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Gosta Esping-Andersen

Accordmg to T.H. Marshall (1950), modern cmzenshlp is the fruition of a
democratization that spans three centuries. In the eighteenth century the
'm were laid with the principle of legal-civil rights; political rights
'emerged in the nineteenth century; and, as a preliminary culmination of the
democratic ideal, we see the consolidation of social citizenship in the
‘twentleth century.
On the threshold of yet another century, legal and political rights appear
firmly entrenched in most parts of the advanced, industrialized world. The
me, however, cannot be said for social rights. Many believe that the
elfare state has become incompatible with other cherished goals, such as
onomic development, full employment, and even personal liberties — that
is at odds with the fabric of advanced postindustrial capitalism.

he case for the inevitability of a third historical stage of social citizen-
hip also seems circumspect when we broaden our analysis beyond the old,
iature democracies. Despite what modermzatlon n_theory believed some
ecades ago, the new emerging industrial democracies do not appear set to
onverge along the Western welfare state path. Was T.H. Marshall, then,
ng to assume that modern civilization is cumulative and irreversible?
r, put differently, what kind of welfare state is likely to emerge in the
ture"
‘The modern_welfare state became an intrinsic part of capitalism’s
ostwar ‘Golden ‘Age’, an era in which prosperity, equality, and full _em-
loyment seemed in perfect harmony. It cannot be for lack of ‘prosperity
mlfare states are in crisis. The dizzying levels of postwar economic
-owth are long gone, but nevertheless real gross national product in the
ch. OECD countries has increased by a respectable 45 per cent since the
il crisis in the mid 1970s. Public (and private) social outlays, of course,
ew even faster but this trend was generally arrested in the 1980s. It is in
e equality/full-employment nexus that the essence of the crisis must be
; ound

,arey experts. Most can, nonetheless, be conveniently subsumeéd under three
main headings. There is, firstly, the market—dlstortxon view which argues



- new,and quite fundamental,trade-off does-exist-between-egalitarianism

/ that the welfare state stifles the market and erodes; mcentlves to work, save
. and invest. A second popular diagnosis focuses on the cataclysmic long-

,? { term effects of’ gopulanon agemg And a third group of arguments focuses.
on the consequences of the new global economy, which mercilessly punishes

dr profligate governments and uncompetltlve economiies.
Our study will not reject these arguments. We basically agree that a

ey e eeem e gy

Such issues are of pressing concern in contemporary Asia, South

. America, and East Europe precisely because economic modernization tears
gpart the old institutions of social integration. Yet, policy makers in these

nations also fear that such moral and political aims might jeopardize their

‘comparative economic advantage (cheaper labour), traditional elite

pnvﬂeges (non-taxauon of the rich in Latin America), or social culture

and employment; that global competition does narrow the field of
domestic policy choice; and that ageing is a problem. At the same time,
we feel that these standard accounts are exaggerated and risk being
misleading. In part, the diversity of welfare state types speaks against too
much generalization. In part, we must be very careful to distinguish what
are chiefly exogenous and endogenous sources of the crisis. On the one
hand, many of' the difficulties that welfare states today face are caused by
/iﬂarket failure: that is, badly functioning labour markets produce an
overload on existing social programmes. Some, of course, insist that this is
the fault of the welfare state itself. Thus, on the other hand, there is
posél‘.il"y/also welfarefszgte failure: that is, the edifice of social protection in
many countries is ‘frozen’ in a past socio-economic order _that no longer

obtains, rendering it mcapable of responding adequately to new risks and
ew 11sX
needs.
The malaise that now afflicts the advanced welfare states influences also
strategic thinking on social security development within the emerging

industrial democracies. Most pointedly, there no longer seems to be a

Swedish ‘middle way’. The neo-liberals suggest that the road to growth and

prosperity is paved with flexibility and deregulation. Their recommendation
for Latin America and East-Central Europe is therefore to emulate Chilean

-privatization rather than Swedish welfare statism. Critics hold that such a -

choice causes too much polarization and needless impoverishment, and that
it may prove counter-productive for modernization. Comprehensive social
security, they hold, is necessary because traditional familial, communal, or
private market welfare arrangements are wholly inadequate. It is also

. necessary because stable democracy demands a level of social mtegratlon -

that only genuine social citizenship can inculcate.
Indeed, these were the very same issues that dominated in postwar

Europe. Then, welfare state construction implied much more than a mere

upgrading of existing social policies. In economic terms, the extension of
income and employment security as a citizen’s right meant a deliberate
departure from the orthodoxies of the pure market. In moral terms, the
welfare state promised a more universal, classless justice and solidarity of
“the 1 people’; it was presented as a ray of hope to those who were asked to
sacrifice for the common good in the war effort. The welfare state was
therefore also a political project of nation-building: the affirmation of
liberal democracy against the twin perils of fascism and bolshevism. Many
countries became self-proclaimed welfare states, not so much to gﬁ/e a label
to their social policies as to foster national social integration.

b
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The advanced Western nations’ welfare states were built to cater to an
economy. _dominated by industrial mass production. In the era of the
‘Keynesian consensus’_there was no perceived trade-off between social

. securd deconomic growth, between equality and efficiency. This con-

sensus has dlsappeared because the underlymg assumptlons no longer

jmpossable full employment todayg must be attained via- services, given

mdustnal ecline; the conventional Cmale breadwinner family is erodmg,\

rfertﬂlty is falling, and thﬁ?e course is increasingly ‘non-standard’,)

Such structural shifts challenge traditional social policy thinking. In
many respects the symptoms of crisis are similar across all nations. In

“ others, there is notable divergence. Europe’s single largest problem is

chronically high unemployment, while in North America it is rising
inequality and poverty. Both symptomize what many believe is a basic
trade-off between employment growth and generous egalitarian social
protection. Heavy social contributions and taxes, high and rigid wages, and
extensive job rights make the hiring of additional workers prohibitively
costly and the labour market too inflexible. The case in favour of
deregulation seems validated in the North American job miracle’ of the
1980s even if this occurred against the backdrop of greater inequalities.
Critics insist that the associated social costs of the American ro e-are——
toof—hlgh”"\terms of polarization and poverty. They suggest @ ‘social
'~ investment’ 'strategy.,als an alternative. Rather than draconian roﬂ\backs,/

> @dea is to redlrect social policy from its current bias in favour of passive

incofiie” maﬁt&ance towards active labour market programmes_that ‘put
people back to work’, help households harmonize work and family obli-
gations, and train the population in the kinds of skills that postmdustnal

- society demands. The stress on human capital investment has, in the guise

of ‘productivist social policy’, been =n official dogma in the Swedish model for
decades It is now also a leading theme in the Clinton administration, in the
European Community, and also in East Asian countries (see European
Community, 1993b; Freeman, 1993).

The debate within the ‘emerging’ economies is quite parallel. Since their
perceived advantage lies in competitive labour costs, there is a natural
reluctance to build costly welfare state programmes. Many of these nations
~ particularly Japan — also face unusually rapid population ageing and
the spectre of unpayable future pension burdens. They recognize, however,
that as their wage cost advantage evaporates (there is always a cheaper
economy waiting on the horizon), they will have to shift towards higher
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One of the most powerful conclusions in comparative research is that
political and institutional mechanisms of interest representation and politi-
cal consensus-building matter tremendously in terms of managing welfare,
employment and growth objectives.* The postwar European economies

were able to maximize both welfare and efficiéricy owing to the capacity of

encoOmpassing interest organizations to promise wage Testraint-in-return-for
full employment. For these reasons, a strong social safety net had no major
negative effects on economies’ adjustment capacities or, more generally, on
growth (Calmfors and Driffill, 1988; Atkinson and Mogensen, 1993; Blank,
1993; 1994; Buechtemann, 1993).

But, countries with fragmented institutions will lack the capacity to
negotiate binding agreements between contending interests. Opposed
welfare, employment and efficiency goals more easily turn into zero-sum
trade-offs, causing inflation and possibly an inferior capacity to adapt to
change. Henc -4 favourable institutional environment may be as capable
as free markez\of’nﬁ?ﬁﬁﬁg_ﬂﬁiﬁiﬁty and cfficiency.) Thus; citing Ronald
Dore, de Neubourg (1995: 6) points to thié fallacy of wondering why,
despite her rigid institutions, Japan manages to perform so well. Instead,
the real question should be: ‘which features make the Japanese institutional
arrangements successful?” Strong consensus-building institutions in Sweden,
as in Japan, helped avoid negative trade-offs “for_decades. It is arguably
their erosion in the 19805 that best explains Sweden’s dramatic recent slide.

These issues are clearly relevant for the new industrial democracies. For

the ex-communist nations there is of course little doubt that the market
transition requires Sweeping privatization and institutional reconstruction.
It is equally clear that Latin America’s protectionist institutions have stifled
growth. It may also be that the quite ‘rigid’ regulatory mechanisms that
‘Jaunched full employment growth in East Asia will erode. J apan’s life-time
employment guarantee, for example, is now threatened (Freeman, 1993;
Freeman and Katz, 1994).

Our study documents the continued dominance of national institutional
traditions. This comes out in two important tespects. Firstly, while the
_postwar Western welfare states addressed fairly similar objectives, they 7

( differed both in terms of ambition and in terms of how they d@gf/ L
Secondly, as these same welfare states today seek to adapt, they do so very —
differently. A major reason has to do with institutional legacies, inherited
system characteristics, and the vested interests that these cultivate.’

SR

T -~

{

Challengesjto Western welfare states

The contemporary advanced welfare state faces two sets of challenges, one
specific to the welfare state itself, the other provoked by exogenous forces.
In the former case, there is a growing disjuncture between existing social
protection schemes and evolving needs and risks. This is due to changes in
family structure (the rise of single-parent households, for example), in

After the Golden Age? 7

. occupational structure (increased professionalization and differentiation),
and in the life cycle (which is becoming less linear and standard). Hence,
there is growing dissatisfaction with the welfare state’s capacity to address

emerging new_demands>

In the second case, the welfare state crisis is spurred by changing econ-
omic-conditions (slower growth and ‘deindustrialization’, for example) and
demographic trends (especially population ageing), both of which threaten
the future viability of present welfare state commitments.
The demographic and economic problems have received most attention.
 The former are caused by the combination of low fertility and longer life
expectancy which will engender burdensome dependency ratios and,
without strong economic growth, severe fiscal strain. In the EEC, the age-
dependency ratio will increase by 50 per cent between now and 2020; with
existing rules and benefits, this will absorb an estimated additional 5-7 per
cent of GDP (European Community, 1993a: 24). OECD (1988) projections
until 2040 _indicate that ageing alone will double or triple health and

» pension expenditures, especially in countries, like Japan, Wwhich experience

unusually rapid ageing. o
Still, population ageing does not automatically imply crisis. In part, the
cost of ageing depends on long-run productivity growth. The OECD (1983:
70) estimates that real earnings growth at an annual average rate of 0.5-1.2
. per. cent (depending on nation) will suffice to finance the additional pension

i - exp enditures;6 More to the point, the demographic burden is subject to

political management. Many countries are today reversing a ‘decades-long
policy of lowering retirement age. Also, maximizing employment will
‘automatically lower dependency rates. It makes a huge difference when, as
‘Scandinavia today, the overall activity rate is 10 or even 15 per cent
igher than in continental Europe. Here, again, it is decisive whether social

olicy encourages low female employment and early retirement (as in the <

EEC nations), or maximum participation (as in Scandinavia).” It is also
cisive whether, as in Southerit Europe and Latin America, the incidence
f informal, black market employment is high and growing. The spread of
gular work in countries like Italy is very much part of an inbuilt
ative spiral: the heavy social contribution burdens incurred by over-
d income maintenance programmes stimulate informal employment
1, in-turn, further erodes the tax base. '

e ageing problem depends mainly on births. It is often feared that

=T,

employment will jeopardize fetfility, and thus aggravate the ageing
. The facts, however, tell a different story. High fertility may accom-
,1ov§( female employment (as in Ireland), but then it may not (Italy
, 1-have, today, Europe’s lowest fertility levels). Female employ-
nd fertility are_record-high in Scandinavia. The welfare state makes
ive difference because female employment with fertility 35 possible if
services and liberal %r@vﬁions for leave are avziﬂ'iﬁfé./They are in
",ﬂbut not in most of continental Europe. To the extent that

>¢co.nomic independence is a defining element of postindustrial
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value-added production: hence, the East Asian governments’ phenomenal
stress on education.

‘What, then, are the prospects for the welfare state as we step into the
twenty-first century? Will the advanced nations be forced to sacrifice some,
or even most, of their welfare state principles? Will the new industrializing
nations opt for a model without a welfare state or, alternatively, adopt

some variant of western style welfare states?
Overall trends, alas, give little comfort to those who adhere to the ideals
of the welfare state, at least as it was traditionally conceived. The new

conflict between equality and employment that the advanced nations
Confront is increasingly difficult to harmonize. The conditions that made
the welfare state an essential part of economic development in the postwar
Western nations may not apply to, say, contemporary Argentina, Poland,
or South Korea. The causes of such pessimism are to be found in both
international and domestic change. WEM '

The changing international environment

The harmonious coexistence of full employment and income equalization
that defined the postwar epoch appears 1o longer possible. Many believe
that North America’
achieved by deregu

| freed markets which, in turn, reward the
winners inish the losers: hence, rising wage and household income
ihequalities, growing poverty rates, and maybe even the re-emergence of an
‘underclass’ (Gottschalk, 1993; OECD, 1993; Jencks and Peterson, 1991;
Room, 1990). Western Europe, with its much more comprehensive indus-
trial relations systems, welfare states, and also powerful trade unions, has
maintained equality and avoided growing poverty, but at the price of heavy
(especially youth and long-term) unemployment, and swelling armies of
welfare dependants, the combination of which overburdens social security
finances. Demand-led, reflationary strategies are no longer an option, partly
because unemployment is not merely cyclical, and partly because income
growth leaks out of the economy to purchase imported goods.!

The case for convergence: global integration k

Integration in the world today almost automatically implies open econ-
omies. Sweden, Australia and New Zealand, Chile, and the ex-communist
countries in Europe, are all shedding the protectionist measures that once
upheld their respective welfare state arrangements.

Openness is said to sharply restnct nations’ capacity to autonomously
design their own political economy. Both Australia and Sweden illustrate
the erosion of national options. As Castles shows in Chapter 4, Australia
could pursue what he calls the ‘wage earners’ welfare state’ model of job

security, full employment and high wages only as long as it adhered to
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protectionist measures. The price that Australia paid was lagging growth.
Sweden, as Stephens shows in Chapter 2, could balance (over-) full
employment with the world’s most generous and egalitarian welfare state
only as long as governments could control domestic credit and investments,
and as long as the labour market partners could guarantee wage moder-
; ation consensually. Following liberalization in the early 1980s, the Swedish
—economy suffered heavy capital leakage a abload_ﬂmﬁffmomesnc
investment and job generation. At the same time, Sweden’s tradition of
centralized national social pacts eroded. Enhanced openness in both
countries has compelled governments (both left and right) to cut back
social expenditure. Is it, then, the case that openness inexorably drives
welfare states towards a lowest common welfare denominator?

Much of Latln America and East-Central Europe is presently undergoing

tﬂ strategies. In the short run this tends to cause

equalities. In the longer run — as the case of Chile since the mid 1980s
- suggests — 1t can improve nations’ competitiveness, growth, and thus
employment.” The problem with radlcal hberahzatlon is that 1ts costs are

s

N B et

rate tose from 17 per cent in 1970 to 38 per cent in 1986. In 1983, the

unemployment rate reached a third of the Iabour force.®* In authoritarian
- Chile, organized resistance was effectively crushed. In liberal democracies,
:policy makers will have to rely on either persuasion or compensatory social
~guarantees. Persuasion assumes broad consensus, while compensation may
strain governments’ already fragile finances. In Latin America, as in East
and Central Europe, the gap between social need and financial means is
deepened by rising ‘informalization’ of employment. Employers and
workers exit from the formal employment relationship to dodge taxation
and job regulations.
If global wage competmon 1s a major source. of welfare state crisis in the
vanced “mations,. ge
ﬁ)ﬁe— Tresponsés. Lowermg wage costs in Europe and America may, at
st in the interim, safeguard otherwise uncompetitive domestic firms. The
shoot, of course, is an implicit sanctioning of poor productivity perform-
ce. The other source of convergence would come from rising labour costs
nong 3 the main global competitors, such as Japan, Korea or Taiwan.
ir relative labour costs have been rising, and will do so even more if, as

study believes, these countries are hard put to stall major social security
forms i in coming years.

case for digergence: the role of institutions

re are additional reasons why we should not exaggerate the degree
hxch global forces overdetermine the fate of national welfare states.
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society, the contemporary family needs the welfare state in order to
harmonize work and family objecnves likewise, the welfare state needs
children” —

The econowoblems that confront the Western welfare states are

typlc”ﬂy identified in terms of the _unemployment problem. The; Tombi- .

noticeably! Poverty and polarizaf
| and thus butden the pubhc

nation_of high wage costs (due to mandatory 'social contributions) and
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discrepancy between existing programme design and social demands. The
contemporary welfare state addresses a past social order; its ideals of uni-
“yersalism and equality emerged with reference to a relatively homogeneous
industrial working class. The much gredter occupational and life cycle
differentiation that characterizes ‘postindustrial’ society implies also more
heterogeneous needs and expectations. With greater career uncertainty,

rigidities (such as job tenure, costly termination payments V/or generous

social benefits) is widely regarded as a main impediment to job growth.

Generous social benefits are also held to reduce the work incentive.
\There is evidence that high marginal Iabour costs and stringent job rights

e

recenﬂy, Chile, pnvate plans depengpg,favomable tax concessions, that is
on pubhc subsidization. Secondly, experience from the Umted States shows
that defined-benefit ty type occupational welfare plans may incur the exact
same kinds of rigidities and cost burdens as social instrance. They tend to
inhibit labour mobility because workers fear to lose benefits, and because of
vesting requirements (the norm in the US is a five-year mmrmum), like
social security, private plans also impose high fixed labour costs.® Hence,
public sector efforts to trim social security are paralleled in the private
sector. In the United States, coverage under occupational plans has
declined dramatically in the past decade: medical care coverage by 14 per
cent, defined-benefit retirement coverage by 25 per cent In its place have
grown individual contribution plans.

Postindustrial employment trends are also potentlally problematic. Smce

labour will depend mainly on low wages.: They also seem to foster
a ical’, precarious ]obs such as in contmgeut work, mvoluntary part-

pﬁlarm between 4 core and a penphmorce (European

. Community, 1993b; OECD, 1993). The United States enjoys comparatively

low unemployment, but a disturbing rise in jobs that pay below-poverty
wages. The level of many social benefits has followed suit, p?oducmg
unprecedented levels of poverty.

Indeed, as we see in the United States, wage decline may easily produce a
vicious downward spiral of social benefits too, since adequate social
transfers in a low-wage environment are likely to nurture poverty traps.

Hence, both unemployment insurance and social welfare have eroded

American male_ prison populatlon is above one_million (and is nsmg)

pushing up spendmg on prisons, law and order. Secunty guards and law .

enforcement personnel are among the fastest growing occupations; the
annual per-inmate cost of incarceration is almost twice that of tuition costs
at Harvard University.”

The ‘endogenous’ problems of the welfare state lie in the growing

demands for more flexible adjustment, and changing family arrangements,
not to forget female employment, citizens also face more diverse risks.
Also the welfare state’s erstwhile ‘model family’ is no longer pre-eminent.
On The one land, we see ‘the rise of the two -earner, double-career unit; on
the other, the rise of divorced, smgle-person and smgle-parent households.
The former are often pnvﬂeged but it is also clear. that wives’ labour
supply is beconnng the only means by which lower-income households can
escape poverty or maintain accustomed living standards today. This is
_evident in the American case (Mishel and Bernstein, 1993). ‘Atypical’
families constitute a rapidly growing high-risk poverty clientele.'”

|
g
|

Welfa:e regime challenges in/ ‘other reglons

jThe ageing problem is, with the notable exception of Japan, less acute in
‘other regions. However, an equally severe demographic problem is massive

wunist welfare regime was charactenzed by three basic pﬂlars full and
bligatory employment; broad and universalistic social insurance;
highly developed, typically company-based system of services and
benefits. In fact, very much as in Scandinavia, its employment-
aximization strategy was the sine qua non of system equrhbnum since it
ed minimal social dependencres The 'post-democracy reforms have
e ﬁrst and third of these pillars. Instead of full employment has
rg_as_s‘ unemployment the collapsing (or privatized) state
ises are decreasingly capable of furmshrng accustomed services. As
lity of both is destroyed, existing income maintenance programmes
nder-financing and_ over-burdening, “The consequence, as Standing
in Chapter 8, is an alarming rise in poverty and mortality.
re countries define their competitive. edge in terms of favourable
ts, they will be wary of major welfare state advances. This is,
nly partlally the case. Following Japan, East Asia in general,
h Korea in particular, see their economic future in terms of an
orkforce — very much like Sweden did with her ‘productivistic’
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welfare state design. This obviously implies growing commitments to edu-
cation, health, and social services.!? A strong income maintenance system
will probably be difficult to avoid in this stenario to the extent that (1) an
increasingly educated, urbane, and professionalized labour force is likely to
distance itself from the traditionalist principles of the Confucian culture;
and(2) occupational company schemes are highly uneven in coverage,
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Table 1.1  Public social securit i
/ y and health expenditures as a per
of gross domestic product in selected countries, 1980—1990 percentage

i

~~ nations’ the signs of system c
active privatization in Latin America and East-Central Europe; on the

being rarely present or even viable in small or medium firms.

In contrast, Latin American development is to a much greater extent
based on natural resources. As these countries abandon protectionist,
import-substition policies they clearly face the labour cost problem more
acutely. It is in this light that Chile’s vanguard attempt to shift social
security from state to market must be understood.

/' Welfare state adaptation in the past decade

— -

Simmering symptoms of crisis became increasingly evident in the past
decade. Popular perceptions notwithstanding, the degree of welfare state
roll-back, let alone significant change, has so far been modest. This is clear
from the essentially stable levels. of socialexpenditure-(see Table 1.1-1.3).
Most nations, with the “notable exception of Britain and New Zealand, have
Timited _intervention to marginal adjustments,) such as delayed benefit

indexation, diminished jncomei’éﬁlac‘em“‘gnfiates and, most recently, a

return_to contribution-based (rather than carnings-based) pension benefit
calcul; 'ﬁ.ﬁ_f%till, marginal cuts today may have long-term /cumulative
= effects of aquite radical naturg,} If social benefits gradually fall - behind

“earnings, those who can seek compensation in private insurance will do so,
-, ihus weakening broad supp

ange are more evident: on the one hand,

other hand, embryonic welfare state construction in East Asia.

Since the early 1970s, we can identify three distinct welfare state re-

sponses to economic and social change. Scandinavia followed until recentl
a strategy of welfare state employment expansion. The Anglo-Saxo:
countries, in particular North America, New Zealand, and Britain, hav
favoured a strategy of deregulating wages and the labour market, combine
with a certain degree of welfare state erosion. And the continental Eurc
pean nations, like Germany, France and Italy, have induced labour sup
reduction while basically maintaining existing social security standard: !
three strategies were intimately related to the nature of their welfare sta

The Scandinavian route

By the late 1960s, the Scandinavian welfare states had largely achie
their aims as far as income maintenance programmes are concerned. Al
more comprehensive, universalistic, and generous, at this point the ‘so
democratic model’ was not radically different from, say, the Dutch

OECD countries' ~ 1980 1990
Canada’ “173 18.8
Demmark 26.0 278
France 239 265
Germany 254 ZJ.D
Netherlands . 272 28.8
Norway 214 . 28.7
Sweden 32.4 33.1
United Kingdom 21.3 27'3
United States 14.1 1:1.6
Other countries® 1975
Czechoslovakia 17.2 ]251,8;5
Hungary 14.9 16:2
Ukraine 13.8 17.3
USSR ) ) 13.6 15.5
Australia 10.3 9.2
New Zealand - 14.5 17.9
Japan 8.9 12'2
Argentina 6.8 6.1
Brazil : . 52 ‘ 50
- Chile ‘ 11.0 : 13.1
" Costa Rica : s 73

ort for the welfare state. Among the ‘new

=
- These fi iti i
" e 0%:res are based on OECD definitions which are not comparable with

“.Data for Canada refer to 1982 and 1990.

3 :

ILO-based data. For the ex-communist nati ing i

a1 ) . nations, spending is calculated i
rms of net material product. ' i ¢ sdin

es: OECD, Employment Outlook, Paris, 1994, Table 4.7
4 s s .7; ILO,
al Security, Geneva, 1991 i O, The Cost of

truly djstinqt Nordic — and especially Swedish — model came
w1th the shift towards active labour market policies, social
ansion, and gender equalization in the 1970s and 1980s. The
l'ded an expligit second stage to consolidate both equﬁlity .and a

§901a1 policy by maximizing employment and equalizing the
men. It was, however, also motivated by growing employment

dy decﬁnq in. manufacturing employment, and given Scan-
glly, egalitarian wage policies, it was from the start clear
-employment, let alone the rise in women’s employment
rely on p}ilif sector service jobs. Indeed, until the miti
Xp nsion came to a halt, this sector accounted for roughly
ngt; job growth in Denmark and Sweden (with Norway
ubl_lc emplement now -constitutes about 30 per cent of
point of view of women’s economic emancipation, the
ith public da}_fvﬂggxemggvering, about 50 per cent of s,mall
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Table 1.2 Social investment policies:* (a) percentage of labour force
involved in public training and employment measures, averaged 1990~
1993; (b) percentage of 18-year-olds attending full-nme education and

chﬂdren and with generous provisions for paid maternity and parental
leave, women’s participation rates (also with small children) in Denmark

training, 1990—1991

and Sweden, at around 80 per cent, are higher than those of prime-aged
“males in the rest of Europe.

! These figures exclude general education and private training programmes
Source: OECD, Employment Outlook, Paris, 1994, Table 1.18 and Table 1.B.3

Share of aged (%0)

“Table 1.3. Population share of the elderly (aged 60-plus) in 1990

I

@ ® i W The consequences of this strategy, intended or not, are both positive and
Denmark 12.8 69 % ~ negative. On the positive side; it permits women to | harmonize careers and
Sweden 6.3 56 § "'fertlhty It has helped absorb unskilled wi wﬂers m Well-pald employment.
France 9.9 78 § -And, it has also generated equality: the difference in men’s and women’s
Germany 4:9 81 ,§ eammgs and life cycle behaviour is rapldly erodmg, the two-earner, double-
Ttaly 48 na % career household is now the norm; and in comparison with everywhere else,
Netherlands .30 74 i the poverty rate among female-headed families is insignificant. And, with
Australia 49 52 7 maximum employment levels, the welfare state is assured of higher tax
Canada 4 3.3 58 2 revenue and lower dependency levels.'®
United Kingdom 2.0 25 S - On the negative side, the most dramatic result is an extremely high
United States 2.6 55 degree of gen@f"é?éfegatmn with women concentrated in (typically part-
Japan 0.1 na W and males in the private sector. Although this may
’Czech Republic 1.7 na partly reflect women’s preference for the more flexible conditions of public
Hungary (1992-3) 3.0 na employment, the high social costs, absenteeism rates, and disruptions to
Poland (1992-3) 3.6 na

production that are connected with women’s employment lead private
employers to prefer male workers. Work absenteeism rates in Sweden are in
fact extremely high'™ Another, less noticeable, consequence is the very |
proportion of low-skilled (albeit well-paid) jobs that a social-servic

, strategy foduces. In facf, the overa]l share of unskllled serv1ce ]obs 1s

States (Espmg-Andersen 1993) This;” agam suggests an unpleasant trade-

Europe © off between either mass Joblessness or mass suboptimal employment in
Czech Republic 16.6 * services, be they driven by the private sector (as in America) or the public
France 189 z - sector. Of course, it makes a huge difference from a welfare point of view
gz?lg fg:g a that Scandinavian public employment offers good pay and security, but
Italyg ’ 19.9 -~ here we also arrive at the increasingly evident Achilles heel of the system:
Norway ‘ 212 ~the growing tax burden that a huge public sector labour market incurs.
Poland 14.8 ‘With high rates of productivity growth the syéfem can be sustained; when
Russia ‘ 153 ~ productivity or private investments are shiggish, severe cost problems
Sweden B4 - emerge. This is exactly the situation that especially Sweden faces today:
The Americas - declining fiscal capacity combined with rising pressures on public job
Argentina 13’} creation and/or income maintenance. Only Norway, with her oil revenues,
}él;ﬁlda 12:7 has so far avoided the problem. Swedish policy makers and unionists can
Chile , 3.9 no longer avoid wage flexibility and major social benefit cuts.!®

Costa Rica 6.4 Still, Nordic social policy trends hardly point in an ‘American’ direction.
United States 169 True, wage differentials have grown and adjustments of the marginal tax
Asia and Pacific rate and social entitlements have aimed to reduce negative work incentives
Australia 153 and high absenteeism. Thus waiting « days for sickness benefits have been re-
Japan 172 introduced, replacement rates for sickness, parental leave, and unemploy-
§Z::; g);)tg) 175:‘1‘ ment benefits have been trimmed and, in Sweden, the second-tier pension

Source: United Nations, Demographic Yearbook, New York, 1993

programme (the second-tier earnings-related pensions) has been radically
overhauled: pension contribution years have been extended and, more
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importantly, benefits are now more closely related to contributions. This
marks a move away from Sweden’s tradition of allocating benefits as a
matter of rights relatively independent of contributions.

There is also a visibly stronger accent ‘onc“workfare’ . (despite rising
unemployment). Thus, work and traini : :

quireménts hiave been strength-

i
&
L

ened substantially in—Swedish unemploytent insurance,and Denmar

introduced a job guardiitee for young workers
ment. Also, to combat informal employmen ind negative
the marginal tax rates have been drastically T duced — as wi
teform, particalafly so for higher-income earners. Fimally,
towards decentralization and privatization of service delivery, particularly
in Sweden. Tt would, however, be a Tmistake to see this as a neo-liberal
strategy of marketization. All providers remain subject to centrally defined,
stringent norms and the move appears much more motivated in terms of
efficiency criteria and in terms of allowing services to vary more in
accordance with differentiated client demands. Here we see an example of
how the more heterogeneous ‘postindustrial’ need structure compels social
democracy to depart from its traditional universalism. Regardless, as
Stephens argues in Chapter 2, the drift of these reforms is marginal
adjustment, not a paradigmatic shift away from the basic principles of the
welfare state.

Perhaps the ‘m st remarkable trend in Scandinavian social policy is the
_shift of priorities in favour of the young and adults — groups that in the
traditional full jif)lbf}(m—?;@;i)'t_;s__»;ﬁg@f{@i@ﬂ”@lqguire oonly marginal

welfare state intervention. In a sense what is emerging is a new life cycle

definition of social policy with the recognition that contemporary family

e

ks and needs over the active,

and employment transformation poses new 1isx :
adult phasé o “people’s life_courses. This is reflected in the surge of adult
retraining_policies and lifelong learning, in the schemes to facilitate

geog?@hical and job mobility, and in the joint parental leave provisions. It
is also reflected in the attempts to secure the economic well-being of new
family types, such as single-parent households. Scandinavia, indeed, is the
only group of European countries in which social expenditure trends favour
the young over the old.
Here, then, is one manifestation of an emerging ‘social. investrment’
_-approach. However, its longer-term viability is doubly uncertain. There is,
{ firstly, the conflict between the principle of universalist egalitarianism and
~ the growing heterogeneity of the population structun_e} There are indications
that the more privileged social strata are exiting from the welfare. state, be
it in terms of private (mainly individual) pension plans or services. Thus,
failures to constantly upgrade welfare programmes may, in the long run,
odus of the elites which, in turn, will undermine the solidity
of the welfaré state foundations. The dilemma, of course, is that the fiscal
capacity to effect such an upgrading does not exist.
A second, and more serious, threat comes from the _goﬂapse_oi,full

emolovment. The limits to public employment growth have qugﬁrﬁqgched,
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ﬁvhich.means that any employmeht strate ust rely mainly on services in
‘ﬂclggrga\tis‘fector. ThlS, in turn, poses the question of investment ifcentives
gnd wage dtffe}rentlals. A low-wage strategy of the American type might
generate more jobs but would, in effect, seriously weaken the welfare state
edifice. -

- ’Re%ardlesSrprﬁsenﬂyfvgl:*y;hajjg unemploymenL tes_seem-to-contradict

-~ the validity of an active ‘social investment rappr’()iéh‘. In other words, does
- the presently severe crisis of the. Swedish. model.affirm the neo-fibera]
-position that large welfare states in whatever guise are to be dismantled?
‘The answer will ultimately depend on one’s diagnosis of the present crisis.
Some, like the Swedish economist Assar Lindbeck (1994), diagnose i&
‘as a ope-way_causal street: a crisis induced primarily by the welfare
tate’s negative effects on work, savings, and investment. This analysis is, ~
‘however, 'hot.ly contested. The main negati\}éﬂéffe?é{;ééaé to derive from thé
very egalitarian wage structure and marginal taxes which give disincentives
to - work more hours and to invest in additional skills. Otherwise, evidence
of any major work-disincentive effect is_scarce (Atkinson and Mogensen;”
993); moreover, Swedish long-term pggcgggqxw;lg ‘performance has not beer;
,preciably inferior to the European or OECD average (Korpi, 1992). In
fact, the slowdown in growth, productivity and employment ov::r the bast
-8 years may easily be attributed to tranmsitory factors (especially the
dden }1aemorrhage of capital to the EEC in anticipation of the single
;arkgt in 1992) or cyclical factors (the recent recession). As Sweden is now
full EEC member, investors’ fears of being left out should subside. In the

apable of overcoming its pfgsgfﬁafréi;}l?gﬁtation. The real iss
ve more to do with rebuilding institutions rather th i i
4% ‘ an dismantling the

> neo-liberal route

group of nations deliberately adopted deregulato -dri
trategies during the 1980s, notably the United Statos r}g;it:;l;ﬂf;ddlli\},:vnv
}and;, to a lesser degree, also Canada and Australia. Since ]’?»ritajn and
Iglmzifa.land were once pioneer welfare states with strong full employment
e%t:l}::,dtlslz:tzzemphﬁes a radical regime shift. This cannot be said
he policy shift has been far from uniform. It accompanied the
.Eq}ment of protectionism in New Zealand and Australia; it meant a
,anl_’l? Wt?akening of trade unions in the US and UK, whife in contrast
’trzvillas hbe_ralization policies were actually implen;ented with trade
on c'oopera.tlon. In either case the gist of the policy was to manage
- mic decl'm.e. and dpmesti_c unemployment with greater labour market
_,_%gg_ilc_@@_tyl This has involved social policies, primarily in terms of
,Cmg,@eﬁs_ggl_ql'wg_ge”a‘t_ld legislated or de facto minimum Wages. Except
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for New Zealand’s active programme dismantling, the most favoured
approach combines a move towards greater selectivity, gradual erosion of
benefits and/or coverage through failure to adjust social programmes in line
- with economic change, and ‘workfare’. This style of more ‘passive’
alteration will, . asMyle&arguemChapter 5, have only marginal effects in

the immediate term, but possibly far-reaching consequences in the longer
run.

- The failure-to- adJust _approach. typifies Amencan somal pohcy The
minimum wage dropped to only. 38 per cent of average earn
value of social assistance beneﬁts (aid to families with dependent children:
AFDC) to 24 per cent by 1989 (Moffitt, 1990: 210). Similarly, the
percentage of the unemployed receiving insurance benefits declined steadily
from about 70 per cent in the mid 1970s to 33 per cent in 1989. Thus, with
the principal exception of pensions, the already quite weak Amencan social
safety net was allowed to further erode.

#A basic assumption i in the American model is that the market should

supplement” the Mety net. In the postwar era this meant
- primarily negotiated occupatlonmans In this sense, however, welfare
~state decay is accompanied by market decay: private-coverage in health and
. pensions has declined steadily during the 1980s, particularly among young
and low-wage workers. The reasons are quite clear: on the one hand,
employers seek to cut down on high (and growing) fixed labour costs; on
the other hand, an increasing share of the labour force is employed in firms
and sectors with traditionally low coverage. Yet, while conventional
occupational plans decline, there is a noticeable growth in more indi-
vidualized employee financed (and tax advantaged) programmes, such as
the 401K plans.

A common feature in the neo-liberal route is rising inequality and

" . poverty. During the 1980s, the lowest-decile earners lost ground relative to

the median, by 11 per cent in the US, 14 per cent in the UK, 9 per cent in

Canada, and 5 per cent in Australia (OECD, 1993). In contrast, most

European countries exhibit essentially stable earnings differentials, and a
odest rise in poverty. ——

The underlymg;ause is wage deregul 1> The ‘low-wage’ phenomenon
in these countries is espemally “a mong unskilled, non-unjonized
workers, and among young entering cohorts. However, as we have seen
there are substantial national variations in the incidence of poverty and
income polarization. Both Castles’s (Chapter 4) and Myles’s (Chapter 5)
studies suggest that this can be explained by welfare state differences.
Compared with the United States, Canada’s unemployment coverage did
not erode. Both Australian and Canadian welfare policies have become less
universalistic and much more targeted. The methods of targeting, however,
differ appreciably from classical means-testing: eligibility is decided on the
basis of income or tax returns, and the principles of selectivity are meant to
preclude the rich rather than to include only the demonstrably poor. Take-
1mn wntan nmnans hich and the annrnach. seems mite effective in protecting
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high-ﬁSk groups. Indeed, Australia actually raised benefits for especially
W}nerable groups, such as families with many children. It is primarily this
which accounts for Australia’s substantially lower incidence of poverty.

" There is some evidence in favour of the positive employment effect of
wage flexibilization..Employment growth in the 1980s has been two to three

times higher in _these countries than in the rest of the OECD%Thls is also
qmte consistent with the ‘Baumol cost-disease’ thesis, since much of the job
growth appears related to lower wages in serv1ces (see Baumol, 1967;
Blackburn et al.,
cmployment outcome is desirable. Low-end jobs may be unattractive, but
they do provide a large pool of easily accessible first-entry jobs. This helps
integrate youth, women, and immigrants into the labour market. On this
count, the American scenario contrasts very favourably with the European.
The burning issue, of course, is whether these jobs become dead-end traps;
that is, whether the low-wage strategy fosters a new kind of chronically
nnpovenshed postindustrial proletariat. Research on this issue is still fairly
r dlmentary, but much suggests that moblhty chances are substantial,

~ The low-wage strategy nurtures employment growth in low-productmty
usy jobs’ where even full-time, all-year. employment results in below-
poverty income (Burtless, 1990). Hence, a low-wage labour market entails a
double-jeopardy: it necessitates higher income maintenance transfers (such
a8 social assistance) and, at the same time, produces poverty traps (since
.. low wages create a disincentive to work). The wage flexibility scenario
rings with it additional problematic consequences. There is a worrying
erosion of the traditional fringe benefit packages of corporate welfare.
Disappearing jobs tend to be in industries with developed welfare plans; a
large part of the new jobs is concentrated in companies with little or no

13 per cent of GDP on health care, the number of persons without
adequate protection is very high (an estimated 30—40 ‘million) and growing.
In other words, an American style lean welfare state that assumes company
prov1ded supplements is likely to face a growing crisis of adequate social
protection.

The gap in social protection-is. most acute_in | younger child famlhes ' This
is due to the low earnings capacity of single mothers ¢o combined with a real
declme in social benefits. But also married women’s ability to supplement
the incomes of low-earner husbands is often impaired by the lack of
ffordable child care. In both types of cases, we see an alarrmng rise of
,;Chlld poverty in Canada, the UK and in the USA.!6

~ The poverty problem associated with the ‘low-wage’ strategy is clearly
- concentrated among particularly vulnerable clienteles such as the unskilled

- .and single-parent households. In the short run the risk can be reduced by -

1990: 72ffm question, however, is whether the

occupational benefits. Despite the fact that the United States spends almost -
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upholding the standards of income maintenance programmes, but if low
wages remain the only option to welfare dependency, this clearly nurtures
poverty traps. Political conflict in today’s America is heavily flavoured by
two opposed solutions to this: the right’s strategy of essentially abolishing
welfare; and the Clinton administration’s active social investment strategy

which favours subsidized training—A-strategy of wageflexibility-would-be
potentially much less harmful were it systematically connected to an active
training programme (Lynch, 1993).17 '

i T

The jjobless. gxg\gg:ch:s;;@gariqﬁ,is) especially acute in EEC Europe. If we go
back to the late 1960s, overall employment ratios were basically identical in
Scandinavia, North America, and contintental Europe (an average of 65
per cent of the working-age population). Since then, the employed-
population rate has risen to 76 per cent for males and 60 per cent for
women in the United States, and to 83 per cent for males and 76 per cent
for women in Sweden; meanwhile, the EEC average has fallen to 57 per
cent. Besides unemployment, the main difference lies in married wormen’s
and older males’ activity rates.'® :

While the Scandinavians have managed the surplus of ‘deindustrialized’,
largely };ggkiﬂll_@,ﬂ mgsﬁsﬁes' with retraining and job creation, and the Americans
with wage erosion, the continental European nations have opted to subsidize
ir_exit, especially through early retirement. This has arguably produced
sider—outsider’ divide, With a sr '
workforce enjoying high wages, expensive social rights, and strong job
security, combined with a swelling population of ‘outsiders’ depending either
on the male breadwinner’s pay or on welfare state transfers. '

The roots of this strategy lie in the continental European welfare states’

combination of highly (if not overly) developed social insurance -

(inordinately biased towards pensions) and underdeveloped social
services.!® Social insurance means that entitlements are related to one’s
employment record, implying the necessity of a long unbroken career. The
underlying assumption is that family members can depend on the full-time

male breadwinner, and that wives are generally responsible for social care -

within the household. Hence, tax policies typically punish working wives,
and the welfare state is extremely underdeveloped in terms of social services
to families/ Public child care coverage in Germany, the Netherlands, and
Italy is below 5 per cent. Similarly, the percentage of elderly living with

. their children is about 40 per cent in Italy and Spain, but under 10 per, cent
~ in Scandinavia and 15 per cent in the US (OECD, 1994a: Table 13).2%The

continental European welfare state is thus essentially a familialistic transfer

. state.

This helps explain its preference for early retirement (or disability
pensions) as the principal policy for managing ‘deindustrialization’. As
2 derived consequence, it also explains the high labour cost problem,

mall, predominantly male, ‘insider>

T S N e
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: employment;inﬂexibilities, and the catastrophic levels of long-term youth
-~ unemployment. The productivity gains that may come from labour reduc-

tions are egsily o_utweighed by the associated costs. Social insurance
‘finances are increasingly in deficit because contributions fall short of benefit

£ ~payn'lenﬂt‘s__” Th;gvprotilem is_gqgment_edﬂby fragmented insurance funds:

deﬁCIIS_aIZG_SD\ ometimes - g,lmﬁlndsga{lémg,derhmq g _occupations
(such as miners’ or general workers’ insurance), while the funds for growing

occupations tend to be financially healthy.

~ The rising financial requirements that come from mass retirement and

mass qumployp:e.nt mean growing social contributions and thus fixed
labour costs. This is especially true in Italy and France where labour supply

- reduction has been most intense. The indirect effect is that employers will

prefer to regulate their labour needs via an adjustment of hours rather than
assume extra workers; it also means that the marginal cost of part-time
workers tends to be prohibitively high, thus additionally disfavouring
female employment. And, high labour costs with rigidity in the context of
mass u.nemplloyment mean that both employers and job seekers have a
strong incentive to exit from formal employment relationships. This can be

“seen in the very large black economy, and in the rise of self-employment,

neither of which of course broaden the-welfare state’s tax base.

This kind of system has an inbuilt tendency t¢ augment labour market

rigidities. If we consider that most families depend on the male earner’s pay

ocial rights, and when we add to this the declining number of active
years due to later entry and early exit, the result is that the typical worker

- can ill afford any risks or employment breaks across his active career. The
~ consequence is that voters and trade unions will defend the existing rights
“of the ‘insiders’ as forcefully as possible. There is an implicit conspiracy to

- safeguard the prime-age male worker even when this harms his wife’s, sons’

- and daughters” employment prospects. ’

The problem has obviously not gone unroticed, but owing to trade

ugjon, employee and even employer resistance, major efforts at flexibiliz-
~ ation are eaS{ly blocked or neutralized. Italy’s liberalization of part-time
. employment in the 1980s has had virtually-no. practical - effect. Many

= couptries have implemented temporary hiring provisions, but except for
. Spain and, to a lesser degree, France there has been no visible rise in
-...temporary workers — and,in these two countries the reform has augmented
the ter_nporary worker share but not overall net job growth. Paradoxically
o ’th;lre 1Isl'hstrong e};/idencz1 that a growing workforce of flexible temporarie;
- -only enhances the rigidities and privile insi i

. Domdo, 1908, gil P ges of the insiders (Bentolila and

There are two equally plausible explanations for why flexibility fails: (1)

e it is still too early to fully see the effects of flexibilization; (2) employers
- May avoid shifting to new labour practices in the interest of maintaining
= harmonious industrial relations.”! A case in point is that, despite weakened
i ‘Vrvorkcr dismissal provisions in Belgium, France and Germany, employers’
lay-off behaviour has hardly changed (Blank, 1993: 166). ’
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Most agree that these countries need to decrease labour market rigidities.
The problem is twofold. The first aspect is that the welfare of individuals
and families depends on precisely those elements that cause rigidities in the
first place: job security, high wages and expensive social contributions. The
second is that informal, atypical and often black market activity becomes
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A second group of countnes exemplified by Brazil and Costa Rica, has
“r”shunned’neo-hberahsm and has in fact taken some steps towards
Strengthemng ning their pubhc soc1a1 ] safety nets, in both cases adopting a fairly
umversahstlc\approach in terms of population coverage. .-
' 'Fherfhud,,EasLAsmn, group_is | paradomcallyjnot]:nglobalLy umqueam:La

the chief compensatory strategy for those seeking work. These have in
common that they dodge burdensome social contributions and rigid
dismissal regulations. It is symptomatic that self-employment is the only
source of real job growth in economies like the Italian or Spanish.

From this perspective, it seems clear that the transfer-induced labour
reduction strategy must be drastically reversed. In fact, on this there is
widespread agreement. There is now a uniform move to raise retirement
age, lengthen contribution requirements, and also diminish the burden of
mandated social contributions. One strategy is to encourage the growth of
employer plans, and a certain trend in this direction is visible. Still, it is
unlikely to be a panacea precisely because — as in North America — this
does not solve employers’ labour cost problems. Privatization, then, more
likely implies individual insurance plans and, thus, very uneven coverage.

More generally, to reduce rigidities it is clearly necessary to diminish

farnilies’ dependence on the single male earner. The key, then, is to
augment the supply of, and demand for, women workers. Thus, it is
difficult to see how the continental European model can avoid breaking
with its traditional familialist, income transfer bias. It is in fact on this issue
that much of contemporary political conflict focuses: the left typically
advocating a ‘Scandinavian’ social service expansion; the right (especially
Christian democracy) proposing ‘a ‘welfare society’ approach that would
reinforce the family — for example by introducing a housewife salary — and
local community voluntarism. Considering the fiscal strains of the present
social insurance systems, neither strategy seems partlcularly viable.”?

f,r" :-‘”\l
The emergence 0‘3' new welfare states‘ijg
Are the nations of East-Central Europe, East Asia, or Latin America in the
process of emulating the Western model, or are they following qualitatively
new trajectories? If by ‘new’ we mean models that deviate markedly from
existing welfare states, the answer is essentially no. Our survey suggests the
makings of distinct trajectories that do not necessarily correspond to
regional clusters. “‘\

One, compnsmg East—Central Europe, Chile, and Argentlna follows
broadly a i]beral Str eegy>based on privatization of social insurance, a
reduced pubhc social s ‘safety net, a shift towards targeted means-tested
assistance, and a free-market bias in labour market regulation. The market-
driven strategy in Latin America must be seen against the backdrop of a

highly status-segmented, quite chentehsnc and seriously underfunded social

inanirance tradition

rrwpartlcular privileged groups suc

hybnd “of Existing ‘welfare state characteristics. It shares with the continental

i Euro an model an emphasis on familialism ‘and an averswn ‘to_public

"Its"embryomc socral insurance schemes tend to fo]low the

as the civil service, teachers or the
mﬂltary In these countnes, social secunty is far from comprehensive, nor

the vacuum of social protectlon has spurred the rise of co‘n“i’pﬁ“ﬁy’s‘p‘o“ﬁsore -

:;, I
- - occupationa welfare, especially in Japan. As a consequence, a certam

~degree of ‘Americanization’ has evolved: the modesty of public welfare

rests on the assumption that primary sector male workers will be covered
under private plans.

- When we evaluate the paths taken in these regions, we should first of all

remember the stark contrast between the crisis-ridden economies of Latin

- America (and recently also Bast-Central Europe), and the amazingly
dynamrc economies of East Asia. Indeed, the general economic climate of
the former two regions in the 1980s was much more similar than most
 believe: declining per capita GDP, inflationary pressures, huge debt prob-
~lems, soaring unemployment and the urgency to reform highly protected

' monopohstlc mdustnes Both reglons embarked on ‘more or less rigorous

to cushion the” shock therapy Wlth soc1a1 secunty itially, virtually all
industrial redundancies
- were countered with attrition and early retuement The dramatic fall in

] Tevenues, coupled with unexpected levels of unemployment and income loss

per cent) led in many countries to v1rtua1 collapse of the existing social
- .security system and a uniform shift towards targeted means-testing.

. The region as a whole experienced a net job loss of 6 million (12 per cent
of the labour force) between 1989 and 1993. Participation rates have

 declined while irregular unemployment and under-employment have risen
(OECD, 1994b). Unemployment and poverty have been growing every-

where, but there is a clear difference between countries like Hungary and

- -the Czech Republic on the one hand, and Poland and the CIS states on the
- other. As Burda (1993) and OECD (1994b) suggest, the former countries

--were more prone to negotiate the transition strategy, the social safety net
© remained stronger, and there were more active employment policies,
- particularly for youth and the unskilled.**

.As Standing demonstrates in Chapter 8, the shock therapy — combined
with social nolicv — has often ndded to alreadv existing distortions. The
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policy of taxing wage growth (as a means to stem inflation) gives the
stronger firms incentives to shift to non-money wages. Those outside this
~ sector find their hvmg standards dramatically reduced. An often sharp
deterioration of the minimum wage has eroded both earnings and most
social benefits (the latter, pegged to the minimum wage, have eroded to the
point where they equal 2030 per cent of average wage: OECD, 1994b). In
the labour market, the drift is from protected, full-time jobs towards
marginal, often black economy jobs, and the results are unemployment (the
effect of which is to exacerbate the tax problem), an across-the-board fall in
real wages, and the emergence of “Third World’ poverty rates (at present,
40 per cent in Poland; reputedly 80 per cent in the Ukraine).
In a nutshell, what has been_privatized are individual risks rather than
/7 the means to confront them The lack of functioning financial institutions
/ makes private insurance deﬁcult 1o estabhsh\ Hence, with the crumbling of
the public social éecﬁnty system and the obstacles to a private alternative,
- the structure of social protection that remains resembles increasingly the
kmd of poor rehef that the advanced nations successfully left behind.

"A quite similar scenario is described for those Latin American countries
which embarked on a neo-liberal restructuration strategy. Traditional social
security in most Latin American nations can best be described as a
patchwork of patronage insurance, typically favouring privileged workers.
Hyper-inflation and tax avoidance have meant that these face serious fiscal
problems, but also that more aggressive reform efforts are difficult to
contemplate. For these, as well as for other reasons, the Chilean experiment
with privatization holds considerable interest.

Huber’s study indicates that privatization has so far been a mixed .

' blessmg Chile’s shift toa pnvate individual, retirement account system has

prOhlblthCly high.”Geénuine coverage under the programme appears also
quite modest, perhaps because it is purely employee financed. The new
private schemes are essentially inoperable for the large mass of low-paid,
marginalized, or unemployed workers. In other words, privatization in Chile
has largely meant a replication of many of the same faults that characterized
public insurance. The principal advantage of the new system is that it is
financially solvent, and that its huge savings help capital markets.

It is on the labour market front that Chile’s liberalization strategy
appears more positive, at least over the longer run. The short-run effects, as
we have indicated earlier, were devastating in terms of industrial closures,
mass unemployment, and immiseration, a trend we also see in Argentina.
Clearly, Latin America’s over-protected and monopolistic industries were
hardly viable and primary sector labour markets, too, were extremely rigid.

¢ The Chilean shock therapy relied ‘on the authoritarian regime’s ability to

' cruish the trade unions, and it may therefore not exemplify a viable strategy

for other nations. In fact, the Argentine approach seems to favour accords
with existing interest organizations.
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pﬁime hzrdfa’lleﬁ&peﬁ:enhn 1974=>5;-and-another-16-per-cent-in
82. Real incomes in 1983 were no higher than before Pmochet but they
re much more unequally dJstrlbuted (Pereira, 1993 37-9).%

strengthen social pohcy in a clearly umversahstlc dl_regtlon espemally in
care (although, as Huber notes in Chapter 6, universalism in Brazil
quesflonable owing to heavy political patronage). So far, these countries
have experienced neither declining incomes, nor rising unemployment and
verty. But the long-run viability of this route is uncertain. It remained
ssible in Costa Rica until generous American aid dried up, and
nsidering inflation (especially in Brazil), huge foreign debt, and stagnant

mocracy’ seem in doubt.

Turning finally to the peculiarly hybrid East Asian welfare regimes, the
st thing one notes in a comparative framework is that social security
velopment lags behind their economic achievement. One argument has
en that Confuc1an family welfare remains an effective functional equiv-
ent to Welfare statism. Critics hold that the survival of three-generation
useholds is pretty much due to lack of any alternative.

Be that as it may, the issue of welfare state construction is now, for

tion-building efforts mean also a need to extend citizens’_rights. Also,
p%pﬁlatlon agemg, urban _mobility, and mi ization are causing a
tly care. Moreover, the low-wage-based industrial
acle_ of ‘orea-and Taiwan is rapidly being exhausted, implying the need
for\sweepmg industrial restructuration and, in its wake, the likely
emergence of unemployment and a host of new welfare problems. In
much more advanced Japan, the system of lifelong employment and, with
it, corporate welfare guarantees is weakening. The equilibrium of the
Japanese combination of rather modest public benefits, private supple-
ments, and virtual employment security (for the male labour force at any
‘ate) rests not only on familial care, but also on the job guarantee. . :
So far, these €as growmg economies have suffered labour shortages

rather than unemployment, and this has helped minimize the income risks
of the male breadwmher and has sustained families’ caring capamty But
this is not likely to continue indefinitely. In response to the growing strains
of the ‘Confucian model’, these countries have taken a series of cautious
_steps towards a more comprehensive social policy. However, exemplified by
South Korea’s reforms in the late 1980s, neither do they approach anything
close to universal coverage, nor are benefit levels adequate to bring

- recipients much beyond subsistence level. Taiwan’s recent national health

'falh'ng GDP, the future prospects for a Latin American style ‘social o

veral reasons, intensely debated. In Korea and Taiwan, post-democratic .-~
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care reform (September 1994), 1mt1ally intended as umversal and obliga-

tory, is voluntary and gaps in coverage are thus likely to remain.

Policy makers’ hesitation to commit themselves to a genuine income
maintenance system is partly due to fears of unusually rapid population
ageing in the coming decades. This is particularly the case in Japan where,
indeed, the conservatives seek to reinvigorate Confucian familialism as a
compensatory strategy. This closely parallels the Christian democratic
policy in much of Europe, and for basically the same reasons it is unlikely
to be effective. Women in Japan and South Korea, as in Germany and
Ttaly, are having far fewer children (fertility rates are now far below
replacement), and are increasingly entering the labour market. What is
more, population ageing in Japan is, comparatively speaking, extremely
skewed towards the very old, meaning those with particularly intense caring
needs. The percentage of people aged 80-plus will triple by the year 2020
(OECD 1994a: Table 15) ‘/

Keyne51amsm families save for lack of adequate soc1a1 secunty covi
A’ genuine welfare state, it is feared, will undermine this ‘incentive: ”Smce
moreover, these economies are characterized by sustained growth and quite
egalitarian income distributions, there is some legitimacy to the assumption
that most households have the capacity to save — at least if they are urban
and based on a primary sector breadwinner. Nonetheless, as Japan already
demonstrates, the suppression of consumption is not possible forever. The
East Asian countries place much greater emphasis on gducation than on
income maintenance, in large part in anticipation of structural “unemploy-
ment and (partial) ‘demdustnahzatlon They are therefore potential
vanguards in terms of stressing a ‘social investment strategy’.

Conclusions: major trends and policy dilemmas B

In most countries what we see 1s\dot radical chadge but rather X;frozen’_

welfare state landscape. Resistance to change is to be expected long-
established policies become “ostitutionalized, and cultivate vested interests
in their perpetuation; major interest groups define their interests in terms of
how the welfare state works. Thus, social security systems that are backed
by powerful interest aggregations are less amenable to radical reform and,
when reform is undertaken, it tends to be negotiated and consensual.
Continental Europe is the clearest case of impasse, while Australia and
Scandinavia represent change via negotiation. At the other extreme, in
Chile and the ex-communist nations, whole scale change occurred against
the backdrop of the collapse or destruction of the existing organizational
structure. In between these poles are countries, like the United States or
Britain, in which a more gradual erosion occurred in tandem with

weakened trade unionism.
Tha Aanast Af anmnrahancivie ond centralized canceneanchnildine mechan-
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that now also beset the famed Swedish miodel. 165 Iong-standlng capamty to
~ reconcile ambitious and egalitarian welfare goals with full employment has
- seriously decayed.

____There is a_seemingly 1 umyersaLttad ff between equality and employ-

" ment. Its roots may lie primarily in the new global order, but our study

“Tdentifies significantly different national responses. Within the group of

- advanced welfare states, only a few have undertaken radical steps to roll

- back or deregulate the existing system. All, however, have sought to trim

henefits at the margin or to introduce cautious measures of flexibilization.

~ As we have seen, those following a more radical liberalization strategy do -

~_ better in terms of employment but suffer a high cost in terms of inequality

- and poverty. In contrast, those resilient to change pay the pnce of high
- unemployment — continental Europe in particular.

~ A similar perception of a trade-off between equality and efficiency has

always dominated social pohcy debates. In the postwar era it was w1de1y

Today, there are few that are optimistic with regard toa v1ab1e “third - wayj

~ Still, many of tHe Coumtties we have surveyed pursue strategies designed to

mediate or soften the trade-off. One, represented by Australia and Canada,

- combines liberalization and a shift towards more select1v1ty and targeting
"j;v w\tHEconcon'utant nse m beneﬁts to those ost at risk. Their approach to

: uggest that the strategy is somewhat successful. These countries have
~enjoyed an employment performance that equals the American without
~alarming rates of impoverishment.
~ Another strategy, evident in Scandinavia, consists in shifting welfare state
~resources from passive income maiftenance to employment and family
‘ promotion. The era of public employment growth has clearly ended and,
instead, policy is directed to active labour market measures, such as
-~ training and mobility, and wage subsidies. Scandinavia appears now to
have accepted that greater inequalities are unavoidable but seeks to build in

giaranices against thesé being concenfrated in aﬁ?ﬁﬁicular stratum, or
becommg permanent across people’s life courses. In this regard, the Nordic
’welfare states may be said to spearhead a ‘social investment’ strategy. They
have clearly not escaped high unemployment, or the necessity for sig-
nificant cuts in social benefit levels. Yet, their unemployment record must
e gauged against the backdrop of record high activity rates and, contrary
o continental Europe, very modest degrees of soc1a1 | marginalization,
exclusion, and youth unemployment.

~ More generally, if a return to full employment will have to rely on
;;_Tgreater earnings inequalities and a profusion of ‘lousy’ service jobs, active
 Social investment policies should diminish the chance that certain groups
‘become chronic losers. ‘Lousy’ jobs will constitute only a marginal welfare

S nrohlam fand mav avan ha hanaficiall if thay ara maraly ctAn.man T Ar aacy
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first-entry, jobs for school leavers or immigrant workers. They are a major - en demand ‘employment ar}’_glga_tgr economic mdependence the

problem if they become life cycle traps. We know that education and skills § & fmily 5 O ly to be ﬂex1ble and less ss likely to be poor lf it can rely
offer the best odds for people to move on to better jobs. Hence, a low-
wage-based employment strategy can be reconciled with equality if there

andmav1an expenence demonstrates that these demands can be
exist guarantees of mobility and improvement.

onized with a comprehensive network of public services. However,

Privatization is one of the most commonly advocated strategies in the
current welfare state crisis. In fact, it is promoted for two distinct reasons:
one, to diminish public spending burdens and encourage self-reliance; the
other, to respond to the more differentiated and individualistic demands of
‘postindustrial’ society. In practice, there have as yet been very few sub-
stantial privatization reforms and the case of Chile remains therefore quite
unique. However, a process of ‘creeping’ privatization may be under way in
many couniries, mostly because of gradual erosion of benefit or service
levels.

If privatization entails a shift of welfare responsibilities to companies, it
is-very unlikely to become a panacea since corporate plans similarly inhibit
flexibility and i incur heavy fixed labour costs. Indeed, they are being rolled
“back in tandem with public programmes. In addition, such plans are hardly .
viable in a service-dominated employment structure where firms are smaller
and the labour force less unionized. The alternative is defined contribution
plans or individual insurance schemes (like the Chilean model, or the
rapidly growing IRA or 401K type plans in America).

Individual plans do have positive aspects. Besides encouraging savings,
they permit individuals to tailor their welfare package. However, if they are
meant to substitute for, rather than merely supplement, public schemes,
their capacity to furnish social security in any universal way is highly
- dubious. Besides, the growth of such schemes has everywhere been nour-
ished by public subsidies, such as favourable tax treatment.

Parallel to’pr1vat1zat10n is a certam shift away from deﬁned benefit tod

ﬁscdﬁra1ns of contemporary-welfare-states-generally-prohibit-such-an
ansion; high wage costs make it unlikely in the private sector.
‘o the extent that the trade-off between socnalAsecunty and jobs is

on, thefe is an_alterne alternatlve,‘source_,of

On a final ncte we should not forget that the initial impetus behind the
+war welfare state went beyond the narrower social policy concerns. As
echanism for social integration, the eradication of class differences, and
ion-building, the advanced welfare states have been hugel_y successful.
Sart of the welfare state crisis today may be s1mp1y a question of financial
and rising unemployment. In part, it is clearly also related to less
ﬁmble needs for new modes of social integration, solidarity, and citizen-
i The market may indeed be an’ efficient mechanism of allocation, but
t of building solidarities. There is little doubt that these more intangible
ties constitute an important element in the embryonic welfare state
Jution in the new industrial democracies of Asia, South America and
stern Burope. The economic effects of the welfare state can certainly not
disregarded. Yet, we should not forget that the only credible rationale
d economic efficiency is that it will produce welfare, “The idea of social
tlZCnShlp may. therefore extend also into the twenty-first century

|
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tially tHT””lfare sfﬁf“ €s (or Ci compames) are Wlthdrawmg their commitment § -

to_benefit adequacy — one of the major welfare teforms of the 1960s and ;
. 1970s. In the Swedish case, this is less likely to generate major mequalm
‘owing to the high levels of income security guaranteed by the basic,
universal ‘people’s pension’. But this is not the case in systems, such as the
Chilean, where individual contribution-based plans are the sole source of
‘income maintenance — short of means-tested public assistance. .

In many welfare states, income transfer programmes were perverted over
the past decades, becoming an inducement not to work. In the continental
European countries, this strategy has exacerbated rather than eased the
underlying employment problem: adding to the burden of lab ur costs for
the shrinking ‘insider’ labour force and thus raising the cost of entry for the
outmdersp siders’,_youth especially. It increases the family’s dependence on the
sole (usually male) breadwinner’s job stability_and pay.

It is, then, clear that one of the «g_r\egtdchhallengqs for the future welfare
state is how to harmonize wom enf with familv formation

e

1 This argument, while prevalent in current debates, must be accepted with serious caution.
give an example, while the import share from the newly industrialized countries (NICs) has
n substantially, it remains the case that an estimated 80 per cent of total EC member state
e occurs within the EC.

2 A recent study of trade liberalization in Latin America suggests strong, positive effects in
rms of productivity performance and growth (Edwards, 1994).

3. Poverty trends in the ex-communist states seem to correlate closely with the extent to
which the new regimes apply radical ‘shock therapies’. In a recent overview, Cornia (1994)
resents figures for the “ultra-poor’, meaning households with income less than 2535 per cent
e average wage. From 1989 to 1992, their share rose from 8 to 20 per cent in Poland;
rom 19 to 30 per cent in Romania; and from 3 to 27 per cent in Russia. In contrast, the rise
as ' moderate in Hungary (from 3 to 6 per cent) and in the Czech Republic (from 1.5 to 7 per
ent) Similarly, the Czech Republic and Hungary have experienced much lower unemploy-
ment rates (OECD, 1994b).

~ 4 The literature on this topic is truly enormous. For a very recent comparative study, see
Freeman (1993); for a general review of research, see Esping-Andersen (1994). Streeck (1992)
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has recently argued that these very same conditions also facilitate economies’ adaptation to
new and more flexible production methods. ’ ' )

5 Two examples will suffice at this point. First, as Castles demonstrates in Chapter 4, the
negotiated liberalization strategy that the Australian Labor government .pursued with the
unions scores more favourably in terms of both equality and growth than New Zealand’s,

which was pursued in conflict with,existingg'nte:esLassociations,fsecendly,fdeeades—oflsociaj
security institutionalization cultivate vested interests. Thus, it is virtually impossible to
amalgamate occupationally exclusive social insurance schemes.

6 An economy’s productivity performance is thus vital. The carnings performance of many
nations in the past decade suggests that such levels of growth may not be so easily attainable,
In the United States, for example, real manufacturing earnings declined by an annual average
of 0.2 per cent during the 1980s. In Europe, where labour shedding has been much more
dramatic, productivity and thus wages have grown at higher rates (1.7 per cent in France, 0.9
per cent in Italy, and 2.4 per cent in Germany) (Mishel and Bernstein, 1993: Figure 9A).

7 Freeman (1993: 3) shows that the percentage aged 15-64 years working (adjusted for
hours worked) was identical in Europe and the United States in 1973. By 1990, Europe’s
activity rate was about 12 per cent lower than the American. As Freeman concludes,
Americans work the equivalent of one month per year more than the Europeans.

~8 In the United States, the typical company pays 11 per cent of wages to legislated social
contributions, and another 12 per cent towards fringe welfare benefits (Blank, 1993: 167). This
compares with the EC average of 24 per cent to the former and 5 per cent to the latter. In
heavy social contribution nations, like Italy, the former approximates 47 per cent, the latter 2
per cent (recalculations from European Community 1993a, Table 21).

9 T owe this point to Richard Freeman who, with considerable justification, sees the prison
population as the American equivalent to Europe’s long-term unemployed (personal com-
munication).

10 Own calculations of Luxembourg Income Study (LIS) data for the mid 1980s show that
single-parent (almost all femiale-headed) households face extraordinarily high poverty risks.
Using the standard 50 per cent (adjusted) of median income as the poverty measure, the
percentage of these households in poverty is 60 per cent in the US, 57 per cent in Canada, 27
per cent in Germany, and 19 per cent in both France and Italy. In contrast, the Swedish rate is
4.5 per cent. The impact of divorce may also be economically catastrophic, at least for wives.
Burkhauser et al. (1991) show a 24 per cent income decline for American wives one year after
divorce, and a full 44 per cent drop for German wives. The husbands’ income loss is relatively
inconsequential: 6 per cent in the US and 7 per cent in Germany.

11 Hashimoto (1992: 38) shows that 65 per cent of the elderly in Japan live with their
children (down from 77 per cent in 1970). Choi’s (1992: 151) data for South Korea show even
higher rates (76 per cent). He also shows that 44 per cent of the aged are economically entirely
dependent on their children. According to the official South Korean poverty line definition,
more than 20 per cent of the aged are poor; about half have financial difficulties; and more
than half of those who actually receive a pension find it difficult to live on it. A major reason
cited for poverty among the aged is that their children avoid providing or are unable to
provide, support for their parents (1992: 151).

12 The accent on education is already visible. According to Goodman and Peng’s data in
Chapter 7, the proportion of middle school (junior high school) graduates that continue to
secondary-level education (senior high school) is 96 per cent in Japan and around 90 per cent
in Taiwan and South Korea.

13 This discussion has focused on the gender angle of the policy, but it should rightly be
generalized to the population at large, and to older workers in particular. Thus, combined with
active labour market policies of retraining, rehabilitation, and job reinsertion, the strategy has
succeeded ~ so far — in maintaining high employment levels also among youth and aged
workers. The activity rate of males aged 6064 is 64 per cent compared with 54 per cent in the
US, 32 per cent in Germany, 25 per cent in France, and only 15 per cent in the Netherlands.

14 In the aggregate, Swedish absenteeism rates are about double those in Germany or the
Netherlande Tn 1088 +ha ahaantaninee madn ac facce oo 1. 3 A e ..
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éhﬂd aged 0-2 was a whopping 47.5 per cent. Critics argue that the system is too generous and
{hus: encourages abuse. This is partly true, but ignores also the Swedes’ treme.ndous effort to
‘move the disabled and hard-to-employ from passive income maintenance to active employment
in the economy (Bjorklund and Freeman, 1994). . . .

15 The high wage costs and taxes are widely believed to spur negative work mcentlveg and
dden*empley—ment,—althoug—hfhardﬁv—ideneefis—difﬁeult—te—eom&byf(sewhoweverrAtkms.on
and Mogensen, 1993). Still, it is indicative that self-employment has been the fastest growing -
" form of Swedish job growth in the 1980s. . . 3 ‘
.16 Based on own calculations of LIS data, child poverty in two.-parex}t families doubled in
*the United States during the 1980s (from 12 to 22 per cent) and tripled in the UK .(from 5to
C s per cent). Canada’s rise was more modest (from 1.1 to 14 per cent). The tise in. poverty
" among single-parent households was even more dramatic, except in the UK which registered a

- decline. . . L )

°" 17 The presence of a more active training policy may, however, in itself not sufﬁge }f not

coupled to a strong institutional framework. As Soskice (1991) suggests, the lack of thl's in the

UK means that only a tiny proportion of those leaving school at age 16 receive any
apprenticeship training. N

18 Again, starting similarly in the 1960s, the activity rate of males, aged 60-64, has

3 'dropped to 25 per cent in France, 31 per cent in Germany, and 15 per cent in the Netherlands.

. The comparable rate is 64 per cent in Sweden and 54 per cent in the US. Note, howe\fer, that

"::female employment rates, especially among the younger cohorts, have begun to rise since the

mid 1980s in Germany and the Netherlands where part-time jobs have become more common.

19 In Italy, 60 per cent of total social expenditure goes to the aged; in Germany, about 45
. per cent. This contrasts with 30 per cent in Sweden (which is equally ‘aged’) and 40 per cent in
“'the US (OECD, 1994a: Chart 1).

.20 As in East Asia, there is a clear declining trend. The problem of aged care is doubly
‘acute since the only real alternative to family care is (extremely costly) hospitalization.
" 21 Several studies give credence to the former interpretation, suggesting that the shift to
‘temporary workers will accelerate throughout the 1990s (Standing, 1993). On the other hand,
_Buechtemann’s (1993) analysis of the German experience suggests that employers use
’ ‘temporary contracts as a screening device but subsequently extend permanent contracts in
‘most cases.
22 In Italy, voluntary associations have grown tremendously over the past decade,

- particularly in areas Such as care for the elderly and disabled or drug addicted. It is, however,

" “evident that this has been helped by the availability of a huge pool of non-employed youth and
-women.

23 State ownership has been widespread in Latin America, accounting for 40 per cent of
~industrial output (compared with 8090 per cent in East Europe) (Przeworksi, 1991: 143).
24 The Czech case is interesting since it combines low unemployment rates with a level of

e employment loss (at 10 percent) equal to others. In part, this is explained by retirement, in part
G by job creation schemes (250,000 jobs were created in 1992). It also seems that more drastic
L employment losses have been avoided by the strategy of privatizing prior to rationalizing firms

- (OECD, 1994b).
o+ 25Tt is also unclear how liberal is this liberalization strategy. The encouragement of
- markets appears to require heavy public subsidies; in part, as we have seen with pensions; in

part, subsidies to private enterprises which in the 1980s were around 4.3 per cent of GDP
(Pereira, 1993: 37).
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