
fiscal balances. In the encompassing model including
all interest groups within the same institutions, such
externalization is not possible, and these two institu-
tional models are therefore likely to differ with respect
to resistance to cutbacks.

39 Thus, for example, when the first postwar center-right government
in Sweden legislated cuts in sickness insurance programs in 1981,
this legislation was challenged by the Social Democratic opposition
and was a significant factor in the Social Democratic victory in the
following election.
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In this context we must, however, recall the problems
for causal interpretations generated by correlations
among welfare-state institutions, parties, and constitu-
tional veto points. To exemplify, in Europe the presence
of the state corporatist model is strongly correlated with
the strength of confessional parties. On the average,
with the exception of unemployment insurance, the
state corporatist model has had the lowest risks for ma-
jor cuts. In the two countries with strong confessional
parties but the basic security model, Ireland and The
Netherlands, governments dominated by confessional
parties have carried through major cuts. This pattern
may point to the relevance of institutions over partisan
politics. Yet in Belgium, one of the state corporatist
countries, coalition governments led by confessional
prime ministers made major cuts in unemployment
insurance and sizable ones also in sickness benefits,
partly bypassing the parliament and ruling by decree.
This exception may reflect structural as well as political
factors. In Belgium the dramatic rise in unemployment
since the mid-1970s was coupled with greatly increasing
regional and linguistic conflicts as well as with conflict
among unions and employers’ organizations. One of
the outcomes of these tensions was long-lasting and
extremely high government budget deficits as well as
increased unit labor costs relative to its main trading
partners.

The constitutional veto point variable appears rele-
vant. Because of its correlations with welfare state in-
stitutions and government composition, however, the
specific roles of these various factors need to be fur-
ther explored. Thus, for example, among the six coun-
tries conventionally classified as having the fewest veto
points, four, Denmark, Ireland, New Zealand, and the
United Kingdom, have made the largest benefit cuts but
they also share the basic security model in their social
insurance programs. The remaining two, Norway and
Sweden, both have the encompassing model and have
had less cuts than the first-named four countries. To
complicate interpretations, all countries with the state
corporatist model have constitutional veto points, yet
among them Germany, with both federalism and bi-
cameralism, is the only country with more than one
veto point. The clearly highest number of veto points
are found in Switzerland and the United States with the
basic security model, where they would appear to have
been of importance in the phase of expansion, and in
Switzerland also for the absence of major cutbacks.

It should be noted that we do not argue that the dif-
ferent forms of new politics have been irrelevant. Yet
it remains for those who make general claims about
the retrenchment era to design comparable indicators
of their critical variables and to use them for testing
hypotheses boyond the cases studies that have hitherto
served as their primary empirical bases. For social sci-
ences at large, their hypothesis on the demise of class
politics is a key issue. Our hypothesis of the contin-
ued relevance of class in democratic politics in Western
countries is based on two considerations. One refers to
differences in the nature of power resources controlled
by actors differently positioned in labor markets, of par-
ticular importance being the extent to which their assets
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can be concentrated to a few actors or require broad-
based collective action to increase efficacy. The other
reflects the asymmetric effects of political democracy
on the logic of situations of different socioeconomic
classes, reshaping the logic of situations in politics but
with only modest changes in the logics prevailing in
markets. Welfare states can be seen as outcomes of
efforts to use politics to effect outcomes of, and con-
ditions for, market distribution. As our empirical data
indicate, such class differences in the logic of situations,
manifested in partisan politics, have remained relevant
also during welfare-state regress.

A demise of class-related politics could come about
through changes in class-party linkages or through
changes in class structures and human values, while ab-
solute standards of living appear less relevant. The link
of parties to socioeconomic categories can not be taken
for given. As has long been noted, variations in party
strategies and policies can be of greater relevance for
patterns of class voting than are changes in class struc-
tures (Korpi 1983, 107-9; Sartori 1969). As argued by
Evans (1999b) it is difficult to find evidence for drastic
declines in class voting in the Western countries. Yet to
the extent that, for example, the globalization of capital
markets comes to decrease the capacity of national gov-
ernments to respond to national economic problems,
this may weaken the rationality of voting. In Europe
the increasing role of institutions such as the Economic
and Monetary Union and the Maastricht stability pact
may come to have similar effects.

For socioeconomic class to lose its potential role
in structuring distributive conflicts and outcomes, the
relevance of the world of work and of citizens’ posi-
tions in employment relations would have to be un-
dermined by a dilution of class differences in assets or
overshadowed by nonmaterial life values. Comparative
studies on long-term changes in social mobility, how-
ever, do not indicate increasing trends in social fluidity
between different socioeconomic classes (Erikson and
Goldthorpe 1992). Furthermore, even with increasing
material standards, relative positions are still likely to
matter. In recent decades with drastically rising lev-
els of unemployment and in many countries also in-
creased income inequality, it would appear that the
material bases of life are likely to remain central con-
cerns for most citizens. Proponents for postmaterialism
have claimed that a change in values is now taking
place. But the world of work is relevant not only for
material values; it also differentiates citizens in terms
of factors such as prestige, status, and opportunities
for self-actualization. Therefore distributive conflicts
generated in labor markets and employment relations
still appear to be basic for most citizens. Paraphrasing
a great American author, Mark Twain, we conclude
that—again—the rumors about the death of class are
considerably exaggerated.

METHODOLOGICAL APPENDIX

The Social Citizenship Indicator Program (SCIP) is
under construction at the Swedish Institute for Social

Research, Stockholm University. In the data collection
we strive for high standards with respect to compara-
bility over time and among countries. The data archives
contain information on the nature of social citizenship
rights in five major social insurance programs—old age
pensions, sickness insurance, work accident insurance,
unemployment insurance, and family benefits—in
18 countries for 14 observation years 1930-95. To give
an idea of the work investment involved in this under-
taking one can mention that an OECD report contain-
ing a one-page table presenting net benefits rates in
one program (unemployment) at one time point re-
quired no less than 332 pages of text explaining sources
and ways of calculation to show how they were de-
rived (OECD, 1999). While all OECD countries are
notincluded in our database, we have five programs and
14 time points. Yet multiplying by a factor of 70 does not
convey the size of the task, since comparison of change
over time adds major problems for finding compara-
ble information from different years, and we collect
data also for variables other than replacements. When
completed, the SCIP database will include more than
200,000 data points based on information that literally
have been spread all over the Western world and of-
ten difficult to locate, access, and codify. To make data
collection of this type possible, the International Socio-
logical Association has established the following ethical
guidelines: “Databases should not be regarded as being
in the public domain until the researchers who have as-
sembled them have specified the sources of their data
and the methods by which they were constructed. ...
Interim data sets should be available for inspection of
their accuracy by other scholars” (International Socio-
logical Association Bulletin No. 72, 1997).

Average Net Replacement Rates

In sickness, work accident, and unemployment insur-
ance entitlements to cash benefits are given at the level
of average production worker wages. Here we use an
indicator giving net replacement rates for an average
of four components, that is, for a single person and
for a four-person family (with one economically active
spouse and two minor children) during a short period
(the first week after waiting days) and during a longer
period (26 weeks with benefits). In some countries ben-
efits have long been taxed, while in others taxation
has come more recently. Where benefits have been un-
taxed, net replacement rates during the short period are
taken as the ratio net benefit/net wage; where benefits
are taxed, as the ratio gross benefit/gross wage (assum-
ing that one weekly benefit does not significantly affect
taxation). Since taxation is always levied for a one-year
period, for the longer period we have taken account
of taxation in terms of a year consisting of 26 weeks
of benefits and 26 weeks of normal earnings. Here we
use an index consisting of three components: (a) net
income during a year consisting of 26 weeks of benefits
and 26 weeks of normal earnings, (b) net income during
a year consisting of 52 weeks of normal earnings, and
(c) netincome during a year consisting of only 26 weeks
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of normal earnings. The index defines net replacement
during the longer period as equal to (a —c)/(b —c).

Definitions of Major Cuts

As an indication of the timing of the 37 cuts of at least
10 percentage points in different countries and the pri-
mary nature of these events, it can be mentioned that 16
of them reflect direct decreases of benefits, while 12 are
results of tax claw-backs and nine reflect the freezing
or reduction of benefit ceilings. Referring to unemploy-
ment insurance as U, sickness as S, and work accident
as W, we find the following patterns. Straightforward
cuts in benefit levels took place in Finland (S, 1992),
Ireland (U, S, W, 1988), The Netherlands (U, 1985),
New Zealand (U, S, 1991), Sweden (U, S, W, 1993), and
the United Kingdom (U, S, W, 1980, and U, S, W, 1984).
Tax claw-backs are relevant in Belgium (S, W, 1977,
and U, 1985), Ireland (U, S, W, 1993), New Zealand
(U, S, 1990), the United Kingdom (U, S, W, 1982),
and the United States (U, 1980). Freezing or reduc-
tion of benefit ceilings is observed in Canada (U, 1980),
Denmark (U, S, W, 1982), Finland (U, S, 1980), Italy
(U, 1990, and U, 1995), and Switzerland (S, 1980). Ac-
cumulated cuts resulting from the freezing of ceilings
for replacements have been assigned to the year of de-
cision. In some countries, more than one form of cutting
was made simultaneously.

Cabinet Composition

Years with coalition cabinets and years with changes of
cabinets are weighted according to the proportion of
seats held by the party in cabinet and the proportion of
the year during which the cabinet existed. Left parties
are defined as the traditional social democratic parties
and the parties to their left. Confessional parties in-
clude the European Christian—-Democratic parties and
their fraternal protestant parties. Because of the tradi-
tionally strong role of the Catholic church in Ireland
we have included its two major parties, Fianna Féil and
Fine Gael, in the confessional category. The results re-
main essentially similar when years are weighted by the
number of cuts registered for each year.

Constitutional Veto Points, Economic
Indicators, and Globalization

The variable on constitutional veto points is from
Huber, Ragin, and Stephens’s (1998) Comparative
Welfare States Data Set (http://www.lisproject.org/
publications/welfaredata/welfareaccess.htm). Data on
capital account deregulation and current account
deregulation as described by Quinn (1997) were sup-
plied by the author. Data on current account and ex-
port/import as percentage of GDP were taken from
OECD 1999, while the capital account indicator was
excerpted from the IMF (various years) Balance of
Payments Yearbook.
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