Metadata, citation and similar papers at core.ac.uk

Provided by Warwick Research Archives Portal Repository

Globalization, Comparative Political Economy and the
Economic Policies of the Blair Government

Wyn Grant

CSGR Working Paper No. 08/98

June 1998
WER
‘f‘tﬂq_% 5,)}: _ CENTRF. FOR THE
Sl - S - _
WARWICK ¢ STUDY o
= (U LOBALISATION i
- Rrcionatisation

Centre for the Study of Globalisation and Regionalisation (CSGR),
University of Warwick, Coventry CV4 7AL, United-Kingdom. URL.:
http://www.warwick.ac.uk/fac/soc/ CSGR


https://core.ac.uk/display/47477?utm_source=pdf&utm_medium=banner&utm_campaign=pdf-decoration-v1

Globalization, Comparative Political Economy and the Economic Policies of
the Blair Government

Wyn Grant

University of Warwick, CSGR Working Paper No. 08/98, June 1998

Abstract

This paper critically examines attempts to revitalize the comparative political economy model
in contrast to analyses based on a globalization perspective. The organized market economy
approach of Peter Hall is seen as a more inviting version of the CPE model. The political
dilemmas facing national governments in an era of globalization are examined through a
discussion of the economic policies of the Blair Government in Britain.

Key Words: Globalization, European Union, Blair Government

Address for correspondence:

Wyn Grant

Department of Politics and International Studies
University of Warwick

Coventry CV4 7AL UK

E-mail: W.P.Grant@Warwick.ac.uk



Non-technical summary

A obalization can be hard to define, but that doesn't nmean that it
doesn't exist. The paper assunes that there is sone kind of step
change in the world order, although discussing its nature and extent
is not the objective of this paper

VWhat the paper does do is exanmine critically the stance of the
conparative political econony school, as particularly represented
by a recent book edited by Colin Crouch and Wl fgang Streeck. This
book represents an attenpt to revitalise an approach which
enphasi ses the ways in which national differences can help or
hi nder the international conpetitiveness of a particular country.
Crouch and Streeck are worried that Arerican forns of capitalism
will displace Gernman forns of capitalismthrough the effects of
gl obal i zat i on.

Their analysis is in many ways a well argued one, but the whole
enphasis is on institutions. One would not think that individua
entrepreneurs |ike R chard Branson had ever achieved anything.
Crouch and Streeck seemto take the view that firns conpete through
t he benevol ence of their governnents.

They also wunderestimte the inportance of new governing entities
bel ow and above the level of the nation state. Policies to pronote

skill formation or nurture high value added activities can often be
done nost effectively at a subnational |evel. The European Union is
nmentioned very little in their analysis and when it is rather
negatively - seemingly because it can't replicate the German way of

doing things on a European scale. No one denies that there is a
paradox at the heart of the EU because it both facilitates
gl obalization and tries to offer social protection fromits effects.

Peter Hall's analysis of organi zed nmarket econonmies is seen as a
nore fruitful approach, if only because he recognizes to a
greater extent than Crouch and Streeck the weaknesses of organized
mar ket econom es. They nmay, he adnits, slow down necessary
processes of adaptation and change. Even Gernany cannot go in the
same way, but it may be able to preserve the essential features of
its nmodel while maki ng necessary changes.

It is evident that globalization presents national governnents wth
a challenge in nmanaging their economc policies: they have to
promi se economic success to voters, but can they still deliver? It
is argued that the Blair Governnent in Britain has shown an
awareness of the linits of what they can do, but also of the Iimts
of autononous action. They have been politically astute, although
t hey have to walk a tightrope between fiscal restraint and
del i vering on promnises of better schools and hospitals.

There is a denocratic deficit at the global level, but attention
shoul d be focussed on this and on new regi onal and subnational forns
of government rather than seeking to shore up the resistance of
exi sting national nodels to change.



GLOBALI ZATI ON, COVPARATI VE POLI TI CAL ECONOMY AND
THE ECONOM C POLI Cl ES OF THE BLAI R GOVERNMENT

Wn G ant

A obalization and conparative political econony offer different
perspectives on the analysis of developnents in world politica
econommy. One does not have to accept the extrenme pronouncenents of
witers like OChrmae (1990) to recognise that globalization is a
phenonenon which has the potential to reduce the significance and
autonony of the nation state. G obalization is understood in this
paper as a continuing process which reduces the significance of
nati onal boundaries as an inpedinent to the free novenent of
capital, ||abour, goods and services. Barriers have particularly
diminished in the international capital market and remain generally
high in relation to labour mgration, but the general picture is
clear. Indeed, the fact that the definition of globalization is
sonmetines inprecise is a rather poor argunent for disnissing the
significance of the phenonenon

A recurrent thene in both the literature and nore popular accounts
is that globalization represents nothing new, that at nost it is an
accel eration of a novenent towards greater economic integration and
i nt erdependence that has been taking place over a long period of
time. Thus, for exanple, Vandenbroucke argues, 'A cool |ook at
gl obalisation reveals no significant new and hard econonmic facts
behind the repl acenent of the traditional expressi on "t he

i nternational econoony" by "the gl obal econony. (Vandenbr oucke,
1998, p.30). The purpose of this paper is not to argue whether or
not globalization represents a paradigmshift in the organization of
the world econony rather than, say, an acceleration along an
exi sting path. Neverthel ess, the assunption is nade that sonething
significant is happening and that, for exanple, the replacenment of
GATT by the Wrld Trade Organi zati on does represent a step change in
the organization of the international trading regi ne. However, the
focus here is on responses to the perceived phenonenon of
gl obali zation, rather than debating whether or not a neaningfu

change has occurred. Certainly, this paper does not subscribe to a
new form of econonic determinismwhich argues that there is only

one, liberal path which the world econony can foll ow



The conparative political econony approach

The conparative political econony approach enphasi ses the diversity
of environments which nation states provide for their econom es.
The term 'approach' is wused deliberately as different authors
provide a range of nodels within the general orientation. The
under | yi ng argument, however, is that different institutiona

environnents and different national policy paths have a discernible
i mpact on the conpetitiveness of firnms based in a particular nation
state. Wien this literature enjoyed its finest hour in the 1980s,
the inplicit case being nmade was that countries with relatively | ow
| evel s of institutional devel opnent woul d benefit from becom ng nore
i ke those who had dense institutional networks. Thus, the American
"declinist' literature suggested that the United States should
attenpt to learn fromJapan. At its crudest and nost banal, this
degenerated into a call for an Anerican "M TI"' (although sonme woul d
say it already existed in the Departnent of Defense). Institutions
do not easily transfer fromone setting to another and it was nore
consistent with a true 'requisite variety' position to suggest that
Anericans should try to adhere to their own values and strengths.
(Fall ows, 1989) Sone of the other distinctive institutional settings
which were discovered by expeditions of social scientists (such as
the 'Third Italy') turned out on closer scrutiny to be nore conpl ex,
flawed and limted than the first dispatches received suggested
(Nuti and Cainelli, 1996) and not always well placed to cope wth
internationalization (Tanmisari, 1997).

In the 1990s, the Anerican econony has been restored to new heights
of prosperity and even Britain has not done so badly while Gernany
has struggled wth high unenploynent and Japan wth financial
crisis and the new and unwel cone experience of appreciable |evels of
unenpl oynment. Faced with the apparent dom nance of what they saw as
an uncritical neo-liberalism conparative political econom sts
convened at two conferences in France in 1994 under the aegis of the
Andrew Shonfield Association. Followi ng on fromthese conference,
the capitalist diversity nodel is re-visited, re-stated and
re-assessed in a recent volume with contributions fromsone of the
leading figures in this field (Crouch and Streeck, 1997). This paper
also offers a discussion of an analysis by Hall which, although in
the sanme conparative political econony famly, takes a sonmewhat
different - and, it is argued, nore convincing - direction



Interestingly, the Crouch and Streeck volunme contains a dissenting
chapt er by Susan Strange (1997) who herself played a not
insignificant role in the emergence of Shonfield' s classic work.
(Shonfield 1964). In the past, the present witer has had some wal k
on parts in the conparative political econony Iliterature (G ant,
1989). However, wth the mllenniumonly two years away, the tine
has conme for a conplete change of kit. A new orientation was already
presaged in an earlier paper on the stateless firm (Gant, 1992).
That is not to say that this paper wites off the nation-state.
There have been too many prenmature obituaries. It still has a |lot of
life left in yet, particularly in the area of what nmay be broadly
termed social welfare

The objectives of this paper

This paper seeks to fulfill a nunber of tasks. First, it presents a
short sunmary of the argunents put forward by Streeck and his
col | eagues. Second, it attenpts to identify a nunber of
deficiencies in their work. In particular, it is suggested that

rather than their argunent that '|I have seen the future and it is
bl eak', a nore appropriate line nmight be 'l have seen the future and
it is conplex'. It is also suggested that Streeck in particular

underesti mates the significance of the European Union because it has
di sappointed himby not replicating the German economi ¢ and soci al
settlenent on a European scale. Third, it Iooks at the work
undert aken by Hall which has proceeded on the basis of a
col I aborati on Wi th Soskice. (Hall, 1997; Hall and Soski ce,
forthcomng). The final part of the paper |ooks at the approach to
economic policy of the Blair Government in Britain and shows that
they have made a shrewd cal cul ation of what is and is not possible
in an era of globalization. The paper concludes by suggesting that
both Crouch and Streeck and Strange have identified the crucial
guestion: what transnational fornms of governance can be found to
substitute for the nation-state?

The Crouch-Streeck |ine

Wl fgang Streeck has had a |long and distinguished career as an
analyst of nodern capitalismwith a particular enphasis on the
virtues of the German nodel. Hi s enpirical work has focussed on the
autonobile industry, trade wunions and business interests. His
co-editor and co-author, Colin Crouch, is an acknow edged expert on
industrial relations and someone who has |ong enphasized the



defi ci enci es of the  Angl o- Aneri can nodel of capitalism
Consi stency, coherence and intellectual rigour are great virtues,
but the price paid can be a lack of intellectual flexibility.

Crouch and Streeck's opening chapter is a tour de force. One might
expect the cast nenbers of Third Rock fromthe Sun to be seen wth
it as part of the essential reading recommended for any aliens on a
study visit to earth. The essence of the Crouch and Streeck argunent
is sinple: the capacity of the nation state to sustain institutiona
diversity is being eroded by globalization and this is not good
news. As they put it the processes of globalization are likely 'to
favour those national capitalisns that have in the past done wth
conparatively |little state intervention, over those institutiona
economies that required a high level of state-nediated politica
organi zation, thereby affecting the relative conpetitiveness of
alternative performance patterns.' Capitalist economes will tend to
converge on 'an institutional nonoculture of deregul ated markets and
hi erarchies, thereby reducing the overall diversity of available
governance arrangenments and potentially causing a net 1loss in
overal | economnic performance.' (Crouch and Streeck , 1997, p.13).

Since this last point is one of their strongest ones and central to
their argument, their case requires a little nore attention. Crouch
and Streeck argue (1997, p.15):

To the extent that national or other specificities serve as
niches allowing firns and economies to devel op conpetitive new
products and processes, their disapperance nmust dimnish the
aggregate entrepreneurial creativity and vitality of capitalism
as a system It is further highly wunlikely that any one
approach to running a capitalist econonmy will nonpolize all the
virtues - which would seemto offer good ... reasons for seeking
to preserve the innovative potential inherent in a healthy |evel
of 'socio-diversity' within global capitalism

In his chapter on Germany, Streeck expresses his fears wth even
greater clarity. dobalization is seen as eroding the conditions
for mar ket nodi fyi ng political intervention, | eavi ng only
depoliticized and mar ket driven forms of economi ¢ or der

Streeck makes clear his distaste for the 'anarchic world of
international politics', which certainly does not offer the kind of
regul ated Ordnungspolitik favoured in Germany. d obalization favours
"national systens |like those of the USA and Britain. This will [|ead



to the 'perverse outcome of the |ess well-perform ng Angl o- Anerican
nodel of capitalism outconpetng the better performng "Rhine
nodel "' . (Streeck, 1997, p.53).

The linmts of the anal ysis

This claim that the Rhine nodel has a better performance record
could be the subject of a book by itself, but it cannot go entirely
unchal l enged. Part of the problemis that any assessnent involves
val ue judgenents: does one prefer an econony like the United States
whi ch creates nmany jobs, but often at |ow wages and Wi th
considerable overall social inequality; or does one prefer the
CGerman approach of high wage jobs, relatively low inequality, but
hi gh unenpl oynent (albeit partly the consequence of unification
which plays a central role in Streeck's account; Hall also nentions
the need to neet EMJ convergence criteria).

Britain cones in for particular criticism and in many ways it is an
easy target. Gahamin his chapter provides a trenchant account of
what is seen as the failure of Conservative capitalism O course,
Britain has a | ong record of relatively poor economi ¢
performance wunder a variety of policy reginmes. A spokesman in the
House of Commons is once said to have remarked, 'Every available
policy option in this country has been tried at |east once, and
every option has failed , bringing the retort from the benches
opposite, '"including you'.

One hesitates to challenge an analyst and practitioner with such a
di stingui shed record as Gaham However, it is interesting that
Crafts is cited in the introduction as an econom st synpathetic to
institutional perspectives. One hesitates to sumarise the rich
oeuvre that Crafts has produced on the Thatcher Governnent. However,
in terns of stylised facts his analysis runs as follows: policy
nm stakes were nmmde, particularly in terms of a failure to act
sufficiently quickly on education and training. However, conpared to
past performance, rmanufacturing productivity inproved, as did
overall macroecnonmic performance. In part this can be attributed to
the renoval of the veto power of the unions and the constraints
placed on nmanagenent. (Bean and Crafts, 1996; Crafts, 1997). 1In
other words, British econom c performance may not be good after the
mar ket i zati on of the econony, but it is no worse than it was, and in
some respects is better



One of the difficulties with the analysis presented in the volune is
that it is conpletely focussed on institutional factors. The role
of the individual entrepreneur is conpletely ignored. There is no
room for the Richard Bransons or the Alan Sugars of this world. As
Strange points out, 'The success of the econony does indeed depend
heavily on quick responses, on adaptability and conpetitive costs.
But these are attributes of corporate nanagenent, not of government
officials or politicians.' (Strange, 1997, p.184). As Porter
observes, 'Firms, not nations, conpete in international narkets.'
(Porter, 1990, p.33). The perspective in this book seens to be that
firns and entrepreneurs are allowed to conpete through t he
benevol ence of their governments and other social institutions.
Nothing can be created outside the mantle of the state and other
social institutions. |If R chard Branson had wanted to start a
busi ness in Germany, he woul d have probably have to have obtai ned a
Handwerk qualification and would then have found that the opening
hours of his shops were restricted.

Bel ow and above the nation state

In the world of Crouch and Streeck, 'the politics that was supposed
to generate capitalist diversity was national.' (Crouch and
Streeck, 1997, p.2). As a consequence, Strange notes that 'they
are still looking wthin national societies for possi bl e
alternatives to governnent intervention to nodify the social
consequences of global economc integration.' (Strange, 1997,
p.182). But perhaps Crouch and Streeck are looking in the wong
place for the holy grail of capitalist diversity: perhaps they
shoul d be | ooki ng above and bel ow the nation state.

W live in a period which seeks to give political expression to
subnational identities. Whether the transaction costs of federal or
quasi -federal systens are less than the political benefits they
bring is a question beyond the scope of this paper. Wiat is not
surprising is that one reaction to globalization is to cling even
closer to very specific local identities. For exanple, the rebirth
of Scottish identity has cone at a tinme when the Scottish econony is
nore under international control than ever before.

Scotl and has, however, shown an ability to nurture high val ue added
products in specific market niches, e.g., specialist wollen goods
or particular branches of food processing. The 'Scottishness' of
these goods is often used to market them note, for exanple, the



advertising canpaigns of the food processing firm Baxters, which
uses famly nenbers both to stress famly ownership and control and
the distinctive Scottish character of the products. A Scottish
| egi slature and executive is well placed to nurture such activities.
For example, it can protect and devel op the distinctive and in sone
ways superior Scottish education systemthus enhanci ng hunan capita
formation.

The subnational dinmension is largely neglected in the Crouch and
Streeck vol une, somewhat surprisingly given that in the introduction
they state that 'econonic governance reginmes wll vary between
subnational regions'. (Crouch and Streeck, 1997, p.16). The role of
banks owned by Land governnments in providing funds for smal
busi nesses is acknow edged (Pontusson, 1997, p.63), but federalism
is seen as a constraint that differentiates Germany from Sweden
(Pont usson, 1997, p.61). In Streeck's account, federalism is
presented principally as 'an extensive redistributive system of
revenue sharing.' (Streeck, 1997, p.38). Distinctive Land |evel
experinents in high technol ogy policy are ignored.

It is not being suggested that Europe is going to becone a pat chwork
quilt of capitalist diversities nurtured by subnational governnents.
However, the subnational dinension does repay sone attention. In
some ways, the nost intriguing possibility is that emergent regiona
identities which cut across national boundaries will become nore
i mportant and provided the basis for sone kind of publicly
sanctioned coll ective action. (Gant, 1997, p.218).

The European Uni on

The single biggest criticism to be made of the Crouch-Streeck
analysis is that it downplays the potential significance of the
Eur opean Union. The European Union is discussed surprisingly little
in the book and when it is nentioned, the perspective taken is a
rather negative one. Put at its nobst sinplest, the argument of the
book's editors is that the quasi-state of the European Union | acks
the capacity both to create or protect capitalist diversity or to
of fer European citizens social protection. They are not claining
that governance institutions are absent in Europe, but that they
"will probably lack the specific "market distorting" capacities of
the traditional European nation-state.' (Crouch and Streeck, 1997,
p.12). They are also concerned that 'the failure to establish a
European state capacity would seemto be particularly devastating to

10



the social base of the European economies.' (Crouch and Streeck
1997, p. 14).

Streeck nmakes it clear that in his view, 'the European quasi-state
has no capacity to provide for equalization of living conditions in
its territorial subunits.' (Streeck, 1997, p.52). His viewis that
CGerman 'efforts to endow the Internal Market wth a "social
dinmension”, in alliance with the French and against the British,
cane to naught.' (Streeck, 1997, p.51). Froma British perspective,
this observation seens rather strange. The rmuch argued about Soci al
Chapt er has a largely synbolic inportance, but the European
Conmi ssion, largely supported by the Court of Justice, has sought to
extend the rights and protections of European workers. The resultant
arrangenents undoubtedly full well short of what Germany has been
able to provide, as one mght expect given both the dispartity
between German GDP per capita and that of nost other nenber states,

and t he necessary conpromses forged in what is still an
i nt ergover nnent al bar gai ni ng process nore often that not .
Nevert hel ess, the European social space is nore than a | owest comon
denomi nator and contains elenents of '"levelling up’ as well as
"levelling down', e.g., legislation on working hours.

There is, of course, a paradox at the heart of the European Union

On the one hand, it clearly facilitates globalization by renoving
barriers to capital and trade at a regional level. Anmerican
mul tinational conpani es have been strongly represented politically
at the EU level. On the other hand, it seeks to offer protection
against globalization by creating a distinctive European soci al
space. The arena in which the EU has done this nost successfully is
that of agriculture, albeit at a sonewhat high price in ternms of
budgetary expenditure, the <cost to consumers and, perhaps nost
serious of all, the ability of European food products to conpete on
international narkets. The experience of the CAP does at | east
denonstrate that the EUis able to offer social protection. |ndeed,
as the conpetitive pressures fromtrade liberalization intensify,
the EU is asserting even nore strongly the distinctiveness of a
Eur opean agricul tural nodel

The European project has always been concerned w th countering
Anmeri can hegenony, and as Strange enphasi ses:

There is a growing asymetry of regulatory power anong the
governnments of capitalist enterprises. The government of the USA
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exercises a global reach over enterprises and markets in other
countri es. It is a global reach unmatched by any ot her
government. (Strange, 1997, p,.189).

In a post-cold war era where Gl solutions may seem attractive to the
United States, the European Union has the ability (and the duty) to
assert that there are other voices to be heard in the organization
of world regulatory space. This has to be done with sone politica
skill if oneis not to play into the hands of the 'Anerica First

tendency that is so prominent in the US Congress. The EU did play
its hand quite well in the Uruguay Round negotiations, although
perhaps its greatest success was defending the CAP. The EU needs
nore strategic focus in the way it which handles its externa

relations and it needs a clearer definition of what the European
position in the world econony is, beyond protecting narginal farmers
or French | anguage fil ns.

ad style social regulation of the heavy handed German kind is not
going to survive or, if it does, Europe will not be able to conpete
effectively in the world econony. That does not nmean that Europe
should neglect its social dinension or try and create an Anerican
econony in which valet service is always available for your car
whet her you want it or not. Young business |eaders at the 1998 Davos
forumclained that it was the social systemnot the econony that had
broken down in Europe, with the burden of unenploynent carried by
the weakest individuals such as the young. (Financial Tinmes, 31
January 1998).

VWat we face is a nore conplex world than that envisaged by the
conparative political econom sts and hence one that requires nore
political sophistication to nmanage it. 'The "global" econony is ...
a conplex and often contradictory story of global narkets, nationa
devel opnent strategies, regional dynam cs, and conpeting corporate
strategies.' (Borrus and Zysman, 1997, p.143). Capitalist diversity
of a kind that gives real conpetitive advantage will be nurtured at
three levels. The European Union has a strategic role in defining
and defending the nature of the European economnic and social space.
Nation states will continue to have an inportant role in education
and training and hence in human capital formation. If arrangenents
like the German Handwerk or the Italian artisanal associations are
superi or in these and other areas, then their institutiona
distinctiveness need not be threatened. Finally, there is an
inmportant role for the subnational level, particularly in narketing
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and rmaintaining quality standards for distinctive high value added
products.

The organi zed narket econony nodel

Peter Hall of Harvard University is one of the best known figures in
the field of conparative political econony. The discussion
presented here wll rely on a paper presented at the eleventh
International Conference of Europeanists in Baltinore in February
1998 (Hall, 1998), but also on a contribution to the WZB Jahrbuch
(Hal I, 1997). The Baltinore paper is a draft and Hall enphasizes
that his answers are 'tentative'. Nevertheless, there are a nunber
of inviting aspects to his approach which nerit discussion

Hall draws a distinction between liberal and organized nmarket
econom es (following Soskice, the termused in the 1997 piece is
‘coordinated narket economies'). In conparing these nodels he
recogni zes that 'There are sone significant differences anong
nations that m ght be described as coordinated or |iberal nmarket
economni es; and, within any one of them sone firnms will find ways of
pur sui ng corporate strategies that the overall institutiona
structure does not seemto encourage. ' (Hall, 1997, p.8). However,
an overall stylized conparison is appropriate in ternms of noving the
debate forward and Hall is interested in the particular strengths
and weaknesses of these different econonic nodels and specifically
in the question of whether they the organi zed narket econom es can
secure lower levels of unenploynment without abandoning their
econorri ¢ nodel altogether. In developing his ar gument , he
acknow edges his debt to nodels offered by Soskice.

In Hall's approach, the idea of a Iliberal market econony is
reasonably equated w th an Anglo-Anerican nodel. He sees the idea
of the organized nmarket econony having evolved over time with its
roots in the debate about neo-corporatism and coordi nated wage
bar gai ning. However, Hall shrewdly noves beyond this particular
I abel which has often seenmed to obscure as nuch as it has clarified.

The liberal market econony seeks to deal with coordination probl ens
through conmpetitive market nechanisns and short-term contractua

rel ations. Such economies are 'generally characterized by a system
of corporate governance in which owers or providers of finance
remain distant fromthe devel opnent of corporate strategy and use
fluctuations in the share price of the firmas the principal basis
for their investnent decisions.' (Hall, 1997, p.7). The organized
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market econony 'is defined by the extensive degree to which it
relies on institutions other than narket mechanisnms to resolve the
coordi nation problens facing firnms.' (Hall, 1998, p.3). For exanple,
suppliers of finance my be involved in corporate governance,
providing sources of finance '"that do not turn on share-price.’
(Hall, 1997, p.8).

Hall recognizes to a greater extent than the Crouch and Streeck
authors the weaknesses of an organi zed narket econony approach

Redepl oynment of resources in such an econony nay take place rather
slowy because it involves renegotiation with multiple actors. As a
consequence, such econonies 'have generally been slow to shift
resources across sectors and into new sectors ... in this respect
the structural framework of a liberal market econony seenms nore
propitious.' (Hall, 1998, p.16). One might add that a gl obal econony
may have the effect of increasing the pace of change, facing
organi zed nmarket econonmies with new and difficult dilenmmas.

Hall presents an extended discussion of globalization, arguing that
it has had particularly strong effects on western Europe. What is a
little surprising is his definition of globalization 'as a set of
processes that have nade it nore feasible and desirable for
conpanies to locate at |least sonme of their operations abroad.'
(Hal'l, 1998, p.16). This paper has preferred a broader definition
of globalization and finds Hall's definition rather restrictive.
Hall's subsequent discussion, although stinulating, has rather
different concerns from those of this paper. He does call into
guestion 'the presunption that the business conmunity of each nation
will automatically press the state for greater deregulation in order
to cope wth globalization.' (Hall, 1998, p.19). Wile 'pressures
for deregulation may cone from sonme quarters, there is likely to be
substantial resistance to it fromlarge segnents of the business
conmunity.' (Hall, 1997, p.11). Thus, his discussion of Gernany
leads himto the conclusion that 'fears that Gernany will be forced
to adopt an Angl o- Saxon economic nodel are greatly exaggerated.'
(Hal I, 1997, p.21).

The subsequent analysis of Britain presented here suggests that it
may be the politicians who are the key actors. This is not because
they are following any particul ar set of demands fromthe business
conmunity, but either because their judgenent is affected by what
they believe to be the siren voices of globalization or, nore
likely, because globalization offers theman alibi for admi nistering
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unpl easant nedicine in the social sphere which they would wish to
use anyway.

There are three points in Hall's analysis which are particularly
persuasive. First, there is his acceptance that organized narket
econonm es do have sonme weaknesses and probl ems. Second, he accepts
that some changes nmust followin a changed global environnent:
' These economies will certainly be called upon to nake significant
adjustments in their regulatory regimes in the context of the
dramati ¢ changes taking place in the international econony.' (Hall
1998, p.25). Third, and nost intriguingly, he suggests that it would
be possible to bring about selective deregulation w thout setting
organi zed mar ket economies on the slippery slope to ful
deregulation. In the German case, although 'I have identified
several respects in which the institutional structures of the German
political econony wll conme under strain ... there is reason to
believe that these structures can accommopdate sonme change w thout
losing any of their distinctive strengths.' (Hall, 1997, p. 21).

Streeck would argue that this could be done without unravelling a
normati ve consensus based on incone equalization. Hall thinks that
some change could be possible wthout damaging the intricate
processes of non-market coordination on which organized nmarket
econoni es depend. He believes that 'these coordination processes may
be nore robust, in the face of international pressure and sone
deregul ation, than we often suppose.' (Hall, 1998, p.25). His
approach mght be characterized as both nore optimstic and nore
realistic than that of Streeck in particular and he offers sone
i nteresting argument s whi ch nmerit further di scussi on and
i nvestigation.

The political dilenma of national governnents

According to the Crouch-Streeck nodel, national governnents face
some difficult dilemmas in attenpting to nanage their economc
policies. In essence, they still have to promise, but their
capacity to deliver has been significanty reduced. 'Hesitant to
reveal to their voters the dirty secret that it is no longer they
who deternmine their country's economc polici es, nati ona
governnents nust sonehow manage to extract from the denocratic

process policies that conform to the "general wll" of global
capitalism the will of "the markets"'. (Crouch and Streeck, 1997,
p. 11).
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The general argunment that wll nade here is that the Blair
Governnent is handling the political challenge of globalization
rather well. It rmust be enphasized that what is being discussed
here is overall strategy rather than particular policy decisions
(such as that to rule out nmenbership of EMJ for the lifetine of the
current Parlianent which seens to have driven by political factors
rat her than econom c considerations).

Above all, the Blair Government has shown an awareness of the limts
of what they can do, but also of the possibilities for autononous
action. They do perhaps have one advantage over sone other nationa
governments in that they do not face 'a potentially destabilizing
"denocracy illusion" anong citizens, to the extent that these
continue to expect national politics to offer them protection
agai nst market forces.' (Crouch and Streeck, 1997, p.10). The Blair
Governnent has been handed an econony in which the overwhel nmng
majority of inefficient firns and sectors are no | onger in business
and in which the public no I onger expects, as it did in the 1970s,
that government will bail out businesses in trouble. The public does
have expectations in relation to social welfare which are of a
rather different and potentially nore troublesome kind, and this
point will be returned to later.

The rather favourable interpretation of the Blair Governnent
presented here is not a partisan one. Partisanship is best saved
for the nore inportant activity of football, but in so far as the
witer has any political views they are not 'new Labour'. Wat is
being presented here is an analytical perspective which suggests
t hat a successful national econonmic policy in an era of
gl obal i zati on shoul d have the follow ng features:

1. It should be based on an ideol ogy which enbraces the intellectua
and political supremacy of market forces.

2. This ideology should be translated into actions which denonstrate
a proper respect for market forces.

3. Citizens should neverthel ess be offered sone protection against
t he harsher consequences of the narket.

The Blair Governnment neets all three conditions and has been able to
wrap up its overall approach to policy in a rhetoric of
'nmoderni sation' which it is very difficult to challenge wthout
appearing to be a defender of all that is archaic in Britain. It
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has pressed on with constitutional reformwhich offers the great
advantage of being simnultaneously nodern and i nexpensive. It has
al so been able to weave other images such as 'cool Britannia' which
are essentially devoid of any real content. (For a critique of the
Bl air vision of nodernity see Cockett, 1997).

This is not to say that the government has no vulnerabilities. It
has nmet sone presentational problens and finds it difficult to
adjust to the fact that a governnent is open to nmuch nore critica
nmedia scrutiny than an opposition. Sonetines the sophistication of
its spin doctoring has been self defeating. It also has a strong
streak of social authoritariani smwhich at the nonent seens in tune
with the electorate but carries with it sonme risks if it is pushed
too far.

These natters have to be nmentioned to paint the broader picture, but
they are not the focus of this paper. Wat needs to be discussed
here is the way in which the three conditions outlined above have
been nmet by the Blair CGovernment. Before doing this, it should be
noted that the governnment inherited an econony which was recogni zed
by inpartial observers as doing well. By 1996 the UK was in the
fifth year of an econonic recovery based on low inflation and a
noderate but steady growth rate. Fifteen years of microecononic
reform had nade the UK econony nore flexible and conpetitive and
| ess prone to inflation. (CECD, 1996).

New Labour adjusts to globalization

Labour' s policy adjustnments were not necessarily driven by
globalization per se. In large part they were a response to
donestic i nperatives which neant that electoral success was
perceived to be dependant on the party's ability to differentiate
itself from'old Labour'.

"New Labour' certainly showed itself able to enbrace the phil osophy
of the narket. Blair's analysis starts fromthe belief that:

The deternmining context of economic policy is the new globa
market. That inposes huge lintations of a practical nature

on nmacroecononic policies. (Financial Tinmes, 22 May 1995).

As Blair made clear in his defining statement on econonic policy in
the 1995 Mais Lecture, 'The room for nanoeuvre of any governnment in
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Britain is already heavily circunscribed.' (Financial Tines, 23 May
1995). Gven that Blair apparently views globalization as both a
normative and enpirical inperative, what is there |eft for
government to do in the the sphere of economic policy? The report
from the Commission on Public Policy, <closely associated wth
| eading figures in the Labour Party, argues that:

In a market economy, conpanies are the engine of wealth creation
but governnment has a supportive and col |l aborative role to play.
(Conmi ssion on Public Policy, 1997, p.2).

Prime Mnister Blair elaborated his own views of what he saw as the
three key tasks for 'centre-left' governments in his nmeeting wth
President Cinton in February 1998:

One was that, as a result of globalization, it was essential that
donestic governments held to fiscal and nonetary prudence.
Second, that there was a role for government, but that was not in
ext ensi ve economic regulation but in enpowernent wth the
equi prent of the individual to make the narkets operate better
Thirdly, that we have to construct a tax and benefit system
which was sound and which helped to nake work pay. (Senior
British Oficial, 1998, p.1).

" Enpowering the individual to nake markets work better': thisis a
very different |anguage fromthat used by the conparative politica
economi sts. It is interesting how Blair uses the phrase ‘'really
successful businessman' as an accol ade of high prai se and how he has
been keen to associate hinmself with entrepreneurs, figures that are
absent from the |andscape painted by the conparative politica
economi sts which is littered with associations, networks and vari ous
bodies endowed with public authority by the state. It has been
suggested that he is particularly close to American trai ned busi ness
persons and that Britain has never had a governnent so well disposed
to big business. As Blair nmade clear in his speech to the 1997
Labour conference, his vision of a nodernised Britain is based on
governnent harnessing private finance and working closely wth
conpani es.

Wrds are cheap, but the rhetoric has been nmatched by appropriate
policy actions. One policy that was signalled before the election

and one that was sonething of a suprise, make this clear, although
one policy experience after the election found the governnent
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accused of flirting with the old-style corporatismit has avowed to
avoi d.

An inportant part of the repackagi ng of new Labour was to overturn
the traditional imge of Labour as a 'tax and spend party.
Recently revealed public docunents showthat in the 1960s, the
Labour Governnent saw i ncreasing the public share of national incone
as an explicit policy goal. In contrast, new Labour pledged that it
woul d adhere to the spending comitments of its Conservative
predecessors for its first two years in office. Adjusting for
inflation at 1996-7 prices, public expenditure peaked in real terns
in 1995-6 at 262 billion. The 1997-8 planning total is 258.8
billion and that for 1998-9 258.1 billion

A key policy change introduced inmedi ately after the election was
the decision to give the Bank's new nonetary policy conmittee
control over the setting of interest rates. A key policy lever is
thus transferred away fromthe governnent to a setting nore anenabl e
to global econonmic forces. The nmain argunent for noving the
responsibility for fixing interest rates is that they are too
important a policy instrument to be left to politicians. Monetary
policy needs to be insulated frompolitical influence in a globa
econommy. It is hoped that the nonetary policy committee wll
establish credibility wth the markets, thus conferring a globa
blessing on the Blair Government as one that respects, and is in
tune with, market forces.

The difficulties of the privatized coal industry showed, however,
that the Governnent is vulnerable to short run pressures from its
client groups. This episode cannot be dwelt on at |ength here, and
it is by no neans conplete. In brief, the biggest coal mning
conpany in Britain indicated that the closure of one colliery cold
be followed by the closure of the majority of its pits. The Union
of Denocratic Mneworkers tried to cash in its rain check with the
government. The initial response of the governnent was robust and
coul d have been nmade by the Conservatives: there were no 1QUs to the
unions; it was not the job of governnent to intervene in the market;
the matter was one for the conmercial conpany involved which should
price its product nore realistically.

The deputy prinme minister, John Prescott, <called for a nore

i nterventionist approach and in Decenber the Prime Mnister prmsed
that there would be a deal between the coal conpany and the three
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big electricity generators which would stop pit closures for six
nonths. Quite what the deal was was unclear, but it appeared that
the generators would buy excess capacity and in return would get
generous treatnment under conpetition legislation or an easing of the
vigilance of regulation. If this was the deal, then it sat ill with
the governnent's devotion to the market and led to press «criticism
of 'corporatist fudge and governnent hand outs'. (Financial Tines,

13 Decenber 1997). |In fact, one solution that did subsequently
enrege fromtal ks between one of the generators and the coal conpany
was far nor e mar ket ori ent ed. Househol ders, particularly
those in current and past coal mining areas, will be able to sign an
electricity supply contract for coal fired electricity. The nunber
of contracts signed would then be reflected in the anount of coa

bought by the generator. The nost recent indications (May 1998) are
t hat the  governnent is contenplating of taking the nor e
interventionist step of inposed a noratoriumon the construction of
gas fired power stations in the nane of an 'energy security' policy.

The third condition of a successful donmestic policy response to
gl obalization is offering citizens some protection against the
harsher aspects of the international narket. The governnent has
advanced the notion of a 'third way' between the social denocracy of
the 'old left' and the neoliberalismof the '"newright'. The npst
authoritative statenment to date of what this nmeans has been provided
by Anthony @ ddens, the Director of the LSE who acts as a kind of
informal court intellectual for the Blair Governnent. (d ddens,
1998). It is not possible to summarize his argunments in the space
avail able here, but three need noting. First, what he ternms 'the
new nixed econony' refers 'to a balance between regulation and
deregul ation; and between the econonic and non-economic in the life
of the society.' (Gddens, 1998, p.19). Second, globalization
leads to a softening of borders which revert to being frontiers.
This neans 'a nation sure enough of itself to accept the newlinmits
to sovereignty' (G ddens, 1998, p.20). Third, 'Sonme of t he
criticisms offered by the newright about the welfare state are
valid." (G ddens, 1998, p.20). It needs to be refornmed not to cut it
back but to make it nore responsive to changed circunstances.

The Blair CGovernnent does face a dilemma in the area of social
protection. It does have a general strategy which is to try and
forge in Europe a third way between what is seen as the historic
over-regulation of |abour markets in Europe and the wunfettered
market and insecurity seen to exist in the US. Maki ng headway with
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this idea at the European level 1is difficult enough, but
donestically the governnment faces the dilenma of, on the one hand,
having promised to severely restrain public expenditure to retain
the faith of the markets and, on the other hand, having promn sed the
electors better health care and schools in order to wn the
el ecti on.

The governnent's way out of this dilemma is to '"rebuild the welfare
state which is the dominant elenent in public expenditure. The
governnent rhetoric is that the welfare state has failed and needs
to be reconstructed. The first steps along this route, reducing
benefits to lone parents, led to considerable controversy. This is
not surprising if one considers that ten years ago the notion that
one of the first actions of a Labour CGovernment would be to cut the
benefits of a disadvantaged group in society would have seened
absurd. Even nore trouble can be expected if and when globa
i mperatives confront the disabled. There are good grounds for asking
whet her the rapidly spiralling budget for disabled benefits is well
spent, but denonstrations by individuals in wheelchairs provide
conpelling visual inages. The real stormw Il occur if and when the
governnent tackles universal benefits like child benefits and the
state pension, options which are evidently on the agenda. Limted
public funds need to be redirected to activities nore closely
related to global conpetitiveness such as education, but those on
al ready i nadequate state pensions are not likely to see it that way.

The theory of a market economny, or nore specific innovations such as
changes in the way in which interest rates are set, are relatively
renote from the 1lives of nbst people and government can appease
global forces in those areas without having to pay a politica
price. The scenario beconmes rather different when the focus shifts
to benefits received by at |east one nmenber of nost famlies. It is
t hen that the crunch occurs between the econonmic forces of
gl obalization and the preferences of individual citizens with the
nati onal governnent seeking to act as an internediary. The result
may be continuing diversities in provision from one country to
another but this is not the kind of diversity that fascinates the
conparative political econom sts.

Concl usions: noving the agenda forward

The real disagreement the witer has with sone of the conparative
political econonmists is that they acknow edge gl obalization, but
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fail to recognise the extent to which regionalisation night be a
countervailing power (not to nmention diversities protected at the
subnational level). Streeck fears that what is happening at the
European level is the reproduction of some parts of the Gernan node

(such as institutionalised nonetarisnm) w thout those parts of the
nodel which offer necessary social and institutional correctives.
(Streeck, 1997, p.52). It is a powerful argunment, but there may be
nore grounds for confidence about the institution building potenti al
of the EUthan Streeck allows, particularly if it can beconme |ess
preoccupi ed with the defence of margi nal European farners.

Even nore effective regional institutions are, by thenselves, not
enough. There is a denocratic deficit at the global level. Qite
how it might be filled is difficult to predict, particularly given
that the political orientation of citizens renains predom nantly at
the national and subnational |levels. Strange sees transnationa

social nmovenents as offering sone potential and there are certainly
a  nunber which now operate globally. However, they remain
relatively immature organisations. International firms may assune
governance roles, but although they are organizationally nature,
this is offset by a lack of legitinmacy. In the short run

institutionalized negotiation and nore effective enforcenent regines
of fered by bodi es such as the Wrld Trade Organi zation may offer the
best way forward. At a European level, there is a need to develop
the institutional capacities of the European Union in a way which
citizens can relate to.

There is an inportant agenda to be addressed. National diversities
will not di sappear, although, as Strange suggests, sectora

diversities nmay be as inportant. Unfortunately, sonme analysts in the
conparative political econonmy school have a predisposition to
celebrate the virtues of particular national nodels, rather than
consi deri ng how those nodels mnmight best adjust to a new
international setting. One can build on Hall's work to suggest that
there is an interesting set of questions about how one can naintain
the better features of non-economic coordination arrangenents in an
era when gl obali zati on, broadly conceived, is a ngjor force.
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