CHAPTER 3

THE RISE OF DEMOCRACY, LIBERALISM (OR CAPITALISM)
AND THE WELFARE STATE TO ABOUT 1950
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3.1 THE THREE ASPECTS OF MODERN POLITICAL AND ECONOMIC SYSTEMS

In any modern state the citizens are structurally linked to the state’s authority in three
different ways:

(D citizens are jointly the sovereign creators of the state’s authority;

(ii) citizens are _potentially threatened by state-organised power and force and must be
protected against this danger; and ‘

(i) citizens are dependent on the services and other provisions organised and offered by
 the state." ¥

This tripartite link between citizens and state authority crystallised in the course of time into

what we may cail our modern democratic capitalist welfare state, which has three essential
aspects:

(@) Democracy and parliamentariansim

The procedures and institutions in terms of which the citizens jointly “create” the state
and, as it were, “transfer” true power and legitimacy to the state are known as
répresentative democracy. This “transfer” of authority by the citizens (electorate) to
the rulers (of the state) is done through periodic general elections in which a
parliament with legal authority is elected. During an election the electorate chose
between different politicat parties or elite groups and the elite group(s) that gains a
majority of votes is invested with the responsibility of ruling the couniry for a certain
amount of time.

(b) Liberalism, the rechtstaat and capitalism

' Chapters 3 and 4 are to a larg: entent based on Claus Offe, Modernity and the Sate - East and West, MIT Press, 1996, David
Held, Mod:ls of Democracy, Polity Press, 1987, Gosta Esping-Anderson, The Three Worlds of Welfare Capitalism, 1996, and
Robert Heilbroner and W, Milberg, The Crisis of Vision in Modern Economie Thought, Cambridge, 1996,
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The laws and traditions whereby citizens are protected against the potential threat of

state-organised power and force and whereby FREEDOM and (juridical) SECURITY
are created for the citizen and protected are referred to as the rule of law or the liberal
rechistaat. The rechistaat also includes property and contract rights and thereby lays
the foundation for the market-orientated (or capitalist) economic system. While state
power is indispensable to prevent chaos and to create ORDER, the kind of order
created predominantly in the Western world after a long and difficult evolution is the
liberal rechtstaat and the capitalist system - in other words, a system that permits a
high degree of FREEDOM and initiative to individuals and private organisations (in

the private sector),

The welfare system and “social rights”

Before the rise of the modemn economy (i.c. before the year 1800), individuals and

households often practised an isolated subsistence cconomy, and the extended and/or
paternalistic farmily formed a “welfare community” in miniature which offered security
and & minimum standard of living to all members of the extended family. The
processes of modernisation, urbanisation and the rise of the mo_de;n labdur market
destroyed the economic independence and the paternalistic “welfare community” to
such an extent that in the 20th century the apparatus of the “warfare state” must not
only provide “military security”, but the “welfare state” must also provide civilian
security to civil society and in particular to those members of civil society which run
the risk of declining into poverty and misery after the breakdown of the paternalistic

(or family) “welfare community”, In all modern States in_'t_!‘ljc“ 20t_h_ century the state

therefore accepts the responsibility of creating and maintaining not only the rechistaat

but also a welfare state or sozialstaat.

Representative DEMOCRACY, the liberal RECHTSTAAT and the caring
SOZIALSTAAT thus form the three (structured) aspects (spheres) that arrange that
mutual relations between the citizenry and the state - they are the three indispensable

cornerstones upon which the modern state, economy and society rest:
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/(i)  Through representative democracy the citizenry “create” the authority of the
state and, as it were, “give” legitimacy and power to the state - this is the

political system.

(i)  Through the liberal rechtstaat (liberalism) the authorities “create” legal order
which ensures juridical, social and economic FREEDOM for citizens and which

led to the rise of capitalism - this is the juridical and the economic gystem,

f;(iii)' The caring welfare state represents those parts of the state’s activities which
; offer a variety of (social) services - education, health, welfare, housing; etc. - to
citizens, and which are financed partiaily or wholly from the state coffers (i.e.
by taxpayers) and which are calculated to ensure a minimum of social rights for

every citizen. This is the social system that assumes a particular kind of

political system and has important economic implications.

The mutual relationships between DEMOCRACY, LIBERALISM and the WELFARE
STATE are not fixed, but are subject to continuous changes and adaptations. In our dynamic
world characterised by continuous technological, organisational and ideological changes, the
POWER (or space) of (say) the rechistaat could become greater at the expense of the other
two spheres and hence disturb the BALANCE OF POWER (spatial balance) which might
have been maintained for a long time, Consequently the whole of society is continuously
faced with the challenge of “repackaging” POWER (all forms of POWER) to Maintain a
sound balance in the distribution of POWER (or space) and FREEDOM between the three

spheres.

All three spheres of modern society - democracy, liberalism and the welfare state - had long
histories of development before they attained their present forms. The roots of democracy lie
in the city state of Athens in the 4th and 5th centuries before Christ. Representative

democracy reached maturity only at the beginning of the 20th century. Liberalism, however,
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is a product of the 17th and 18th centuries. Although it has a much shorter history than

democracy, it reached maturity far more rapidly. The welfare state took shape only at the
end of the 19th century. Before the state took responsibility for “social services” and/or
“charity”, churches and other charitable organisations fulfilled this role.

Liberalism (the rechtstaar) is concerned with Juridical and economic rights, democracy with
polin'cal rights and the welfare state with secial rights. It is interesting to note that these
three rights became fully realized in Western countries in the 18th, 19th and 20th centuries,
respectively, The 17th and 18th centuries saw long struggles in Western countries for {equal)
Juridical rights for all citizens. This struggle had largely been won by 1800, During the 19th
century there was a struggle in Western countries for equal political rights for all citizens. In
1918 - after the First World War - democracy trivmphed. The 20th century is characterised
by the rise of the welfare state (sozialstaat) in terms of which a certain minimum number of
social rights are given to all citizens. The welfare state flourished during the third quarter of
the 20th century. |

of ful] ;cp:esgntaﬁvé\d_e;n;pc_:ra,gy, nor a liberal rechtsiaat and (true) capitalist economy,
nor a fully fledged welfare state. While these three institutions were developed and
reasonably perfected over a period of 300 years in most Western countries, South
Africa is still in the sransformation process in which all three institutions are being
created and sound mutual relationships between them being developed. Before 1994
only “non-Africans” had the vote, while Coloureds and Indians had the vote only in
the inferior second and third “parliaments” in the tricameral Parliament. Before 1990
South Africa was not in any sense a liberal rechistaat with a true market economy, as
black people (75% of the population) did not enjoy equality before the law, could not
own land (with few exceptions) and could not for various reasons participate as equals
in many economic activities because of several constraints (especially on freedom of
movement). Before 1990 South Africa was not a full welfare state as the “social
rights” provided by the government to the four population groups were extremely
unequal. If one placed per capita social expenditure (on education, health, welfare and
housing) on whites in 1990 on an index of 100, then per capita social expenditure on
Indians, Coloureds and Blacks was 85, 62 and 27 respectively! The fact that many
black households in South Africa were (and still are) extended families and in this
capacity constituted “welfare communities” providing & minimum of “family security”
to ali members of the household made the heavy burden of poverty among black
people under apartheid only slightly more tolerable.

It is disturbing to note that before 1990/1994 South Africa still did not have a system

32 THE HISTORY OF THE ORIGIN OF DEMOCRACY AND LIBERALISM

We will deal with the history of the origins of democracy and liberalism (rechtstaat)
simultaneously because their development was sometimes complementary and sometimes
conflictual. In the next section the rise of capitalism - within the framework of the rechtstaat

- is dealt with briefly.

Demgcracy has become the positive buzzword of the 20th century, It is enveloped in an aura
of legitimacy, But this was not always the case. The writer Lijphart rightly says that

“democracy is a recent and rare phenomenon”. David Held states that “democracy is a

remarkably diﬂf;(ﬂ:ult fonn__ 0? govemment to create andl to sust_gip”. Although not a single
c;u:t:y Tnth;world“hada fully fledged system of “one man, one vote” (i.e. representative)
democracy before the First World War, there are few countries in the world today which do
not have one or other form of democracy. Although capitalism is the economic system that
is in full swing just about everywhere, the political system of democracy that is linked to
capitalism in the 20th century has important implications. The joint political and economic
system operating at the end of the 20th century is called democratic capitalism. The lifespan
of this political-economic system has been a mere 80 years. Yet it is accepted as so “natural”
that it is easy to assume that it will remain the predominant political-economic system for the

next 500 years. Will this be the case? Apparently not.

The role of civil society, elections and the ruje of law_jn contemporary democracy,

liberalism and capitalism

In the modern democraciés of the 20th century the voters (citizens) do not give the governing
elite group (party) carte blanche to do entirely a5 it ses it Civil society, which mzy be
organised (and activated) in many ways, retains the right to keep a watchful and critical eye
on the way that the government and all its state organs use and/or abuse the authority with
which they are invested. The importance of the controlling role that civil society must piay

between elections - and also during elections - cannot casily be over-emphasised. A4
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-democratic society in which civil society does not play the critical role of watchdog

effectively can easily turn into a country that is democratic only in name, but is in fact a

party political dictatorship.

There is reason for concern that civil society in South Africa is still too disorganised
and fragmented to play an effective controlling role. During the Struggle there was a
relatively well organised civil society among the liberation organisations, But this
“civil society” was geared towards the abolition of apartheid. It is debatable whether
this “civil society” has been able to transform itself from being a destructive
opposition into a constructive role-player. Furthermore, it still has to be integrated
with elements of the old establishment before it can become an authentic civil society.
Important elements of the (potential) civil society are still vested in the (old) white
establishment, e.g. the universities and the media. Unfortunately a section of the
media is not engaged in constructive opposition but in hate speech. It will
unfortunately take a long time. before a well developed and responsible civil society
will be established. Only once such a civil society is in place will we be able to feel
comfortable about South Africa’s system of representative democracy.

As indicated above, representative democracy is a 20th-century phenomenon. One often
hears the idea that democracy is a miracle system better than any other system. But this is
not necessarily the case. Churchill once said that all political systems are bad and democracy

is the best of them. In 1988 the philosopher Karl Popper wrote an inferesting article in which

he asks ,VYE?EE Elem_ocragiqs will always provide a country with a good government. His

answer is that _there is ,ibffl‘_lt‘."..l,y, no guarantee that ~democracies will produce good
. governments. Yet he concludes m his article' -thﬁt"derﬁocrz‘u;j; is aMn:lérﬁitoﬁluuﬁs; systc;m i);é;uée
at least every 4 or 5 years it offers the voters an opportunity to get rid of a bad government in
a bloodless way before it has the chance to cause too much damage. Seen in this way, it
probably is the best of all the bad systems of government, It seems that the development of
democracy is a process that will never be completed. During his speech in Cape Town on 26
March 1998, President Clinton said: “We know that democracy is always a work still in the

making”.

The power and authority concentrated in the hands of the government and its state organs
(regardless of the political system) are usually so great and so dangerous that they remain a

potential threat to the lives, property, freedom, and cultural and religious identity of the
MESCHS3 (SIT BE)
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subjects of the state. (Lord Acton rightly said: “Power corrupts and absolute power

corrupts absolutely”.) This confronts us once again with the dilemma of having a private and
a public sector: if the state (regardless of the political system) does not have sufficient
POWER and authority at its disposal, it will not be able to enforce (legaly ORDER
effectively and will thus also not be able to counter the multiplicity of centrifugal or chaotic
forces (always present) in an effective way. But the POWER that the state needs to create
ORDER is usually so great that, if it were to be abused, it would constitute a great danger to
the state’s subjects. In order to try and create the desired balance between (collective)
ORDER and (individual) FREEDOM, several Western countries already began to develop
liberal and/or rechtstaat traditions and practices during the 18th and 19th centuries. In
terms of these traditions and customs the state must use its authority not ooly to create
ORDER, but also, as it were, to “create” and maintain property rights (in many different
forms), individual freedom and a market-orientated economy. In most countries the rule of
law is entrenched in a constitution which can be amended only with a two-thirds majority.
The interpretation of the principles of the rule of law is thus also not dependent on
parliament, but or a high court and/or a constitutional court. (This also applies to South
Africa’s new constitution.) In this way the boundaries of the state’s POWER are clearly
indicated by the “space” allowed for the rechistaat, and the rechtstaat is protected against
unnecessary and injudicious state interference. Strong guarantees are built into the German
constitution, for example, which will prevent a take-over such as the one executed by Hitler

in 1933 from ever happening again.

The rise of participative democracy as well as the welfare state in the 20th century has meant
that the “space™ available for the liberalism (i.e. the rechistaaf) has been considerably
decreased. This is not to say that there is no place for liberalism, the rechistaat and the
market economy in the 20th century. On the contrary. Liberalism has been “packaged”
differently in the 20th century and certainly has less “space™ than before, but with democracy
and the welfare state it remains one of the three most important aspects of modern social
patterns. (See next chapter.) (Apart from liberalism (rechrstaat) as an institution, liberalism

as an ideology remains very - perhaps ico - powerful.)
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It is important to emphasise that the public sector (incorporating democracy and the welfare
state) and the private sector (incorporating the rechtstaat and capitalism) are based on
conflicting principles. Democracy is based on the principle of equal political participation
and equal civil rights. A democratic state has accepted the responsibility of giving concrete
embodiment to the ideal of equality for the sake of the nation state and of common loyalties
and the sound “organisational” functioning of society.

The rechistaat is also based on the principles of equality before the law. But the rechistaat
maintains inequalities in the distribution of property rights and opportunities in the capitalist
economy. The “logic” of capitalism - given the guaranteed (unequal) freedoms and
(unequal) rights upon which it is based - goes against the grain of the logic upon which
democratic principles of equality are based. Capitalism attempts to maximise efficiency and
profits through merciless competition in which the strong and the “sly” win and the weaker
and less “cunning” lose. It tends to become supranational in that the “global economy”

becomes ever more important and often goes against the grain of democratic national

interests (see section 3.4 below).

While <democracy y emphasises joint interests and loyalties, capitalism is based on self-seeking
and conflicting group (class) interests. The task of reconcllmg the conﬂmtmg “logxcs” of

dernocracy (based on the  principle of equalzty) and capitalism (wluch necessarily _produces

mequahtles and, as it were, feeds on these mequalltles for its success) is the great challengmg

facmg the modern mdustnal state In the process of ¢ ‘packagmg and “repackagmg” the three
sphres of 8 modem state, diffelt trade-offs are necessary between the principle of equality
assoclated with the system: of democracy and the privciple of inequality associated with

capitalism.

3.3 THE RECHTSTAAT AND THE RISE OF CAPITALISM
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(a)  Four characteristic features of capitalism

The rise of capitalism from about the 16th century was very closely linked to the rise of the
nation states and the rise of the rechistaat, which was characterised by a clear differentiation
between the public and the private sectors. Capitalism is a complicated system of social,
political and juridical relations which jointly determine the nature and dynamics of
capitalism as an economic system. Capitalism is a unique system with at least four
institutional characteristics which are common to all capitalist systems and distingwish them

from other kinds of economic systems.> The four institutional characteristics are:

; th d of juridical d that pla
i(1) The property principle that assumes a certain kind o Juridical system and that plays an

indispensable role in the successful mobilisation of production factors;

! (i) The political aim of capital accumulation for the sake of sustamed economic growth

e —

and job creation. Capital accumulation is the aim not only of private entrepreneurs but
most certainly also of the dominant social and political classes. Capitalism became a
dynamic system only once the political rulers of nation states created conditions
favourable for capital accumulation. This is a political aim as it occurs successfully

only when and where the political authorities support it directly and indirectly,

» (iii) The organisational 1ole of the market mechanism in the allocation of gcarce resources,

in the remuneration of production factors and in the distribution of the national income

is also unique to capitalism,

(iv) The administrative dtstnbutmn of activities (functions) between a public sector and

private sector is also not found in any other system. While the public sector is the
political sector, it also has the task of creating and maintaining the rule of law. It is

due to this “rule of law” created and administered by the public sector that “space” is

3 See R Heilbronner and W Milberg, The Crisis of Vision in Modern Economic Thought, Cambridge, 1996,
MESCH3 (87T 8E)
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created for the private sector within which the capitalist economy can develop to the

full,
The four distinctive features of capitalism are thus:
(i)  thejuridical principles upon which property is based;

(i)  The socio-political structures that create the conditions favourable to the promotion of

capital accumulation;

(iii) The organisational system in which the allocation and distribution Junctions are left

predominantly to the market mechanism; and

(iv) The administrative arrangements whereby certain functions are left to the public sector
and others to the private sector, and in terms of which these two sectors - which in

certain respects represent conflicting aims - function in a compiementary way.

Some economists (especially those in the classical and neoclassical school) are often inclined
to regard the modemn (capitalist) economy as if its were something natural - a “natural
construct” - in which laws of nature operate and can be scientifically revealed. This is a
dangerous misconception. If one takes the four characteristics of capitalism mentioned
above into consideration, it immediately becomes clear that cﬁpitalism is not a “natural
construct” but a “social construct®. Capitalism is a system devised and delicately constructed
by human beings. As a “mechanism” produced by human beings it must be maintained by
human beings and adapted to changing circumstances. If capitalism does not function as
desired on a national and/or global level, it is the task of the authorities to correct it,

“refashion” it, reorganise it.

(b)  The institutional constraints that give capitalism its structure

MESCH3 (SIT 8E)
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Before the four above-mentioned characterising features of capitalism are discussed, we

first need to devote attention briefly to the way that institutional constraints give a structure
to capitalism and, as it were, keeps the behaviour of those participating in the economy in

check and channels it in the desired directions.

Donglas North rightly claims that the mulfitude of political, coonomic and juridics!
institutions that joinsly make up the economic and political system act as “hﬁmanly devised
co;z:tr;zmzsv_@atymst provide a pattern and direction for individual and group action. These

institutions, as it were, lay down the rules according to which the economic game must be
played. North makes the point as follows:

| “Institutions are humanly devised constraints that structure human interaction. They
jare made up of formal constraints (e.g. rules, law, constitutions), informal constraints
+(¢.8. norms of behaviour, conventions, self-imposed codes of conduct) and their
‘enforcement characteristics .. It is the interactions between insfitutions and
: organisations [e.g. firms, trade unions, family farms, cooperation] that shape the
§institut:iona1 evolutions of [a capitalist] economy. If institutions are the rules of the
igame, organisations and }heir entrepreneurs are the players ... The organisations that
; come into existence will reflect the opportunities provided by the institutional matrix
![of capitalism] ... Economic change [of and within the capitalist system] is a
Eubiquitous, ongoing, incremental process that is a consequence of the choices
jindividual actors and entrepreneurs of organisations (i.e. corporations) are making
tevery day. The vast majority of these decisions are routine. Some involve altering
| “contracts’ between individuals and organisations ... Sometimes these new ‘contracts’
require an alteration of the rules concerning property rights and political rules [i.e. this
requires an alteration te the institutional structure of capitalism] ... Politics
significantly shapes economic performance because it defines and enforces the
economic rules.*

This modem description of the (humanly devised) institutional framework of capitalism
reminds one of the institutional comstraints Adam Smith laid down before individual
(economic piayers) can be permitted to pursue their own self-interest. His four institutional
constraints were: (i) the psychological condition that human beings were bom with
instinctual self-interest as well as a sense of common humanity; (i) a well organised society

which would inculcate the (informal) moral norms in all the individual “players to pursue
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them subject to other conditions, Seen in this light, property has a dynamic character.

(Since 1994 the new government in South Africa has been redefining the “contents™ of
property rights in a variety of different ways and giving them a different “content”.)
Potentially new forms of “property” are continuously being created because of technological
advances. This property needs to be “empowered” and protected. Douglas North (awarded
the Nobel Prize for Economics) claims that those countries which have best protected
property rights have experienced the greatest capitalist progress through the ages. One
method of securing property rights on new knowledge is through patent rights. But to whom
must the property rights on new knowledge gained through government research be

allocated? How must property rights on new knowledge be protected internationally?
(Study GOES, pp. 192-195.)

{ii)  The politically-inspired objective of capital accumulation

The political objectives chosen by the rulers of a state or country and the influential social
and political classes may differ widely. In the city state of Athens it was the promotion of
the bonum commune (common good). In the Roman Empire and the late middie ages it was
the expansion of tetritory and/or the subjugation of competing centres of territorial power, In
the late middle ages Florence and Venice began to accumulate capital, but this was done by
urban, not private, enterprises. In the 16th century Spain and Portugal also began to
accumulate capital, but this was also done by state enterprises. From the 17th century the
rulers of Holland, England and France gave direct and indirect support in all kinds of ways to
private enterprises in their moves to accumulate capital. We have already referred to the
EEIC and the VOC. From 1661 to 1683 Colbert modernised the manual labourers’ industry
and gave it great financial support to increase its ability to accumulate capital. Over the past
four centuries the governments of all countries have increased the ability of private
enterprises to accumulate capital by means of legislation, subsidies, research and
infrastructural facilities. In the 20th century all governments spent enormous amounts of
money to keep the labour force healthy and well trained for the sake of greater productivity
and greater capital accumulation. In the 20th century a great (and growing) part of this

MESCH3 (SJT 3E)

26
capital accumulation - in the public as well as the private sector - takes the form of

investment in human capital formation. No one can have any doubt that capital

accumulation has become an important political aim.

!It is interesting to distinguish between the different kinds of capital accumulation. In the
’ 17th and 18th centuries capital accumulation took the form of cap:tal formatzon - i.e. through
,the increase of capital per labourer. In the 19th century and the early 20th century it took the

!form predominantly of capital modernisation - new capxtal always embodies technological

ja.nd organisational innovation. In the later part of the 20th century capital accumulation

mainly takes the form of investment in Auman capital formation and in research for new

knowledge. It is estimated that the latter two forms of capital accumulation are responsible

for at least 75 percent of the rise in labour productivity.

(ii) Allocation and distribution_through the organisational operation of the market

mechanism

The organisational role of the market mechanism in capitalism is familiar and does not have
to be set out in detail here. The market - like any other economic institution, in fact - is not
something “natural” or “naturalistic”, as many people seem to think, It is a social institution
made by human beings, which has developed over many centuries and is alweys shaped and
refined by government action. The organisational role of the market in capitalism is unigue.

In other systems #radition or government decree has played this role.

In some respects the role played by the market mechanism is becoming ever greater, as is
clear from its geographical spread with the rise of the global economy. The operation of the
market mechanism is now usually synchronised with the process of capital accumulation.
The market can naturally fail in all kinds of ways or function in structurally flawed ways, in
which case the authorities have an important.compensating or corrective function to fulfil.

Although the market for consumer goods usually functions fairly well, this is not the case
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with the factor markets. It has rightly been said that, if there is an Invisible Hand working

on the factor markets, then it is a hand that is alt thumbs!

(iv) The administrative separation between the public and private sectors

The administrative division into a public sector and a private sector is a feature that is not
found in any other system. The public sector (which has now been democratised) is the
political sector that is responsible for the making and application of laws and for the
maintenance of the rule of law (rechtstaaf). The private scctor, on the other hand, is the
sector in which most “economic™ activities occur and in which jndividuals have a great deal
of personal freedom. This sector may also not under any circumstances claim the right to

make laws or to punish offenders.

The division into public and private sectors has a long history. As indicated above, the ideas
of Hobbes and Locke on a social contract played an important role in giving this division its
shape and rationale. The gquestion about the dividing line between the public sector and the

private sector, however, is extremely controversial. Heilbroner and Milberg rightly state:

“This bifurcation of realms [into a public and private sector] not only vastly enhances
the dynamic properties of capitalism, but also sets the stage for the tense relationship
between the two sectors that poses a constant problem for the design of effective
¢conomic policy ... [In the furure} .., public intervention [will have to be expanded] to
protect the capitalist order from the difficulties and dangers with which it will have to
contend” (pp. 108, 120).

In the following chapter we shall devote more attention to this dividing line between the

public sector and the private sector.

34 THE RISE OF THE WELFARE STATE AND “SOCIAL RIGHTS” FOR CITIZENS
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The early origins of the welfare state lie in Bismarck’s social legislation of the 1880s, but it

is essentially a 20th-century phenomenon. In the first half of the century it grew relati.vely
slowly. In the third quarter of the century - ie. during the so-called golden era of high
economic growth - it expanded. extensively in the highly industrialised countries. The
growth of the welfare state was accompanied by a sharp increase in government spending
and government participation in economic activities, (See Table 5.3.) Total government
expenditure as a percentage of GNP of 15 industrialised countries rose from 30 percent in

1950 t0 40,3 percent in 1991. It has since declined to + 39,9 percent.

In the quarter century after the Second World War the ideological climate as well as the high
economic growth rates in the Western world and Japan were particularly favourable for the
rise of welfare state capitalism. The rise of welfare state _Capitalism meant that the

relationship between the public and

private sectors had to be “structured” differently. The
Keynesian macro-economic approach had a deéisive infiuence on this restructuring. While
the task of the private sector in industrialised countries is still (since 1950) to produce the
greatest amount of goods and services, it has been the task of the welfare state (and all the
institutions that form part of if) since 1950 to be involved in the “production” and the
distribution of the social welfare of society. “To study the welfare state is therefore a means
to understand a novel [i.e. 20th-century] phenomenon in the history of capitalist societies.”’
Because of the higher taxes that had to be levied to finance the welfare state, the rise of the
welfare state implied from the very beginning that “space” for capitalism had to be limited
for the sake of providing “social rights” to all other citizens.

Since 1950 social expenditure (i.e. expenditure on éducation, health, welfare and housing) in
OESOQ countries has made up about half of total government spending. From 1960 to 1958
the average social expenditure of 21 OESO countries rose from 12,3 percent of GNP to 24,6

percent of GNP! Since then it has declined somewhat to an average of + 22 percent of GNP,

" Esping-Andersen, The Three Worlds of Welfare Capitalism, 1996,
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Before we can discuss the reasons for the rise of the welfare state, we must compare in

detail the nature of the social structure before the rise of industrialism with the nature of the

social structure after countries became industrialised and capitalist.

Before the rise of industrialism and capitalism (i.e. before about 1750), there were various
“networks” in Western countries to ensure that no one fell into a state of complete poverty
and misery. This was so in spite of the fact that countries were still fairly poor and material
standards of living were still relatively low. These “social networ *, which took
responsibility for the fate of the economically vulnerable part of the population, included the
extended family structures, the charitable organisations of the various churches, the idea of
noblesse oblige whereby the nobility regularly gave alms to the poor for the sake of the
salvation of their souls, and a number of guilds that pooled their resources in mutual
solidarity to ensure that their members did not fall into poverty. At the end of the 16th
century Queen Elizabeth I (called “Bloody Bess” by some) placed a number of poor laws on
the statute books in terms of which all local authorities {municipalities) were obliged to see
to the needs of the indigent in their town or ciff. Such poverty relief was necessary in
England after Elizabeth’s father, Henry VIII, severed ties with the Roman Catholic Church
and established the Anglican Church. In Catholic countries such poor laws were not
necessary as the Church (and -all its associated bodies) accepted responsibility for charitable

services.

The rise of industrialism and capitalism since about 1750 destroyéd the existing

“benevolence networks”. The processes of modemlsatlon and urbanisation as well as the

greater emphasis on mdmduallsm wrenched  many mdlwduals out of their protectlve somal

_environments. To survive in the mdusmal world individuals now had to sell ‘the labour on
labour markets at whatever the prevailing market rate happened to be. In the midst of
cyclical instability large numbers of labourers were often unemployed for long periods
without having any kind of unemployment insurance. In the early phase of industrialisation

the familiss of Factory workers ended up living in appalling conditions in slums. The 19th

century saw the flourishing of the freedom of property rights for the bourgeoisie (20 percent
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of the population), while the civil and/or “social” rights of the broad lower classes were

neglected and even trampled on. '

The extremely poor living conditions of the slums provided fertile soil for socialist ideas.
When Karl Marx published his Das Kapital in 1867 - in which he pointed out the abuses of
laissez-faire capitalism - he claimed, among other things, that in the system of industrial
capitalism the labourer was reduced to a commodity. One of his.sharpest reproaches agains:
capitalism was that it led to the commodification of labour and hence deprived humar beings
of their humanity. On the labour market the fate of labour is decided by impersonal and
conscienceless forces of supply and demand, just as the fate (or price) of pumpkins is
determined by supply and demand on the pumpkin market. If pumpkins are not given a
price, they rot. Pumpkins have a fairly long shelf life - human beings do not.. If a labourer
(with a family to support) cannot find employment, then he and his family become
“pumpkinified” and decline into a state of misery, It goes against the grain of being human,

says Marx, to be “pumpkinified”, or commodified, in this way.



Possible questions on Chapter 3

Write an essay in which you indicate that Democracy, Liberalism (or the Rechtstaat) and the Welfare
state (or the Sozialstaat) are the essential aspects of a modern state. Indicate also which role each one
of the three aspects are playing.

Write an essay on the Rechtstaat and the rise of capitalism. Indicate in your answer what are the four
institutional characteristics of a capitalist system and discuss each one.




;falﬁ DEMOCRATIC CAPITALISM

i

R B TS T e -

Democratic _capitalism is a dual - politico-
economic system that reached maturity, after
centuries of organisational development, in
the first half of the 20% century, notably in
developed western countries. The ‘logic’ of
democracy and capitalism is contradictory:
while democracy emphasises joint interests,
equality, and common loyalties, capitalism is
based on sclf-seeking inequality and
conflicting individual and group interests.
The *legal system that protects both
democracy and capitalism is based on the
principle of equality before the law, but
maintains inequalities in the distribution of
property rights and opportunities in the
capitalist system.

DEMOCRATIC CAPITALISM
(continues)

e

The ‘logic’ of capitalism -- given the unequal
freedoms and unequal rights upon which it is
based — thus goes against the grain of the ‘logic’
of democracy. Capitalism attempts to maximise
efficiency and profit through merciless
competition in a free market system in which the
strong, skilful, and property owners win, and the
weaker and less ‘cunning’ lose. It is the task of a
democratically elected government to reconcile
not only the conflicting ‘logics’ of democracy
and capitalism, but also the ‘power’ with which
they exert themselves in the dual system of
democratic  capitalism. South  Africa’s
democratically elected government must try to
bring about reconciliations that will promote the
welfare of society at large. It must also rectify
the wunacceptable inequalities produced by
capitalism. . |




DEMOCRATIC CAPITALISM
(continues_)_r_ o

While emphasising the conflicting ‘logics’ of
democracy and capitalism, we are not denying
the complementary relationship between them.
The strength and sustainability of the system of
democratic capitalism depends on the mutual
inter-dependence of democracy and capitalism.
Democracy cannot survive without the material
and/or monetary assistance of capitalism, and
capitalism cannot survive without the legal and
bureaucratic support of the democratic state.
They also need one another in the sense that the
power each exerts needs to be curtailed or
‘counteracted’ by that of the other in order to
prevent its misuse. It is therefore important that
none of the two parts is too powerful in relation
to the other.

DEMOCRATIC CAPITALISM
(continues)

Democracy is based on the equality of rights and
privileges: maintained and supplied by state
power, while capitalism is based on the unequal
distribution of property and assets and on the
state-guaranteed freedom of everyone to use
his/her assets and property as he/she pleases
within the prescriptions of the law.




CHAPTER 4
THE MUTUAL RELATIONSHIP BETWEEN DEMOCRACY, LIBERALISM AND

THE WELFARE STATE SINCE 1870 AND THE PERIODIC
“REPACKAGING” OF THE THREE ASPECTS
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4.1 THE IDEOLOGICAL DEBATE SINCE 1870 BETWEEN THE PROPONENTS OF
DEMOCRACY, LIBERALISM AND THE WELFARE STATE

In the previous chapter we claimed that the three essential aspects of the modern political-
economic system were:

(i)  Democracy and parliamentarianism
(i)  Liberalism and capitalism as based on the rule of law or the rechistaat

(iif) The welfare state or sozialstaat for the sake of social rights.

We also showed in the previous chapter that the relationship between democracy, liberalism

(capitalism) and the welfare state is not fixed, but subject to continual changes and
adaptations,

The success of the total system depends to a large extent on the degree of complementarity or
conflict between the three aspecis of the total system. In the dynamic world in which we live
there are constant (ideological) debates on how much “space” and how much POWER must
be allocated to each one of the three aspects (democracy, liberalism and the welfare state); on
how the complementarity (the mutually reinforcing interaction) between them may be

strengthened, and how the conflicts (negative mutual relationships) between them may be

eliminated.
This debate is predominantly an ideological debate:

(i)  The champions of democracy constantly put forward arguments as to why the greatest
amount of POWER should be vested in the hands of the democratically elected
government, because such an elected government represents the general will and only
such a government can take the measures necessary to promote the common interest or

the social welfare of society as a whole.
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(i) We could describe liberalism as the ideology adopted by the champions of the
rechistaat and (unbridled) capitalism to advocate that the greatest possible amount of
“space” should be allocated to individuals and private (capitalist) corporations,
because such “space” and freedom are a prerequisite for the development of creativity,
initiative and entreprencurship without which a sustained rise in living standards

would not be possible. Dogmatic liberals are proponents of an wnbridled free market

system.

(ili) The champions of a great and growing welfare state advocate greater social
expenditure - mostly on the basis of the social democratic ideology - for the sake of
greater human development, for the sake of greater socio-economic Justice and for the
sake of the elimination of the worst forms of poversy. According to the social
democrats high social expenditure is also necessary for sound social development
which, according to them, is prerequisite for sustained economic, cultural and human

development over the long term.,

42 FOUR “IDEOLOGICAL” PERIODS SINCE 1870

In a survey of 20th-century history it can be demonstrated clearly how democracy, liberalism
and the welfare state have been “packaged” differently in succeeding periods to give
relatively more “space” to one of the three aspects at the cost of the other two. For our

purposes the first period of the 20th century begins not in 1900 but in 1870.
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(a) The first period: 1870-1914: the flourishing of liberalism

During this period the idea of liberalism and the rechtstaat flourished. It was also the time of

laissez-faire capitalism, when economic and political POWER were concentrated in the

hands of the property class or bourgeoisie.

During this period there was no talk of representative democracy or the welfare state. It is
true that the political system was a system of parliamentary democracy, but only people who
could meet certain property and/or other franchise qualifications could vote. Seeing that
political POWER was mainly concentrated in the hands of the bourgeoisie, it was used
predominantly to promote and protect the property rights and other economic rights and
privileges of this class. The rechistaat and the protection it afforded the property classes thus
enjoyed a high priority.

During this period the welfare state was still in its infancy. Bismarck began a welfare state
system in Germany in the 1880s, but its aim was not to bring about greater socio-economic
equality and/or fairness. The aim was rather to stabilise the obsolete (or reactionary) German
political system - the Second German Empire - and entrench it in the face of social uprisings.
In 1909 the British government - at that time in the hands of the Liberal Party (that was
ruling in a coalition with the newly established Labour Party) - adopted important social
legislation. This legislation unleashed a political storm because the property class (who
interpreted the notion of property in an absolute way) regarded the higher taxcs they would
have to pay as a serious violation of the property rights. An ideological debate thus waged
on the important issue of whether, and to what extent, the property rights of the property
class should be “limited” to provide a minimum of social rights to all citizens. _The property
class was negatively disposed [ideologically] towards the welfare state at that time {and again
these days). Is it admissible for the property class to advocate such a total priority of
property rights over social rights? (See the relationship between the rechtstaat and the

sezialstaat below.)
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(A particularly topical question at the moment in the new South Africa is the extent to which
the (predominantly white) property class should make great sacrifices for the sake of the
promotion of the social rights of the (predominantly black) lower class.}

The economic theory (or ideology) generally accepted in the late 19th century was the
neoclassical theory. It was believed in terms of this theory that, if all market participants
were given maximum freedom, the self-regulating operation of the market mechanism would
see to it that every individual market would achieve a state of equilibrium and that the
equilibrium on all markets would ensure a macro-cconomic equilibrium or full employment.
According to the free market ideology an Invisible Hand would ensure that all economic
activity would be channelled in such a way that the general interest would be spontaneously
promoted and that political and/or welfare state intervention in capitalism would not onI'y be
unnecessary or superfluous, but that it would in fact disrupt and damage the self-regulating

operation of the market economy and harm the general interest.

(b)  The second period: 1914-1950: full democracy takes final shape

During this period representative democracy came to full maturity in Western countries and
democratically elected governments used their parliamentary power to curtail the “space” of
the rechistaat considerably. After the First World War the American President, Woodrow
Wilson, said that the Great War had been fought for the sake of democracy. In terms of the
Treaty of Versailles (1918/19) a number of newly created states received democratic

constitutions.

The period 1914 to 1950 was also a period of relatively low economic growth, which was the
result of the disruption caused by the two world wars and the instability of the inter-war
years. During this period the ideology of laissez-faire capitalism and theories of the
neoclassical school proved to be inadequate to “diagnose” the crisis brought about by the
Great Depression. Keynes introduced his new macro-economic theories in 1936 and showed

why a condition of under-employment equiiibrium had arisen in industrialised countries and
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he put forward a strong case that the state must play an active role in the economy to restore a

condition of full employment and to distribute incomes more equally to some extent.

During this period of economic stagnation, unemployment and exchange rate instability
ideological speculations on the most desirable economic system were rife. The question of
the way that liberalism, democracy and the welfare state should be “packaged” became the
focal point of intense ideological debates in Western countries, while the Soviet Union saw
the rise of communism, and Italy and later Germany saw the rise of fascism. Because of the
Great Depression and massive unemployment, the survival of capitalism (and liberalism) was
hanging on a thin thread at the beginning of the 1930s. Economic systems that did not
depend on the co-ordinated operation of the market mechanism but or one or other form of
central planning seemed more a;ttractive at the time, such as fascism in Italy, state capitalism
in Nazi German and the centralised command economy of the Soviet Unios, for example. In
1942 Schumpeter claimed in his interesting book, Socialism, Capitalism and Democracy,
that capitalism would not be able to survive its own success and would be succeeded in some
50 or 100 years by a system of democratic socialism. According to him, democratic
capitalism and the welfare state were simply “halfway houses” on the inevitable path towards
democratic socialism. (Schumpeter’s prediction has not been realized to date. If he were

still alive, he would probably say-that his prediction would come true within 50 or 70 years.)

During this period a whole new relationship between democracy and liberalism - between the
public and the private sector - came into being. Not only did the public sector become
considerably larger (partially as a result of the gradual growth of the welfare state), but the
state also interfered more actively in the economy (it became more interventionist) in an
attempt to find solutions for the instability, unemployment and gathering social conflict {or

class struggle). (See Table 5.1 on the growth of government expenditure as a percentage of
GDP.)

In Western Europe the role of the state grew enormously after the First World War and never

declined to the levels of the period before 1914, Government expenditure rose from about 10
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percent of GDP before 1914 to over 40 percent of GDP at present. In the USA President
Roosevelt introduced his New Deal 1933 in an attempt to soften the blow of poverty and
unemployment caused by the Great Depression. His New Deal policy was deliberately
calculated to set up a new dispensation between the economic (or liberal) sphere and the
political (or democratic) sphere. Although the New Deal policy did not achieve all its short-
term goals, it permanently “packaged” the mutual relations between democracy, liberalism
and the welfare state in a different way to what had been the case for the previous 150 years
in the USA. The New Deal also represents the beginning of the welfare state in America, but

on a more limited scale than in Europe.

(¢)  The third period: 1950-1973: the golden era of economijc growth and the flourishing of

the welfare state

During this period the welfare state took on its final shape and also experienced its greatest
growth.! This meant that the mutual relationships between democracy, liberalism and the
welfare state were “packaged” anew in such a way that considerably . greater “space” was
allocated to the welfare state vis-d-vis the capitalist sector. This meant that the state had
become more involved than ever before in the “production” and “provision” of goods and
services. Although the welfare state had already had an early start in the Germany of the
1880s, and gradually grew after the First World War, it was still relatively small by 1945,
During the inter-war years its growth was retarded by low economic growth rates (and by the
still relatively low tax capacities of most countries) as well as by the strong resistance from
the property class (on the basis of their liberal or free market ideology) to the growth of a
welfare state. The Beveridge report was published in Britain in 1944; together with keynes’s
social democratic arguments, it made out a strong (and ideologically persuasive) case for the
greater social expenditure. When Aftlee’s Labour Party came into power unexpectedly in

1945, the recommendations of the Beveridge report were implemented. During the next

! We showed in the previous chapter that the social expenditure of 21 OECD countries tose from 12,3% of GDP in 1960 ta 24,6%
of GDP in {985, Even after the decline of GDP after 1973 social axpenditure continued ta zise primarily because of the higher
unemployment insurance i that had o be paid out. Although soeial expenditure (as a % of GEDP) reached a peak in 1985, the idea
of the welfare state peaked in the mid-1970s.
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decade the British welfare state became the model for welfare states in several European

countries.

The period of 1950 to 1973 was also the golden era of exceptionally high economic growth
(sce Table 4.1). During this period all the socio-economic objectives of the industrialised
countries improved simultaneously. Living standards increased dramatically, incomes were
more equally distributed, poverty was to a large extent eliminated, full employment was
maintained, exchange rate stability was effected within the Bretton Woods system and there
was also a relative degree of price and social stability.
TABLE 4.1
Growth rate in gross domestic product (1820-1987)

1870-1913 1913-1950 1950-1973 1973-1987 1820-1979

Britain 1,9 1,3 3,0 1,7 2,0 Liberal
USA 4,1 2,8 3,7 2,4 3,8 capitalist
Germany 2,8 1,3 6,0 2,4 2,6 Social
France 1,7 1,0 5,1 2,1 2,0 capitalist
Sweden 2,3 - 2.8 3.8 1,5 - Social

. ‘ democratic
Japan 2,5 L8 9,7 3.8 2,7 Corporate

capitalist

Average:
15 2,5 1,9 4,9 3,0 2,5
industria-
lised
countries

Source: Adapted from A. Maddison, Phases of Capitalist Development, p. 45 and IMF
* International Finance Statistics

Because of the success of democratic or welfare state capitalism as well as because of the
Keynesian social democratic approach, the ideological debate on what the most desirable
economic system should be, came to an end for all practical purposes in this period in
Western countries. The ideological debate (which had been so intense during the 1930s)
came to an end because people in Western countries became convinced during this period

(i.e. from 1950 to 1973) that they had found the correct “packaging” or “mix™ of liberalism,
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democracy and the welfare state. People thought they had now found how to organise the
political, economic and social life of a modem country. Because of the Cold War the
dictatorial command economy of the USSR was regarded with abhorrence and a remarkable
consensus was achieved in Western couniries on the merits of democratic capitalism as a
system of “mixed capitalism”, The crux of Keynes’s and Beveridge’s arguments was that the
welfare state and the Keynesian anti-cyclic fiscal policy had become indispensable to
compensate not only for market “failures”, but also for structural flaws, uncertainties, the

cyclical instability and unequal power relations in capitalism.

Because of the “great consensus™ that prevailed in industrialised countries in the third quarter
of the century on the mechanics of an industrialised economy as well as on the role of a
democratically elected government and the welfare state, political parties to the left and the
right of the political spectrum now agreed with one another to such an extent that they made
themselves guilty of “me-too-ism”! In the 1960s some writers even claimed that the West

had now reached the end of the period of ideology.

(d) The fourth period: since 1973: the revival of {(neo-)liberalism and the “crisis” of the

welfare state

For industrialised countries the period since 1973 has been one of lower economic growth,
higher inflation rates (especially from 1974 to 1984) and relatively widespread
unemployment - especially in Continental countries. The economic crisis that developed
after the 1973 Oil Crisis brought the “great consensus™ and general acceptance of the
Keynesian social democratic approach to a sudden end. This crisis led to the revival of
neaclassical orthodoxy and the belief in the merits of a relatively unbridled fiee marker
gconomy. The neo-conservative or liberal-capitalist or New Right approach “diagnoses™ the
crisis of stagflation as foo much government intervention in the economy - in the form of,
among other things, an “over-developed” welfare state. They advocate a drastic curtailment
of government expenditure as well as government intervention in the economy. This

approach has enjoyed great support in the British-American world in particular, but also has
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the support of the Continental countries. During the period of Reaganomics and Thatcherism

this approach enjoyed unprecedented popularity in the British-American world.

The social democratic or post-Keynesian and/or New Lefi approach, on the other hand,
“diagnosed” the crisis of 1973 as a structural problem that arose because of serious
imbalances of power that had become entrenched in the structures of democracy and
capitalism. Hence, for example, the New Left blamed the excessive power and influence ot
the well organised and well integrated “managerial elite” of the large corporations for the
imbalances of power because too much POWER had become concentrated in their hands.
According to the New Left, this imbalance of power causes of crisis of legitimacy that can
only be resolved through significant structural reform in the political, economic and social
spheres in order to c1'"eate a new (and better) balance of power (“packaging”) between
pluralist power groups. In contrast to the approach of the neo-conservatives in the USA (or
neo-liberalism in Burope), the social democratic (“New Left”) approach is by no means
convinced that the welfare state should be blamed for the crisis of stagflation nor that

government expenditure should be cut.

In a situation of lower economic growth rates, widespread unemployment and pew political
alliances, the issue of the “space” which ought to be allocated to democracy, liberalism and
the welfare state has unleashed a new ideological struggle that has been waging uninterrupted
and with undiminished intensity since the end of the 1970s. It has also led to the three
aspects of the total system once again being “packaged” differently in most countries to what
they were in the third quarter of the century. We could sum up the legal and ideological

shifts that have occurred over the past 25 years in the following way:
(@) The “space” of rechtstaat (free market) is increasing vis-a-vis democracy;

(b) The “space” of the rechistaat is increasing vis-3-vis the sozialstaat;

() Since 1973 democracy has been used to reduce the “space” of the welfare state.
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QECD COUNTRIES
High-water Full democracy | The goldenera | Revival of neo-
mark of takes shape of high growth liberalism
liberalism rate and the
welfare state
The period of
The unstable Rapid expansion | stagflation and
inter-war period | of the welfare lower growth
) state
Laissez-faire Representative Polarisation
capitalism democracy The Keynesian between the New
, social democratic | Right and the
High-water mark | Gradual synthesis New Left
of the rechistaat | development of 3%
the welfare state  |4,9%
Neoclassical B Rechtstaat vs
doctrines M eological democracy
: consensus .
The Great Rechtstaat vs
Depression Higher standards | sozialstaat
of living
2,5% Democracy vs the
Massive Greater equality | welfare state
unemployment
Welfare state only Consistent “Jobless” growth
in Germany stability in especially
New Deal policies Continental
countries
1870 1914 1950 1973 1997
GDP *10% 20-30% 35% 42-45%
Social Expenditure 12,5% +23%



POSSIBLE QUESTIONS ON CHAPTER 4

1. Write an essay on the ideological debate since 1870 between the proponents of
democracy, liberalism and the welfare state and indicate how these three aspects have

been “packaged” differently in the succeeding periods after 1870,

2. Write an essay in which you discuss the merits (or otherwise) of the greater “space”
allocated to the rechistaat since 1973 vis-3-vis democraey and the sozialstaar, with
special reference to-the British-American world. In your answer you should also
devote attention to the existence of a pluralist equilibrium (or otherwise) in the modern

political-economic systemn.



CHAPTER S ,
A COMPARISON BETWEEN THE TRADE-OFFS MADE IN SWEDEN, GERMANY
AND THE UNITED STATES

8 I Terreblanche
University of Stellenbosch

1. THE FOUR WORLDS OF CAPITALISM

We can make a relatively clear distinction between four worlds (or modeis) of capitalism in the
OECD countries. Bach ope of these forms is organised around a different ideological principle,
while the social stratification and integration in the four worlds are strikingly different’. The four
forms have their origins in different historical patterns and follow qualitatively different
development paths. The four worlds of capitalism are the following:

(1] Free market capitalism in the British-American world, obviously based on the ideology of
liberal capitalism;

(i)  Social democratic capitalism in the Scandinavian and Benelux countries, mainly based on
the ideology of social democracy;

(ifi)  Social market capitalism in Continental countries such as Germany, France and Italy. In
contrast to the liberal capitalist countries, these countries do not claim to have a system of
Jree market economies, but social market economies;

(iv)  Familistic capitalism or corporate capitalism in Japan. We could say that, because Japan
is an island with a homogeneous population with a long common history based on a
strong unifying ethos, Japanese capitalism is based on a “familistic™ and/or “corporatist”
ideology.

In this paper I want to concentrate on only two aspects of the four worlds of capitalism.

® Firstly, on the kind of welfare state system in the first three worlds and the extent (degree)
of decommodification of labour that has been achieved by each of these worlds’ welfare
state system;

(i)  Secondly, on the ways in which, and the terms upon which, the trade-off between social

rights, (social security) full employmens, price stability and economic growrh occurred in

! This paper is to a large extent based on Bsping-Andersen, G., The Three Worlds of Welfare Capitalism, Princeton,
Princefon University Press, 1990 and on Esping-Andersen, G., (ecl) Welfare States in Transition, SAGE
Publications, London, 1996.
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Sweden, Germany and the United States as representative countries of the first three

worlds of capitalism. The trade-off problem: became much more difficult in all OECD
countries afier 1973 in comparison to the situation during the golden age of high
economic growth from 1950 until 1973 (see section 4 below).

2. THE RISE OF THE WELFARE STATE, “SOCIAL RIGHTS” AND “SOCIAL
PROTECTION" FOR CITIZENS

The early origins of the welfare state lie in Bismarck’s social legislation of the 1880s, but it is
essentially a 20th-century phenomenon. In the first half of the century it grew relatively slowly.
In the third quarter of the century - i.c. during the so-called golden era of high economic growth
- it expanded extensively in the highly industrialised counties.

Before the rise of industrialism and capitalism (i.e. before about 1750), therc were various
“social networks” in Wesfern countries to ensure that no one fell into a state of complete poverty
and misery. This was so in spite of the fact that countries were still fairly poor and material
standards of living were still relatively low. These “social networks™, which tock responsibility
for the fate of the economically vulnerable part of the.population, included the extended family
structures, the charitable organisations of the various churches, the idea of noblesse oblige
whereby the nobility regularly gave alms to the poor for the sake of the salvation of their souls,
and a number of guilds that pooled their resources in mutual solidarity to ensure that their
members did not fall into poverty. The rise of industrialism and capitalism since about 1750
destroyed the existing “benevolence networks”. The processes of modemisation and urbanisation
as well as the greater emphasis on individualism wrenched many individuals out of their
protective social environments. To survive in the industrial world individuals now had to sell
the labour on labour miarkets at whatever the prevailing market rate happened to be. In the midst
of cyclical instability large numbers of Iabourers were often unemployed for long periods
without having any kind of unemployment insurance. In the early phase of industrialisation the
families of factory workers ended up living in appalling conditions in slums.
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The extremely poor living conditions of the slums provided fertile soil for socialist ideas. When

Karl Marx published his Das Kapital in 1867 - in which he pointed aut the abuses of laissez-
faire capitalism - he claimed, among other things, that in the system of industrial capitalism the
labourer was reduced to a commodily. One of his sharpest reproaches against capitalism was
that it led to the commodification of labour and hence deprived human beings of their humanity,
One of the main purposes of social security legislation was (o bring about a decommodification
of labour in a deliberate attempt to bumanise capitalism. The rise of the welfare state
undoubtedly played an important role in preventing Proletarian Revolutions and in the
perpetuation of capitalism.

In 1950 TH Marshall published a seminal article in which he claimed that every person is
entitled to 2 minimum of social rights or social protection and that it is the state’s responsibility
to see to it, by means of the welfare state, that every citizen is adequately provided with these
social rights. Marshall’s argument is that during the 18th century a battle waged in Western
countries on the issue of equal juridical rights for all citizens, and in the 19th century the
struggle was for equal political rights for all citizens. According to him the 20th-century struggle
has been for reasonable minimum of social vights for all citizens. Consequently to him every

single person has an inalienable claim 1o a minimum aof social rights for no other reason than
that he or she is a human being. According to this argument the state {or society as whole) has
the moral responsibility to counter the excessive individualism, greed and abuse of power which
sustain capitalism, by taxing the “winners” (who often win undeservedly) and providing the
“losers” (who often loose undeservedly) with 2 minimum of “social rights” and social security in
an attempt to achieve greater social justice.

Sinee 1950 social expenditure (i.e. expenditure on education, health, welfare and housing) in
OECD countries has made up about half of totai government spending. From 1960 to 1988 the
average social expenditure of 21 OECD countries rose from 12,3 per cent of GNP to 24,6 per
cent of GNP! Since then it has declined somewhat to an average of £22 per cent of GNP,

3.1 The conservative welfare state model of countries such as Genmany, France and Fta]
ST S PR Sk moce: 01 countries sych as Germany, France and Italy

‘When these countries began to introduce a welfare state system at the end of the 19th century,
their societies - 2s remnants of feudal period - were still clearly stratified into narrowly defined
and hierarchical socio-economic classes. The intention of the conservative model was not to
bring about greater equality and/or levelling of the socio-economic stratification. On the
contrary, the comservative model was designed to retain the raditional §0Ci0-economic
stratification and to give it a permanent basis by introducing a compulsory and distinctive social
insurance system for each of the socio-cconomic strata, e.g. one for blue-collar workers, one for
agticuliural workers, one for office workers, one for teachers, etc.® The intention was that all
employees ( or heads of families) should be insured in order to shield themselves against
unexpected economic disasters. The amount a family received as unemployment, accident or life
insurance depended on what that individual concerned contributed monthily. Benefits were thus
dependent on contributions.

The reason why these countries initiated welfure state systems at such an early stage was that, at
the end of the 19th century, they feared that the social disruption caused by industrialism would
Jjeopardise the conservative (traditionalist) political systems in the countries concerned (ie. the
German, French, Ialian and Austrian empites). The conservative welfare state model of
Continental countries was built on conceptions of society and the stafe that had deep roots in
these countries, namely the corporatist (or organic) view of society and the “etatistic” (or
paternalistic) view of the state. The corporatist approach sees society (the inhabitants of a
country) as a kind of “organism” and/or corporate whole. In this view, the individual is a
subordinate component of the organic whole and the well-being of each individual is dependent
on the welI;beirxg/health of the whole or the “organism”. If the “body” or organism is not

heaithy, its members (individuals) can also not experience permanent well-being.

In the efafistic approach the task of finding a solution for the social problems caused by
industrialism and urbanisation is entrusted in the first instance to the state (hence efatism). The

2 “Bismarck's social policy ... was the creation of conservative eflites who abhorred Iaissez-faire almost as much as
the socialist menace, and who sought to reserve the old order with moral discipline, social participation and nation-
building, Bismarck’s aim was not a welfare state, but a welfare monarchy ... The early architects of social policy on
the Continent wete quthoritarian, etatist and corporativistic”, Fsping-Andersen, ., "Welfaro States without work;
the Impasse of Labour Shedding and Familialism in Continental European Social Policy” in Esping-Andersen,
(Bd.), Welfare States in Transition. SAGE Puhlications 1096 n 46



4. ZERO-SUM TRADE-OFFS IN SWEDEN, GERMANY AND THE USA AFTER
1973

4.1  Zero-Sum trade-offs after 1973

One of the most remarkable features of the golden era (1950-1973) was that all OECD countries
succeeded in making positive-sum frade-offs during this period: the growth rate was high, price
stability was maintained, there was also reasonable exchange rate stability, full employment was
achieved, and incomes were distributed much more equally. In almost all the OECD countries,
there existed a remarkable ideoldgical consensus about the Keynesian Social Democracy, about
the government’s responsibility in supplying social rights and social security and about the

government’s role to complement and to correct the deficiencies of the market mechanism.

In sharp contrast to the golden era, the period after 1973 was a time of stagflation (to the mid-
1980s), growing unemployment, wild fluctuations in exchange rates, a sharp rise in government
spending, while the net tax burden (up to about 1988) increased sharply. The most important
factor responsible for the “crisis” was the sharp rise in oil prices from the OPEC cartel. The
frade-off between the different socio-economic and political objectives became a zero-sum game.
The ideological consensus was replaced with an ideological polarisation (or war) between the
New Right and the New Left that is still raging to this day.

While the growth of the Gross World Product (GWP) was 5,0 per cent in the 1960s, it was 3,6
per cent in the 1970s, 2,8 per cent in the 1980s, and 2,0 per cent per year from 1990 to 1995.
According to Lester Thurow the world lost 60 per cent of its growth momentum in two
decades'®. The implication of this is that all governments had continuously had to make difficult
choices between policy priarities.

" Thurow, L., The Future of Capitalism, Nicholas Brealey, London, 1996, pl
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After 1973 it seemed that the bargaining power of the working class was much greater than i

was in, say, 1950. The number of labourers wha had unemployment insurance rose sharply. Lt
several European countries contracts on joint decision-making (“mitbestimmung” or “codetermi-
nation”) wete concluded between capital and labour®®.

The transition of the so-called industrial to the post-industrial society in highly industrialised
countries that took place from 1960 onwards, also complicated the trade~off problem. With the
rise of post-industrial society and thie changing nature of job opportunities, the fear has arigen
“that high-technology economics can satisfy our wants, but not our need to work”, Twuo
important questions have come to the fore in the transition to post-industrial society. Firstly,
whether the additional job opportunities that are going to be created in the services sector (or
tertiary sector) of the post-industrial economy are going to be sufficient to compensate for the
large number of jobs that is going to be lost in the (old) industrial sector (secondary sector), and,
secondly, whether the productivity and the remuneration of job cpportunities in the services
sector are going to be as high as the productivity and remuneration of the (old) industrial job
opportunities'?,

Over the past 20 years pethaps the most important influence on individual countries® ability to
implement social security policies independently, is the rise of the Global Economy. It narrows
the field of domestic policy changes quite considerable due to the fact that global competition
mercilessly punished profligate governments and uncompetitive economies, Openness inevitably
restricts nations’ capacity to autonomously design their own social policy and their own political
economy. We have reason to fear that openness will drive out countries towards a “lowest”

common welfare denominater.

Angther factor that contributed towards the welfare state crisis in the period from 1973, is the
view — rather popular in the British-American world — that the welfare state per se is to be

! B some European countries wage increases were “indexed” so that wages would be adjusted automatically to
price rises, All this meant that labour's ability to withstand unemployment and/or wage decreases had become
considerably greater. The shatp rise in social spending in especially the 1970s and the beginning of the 1980s must
be ascribed particularly fo the increased unemployment benefits that had fo be paid by governments fo the
unemployed in this period of stagflation.

1 »The idea of post-industrial society emerged in the 1960s, provoked by contemporary revolutions in tecknology,
management, consumption and employmen!, It pertrays a new world where technicians, professionals snd
managers predominate; where old-fashioned manual labour disappears; where consumers’ appetites are driven
towards services .. The bumning question [since the 1960s] concemns the employment conseguences of post-
industrial change ... Under post-industrialism lies a real process of fimdamenial employment change! new
occupations are emerging; {manual] jobs that once weze scarce are becoming abundant; physical and manual labour
ia a dying breed, and mind-labour ... is becoming the norm”, Esping-Andersen, 1990, pp- 191-192.
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blamed for the trade-off problems. The argument is that the rise of the welfare state brought

about “market-distortion™ that stifles the market and erodes incentives to work. On the strength
of this argument, social spending — and special spendings on social protection and on poverty
relief —was retrenched quite severely in British-American countries'.

Since 1973 the governments of OECD countries have been struggling with the problem of jab-
creation on the one hand, and maintaining satisfactory levels of social rights on the other hand,
Despite fondamental differences in institutional accommodation (i.e. the type of welfare states
and ideblogica.l orientation in different countries) none of the prevailing institutional models — of
which Sweden, Germany and the USA are representative — has been capable of fiirnishing full
employment and adequate levels of social security. While the challenge facing Sweden and
Germany s to create more jobs, the challenge facing the USA is to create better jobs. But the
other side of the same coin is that the USA are faced with the problem of increasing inequality
while the European countries are faced with the task to modernise the welfare state system.

4.2  Trade-offs in Sweden

Since the 1930s strong, comprehensive and centralised trade unions have developed in Sweden
which were prepared to hold round-table talks - in close collaboration with the social-democratic
government - on wages, full employment and on social rights. This highly organised negofiation
system in Sweden succeeded right until the end of the 1970s in producing posifive-sum trade-off
through bargaining and in maintaining a surprisingly high level of employment. Sweden
maintained a growth rate of 3,8 per cent from 1950 to 1973. Since then it has declined to 1,5 per

cenf.

Up to 1986 Sweden had succeeded in keeping unemployment below 3 per cent. A factor that
made an important contribution to the refatively high level of employment was the large number
of job oppertunities (especiaﬂy for women) created in the public sector (as part of the growing
post-industrial service sector). In this way the Swedes compensated for the decline in industrial
job opportunities with an extension of job opportunities in the large welfuare sector, Since 1981

3 Esping-Andersen summarised the present problem in welfare eapitalism as follows: “On the one hand, many of
the difficulties the welfare states today fice are caused by market failure: that is, badly functioning labour markets
produce an overload on existing social programmes ... on the other hand, there are possibly also welfare state
failures; that is, the edifice of social protection in meny,countries is ‘frozen’ in a past socio-sconomic order that no
longer obtains, rendering it incapable of responding adequately to new risks and needs”. See Esping-Andersen,

1956, pp 2-9.
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government expenditure as a percentage of the GDP has been higher than 62 per cent! (See table

2).

As indicated in table 5, the degree of means testing, private pensions and private health spending
is very low in Sweden compared with both Germany and the USA.

Another characteristic of the Swedish model is the active labour market programmes to train
people in the kinds of skills that post-industrial society demands™. The stress on human capital
investment, in the form of “productive social policy” has besn part of the Swedish sirategy for
decades (table 3).

During the latter part of the 1980s, Sweden encountered a series of problems which made it
impossible to maintain high levels of growth and employment together with high levels of social
spending. Following liberalisation (as demanded by the Global Economy) in the early 1980s, the
Swedish economy suffered heavy capital leakage’s abroad. Consequently, the level of domestic
investment declined and with it the level of the growth fate and job creation', In these
circumstances the strong “consensus-building institutions” — that played such a pivotal rcle in
creating social harmony — started to break down.

TABLE 3
SOCIAL INVESTMENT POLICIES
Percentage of labour force Percentage of 18-year olds
involved in public training and | attending full-time education
employment measures® and fraining, 1990-1991
Sweden 6,3 56
Germany 4.9 81
USA 2,6 55

a) These figures exclude general education and private training programimes
Source: OECD, Employment Outlook, 1994, Table 1.18 and Table 1,B.3

" Henry Milner describes the Swedish economy as a system approximating the solidarisfic tarket economy: *The
solidaristic market economy associated with a sccio-democraifc social system may be conceptuatised as a system of
cconomic relations that reduced uncerfainty by chammelling market compesition to those spheres of actuary where
they are scen to contribute to aggregate productivity, while fostering relations of seltdarity in other spheres
complementary to productivity ... Solidaristic market relations make economic semse since they bring down
information and #ransaction costs to a considerable degree”, Milner, H., Sweden, Soclal Democracy in Practice,
Oxford University Press, 19, p 37.

1% Stephens, 7D, “The Scandinavian Welfare State: Achievements , Crisis and Prospects” in Esping-Andersen, {ed.},

Welfare States in Transition, 1996, pp 32-62.
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In the early 1950s Sweden experienced a negative economic growth while unemployment

increased to almost 10 per cent'®. In these circumstances Swedish governments — both Social and
Democratic and Conservative — had no choice but to cut back on social spending. During the
period of high rates of productivity growth, Sweden was in a position to maintain both the high
level of social spending and the creation of additional jobs in the public sector. But with the
decline in investment and a decling in labour productivity, its smaller fiscal capacity made it
impossible to continue with both the high levels of social spending and job creation in the public
sector. It remained, however, on high levels compared to Germany and the USA. See table 4.
TABLE 4

PUBLIC SOCIAL SECURITY AND HEALTH EXPENDITURE
AS OF PERCENTAGE OF GROSS DOMESTIC PRODUCT IN SELECTED

i4
Means tested poor Private Pensions Private health
relief (as % of total (as % of total spending (as % of
public sacial pensions) - total health
expenditure) spending)
Sweden 1,1 6 7
Germany 4.9 11 20
UsA ) 18,2 21 57
18 OECD countries . 13 22

COUNTRIES

1980 19%0

Sweden 324 33,1
Germany 254 23,5
USA 14,1 14,6
Japan 8,9 12,2
Hungary 14,9 16,2

" Brazil 5,2 5,0

Source: Esping-Andersen, 1996, p 11.

The relentless discipline of the Global Economy and the breakdown of Sweden’s celebrated
consensus-building institution, are mainly responsible for the fact that Sweden can no longer
maximise botk the welfare and efficiency. Some authors aliege that the Swedish crisis is mainty
induced by the welfare state’s negative effects on vﬁark, savings and investment — i.e. the so-
called cntitlement problem other authors rejected this analysis. Esping-Andersen is of the
opinion that the real issue has more to do with rebuilding consensus-building institutions rather
than a further dismantling of the welfare state due to its disincentive effect on labour?’,

But apart from improving negotiating institutions, the Swedish government should not spend
less, but rather more on retraining and human capital development in an atternpt to restore its
levels of produetivity in the Global Economy.

TABLE 5

DEGREE OF MEANS TESTING, PRIVATE PENSIONS AND PRIVATE HEALTH
SPENDING 1988

1% Ibid., p 45.
7 Op.cit. 1996, p 15. .
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Source: Bsping-Andersen, 1990, p 70.

4.3  Trade-offs in German

After the Second World War Germany (or rather West Germany) developed its renowned “social
market economy” (social capitalism). This left a great deal of space for the free market, but the
govemnment accepted responsibility for a relatively comprehensive (social) welfare system. For
a long time Germanyl managed to sustain a high economic growth rate, high levels of social
spending, full employment and price stability, From 1950 to 1973 the average growth rate was §
per cent per year. Three factors'made a favourable contribution towards a pogitive-gum trade-
off: the autonomy of the German Central Bank (Bundesbank) which adopted a restrictive
monetary policy, and the government, which ensured that state debt did not increase more
rapidly than the GDP rose; the trade unions were relatively weak and consequently the pressure
for redistribution was also relatively weak; the great influx of migrant workers from East

European countries kept wages relatively low®,

TABLE 6
SOCIAL EXPENDITURE AS FERCENTAGE OF GDP
Sweden not available
Denmark (1991} 29,8
Germany (West — 1991) 26,6
USA (1986) ) 18,0
18 OECD countries (1986) 25

Source: Esping-Andersen, 1996, pp 71 and 122

'8 “As long as labour supply outpaced industrial job expansion, the German ‘sconomic miracle’ could proceed
without inflationary and without political claims for major social reform” (Esping-Andersen, 1990, p. 169)
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In the period after 1973 Germany persisted with a strict fiscal and monetary policy.

Consequently unemployment increased to 8 per cent in 1983 and to more than 12 per cent in
1997". The growth rate in Germany for the period 1973 to 1998 was a mere 2,5 per cent. As
opposed to Sweden, Germany did not use the public sector to create additional job opportunities.
Social spending was cut back, but not as drastically as in the USA (sec tabie 6). In order to
soften the unemployment problem, labourers were encouraged to take early retirement from the
age of 55. Steps have also been taken to reduce the mumber of migrant labourers and, where
possible, to repatriate them™,

It is also not surprising that the employed population rate has declined in Germany (and other
EEC countries) while the employment rate has risen in both the USA and Sweden®™. While
Sweden has managed the surplus of “deindustrialised” workers with retraining and job creation
in the public sector, and while the Americans managed the surplus with very low wages,
Germany has opted to subsidise their exit, especially through early retirement. In contrast to both
Sweden an;i the USA, Germany is not experiencing a noteworthy growth in the post-industrial

service sector™.,

To make matters even more complicated, a policy of low wages has been prohibited in Germany
and job opportunities at low wages (in “junk-job” employment es in the USA) cannot be created,
European social legislation makes it also very expensive, and almost impossible, to fire workers.
The German welfare state since the time of Bismarck has been designed in such a way that
women do not have to form part of ihe labour force. Consequentty the labour supply is relatively
low and wages of men (especially in the industrial sector) particularly high®. The assumption in
Germany is that men must be paid particularly high wages in order to enable them to support a

5 Thurew, op.cit., p 37.
* According to Lester Thurow, the unemployment figure in Germany (and jn other EU countries) i at least 20 per
ceat if one takes into account the labourers removed from the labour market through early retirement and
repatriation. ‘This means that one fifth of Germany’s potentiaf labour force does not form part of the active labour
force.
?! In 1960 the overall employment ratios were basically identical in Scandinavia, North America and Continental
Europe at en average of 65 per cent of the working-age population. Since then, the employed population rate has
tisen to more than 75 per cent in the USA and almost 80 per cent in Sweden, while the EEC average has fallen to
below 60 per cent. Esping-Andersen, 1996, p 18.
2 Almost 42 per cent of Germeny's labour force was in the middle 1980z still employed in the industrial sector in
comparison with 28,8 in Sweden and 25,1 in the USA. Esping-Andersen claims that “the German employment
trajectory is ... the oddest. Services and post-industrial ocoupations are not booming as they are clsewhere. Instead,
there is a decline in employment as such, end Germany remains a largely traditional indusirial socisty with a
relatively underdeveloped private- and public-service sector” Op.cit., 1990, p 214,
® Germany tops the charts of hourly wages. Its wages are more than $30 if fringe benefits are included. Including
social costs, manufacturing labour costs in Germany are more than two thirds higher than those of the USA.
Thurew, op.cit., p 36.
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family (in which the wife does not work) and to be able to pay high taxes for the sake of the well

developed welfare state. Fortunately most German labourers are usually very skilled, efficient
and hard-working and justify the usually high waées they ave paid. Tt, nonetheless, seems as if
the “mix™ of high productivity, of low employment, high wages costs and high social spendings
becomes 2 too heavy burden to compete effectively in the Global Economy.

The problem of unemployment and productivity in Germany has been seriously aggravated by
the vnification of East and West Germany. It also appears as if Germany’s ability to adapt to the
post-industrial economy is relatively weak while its industrialism is accompanied with “jobless
grawth,

While of the 35 per cent of the labour force in Sweden and the USA was employed in the post
industrial sector in 1985, only 21 per cent was employed in this sector in Germany™.

The high level of unemploymeni in Germany and other EU countries indicates that the EU is
facing a very difficult frade-off between job opporiunities and the maintenance of social rights.
The fact that the EU countries have created no additional jeb opportunities since 1973 (while the
USA created 38 million additional job opportunities) is an indication of how seriously the EU’s
ability to create jobs has weakened in the post-industrial period. In spite of this lack of job
creation, the GDP of BU countries was in 1994 some 80 per cent higher than it was in 1973%,
This must be ascribed particularly to the high productivity of those workers who are employed,
The high level of productivity maintained by labour is also linked to the sound education system
in Europe, good in-service training and sustained technological advances,

In conirast to the USA, the EU countries are not prepared to adjust wages, or social rights or the
welfare state in a downward direction in exchange for greater job creation and & higher growth
rate””. Public social security and health expenditure in West-Germany as a percentage of GDP

2 “Western Europe, with its much more comprehensive industrial relations system, welfare states, and also
powerful trade unions {compared with the USA] bag maintained equality and avolded growing poverty, but at the
price of heavy {especially youth and long-term) unemployment and sweiling armies of welfare dependants, the
combingtion of which overburdens social security finances”, Esping Andersen, 1996, p 4.

¥ Baping Andersen, op.cit., 1990, p 204.

% Thurow, op.cit., p 37,

T gocial scourity expenditure declined only marginally in Germany from 28.7 per cent of GDP in 1980 to 26.6 per

cent in 1990, Esping-Andersen, op.cit., 1996, p 71.
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has decreased only from 25,4% in 1980 to 23,5% in 1990 compared to less than 15 per cent in

the USA (see table 4)%.

A special characteristic of the German welfare state is its combination of highly (if not overly)
developed social insurance (inordinately orientated towards the pension of the breadwinner) with
underdeveloped social services that are not family connected. The necessity of a long
uninterrupted career results in a very flexible lahour market for breadwinners. Any reform of the
German welfare system should — according to Esping-Andersen — concentrate on a decrease of
its built-in market rigidities and its orientation towards familistic transfers, But to reform a
systern that has been established in its familistic pattern for over a century, will not be easy®.

As in Sweden, so Germany (and the other EU couniries) are grappling with the problem of
entitlement. The high level of social security spendings have to some extent spoilt the bméder
labour force in EU countries so that they claim ever more sacial rights (i.e. they have developed
a kind of mentality that expects free handouts), while they are no longer prepared to accept their

social responsibilities as hard-working and productive labourers as before™,

Seeing that the EU countries are not prepared to accept the crude form of American capitalism,
on the one hand, and secing -that they will not be able to maintain the present form of welfare
state capitalism in the midst of growing unemployment, on the other hand, the EU countries are
at present secking a middle way or a “third way™: “... between the flexible but relatively ruthless
capitalism of the United States and the more caring but costly European model of social welfare
end workers® rights”". In terms of these programmes, young people between 18 and 25 arc given

% “Enropeans remain convinced that the welfare staie is the righi path for them. Europeans are not about to trade in
their hard-won model of social justice for the hazards and inequalities of the US-style free market, Andreas
Schockenhoff, a member of the German Bundestag says, ‘“Nobody in Genmeny would seriously propose abolishing
the weifare state. This is a model not of our economy, but of our very society. We don't want to abolish it; we want
to bring it up fo date’ .., The problem is, while Americans are used to performing with the flimsiest of snoial safety
nets, Buropeans have grown accustomed to - and some argue, unhealthily dependent on - the providential hand of
governmmt" {Time, 8 December 1927).

Esping-Andersen summarises it as follows: “The problem ... is that the welfarc of individuals and families
depends on precisely those elements that cause rigidities in the first place: job security, high wages and expensive
social contributions™. Op.cit., 1996, p 20.

% “Low growih and high unemployment are {win strands of a vicious economic circle. In Burops the high level of
benefits paid the jobless not only strains govemnment coffers, but discourager the unemployment from seeking
work. In addition, the working age population is declining in relation to the number of people entering retirement.
The result: governments are finanéing more and more welfare services from ever dwindling resources™ (Time, 8
December 1997).

™ Meany European countries are experimenting with irmovative ways to trim the welfire budget and share the
essentials more equally among governments, businesses and individuals - while getting more people into work.
Giving individuals not only the right but also the responsibifity to work would be an important first step on the road

to the Third Way. Some European governments are doing just that by exploring active labowr market policies,
Goethe-Lnst-Nov9B.doc
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training for 18 months in some countries. Those who refuse to undergo the training, forfeit their

unemployment benefits. Good results have been attained in this way. In terms of other
programmes, the government pays half of the salary of the unemployment for several months if
the private sector employs them.  Other programmes are calculated to stimulate
entrepreneurship.

While Germany and other EU countries realise that the glorious days of high growdh,
extravagant welfare benefits and lifelong jobs are probably gome for good, they do not
necessarily regard the Amerjean model (“with its economic brutalities and socizl fractures™) as
their fate. Because of the EU ccuntries' more human view of labour, they regard the low wages
and poor conditions under which Americans must do their “junk jobs” as undignified,

4.4  Trade-offs in the USA

In the first thirty years after the Second World War the USA. found it relatively easy to make a
Ppositive-sum trade-off - especially because social expenditure in the USA rose more slowly than
it did in the European countries. In 1965 Presidenit Johnson began his Great Society policy and
social spending began to rise moderately. In the stagflation after 1973, social expenditure
(especially unemployment spending_) rose much more rapidly than taxes and social security
coniributions, Given the lower economic growth rate and the lower tax capacity, the tax burden
increased very quickly and led to the “iax resistance™ of the end of the decade™.

Since Reagan the USA managed economic decline and domestic unemployment with greater
labour market and wage flexibility. This has involved the reduction of minimum wages and of
social security benefits, In 1989 the minimum wage dropped to only 38 per cent of average
earnings and the real value of social assistance benefits (aid to families with dependent children)
to 24 per cent of average eamings. The percentage of the unemployed receiving insurance
benefits declined from about 70 per-cent in the mid-1970s to 33 per cent in 1989. Consequently

programmes in which the state makes unemployment benefits conditional on the reciplent’s willingness to accept
training and work™ (Time, 8 December 1997).

% In order 10 bring the Inflationary pressure under control, President Jimmy Carter introduced strong fiscal and
monetary measures and caused a “political business cycle downswing” which led to his election defeat in 1980, In
the depression of 1982 and 1983 unemployment rose to above 10 per cent, primarily because of President Carter’s
restrictive policy. Reagan won the election of 1980 on the back of the tax resistance. On the one hand, he reduced
taxes and, on the other, sharply increased expenditure on defence (for the sake of military preparedness against the
“evil empire”). The budget deficit of the federal government rose from 1,4 per cent of GDP in 1980 to 5 per cent in
1983. In the 12 years of Republican government from 1980 to 1992 American state debt more than quadrupled.
‘While the USA was the greatest credit couniry in 1980 that the world had ever kntown, by 1992 it had become the

greatest debit country that the world had ever known!
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the elready weak social safety net was allowed to become even weaker™. (Compare the low level

of welfare related spendings in the USA with those of Sweden and Germary in Tables 1 and 2-
6).

The American model is built on the basic assumption that the market should supply the public
safety net. This implies negotiated occupational plans in the private sector™, An increasing share
of the labour force is employed in firms and sectors with traditionally low coverage. At the same
time private coverage in health and pensions has declined steadily since 1980%, The shift of job
opportunities from manufacturing towards services jobs, brought about a lowering in the social

coverage of many workers,

Ninety per cent of the new job opportunities created in the USA since 1970 are in the post-
industrial service sector. While 50 per cent of the Jabour force were employed in the industrial
sector in the USA in 1950, this has declined to the curvent 20 per cent. Since 1960 job
opportunities in the service sector (the private as well as public service sector) in the USA grew
by on average 4,7 per cent per year, as opposed to the 2,4 per cent per year in Sweden and 0,2
per cent per year in Germany. In contrast to Sweden, growth in the USA took place mainly in the
private service sector.

The higher growth in job opportunities in the USA has its darker side. The USA “bought” job
creation with lower wages, lower social expenditure and growing inequalities in the distribution
of income. Much of the job growth appears in service jobs with lower wages. The low wages are
especially acute among unskilled, non-unionised workers and among those. entering the labour
market. According to Esping-Andersen, “the burning issue is whether these jobs (with low
wages) become dead-end traps; that is, whether the low wage strategy fosters a new kind of
chronically impoverished post-industrial proletariat®. We have indeed reason to allege that the
low social expenditure and the flexible labour market has already caused a reappearance of the
commodification of labour in the USA. Many of the job opportunities created in the USA’s
rapidly growing “fun services” are “lousy jobs™ or “junk jobs”. A large number of Aftican-
Americans, women and children do in fact find job opportunities, but the pay is low and the

* Esping-Andersen, 1996, p 16. Despite the fact that the USA spends almost 13 per cent of GDP on health care the
number of persons without adequate protection is very high — an estimated 40 million.

* The typical cotspany in the USA pays 11 per cent of wages to legislated social contributions, and another 12 per
cent towards fringe welfare benefits, This compares with the EC average of 24 per cent to the former and 5 per cent
to the latter. Esping-Andersen, 1996, p 28,

% Jbid, 1996, p 16.
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working conditions very bad. A full-time, all-year employment often results in below-poverty

income.

There can be little doubt that America's positive employment performance was attained through
the dogmatic return to unbridled freemarkets in which wirmers are rewarded and losers are
punished severcly. An important result of the retrenchment of social security and the flexible
labour market, is the sharp increase in the unequal distribution of income. From 1973 to 1995 the
per capita GDP in the USA rose by 36 per cent (or an average of 2,4 per cent per year) and 38
million additional job opportunities were created. But during this same period the real hourly
wages of the bottom 60 per cent of the labour force declined by 14 per cent! (“Never before have
a majority of American workers suffered real wage reductions while the real per capita GDP was
advancing”)’, Lester Thutow predicts that the wages of the bottom 60 to 70 per cent of the
labour force will decline further and that their real wages in 2000 will be at the same level as
they were in 1950, in spite of the fact that the per capita GDP in 2000 will be more than double
what it was in 1950.

The puzzle we must try to solve is why the decline in real wages of the bottom 60 to 70 per cent
of the labour force must be ascribed to an economy where the real economic growth rate has
been 2,4 per cent per year since 1973. President Kennedy was fond of quoting the phrase that “a
rising tide lifts all boats”, but since the beginning of the 1970s this has no longer been the case.
This could be ascribed to several factors. A first possible reason is that the collaboration
between the Reagan/Bush/Clinton administration, on the one hand, and the well organised
managerial ¢lite of the large corporations, on the other, has succeeded in once again neutralising
the greater bargaining power that the working class has gained during the golden era. A second
possible reason could be that the USA (i.e. the administration and the corporate sector) used the
rising global economy and increased international cornpetition skilfully to undermine the
bargaining power of the working class. In this respect the cheaper products imported from Japan
and other Asian countries played an important role in enabling employers in the USA to force
down wages. A third possible reason could be that the produc'ti\}ity of the bottom 60 to 70 per
cent of the American labour force did not keep pace with that of the USA’s trading partners, Ifit

X Ibid, 1996, p 17.
% syhile the real per capita GDP has risen in 18 out the past 20 years, real weekly wages have fallen relentlessly in

15 of the same 20 years”, Thurow, ap.cit. p. 24.
Guethe-Inst-Nov98.doo
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is true that the relative labour productivity in America is on the decline, this must probably be

ascribed to deficiencies in the American education system?s,

While the real wages of the bottom 60 per cent of individual workers declined by 14 per

cent from 1973 to 1995, the howsehold incomes did not decline so sharply because of the

greater participation 'of women and the higher wages of women. According to Thurow,

women's participation in the economy of the USA is thus no longer voluntary, but

essential to protect the living standards of the majority of households - in a growiﬁg

economy - against being scaled down. The mad rush for success in the materialistic and

consumer-driven civilisation, hoqu, leads to the disintegration of the family and of
society at large. Crime rates in the USA are much higher than in Europe. It is alleged,
with a considerable degree of justification, that the cost involved in the prison population
in the USA is the American equivalent to Europe’s high unemployment™. Lester Thurow

asked the following question about the USA economy: “How far can inequalities [in the

USA] rise before the system cracks?”
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CHAPTER 1
GENERAL FEATURES OF ECONOMICS

The multi-dimensionality of Economics

a) A social (human) sclence
b) Struggle bstween MAN and NATURE
¢) Complex and even “impenetrable”

“Beauty in the eye of the beholder”

Economics and Human Belnas
a) Who wins in the struggle betwe=n Man and Nature?

b) Froblems related to human beings:

i} Economics has to do with the satisfaction of
" human needs - which human needs?
{Consumerism)

i) The problem of Wealth and Poverty

#) Labour as the most important production factor

Ideology and Revolution
(@

When does a revolution occur?

+ all the Revolutions in France 1789, 1830, 1848, 1871,
1958, 1868.

+ Communist Revolutions 1917, 1949, 1959.

+ The role of a new "idea" and the role of socio-economic
conditions - the “spark” and dry wood that must be
“inflammable®

{b} The New Left or Radical student revolution of 1968/196%
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&)

“Economy-in-motion” and “Economics-in-motion”

b) “The problems and mathods of Econaomics” are ever
changing

¢) The importance of Economic History

d) The importance of POWER - polltical, economic and
ideological power

€} The importance of Growth and Development

g) Schumpeter: If we left Growth out of the economy it
would be “fike Hamiet without the Danish prince”

The Heor ehrecad 7
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CIHAPTER 2
BETWEEN ECONOMISTS AND THE

ENVIRONMENT AND THE PROFESSIONALISATION OF

ECONOMICS

How contemporary problems shaped the ideas of the
Great Economists: |

(2) Adam Smith (1776) — his aim was to break
Mercantlism and the power of the Merchant
manopelists — he made a plea for the market.

{b) Ricardo (1817} - he got invoived in the clash between
the landed Aristocracy (Gentry)- and the emetging
Indusirialists — took side against the Gentry.

Marx (1867) - in his time Capital (Industrialists) were
in'a powerful position vis-a-vis the Geniry and Labousr.
He took the side of Labour against Capital.

Keynes (1936) — he fried to explain the Great
Depression and alleged that the markets is not atways
a self-regulating mechanism.

(c)

(d)

The Great Economists were ali concemed with unequal and/or

LY



2. How the Great Economists chongad the calise of

History

(a) Adam Smith: played a key role in the abolishment of
Mercantilism and in the rise of market-orientated
capitalism;

(b} Ricardo: his criticism against the Gentry and against
the Poor Laws resulted in
—-the Reform Act of 1832
— the repeal of the Poor Laws {1834)

— the repeal of the Com Laws (1846)

(Few Economists were as influential as Ricardo - the

Ricardian Laissez-faire system in place in Britain until

1914

() zluﬂv his criticism against Capitalism played a role in:

German weifare legistation {1880s)

- Lenin's crificism against Imperialism (1916)

— the hate of the Bolsjevist (Communist) against
Capitalism

— Marx exercised an enormmous influence on the
Social Sciences

(d) Keynes: he piayed arole in:
~— the end of Laissez-faire
—~ the rise of "mixed capitalism”

— the rise of macroeconomics

— General, Theory one of the 10 most influential books
of Smnomzaé

— {Keynes once said: "the world was ruled by liitle
else ... (than} economists and political
philosophers)

E

.\@\P Economists: A strange species

Joan Robinson:

;  "The purpose of studying Econamics ... is to
learn how to avoid being deceived by (other)
Economists”

G Meary:

“Economics is.the only profession in which one

can gain great eminence without ever being
right"

A Marshall:
"“The more | study Economic Science, the
smaller appeared the knowledge | had of it, in
proportion to the knowledge | needed"

Galbraith:
"One of the greatest pieces of Economic
wisdom, is to know what you do not know”

3. The Professionalism of Economists and the oreater
relevance of Economists

(a) Before 1870 Political Economy was practised by non-
+  Economists

(b) Economics became & University discipline from 1870
onwards

(c} Three events professionalised Economists in the 20b

century;

- the Great Depression

— the Second World War

— The nosmachm_m between pressure yroups )

cAecfog reol sheeq 4?,
() The 7
If E
fefrree

4 ?I\lgl L\ﬁ\llpl
mm |Mn\dhxu\r\+ “ (1 Se~c e

1270,

Will Rogers:
"The trouble isn't what people don't know: its.
what they do know that isn't so"

.GB Shaw: o
"f ali the Economists in the worid were [aid end
to.end, me.éoc_a. reach ... no conciusion”

AH Motley:
"If the nation's Economists were laid end to end,
they would point in all directions"

Winston Churchill:
"Whenever | ask England's slx leading™ . .. 7

Economists a question, | got.seven answers -,
two from Mr Keynes"

Veor
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CHAPTER 3 .

IDEOLOGY AND REVOLUTION

——

Definition of [deol

() With ideclogy we seek meaning and significanca in life

(b} Al of us believe in certain things ~ ali of us have prejudices
@_ Ideologies are very much part of aur lives

(d Close link between ideclogies and revolution - Idecloyy

legitimize revolution

The meaning of [deology
{a) . 1declogy is a method of "deceiving” people and of "distorting”

information .
{b) Philosophy, theory and ideas vs ideology {Ideclogy mobilize
people of action)
{©) _n._.mo._oﬁ ... havers in the wide gap between truth and lies
(d) ldeology contains the idea of a dream ... an utoplan dream
(e} Ideology describes the consciousness of a saciety

(f) Ideology provides the set of cancepts that people use to
interpret and understand the world around them

CHAPTER 4

DEMOCRACY, LIBERALISM (CAPITALISM) AND THE
WELFARE STATE

The three as| ects mdﬂ Modern | _o_aom_lmga moo:oamuo

wystems ;

a) Citizens are the sovereign CREATORS of the stute
authority

B} . Gitizens are potentially threatened by state power and

must be protected against this danger
c) Citizens are dependent on the services of the stale

The fripartite link between cifizens and state authorii

crystallised over fime in the modern Democratic Capitalist
Welfare State

a) Democracy and parliamanters antim-—
b} Liberalism, the rechistaat and capitalism

rY  The welfare atata and *snrial finhis”

\a

= S

4,
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Funigtiog. of

{a) Toenlist group solidarity - “we" that are "right"-and "they"
that are "mad"

(b) To express needs, Interests and expectations

{c) Tomanipulate

{d) Tounite and to legitimise an establishment

{e) Aninstrument for powerful communications ~especially in

advertising

the service of power

Different types of ideclogy

{a) Status quo ideologies

" (b) Revolutionary ideclogies

(¢} Reformistideologies

Mutual relationship between the citizenry and the state

a) Through representative democracy the %N%Q
“create” the authority of the state, and “give” legftimacy
and power to the state

b) Through the liberal rechtstaat Ecm.qm___mé the
autharities "create” a legal order which ensures
judicial, social and economic FREEDOM which leads

to the rise of Capitalism,

¢) The caging welfare state offer a minimum of essential
social services fo citizens

The mutual relationship befween Democracy, Liberalism
*(Capitalism} and the Welfare State ars not tix
subject to continuous change and adaptations, This is 3
very important POLICY issue,

The tise of Liberafism, Democracy and the Welfare State

a) 18% century witness the struggle for equal _%_
rights - X

Uuéﬁgéﬁﬁﬁﬁﬁéﬁéﬁ

c) 20 cantury witness the rise o minimum of socisl

-



The Rechistaat and the rise of Capitalism

1. Four characteristic features of capitalism

a) The property principie (all property is created by the

state) .

The political aim of nmgm_ accumutation for the sake
of sustained economic growth

The organisational role of the market mechanism

The administrative distribution of function between the
public and the private sectors.

Capitalism is nol a Natural but a contruct - it is a thin
made (and continually remade) by human beings

Every democratically elected government is no:m::oE
to *reform” the rules according to which the capitalist game is

Dlayed:

a) Property :mzm are redefined

" b) Political pr change
c) The state interferes with the workings of Em market
d) The %asm fine Detween private and public sectors is

shifted confinuously

Esping-Anderson (1996) summerises the
trade-offs in the three Weéstern worlds, as

follows:

N “[Continental] Europe opting for an mwah strategy,
subsidizing workers to leave the labour market

[at mm& zo.;: America and Britain favouring a

wage deregulating strategy fand the
consequential  greater  inequality]; - and

Scandinavia stressing a retraining mqmwmm,\ and

welfare state jobs, the latter mainly a source of
woman employment” (p. 258).

CAPITALISM

is not a NATURAL construct. It is a HUMAN or a SOCIAL

construct. It s a thing made by human beings and

something that must ba "wreated” and "remade” over and

Qver,

CHARACTERISTIC FEATURES OF CAPITALISM

The juridical principle upon which private ua_oma\ is
based;
The political aim of capital accumulation for the sake
of growth and job creation;

The organisational role of the MARKET in the
allocation of scarce resources,

The administrative distribution of functions between
the public and private sectors.

.

Mav GM Kmuger
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THE z_c._._._>_. RELATIONSHIP BETWEEN cmz_on_m>n<

Champions of Democracy want greatest amaunt of
POWER to be vested in the hands of elected
government (Want Hoveru-ns-
Champions of the Rechtstaat advocate the mamﬁmm
possible “space” for Capitalism in private sector -
Champions of growing welfare state advocate uamﬁmﬂ

__SLW.)EQ.

sacial expenditure for the sake of greater human
development, justice and the elimination of poverty

._mﬂo-._mﬁ The flourishin _._cm_.m__ma _.m_mmmm.ﬂm_a

Middle-class (property-class) control parfiament .-~ -
made a plea for *large” Rechtstaat

b) Neo-classical Economists maintain a n_omsmﬁ_n am__ﬂ
in the Invisible Hand of the free market
¢) Welfare Stafe only in Germany



3. 1914-1950: Full Demogracy takes final shape \J\ W 5. Since 1973: The revival of Neo-Liberalism and the “crisis”
- of the Welfare State
a) FWW fought for Democracy -
b)  Instability during the interwar period harmed the a) OQil crisis, stagflation and end of Great Consensus
confidence @t the market . b) Ideological polarisation between New Right and New
¢) Ideological battle took place between the desired Left . i
~ Economic system,Capitalism? Planning? Socialism? c) New Right blames stagfation on overgrown Welfare
Facism? Communism? State .
d} Government spending of percentage of GDP d) New Left blames stagflation on a too great
increased - concentration of Power in the hands of the Managerial
¢) Taxincreased elite of Big Business

Result:

‘Rechtstaat” win “space” at the cost-of Democracy and the
a) Bigger "space” for the Sozlalstaat (Welfare state) vis- “Sozialstaat”
_ &vis Rechtstaat ("Rechtstaat")
b)" Extended Welfare State introduced by Labour ’
government in Britain

w¢f . Gold era of high growth : 4,9% in OECD countries

d) Time of Great Consensus over Economic system of
" s+, - economic policy matters

e} During Golden Age ali economic aims promoted

4

af (%

CHAPTER 6 Why has it become a zaro-sum-game?

._.._._._m FOUR WORLDS OF CAPITALISM IN OECD COUNTRIES |

1. Negotiating power of working class increased considerable
capitalism i in the ma_m: >3m:nm: world during the Golden Age

-

2. Lower growth rafe since 1973

2, mwgm_ democratic Capitalism in the Scandinavian and 3. Rise of post-industrial economy and its negative effect on
mm_..m_cx countries based on the ideology of social job creation
= defigeraoy.
. ) 4. Relentless discipline of the Global markets
3. 5. Ageing of population and large pensions
wip ! . .
4 Government ¢pending as a % of GDP
baséd en & _.ﬁa___m»_o andfar oEE Brittain France Germany Japan  USA
.m _ 1840 10 i, 10 11 8
g 1929 24 9 21 19 10
- 1950 32 2 29 - 22
1960 32 35 32 18 28
THE TRADEOFF.PROBLEM 1970 8 38 37 19 34
o 1984 43 50 45 33 a
Since 1973 the trade-oif problem between social rights, full g

employment, prige stability and econormic growth has become a

1nuch mare difficult problem. ! has become a zero-sum-game. It
is ﬁm uo:& issue in the jast quarter of the 20% century.



