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Liberal Capitalism: 

Retreat and Revival? 

Surveying (and indeed living through) the postwar pattern of differential 
economic growth from within the UK may not have been as materially 
pleasant as surveying it from the safe haven of a more successful capitalist 
economy, but at least it awakened early a strong awareness that more suc-
cessful capitalisms did exist elsewhere. Indeed for the last forty years at least, 
anyone following the public debate on economic performance in the UK 
was bound to know that capitalism came in a number of national 'models', 
and that the enhancement of economic performance required realignment 
behind a superior model of some kind. But capitalist modelling was not (and 
is not) just a UK disease. It is a tendency triggered everywhere by economic 
underperformance. So as the US economy lost world market share in the 
1970s and 1980s, first to the leading European economies and then to the 
Japanese, a whole American literature emerged concerned with the 'coming 
battle' between differently organized economic blocs (Thurow, 1992) and 
preoccupied with the 'weaknesses' of liberal capitalist growth models. The 
parallel vulnerability of European economies to first American and later 
Asian competition had a similar effect on the volume of academic and public 
discussion in continental Europe, although there the main preoccupation 
lay with the commensurate competitive 'weaknesses' of more consensual or 
negotiated forms of capitalist organization (Albert, 1993; Lindbeck, 1985). 
Then, as we noted in chapter 1, as rising unemployment in the Swedish and 
German economies was joined by unexpected East Asian economic turmoil 
in 1997, more 'statist' forms of capitalism came under the critical hammer 
too, to enable the advocates of liberal models of capitalism of the US and 
UK kind to rekindle their confidence. In the process the strengths and 
weaknesses of particular models of capitalism became major political issues 
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across the entire advanced capitalist world, and whole literatures emerged 
on the causes of economic underperformance in particular national con-
texts. It is with certain of those literatures that this and the next chapter are 
centrally concerned. 

The erosion of the American dream? 

The first economy with which any discussion of the rise and fall of postwar 
capitalist models has to deal is the US; and the first question it must address 
is the degree to which (if at all) it is still legitimate to talk of the US way 
of organizing economic life as being in any sense 'in decline' . As we shall 
see later (both briefly in this chapter and more fully in chapter 8), that debate 
has been put largely off limits in the 1990s, marginalized for the bulk of the 
US policy-community by eight years of sustained American economic 
growth after 1991. But it was definitely not off limits in the US in the 1980s, 
when, on the contrary, texts on the nature and consequences of US eco-
nomic decline abounded: best-selling volumes with titles like America: what 
went wrong?, The American Disease, The End oj Affluence, The Pooring oj 
America and The End oj the American Century (respectively Bartlett and 
Steele, 1992; Lodge, 1986; Madrick, 1995; Batra, 1993; Schlossstein, 1989). 
Since those texts set in motion themes which still resonate through the con-
temporary debate on capitalist models, it is with the substance of the 1980s 
'industrial policy debate' in the US that we need here to begin. 

Certainly among the white middle-class US electorate to whom Bill 
Clinton addressed his presidential campaign in 1992, there appeared to be 
a strong sense that the current generation of white American workers did 
not enjoy the sense of job security, and access to steadily rising living stan-
dards, that their parents had known a generation before. The cohort of white 
Americans born either side of the Second World War then looked to have 
been the fortunate ones, enjoying in postwar suburban America a standard 
of living without US historical precedent or European! Asian contemporary 
equivalence. At the start of the 1990s they appeared to have become the 
unique beneficiaries of the prodigious productivity of the postwar US 
economy, enjoying, as a generational cohort, unprecedented general levels 
of consumption, even in old age. The children and grandchildren who grew 
up in their shadow, with their experience as an important cultural landmark, 
still retained their faith in the attainability of the 'American dream' (Lipset, 
1996: 287). Economic life in the US in the 1980s had not dented that, even 
though by then these next generations of white Americans - 'baby boomers' 
and their offspring - were experiencing (as they continue to experience) 
much higher degrees of both intra- and inter-generational downward 
mobility than had their parents: because, unlike them, they have been (and 
remain) heavily exposed to the twin processes of corporate 'downsizing' 
and stagnant real wages that beset the US economy after 1973. White 
Americans who are under 50 at century's end simply have to make far 
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greater personal efforts than did their parents - in terms of hours worked 
and number of jobs held - to retain their place on the roller-coaster of 
middle-class American affluence (an affluence, of course, which even at the 
peak of its distribution across the US population as a whole never extended 
to large sections of America's black and Hispanic populations). For the 
moment in the US, this generational shortfall in economic performance 
seems still largely to be understood as a matter of personal failing; but as 
Newman has it, there are many commentators for whom it is actually 'symp-
tomatic of far-reaching, structural disorders in the US economy' (Newman, 
1994: 341-2). 

For those commentators, the US economic record through to 1991 pro-
vided significant volumes of both internal and external supporting evidence. 
Internally, that evidence was at its starkest in the spheres of consumption, 
employment and earnings. Externally, it was most visible in relative US 
levels of investment, productivity and performance in world trade. 

Considering consumption, the evidence of 'structural disorder' was at 
its most marked in the scale of poverty that persisted amid US affluence, 
and in the diminished capacity of even the new generation of affluent 
Americans to buy their own homes and cars. 'A joint study by the Labour 
and Commerce departments concluded in 1994', for example, 'that the dis-
tribution of income in America [was now] the most unequal among devel-
oped countries' (Mad rick, 1995: 138): with the top 5 per cent of income 
earners receiving more than the bottom 40 per cent and with intensifying 
inequality of income between ethnic groups throughout the 1980s (Bowles 
et aI., 1990: 140-1). By the same token, the median age of first-time house 
buyers, which had been 27 in 1980, rose to 35 by 1991 (Newman, 1994: 339); 
and the age of the average US family car was by then greater than at any 
time since 1948 - one car in three on American roads being more than 10 
years old (the figure in the early 1970s was one in ten) (Madrick, 1995: 140). 
Yet none of this was necessarily surprising when set in the context of hours 
worked and pay earned in the US after the Vietnam War. US pay rates for 
non-supervisory workers (some 80 per cent of the labour force) fell in real 
terms by 15 per cent in the two decades after 1973, and by as much as 25 
per cent for workers aged 25-35 (Maddick, 1995: 16); and commensurately 
the hours worked by that labour force actually grew. 

O!-tite against the trend in advanced capitalist economies, US workers in 
the 1990s worked more hours than their parents had a generation before, 
spending on average an additional 163 hours a year at work in 1990 com-
pared with 1970, losing leisure time, as Schor put it, to 'the equivalent of 
an extra month a year' (Schor, 1992: 29), and doing so increasingly in service 
rather than in manufacturing employment. In the 1950s one American 
worker in three was employed in manufacturing. By 1990 that figure had 
fallen to 17 in 100 (Bartlett and Steele, 1992: 18); and by then, a record 7 
million workers in the US were regularly working two jobs in an attempt to 
maintain their living standards. Yet in spite of all their extra effort, through-
out the 1980s 'the standard of living by and large fell, stagnated or grew 
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very slowly for most Americans, even though [they] were working longer 
and harder' (Madrick, 1995: 128-9) with the result that US labour lost its 
decisive international advantage as consumers, by then earning no more 
than 'workers did in Germany, France or Norway, and only a little more 
than workers earned in a wide range of other nations' (ibid.: 82). And 
significantly for our purposes, the revival of the US economy in the 1990s 
did not quickly reverse these trends. On the contrary, as the 1996--7 survey 
of The State of Working America recorded, 

the problem of deteriorating wages, which was responsible for the slow 
growth of incomes and widening inequality in the past, has not only con-
tinued in the 1990s, but it has also pulled down new groups of workers. After 
more than a decade of wage growth for most women, the bottom two-thirds 
of women in the workforce saw their wages decline between 1985 and 1995. 
In the 1980s, families compensated for stagnant and declining male wages by 
working longer and sending more family members to work, a trend that 
appears to have reached its maximum capacity. As a result, the incomes of 
middle class families have stagnated and fallen in the 1990s. At the same time 
jobs have become less secure and less likely to offer health and pension 
benefits ... [such that in spite of low inflation and unemployment] the typical 
American family is worse off in the mid 1990s than it was at the end of the 
1970s. (Mishel, Bernstein and S chmitt, 1997: 3-4) 

By the same token, rates of investment in US-based plant and equip-
ment in the 1970s and 1980s were generally low when compared with those 
prevalent in the more rapidly growing sections of the advanced capitalist 
world. The result, by 1990, Thurow estimated, was that 'plant and equip-
ment investment per member of the labour force [in the US was at best 
only] half that of Germany, one third that of Japan' (Thurow, 1992: 254). 
Baumol had similar figures : with net fixed investment as a percentage of 
GNP in the 1970s running at 7 per cent in the US, but 12-13 per cent in 
Germany and France and 20 per cent in Japan (Baumol et aI., 1994: 3). 
Between 1960 and 1989 'the US share[ d] with the UK the distinction of 
having the lowest rate of investment among all the OECO countries' 
(Britton, 1992: 4: see also table 6.1, p. 159). Moreover, even before the redis-
tribution of labour into low productivity service employment got fully 
under way, rates of growth of labour productivity in the US economy were 
- by leading international standards - already unimpressive. GOP per hour 
worked grew in the US by 2.5 per cent per annum between 1950 and 1973, 
and by just 1 per cent per annum between 1973 and 1987. The equivalent 
figures for Germany were 5.9 and 2.6 per cent, for France 5 and 3.2 per 
cent, and for Japan 7.6 and 3.5 per cent. And in the 1980s the US trade 
deficit with those other industrial economies became large and seemingly 
permanent, emerging for the first time this century (at $1.5 billion) in 1971, 
touching $30 billion in 1978 and $38 billion in 1982, then peaking for the 
1980s at $152 billion in 1987, and by the 1990s habitually running at well 
over $100 billion. The US began the 1990s with its share of world trade in 
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manufactured goods having been equalled by the German economy and 
passed by the Japanese (Spulber, 1995: 22); and then throughout the 1990s 
it ran a series of payments deficits (of between 1.9 and 2.5 per cent of GOP) 
sufficiently large to trigger warnings from the IMF, among others, of likely 
adverse consequences for stock markets and interest rates in the US at the 
century's end (Financial Times, 14 April 1998: 1). 

To many UK-based observers well used to such a constellation of long 
hours, stagnating wages, low productivity and diminishing international 
competitiveness, the signs seemed obvious: the US economy had moved (or 
was moving) into its period of post-imperial decline, tail-spinning after that 
of the UK down the international league tables of economic performance. 
However things were not quite as straightforward as that, for the issue of 
whether the US economy is in tail-spin was (and remains) a fiercely con-
tested one. In fact, scholarship has stretched here - in Cohen's apt phrase 
- from the Cassandras to the Pollyannas (Cohen, 1995: 11) in a debate 
which has turned partly on the adequacy and appropriateness of particular 
measures of economic performance, and partly on how those measures 
ought properly to be read or understood. The Cassandras saw in the US 
economy in the 1980s 'a deeply rooted, multifaceted competitiveness 
problem' (ibid.: 29), either with the world in general or just with Japan; and 
they tended to measure or indicate that problem (as we have begun to do 
here) by reference to 'trade deficits, slowly measured productivity growth, 
job-loss and de-industrialisation' (Galbraith and CaIman, 1994: 161). The 
Pollyannas, by contrast, 'flatly den[ied] that the United States [had] a com-
petitiveness problem of any significance' (Cohen, 1995: 29) at all, and 
pointed to such things as emerging technologies, strong aggregate growth 
and continuing immigration in support of their bullish view of US 
prospects. In dispute between them in the 1980s was the significance of the 
diminishing gap in performance between the US economy and the rest of 
the advanced capitalist world, and in the 1990s the status and character of 
the US economy's recovery from 1991. It was a dispute about whether the 
US cup of economic growth, which visibly overflowed in the golden years 
of the long postwar boom, was now best seen as half full or half empty; and 
it was a dispute replete with policy implications, one fought out around the 
linked issues of trade deficits, de-industrialization and comparative pro-
ductivity performance. 

In that dispute, the Pollyannas had a point, but only to a degree. They 
were certainly right to treat with scepticism the more outlandish of the 
claims made in the 'declinist' literature about the long-term significance of 
current US performance on trade, competitiveness and industrial structure. 

It is true, for example, that the US share of world trade has fallen quite 
dramatically since the 1950s. The US's share of world GNP in 1950 stood 
at 40 per cent and its share of world trade at 20 per cent; by 1980 those per-
centages had halved. But as we noted in chapter 1, 1950 was a very unusual 
year. If the base year for comparison is shifted, say to the 1970s, the trajec-
tory of the contemporary US economy looks far more secure. If US trade 
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performance is then examined simply for the 1990s, it looks more secure 
still; and if trade with Japan is excluded from the figures, the US trade 
deficit (certainly in high technology goods) largely disappears. And in any 
case, trade deficits are not an automatic guide to international standing for 
an economy whose internal market is of the US's scale (and where in con-
sequence trade across its borders constitutes only a small percentage of its 
GDP). Nor are they in any way a guide to the profitability of US-owned 
companies, when the export of US capital is so marked a feature of the 
world system. And indeed the growth of trade is, in essence, a positive sum 
game (Omerod, 1996: 123). Economies may lose a particular share of that 
trade, but if world trade is growing in total they need not also lose volume. 
Goods manufactured in the US may now make up a smaller share of global 
trade flows than in the 1950s - in fact by the mid 1990s they were roughly 
back to their 1970 level (Nau, 1990: x) - but the volume of US exports con-
tinues to grow. The financing of those flows may indeed affect long-term 
economic performance - the question of international debt is something to 
which we shall need to return - but that is quite different from the ques-
tion of shares in world trade; and shares are, at best, only a blunt indicator 
of international performance. 

Then there is the question of whether trade matters, of whether com-
petitiveness has not become - to follow Krugman - a misleading 'obsession' . 
Krugman, as we noted in chapter 1, has pointed to the central importance, 
for living standards, of general labour productivity, and to the limited pro-
portion of US economic activity that enters world trade; and he has used 
both arguments to stress the importance of productivity gains in non-
tradable economic sectors (particularly services) as a guide to economic 
health. He clearly has a point: the international competitiveness of whole 
national economies is not the sole determinant (and ultimately not the major 
determinant) of the well-being of their populations. Internal labour pro-
ductivity is that determinant. But as we have already observed, it may be 
that he claims too much, even for the US, where the 1950s experience of 
limited involvement in world trade (relative to the massive size of its inter-
nal market) has given way to a more normal capitalist pattern, with 17 per 
cent of US manufactured goods exported by 1980 and 21 per cent of all 
goods sold in the US made abroad (Magaziner and Reich, 1982: 31). With 
such an emerging scale of involvement in world trade - Magaziner and 
Reich estimated that, as early as 1982, maybe 70 per cent of all US-pro-
duced goods were operating in potentially international markets (ibid.: 32) 
- the Tyson definition of economic competitiveness against which Krugman 
argued gathers greater force: the 'ability to produce goods and services that 
meet the test of international markets while . . . citizens enjoy a standard of 
living that is both rising and sustainable' (Tyson, 1992: 1). By that definition, 
which is entirely appropriate for any industrial economy in which mass con-
sumption of manufactured goods persists, regardless of their place of pro-
duction, US international competitiveness has weakened over the postwar 
period as a whole; and US trade statistics are both an index of that weak-
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ening and a potential constraint on future US-generated employment and 
consumption. 

However it is simply not the case, as the fiercer critics of US de-
industrialization initially had it (Bluestone and Harrison, 1982), that the US 
economy is becoming one focused on 'information, hamburgers and dress 
shops' (Weidenbaum and Athey, 1984: 117) alone. US employment is 
increasingly service-provided and service-based, with consequent adverse 
impacts on overall labour productivity and real wages; but US output still 
contains an enormous manufacturing and trading sector, whose real contri-
bution to US GOP remains virtually unchanged (Lawrence, 1987: 28; 
Baumol et aI., 1991: 121). The US economy is indeed de-industrializing-
in the sense of redistributing labour from manufacturing employment to 
service employment - but it is not doing so at a faster rate, or on a greater 
scale, than other advanced capitalist economies. Indeed its degree of service 
employment growth is, in comparative terms, rather slow (Baumol et aI., 
1991: 119- 21). In fact, between 1973 and 1980, when employment growth 
in manufacturing was approaching its postwar peak, the US actually 
'increased its employment in manufacturing at a faster rate than any other 
major industrial country, including Japan' (Lawrence, 1987: 33). And if 
there is a problem here, it seems to lie less in the distribution of employ-
ment between manufacturing and services than in the distribution of 
employment within the service sector itself, in that 'the US labour force has 
been absorbed increasingly not just by services generally, but predominantly 
by their stagnant sub-sector' (ibid.: 126). It is not the loss of manufactur-
ing employment that is currently threatening US living standards so much 
as the concentration of those displaced workers in low productivity service 
provision. 

This is not to deny that the 1980s saw serious job losses in a number of 
once dominant US manufacturing industries: in the car industry, in steel, 
in textiles and in electronics. Nor is it to deny that these industries have, 
historically, been the US's largest industrial employers. It is just that this 
pattern of sectorally and regionally restricted de-industrialization can be 
read in more than one way, and can be treated just as easily as part of a 
process of structural adjustment as it can as part of a process of economic 
decline. Certainly economists and commentators close to the Republican 
Party were reluctant in the 1980s to treat the problems of the auto indus-
try as representative of some broader US industrial malaise, preferring 
instead to see the shedding of labour from the older industries of the US 
north-east and mid-west as part of a redistribution of US industrial capital 
into new areas of comparative advantage, as older areas of US industrial 
dominance were colonized by less sophisticated competitors; and they later 
found (and offered) comfort in the subsequent ability of US car producers 
to 'bounce back', in the apparent ability of the broad mass of US 
manufacturers to 'hold their own while adjusting to the business cycle' 
(Weidenbaum and Athey, 1984: 118), and in what they understand to be the 
continued - even enhanced - competitive superiority of US-based corpo-
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rations in more high-tech, high-value-added products (Lawrence, 1984: 3). 
And certainly the American mid-west did experience a significant revival in 
growth and employment in the 1990s: the 1997 growth rate of the eight 
states around Chicago, for example, was 3.8 per cent and their unemploy-
ment level only 4.2 per cent (Financial Times, 22 May 1998: 2). Unemploy-
ment in the rust belt had been over 10 per cent a decade before; and this 
spectacular improvement in regional performance was in line with that more 
general improvement in overall US growth rates since April 1991 which 
gave the economy its most sustained period of unbroken growth since the 
1960s. Indeed as late as 1998 the absolute lead of US manufacturing in 
labour productivity, which the US had enjoyed throughout the postwar 
period, remained intact; and at the top of the business cycle (in 1996 and 
1997) rates of growth of labour productivity in the US grew briefly at 2 per 
cent per annum, well above the 0.6 per cent per annum average of the 
1986-95 period, and back to at least 1970 levels. 

So if the US economy was in decline in the 1980s, as many on the 
US centre-left argued it was, that decline was visibly not terminal; and 
in fact, because it was not, in many ways this centre-left 'declinism' simply 
paved the way to a renewed 'triumphalism' of neo-liberalism in US 
business circles in the 1990s, as the doom-laden prophecies of unstoppable 
Japanese industrial dominance visibly came unstuck (see Spulber, 1995: 
145, 250). But such triumphalism has itself to be guarded against. For 
what the Pollyannaish reading of the contemporary US left unnoted 
and unresolved were two important features of recent US economic history 
that might still indicate seeds of longer-term decline. The first is why US 
dominance in certain mass-production consumer goods - for so long the 
motif of American economic superiority - was so eroded in the 1980s. The 
second is the potential relationship between the sources of that loss of domi-
nance and the ability of US-based companies to retain competitive advan-
tage in the new high-tech industries into which US capital is increasingly 
movmg. 

For visibly the US economy lost competitive advantage in a number of 
particularly important manufacturing sectors in the 1980s, mainly sectors 
based on medium-level technology and servicing mass markets at home and 
abroad. Michael Porter provided the following report of US competitive 
strength and weakness for 1985: 

• strong in agriculture, defence, aerospace, transportation (aircraft), 
computers and software (though weakening in semi-conductors), 
health-care related products, consumer packaged goods, consumer 
and business services; 

• weak/weakening in 'transportation-related goods and services, 
machinery of many types, machine tools, office products and equip-
ment other than computers, consumer electronics, consumer durables 
of all types, apparel and related products, steel and other materials, and 
telecommunications equipment (except large central office switches 
and fibre optics, which are areas of strength),. (Porter, 1990: 519) 



Liberal Capitalism 31 

Porter noted that the US's greatest loss of competitiveness from the early 
1970s had been in steel, automobiles, machine tools, consumer electronics 
and office equipment, and that his research teams had found a more gener-
ally 'declining competitive advantage ... in many' (ibid.: 519) of the indus-
tries studied by them. This general weakening of competitive edge was 
noted too by the MIT team undertaking a similar exercise alongside Porter, 
with significant diminutions of US-based competitive advantage through-
out the 1980s in US industries as diverse as semiconductors, commercial 
aircraft, consumer electronics, steel, chemicals, textiles, automobiles, 
machine tools and even education and training (Dertouzos et aI., 1989: see 
Cuomo, 1992: 8-9 for a similar list). In fact, consumer electronics, automo-
biles and textiles in particular felt the impact, within the US internal market 
throughout the 1980s, of strong and effective foreign competition, particu-
larly from Japanese-based producers; and it was their loss of competitive 
edge that coloured the entire debate on US economic futures in presiden-
tial campaigns from Reagan in 1980 to Clinton in 1992. 

And so it should have: for these industries were not (and are not) eco-
nomically insignificant. On the contrary, US industry from 1970 to 1992 lost 
market share in the big-volume products consumed by the American middle 
class, and was unable to compensate for these enhanced import flows of 
consumer goods by any equivalent increase in the volume and value of high-
tech sales abroad. And this shortfall occurred for more than price reasons. 
Part of the US loss of market share was due to the rise of low wage, pre-
dominantly Asian competition, and to the strength of the US dollar. By 
1990, according to Madrick, 'about 36 per cent of [US] imports were from 
nations whose wages were 50 per cent or less than [those in the US] com-
pared with only about 25 per cent from such nations in 1978' (Madrick, 
1995: 71). But wage differentials did not explain the superiority of 
Japanese-based producers, who by the 1980s had established significant 
productivity leads over US-based producers in steel, automobiles, electrical 
machinery and the production of precision equipment (Pfaller, 1991: 54) 
and in a string of what van Ark called 'investment industries' (van Ark, 
1992: 65). Indeed as early as 1983 'only a quarter of the Japanese cost advan-
tage over American-made small cars was owed to lower wages' (Pfaller, 1991: 
75). Nor in any case was price the only element in competitiveness. The 
MIT study found clear signs that 'in such areas as product quality, service 
to customers, and speed of product development, American companies 
[were] no longer perceived as world leaders, even by American consumers'. 
They also found evidence that 'technological innovations [ were] being 
incorporated into practice more quickly abroad, and [that] the pace of 
invention and discovery in the United States may be slowing'; and they fol-
lowed the President's 1985 Commission on Industrial Competitiveness 
in questioning what they termed the 'productive performance' of US-
based manufacturing industry on such dimensions as 'quality, timeliness of 
service, flexibility, speed of innovation, and command of strategic tech-
nologies' (Dertouzos et aI., 1989: 26, 33). 



32 Capitalist Models: The Arguments 

Against such a background, it is still possible to be Pollyannaish - to put 
the emphasis on the recent resurgence of US industry, its ability to pull back 
some of the lost ground. Nau for one does that: emphasizing the revival of 
US manufacturing productivity in the second half of the 1980s, and the 
rapid growth of US exports as the dollar weakened (Nau, 1990: x). So too 
do Spulber (1995) and Lipset (1996: 59). But it seems more sensible at least 
to ask the Porter question: 'how could a position of such consistent strength 
in sophisticated high productivity fields turn into one where competitive 
advantage was eroding in so many advanced industries' and where, in con-
sequence 'per capita income growth was the slowest of any of the nations 
. .. studied in the postwar period'? (Porter, 1990: 519). Porter put the US 
case study report in his The Competitive Advantage of Nations alongside a 
section on 'the slide of Britain'. Mainstream US manufacturing industry 
slid out of its position of world dominance in the quarter century after the 
oil crisis of 1973. We need to explore why. 

Debating US underperformance 

Factors in decline 

One characteristic response to that question emerged over the years from 
the doyen of growth accounting, Edward Denison, whose whole work had 
focused on locating the sources of US economic growth. The early Denison 
treated the diminution of the US productivity lead as primarily a question 
of convergence, as European economies 'concentrated upon learning what 
the United States is already doing' in research and development, and added 
'substantial increments to their growth rates by imitating and adopting 
American practices' (Denison, 1967: 344, 283). Even in 1967, however, 
Denison had been aware that 'the performance of the US economy [was] 
not ... all that it might be', particularly in the area of 'investment in non-
residential structures and equipment and inventories' (ibid.: 345, 343); and 
certainly two decades later it was that sense of unease - that 'darker picture 
of deterioration of productivity growth' (Denison, 1985: 2) - that by then 
was shaping the entire Denison corpus. By the mid 1980s, Denison had his 
own list of factors that in his view had been unfavourable to US growth 
since 1973. These included changes in the composition of the labour force 
by age and sex, costs to business of regulations to abate pollution and to 
protect employees' health and safety, and the costs of crime to business; but 
on his own calculations these left nearly two-thirds of the growth slowdown 
unexplained. The whole Denison method of factor disaggregration then 
predisposed him to doubt whether 'anyone output determinant was respon-
sible for the decline in the growth rate of residual productivity after 1973', 
and left him with the impression that the decline was 'more likely to have 
resulted from small to moderate adverse changes in many of the im-
measurable output determinants' (ibid.: 56). It also predisposed him (and 



Liberal Capitalism 33 

to a degree actually equipped him) to discount some of the more popular 
explanations of economic underperformance. Importantly, he found no evi-
dence that the blame lay with labour - that inadequate work effort explained 
the shortfall (ibid.: 47). Nor by then did he think - counter to his Appen-
dix to the 1964 study and to the majority of growth accountants - that inad-
equate investment levels were at 'the heart of the problem'; and he set his 
face firmly against interventionist industrial policy as its cure (ibid.: 59). 
Instead he tentatively aligned himself with those who linked recent US eco-
nomic decline to the inadequate performance of American management 
(ibid.: 44), and in particular to their general abdication of what Hayes and 
Abernathy called 'their strategic responsibilities' (1980: 68). 

This is not to imply that growth accounting did not have a more ambi-
tious set of insights to offer on the determinants of economic performance. 
For, as Abramovitz noted in the early 1960s, the whole logic of the Denison 
approach privileged certain variables as vital to growth, including the rate 
of growth of the labour force, its level of education, the proportion of GDP 
devoted to capital formation and the potential of research and development 
(Abramovitz, 1962). Denison might in the end have decided to emphasize 
inadequacies in the management of these factors of production as the key 
to underperformance, rather than inadequacies in factor supply per se: but 
others using his or similar accounting techniques remained truer to the view 
that the quantity of factor inputs was a critical element in the postwar US 
growth story. Baumol and McLennan, for example, took this line: arguing 
strongly in the mid 1980s that 'insufficient investment [was] one of the 
major causes of the US productivity slowdown', that 'for the private busi-
ness sector as a whole, lack of capital investment account[ ed] for over 20 per 
cent of the decline during the 1970s', and that 'among the other major 
sources of the slowdown ... [were] low outlays for research and develop-
ment, the rise in the direct and indirect costs of regulation, and the increase 
in energy prices' (Baumol and McLennan, 1985: 9). They conceded some 
ground to the qualitative dimensions of factor-use to which Denison 
alluded: not simply management quality but, in relation to Japan in partic-
ular, cultural differences and differences in worker- management institu-
tions. But for them, these aspects of growth performance were elusive 
because they were non-quantifiable (ibid.: 52); and they were in any case, at 
best, marginal to the story. According to Baumol and McLennan's reading 
of the bulk of the growth-accounting literature comparing Japan with the 
US after 1973, 'a primary source of the disparity [lay] in the inferior US 
performance in terms of saving and investment', such that 'most of the dif-
ferences in manufacturing productivity [were] explainable by the fact that 
Japanese workers use[d] more plant and equipment than their American 
counterparts' (ibid. : 17). It was not that gross investment in manufacturing 
plant and equipment failed to rise in the US in the 1970s and early 1980s; 
it was simply that it did not rise fast enough to keep pace with the growth 
in the labour force, and so pulled per capita investment down, and produc-
tivity with it. 
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The Baumol and McLennan analysis then pointed in a particular policy 
direction: towards the stimulation of research and development, the encour-
agement of saving and investment and the removal of 'impediments to 
freedom of resource allocation by the market mechanism' (ibid.: 232). But 
not all growth accountancy pointed in that direction. Nor did the 1980s 
arguments of all the major figures in the history of classical growth theory, 
from which the tradition of growth accounting emerged. For in that decade 
there was at least one major study, associated with Robert Solow, that was 
uneasy with explanations privileging low US levels of savings and invest-
ment: the 1989 MIT study Made in America. In that study, Solow and his 
co-authors distanced themselves from explanations that relied primarily on 
macro-economic variables, focusing instead on a set of institutional factors 
which they claimed were undermining growth performance: 'outdated 
strategies, short time horizons, technological weaknesses in development 
and production, neglect of human resources, failure of co-operation' and 
'government and industry at cross purposes' (Dertouzos et aI., 1989: 43,44). 
From their study of a string of case studies across the US economy, the 
MIT team decided that: 

the causes of this problem go well beyond macro-economic explanations of 
high capital costs and inadequate savings to the attitudinal and organisational 
weaknesses that pervade America's production system. These weaknesses are 
deep rooted. They affect the way people and organisations interact with one 
another and with long-term technological and market risks; and they affect 
the way business, government, and educational institutions go about the task 
of developing the nation's most precious asset, its human resources. They 
introduce rigidities into the nation's production system at a time of extraor-
dinarily rapid change in the international economic environment. (Dertouzos 
et al., 1989: 166) 

For the MIT team, as for many commentators on US economic under per-
formance in the 1980s, there was a pattern to the weaknesses in industrial 
performance, which their detailed case work persistently uncovered; and it 
was this pattern that was said to hold the key to the vulnerability of US-
based producers to overseas competition. There were key elements in that 
pattern. One was education and training - investment in human capital -
serious inadequacies in what Porter termed 'factor creation' and which the 
MIT study thought had been dangerously neglected (Dertouzos et aI., 1989: 
36). Another was capital formation and supply: for some (including Krugman) 
a low national savings rate, for others (like Porter) a deeply entrenched 
'short-termism' in the US banking system similar to that emphasized by 
Hutton in his analysis of UK industrial weakness. A third was (as Denison 
emphasized) inadequacies in the quality, character and drive of contempo-
rary US management (with resulting defects in the quality of products pro-
duced and in the trajectory of product development). A fourth, often cited, 
was attitudes, values and ideologies: in a spectrum from the too complacent 
to the too liberal. And for some commentators, although not for all, deficien-
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cies in US macro-economic and industrial policy also then figured: indeed 
(as we have already noted) the debate over the need for industrial policy was 
the axis around which this whole literature developed in the 1980s, with 
fiercely held views on either side (in favour, Magaziner and Reich, 1982; 
Johnson, 1982; Scott and Lodge, 1986; against, Lawrence, 1984; Baumol 
and McLennan, 1989; for an overview, Johnson, 1984; Thompson, 1989; 
Graham, 1992; Froud et aI., 1996). But whether government policy was in 
or out as a contributory causal element, there was a striking range of agree-
ment across a tranche of predominantly centre-left studies of the US 
economy in the 1980s, that the causal patterns here were strongly interre-
lated and deeply entrenched, and that they were mutually interacting to 
unravel - to use Porter's imagery - the US growth diamond. 

Porter's own specification of how that diamond was beginning to unravel 
in the 1980s was representative of much of that analysis. The Porter expla-
nation of weakening US competitiveness emphasized: 

• poor faction creation: especially 'the eroding quality of human 
resources relative to other nations' (Porter, 1990: 522) triggered by 
inadequacies in the US education system and inadequate training 
systems; but also the low and declining rate of household savings and 
large federal budgets, which sent interest rates from the lowest of the 
advanced capitalist nations in the 1950s to among the highest in the 
1980s; and slow wage growth and generous labour supply, which 
reduced the pressure on employers to innovate and invest in training; 

• the weakening of demand conditions: especially the loss of the postwar 
US international position as the home of the world's most affluent 
and demanding consumers; plus the emergence in the US and else-
where of highly sophisticated and segmented markets not easily ser-
viced by US-style standardized mass production; 

• the thinning of industrial clusters: particularly in machinery and spe-
cialized inputs, as the normal US arms-length relationship between 
buyers and suppliers, and between industries and universities, 
became increasingly dysfunctional, and as eroding US productive 
performance induced buyers of specialist goods to redirect their 
demand abroad; 

• changes in firms' strategy, structure and rivalry: primarily changes in 
the quality, motivations and recruitment of US corporate managers, 
which sapped the rate of innovation and upgrading, the diminishing 
number of managers with technical backgrounds, the diversion of 
top talent away from industry, the short-termism of institutional 
investors, the US corporate propensity for mergers and alliances, the 
ebbing of domestic rivalry, and the dependence of senior managers 
on high short-term dividends for their own bonuses and career 
development; 

• government indijJerena to the need for educational reform: its under-
utilization of antitrust laws, its massive budget deficits, its relaxation 
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of environmental and safety standards and its propensity largely to 
ignore the needs of the civilian industrial sector in favour of national 
security and the social agenda; as Porter had it, 'American policy was 
based on the assumption that US industry had a commanding posi-
tion. Today, for often self-inflicted reasons, that assumption is a shaky 
one' (ibid.: 531-2). 

Paradigm choice 

The MIT study, for its part, did more than simply list a general set of insti-
tutional factors eroding US competitive performance. It also conducted a 
series of detailed case studies, and claimed to have found in them two 
general forms of US corporate organization and practice. It found, and 
criticized, a prevalent form, one in which it noted 'the preferences of 
American firms for organising production hierarchically, their tendency 
to institutionalise arms-length relationships between firms and finance, thus 
perpetuating narrow planning horizons, their inability to develop effective 
collective structures for technological development, and their systematic 
neglect of human resources' (Lindberg and Campbell, 1991: 392). But it 
also found a minority of strong US firms in each of the sectors it examined 
in detail, and attributed their success to an equally interlinked set of attrib-
utes: '(1) a focus on simultaneous improvements in cost, quality and deliv-
ery; (2) closer links to customers; (3) closer relationships with suppliers; (4) 
the effective use of technology for strategic advantage; (5) less hierarchical 
and less-compartmentalized organizations for greater flexibility; and (6) 
human-resource policies that promote continuous learning, teamwork, par-
ticipation, and flexibility' (Dertouzos et al., 1989: 118). 

In so doing, the MIT study positioned itself alongside those who were 
arguing the need for a paradigm shift in corporate organization and man-
agerial practice to restore US economic competitiveness, a paradigm shift 
apparently already made by Japanese companies and supposedly the prime 
source of their recent economic success. The case for such a paradigm 
change was regularly laid before the general US reading public in the 
1980s and early 1990s in a series of popular texts (from Lodge, 1986, 
through Thurow, 1992, to Best, 1990, Hart, 1994 and Fukuyama, 1995), 
and it was also widely reproduced in the academic literature, not least 
through the centre-left writings of Robert Reich and the more explicitly 
Schumpeterian enthusiasms of William Lazonick. 

Robert Reich (Clinton's first Secretary of State for Labour) had been 
among the first to develop the paradigm argument, arguing as early as 1983 
that 'the industries that will sustain the next stage of America's economic 
evolution will necessarily be based on a skilled, adaptable and innovative 
labour force and on a more flexible, less hierarchical organisation of work' 
(1983: 13). Reich saw how 'ill prepared for adaptation' the US economy cur-
rently was, and thought that 'America [had] a choice: it [could] adapt itself 
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to the new economic realities by altering its organisations, or it [could] fail 
to adapt and thereby continue its present decline' (ibid.: 14,21). What Reich 
then added to this widely held view was a dash of social democratic opti-
mism, a belief that the needs of corporate America and the agenda of the 
progressive Left were being brought into harmony by paradigmatic change. 
Thus: 

in advanced capitalist countries, productivity and economic growth are 
coming to depend not so much on the overall level of investment as on how 
investment is used .... Put simply, the organisation of an advanced economy 
can either encourage productivity - by providing people with skills and 
knowledge and by inspiring high morale and motivation in the work force -
or discourage productivity by doing just the opposite .. . The way people are 
organised is becoming a crucial determinant of productivity . . . When we use 
unemployment to battle inflation, we do not recognise the toll it takes on 
America's future productivity. When we trim our collective expenditures on 
education, training, health, nutrition, and similar intangibles, we do not see 
its cost in terms of America's future economic growth. Policies that spread 
the benefits and burdens of economic change more equitably among our 
citizens are superior to those that widen the gap between rich and poor . . .. 
America's place in the evolving world economy will increasingly depend on 
its workers' skills, vigour, initiative, and capacity for collaboration and adap-
tation . The kinds of policies we need may be termed social justice or invest-
ments in America's future : regardless of the label, they represent the next 
stage of America's economic and social advance. (Reich, 1983: 19-20) 

This, of course, was a call for trust capitalism with a vengeance; and where 
Reich took the debate, others then followed. In fact the role of paradigms 
in explaining economic underperformance was given its fullest and most 
pristine formulation not in his writings, but in those of William Lazonick. 
The central Lazonick argument was that the history of industrial capital-
ism had to be periodized, since the forms of corporate organization and 
managerial practices vital to dominance in one period invariably acted as a 
barrier to dominance in the next, and so shifted centres of economic lead-
ership. They did so because (and to the degree that) 'institutional rigidities' 
slowed the capacity of leading economies to adapt to new corporate require-
ments as competitive and technological conditions altered. Lazonick argued 
that successful forms of economic organization in one period always became 
embedded. They drew to themselves strong institutional supports, sectional 
interests and ways of thought and action, and were cushioned for a time 
from the need to change by their ability to live off the surpluses of the past. 
They became (in Schumpeterian terms) 'adaptive' rather than 'innovative'; 
and because they did, their rapid re-alignment to new forms of corporate 
activity became extremely difficult to trigger. So, according to Lazonick, the 
UK went into early-twentieth-century economic decline because its leading 
industrial companies remained too long wedded to forms of 'proprietary 
capitalism' no longer appropriate to the new age of scientific management 
and mass production; and the US industrial sector spent the 1980s losing 
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market dominance because its leading corporations were still too immersed 
in forms of organization and ways of managing that worked well in the 
period of 'managerial capitalism' but less well in technological and market 
conditions requiring a more 'collective capitalist' form of response. 

Thus for Lazonick, past US strengths and current US weaknesses were 
two sides of the same coin. US forms of managerial capitalism had spent 
the first six decades of the twentieth century sweeping all before them. They 
certainly had seen off the British: but down-wind of that success, and in 
the world transformed by the rise and dissemination of US-initiated 
methods of mass production and scientific management, the strengths of 
US corporate structure and practice were turning into weaknesses. Two 
very important Achilles heels were emerging. One was the nature of the 
relationship established in the US between capital and labour in the period 
of managerial capitalism, the other the relationship emerging between US 
industrial and financial institutions, and between US industrial institutions 
themselves, towards the end of that same period. 

According to Lazonick, on this side of the Third Industrial Revolution 
it was not enough to have managerial structures capable of coordinating spe-
cialized divisions of labour and maintaining control over the main labour 
processes. Those were the organizational priorities released by the Second 
Industrial Revolution, which had served the US well. But organizational 
priorities had now shifted: from control to commitment, and from the man-
agement of an alienated labour force to the establishment of trust relation-
ships between all the participants in the productive process. The key to 
competitive success in the wake of the Third Industrial Revolution, accord-
ing to Lazonick, was policies to 'educate the labour force, mobilise com-
mitted financial resources, and co-ordinate inter-dependent innovative 
efforts' (Lazonick, 1991a: 57). These were policies readily attainable in 
economies with strong networks of companies, close long-term relations 
between industry and finance and high levels of job security and job satis-
faction at all levels of the industrial hierarchy. But they were not readily 
attainable in economies of the US type. They were simply not the domi-
nant features of the industrial landscape in the liberal model of modern 
capitalism; and because they were not, economies which adhered to the 
liberal model (particularly the US economy) were now beginning to lose 
their international place. 

So, in the sphere of labour relations, and in comparison particularly with 
the Japanese, US corporate management and US labour unions had settled 
into patterns after the war which traded high wages for full managerial 
control. This settlement then enhanced an already evident propensity 
among US managers to 'take skills and initiative off the shop floor' 
(Lazonick, 1994a: 181) and to treat their blue-collar workers as easily 
expendable commodities; and it had left no space for the consolidation of 
relationships of commitment and trust between the company and its work-
force. In consequence the organization of work on the shop-floor became, 
according to Lazonick: 
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the Achilles heel of US manufacturing ... With its managerial structures in 
place, American industry may have entered the second half of the twentieth 
century in the forefront of the development of productive resources. But its 
weakness lay in the utilisation of productive resources-manufacturing 
processes in which large numbers of shop-floor workers had to interact with 
costly plant and equipment .. .. the major industrial enterprises did not give 
these blue-collar workers substantive training. Nor ... did they make 
explicit, and hence more secure, the long-term attachment of the hourly 
employee to the enterprise. Without this commitment of the organisation to 
the individual, one could not expect the commitment of the individual to the 
organisation that might have enabled US mass producers to respond quickly 
and effectively to the Japanese challenge. (Lazonick, /994a: /88) 
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Likewise, on the organization of capital itself, what had worked well once 
now no longer did, as the balance of forces within the US economy shifted 
from the ascendancy of 'value creating forces' to the ascendancy of 'value 
extracting ones' (Lazonick, 1994b: 82). The key value extractors, for 
Lazonick, were the financial institutions which were deregulated in the 
1970s and which were overwhelmingly preoccupied with the quarterly 
'bottom line', and the senior executives of industrial companies who, by 
rewarding themselves with generous stock options, had separated their own 
interests from those of even the rest of the managerial structure. The 
control exercised in the 1980s by these two groups over productive activity 
in the US - what elsewhere Lazonick referred to as the shift from 'venture 
capitalists to vulture capitalists' (Lazonick, 1992: 159) - had introduced a 
corrosive 'short-termism' into US corporate practice, privileging 'adaptive' 
over 'innovative' investment, and inducing 'enterprises that engaged in 
innovative investment strategies in the past [to] turn to adaptive strategies 
that merely live off their prior successes' (ibid.: 80). Under such leadership, 
too many US companies were said to be no longer making 'the types of 
investments that were required to remain competitive on global markets' 
(ibid.: 101, 102), indulging instead in a potentially lethal 'down-sizing' of 
technically competent personnel. The result, we were told, was 'a serious 
erosion of organisational capabilities within the enterprise without any 
guarantee that the reduction in investment in human capabilities and the 
reconstitution of comparable organisational capabilities will occur elsewhere 
in the economy' (ibid.: 104). 

According to Lazonick, that is, adversarial industrial relations blocked 
the capacity of US-based corporations fully to exploit the productive poten-
tial released by the Third Industrial Revolution; and inadequacies in own-
ership structure and practice threatened any long-term capacity 'to get the 
American system of capital allocation back on track' (ibid.: 112). He took 
the impaired performance of the US economy after 1973 as evidence that 
the US possessed the wrong kind of capitalism, such that if it was to recap-
ture its earlier productive potential it had to move to a new - more trust-
based - form of industrial organization and corporate practice. 'Proprietary 
capitalism has long since vanished, and managerial capitalism can no longer 
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compete' (Lazonick, 1992: 159). To survive as a major economic player, the 
US 'must grasp the enormous, and apparently growing, economic power of 
collective capitalism' (ibid.: 160) and strengthen the value-creating forces in 
the US economy and society. Its public bodies must invest in education at 
all levels. Its private corporations must invest in research and development, 
and in the development of the capacities of all levels of the corporate labour 
force. It must reset its pattern of industrial relations from an adversarial to 
a participatory or partnership form; it must shift power from value extrac-
tors to value creators; and it must undergo an 'ideological revolution', by 
making a major cultural move away from its commitment to 'the myth of 
the market economy' and its associated faith in (and preoccupation with) 
stock market values (ibid.: 109). It must do, that is, a lot of very important 
things. 

Contradictions of dominance 

Such a programme of root and branch reform aligned Lazonick, in his turn, 
with some of the most radical explanations of (and commentaries upon) the 
competitive performance of US capitalism in the 1980s. Among these were 
analyses which (like Lazonick's) singled out particular features of US cor-
porate capital as the barrier to sustained employment and growth: particu-
larly the division between finance and industry, and the short-sightedness 
of senior US management (Pollin, 1996: 270). But there were also analyses 
which emphasized the deleterious impact on economic performance of US 
military expenditure, the industrial role of the Pentagon and the global 
political concerns of the US state; and there were analyses which saw US 
economic decline as inexorably linked to the disintegration of the particu-
lar settlement underpinning postwar global capitalist growth, and to en-
tirely unavoidable contradictions between factions of the US ruling 
class and between it and US labour. In the main, these were all forms 
of analysis which shared Lazonick's critique of US corporate practice 
while avoiding his enthusiasm for its Japanese equivalent. 

One line of argument here was that it was the burden of military expendi-
ture carried by the US economy that held the key to its underperformance 
in the 1980s. A number of leading centre-left commentators included such 
an argument in their overall explanatory portfolios: Thurow (1992: 19-21) 
with his sense of the potential conflict between military and economic 
superiority; Johnson (1982: 4) with his characterization of the Pentagon as 
the US's equivalent to MITI; and even Reich (1983: 189-93) with his cas-
tigation of the Pentagon's industrial policy as a source of conservatism and 
backwardness in the US manufacturing economy. But the argument was at 
its sharpest in the writings of Dumas (1982) and of Markusen and Yudken 
(1992). High military expenditure, as they saw it, eventually created high 
inflation and unemployment in the postwar US. It did so because 
Pentagon contracts cushioned manufacturing industry from competitive 
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pressures to innovate and change and distorted the distribution of US 
research personnel and product development. It did so because US military 
expenditures abroad more than offset US trade balances even in the golden 
years of the long boom, and generated few valuable spin offs from military 
production to the civilian industrial sector; and it did so because a weaken-
ing civilian industrial sector was then left exposed to the arrival of foreign 
competition nurtured in the security created by the US military presence 
in South-east Asia, at the cost of US jobs, living standards and rates of 
economic growth. 

Arguments of this kind also featured in the writings of a group of US 
radical scholars who developed their own distinctive 'take' on the nature of 
the postwar US settlement by using the notion of 'social structures of 
accumulation' to explain US economic and social difficulties in the 1980s 
(Bowles et aI., 1984; 1990; Bowles and Edwardes, 1993; Kotz et aI., 1994). 
These SSA analysts explained the decline of US economic power not as the 
product of 'institutional inertia' in the face of a new paradigm of industrial 
organization, as Lazonick had it, but as the product of emerging class con-
tradictions within an economic and social order which, even if orchestrated 
by postwar US institutional power, was quintessentially capitalist in char-
acter. The fall of US economic dominance was linked by these theorists to 
the working out of a set of necessary contradictions within that capitalist 
order: contradictions within the US capitalist class, and between it and other 
industrial and financial bourgeoisies, and contradictions between US capital 
and the American proletariat organized both as workers and as citizens. The 
result was a particular way of telling the postwar US story, broadly as 
follows: 

• Externally, the success of 'Pax Americana', which had created a world 
market for US exports, began to unravel from the mid 1960s, as the 
reconstruction of competitor capitalisms under the US nuclear 
umbrella eroded the American productivity advantage and the asso-
ciated world demand for US goods, and as 'the military role of the 
United States . .. indispensable in helping to police the postwar 
international system . . . [came to] constitute an enormous drain on 
the productive capacity of the United States and to stimulate a series 
of powerful Third World challenges to American imperialism' 
(Gordon, 1994: 52). Here the weight of the analysis was focused not 
so much on the emergence of new forms of capitalist organization in 
Japan, as in 'paradigm choice' arguments, as on the burdens borne 
by US capital as the price of successful world leadership. 

• Internally, postwar American growth was also undermined by success 
over time: by the success of those initially excluded from the limited 
capital-labour accord in winning social and political benefits by 
organizing themselves militantly as citizens, and by the shift in class 
power from management to labour that came to the white male 
working class in the postwar US as the consequence of full employ-
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ment and strong labour contracts. Here the weight of the analysis was 
less on the way that the adversarial character of postwar US labour 
relations eroded the capacity of management to trigger commitment 
and loyalty from American workers - as Lazonick had it - and more 
on the costs of social provision and on the inability of US managers 
to intensify the rate of labour exploitation. 

In arguing in this way, SSA analysts positioned themselves close to regula-
tion theory, and drew heavily on Marxist political economy in their analy-
ses of crisis (Kotz, 1994: 85). In their hands, Lazonick's 'paradigm choice' 
became one between qualitatively different social structures of accumula-
tion; and they were much concerned with the disintegration of what regu-
lation theories would call Fordism. But even in their writings there was a 
strong echo of Lazonick's argument that a new and competitively stronger 
form of capitalism was emerging to which US capitalism needed to respond. 
So Bowles, Gordon and Weisskopf, for example, argued almost in passing 
that 'an outmoded hierarchical and conflictual system of industrial relations 
[lay] at the root of the continuing inability of the United States to solve the 
productivity problem' and that 'during the 1980s, the United States was 
consistently outpaced on the productivity front by nations that have adopted 
more meaningful forms of worker participation in decision-making, job 
security, and collective bargaining' (1990: 156; similarly, Bowles and 
Edwardes, 1993: 255). And the same notion of a paradigm choice was 
evident in other radical scholarship on US economic underperformance 
which was influenced by regulation theory in the 1980s (Piore and Sabel, 
1984; Best, 1990; Lash and Urry, 1987; 1994; Lipietz, 1989). Time and again 
we were told by such theorists that capitalism, whose postwar golden age 
had been organized on the basis of Fordist mass production, was now 
shifting to a new paradigm of organization variously labelled 'flexible 
specialization', the 'new competition', 'disorganized capitalism', 'reflexive 
accumulation' or 'post Fordism'. The US had been economically dominant 
under Fordism, but was slipping now because it could not easily adjust to 
the disintegration of its previously dominant regulatory mode. 

So the terminology of the most radical scholarship produced on US 
decline in the 1980s tended to differ from that used by Lazonick; but the 
explanation of US economic underperformance it was used to develop quite 
often did not. What actually differed was the greater sense, in the literature 
more influenced by Marxism than in that influenced by Schumpeterian 
growth theory, of the precarious nature of the new paradigm, its suscepti-
bility to its own internal contradictions, and the associated absence of any 
likelihood of prolonged Japanese dominance over the US. The future was 
foreshadowed differently the more radical the theoretical framework 
deployed. Where centre-left scholarship anticipated a secure future for US 
capitalism (and its workers) if a stronger capitalist model was adopted, the 
Marxist literature anticipated a future of generalized instability. Indeed in 
the finest of that Marxist scholarship, Giovanni Arrighi made that particu-
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larly clear, by situating the SSA argument in a grand sweep of world history 
stretching back over five centuries. In a series of publications from 1982 to 
1994 Arrighi followed Bowles, Gordon and Weisskopf in linking the dimin-
ishing competitiveness of US-based manufacturing firms in the 1980s to a 
wider account of the rise and fall of the postwar international settlement, 
one in which contradictions between US-based industry and the US state 
played an important role, and in which certain East Asian economies in par-
ticular used the deepening markets of Pax Americana to catch up and over-
take indigenous US producers. But unlike the SSA theorists, Arrighi did 
not leave that story unanchored in time and space. Instead he treated US 
economic under performance as merely the latest example of the way in 
which contradictions of dominance within world capitalism necessarily 
undermine hegemonic centres of capitalist power, as were first Genoa, then 
Holland and finally Britain in the past. US economic decline after 1973, for 
Arrighi, could be fully understood only as part of this larger, inexorable 
pattern of systemically rooted contradictions. Hegemonic powers in a world 
capitalist system always have 'terminal crises' . The US regime of accumu-
lation was simply experiencing its. 

The UK in retreat 

If the US economy did spend the 1980s hitting its 'hegemonic wall', it 
would not be the first dominant power to do so. Where the US economy 
perhaps walked then, the UK had definitely trodden before. For UK world 
economic dominance was of course a nineteenth-century, not a twentieth-
century phenomenon; and so there is no contemporary UK equivalent to 
the current US dispute about whether the national economy has been (or 
is) in long-term decline. That decline is generally recognized across both 
the academic and the political spectrums. Where controversy rages is over 
the causes of that decline and, by association, over whether at least some of 
those causes were laid to rest by the Thatcherite 'policy revolution' of the 
1980s. 

The data on UK economic performance 

The data on UK economic data performance before 1980 are rela-
tively uncontroversial, and also plentiful (Matthews, Feinstein and Odling-
Smee, 1982; Crafts, 1991; 1993b). They show that the UK economy lost 
its position of global pre-eminence in the production and export of manu-
factured goods from the 1890s, and that, although UK-based exporters of 
manufactured goods were then given a fresh lease of life by the tempo-
rary dislocation of their main European competitors in the decade after 
1945, they lost ground to them (and to Japanese manufacturing firms) 
steadily from the 1960s. For 'from the 1870s to the 1970s the growth of 
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output and productivity in the UK was low by the standards of other 
advanced economies' with 'the growth gap . . . particularly pronounced in 
the Golden Age from 1950 to 1973 when the British growth rate was only 
about half the OECO average' (Crafts, 1993b: 331). It was in those first two 
postwar decades that 'British manufacturing levels were overtaken by 
France and Germany' (ibid.), and in the next two that the output of goods 
from UK-based manufacturing firms levelled out. Alone among the major 
industrial powers, the UK's manufacturing output failed to grow on any 
scale after the oil crisis of the early 1970s (see figure 1.1 for confirmation); 
indeed 'not until 1988 did UK manufacturing output recover its level in the 
peak year of 1973, and (as late as 1992) it was less than 1% higher than in 
1973, whereas output increased by 27% in France, 25% in Germany, 85% 
in Italy and 119% in Japan during the same period' (Select Committee on 
Trade and Industry, 1994: 16). In 1983 an economy that had once been the 
'workshop of the world' became a net importer of manufactured goods for 
the first time in peacetime in 200 years, and spent the 1980s as a net exporter 
of capital and in possession of a large and apparently irreducible balance of 
payments deficit. With such a competitive slippage, it is little wonder that 
as late as 1985 a committee of leading parliamentarians could worry about 
the 'grave threat' posed by manufacturing failure, not simply to the stand-
ard of living but 'to the economic and social stability of the nation' (House 
of Lords Select Committee, 1985: 83) as a whole. 

The House of Lords Report that year bemoaned Treasury complacency 
and public 'unawareness of the seriousness of its predicament' (ibid.: 56); 
and well it might. For from the 1960s, and possibly from even earlier, the 
rate of investment in manufacturing plant and equipment in the UK settled 
at a level well below that common in more successful economies abroad. In 
fact, between 1960 and 1993 investment in machinery and equipment only 
averaged 8.4 per cent of GOP. This was higher than the US's 7.6 per cent 
(as the US began its own slippage back into the pack of chasing competi-
tor economies); but it was less than the figures for West Germany (8.7 per 
cent), France (8.9 per cent), and Italy (9.8 per cent), and way behind the 
figure for Japan (12.4 per cent) (Financial Times , 12 July 1996). In real terms, 
net manufacturing investment in the UK settled between 1979 and 1989 at 
a level just one-sixth of that achieved in the decade immediately before the 
oil crisis, as the manufacturing sector moved from an investment level 
equivalent to 4 per cent of its output in the 1960s to one equivalent to a 
mere 0.6 per cent in the 1980s (Kitson and Michie, 1995: 2). The associ-
ated rate of growth of labour productivity in the UK also settled below that 
of US labour, Japanese labour and labour across northern Europe. The 
value added per worker hour in UK manufacturing in 1987 was only 58 per 
cent of that added in the US (van Ark, 1992: 68); and output per worker 
hour in German manufacturing that year was a clear 22 per cent higher than 
in the UK (O'Mahoney, 1992: 46). Against such a background, the share of 
world trade captured by UK-based manufacturing firms inevitably dimin-
ished, down from 16.3 per cent of total global exports in 1960 to just 8.4 
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per cent by 1990. Employment in UK-based manufacturing also collapsed, 
3.5 million full-time manufacturing jobs (40 per cent of the original total) 
going in the two decades after 1973 (Employment Policy Institute, 1993: 1); 
and real wages in the UK (and associated living standards) dropped from 
northern Europe's highest in the late 1950s to its second lowest by the late 
1980s. The UK economy in the first three decades of the postwar period 
became 'the sick man of Europe', and was widely recognized as such. 

Most of those indicators of economic under performance persist. The 
UK remains a net importer of manufactured goods with a stubborn deficit 
on its balance of payments. Its investment and productivity levels remain 
below those of its major industrial competitors, serious skills shortages are 
still evident, and the record of major UK-based companies on R&D spend-
ing (as a percentage of sales) is still lower than that of major companies in 
any of the other G7 economies in every industrial sector except pharma-
ceuticals (Financial Times, 26 June 1997). But the 1990s did witness a 
diminution in the UK's 'productivity gap' - if not primarily with Japan and 
the US, then certainly with continental Europe (Lansbury and Mayes, 1996: 
21,30); and this was definitely enough to stop (and even slightly to reverse) 
the UK's hitherto apparently headlong flight down all the international eco-
nomic league tables. So, for example, O'Mahoney and Wagner found that 
'in 1973 German aggregate manufacturing had a clear productivity level 
advantage and this showed a dramatic increase between 1973 and 1979. The 
reversal of the productivity trends in the following decade' then 'led to a 
productivity gap in 1989 which was lower than in the early 1970s' and which 
left labour productivity in 23 sectors of German industry greater than in 
the UK, whereas in 1979 that number had been 27 (O'Mahoney and 
Wagner, 1996: 145). Similarly Ouiton's figures for output per person 
employed in manufacturing show the UK increasing on average 4.6 per cent 
per annum from 1979 to 1992, with Japan increasing at only 3.6%, the US 
at 2.4% and Germany easily the lowest at l.8%, a differential large enough 
to improve the UK's unit labour cost performance (a measure influenced 
also by changes in wages and exchange rates) over both Germany and Japan, 
if not over the US (Ouiton, 1994: 57). Certainly a number of key economic 
sectors actually strengthened their world competitive position from the 
1980s (most notably financial services and aerospace, but also car manufac-
ture and retailing), and overall the UK economy (like its US counterpart) 
experienced a sustained period of unbroken economic growth in the second 
half of the 1990s. In the process the UK attracted the lion's share of East 
Asian foreign direct investment into Europe before 1996, investment which 
(among other things) helped to trigger improvements in productivity in the 
key automobile industry. That five-year growth run also brought unem-
ployment down - indeed by 1998 to a low (of around 5%) not seen in the 
UK since the deep recession of the early 1980s - and in so doing ran against 
the wider European trend of rising unemployment in the 1990s. 

Yet even here performance was patchy and frail. The 1980s narrowing of 
the productivity gap with continental Europe was an achievement largely 
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based on contraction, on a fall in manufacturing output of 14% between 
1979 and 1981 and a rise of only 12% thereafter. 'Output per worker did 
increase, but primarily because there were fewer workers, rather than 
because Britain was producing more goods' (Kitson and Michie, 1996c). 
The employment figures themselves mask a significant shift in the UK after 
1979 from full-time, secure and high-paid employment to part-time, inse-
cure and low-paid employment. The total number of full-time jobs in the 
UK economy actually fell (by over 3 million) during the Tories' tenure of 
office; and as late as 1998 only 50% of the new jobs then being created were 
full-time and secure (Employment Policy Institute, 1998: 8). And by 1998 
the UK manufacturing sector had officially moved back into recession, 
recording falls in output in two successive quarters for the first time since 
1992. Even in its growth period in the 1990s, UK-based manufacturing 
industry managed to combine its new-found productivity with its long-
established stagnation of output. The 'recovery' of 1993 and 1994 turned 
out to be yet another blip, leaving 'the total increase in manufactured output 
between 1973 and 1992 as a derisory 1.3 per cent' (Wolf, 1996a: 18). No 
wonder then that, even after five years of growth, a tranche of concerned 
institutions (from the OECD and the CEI to the new Labour Government) 
remain convinced that - as the CBI had it - 'on a range of competitiveness 
measures - including training and innovation - the majority of companies 
measured by the CBl's competitiveness data bank ranked either as poor or 
only fair' (Guardian, 23 September 1997), or that, as the McKinsey man-
agement consultancy firm controversially told the Labour Government, 
'output per head - stripping out health, education and the civil service - is 
[still] 40 per cent lower than in the US and 20 per cent below that in western 
Germany' (Guardian, 15 May 1998). The 'productivity gap' recorded 
between exporting companies based in the UK and particularly their Euro-
pean competitors may have narrowed; but that narrowing was as much the 
product of their underperformance as of any major renaissance of general 
UK competitiveness - a consequence, it would appear, more of the gener-
alized spread of 'the British disease' abroad than of its systematic eradica-
tion in the UK itself (Wolf, 1996b: 11). 

The debate on the UK's decline 

Such an economic record has long invited a literature on the nature and 
causes of economic decline. That literature has been surveyed elsewhere 
(Coates, 1983b; 1994; 1995b; 1996), so will not be covered in detail in this 
chapter. Instead, we must note two features of the debate about the UK's 
economic underperformance that will inform our later discussion on the 
strengths and weaknesses of particular capitalist models. One is the persis-
tence of that debate well into the 1990s, in both official policy circles and 
in academic and popular discussion. The second is the strong parallels 
between at least part of that debate and the US equivalent which we have 
just explored at length. 
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The contemporary upsurge in official, academic and popular discussion 
of economic performance in the UK need not delay us long. But what is 
remarkable about it is the width of agreement evident in much of the official 
material produced on this topic in the 1990s. The Select Committee on 
Trade and Industry produced its report in 1994. The then Conservative 
government produced three white papers on competitiveness between 1994 
and 1996 (Conservative Government, 1994; 1995; 1996). The Labour Party 
indirectly triggered the IPPR report Promoting Prosperity in 1997. In all of 
them the focus of criticism was broadly consistent, and largely in line with 
the MIT Commission findings for the US: that the UK economy suffered, 
as the IPPR had it, from 'too many inefficient and poorly run companies, 
too many underachieving people, too little investment in research, innova-
tion and physical capital, and too frequent shifts in government policy' 
(IPPR, 1997: 1-2). There were more radical outriders to this consensus 
(Will Hutton in particular, as we shall see in a minute); but in general the 
official consensus prevalent in UK policy-making circles by the late 1990s 
was that described by Nick Crafts: 'low levels of investment, inadequate 
management, inappropriate education and training standards and industrial 
relations systems' (Crafts, 1993b: 331). Even Michael Heseltine, the Major 
Government's most senior industry minister, is on record as criticizing the 
quality of investment in UK industry - particularly its lack of concentra-
tion on R&D spending and on the training and re-skilling of labour 
(Heseltine, 1996: 22). 

In the wider academic debate on the causes of the UK's economic under-
performance, however, consensus is harder to find; and for our purposes 
here, four lines of argument are worthy of note, three of which have clear 
US parallels, and one of which does not. There are clear US parallels within 
the UK debate (as we shall see) around issues of paradigm choice, contra-
dictions of dominance, and the need for pro-active state policy. Where the 
UK debate extends the US one, however, is on the question of UK labour. 

As we saw earlier, for some analysts at least the US labour movement did 
play an important if subordinate role in the social structure of accumula-
tion underpinning postwar US prosperity; but in general, explanations of 
US prosperity and decline in the 1980s left 'the labour question' largely on 
one side. The equivalent UK debate did (and does) not. It particularly did 
not in the 1970s, when a series of neo-liberal economists (and, more 
significantly, a series of leading Conservative politicians) singled out trade 
union power as the chief source of UK economic decline (see Coates, 1994: 
27-40). Trade unions found themselves blamed for low investment in UK 
manufacturing industry, for the low utilization (and therefore low produc-
tivity) of existing investment and even for the high taxation and borrowing 
levels of postwar UK governments. Indeed the Conservatives entered office 
in 1979 convinced that 'solving the union problem [was] the key to Britain's 
recovery' (Joseph, 1979), that the competitiveness of UK-based exporting 
industries had been undermined directly by excessive trade union industrial 
power and indirectly by trade union political power. They accordingly spent 



48 Capitalist Models: The Arguments 

the next 18 years systematically eroding both the legal rights of trade unions 
and the effective capacity of workers and their representatives to block the 
ability of UK managers to manage. And as they did so, they helped to put 
in place a powerful new orthodoxy linking economic underperformance 
directly and primarily to inflexibility in labour markets, and linking that 
inflexibility to trade union industrial power. 

The validity or otherwise of that set of linkages will be a major concern 
of chapter 4. What concerns us here is the legacy of these Thatcherite 
claims in the literature, which emerged after 1979 in response to the Con-
servative Government's systematic erosion of trade union power. For in that 
literature we can see both a minor and a major voice. The minor voice (with 
definite US links and parallels) drew on Harvard-based arguments about 
the potentially beneficial effects of strong trade unionism to argue that 
weakening the trade unions only made UK economic performance worse, 
by locking the economy onto a low-wage, low-value-added growth trajec-
tory that left the UK as a screwdriver and warehouse economy on the edge 
of a more prosperous and more corporatist Europe (see in particular Nolan, 
1995; Coates, 1994). But the major voice ran entirely counter to that, con-
ceding retrospectively the force of the Thatcherite argument against trade 
union power in the 1970s by linking the rise in productivity evident in the 
UK economy in the 1980s and 1990s either directly or indirectly to trade 
union 'reform' - to what Crafts referred to as 'the Thatcher shock' (Crafts, 
1992: 25). 

Much of the 'new growth theory' literature and the associated recent 
growth accounting material on UK economic performance in the past two 
decades has linked 'the productivity surge experienced by British manufac-
turing in the 1980s . .. largely' to 'reductions in over-manning and restric-
tive practices particularly in industries subject to adverse employment 
shocks and notably in unionised firms and where competition increased' 
(ibid.). Their studies have either addressed the issue of industrial relations 
reform directly, and asserted its positive contribution to recent economic 
growth (Oulton, 1995: 67) or included such reforms in a longer set of 
improvements lying behind the narrowing of the UK productivity gap 
(Crafts, 1993a: 50, 75). Such new growth theorists have not by that process 
of reasoning been persuaded of the entire adequacy of the Thatcherite 
project. On the contrary, many of them have criticized it for its failure to 
supplement trade union reform with adequate investment in human capital 
and R&D (Crafts, 1992: 33). But they were (and presumably remain) con-
vinced that 'weaker trade unions and a major shake-out of inefficiencies' 
were vital prerequisites for economic recovery, such that by achieving them 
'obstacles to "catch up" in Britain were reduced and relative economic 
decline was ended for the time being' (Crafts, 1993b: 345). And by arguing 
in that way, of course, new growth theorists of the Crafts variety have given 
a very powerful reinforcement to the neo-liberal view that trade union power 
was a major barrier to successful UK economic performance in the past. 

It is, however, a feature of much writing of this kind that it also concedes 
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the possibility that 'the UK's relative economic decline was due to some 
quite different cause ... to factor X' (Oulton, 1995: 67) which it has not yet 
managed to identify and measure, and that the 'industrial relations hypothe-
ses' which Crafts and others have developed are only one of a set of 
conflicting explanations of the 1980s productivity surge, a set which also 
includes a whole series of hypotheses about the size, distribution and age of 
the UK's capital stock. Some economists have emphasized the impact on 
overall productivity levels of the closure of inefficient or unprofitable firms 
and plants during the 1980-2 recession. Others have pointed to the scrap-
ping of old machinery in that recession, yet others to the way the 
intensification of international competition in the 1980s triggered a diffu-
sion of technologies and forms of work organization that enabled UK pro-
ductivity rates suddenly to close the gap on more advanced economies 
elsewhere (Lansbury and Mayes, 1996: 21-2). In fact the recent debate 
between economists on why investment levels in UK manufacturing indus-
try have been so low has generated what Andrew Britton has correctly 
labelled as: 

two broad alternative answers. First the supply of capital to industry has been 
low. According to this view industry in the UK has had no shortage of invest-
ment opportunities but has lacked an adequate supply of finance at a rea-
sonable price. The reasons for this could be 'short termism' in financial 
markets, credit rationing by banks or other such imperfections .... Second 
the demand for capital has been too low. Here the problem lies with the under-
lying structure of the economy rather than its financial system. For some 
reason there is a lack of profitable investment opportunities in the UK: it 
could be that trade unions are too powerful, government economic policy is 
too unstable or that there are too few incentives to enterprise. (Britton, 1992: 
3) 

What neither side in that debate denies is that the level of investment in 
UK manufacturing industry has been (and remains) too low. 

Beyond the boundaries of conventional economics, other hypotheses 
have emerged too, concerned with variables of a more institutional and 
political kind which growth accounting has difficulty in measuring. There 
exists, for example, a body of mainly Marxist-inspired material that repli-
cates the critique of military spending and imperialism with which we 
closed the section on US decline (on this, see Coates, 1994: 190-200), and 
to which we shall return in chapter 7. There is also a more Weberian-
inspired body of writing linking twentieth-century UK economic under-
performance to a prolonged cultural malaise (a loss of 'the industrial spirit') 
occasioned by the incomplete nature of the UK's nineteenth-century bour-
geois revolution (for this, see pp. 135-41). But these are not the most widely 
known counter-arguments to neo-liberal theses on UK decline. That acco-
lade more properly falls to Schumpeterian- and Keynesian-inspired argu-
ments, including those on 'paradigm shifts' developed by Lazonick. The 
UK's long twentieth-century decline, in this view, owed little to trade union 
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power, except to the degree that a certain kind of craft unionism and decen-
tralized collective bargaining have been part of the long legacy of the socio-
economic paradigm (of 'proprietary capitalism' in Lazonick's terminology) 
into which UK industrial capital settled in the nineteenth century, and from 
which it never adequately broke. As we have now seen, the general 
Lazonick thesis was that economic decline is triggered by 'institutional 
rigidities', by a set of institutional arrangements which, though successful 
in the past, become outmoded over time, but which have a capacity to persist 
and become sources of underperformance. Central to the Lazonick view of 
the UK was its early establishment of small-scale family-based industrial 
units which possessed no professional managerial strata or developed inter-
nal R&D capacities, no close links (either horizontal or vertical) with sup-
pliers and customers and no organic connections to local financial 
institutions. Such a form of corporate organization, he has argued, was 
enough to provide a brief moment of world manufacturing leadership in the 
mid-nineteenth century, but was insufficient to protect and deepen that 
position of leadership as the scale of markets grew, as the nature of domi-
nant technologies developed, and as forms of corporate capitalism emerged. 

If Lazonick is correct, twentieth-century UK economic under perf or-
mance is to be understood as the product of 'entrenched institutional struc-
tures - including the structures of industrial relations' but also 'industrial 
organisation, educational systems, financial intermediation, international 
trade, and state-enterprise relations' which collectively 'constrained the 
ability of individuals, groups, or corporate entities to transform the pro-
ductive system' (Elbaum and Lazonick, 1984: 569). In fact, according to 
Lazonick, the UK's economic dominance in the twentieth century has been 
hit not once, but twice. Its inability to modernize its corporate structures 
and associated social, cultural and political systems left it vulnerable to 
decline after the second industrial revolution at the start of the twentieth 
century, when it lost out primarily to the competitive power of US-based 
corporate/managerial capitalist concerns (which left it, that is, as a weak 
and subordinate version of the then dominant liberal capitalist model). But 
similarly rooted institutional rigidities and inertia left the UK economy 
vulnerable again at the end of the twentieth century, when a third wave of 
technological developments left even US managerial capitalism vulnerable 
to competition. from more consensual/trust-based capitalist models of first 
a German but then a Japanese kind. As we shall see in more detail in chapter 
3, Lazonick is an enthusiastic advocate of Japanese 'collective capitalism' 
over the US 'managerial capitalism'. His argument on the UK is that it has 
historically lacked the modernizing institutions to catch up effectively with 
either of them. 

Such a neo-Schumpeterian view of the broad institutional barriers to 
the UK achievement of high rates of economic growth not only acts as a 
powerful theoretical counter-weight to neo-liberal theses on UK economic 
decline; it also sits easily alongside a more post-Keynesian understanding of 
the roots of that underperformance. At the heart of that post-Keynesian 
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reading is an emphasis on the importance of the manufacturing sector as 
the 'engine of growth', and a sharp critique of UK financial institutions as 
inadequate suppliers of investment and leadership to that manufacturing 
base. The key popular text here in the 1990s was Will Hutton's widely read 
The State We're In (Hutton, 1994). 

The Hutton rebuttal of Thatcherite neo-liberalism rested on a sustained 
critique of what he (following Cain and Hopkins, 1993a; 1993b) termed 
'gentlemanly capitalism', on a condemnation of the unwillingness of an aris-
tocratically dominated UK financial sector to establish close, long-term rela-
tions with local manufacturing industry. The Hutton explanation of the 
UK's economic underperformance hardly mentioned the unions at all. It 
pointed instead to an 'endemic' short-termism in the investment habits of 
UK financial institutions, and linked that - as John Zysman had earlier done 
(Zysmah, 1983) - to the dependence of large UK companies on the stock 
market rather than the banking sector for investment funds. The UK 
economy was (and is) in decline, according to Hutton, because the core rela-
tionship between its various sectors - between what in Marxist terms would 
be understood as industrial and financial capital - is too driven by immedi-
ate private interests, by ease of 'exit' from company ownership and by 
unregulated market imperatives, and is commensurately insufficiently 
mediated by long-term relationships of mutual interest, 'voice' and trust. 
Add to that an excessive commitment to liberal ideas, particularly in gov-
ernment, and the absence of a written constitution to constrain the appli-
cation of unbridled liberalism by Thatcherite governments between 1979 
and 1997, and you end up - according to Hutton - with a UK economy 
seeking economic salvation in the wrong direction - trying in the 1980s to 
rid itself of any social democratic constraints on the construction of a liberal 
model of capitalism, just at the moment when more trust-based capitalist 
models (which for Hutton were in any case socially and morally preferable) 
were demonstrating their competitive superiority. In fact you end up, 
according to Hutton, doubly disadvantaged: 

in trying to copy the US, the British have ended up with the worst of both 
worlds. We have neither the dynamism of the US or of East Asia, nor Euro-
pean institutions of social cohesion and long term investment. Britain has 
imported the mechanisms by which risk and insecurity are increased for those 
least able to bear it, while retaining a financial system that combines demand 
for high returns with minimal acceptance of risk. With European levels of 
unemployment and American levels of working poor, Britain has unleashed 
the processes that have hollowed out US manufacturing without any com-
pensating dynamics. (Hutton, 1994: 19) 

So the debate on the UK's economic underperformance, no less than that 
on the recent state of the US economy, is (and throughout has been) 
informed by distinct differences of theoretical view and different attitudes 
to the strengths and weaknesses of particular capitalist models. In the broad-
est sense, analysts sympathetic to neo-classical growth theory (in either its 
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old or its new form) have bought into at least part of the Thatcher project, 
understanding the problem of underperformance as ultimately a question 
of barriers to the full workings of markets (and particularly labour markets) 
while disputing between themselves (old growth theorists against new) on 
the necessity or desirability of limited state action to improve the quality 
(or even the magnitude) of investment in human capital, technology and 
innovation. Analysts of a more Schumpeterian or Keynesian persuasion 
have found that faith in markets either too static or too misplaced and the 
resulting policy debate too narrow and too union/labour focused. They have 
looked instead to the sources of dynamism released by the various forms of 
corporate governance in which the range of potent stakeholders is wider 
than is conventional in shareholder-based capital isms, and have in conse-
quence seen inadequacies in market-based capitalist models which separate 
company from company, industry from finance, and even manager from 
worker. For them, the US and UK economies have lost elements of their 
previous competitive dominance because of the inability of liberal modes of 
capitalist organization to tap into (and to harness) sources of economic 
adaptability and change rooted in competitive relationships which are medi-
ated through relationships of cooperation and trust.'" It is at economies 
which have managed what Hutton called 'a fusion of competition and co-
operation' (Hutton, 1994: 255) while enjoying high rates of economic 
growth that they recommend we look; and in so doing they take us away 
from the UK and the US into the debates that surround economic perfor-
mance in East Asia and continental Western Europe. 

,. Nor have they been alone on the Left in making that argument. This is Robert Brenner's 
recent view of why Japanese and German capitalism outstripped US capitalism for a large 
chunk of the postwar period. 

The constellation of leading social forces that emerged to shape the post-war German 
and Japanese economies were the converse of those found in the US. The advantages 
possessed by German and Japanese manufacturers by virtue of their later develop-
ment ... went beyond those that were bound to be exhausted over time - cheap labour 
recruited from the countryside, access to the latest techniques by borrowing from the 
US, and the benefits of a particular position in the product cycle. Their advantages 
came to include more permanent politico-institutional factors which had a longer term 
impact, making for the maintenance of favourable conditions for capital accumulation. 
Because German, and especially Japanese, manufacturing firms were able to embed 
themselves within advanced institutional forms for organizing intra-manufacturing, 
finance-manufacturing, and capital-labour relations which had no counterpart in the 
US, as well as secure state support of a kind unavailable in the US, these firms were 
able to achieve a level and quality of investment and a capacity to control costs inex-
plicable in purely market terms. These political and economico-institutional arrange-
ments allowed manufacturers access to cheaper capital, increased socialization of risk, 
greater protection (even if partial and temporary) from international competition, 
longer time horizons for returns on investment, more favourable opportunities to 
invest in human capital, and greater investments in socially necessary, but individually 
unprofitable endeavours, particularly infrastructure, education, and research. (Brenner, 
1998: 44) 



3 
Trust-based Capitalism: 

Revival and Retreat 

As I write, early in 1999, news is dominated by the East Asian economic 
crisis: by South Korean debt, internal industrial restructuring and labour 
protests, by Indonesian and Malaysian political turmoil and by Japanese 
recession. It is also dominated by a series of visits to East Asia by leading 
Western European politicians and international bankers - in 1998 most 
notably the head of the IMF and the UK Chancellor of the Exchequer (on 
behalf of the European Union) - offering advice to the Japanese and South 
Korean governments on how to transform their economies into liberal capi-
talist ones. But it was not always so. On the contrary, in the Western media 
until as late as 1997, and in more informed circles until at least 1992, the 
pattern of advice and modelling ran largely in the other direction. For until 
the 1990s the growth rates achieved by the postwar Japanese economy were 
by far the highest in the advanced capitalist world: and Japan was widely 
perceived (and copied) as capitalism's miracle economy. But the wheels 
rather came off that miracle in the 1990s, as the Japanese economy then ran 
into six years of relatively stagnant growth, and did so at precisely the 
moment that US and UK growth rates were unexpectedly quickening; and 
the decade ended in a major and more general crisis of the East Asian tiger 
economies that had flourished in Japan's wake, a crisis which then raised 
serious and widely articulated doubts about the adequacy of Japanese 
economic institutions and the quality of Japanese economic management. 

The causes, consequences and significance of the 1990s downturn 
in Japanese economic fortunes will be a major theme of chapters 6-8. The 
task of the first half of this chapter is to layout explanations (most of 
which were produced before 1992) of the spectacular growth rates 
achieved by the Japanese economy in the first four postwar decades. As 
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in chapter 2, what follows here is an exercise in exposition. Evaluation will 
come later. 

The rise of the Japanese economy 

Particularly among those commentators who were convinced that what the 
US faced by the century's end was a fundamental paradigm choice, US eco-
nomic weaknesses in the 1980s were primarily defined against perceived 
Japanese strengths. As we have just seen, it was their view that in the old 
production paradigm - the one on which US postwar success had been built 
- 'success was based on access to natural resources, pools of labour, [and] 
scientific knowledge' . The new paradigm, by contrast (as Michael Porter 
told the incoming President Clinton), privileged dynamism, innovation, 
research and development, training and supplier relationships (Clinton, 
1993: 41). In the new paradigm, after what Lazonick termed 'the third 
industrial revolution ... far from prosperity requiring a perfection of the 
market mechanism . . . the wealth of different nations [had] become 
increasingly dependent on the planned co-ordination that [took] place 
within business organizations' and, in consequence, the only economies to 
flourish would be those able to reduce the economic uncertainty necessarily 
associated with innovative investment by 'means of policies that educate[ d] 
the work force, mobilise[ d] committed financial resources, and co-
ordinate[d] interdependent innovative efforts' (Lazonick, 1991a: 13, 57). 
According to the commentators who in the 1980s wanted US capitalism to 
make this paradigm shift, it was Japanese social and industrial practices that 
constituted the appropriate model for this future competitiveness: Japanese 
attitudes and ideology (Lodge, 1986: 14),Japanese ways of linking industry 
and finance (Thurow, 1992: 34), Japanese worker-manager relations 
(Lazonick, 1991a: 44), even Japanese state practices (Zysman and Cohen, 
1986: 42-4) . 

Yet the advocates of paradigm change were not alone in their careful 
scrutiny of the sources of postwar Japanese economic success. Growth 
accountants too poured over the appropriate Japanese data with immense 
care. Edward Denison, for example, was an early player in the rising 
American literature on what in the 1970s was still described as 'Asia's New 
Giant' (Patrick and Rosovsky, 1976). His 1976 study located the Japanese 
margin of growth over other leading capitalist economies between 1953 and 
1971 (at 8.8 per cent per annum, an average margin of 4.6% ) as resting on 
a better Japanese performance on all growth factors. As he put it, 'the answer 
is not to be found in any single determinant of growth. Rather, changes in 
almost all important determinants were highly favourable in comparison 
with other countries, and in none was the change particularly unfavourable' . 
So he found labour supply responsible for 0.9% out of the 4.6% margin of 
Japanese superiority, investment in new equipment responsible for 1.2% , 
applications of new knowledge for 1.0% , and redistribution away from agri-
culture to industry for 0.3%. The Denison emphasis in his 1976 study 
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settled ultimately on Japan's massive increase in the size of the capital stock 
- increasing, he noted, 'at a pace quite outside the range observed in other 
advanced countries' (Denison and Chung, 1976: 63) - and in Japan's capac-
ity to absorb and exploit new ideas with the minimum of delay and worker 
resistance. But he was characteristically cautious - as others, as we shall see, 
habitually were not - on the possible cultural origins of this distinctly 
Japanese capacity to gain economic advantages from additions to knowledge 
at a rate that exceeded the growth rate of world knowledge in total, saying 
only that 'attitudes and practices that may have helped Japan can be sug-
gested' but whether they 'led to better decisions we cannot judge' (ibid.: 
82-3). 

Arguments of this kind then helped to sustain a conventional neo-liberal 
explanation of postwar Japanese economic growth - one emphasizing the 
role of market forces and the mobilization of new economic resources. Later 
(pp. 153-4) we shall meet the important and widely discussed Krugman 
argument that there was nothing particularly miraculous about postwar 
Japanese growth, that it rested on the mobilization of hitherto unused 
factors of production - capital certainly, but especially labour - and not on 
any dramatic increase in the productivity of the factors mobilized, and that 
as such it was a once-and-for-all catch-up operation that was bound 
eventually to slow down, and which did not therefore constitute a qualita-
tively novel growth path or experience (Krugman, 1994b). But for the 
moment it is enough to note the earlier arguments of Patrick and Rosovsky 
in Asia's New Giant as typical of that general approach. Against those 
impressed by Japanese uniqueness, they 'gently suggest[ ed as early as 1976] 
that Japanese growth was not miraculous' and that it could 'be reasonably 
well understood and explained by ordinary economic causes' (1976: 6). 
In particular, postwar Japan possessed a highly educated and skilled 
labour force - 'in a sense overeducated relative to the static needs of the 
economy' (ibid.: 12), great differences in pay and productivity between 
economic sectors, 'substantial managerial, organizational, scientific, and 
engineering skills capable of rapidly absorbing and adapting the best foreign 
technology' (ibid.: 12) and a government supportive of Japanese big 
business. Their view was that 'while the government [had] certainly 
provided a favourable environment, the main impetus to growth has been 
private- business investment demand, private saving, and industrious 
and skilled labour operating in a market-oriented environment of relative 
prices' (ibid.: 48). Japanese postwar economic success, that is, was best 
understood as simply the successful working through of a 'market-oriented, 
private enterprise economic system' (ibid.: 43) and did not require - to be 
understood - any additional ingredient of a specially Japanese kind, be that 
'government policy or leadership, labor-management practices and institu-
tions, or more vaguely defined cultural attributes' (ibid.: 6; see also Miwa, 
1996: 27). 

However, the bulk of the specialist literature on Japanese postwar eco-
nomic success has not taken this line. On the contrary, it has gone in entirely 
the opposite direction, emphasizing the economic consequences of the 
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unique social, political, institutional and cultural settings surrounding 
Japanese capital accumulation. It has used the postwar Japanese growth 
story to argue against neo-liberal orthodoxies in conventional economics, 
presenting postwar Japanese 'success' as a vindication of either a post-
Keynesian enthusiasm for state action or a neo-Schumpeterian enthusiasm 
for the competitive dynamism of large corporations. In most of the recent 
relevant literature, that is, Japan has been treated as evidence against the 
neo-liberal enthusiasm for market-based liberal capitalism. Its institutional 
structures and social arrangements have been paraded as quintessential ele-
ments of a 'trust-based' alternative whose success originated in those struc-
tural differences from the liberal model: differences of culture, industrial 
relations, corporate organization and politics. To grasp the depth and com-
plexity of this argument on (and advocacy of) 'trust-based capitalism', it is 
necessary to examine each of these supposed differences in turn. 

(1) The uniqueness of Japanese culture The argument on Japanese culture 
has come in a variety of forms - some simplistic (even racist) in character, 
others sophisticated and nuanced attempts to integrate ideational analysis 
with more easily quantifiable forms of social explanation. It is the latter, of 
course, that concern us here, particularly those sensitive to the fact that, 
while the range of behavioural predispositions in Japan and other advanced 
capitalist economies is large and does overlap - so that we are not talking 
here of absolute cultural differences - none the less the centres of gravity 
of each range, what Dore called their 'central tendencies' (Dore, 1993: 76), 
do settle at different points in different societies. We are concerned, that is, 
with those prepared to argue that there are real and discernible cultural dif-
ferences in play in advanced capitalist economies, and that those cultural 
differences do help to explain differences in economic performance. 

In material of this quality and sophistication, it is generally recognized 
that dominant cultural systems have their own complex histories and have 
to be understood as deriving from those histories (on this, see in particular 
Dore, 1987: 92). On some occasions, the main emphasis is placed on recent 
triggers to cultural change, as when Lodge, for example, emphasized the 
impact of wartime defeat on the uniquely consensual nature of postwar 
Japanese society and thinking (Lodge, 1986: 16). But more normally, the 
central theme of those histories is the long-term impact of Confucianism, 
and particularly of Japanese rather than Chinese Confucianism, with 
its greater emphasis on loyalty and nationalism (Morishima, 1982: 9, 
15; Fukuyama, 1995: 178- 82). In the culturalist literature on Japan, 
Confucianism is said to encourage particular forms of economic activity, 
and to shift the centre of gravity of economic understandings away from 
those prevalent in the predominantly Protestant Christian West. A Confu-
cian society - we are told - is not like a society informed by a Protestant 
ethic. It is still a society which prizes achievement and innovation. Indeed, 
even more than the modern West, it 'is a kind of diploma society in which 
people are distinguished by their educational attainments' (Morishima, 
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1982: 17) and in which, in consequence, highly meritocratic forms of 
schooling are likely to emerge (Dore, 1985: 211). But it is one in which atti-
tudes to authority and leadership, on the one hand, and to social status and 
social distance, on the other, are likely to be quite different from those preva-
lent in societies whose pre-capitalist ideational systems were largely Chris-
tian in character. Dore thought it 'obvious that Japan is a society in which 
hierarchical ranking permeates personal interactions more than most' (ibid.: 
197). He also thought that in Britain, by contrast, 'authority is generally 
much more problematic than in Japan: its legitimacy is always closer to being 
questioned' (ibid.: 203-4), and neither age nor rank attract as much auto-
matic respect. According to Dore, cultures infused with Confucian values 
are likely to leave people 'much more willing to foreclose their options by 
making long-term commitments' and to hold 'diffuse obligations to promote 
the welfare of others' (Dore, 1993: 76-7). 'People born and brought up in 
Japanese society do not much like openly adversarial bargaining relation-
ships, which are inevitably low-trust relationships, because information is 
hoarded for bargaining advantage and each tries to manipulate the responses 
of the other in his own interest. Poker is not a favourite Japanese game' 
(Dore, 1988: 96). As he later observed, 'in Japan, producing goods and ser-
vices which enhance the lives of others is good. Spending one's life in the 
speculative purchase and sale of financial claims is bad' (Dore, 1993: 77). It 
is not that such a 'productionist ethic' is entirely missing from capitalisms 
with a Christian background - of course not; it is rather that Anglo-Saxon 
individualism tends to encourage a 'property' view of companies and a more 
limited view of corporate responsibilities, whereas the less individualist 
culture inherited by, say, contemporary Japanese economic actors is said to 
encourage them to hold a wider 'entity or community' view of the corpo-
ration and its responsibilities (Dore, 1993: 67). 

The result, we are told, is a qualitatively different pattern of labour 
turnover (high in the US, low in Japan) and managerial loyalty (high in 
Japan, low in the US), a qualitatively different attitude to shareholders 
and their short-term concerns (dominant in the US, tempered by long-
term thinking and responsibility to employees in Japan) and an associated 
greater willingness among Japanese managers to build relationships of trust 
between themselves and those they manage. Precisely because authority 
relationships and generational respect are so entrenched, so the argument 
runs, Japanese managers are far less prone to establish sharp social barriers 
between themselves and subordinates than is normal in the UK, are more 
tolerant of criticism from below, do not maintain so great a set of income 
differentials between themselves and those they manage and feel powerful 
obligations to take cuts in their own living standards if forced by circum-
stances to impose them on the workers they employ (Dore, 1985: 203-6). 
'Perhaps the crucial element facilitating trust in a Japanese firm', according 
to Dore, 'is the fact that the contractual nature of the employment rela-
tionship is obscured or replaced by a sense of common membership in a 
corporate entity which has objectives which can be shared by all its 
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members' (ibid. : 212). In such a firm, 'the Confucian emphasis on indus-
trious productiveness . . . both reaffirms the precedence given to employees 
over shareholders and provides grounds for workers to think of their skill 
as something to take pride in, rather than just a commodity to be sold as 
dearly as possible' (ibid.: 214). It is not that inherited ideas entirely drown 
out trends and problems common to capitalism wherever it is located. It is 
just, so the argument runs, that dominant ideas shape the way those trends 
and problems are defined, understood and acted upon in different national 
settings, and in this way act as an important additional source of interna-
tional competitiveness. As Dore put it: 'there is nothing really which is so 
very culturally specific about what I have called the "Confucian recipe for 
industrial success". It is, basically, about the conditions for establishing trust 
in authority. And in modern societies, trust comes expensive; expensive, par-
ticularly, in terms of managerial effort and abstention from privilege' (ibid.: 
217). 

(2) Industrial relations Such cultural forces help to explain, for those per-
suaded of them, certain key social underpinnings of Japanese economic life. 
They help to explain the ferocity and seriousness of Japanese education, 
with near-universal school participation to 18, 40% attendance at tertiary 
institutions, fierce examination pressure and typically 20-30 per cent more 
hours spent at school than in the UK (Dore, 1985: 199). They help to 
explain the high level of personal saving in Japan; and they are said to hold 
the key to Japan's uniquely consensual system of industrial relations. 

'The [Japanese] communitarian business firm', Thurow has written, 'has 
a very different set of stakeholders' from an American or British firm, 'who 
must be consulted when its strategies are being set' . US and UK investment 
decisions are primarily shareholder-driven and dividend-led. Not so in 
Japan. 'In Japanese business firms', according to Thurow, 'employees are 
seen as the number one stakeholder, customers number two, and the share-
holders a distant number three' (Thurow, 1992: 33); and because of this 
ordering of priorities, Japanese companies are much more willing than their 
major Anglo-Saxon rivals to guarantee job security and welfare provision to 
their employees, and to open corporate decision-making to worker involve-
ment. They are also more willing to invest in the skills of their workers, 
treating them not as a 'factor of production to be rented when it is needed 
and laid off when it is not' (ibid. : 33) but as core members of the corporate 
team. The management literature in English on Japan is replete with exam-
ples of this style of labour management - 'the firm as a surrogate family' 
(Eccleston, 1989: 69) - including the famous case of the Mazda reorgani-
zation of 1974-5, when production workers were transferred to 'marketing 
jobs, including door-to-door selling' to 'avoid the damage to company status 
that would have accompanied widespread redundancies' (ibid.: 45). The lit-
erature is also replete with examples of the trust shown by senior Japanese 
managers in their subordinates, and of their willingness to countenance the 
collective 'self-monitoring' of the labour process by work teams and quality 
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circles. Decentralization of decision-making is thus a marked feature, we 
are told, of Japanese labour management, such that - if Lash and Urry are 
to be believed - 'in directly comparable cases similar decisions were taken 
on average one step lower in firm hierarchies in Japan than in the USA' 
(Lash and Urry, 1994: 71). 

For Lazonick and many other commentators on US-Japan economic 
relations, labour relations are the principal factor in Japanese success in US 
markets. They hold the key both to the quality of Japanese goods (through 
the skill levels of Japanese workers) and to the propensity of Japanese indus-
try for innovation and change. UK industry cuts (segments in Lazonick's 
phrase) the hierarchical triangle of generalist managers, specialist techni-
cians and routine operatives just below the generalist managers with their 
'quest for elite status' . US companies characteristically segment the hierar-
chy further down, dividing managers and specialists on the one side from 
operatives on the other, so integrating line and staff managers while refus-
ing to treat blue-collar workers as part of the company in any meaningful 
sense. The Japanese cut is said to be lower still, slicing through the company 
work-force only at the bottom level of the operative grade (Lazonick, 1991a: 
44-5); this enables Japanese industry to 'build on communities of interest 
within the enterprise by extending membership in the community not only 
to managers but also to non-managerial personnel' (Lazonick, 1994a: 182). 
From his own studies of competitive advantage on the shop-floor, 
Lazonick claimed to have detected qualitatively different labour manage-
ment styles at work in UK, US and Japanese capitalism. 'Whereas UK 
employers simply left skills on the shop floor', he wrote, 'and American 
employers sought to take skills off the shop floor, Japanese employers have 
put skills on the shop floor by investing in the development of the capabili-
ties of their shop-floor workers' (Lazonick, 1995: 90); and in doing so, 
Japanese employers won the competitive edge. Lazonick again: 

Through the organizational commitments inherent in permanent employ-
ment, the skills and efforts of male blue-collar workers have been made inte-
gral to the organizational capabilities of their companies, thus enabling the 
Japanese to take the lead in innovative production systems such as just-in-
time inventory control, statistical quality control, and flexible manufacturing. 
Critical to the functioning of these production systems is the willingness of 
Japanese managers to leave skills and initiative on the shop floor. Indeed, the 
recent success of Japanese mass producers in introducing flexible manufac-
turing owes much to the fact that, for decades before the introduction of the 
new automated technologies, blue-collar workers were granted considerable 
discretion to monitor and adjust the flow and quality of work on the shop 
floor. (La zonick, 1991a: 42- 3) 

(3) Corporate organization This argument on the Japanese style of labour 
management is just part of a wider set of claims about the unique internal 
configuration of the Japanese firm. At its most extreme, that set of claims 
presents the postwar Japanese form of economic organization as 'a new eco-
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nomic 'system of historic importance ... neither capitalism nor socialism' 
but rather 'human capitalism or the "human enterprise system'" (Ozaki, 
1991: 1). On this argument, whereas 'in capitalism ... capital is valued most 
among all factors of production ... under the Japanese system this capital 
orientation is largely replaced by people orientation', by anchoring industrial 
sovereignty in the hands of the 'managers and workers who produce the 
firm's output' and by embracing 'a humanistic economic philosophy' (ibid.: 
9-10). That philosophy is then said to give the Japanese human enterprise 
system three distinguishing characteristics, which both set it apart from 
liberal models of capitalism and give it a world competitive edge. These three 
distinguishing characteristics are its commitment to consensual industrial 
relations (of the kind we have just discussed), to joint worker-manager sov-
ereignty, and to a high degree of inter-firm cooperation. 

Because the 'human enterprise system' is predicated on the recognition 
of the supreme importance of human resources as factors of production, 
and on the view that those human resources work best if motivated well and 
trained to their full capacity, Japanese companies - we are told - conceive 
of their existing labour force as their own internal labour market (their own 
internal pool of human capital). Because Japanese companies expect their 
workers to remain with them over a sustained period of time, they are con-
sequently prepared to invest systematically in their training, moving workers 
between jobs as technological change and shifting market conditions 
require, and providing job-specific in-house training as they do so. 
Japanese companies encourage their workers to operate as teams, tying 
individual rewards to team performance, and encouraging the sharing of 
knowledge and ideas between senior and junior members of each team. 
There is, we are told, a particular 'Japanese-style management system' 
aSMS) built around lifetime employment, seniority-based wages and enter-
prise unionism for between 25 and 30 per cent of the best-trained Japanese 
workers 'in the large, most technologically advanced firms operating in the 
strategically important sectors of the Japanese economy' (Ozaki, 1991: 
97); it is a management system in which most managers are recruited 
internally, in which managerial salaries (and salary differentials) are low by 
North American standards, and in which both workers and managers share 
equally in corporate success and failure. This team working and JSMS 
are said to combine then to trigger high levels of corporate innovation and 
cost-efficiency. 

The capacity of workers and managers to cooperate so closely in this way 
in the Japanese 'human enterprise system' is said to derive in part from the 
structures of ownership and control surrounding the Japanese firm. In an 
American company, ownership is clear: it lies with stock-holders, to whose 
interests senior managers have necessarily to be attentive and to whom 
regular and substantial dividend payments have to be made. In a typical 
Japanese firm, by contrast, 'thanks to inter-firm mutual stockholding and a 
relatively heavy reliance on debt financing, the role of [such external] capi-
talists is reduced to a point of insignificance', and 'management, in effect, 
is almost completely free' to 'disdain dividends as unwelcome costs to the 
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firm that are not, like interest, tax deductible' (Ozaki, 1991: 15). Most large 
US firms stand alone, reliant for capital on retained profits and equity flota-
tions. They are linked to even their major suppliers and corporate customers 
by un mediated market relationships. The typical Japanese firm, by contrast, 
sits in the midst of an interlocking web of linked corporations - bound into 
long-term relationships of trust and support between suppliers and manu-
facturers, and between industrial groups and their key banking units. In 
both the US and Japan, stock-holders, bankers, managers and workers nec-
essarily interact: but under the Japanese system of 'human capital-
ism . . . they play different roles, so that the distribution of power among 
them becomes quite another matter' (ibid.: 15). Where American corporate 
relationships are mediated externally through markets and internally 
through hierarchies, the Japanese system of human capitalism mixes the 
two, surrounding the internally integrated firm with 'a close network of 
semi-integrated subcontracting relations with smaller firms in the context 
of an organised market', while bedding the large firm itself into 'wider 
circles of corporate grouping - enterprise groups'. As Ozaki accurately puts 
it, that 'representative enterprise grouping' has no obvious US parallel, con-
sisting as it does of 'a major city bank, a major trading company, and a major 
manufacturing firm as the central core of the group' plus 'several large man-
ufacturing firms in different product lines, below which lie pyramids of 
affiliated smaller subcontracting firms' (ibid.: 53). These enterprise group-
ings, according to Lazonick, 'permit the core companies to enjoy the advan-
tages that the vertical integration of production and distribution creates for 
the borrowing of technology and the implementation of process and 
product innovation, without enduring the disadvantages of unmanageable 
bureaucracies that stifle technological and organisational change' (Lazon-
ick, 1994a: 178). 

The result, we are told, is that what Fruin has called 'the Japanese enter-
prise system' is qualitatively different in both character and performance 
from enterprise systems elsewhere in the advanced capitalist world. 'Based 
on the strategic interaction and alignment of three basic forms of industrial 
organisation - factory, firm and inter-firm network', the Japanese enterprise 
system is said to be particularly generative of 'high productivity, functional 
specialisation and manufacturing adaptability' (Fruin, 1992: 3). The claims 
made for this enterprise system by its overseas admirers are very large 
indeed. They like the way in which the large Japanese firm at its core 'trains 
and retrains its workers [and] offers them a measure of social security' 
(Hutton, 1994: 274). They like the way the large Japanese firm meets the 
Schumpeterian requirements of 'the new competition', competing strategi-
cally, and acting as 'a learning organisation that is continuously creating new 
productive services by teamwork and experience' (Best, 1990: 166). They 
like the way the core firms within each enterprise grouping 'seek neither 
high yields nor capital gains on their equity positions' but 'hold the shares 
for the sake of ensuring reinvestment in industry in general, which over the 
long term generates more business for the companies in the activities in 
which their competitive advantage lies' (Lazonick, 1994a: 178). They like 
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the way in which the enterprise grouping as a whole generates 'lifelong, 
rather than highly mobile employment relationships . . . long-term, oblig-
ated, rather than auction-market mobile, supplier relations . . . [and] 
patient, long-term committed, rather than short-term, returns-sensitive, 
equity capital and the consequent absence of takeovers' (Dore, 1997: 26). 
They like what Dore calls the way the enterprise grouping combines 'inte-
gration by "institutional interlock" and integration by "motivational con-
gruity'" into a system of what he terms 'relational contracting' (Dore, 1993: 
75); and in particular they like the quite different patterns of enterprise 
behaviour it sustains. Dore again: 

there are some good reasons for thinking that it might be because of, not in 
spite of, relational contracting that Japan has a better growth performance 
than the rest of us. There is undoubtedly a loss of allocative efficiency. But 
the countervailing forces that more than outweigh that loss can also be traced 
to relational contracting. Those countervailing forces are those that are con-
ducive not to allocative efficiency but to what Harvey Leibenstein calls X-
efficiency - the abilities to plan and program, to co-operate without bitchiness 
in production, to avoid waste of time or materials - capacities which 
Leibenstein tries systematically to resolve into the constituent elements of 
selective degrees of rationality and of effort. (Dore: 1988: 97) 

(4) State practices The final player in the conventional explanation of 
postwar Japanese success is the state itself, and particularly its prestigious 
industry ministry MIT I. The key text in English on postwar industrial policy 
in Japan is Chalmers Johnson's MITI and the Japanese Miracle (1983), in 
which the Japanese state is presented as a 'developmental state', both geared 
to and equipped for the orchestrated stimulation of private-sector economic 
growth. Johnson positions Japan as a 'late industrialiser' and the Japanese 
state as a 'capitalist developmental state' (Johnson, 1995: 67), emphasizing 
(in contradistinction to conventional neo-liberal understandings of the role 
of the state) that, in economies seeking to make up lost ground on already 
existing capitalist powers, it was quite common to find that 'the state itself 
led the industrialisation drive, that is, it took on developmental functions' 
(Johnson, 1982: 19). Neo-classical economics tends to operate with a highly 
static notion of economic efficiency. The advocates of (or enthusiasts for) 
industrial policy tend to be more Schumpeterian in their predilections, mea-
suring 'the allocation of resources according to their effects on the pace and 
direction of technological change' (Johnson et al., 1989: xvii). The case they 
put is that Japan is now at 'the forefront of a new technological trajectory' 
because Japanese industry has been the long-term beneficiary of a postwar 
'interventionist targeting strategy' by the Japanese state 'that gradually but 
definitely guided Japan's industrial structure towards those sectors with 
the greatest growth and technological potential'. The claim is that 'policy 
affected where and how much investment occurred, what kinds of skills and 
technological learning took place, and by its influence on the production 
profile of the economy, policy ultimately affected the pace and direction of 
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technological innovation and diffusion' (ibid.). It was not just that the 
postwar Japanese economy was blessed with companies capable of exploiting 
the 'new competition'. It was also that Japan possessed an established tradi-
tion of state action and an associated set of state institutions, able and willing 
to coordinate those companies in a national pattern of industrial and eco-
nomic reconstruction based on the institutionalization of technological inno-
vation and diffusion. 'In the Japanese variant of capitalism', so the argument 
goes, 'markets have been emphasised as a source of growth rather than as a 
source of short-run efficiency, and a primary role of government has been to 
supply incentives to promote growth through markets' (ibid. : 32). 

So in a powerful argument for an active industrial policy - an argument 
primarily directed towards the American centre-left - we are informed that 
the postwar Japanese state played both a 'gatekeeper' and a 'developmental' 
role to turn the Japanese economy into a major force in the international 
economy (Zysman and Cohen, 1986: 42), and may now indeed be playing 
the role of a 'catalyst state' to the internationalization of Japanese capital in 
a new era of global capital (Weiss, 1997: 20; 1998: 209-11). The state, we 
are told, acted as a national economic gate-keeper until at least 1970, con-
trolling the entry of capital, technology and manufactured goods, effectively 
preventing the Japanese domestic market from being colonized by foreign 
companies bent on export-penetration. The result, as Zysman and Cohen 
have reported, was that 'in almost all cases, neither money nor technology 
could in itself allow outsiders to buy or bully their way into a permanent 
position in the Japanese market' (Zysman and Cohen, 1986: 42). At the same 
time, MITI used its influence over the Japanese Development Bank and 
other public financial agencies, and its powerful battery of administrative 
controls (over subsidies, import licences, and the provision of industrial 
parks and transport facilities) to 'guide' postwar Japanese companies into 
industries and technologies it thought desirable. The postwar Japanese state 
did not replace the force of market competition but rather orchestrated it, 
using 'intense but controlled domestic competition' as a substitute for 'the 
pressures of the international market to force development' (ibid.: 43). 
MITI initially steered Japanese private capital out of low wage textile pro-
duction into heavy industries such as steel, chemicals, shipbuilding and cars. 
More recently it shifted its preferences towards more 'knowledge-intensive' 
industries such as semi-conductors, computers, tele-communications, high-
definition television, biotechnology and aerospace (Kenworthy, 1995: 101; 
Johnson et aI., 1989: 25; for a detailed summary, Lazonick, 1994a: 177). And 
although MITI's influence over Japanese companies changed in character 
(and waned in potency) as those companies flourished, there are still aca-
demics prepared to emphasize that MIT I and other Japanese economic 
agencies have now found a new role for the Japanese state, as the orches-
trator of the export of Japanese capital. Where MITI once closed trade 
borders to foreign entry, it now - we are told - provides (via Japanese over-
seas development aid) 'a wide array of incentives to finance overseas invest-
ment, promote technology alliances between national and foreign firms, and 
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encourage regional relocation of production networks' (Weiss, 1997: 20-1) 
in order to ensure the continued competitiveness and world impact of 
Japanese corporate capital. And if this is so, then 'in the light of the East 
Asian experience, it appears that state capacity for industrial transformation 
is alive and well, at least in those countries where postwar development has 
occurred under the aegis of so-called developmental states' (ibid.: 23).* 

The quiet strength of West German capitalism 

As we first observed in chapter 1, the West German economy is commonly 
linked with the Japanese in the debates on comparative economic perfor-
mance and the strength of alternative capitalist models. Those who make 
that link tend to argue three related things: that since 1945 West German 
capitalism has been organized in a distinctly consensual way (in a model 
which some treat as unique, and others as part of a more general European 
social consensus model); that the performance of this model has been 
superior to that of liberal capitalist models in the postwar period; and that 
this superior growth performance has been a consequence of the distinctive 
features of the model itself 

The crucial variable at play here - as with the argument on Japan - is 
invariably the capacity of the institutional structures surrounding West 
German capitalism to generate 'trust relationships' between key economic 
actors - so facilitating long-term industrial restructuring and a full utiliza-
tion of existing industrial technologies. Depending on the politics of the 
analyst, which are normally centre-left in some form (although not exclu-
sively - there is a Gaullist voice in the debate (Albert, 1993; even Barnett, 
1986» those trust relationships are anchored either in intra-capital rela-
tionships (with the emphasis on cooperation between large German com-
panies, between German industry and German banks, and between small 
and large German capital) or in capital- labour relations (in a sweep of enthu-
siasm which moves from advocates of social market economies to enthusi-

" In passing it should be noted that this view of the Japanese state as a key economic actor 
is often subsumed into a wider set of arguments on development strategies, with similar argu-
ments being put for the Taiwanese and South Korean states. Robert Wade, for example, has 
argued that 

the governments of Taiwan, Republic of Korea and Japan have an unusually well devel-
oped capacity for selective intervention; and that this capacity rests upon (a) a power-
ful set of policy instruments, and (b) a certain kind of organisation of the state, and of 
its links with other major economic institutions in the society. The East Asian three 
show striking similarities with respect to both instruments and institutions. They also, 
of course, show striking similarities with respect to (c) superior economic performance 
- notably with respect to rapid restructuring of the economy towards higher technol-
ogy production' (Wade, 1988: 130--1) . 

It should be noted however that Wade is scrupulous in insisting that 'we do not know . . . what 
are the causal connections between (a), (b) and (c)' (ibid.: 131). 
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asts for the 'beneficial constraints' imposed on German capital by strong 
labour unions) . Those emphasizing capital-capital accords tend to collapse 
Germany and Japan together. Those emphasizing capital-labour accords 
tend to collapse or relate Germany and Sweden. The first open up an anti-
liberal argument on the role of state-capital relations in industrial restruc-
turing. The second open up an anti-liberal argument on labour power and 
international competitiveness. Germany therefore stands at the cross-roads 
of the two main thrusts of the anti-liberal case; and many opponents of 
liberal market forms of capitalism manage to combine an enthusiasm for 
both lines of argument at one and the same time, so extolling both Japan 
and Germany as superior capitalist models. Hutton's 'stakeholding' argu-
ment is a classic case in point (Hutton, 1994: 257-84; see also, more cau-
tiously, Soskice, 1991). 

As in the Japanese case, however, there is a neo-liberal presence in the 
debate on postwar West German economic performance, a strand of argu-
ment that is critical of West German 'social market' modelling, that down-
plays the longevity and degree of postwar West German superiority, and 
that makes much of recent difficulties in the German economy. Such neo-
liberal analyses tend to specify the West German 'economic miracle' as a 
phenomenon of the 1950s, to see the trade union role in West German 
industrial politics after that as a drag on economic performance, and to col-
lapse the West German loss of productivity edge in the last two decades into 
their more general critique of European welfare (Giersch et aI., 1992). Their 
case is not without support in the broad empirical data. The 1950s were 
West Germany's miracle decade - with an average annual growth rate for 
GOP of 8.2%. Rates of GOP growth thereafter did slow: to 4.4% per 
annum on average between 1960 and 1973, 2.2% per annum 1973-1980 and 
1. 9% 1980-1990; and of course in the 1990s unemployment in the united 
Germany did rise to unprecedented postwar levels. 

However for our purposes here, this neo-liberal argument is very much 
the minority voice, not least because advocates of the German model have 
been (and remain) able credibly to emphasize the underlying strength and 
tenacity of German social market institutions and the continued capacity of 
those institutions to handle the internal adjustment problems necessitated 
by intensified global competition and by post-Cold-War German unification 
(see, for example, Carling and Soskice, 1997). Across the full run of post-
Keynesian, Schumpeterian and Marxist literatures on differential growth 
patterns, West Germany continues to figure strongly in arguments about the 
necessity of sinking capitalist accumulation into specific social settings. So, 
for example, both Hutton and Albert have argued strongly for the economic 
and social superiority of the German model (Hutton, 1994: 262; Albert, 
1993: 147); and Porter has stressed the persisting width and depth of 
German industrial clusters in sophisticated engineering, chemicals, phar-
maceuticals and metals and metal working (Porter, 1990: 356-7). Even 
Fukuyama presented West Germany as 'the country displaying the highest 
degree of spontaneous sociability .. . after Japan' (1995: 207); however, it 
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should be noted that in the more specifically German-focused literature his 
favoured cultural variables are invariably pushed into a minor place, rele-
gated in favour of an emphasis on institutional relationships between (and 
within) broad social classes. This, for example, is Christel Lane's view of 
the German model. 

The German model of production-oriented capitalism, implying both a 
greater concern with, and a closer integration of management and labour 
around productive tasks, is the expression of an industrial order in which eco-
nomic actors adhere to a limited communitarianism. Both the productivist 
bias and the greater collectivity orientation are dependent on a mode of 
finance provision which allows the development of long-term horizons in 
developing strategy for both individual firms and whole industries. It is 
further reinforced by a system of education and training which puts a strong 
emphasis on skill development at all levels and responsiveness to industrial 
needs. These orientations are supported by strong and dense associational 
networks and by both local and national state organizations. (Lane, 1995: 3) 

(1) Corporate organization What the latter approach signals is the impor-
tance that many commentators attach, as a source of continuing German 
industrial strength, to Germany's high level of internal organization, by 
which they mean the persistence in Germany, behind a fac;ade of liberal eco-
nomics, of 'a degree of industrial concentration and inter-firm co-operation 
that ... often goes relatively unnoticed' (Allen, 1989: 266). This 'organized' 
nature of German capitalism has long attracted academic comment. Andrew 
Shonfield noted it (and praised it) in the mid 1960s (Shonfield, 1965: 242, 
260). Alfred Chandler documented it extensively in the 1980s (Chandler, 
1990: 395). Lash and Urry, Porter and a host of others followed suit, linking 
the internal organization of German capitalism to Gershenkron-inspired 
arguments about late industrialization, and noting the speed with which 
late-nineteenth-century German capital followed US capital in making 
Chandler's 'three pronged investment in manufacturing, marketing and 
management'. Chandler in particular developed a distinctive argument on 
both the similarities and differences between US and German capital. He 
saw them both as becoming 'first movers in many of the new capital-
intensive industries' of the Second Industrial Revolution (and as such well 
equipped to take out UK-based competition and to recover rapidly from 
wartime dislocation); but he also saw them differing markedly in their areas 
of competitive strength and internal organization. For Chandler, whereas 
US firms emerged strongly in both consumer and producer goods indus-
tries, in Germany successful firms were heavily concentrated in the pro-
duction and distribution of producer goods (nearly two-thirds of the 200 
largest German companies in 1929 were clustered in metals, chemicals and 
the three machinery groups). Especially in chemicals and heavy machinery 
industries, German firms prospered by exploiting economies of scope rather 
than scale; and in the process they retained more of a family management 
element than was normal in the US. More significantly still for Chandler, 
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German and US companies differed (and continue to differ) in their inter-
firm and intra-firm relations. According to his data, there was (and there 
remains) a much higher level of cooperation in Germany between big firms 
than was (and is) the case in the US. In Germany, that is, the historian finds 
a higher tolerance of cartels, and a greater corporate propensity to pay 
close attention to the needs and welfare of their employees. In Germany, 
the historian finds what Chandler himself wanted to term 'a larger 
system ... organized capitalism' (Chandler, 1990: 395). 

(2) The special role of German banks At the heart of that system, for 
many commentators, stand the German banks. Of late, Hutton in particu-
lar has been quite adamant about this. According to him, 

the German banks are uniquely powerful, holding shares themselves and on 
behalf of others in the major German companies, making long-term loans, 
acting as information clearing houses and assessing industrial and commer-
cial prospects in partnership with their borrowers. They are the stable backers 
of German industry and loyal long-term shareholders. They know the com-
panies they finance, sit on their boards and can more accurately assess their 
risks. The system is orderly because its financial components give it the time 
and space it needs. (Hutton, 1994: 264) 

West German universal banks are thus said to have played two key roles in 
postwar German reconstruction: providing the bulk of investment funds for 
German industry, and monitoring firms closely, restructuring them and 
their management where necessary (Edwardes and Fischer, 1994: 7-11). 
(German banks are said to have played a powerful shaping role in early 
German industrialization too, thus avoiding the industry-finance gap which 
progressively opened up in the UK in the last quarter of the nineteenth 
century.) They are said to be closely involved with their firms in the modern 
era because every borrowing firm has a house bank, and the bank sits on 
that firm's supervisory board (because of the bank's own share-holdings and 
as proxy for other share-holders who have deposited their shares with the 
bank). This is then said to give German banks better information about 
industrial conditions and needs, and to induce better lending rates than, say, 
in the UK, where bank-industry links are not so formalized or intimate. It 
is also said to induce a long-term relationship between the bank and the 
individual industrial or commercial firm, since in return for house-bank 
status, the bank has a built-in propensity to stay with the firm from cradle 
to grave. Among other things, this gives greater continuity to supervisory 
board membership, and reduces the short-termism endemic to managerial 
practice in more stock-market-based systems - where senior managers have 
to use high dividends to keep share-holders happy and predators at bay 
(pollin, 1995). It is also claimed, by those enamoured of German banking 
practices, that West Germany's crucial SME sector is particularly protected 
by the presence of this bank-based system, given the flotation costs and loss 
of ownership control associated with stock-market-type funding. The exis-
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tence of locally-based savings and cooperative banks and a specific industry 
bank (all without UK equivalents) are supposedly critical to the health of 
the SME sector. That at least was Hutton's view: 'the strength of the famous 
Mittelstand - the medium size business sector that is ... the backbone of 
German industry' resulted in part from the manner in which smaller com-
panies could attract 'long term committed finance from the regional state 
banks' (1994: 266). 

(3) State practices State power is also given an explanatory role in West 
German economic success by those commentators unimpressed by neo-
liberal growth theory, although even by them a role that is less central and 
direct than was that of Japan's MITI in its prime. Officially, of course, the 
West German model is a 'social market' one in which the state has only 
limited competencies and the private sector is officially unregulated and 
unprotected. However, the claim by analysts like Linda Weiss (1998: 
119-37) is that behind the fas:ade of non-intervention, the German state has 
and does playa critical economic role: that 'Germany's industrial strength 
owes much to the capabilities of a developmental state which - like that 
of Japan and the NIC's - has emphasized production rather than 
consumption-based objectives, and to a state-informed system of private co-
ordination which has ensured constant industrial upgrading' (ibid.: 119). 
The argument on the economic role and contribution of the German state 
takes one or both of two characteristic forms. One strand emphasizes (in 
the manner of Gerschenkron) that late industrializers like Germany relied 
from the beginning on a more active state than did either the UK or even 
the US (for protectionism, state direction of investment, development of 
education and R&D, and possibly welfare protection), consolidating in the 
process a state tradition of active industrial policy and a set of associated 
attitudes in the governing and employing classes (a conservative statism) 
that were equally absent in the US and UK cases. The second element in 
the argument asserts that this left a particular postwar legacy vital to the 
recent West German success story: a degree of active state involvement 
behind the fas:ade of social market economics, and a willingness (even 
enthusiasm) for concertation and corporatism (a willingness to enshrine in 
law the welfare provisions and rights of workers and trade unions of West 
Germany's negotiated compromise). 

Weiss in particular has argued that the postwar West German state 
merely submerged its transformative role rather than dismantled it (a policy 
of state denial made necessary by geo-political factors), and operated 
through a particular system of private-sector governance in which trade 
associations and cartels also played a critical role. She has argued that the 
resulting West German postwar system of industrial governance was 
capable of slowly adapting to new technologies, while retaining a vital capac-
ity to innovate and transform (particularly by state deployment of technol-
ogy policy and industrial finance). The postwar German state, in her eyes, 
is a more distributive, less developmental state than was Japan's; but it is 
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still one whose role was vital to postwar German economic success. What 
both the pre- and postwar German states did, so the claim runs, was help 
create a system of organized capitalism: not just by tariff protection and 
welfarism, but also by underwriting the banks and encouraging long-term 
investment relations (Weiss, 1998: 122). In the inter-war years, fascism 
played a critical role in restructuring German mass production (Reich, 1990: 
305-6); and in the postwar period the new Bonn-based government demon-
strated 'a willingness and ability to provide strategic economic guidance' 
(Weiss, 1998: 126) - especially in the reconstruction period up to and around 
the Korean War - not least by encouraging a high investment, low con-
sumption regime through its direction of Marshall Aid funds to basic 
materials and heavy goods industries. Weiss admitted that Bonn lacks a 
MITI (ibid.: 128) but insisted that even so the postwar years were 'not 
an era of state retreat. Quite the contrary: throughout the 1950s and 
again from the mid 1960s', she wrote, 'state agencies pursued an active 
policy of targeting and subsidizing strategic sectors of industry including 
aeronautics, coal, computers and nuclear energy' (Weiss' 1998: 128). 

(4) Organized labour in the West German story The postwar West German 
state also underwrote a particular capital-labour accord; and it is this feature 
of the West German trust-based form of capitalism which is said by many 
of its adherents to differentiate it most starkly, as a model of capitalist orga-
nization, not simply from the liberal capitalist model but also from the 
Japanese. For the final ingredient in most explanations of postwar West 
German success is its welfarist and corporatist underpinnings. Not all intel-
lectual and political currents are equally at ease with this ingredient, of 
course. For liberal scholarship in particular, as we have already noted, the 
rights of German labour are now a (even the) major source of economic 
under performance, and Schumpeterians like Porter seem more comfortable 
with issues of labour skilling (as sources of economic strength) than with 
welfare rights and trade union powers; but even conservative trust-theorists 
like Fukuyama and certainly centre-left advocates of negotiated capitalisms 
(from Hutton and Crouch to Soskice and Streeck) do see union strength as 
an important 'positive constraint' on German economic development. 

They at least make three very powerful arguments. They insist that 
labour skilling in West Germany was a critical element in the postwar 
success story. They insist that West Germany's generous system of welfare 
provision consolidated trust-relationships and associated labour market 
flexibility. And, most novel of all, they insist that strong unions blocked off 
sweat-shop short-termist economic policies, that strong labour rights acted 
as a set of 'beneficial constraints' on West German capital. Whether labour 
power can be so beneficial to capital accumulation will be discussed at length 
in chapters 4 and 5. What we need to do here, to close this exposition of the 
debate about the West German version of trust capitalism, is establish the 
flavour and details of the claims made about the character and regulation of 
West German labour markets. 
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Many commentators have been impressed by the quality of the West 
German education and training systems. Porter in particular has treated this 
as vital, insisting that 'more significant than the available pool of factors is 
the quality and sheer depth of mechanisms in Germany for creating 
advanced and specialized factors ... schooling, technical colleges, universi-
ties ... ' and that 'another factor-creating mechanism in Germany whose 
importance is hard to over-estimate is a well-developed and distinctive 
apprenticeship system' (Porter, 1990: 368-9). He has claimed that, in con-
sequence, German workers are better trained and have a better theoretical 
grasp than 'workers in most countries' (ibid.: 369); and he is not alone in 
that view. The literature abounds with claims that 'the constant supply of 
skilled workers has made German productivity levels the highest in Europe' 
(Hutton, 1994: 265: see also Wever and Berg, 1993; Prais, 1995). Christel 
Lane has gone further, arguing that the German system of vocational train-
ing is more than just an up-skilling mechanism: that it also sets up a 'vir-
tuous circle' of 'behavioural and attitudinal patterns' which trigger product 
change and labour market flexibility (1990: 248). Her enthusiastic endorse-
ment of the West German model is worth citing at length. 

The strengths of German manufacturing enterprises are widely seen to 
emanate from two core institutional complexes - the system of vocational 
education and training and the system of industrial relations. The first not 
only creates high levels of technical skill throughout the industrial enterprise 
but also engenders a homogeneity of skills at all levels of the hierarchy, as 
well as fostering certain orientations to the work task and the work commu-
nity. These characteristics, in turn, structure organizational relations, 
influence communication and cooperation along both horizontal and vertical 
lines and encourage labour deployment in accordance with the principle of 
responsible autonomy. The craft ethos permeates the whole of the organiza-
tion and creates a common focus and identity for management and production 
workers, although not necessarily a community of interests. The co-operative 
works culture, fostered by the training system, is further reinforced by the 
system of industrial relations, particularly by the works council. (Lane, 1989: 
298) 

In that assessment of the labour dimension of the West German model, 
Lane touched too on the importance of power sharing in West German 
industry between management and workers, something singled out as of 
particular importance for West German postwar economic success not 
simply by Lane but also by advocates of wider 'stakeholding' in modern 
industry (Perkin, 1997; Soskice, 1997; Hutton, 1994) and by more conser-
vative advocates of trust-based 'institutional reciprocity' (Fukuyama, 1995: 
217). At its strongest, this enthusiasm for codetermination becomes an argu-
ment about the beneficial impact on German industrial performance of a 
strong set of worker rights - rights to employment security, to training and 
to high wages - rights which combine to oblige German employers to 
compete on the basis of innovation and quality rather than on price, to 
compete, that is, on the basis of what Wolfgang Streeck has termed 
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'diversified quality production' (Streeck, 1992). Streeck has been (with 
David Soskice) among the most articulate advocates of what Soskice calls 
'co-ordinated market economies' or 'flexibly co-ordinated systems' (1991: 
48), listing at least five sets of worker rights that act as 'an interactive pattern 
of mutual reinforcement and causation'. The Streeck argument carries us 
to the absolute heart of the centre-left rejection of neo-liberal attitudes to 
unregulated labour markets; and because it does it is vital to reproduce it 
here in as full a form as possible. According to Streeck, strong worker rights 
impose 'beneficial constraints' on West German capitalism through five dif-
ferent mechanisms: 

A system of 'rigid' wage determination, operated by strong and well-
established trade unions and employers' associations, that keeps wages 
higher, and variation between wages, lower, than the labor market 
would determine. Unless employers are willing to move production 
elsewhere, this forces them to adapt their product range to non-price-
competitive markets capable of sustaining a high wage level. A high 
and even wage level also makes employers more willing to invest in 
training and re-training as a way of matching workers' productivity to 
the externally fixed, high costs of labor .... 

2 A policy of employment protection that compels employers to keep 
more employees on their payroll for a longer time than many might on 
their own be inclined to. Large German firms are subject to effective 
limitations on their ability to access the external labor market. High 
employment stability is imposed on firms through collective agree-
ments, co-determination and legislation. To compensate for such 
external rigidities, firms have to increase their internal flexibility. By 
forcing firms to adjust through the internal labor market by redeploy-
ment, employment protection thus further encourages employer 
investment in training and retraining. Moreover, high employment 
security and the resulting identification of workers with the firm not 
only make for comparatively easy acceptance of technological change 
but also help create and support the co-operative attitudes among 
workers that are necessary for flexible organizational decentralization 
of competence and responsibility .. . . 

3 A set of binding rules that obliges employers to consult with their work 
forces and seek their consent above and beyond what many or most 
would on their own find expedient .... Having an assured 'voice' in 
the management of the enterprise makes it possible for work forces to 
forego short-term advantages for larger, longer-term benefits, without 
having to fear that they may not be around to collect those when they 
materialize. This, in turn, enables managements to invest more in 
longer-term projects. Co-determination thus insulates both manage-
ment and labor from opportunistic pressures .... 

4 A training regime that is capable of obliging employers to train more 
workers and afford them broader skills than required by immediate 
product or labor market pressures. The result is an excess pool of 
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'flexible', polyvalent workers and skills that constitutes an important 
advantage in periods of fast technological change .... 

5 A system of rules regarding the organization of work, created by trade 
union or government intervention and obliging employers to design 
jobs more broadly than many of them would feel necessary .... While 
the results are often less than satisfactory from the position of workers' 
representatives, together they amount to further pressure for 'de-
Taylorization' of work through longer work cycles and job enrich-
ment .... In combination with high and even wages, high employment 
security, co-determination and training, the imposition on employers 
of non-Taylorist work rules thus impedes the use of new technology 
for 'rationalization' purposes and encourages a 'modernization' strat-
egy of industrial adjustment that is highly conducive to diversified 
quality production. (Streeck, 1992: 32- 4) 

In defence of corporatism 

The West German model, so described, points up the central importance 
of labour and labour power in the establishment of international competi-
tiveness. At the heart of the argument of the advocates of negotiated cap i-
talisms is the view that economies (even when privately owned) function 
best if the workers within them feel secure, and if the distribution of 
rewards and power with which they are associated is equitable and just. The 
thrust of the case being made in defence of 'trust-based' capital isms of the 
German variety is that the liberal model of capitalism, with its commitment 
to labour market flexibility through job insecurity, its large differentials of 
pay and conditions and its heavy concentration of industrial decision-
making in its managerial and ownership strata, is actually less likely than 
other models to flourish in conditions of intensified competition and rapid 
technological change. To an audience immersed - as most UK and US audi-
ences are - in a popular culture infused with neo-liberal attitudes to the 
superiority of unregulated markets, such claims must sound intuitively 
false; yet beyond the UK and US shores there is a vast literature - both 
scholarly and popular - which makes precisely this defence of Western 
European corporatism against its liberal detractors. As a last stage in our 
survey of debates on capitalist models, therefore, this more general defence 
of corporatism also needs to be put in place. 

Much of the research literature concerned with corporatism and eco-
nomic competitiveness focuses on the relative performance of different 
advanced economies after the first oil crisis of 1973. The general thrust of 
this literature is that corporatist economies coped with the strains of 
intensified competition after 1973 better than non-corporatist economies, 
that, in spite of neo-liberal claims about market competition and optimal 
factor distribution, 'paradoxically ... the Walrasian ideal of full employment 
with approximately equal wages seem[ ed] to have been best achieved 
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in the social corporatist countries' (Pekkarinen et aI., 1992: 4). Quite 
what the data claims to show depends in part on how corporatism is defined 
and which economies are therefore labelled as corporatist, which periods and 
performance indicators are chosen, and which sets of countries are included 
in the survey; but it is certainly not uncommon in the corporatist-focused 
research literature to meet versions of the claim that 'where the Left was 
politically strong, and the trade union movement was centralized and unified, 
[economies] performed somewhat better than where those conditions were 
less prevalent' (Garrett and Lange, 19862>: 517; see also Cameron, 
1984; Lange, 1984; Lange and Garrett, 1985; Katzenstein, 1985). The case 
for a positive relationship between corporatism and competitiveness is nor-
mally built around one or both of two related propositions: on the impact 
of strong ('encompassing') trade unions on wage levels and employment; 
and on the impact of generalized welfare provision on labour market flexi-
bility and investment in human capital. 

The general case on wage moderation (and associated industrial costs) on 
offer in much of this literature is that high levels of economic performance 
can be expected from political systems at both ends of the capitalist spec-
trum, from fully marketized economies and from strongly corporatist ones, 
but not from economies caught half-way between these polar alternatives. To 
take one much cited example from a number of similar theses, Garrett and 
Lange, in their study of economic growth between 1960 and 1973 and 
between 1974 and 1983, argued for the ability of 'countries with symmetri-
calor coherent political structures - in which labour was strong both orga-
nizationally and politically (corporatist cases), or in which labour was very 
weak on both dimensions (approximating market economies) - ... to adjust 
to the post-1974 international crisis better than the mixed cases in which the 
political economies were less coherent (politically strong and organization-
ally weak, or vice versa), (1986: 531- 2). The reason for this, so the argument 
runs, is that the protection and enhancement of national competitiveness 
after 1973 required substantial structural adjustments which either un tram-
melled markets or strongly regulated ones were able to deliver: the first 
because of the impact of unemployment on wage rates, the second because 
'strongly co-ordinated union movements are prone to wage moderation 
rather than militancy' (Kenworthy, 1995: 127) and/or because 'a high degree 
of social solidarity on the part of those with secure jobs' (Glyn, 1992: 133) 
allowed state employment and reductions in working time to soften the 
impact of private-sector restructuring on general levels of unemployment. 
Even neo-liberal-based arguments of the type famously developed by 
Mancur Olson (1982) allowed for the possibility that broadly based trade 
unions might transcend their sectionalism for a greater collective good; but 
only, Garrett and Lange argued, if they could be certain that the restraint of 
militancy would indeed generate collective gains for their members. Garrett 
and Lange suggested that 'two political conditions would seem most likely to 
meet these requirements and thus promote union restraint: an historically 
strong political Left, and prospects for direct control of government by a 
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party of the Left closely linked to the union movement' (Lange and Garrett, 
1985: 798; also Alvarez et ai., 1991; Garrett, 1998). 

A second and related line of argument on corporatism is that, contrary 
to neo-liberal expectations and policy proposals, the welfare states sustained 
by strong trade unionism can and do compete with economies carrying 
fewer and lower social overheads. At its most modest, the claim has been 
simply that when the welfare state is under attack as a burden on competi-
tiveness and growth the case for the prosecution remains unproven (Korpi, 
1985; Gough, 1996: 219; Corry and Glyn, 1994: 212) and that for the 
defence remains 'plausible' (Atkinson, 1995: 730). Slightly more self-
confident, there is also the claim that the record of welfare capitalisms on 
competitiveness and growth is mixed rather than uniformly poor, and that 
the negative impact of welfare expenditure is minor and exaggerated 
(Kenworthy, 1995). Such a defence of welfare expenditure has then been 
turned, by people like Pfaller, Therborn and Gough, into a nuanced advo-
cacy of welfare systems, via the reassertion of the positive impact of strong 
welfare rights on investment in human capital and the orientation of 
national economies to 'high productivity and high quality production' 
(Pfaller et ai., 1991: 296). The balance of weakness and strength has been 
tipped even more in corporatism's favour in the writings of David Soskice, 
where coordinated market economies (his preferred term for corporatism) 
flourish competitively because (and to the degree that) strong trade union-
ism is embedded in a wider set of institutional structures at all levels of the 
economy and society (Soskice, 1990); and a similar sensitivity to the need 
to judge welfare states by the institutions into which they are embedded 
(particularly the character of the surrounding industrial relations systems) 
can be found also in recent writings on the impact of welfare states on the 
economy by Esping Andersen (1994: 725-6). By this stage in the literature, 
of course, it is the superiority of welfare-based capitalisms over market-based 
capitalisms which emerges as the argument's central motif: that what we 
need to do, if we are to understand the proper relationship between social 
democratic corporation and economic growth, is 'reverse dramati-
cally . .. the anti-Left and anti-union implications' of conventional growth 
theory, and recognize instead that 'organizationally and governmentally, 
strong labour movements may emerge as major benefactors, as purveyors of 
relatively rapid income growth, and also of somewhat more equal distribu-
tion of income' (Hicks, 1988: 700). 

So as we turn now to explore the determinants of postwar growth paths, 
against the background of an economics profession (and a policy debate) 
largely set up in neo-liberal terms, it is important to remember the scale and 
strength of the literatures defending 'trust-based' models of capitalist orga-
nization. For they, particularly those focused on Western European corpo-
ratism, treat the pro-union regulation of labour markets by sympathetic 
governments as a source of growth rather than as a barrier to growth; and 
because they do, it is with the question of labour power that part II of this 
study needs properly to begin. 


