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2 Politics & Society

The comparative study of advanced capitalist political economies—comparative polit-
ical economy or “CPE” for short—has a long and distinguished pedigree, going back
to Andrew Shonfield’s Modern Capitalism.! Despite many disagreements, contribu-
tors to this field of inquiry have emphasized institutional differences between coun-
tries and the way that such differences have refracted political and economic responses
to common economic shocks or opportunities. In the wake of the financial crisis of
2007-88 and the Great Recession of 2008-9, this broadly shared consensus seems to
have fallen apart. Faced with new theoretical and empirical challenges—for example,
growing inequality, the rise of finance and household debt, and the interdependence of
Eurozone member states—CPE scholars have split into two camps: on one side, those
who emphasize the common, socially regressive, trajectory of capitalism from the
1970s onward and, on the other side, those who continue to underscore the resilience
of national models or, in other words, cross-national diversity.

Seeking to transcend this glass half-full or half-empty debate, we present an ana-
lytical framework that addresses commonalities as well as differences in the trajecto-
ries of advanced capitalist economies. Our main theoretical innovation is to return to
Keynesian and Kaleckian insights neglected by CPE scholars. Borrowing from post-
Keynesian economics, we emphasize the demand side of the economy and place the
distribution of income, among households and between labor and capital, at the center
of our analysis. We focus, in this paper, on cross-national diversity, but in contrast to
the varieties of capitalism (VoC) literature inspired by Peter Hall and David Soskice,?
we do not conceive this diversity in terms of institutional equilibria that predate the
crisis of Fordism in the 1970s. Our analytical framework identifies multiple growth
models based on the relative importance of different components of aggregate
demand—in the first instance, household consumption and exports—and relations
among components of aggregate demand. Our “growth models” are more numerous
and more unstable than Hall and Soskice’s “varieties of capitalism.”

Empirically, we illustrate our approach with data for Germany, Italy, Sweden, and
the United Kingdom over the precrisis period 1994-2007. In all four countries, the
Fordist model of wage-led growth ground to a halt as the institutional channels
whereby productivity growth fed into household consumption and investment—most
obviously, collective bargaining based on strong unions—eroded in the 1970s and
1980s. Germany, Sweden, and the United Kingdom illustrate, we argue, three different
solutions to the problem of finding a replacement for the faltering “wage driver,”
whereas Italy is a case of persistent failure to solve this problem. Over the period
1994-2007, the United Kingdom relied on household consumption as the main driver
of economic growth, spurring household consumption through a combination of real
wage growth and the accumulation of household debt. In marked contrast, Germany
came to rely on export-led growth, repressing wages and consumption to boost the
competitiveness of the export sector. Sweden enjoyed robust growth of both exports
and household consumption. Italy, finally, experienced sluggish growth in both
domains and, hence, overall stagnation.

We argue that Sweden’s balanced growth model was made possible by the (grow-
ing) importance of knowledge-intensive, high-value-added, goods and services in the
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Swedish export mix. Alongside this emphasis on the price sensitivity of exports, we
seek to unpack the coevolution of growth patterns and inequality trends. We argue that
the growth models illustrated by Germany, Sweden and the United Kingdom represent
responses to the shift of income from labor to capital that began in the 1970s and that
these growth models in turn have had important implications for earnings inequality as
well as the distribution of income between labor and capital. The expansion of low-
wage employment in private services should be seen, we think, as a critical feature of
the export-led growth model exemplified by Germany. Consumption-led growth in the
United Kingdom as well as Sweden has generated labor-market conditions favorable
to unskilled (service-sector) workers.

Two of our cases, Germany and Sweden, are consistently coded as coordinated
market economies, or CMEs for short, in VoC-inspired literature. The United Kingdom
is, of course, conventionally considered to be an archtypical liberal market economy
(LME) while Italy is typically assigned to the residual category of mixed market econ-
omies (MMEs). The cases included in our analysis were selected to illustrate the diver-
sity of post-Fordist trajectories among CMEs and similarities that cut across
conventional CPE categories, but not to test specific causal hypotheses. We do not
claim that our comparative analysis controls for competing explanations, nor do we
claim that Germany, Sweden and the United Kingdom represent all possible growth
models in the post-Fordist era. In our view, the CPE literature to date has been far too
preoccupied with building typologies and classifying countries. The purpose of empir-
ical analysis in this paper is not to defend a particular typology, but rather to illustrate
our approach to comparative political economy.

The rest of the paper is divided into three parts. The first part engages in a critical
review of existing literature and sketches our approach. The second part compares the
growth experiences of Germany, Italy, Sweden, and the United Kingdom over the
period 1994-2007, illustrating and developing further the analytical framework set out
in the first part. The third part concludes by identifying issues for future theorizing and
empirical research.

Theoretical Discussion

We begin by briefly discussing the evolution of comparative political economy since
the late 1970s and some limitations of the CPE tradition. Our critical discussion
focuses on the VoC approach, the dominant paradigm of the last twenty years, but its
main points pertain more broadly. In due course, we will introduce post-Keynesian
macroeconomics in the Kaleckian tradition and, against this background, present our
conceptual approach to post-Fordist growth models.

Comparative Political Economy

As a field of inquiry spanning sociology and political science, comparative political
economy emerged in response to the economic crisis of the 1970s. Early contributions
to this new field sought to explain divergent government responses to the oil price
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shocks and the new phenomenon of “stagflation.”® More broadly, CPE pioneers sought
to map out how national economies were adjusting to changes in world markets and
production technologies and to explain these adjustment strategies in terms of political
institutions and producer-group coalitions.*

Although much of the early CPE literature focused either on the role of the state or
the role of organized labor in the political economy, the “VoC approach” developed by
Hall and Soskice in the 1990s placed firms and business networks center stage. For
Hall and Soskice, the first question that comparative political economists ought to ask
is whether or not firms have the capacity to engage in strategic coordination and
thereby overcome a wide range of collective-action problems. At the same time, Hall
and Soskice synthesized key insights of previous CPE scholarship and recast these
insights in the analytical language of the economics of organization, conceiving “vari-
eties of capitalism” as institutional equilibria from which rational actors do not have
any incentive to deviate.’

Distinguishing between liberal and coordinated market economies, LMEs and
CMEs, VoC scholars have insisted on the internal coherence of each type of capitalism
and argued forcefully against the idea that liberal market economies are inherently
more efficient or competitive. More or less explicitly, the VoC literature has, until
recently, celebrated Germany’s coordinated market economy as a “worker-friendly”
and egalitarian alternative to the neoliberal model of stock-market capitalism. Most
distinctively, VoC scholars have consistently argued that globalization, far from being
a source of convergence between LMEs and CMEs, has served to accentuate the dif-
ferences between these models of capitalism, with firms and governments seeking to
gain (or maintain) competitiveness based on the distinctive comparative advantages
bestowed by each model.®

In our view, the extent to which the CPE literature of the 1980s and 1990 was influ-
enced by the anti-Keynesian revolution in economics has not been adequately appreci-
ated. Assuming that governments could do little to affect rates of unemployment and
growth by boosting aggregate demand, comparative political economists instead
focused on the role of “supply-side institutions”—corporate finance systems, indus-
trial relations regimes, vocational training systems and the like—in determining the
sustainable (“non-inflation-accelerating”) rate of unemployment. The title of an edited
volume published in 1991, Beyond Keynesianism, aptly captures this orientation. In
his seminal contribution to that volume, Wolfgang Streeck argued that the German
industrial relations system prevented German employers from responding to intensi-
fied competition by cutting costs and, at the same time, allowed them to compete
based on continuous improvements in labor productivity and product quality.’

Soskice incorporated Streeck’s argument about institutional supports for diversi-
fied quality production (DQP) into his theory about comparative institutional advan-
tage and capacities for innovation, but with a distinct twist. In Soskice’s formulation,
German business (owners and managers) have a “pre-strategic” preference for pre-
serving the institutions of coordinated capitalism, independent of unions’ or govern-
ments’ countervailing power, and this accounts for the resilience of the German model
in the face of globalization and declining union power.?
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Table I. Average Annual Change in 90-10 Earnings Ratios, 1975-95 and 1995-2011.

1975-95 1995-2011
USA .042 USA .040
New Zealand (84-) .033 Australia .036
UK .024 Norway .035
Australia 017 Denmark .029
Italy (86-) 012 Germany .028
Sweden .010 Switzerland .026
Netherlands (77-94) .001 Finland .022
Japan -.005 NewZealand .020
West Germany (84-) -.011 Canada 013
Finland (77-) -.017 Netherlands (—10) .012
France -.021 UK .012
Sweden .010
Belgium .005
Japan -004
Italy (-10) -.010
France (- 10) -.011
Ireland -.025

Note: Unless otherwise indicated in parentheses, the figures refer to change in 90-10 ratios from

1975 to 1995 and from 1995 to 2010. Total change over each period has been divided by the (country-
specific) number of intervening years. For France, the data refer to net earnings (posttax) earnings from
employment; for all other countries, they refer to gross (pretax) earnings.

Source: OECD relative earnings database.

The hegemonic role of the VoC paradigm should not be exaggerated. Critical com-
mentaries and empirical studies challenging specific VoC propositions abound, but
they do not add up to a coherent alternative framework or research agenda. Most
important for our purposes, the VoC-critical literature focuses on the problem of
explaining common trends among advanced capitalist political economies, typically
conceived in terms of “liberalization.” The critics of VoC—ourselves included—have
failed to generate alternative analytical categories for grappling with the core problé-
matique of comparative political economy: the (national) diversity of capitalism.

Trends in earnings inequality illustrate the pertinence of this challenge. Earnings
inequality has long featured as an important concern of comparative political econo-
mists. The conventional wisdom of the CPE literature holds that market forces, associ-
ated with technological change and globalization, have been a source of rising earnings
inequality in OECD countries, but institutional arrangements characteristic of coordi-
nated market economies have muted or deflected these pressures. By and large, the
existing literature conceives rising earnings inequality as an LME-specific
phenomenon.'©

Table 1 reports changes in earnings inequality, measured by the 90-10 ratio among
full-time employees, over two time periods: 1975-95 and 1995-2011. Country trajec-
tories over the first period conform closely to conventional CPE wisdom. The four
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LME:s for which we have data all experienced significant increases in the 90-10 ratio.
Earnings inequality also increased in Italy and Sweden over the period 1975-95, but
much less, and in most CMEs (or “non-LMEs”) it either held steady or declined.
Turning to the more recent period, however, we no longer observe the same correspon-
dence between varieties of capitalism and trends in earnings inequality. The United
States and Australia stand out as the two countries in which earnings inequality
increased most sharply in this period, but a number of core CME countries, including
Germany, have experienced more growth of earnings inequality than New Zealand,
Canada, and the United Kingdom, and Ireland stands out as one of the countries in
which earnings inequality declined from 1995 to 2010.!!

Table 1 clearly shows that earnings inequality has become a more pervasive,
OECD-wide phenomenon and that CMEs have, on average, tended to catch up with
LMEs. In our view, however, the variation in inequality growth among erstwhile
CMEs, and also among erstwhile LMEs, over the last couple of decades poses a more
interesting puzzle, inviting us to develop new analytical categories and perhaps leave
behind the distinction between LMEs and CME:s altogether.

Brought to the fore by economic sociologists and heterodox economists rather than
by CPE scholars,!? the topic of financialization illustrates the same basic point, at least
if “financialization” is understood to entail rising household indebtedness. As docu-
mented by Lucy Barnes, there is no discernable difference between LMEs and CMEs,
as conventionally coded, with respect to either levels of household debt or increases in
household debt since 1995, and cross-national diversity with respect to rising house-
hold indebtedness cuts across the LME/CME divide.!3

In seeking to explain why inequality has grown in some CMEs, CPE scholars have
emphasized dualizing institutional reforms and a growing divide between labor-mar-
ket “insiders” and “outsiders.” Kathleen Thelen’s recent reformulation of the VoC
framework distinguishes two different CME trajectories: “dualization” exemplified by
Germany and “embedded flexibilization” exemplified by Sweden and Denmark.!# In
our view, labor-market dualization is indeed a prominent feature of the German expe-
rience since 1990, but it should be seen as part of a larger transformation of the German
political economy, involving a fundamental change in the relationship between domes-
tic consumption and export competitiveness.

Like many other CPE scholars, Thelen treats deindustrialization as the main
driver of institutional and political change in advanced capitalist political econo-
mies.!> By contrast, our approach assigns a key role to exports of services and
manufactured goods and to the entrenchment of export-led growth at the expense of
consumption-led growth. It is true, as Thelen notes,!¢ that manufacturing today
accounts for less than 20 percent of employment in most, if not all, OECD coun-
tries. Relative to GDP, however, the size of the export sector has grown in most
OECD countries. In some countries, notably Germany, manufactured goods remain
the main source of export earnings while in others, including Sweden and the
United Kingdom, exports of services have become increasingly important. In both
sets of countries, exports are more important to economic prosperity now than they
were in the 1970s.
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Our emphasis on exports and competitiveness represents a return to core themes of
the CPE literature of the 1980s and the 1990s, but we depart from that literature in two
crucial respects. Borrowing from post-Keynesian economics in the tradition of Michal
Kalecki, we treat distributive struggles as a key factor in the evolution of growth mod-
els. Second, and related, we seek to break with the strong emphasis on supply-side
institutions in the CPE literature and to bring macroeconomic dynamics to the fore.

We do not wish to imply that macroeconomics have been entirely absent from the
CPE tradition. Some important contributions to the CPE literature have been centrally
concerned with macroeconomic outcomes.!” It should also be noted that Soskice, the
founder of the VoC school and himself a distinguished macroeconomist, has pleaded
for “bringing macroeconomics back into CPE” for some time.'8 However, we draw on
post-Keynesian and neo-Kaleckian macroeconomics rather than on New Keynesian
macroeconomics. It is fair to say, we think, that the questions we address in this
paper—how distributional shifts affect growth models and the role and interaction of
different components of aggregate demand—have not featured prominently in the
CPE literature to date.

Neo-Kaleckian Macroeconomics

For macroeconomists inspired by Kalecki, power and distributive conflict are critical
for understanding macroeconomic relationships and outcomes (while rational expec-
tations and intertemporal optimization, so prominently featured in mainstream macro-
economics, are second-order concerns). Prima facie, this establishes an elective
affinity with CPE scholarship.

Like Keynes, Kalecki was convinced that full employment could be achieved by
stimulating demand. Unlike Keynes, he expected full-employment policies to be
opposed by a coalition of capitalists and rentiers—the former motivated by concerns
about labor’s bargaining power, the latter about the real value of financial assets.!”
Most important for our purposes, Kalecki emphasized the connection between distri-
bution and aggregate demand, stressing that low-income households have a higher
propensity to consume than high-income households. In his most important wartime
essay, he identified three ways to stimulate aggregate demand—deficit spending by
government, stimulation of private investment through lower interest rates or targeted
tax breaks, and redistribution of income from the rich to the poor—and argued in favor
of redistribution as a reliable means to achieve and maintain full employment, while
recognizing that it was also the most politically contentious option.?°

For Kalecki there was essentially but one path to growth or, in other words, one
“growth model,” based on consumer demand stimulated by real wage growth, deficit
spending, or redistribution of income. Starting with Amit Bhaduri and Stephen
Marglin’s seminal 1990 essay,?! macroeconomists building on Kalecki’s insights have
proposed an alternative growth model based on rising profits.

For introductory purposes, the key question motivating the New Kaleckian
approach to macroeconomics can be formulated as follows: How does an increase in
the wage share affect aggregate demand and GDP? Tantamount to a decrease in the
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profit share, an increase in the wage share means that real wages increase while labor
productivity remains constant. As wages and profits affect consumption, investment,
exports, and imports in different ways depending on the context, the net effect of an
increase in the wage share is a priori indeterminate. If the net effect is positive, the
underlying growth model is said to be “wage-led,” if it is negative, it is said to be
“profit-led.” Figure 1 provides a stylized representation of macroeconomic relation-
ships in the neo-Kaleckian model.

An increase in the wage share should lead to higher consumption and allow firms
to increase capacity utilization provided that two assumptions hold. The first assump-
tion is that the propensity to consume varies negatively with income, such that rich
individuals (or households) consume less and save more than poor individuals. If there
is no difference in consumption and saving propensities between labor and profit
income, then the impact of an increase in the wage share on consumption is neutral.??
The second assumption is that there is spare capacity in the economy such that firms
respond to an increase in demand by increasing output rather than prices. Writing dur-
ing the Depression and in its immediate aftermath, Keynes and Kalecki both took this
assumption for granted.? If the spare capacity assumption does not hold, however,
increased demand for consumption goods simply generates higher inflation.

Holding labor productivity constant, an increase in the wage rate equals a decrease
in the profit rate. Assuming that capital accumulation depends positively on expected
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profits, the level of investment should decline with a distributional shift in favor of
labor. At the same time, investment grows when aggregate demand increases.>* Thus
the overall impact of a wage-share increase on investment depends on whether the
negative profitability effect or the positive consumption effect dominates. In the latter
case, the wage-share increase will produce both higher consumption and higher capital
accumulation. In the former case, there will be higher consumption but lower invest-
ments, that is, a short-term increase in the growth rate but a decline in the long-run
growth rate.?

A wage-share increase can also be expected to have a negative effect on the trade
balance. All other things being equal, it increases domestic prices relative to foreign
prices and thus leads to real exchange rate appreciation (unless the nominal exchange
rate adjusts in the opposite direction). This should render exports more expensive
while making imports cheaper. To the extent that imports are a positive function of
domestic demand, they would be further stimulated by the increase in consumption
and investment in a wage-led model. The size of net trade effects depends on the price
elasticities of exports and imports and on the income elasticity of imports.

In short, a wage-share increase will boost aggregate consumption, and possibly
boost investment as well, but it will most likely lead to a deterioration of the current
account balance. If this latter effect is small, the demand regime is wage-led. But if the
wage-share increase has negative effects on net trade or investment and the consump-
tion boost is not sufficiently large, the demand regime is profit-led. Even for wage-led
economies, it is important to keep goods and tradable services competitive and to
reduce the income sensitivity of imports in order to increase the balance-of-payments-
compatible growth rate.?® A current account deficit implies that there is dissaving
somewhere in the economy (households, corporations, or the public sector). At some
point, such dissaving has to be corrected by reducing consumption, which in turn
implies cutting output and employment.

The standard neo-Kaleckian argument focuses on the effects of changes in the func-
tional distribution of income between labor and capital. Based on the assumption that
poorer individuals (households) consume more of the income than more affluent indi-
viduals (households), the underlying logic suggests the personal distribution of income
(the distribution of wage income among wage earners) also matters to the macroeco-
nomic relationships discussed above. Suppose that real wages increase while produc-
tivity remains constant, but all of this increase accrues to corporate managers and
investment bankers. In this case, the increase in the wage share will likely have a
negligible impact on aggregate consumption. Simply put, the impact of an increase
(decrease) in the wage share depends not only on the growth model in place, but also
on the distribution of the increase (decrease) in the wage share.

As noted by Lavoie and Stockhammer,?” the profit-led growth model, as conceived
by neo-Kaleckian macroeconomists, conforms to the logic of “trickle-down econom-
ics.” In trickle-down growth, policies that increase unit profits at the expense of unit
wages have positive effects for the economy as a whole because they encourage
investments and entrepreneurship, stimulating demand for products and for labor, and
ultimately increasing the size of the pie to the benefit of everyone. The neo-Kaleckian
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literature acknowledges trickle-down as a possible growth model, but challenges the
idea that this is the only viable growth model, in much the same way that the VoC lit-
erature challenges the idea that LMEs are inherently superior to CMEs. In the postwar
era, all large advanced capitalist economies were “wage-led” in the sense that a rising
wage share was positively associated with GDP growth.?8

Post-Fordist Growth Models

The New Kaleckian approach sketched above resonates with core ideas of the French
Regulation School.?” More so than New Kaleckian macroeconomists, “regulationists”
have emphasized that the rapid and remarkably stable growth characteristic of the
1950s and the 1960s was made possible by a set of institutional arrangements—in the
first instance, collective bargaining and unemployment insurance—that boosted
labor’s bargaining power and served to ensure that wage growth kept pace with pro-
ductivity growth, thus feeding aggregate demand. As indicated above, much of the
CPE literature has also been informed by the idea of a postwar settlement, loosely
conceived as “Fordist,” coming undone from the 1970s onward. However, CPE schol-
ars have been strikingly oblivious to the distribution of income between labor and
capital and to the ways in which inequality has shaped patterns of post-Fordist
growth.30

Measured as the share of nominal labor compensation in GDP at market values, the
wage share peaked some time in the 1970s in virtually all OECD countries. The timing
of the trend reversal and the extent to which the wage share has declined since 1980
vary across countries, but the broad OECD-wide pattern is quite striking. Indeed, the
shift in income from labor to capital in the past thirty years would appear to be at least
as pervasive and dramatic as the OECD-wide increase of household income inequality
since 1990.3!

Based on AMECO data, which adjust for self-employment, Figure 2 shows the
evolution of the wage share from 1960 onward in the four countries that will serve as
illustrative cases in the empirical part of this paper. Consistent with OECD-wide
trends, the trend is negative in all four countries. One striking feature of Figure 2 is that
the wage share has held up better in the United Kingdom than in the other countries,
all characterized by more coordinated systems of wage bargaining and by less dra-
matic declines of union membership.3? In Sweden, the wage share fell sharply in the
wake of the economic crisis of the late 1970s and the devaluation of 1981, but has
remained relatively stable, fluctuating between 66 percent and 69 percent, from the
mid-1980s onward. In marked contrast, the decline of the wage share continued
through the 1990s and early 2000s in Germany and Italy.

To the extent that OECD economies have remained wage-led, the decline of the
wage share (and the rise of inequality among wage earners) implies a slowing down of
growth. It seems reasonable to suppose, however, that economic stagnation generates
pressure for policy innovations and institutional reforms that might trigger a change of
growth model. From this perspective, the questions that need to be asked are the fol-
lowing: How have advanced capitalist political economies addressed the problem of
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Averages: 1960-2010.
Source: AMECO Database.

finding a replacement for wage-driven growth? Have they all followed the same path?
Have some countries been more successful than others in transitioning to another
growth model?

Shifting to an alternative growth model involves a change in the importance of house-
hold consumption relative to other components of aggregate demand or a shift toward
consumption financed by other means. In a national accounting sense, the other potential
“demand drivers” of growth are investment, government expenditures, and net exports,
that is, exports minus imports. Note that investment might be either public or private. As
for the question how household consumption is financed, there are, in principle, two
alternatives to wage growth: credit and redistributive government transfers.

It is commonplace to observe that household indebtedness increased sharply in the
United States, the United Kingdom, and a number of other advanced capitalist coun-
tries over one or two decades preceding the onset of the crisis. It is also commonplace
to argue that consumption-led growth financed by credit is not a sustainable growth
model over the long run. High household consumption tends to produce current
account deficits. As noted above, countries with current account deficits will sooner or
later be forced to rebalance by exchange rate devaluation or internal devaluation, but
global financial flows have arguably relaxed this constraint, at least for some coun-
tries, notably the United States.?3 As all growth models are fundamentally precarious,
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it makes sense, we think, to think of credit-financed consumption as an alternative
form of consumption-led growth. In contrast to the Fordist model, the credit-financed
consumption-led model presupposes the existence of a large financial sector.

Some heterodox economists use “financialization” as an umbrella term for institu-
tional or regulatory changes that have moved advanced capitalist economies onto a
profit-led growth path.3* The core idea here is that cross-border capital mobility and
deregulation of financial systems have opened up a wide range of new investment
opportunities for wealthy individuals and thereby rendered investment more sensitive
to profitability. Other heterodox economists have pointed to exports as the primary
channel whereby profitability has become increasingly important to economic growth
in the post-Fordist era.

Conceptually, we propose to distinguish three different alternatives to the traditional
Fordist model of wage-led growth: consumption-led growth financed by credit, invest-
ment-led growth and export-led growth. As indicated above, “state-led growth” represents
another conceivable growth model. In such a model, government consumption and invest-
ment would be the primary drivers of economic growth and the rate of investment would
not be determined by the profit share. Although there can no doubt that government spend-
ing contributes to aggregate demand, we cannot think of any country in which it can be
said to have been the main driver of economic growth in the post-Fordist era.’¢ Similarly,
the empirical relevance of the private-investment-led growth model, in its pure form,
strikes us as dubious as far as the advanced capitalist political economies are concerned.
The rate of investment has surely become more profit-sensitive since the 1970s, but invest-
ment (in physical capital) is simply not sufficiently important to drive the growth of these
economies. (The investment-led model may be more appropriately applied to the experi-
ence of China and other countries engaged in “primitive accumulation.”)

To simplify matters, the following discussion of empirical cases will focus on the
relative importance of consumption and exports and the relationship between these
potential demand drivers of economic growth. We argue that the United Kingdom
before the onset of the crisis is a case of consumption-led growth supported by the
inflow of financial capital from abroad. The evidence presented below shows that
household consumption was financed not only by credit, but also by rising real wages.
In contrast to the United Kingdom, exports contributed significantly to the economic
growth of both Germany and Sweden over the period 1994-2007. However, the expe-
riences of these two countries diverge significantly with respect to the role of house-
hold consumption in the growth process, calling into question the way that some of the
neo-Kaleckian literature conflates export-led growth with profit-led growth. From the
late 1990s onward, Germany appears to be a straightforward case of an export-led
economy, relying on repression of wages and household consumption to grow or, in
other words, the mirror image of the British economy. By contrast, Sweden in this
period represents a hybrid growth model, combining robust consumption growth with
export growth—resembling the United Kingdom more than Germany in some respects.

Whether or not export-led growth presupposes repression of domestic consumption
hinges, we argue, on the price sensitivity of a country’s exports (be they goods or ser-
vices). Our empirical discussion underscores this point and illustrates the need to
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Table 2. Average Annual Real Growth Rates, 1994-2007.

GDP (A) Exports (B) Household Consumption A/B
Germany 1.7 7.7 0.9 8.6
Italy 1.6 42 1.6 27
Sweden 33 7.3 2.7 2.7
UK 33 5.2 3.6 |.4
OECD 2.8 2.9

Note: Annualized quarterly change in logged variables (volume series).
Source: OECD Quarterly National Accounts.

distinguish between different types of export-led growth. We include Italy as a case in
order to stress that there is nothing inevitable about countries finding substitutes for
the Fordist wage driver. The Italian case, in our view, illustrates, that persistent stagna-
tion is always an option.

Empirical Cases and Comparative Analysis

The empirics presented in this part are organized as follows. First, we show that
Germany, Italy, Sweden, and the United Kingdom relied on different combinations of
exports and consumption as drivers of GDP growth in the period 1994-2007. Second,
we discuss the way in which household consumption is financed and present data sug-
gesting that debt financing as well as real-wage growth fueled household consumption
in both Sweden and the United Kingdom. Third, we explore the coevolution between
growth models and the structure of earnings inequality.

The Role of Exports and Domestic Consumption in Economic Growth

Table 2 reports average annual growth of GDP, exports, and household consumption
for our four cases over the period 1994-2007. The recession of the early 2000s not-
withstanding, 1994-2007 represents the longest period of sustained growth in the
OECD area since the onset of the international recession of 1974—75. Whereas Sweden
and the United Kingdom both outperformed the OECD average by about half a per-
centage point per year, Germany and Italy both underperformed the OECD average by
more than one percentage point per year.

Our main interest here is the relationship between growth rates for exports and
household consumption. Germany stands out as the country in which exports grew the
fastest and also in which consumption grew the slowest. Exports grew faster than con-
sumption in the other three countries as well, but for these countries the ratio of export
growth to consumption growth was much lower than the ratio for Germany. Predictably,
the United Kingdom stands out as the country in which household consumption grew
at the fastest rate, nearly keeping up with the growth rate for exports. The ratio of
export to consumption growth was just about the same in fast-growing Sweden and
slow-growing Italy.
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Figure 3. Exports at Constant Prices in Percentage of GDP, 1994-2007.
Source: AMECO Database.

The significance of sector-specific growth rates for the economy as a whole obvi-
ously depends on the relative size of the sector in question. As shown in Figure 3, the
Swedish economy was considerably more export-oriented than any of the other three
(much larger) economies in 1994. All four economies became more export-oriented
over the ensuing fourteen years, but the increase of exports relative to GDP was fastest
for Germany. With the share of exports in GDP doubling in Germany, the gap between
Sweden and Germany was roughly halved from 1994 to 2007.

In Table 3, we report the annual growth rate of net exports (exports minus imports)
and household consumption, weighting each by its proportion of GDP. This provides
a rough measure of the relative importance of net exports and consumption as drivers
of growth. The dominant role of domestic consumption in the British economic growth
emerges very clearly from these figures: while household consumption accounted for
GDP growth of 2—3 percent per year, the contribution of net exports to GDP was con-
sistently negative. Over the 1994-2007 period as a whole, the contribution of net
exports to GDP growth was also negative for Italy. In both Italy and the United
Kingdom, domestic demand was the primary driver of economic growth in this period,
and more rapid growth of household consumption is the main reason why the United
Kingdom economy grew at twice the rate of the Italian economy.

Most important for our present purposes, Table 3 brings out a dramatic transforma-
tion of the German growth model. Although the contribution of household consumption
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Table 3. The Contribution of Net Exports and Final Private Consumption to Annual GDP
Growth, 1994-2007.

Period Country Net Exports Household Consumption
1994-98 Germany 0.15 0.78
1994-98 Italy 0.05 1.26
1994-98 Sweden 0.86 I.11
1994-98 UK -0.20 2.49
1999-2003 Germany 0.60 0.63
1999-2003 Italy -0.41 0.8l
1999-2003 Sweden 0.90 1.46
1999-2003 UK —-0.64 2.82
2004-7 Germany 1.17 0.26
2004-7 Italy 0.19 0.65
2004-7 Sweden 0.60 |.44
2004-7 UK -0.05 1.67

Note: The contribution of net exports (final private consumption) to growth is calculated by multiplying
the annual growth rate of net exports (final private consumption) by the share of net exports (final
private consumption) in GDP at t — |. The values are period averages (1994-98; 1999-2003; 2004-7).
Source: AMECO Database.

to GDP growth was much bigger than the contribution of net exports in 1994-98, the
opposite holds for 2004—7. German growth became increasingly export-dependent over
the period 1994-2007, and the growth of German exports appears to have occurred at
the expense of housechold consumption. In contrast to Germany, net exports and house-
hold consumption contributed more or less equally to Swedish GDP growth over the
entire period 1994-2007. Germany, but not Sweden, appears to have faced—and argu-
ably continues to face—a trade-off between growth of exports and growth of domestic
consumption.

The most obvious explanation for the existence of such a trade-off is that exports are
price-sensitive. To the extent that exports are price-sensitive, growing exports requires
repression of wages and consumption to prevent an appreciation of the real effective
exchange rate (REER). Table 4 reports the results of estimating simple models regressing
yearly log change in exports (at constant prices) on yearly log change in the REER with
data for 1994-2007. An increase in the REER means that domestic prices denominated in
foreign currency rise relative to foreign prices denominated in foreign currency—in other
words, a loss of price competitiveness.’ The results indicate that export growth is nega-
tively associated with REER increases not only for Germany but also for Italy. For
Sweden and the United Kingdom, by contrast, we do not observe any significant effect of
the REER on export growth. For Germany, the elasticity is about 0.5, implying that a 1
percent increase in the REER leads to a 0.5 percent decrease in export growth.8

The evidence presented here is not consistent with the conventional view of
Germany’s export success as based on high value-added, high productivity, and supe-
rior quality. “Diversified quality production” may well be an accurate characterization
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Table 4. Sensitivity of Changes in Exports to Changes in Real Effective Exchange Rates
1994-2007 (OLS Regressions).

Germany Italy Sweden UK
REER (CPI-based) -0.478* —0.645%* -0.137 0.0780

(0.226) (0.258) (0.258) (0.235)
Constant 7.309%%k 4.465%+* 6.983%+* 5.184%+*

(0.754) (1.071) (1.085) (1.123)
Observations 13 13 13 13
R-Squared 0.290 0.362 0.025 0.010
Durbin’s test n.s. n.s. n.s. n.s.

n.s. = not significant.

Note: The dependent variable is the yearly log change in exports at constant prices and the independent
variable the yearly log change in the real effective exchange rate (REER), based on relative CPI, standard
errors in parentheses (*** p < 0.01, ¥ p < 0.05, * p < 0.1, two-sided tests). The constant term captures
changes in exports independent of changes in REERs. A higher constant signifies a higher capacity of the
economy to attract international demand. We obtain essentially the same results with REERs based on
unit labor costs (available on request).

Source: Eurostat.

of the dominant trajectory of German industrial adjustment in the 1980s. However, the
diversified quality production (DQP) model appears to have become exhausted in the
course of the 1990s, for some combination of reasons having to do with domestic
institutional changes—the removal of the “enabling constraints” identified by
Streeck—and the emergence of new competitors in Germany’s export markets.3°

Pertaining essentially to traditional manufacturing, the DQP thesis fails to shed
light on why Swedish exports are apparently less price-sensitive than German exports.
The emergence of the information and communications technology (ICT) sector as the
new flagship of Swedish exports in the wake of the economic crisis of 1991-94 must
figure prominently in any effort to address this puzzle.*® A critical point is that
Sweden’s export success from the early 1990s onward appears to have been facilitated
by the expansion of university education in the 1980s rather than the supply of voca-
tional skills associated with DQP.4!

As shown in Table 5, ICT and services accounted for a significantly larger percent-
age of total exports by Sweden and the United Kingdom than by Germany and Italy in
1996. However, Table 5 brings another, arguably more important, difference in the
composition of exports between the two pairs of countries. For both Sweden and the
United Kingdom, we observe a dramatic shift in the composition of exports toward
services over the period 1996-2007. For Germany, services accounted for the same
share of total exports in 2007 as in 1996 and, for Italy, the service share actually
declined over this period. Table 6 in turn presents data on the balance of trade in prod-
ucts and services in 2005—7. Consistent with conventional wisdom, Germany enjoyed
a huge surplus in products and a substantial deficit in services while the opposite holds
for the United Kingdom. Again, Sweden emerges as a more balanced economy, with
trade surpluses for both products and services.

Downloaded from pas.sagepub.com by guest on April 8, 2016


http://pas.sagepub.com/

Baccaro and Pontusson 17

Table 5. ICT Products and Overall Services in Percentage of Total Exports, 1996 and 2007.

1996 2007
ICT
Germany 6 6
Italy 4 2
Sweden 12 9
UK 15 7
Services
Germany 17 17
Italy 28 22
Sweden 20 37
UK 34 66

Source: Eurostat.

Table 6. Balance of Payments for Goods and Services, in Percentage of GDP, 2005-7
Averages.

Goods Services
Germany +7.4 -1.4
Italy -0.2 -0.2
Sweden +4.8 +2.7
UK -5.8 2.5

Source: Eurostat.

For 2005-7, Table 7 reports trade balances for Germany, Sweden, and the United
Kingdom in all tradable services in which at least one of these countries ran a current
surplus or deficit exceeding 0.1 percent of GDP (data are missing for Italy). Not sur-
prisingly, the United Kingdom stands out as the exporter of financial services par
excellence. For the purposes of this paper, the more important thing to note is that
Sweden outperforms Germany and compares well with the United Kingdom in most
other categories of high-end services.

To summarize, the data presented above suggest that German growth in 1994-2007
was pulled by manufacturing exports and that German exports were quite sensitive to
relative price differences with international competitors. Germany exemplifies a man-
ufacturing-based, export-led growth model, which depends critically on keeping
domestic costs down and hence on repressing domestic consumption. At the other end
of the spectrum, the United Kingdom represents a consumption-led growth model.
Exports do not constitute a large portion of British GDP and the high-end services in
which the United Kingdom has a comparative advantage are not very price-sensitive.
Thus consumption-led growth has not constrained the expansion of British exports.

Sweden in the period 1994-2007 can be characterized as a distinctive model in
which exports and household consumption both contributed significantly to overall
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Table 7. Balance of Payments for Selected Service Sectors, in Percentage of GDP, 2005-7
Averages.

Germany Sweden UK

Construction 0.15 0.0l 0.01
Business 0.14 I.14 1.31
Finance 0.10 0.18 1.72
Insurance 0.0l 0.13 0.19
Computing, 0.01 0.47 0.31
information

Royalties, licenses -0.08 0.58 0.17
Transportation -0.28 0.72 -0.14

Source: Eurostat.

growth. This growth model involved—and, we believe, critically depended on—an
ongoing shift toward greater reliance on exports of high-tech manufacturing and high-
end services, making Swedish exports, overall, less vulnerable to price competition
than German exports. Finally, Italy resembles the German case in that its exports are
price-sensitive and domestic consumption grew very sluggishly from the early 1990s
onward. In contrast to Germany, however, Italian export industries failed to make siz-
able gains in world-market shares. The reasons for this failure arguably have to do
with Italy’s sectoral specialization in labor-intensive manufactures, the emergence of
new competitors in these industries, and the negative consequences of Eurozone mem-
bership for the ability of Italian producers to compete on the basis of price.*?

There can be little doubt that the introduction of the euro strengthened Germany’s
reliance on export-led growth over the period 1994-2007. Fixed exchange rates from
1999 onward prevented Germany’s main European trade partners from making nomi-
nal adjustments that would have reequilibrated real exchange rates with Germany.*> At
the same time, the introduction of the euro meant that Germany’s real exchange rate
became systematically undervalued, boosting the price competitiveness of German
goods in international markets. This initially stimulated German net exports inside the
Eurozone and later allowed Germany to capture increased demand (especially for
investment goods) coming from China and the other BRICS.#

Household Indebtedness and Wage Growth

It is commonplace to suppose that liberal market economies like the United Kingdom
have experienced slower growth of average earnings, more rapid growth of earnings
inequality, and a more dramatic shift of income from labor to capital than coordinated,
export-oriented economies like Germany over the last two or three decades. At least
until recently, VoC scholars and neo-Kaleckians alike seem to have accepted this styl-
ized depiction. The obvious question becomes, why then did the United Kingdom
economy grow considerably faster than the German economy in the period leading up
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Figure 4. Household Debt as Percentage of Net Disposable Income, 1995-2007.
Source: OECD.

to the crisis of 2008—9 and, in particular, why did British household consumption grow
so much more rapidly than German household consumption? The standard answer to
this question holds that British household consumption was financed by credit (and
therefore unsustainable over the long run).#> The story is similar to the conventional
account of the U.S. experience: British governments engaged in financial deregulation
to boost the international competitiveness of its financial services industry and encour-
aged household indebtedness in an effort to sustain electoral support (perhaps regime
legitimacy as well) in the face of slow income growth and rising inequality. While this
interpretation surely contains important elements of truth, it leaves something to be
desired from a comparative perspective.

Consider first the data on household debt presented in Figure 4. At the end of the
1990s, outstanding liabilities represented, on average, about 115 percent of the dispos-
able income of German and British households alike. In the following seven years, the
indebtedness of British households increased by more than 50 percent, to reach an
all-time high of nearly 180 percent in 2007, while the indebtedness of German house-
holds actually declined. The sharp divergence of the British and German trajectories
conforms to conventional wisdom, but Figure 4 also shows that the Swedish experi-
ence closely resembles the British. From 1995 to 2007, the average indebtedness of
Swedish households increased from 90 percent to 160 percent of disposable income.
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Figure 5. Real Average Hourly Compensation, Deflated with the CPI: 1994-2007 (1994 = 100).
Source: EU KLEMS.

Starting from a much lower level, Italy experienced a significant expansion of credit
to households over this period as well.*

Figure 5 graphs annual real growth of average hourly labor compensation and
Figure 6 graphs the evolution of labor productivity for the economy as a whole. In the
data on average labor compensation growth, as in the wage-share data presented in
Figure 2, the mid-1990s stand out as the moment when a gap begins to open up
between, on the one hand, the trajectories of the Sweden and the United Kingdom
and, on the one hand, the trajectory of Germany. Critically for our purposes, Figure 6
shows that Germany’s falling wage share cannot be attributed to high productivity
growth. On an economy-wide basis, labor productivity grew at more or less the same
rate in Germany, Sweden and the United Kingdom over the period 1994-2007.
Figures 5 and 6 also serve to highlight the distinctive stagnationist tendency of the
Italian economy in this period, as the growth of real wages and productivity ground
to a halt in the 1990s.

Credit-financed household consumption played an important role in economic
growth in both Sweden and the United Kingdom over the period 1994-2007, but the
more rapid growth of household consumption in these two countries, relative to
Germany and Italy, also reflected the fact that average earnings (and disposable
incomes) fared much better. This suggests that consumption-led growth is more likely
to boost real wages than export-led growth. We argue in the next section that this holds
particularly for the wages of low-skilled workers.
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Figure 6. Labor Productivity, 1994-2007.

Source: Eurostat.

Growth Models and the Structure of Earnings Inequality

Finally, let us briefly explore the relationship between growth models and the distribu-
tion of income among wage earners. To keep things relatively simple, we focus here
on the distribution of individual earnings before taxes and transfers, leaving aside the
thorny question of how growth models might affect and be affected by fiscal redistri-
bution. Based on the same OECD source as Table 1, Table 8 presents more disaggre-
gated measures of earnings inequality among full-time employees in 1994 and 2008
for our four illustrative cases. The first and second panels report on 90-50 and 50-10
earnings ratios (i.e., the ratio of earnings in the ninetieth percentile to earnings in fifti-
eth percentile and the ratio of earnings in the fiftieth percentile to earnings in tenth
percentile). The bottom panel in turn reports on the incidence of low pay, defined as
the percentage of full-time employees earnings less than 50 percent of the median
earnings of full-time employees.

From 1994 to 2008, earnings inequality not only grew more rapidly in Germany
than in the other three countries, but grew in a distinctive way. The 90-50 ratio
actually increased more in the United Kingdom than in Germany, but the 50-10
ratio increased very little in the United Kingdom while it increased sharply in
Germany. With the proportion of employees earning less than 50 percent of the
median wage remaining essentially unchanged in the United Kingdom, Germany
caught up with the United Kingdom with respect to the incidence of low pay as
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Table 8. 90-50 ratios, 50-10 Ratios and the Incidence of Low Pay, 1994-2008.

1994 2008 Change
90-50 Ratio
Germany 1.72 1.81 +.09
Italy 1.56 1.56 +/-.00
Sweden 1.61 1.66 +.05
UK 1.87 1.98 +.11
50-10 Ratio
Germany 1.71 201 +.30
Italy 1.49 |.45 -.04
Sweden 1.36 1.37 +.01
UK 1.81 1.83 +.02
Low-Pay Incidence
Germany 15.5 20.1 +4.6
Italy 8.8 8.0 -0.8
Sweden n.a. na.
UK 19.5 21.2 +0.7

n.a. = not available.
Source: OECD relative earnings database.

well as the overall level of earnings inequality. It is also noteworthy that Sweden
resembles the United Kingdom rather than Germany in that the 90-50 ratio
increased more than the 50-10 ratio.

There can be little doubt that the rising high-end earnings in Britain are closely
related, as both cause and effect, to the rise of financial services as the leading export
sector. In the Swedish case, rapidly rising wages for high-skilled employees in the ICT
sector and high-end tradable services appear to have been the single most important
factor behind rising earnings inequality.#’ In marked contrast to Germany, export
growth in Sweden, and also in the United Kingdom, involved the expansion of sectors
of the economy in which collective bargaining over wages was never well established.
Not surprisingly, high-skilled workers do better when they are not constrained by
unions or centralized wage bargaining.*8

The next question becomes, why is it that low-skilled workers fared so much better
in Sweden and the United Kingdom than in Germany over the period 1994-2008?
Declining union density, declining bargaining coverage and the expansion of fixed-
term employment, made possible by partial deregulation of labor markets, are undoubt-
edly an important part of the story of rising low-end earnings inequality in the German
case. The “dualization” of German labor markets has been widely noted and discussed
by CPE scholars, most recently and most comprehensively by Thelen.* It is important
to note, however, that many institutional developments associated with dualization
also occurred in Sweden during this period. Though union density remains much
higher in Sweden than in Germany, it has fallen sharply since the early 1990s and
coordinated wage bargaining has increasingly allowed for firm-level negotiations over
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the distribution of centrally agreed wage increases in Sweden as well as Germany.>
Furthermore, Swedish governments in the 1990s and early 2000s also deregulated
temporary employment.>!

The key difference between Germany and Sweden is, we believe, that German
export firms, by virtue of the price sensitivity of their products, were less willing to
concede to the wage claims of their own employees and also pushed much harder than
Swedish export firms to ensure that wage increases in the export sector would not spill
over into economywide increases in labor costs.> In this effort, they were aided by the
weakness of service-sector unions or, in other words, the dominance of export-sector
unions within the German labor movement.

Macroeconomic conditions must also be taken into account in order to explain the
divergent inequality trajectories of Germany and Sweden. While Swedish unemploy-
ment remained high by pre-1990 standards, it fell from nearly 12 percent in 1997 to less
than 6 percent in 2002. From 2000 onward, the German unemployment consistently
exceeded the Swedish unemployment rate by at least two percentage points. Sweden
recovered from its early 1990s crisis through an export boom, but export earnings in
turn generated demand for domestic goods and, above all, domestic services. The Social
Democratic government held public spending in check, but, in contrast to the German
government, it did not intervene to dampen private consumption.> In Sweden, much as
in the United Kingdom, robust growth of domestic consumption boosted demand for
less skilled labor, shoring up real wages at the lower end of the earnings distribution.

Figures 7-10 graph the evolution of the ratio of hourly labor compensation in man-
ufacturing to low-end private services (retail commerce, hotels and restaurants) from
1994 to 2007. Through the recession of the early 2000, German manufacturing wages
tracked economy-wide productivity growth closely (at least until 2005) while wages
in low-end private services were essentially flat, even declining slightly (Figure 7). By
contrast, wages in both manufacturing and low-end services tracked economy-wide
productivity in Sweden (Figure 8) as well as the United Kingdom (Figure 9), where
manufacturing increases exceeded productivity growth. In Italy (Figure 10), produc-
tivity growth was much more sluggish than in the other three countries and manufac-
turing as well as low-end service-sector wages grew at a still slower rate. The similarity
of intersectoral wage developments in the United Kingdom, with a less coordinated
system of wage bargaining than Germany, and Sweden, with a more coordinated sys-
tem, is striking. The approach that we have sketched in this paper arguably provides a
more compelling explanation of this similarity than the standard institutionalist
approach of the CPE literature.

The decoupling of wages in manufacturing and low-end services was arguably a criti-
cal component of the willingness of German manufacturing workers and their unions to
exercise wage restraint as export earnings boomed from 1995 onward, promoting export-
led growth based on price competitiveness. Most obvious, and most immediate, falling
relative wages for unskilled wages in the service sector kept domestic prices low and
allowed manufacturing workers to maintain or even increase their purchasing power at
constant nominal wages. A second mechanism deserves to be noted: as low-wage
employment has spread, there are very few jobs outside manufacturing that pay nearly
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Figure 7. Hourly Labor Compensation in Germany (Manufacturing and Low-End Private
Services, 1991-2007).

Note: “Manufacturing” includes sectors with NACE codes D21 through D37: Paper and pulp, petroleum
products, chemicals, rubber and plastics, non-metallic mineral products, metal products, machinery,
electrical and optical equipment, transportation equipment, and manufacturing NEC; “services” includes
NACE codes G52 (retail trade) and H (hotels and restaurants).

Source: EU KLEMS for wages, OECD for productivity.

as well as manufacturing jobs but do not require a university degree, leaving manufac-
turing workers and their unions keenly interested in preserving existing jobs.

Finally, we want to stress that Italian experience of 1994-2007 should not be con-
strued as a story of “solidaristic institutions” successfully resisting “market-driven
inequality.” In our view, economic stagnation and, in particular, slow growth of exports
is the key to the stability of the distribution of earnings (and disposable income) in
Italy before the crisis.

By Way of Conclusion

The analytical framework presented in this paper situates recent trajectories of
advanced capitalist political economies in the context of the crisis of the Fordist model
of wage-led growth and a common (cross-country) income shift in favor of capital and
high-income households. The experiences of Germany, the United Kingdom, and
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Figure 8. Hourly Labor Compensation in Sweden (Manufacturing and Low-End Private
Services, 1991-2007).

Note: See Figure 7 note.

Source: EU KLEMS for wages, OECD for productivity.

Sweden over the fifteen years preceding the onset of the Great Recession illustrate
different solutions to the problem of finding a replacement for the faltering “wage
driver,” while Italy is a case of persistent failure to find a solution to this problem. The
growth models illustrated by the three “success cases” are distinguished by (a) the
relative importance of consumption and exports, (b) different ways of financing con-
sumption, and (c) the presence or absence of trade-offs between consumption growth
and export growth. As we have seen, these models are associated, as both cause and
effect, with distinct inequality trajectories.

Two observations deserve to be highlighted by way of conclusion. To begin
with, our analysis calls into question the idea that consumption financed by credit
and consumption financed by wages are substitutes. On a comparison of these four
cases, household indebtedness and wage growth appear to be complementary sup-
ports of consumption-led growth in the post-Fordist era. The second, and more
important, point is that the implications of export-led growth depend crucially on
the composition of exports or, in other words, their degree of price sensitivity.
Some forms of export-led growth can more readily be combined with consumption-
led growth than others.
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Figure 9. Hourly Labor Compensation in the United Kingdom (Manufacturing and Low-End
Private Services, 1991-2007).
Note: See Figure 7 note.

Source: EU KLEMS for wages, OECD for productivity.

Politics need to be introduced into our analytical framework in a more systematic fashion
than we have managed to do so far. In future work, we intend to develop the intuition that
growth models rest on and are supported by clearly identifiable “social blocs,” that is, coali-
tions of social forces, typically straddling the class divide, that can legitimately claim to
represent the “national interest.”>* In the case of Germany, it seems clear that export-ori-
ented manufacturing firms and what is left of the worker aristocracy of skilled workers
constitute a cohesive and dominant social bloc in this sense.’® By contrast, recent work by
Thelen suggests that Sweden’s balanced growth model might the expression of political-
economic stalemate rather than the preferences a dominant social bloc.® According to
Thelen, two opposing coalitions, one centered on manufacturing (exports) and the other on
non-exposed services (consumption), have been battling one another since the late 1990s.

As for the British case, any hegemonic social coalition must arguably include the
financial sector, which has played a crucial role in enabling the United Kingdom to run
persistent current account deficits, benefiting workers as well as capitalists. As for
Italy, finally, the key question to ask is which actors, if any, benefit from economic
stagnation. Our hunch is that the country is trapped in an “equilibrium of fear” related
to the dilemma of whether or not to stay within the Eurozone. Exiting would plausibly
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Figure 10. Hourly Labor Compensation in Italy (Manufacturing and Low-End Private
Services, 1991-2007).

Note: See Figure 7 note.

Source: EU KLEMS for wages, OECD for productivity.

reanimate export-led growth, but would also reanimate inflationary pressures threat-
ening the interests of various social groups, notably rentiers and pensioners.

We intend to explore the implications of growth models for partisan politics and
macro-economic policy choices in future research. Our working hypothesis in this
regard is that governments of different partisan colors will pursue similar macroeco-
nomic policies when the growth model is relatively “pure,” dominated either by
household consumption, as in the British case, or by price-sensitive exports, as in the
German case. When growth is consumption-led, we would expect Center Right gov-
ernments as well as Center Left governments to respond to economic downturns by
stimulating domestic consumption. When growth is export-led, by contrast, we would
expect governments, regardless of their ideology and the distributive interests of their
core constituencies, to pursue more restrictive macroeconomic policies, designed to
boost cost competiveness. Government partisanship should matter most when con-
sumption and exports contribute to economic growth in more or less equal measure
and, as a result, “economic imperatives” are relatively ambiguous.

Seeking to distinguish our approach from the CPE mainstream, we have deliberately
downplayed the role of supply-side institutions in this paper. In future work, we wish to
strike a better balance between supply-side and demand-side considerations by
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exploring the conditions that have allowed some countries, such as Sweden and the
United Kingdom, to establish themselves as exporters of high-end services. Public
investment in higher education—a topic that has recently received a great deal of atten-
tion from CPE scholars’’—must obviously be taken into account as we seek to answer
this question. Other factors to be considered include national systems of innovation,
corporate finance, and linkages between high-end manufacturing (ICT in particular) and
tradable services. More distinctively, collective-bargaining institutions and macroeco-
nomic conditions favoring less skilled workers in sheltered sectors can be seen as a new
type of enabling constraint, pushing exporters of both services and manufactured goods
to rely on product and process innovations to compete in world markets.

Although we have relied on Germany, Sweden, and the United Kingdom to illus-
trate three distinct growth models in the period 1994-2007, we do not wish to reify
these three examples: other countries may have followed different paths; some growth
models may be more sustainable than others; and growth models surely do evolve over
time. We have shown, we hope, that the growth model perspective, addressing simul-
taneously macroeconomic and distributive factors and the institutional and political
forces impinging on them, provides a useful framework for understanding trajectories
of post-Fordist growth in advanced political economies.
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