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ABSTRACT

As intense international competition along with rapidly changing prod-
uct markets and technology have come to dominate the economic
environment for firms, industries, and nations, government pursuit of a
coordinated, proactive industrial policy has increasingly been viewed as
a key to national economic success. Owing largely to its utility in
generating consensus-formation, corporatist concertation has been sug-
gested by a number of commentators as an ideal mechanism for
implementing industrial policies. However, the legitimacy of corporat-
ism as a mode of interest intermediation rests on the capacity of interest
group representatives to win benefits for all their members, while
industrial policy decisions are by nature selective or discriminatory.
This feature of industrial policy casts doubts upon its compatibility with
corporatism. The postwar policy-making experiences of Japan, Sweden,
and West Germany support this skepticism.

The economies of Japan and Sweden have received well-deserved praise
for their performance success during the post-World War II period. This
success has been owed in significant measure, arguably, to extensive use
of industrial policy in the former case (Johnson 1982; Komiya et al.
1988; Magaziner and Hout 1980; Zysman and Tyson 1983) and cor-
poratist concertation in the latter (Cameron 1984; Heclo and Madsen
1987; Katzenstein 1985; Wilensky and Turner 1987). Can these two
performance-enhancing strategies be pursued in concert? More specifi-
cally, can an industrial policy be implemented via a corporatist
arrangement?

Most advocates of industrial policy stress that its potential for success
depends upon achievement of some degree of consensus between the
state, business, and labor. Corporatist concertation of some sort is often
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suggested as an effective mechanism for forging such consensus (Atkin-
son and Coleman 1985; Gray and Lowery 1990; Peters 1986; Reich 1982;
Rohatyn 1983). Yet there appears to be a logical contradiction in the
notion that a corporatist structure can effectively make industrial policy
decisions; for these decisions typically discriminate among sectors or
firms, while the legitimacy of corporatism as a mode of interest inter-
mediation lies in its capacity to secure benefits for all of its participants.’
If an encompassing organization engages in negotiations which favor the
interests of some of its members over those of others, the members not
privileged have reason to dissociate themselves from the organization, or
at least from the bargaining process. But the stability of corporatist
concertation rests on the ability of the representatives engaged in the
negotiation to secure the consent of those they represent to whatever
decisions are reached. Hence, there is reason to suppose that corporatist
concertation — while perhaps well suited for income and labor market
policies — cannot be a stable, effective mechanism for industrial policy
formulation.

This paper offers some preliminary considerations on this tension.
Section 1 outlines some reasons why industrial policy is increasingly
crucial for national economic success. In the second Section I explore
the incompatibility of industrial policy and corporatism in theoretical
terms. Section g provides some empirical references, based on the post-
war experiences of Japan, Sweden, and West Germany. In Section 4 I
consider some implications of the findings.

1. Why does it matter? The need for industrial policy

Industrial policy consists of governmental action that intentionally
alters (1) the market allocation of resources among sectors, or among
firms within a sector, or (2) the structural composition of a sector. A key
feature of industrial policy is that it is selective; it discriminates among
sectors or firms. Typically the aim is to promote the international com-
petitiveness of the firms or industries. Measures used toward this end
include subsidies, tax incentives, or loans to encourage investment in
research and development, capital, or training; export promotion;
government procurement; import restrictions; and the encouragement of
cartels or industrial concentration. In some instances the goal of
industrial policy is to accelerate or ease the transfer of resources out of a
sector.

Three broad economic changes precipitated an avalanche of concern
with industrial policy during the past decade. One is the increased
international competition faced by all advanced capitalist economies.
The free trade regime imposed upon the Western bloc by the United
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States after World War II has, despite flurries of protectionism from all
sides, considerably opened up the markets of these nations to competi-
tion from abroad (Baldwin 1984, p. 6; Magaziner and Reich 1983, p.
204). Several rounds of GATT-administered multilateral negotiations
lowered tariffs on traded goods from an average of over 40 per cent to
about 5 per cent by 1973 (CCTC 1988, p. 65). The fate of the United
States itself perhaps best illustrates the point. Between 1960 and 1980
exports and imports as a share of United States manufacturing output
increased from 14 to 42 per cent. In 1960 only 20 per cent of goods
produced in the United States were in active competition with foreign
products; by 1980, 70 per cent were. In 1979 the United States imported
14 per cent of its steel, 21 per cent of its cars, and 50 per cent of its
televisions, radios, tape recorders, and phonographs, whereas in 1960
imports accounted for less than 6 per cent in each of these product
categories. And between 1950 and 1980, the United States share of
world trade dropped from 20 to 11 per cent.?

The second major development is a significant acceleration in the rate
at which technology changes. The microelectronics revolution is only in

its infant stages, yet the state-of-the-art products in many important

input fields — from machine tools to computers — are now outdated
within less than a decade. As capital stock must be replaced more
frequently, the importance of firms’ access to financing and of the time
horizons under which they operate is accentuated. A third development
is a dramatic increase in the volatility of product demand. This necessi-
tates continuous technological and product innovation on the part of
firms, and may in some instances require rapid shifts of resources among
sectors.

Although the debate is contentious and far from resolved, there is
good reason to think that industrial policy is a key to successful
industrial performance in an interdependent world economy (Grossman
1990; Itoh et al. 1988a, 1988b; Johnson 1984; Krugman 1986, Kuttner
1987, ch. 3; Magaziner and Reich 1983; Phillips 1984; Reich 1982; Scott
1985a; Strange 1988; Thompson 1987; Thurow 1984; Zysman 198s3;
Zysman and Tyson 1983). It can play an important role in each of four
stages in the life cycle of an industry: growth, stability, transition, and
decline. In each case industrial policy compensates for some type of
market failure, in the sense that market processes yield suboptimal
outcomes. Industrial policy interventions aim to increase allocative effi-
ciency and social benefits, particularly in the form of employment, by
preventing or correcting such failures.

In the growth stage industrial policy can be essential to the develop-
ment of internationally-competitive firms. New companies or existing
firms moving into a new product line may lack sufficient funds for large-
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scale capital and R&D investments, and capital markets may not pro-
vide such funds. Even if they do, they may not permit a firm enough time
to develop its product and to succeed in marketing it; firms forced to rely
primarily on equity sales for finances face the constraint of shareholders’
notorious short-term focus (Ellsworth 1985; Friedman and Miller 1984).
This problem may be remedied without direct state action via a financial
system in which large banks hold significant equity stakes in firms and
thus develop a close, long-term relationship with them, as in West
Germany (Dyson 1986; Ellsworth 1985; Zysman 1983, pp. 251-65). But
otherwise, industrial policy may be required.

Japan’s success in industries such as automobiles (Magaziner and
Hout 1980, pp. 67-79; Mutoh 1988), consumer electronics (Millstein
1983; Staelin et al. 1990; Yamamura 1986), machine tools (Collis 1988;
March 1ggob; Sarathy 198g), semiconductors (Borrus et al. 1983; Claus-
ing et al. 1990; Okimoto et al. 1984, chs. 4-5), and steel (Borrus 1983;
Flemings et al. 1990; Yamawaki 1988) has been owed to a large extent to
the ability of Japanese companies to sell their products at very low prices
in foreign markets for a considerable period of time. This has allowed
them to gain a foothold in these markets and to lower costs by moving
down the learning curve and achieving scale economies. These firms
have been able to follow such a strategy in part because they have
received subsidies and preferential loan treatment from the Japanese
government, and in part because they have been able to make up losses
on export sales by charging high prices in their domestic markets, which
have been protected from foreign competition. State action has been
similarly instrumental in the success of the United States aircraft (Blue-
stone et al. 1981, ch. 7; Hooks 1991; March 19goa; Mowery and
Rosenberg 1982), computer (Flamm 1987, 1988; Katz and Phillips
1982), and semiconductor (Hooks 1991; Levin 1982) industries. In these
sectors’ early stages the United States government, particularly through
the Defense Department, provided substantial amounts of funding for
R&D and a guaranteed market, thus making possible risky, long-term
research projects.

The formation of multifirm consortiums for pooling research efforts is
another effective mechanism for developing a competitive industry.
Knowledge interaction effects can be exploited, risk pooled, and wasteful
duplication of effort avoided. The highly successful Very Large Scale
Integration project among Japanese semiconductor and computer pro-
ducers, which was induced and partially funded by the state, is a classic
example (Borrus et al. 1983, pp. 208—14; Ouchi 1984).

The second phase of an industry cycle is normally one of relative
stability, in which the principal challenge facing firms is the main-
tenance and/or expansion of market share and profits for a standardized
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product. Proactive state support would appear to be less crucial here
than in other stages, yet as Michael Atkinson and William Coleman
(1989, p. 62) have noted, strategic reasons for planning comprehensive
policies for an industry may exist. ‘When this occurs, emphasis will
probably be laid on regulatory instruments. These will be used to
stabilize the price of inputs and other operating costs, maintain product
quality, and restrict the entry of new firms and ensure domestic political
stability. Research and development support emphasizing product
improvement and production efficiency will continue to complement
these regulatory systems. . . . Finally, competition policy may be relaxed
to afford industry the opportunity to construct mergers for export
purposes or resist the intrusion of foreign firms’.

When an industry is in a transition stage, industrial policy may be
necessary to encourage adaptation by already-competitive firms to new
technological innovations. Firms which hold an established position in
the world market for a particular product may lack the funds to adopt
new technologies needed to remain competitive. Or they may prefer to
utilize their resources to make slight adaptations to existing technology,
to shift production abroad, to diversify into other products, to lobby for
protection, or simply to advertise massively. This sort of reaction can
result from the time-horizon constraints imposed by capital markets,
simple managerial short-sightedness, or the attractions of ‘paper
entrepreneurialism’.

The United States steel industry is a classic case in point (Borrus
1983; Eichengreen 1988; Magaziner and Reich 1983, ch. 13). In the
1950s a new and more efficient technology for processing steel, the basic
oxygen furnace process, became available. But the major United States
producers, who held a dominant position in the world market, opted to
stick with the existing open-hearth process. Japanese firms, with govern-
ment incentives and support, adopted the new process and soon chal-
lenged and overcame the preeminence of the United States companies.
In the 1960s a similar development occurred with continuous casting.
Several United States producers spent significant quantities of money on
new capital during that decade, but mostly in the form of piecemeal
additions to existing plant and equipment rather than on replacement
with the newer, more efficient technology. As a result, the competitive-
ness of these firms was little enhanced. By the end of the decade, realiz-
ing that their half-hearted catch-up attempt had failed, these companies
turned toward protectionist lobbying and some began to shift their
assets out of steel altogether.

Again, government funding or backing of private loans, cooperative
research ventures, state procurement, and in some cases import restric-
tions can help encourage the needed investment on the part of firms in
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this type of situation. Targeted government subsidies and creative linka-
ges between the state, industry, and educational institutions have kept
West German, United States, and Japanese producers at the technologi-
cal forefront among international competitors in machine tools (Herrigel
1989; March 199ob), agriculture (Evenson 1982; Tweeten 1970, chs. 4—
5), and textiles (Berger et al. 1990), respectively.

Another mechanism which may help to deal with the need for con-
tinual technological modernization is the formation of ‘rationalization
cartels’. This has been widely used by the Japanese economic
bureaucracy, as Kozo Yamamura (1982, pp. 84-85) explains:

. . . the most fundamental reason for rapid growth of the Japanese economy was
a continued large capital investment. Of course, its leaders were the large firms
in major industries. . . . As they continued to invest in newer technology, taking
advantage of its ready availability, their total productive capacity continued to
increase rapidly. . ..

... by producing more (i.e., by making the best use of the newly adopted
technology), each firm could achieve more rapid cost reduction and gain a
competitive edge over other firms in the same industry that were slower in
increasing output and sales. Producing more, then, meant more sales and
profits. Or, maximizing one’s market share also maximizes one’s profit. ...

Maximizing market share to maximize profits, however, is not a strategy that
can be pursued by all firms in a market. If they all choose to maximize their
market share, the total productive capacity of the industry and the quantity of
products supplied to the market will quickly exceed the demand and some firms
will be forced to drop out of competition by being absorbed or bankrupted. . . .

However, even in a market economy, there is a way to let all large firms grow
profitably with a minimum of risk to their investment: it is the ‘arrangement’
with a ‘coordinator’ to arbitrate the race for investment and market share
competition with an appropriate carrot and stick. MITI [the Japanese Ministry
of International Trade and Industry] quickly began to guide the firms to
coordinate their investment plans. The goal was to increase the capacity of each
large firm roughly proportionate to its current market share. Among those firms
selected to join the investment race, usually by virtue of their current size, none
was to grow so rapidly as to bring confusion to the market. ‘Orderly growth’,
assuring everyone’s steady growth and profits, was the catchword of the day.

Had these cartels not been formed, such industries would likely have
developed in one of two directions: either all but a few firms would have
been forced into bankruptcy, or the existing firms would have colluded
to not dedicate large quantities of funds to new investment. The MITI-
sponsored cartels encouraged such investment while maintaining a suf-
ficient number of firms in the sectors to provide a healthy level of
competition.

Industrial policy may also prove important when demand for a prod-
uct is in long-term decline. The state can pursue either of two strategies
in this situation. One is to ease the shift of resources out of the industry,
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typically accomplished by directing the orderly withdrawal of the most
inefficient firms and reduction of output by remaining firms to a level
that meets existing demand. Aid may also be supplied to these firms in
order to increase their efficiency. Alternatively, the government may
attempt to quicken the shift of resources (both capital and labor) out of
the declining sector and into others. Firms in such industries may be
able to hold on in the market for longer than is desirable in terms of
allocative efficiency, thus wasting valuable resources which might
otherwise contribute to the development of a rising industry.

Finally, perhaps the most compelling consideration in favor of
industrial policy is simply that noninterference in the market is not a
plausible alternative. As Ira Magaziner and Robert Reich (1983, p. 6)
note: “To a significant degree, the governments of all industrialized
countries, regardless of political ideology and rhetoric, inevitably affect
the pattern of investment in their economies through procurement,
tariffs and quotas, guarantees, and various selective tax breaks and
subsidies’. The real choice is between a coordinated, anticipatory
industrial policy and an ad hoc, reactive one.

2. Indusirial policy and corporatism

Corporatist concertation consists of regularized bargaining over sub-
stantive policy issues between representatives of the state and of peak
associations of one or several societal interest groups.® Such arrange-
ments have two components: (1) the organization of one or more interest
groups into associations whose delegates have the authority to engage in
negotiations on behalf of their memberships; and (2) the institution-
alized participation of these representatives in the making of policy
decisions.* For expositional convenience, in the remainder of the essay 1
use the terms ‘corporatist concertation’ and ‘corporatism’ inter-
changeably.

Like industrial policy, corporatist concertation has several attractive
features. Most generally, it offers a means by which major economic
decisions can be made in a democratic and cooperative, rather than
anarchic and competitive, fashion. Tripartite corporatist arrangements
have several more specific payoffs. They provide workers with a signifi-
cant amount of influence over some of the decisions which vitally affect
their quality of life — in particular, decisions about wages and job condi-
tions — and enable them to pursue strategies that decrease inequality
among wage-earners.” They also appear to have contributed to macro-
economic performance success in the form of relatively high growth, low
unemployment, and low inflation (Calmfors and Driffill 1988; Cameron
1984; Castles 1987; Crouch 1985; Hicks 1988b; Katzenstein 198s5;
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Kenworthy 1991; Lange and Garrett 1985; Schmidt 1982; Wilensky and
Turner 1987).% Finally, tripartite corporatism is associated with low
overall societal inequality (Freeman 198g) and may be a key ingredient
in the well-demonstrated link between labor movement strength and
high levels of social and welfare spending (Castles 1978; Esping-Ander-
sen 1985; Hicks and Swank 1984a, 1984b; Korpi 1989; O’Connor 1988;
Stephens 1979).

Certainly industrial policy is compatible with some sort of concer-
tation between organized interest groups and the state. Indeed, this
would appear to be a precondition for successful pursuit of industrial
policy, for as Chalmers Johnson (1984, pp. g—10) has rightly observed,
industrial policy ‘does not depend on the displacement of the market by
bureaucratic fiat, but instead reflects cooperative efforts by the public
and private sectors to understand the nature of technological change and
to anticipate its likely economic effects’. But what is distinctive about
corporatist concertation is not just the fact that policy formulation is
conducted via some kind of bargaining among the state and one or more
societal interest groups. In corporatist concertation arrangements the
interest group(s) involved are organized into hierarchical bodies which
are granted authority to make decisions on the membership’s behalf,
and the negotiation is conducted by representatives of these bodies in the
membership’s name.

The prototypical corporatist structure is one in which the bargaining
occurs between the state and national-level peak associations of business
and/or labor. Can industrial policy decisions be formulated in such a
fashion? Or perhaps corporatist concertation is better suited for
implementing industrial policy at the sectoral level.” Michael Atkinson
and William Coleman (1985, p. 28), for instance, contend that
‘industrial policies of the positive adjustment or large-scale restructuring
sort will almost inevitably entail severe economic and social dislocation
for some capitalists and, even more likely, for some groups of workers.
Thus these policies hold out the prospect of discontent and perhaps
severe social conflicts. In sectors which are deemed to require such
policies, corporatist political structures therefore become a serious
option for the state’. The idea here is that state intervention into the
resource allocation or structural composition of an industry can be
facilitated by negotiation with sectoral-level peak associations of
employers and/or labor.

Organizational considerations suggest that corporatist concertation is
not well suited for implementing industrial policies at either level. A
precondition of a corporatist bargaining process is that the representa-
tives of the interest groups involved be able to guarantee acceptance by
(all) their members to agreements they may make. Yet if agreements
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discriminate among members of the interest groups — as industrial policy
decisions do by definition — there is good reason for those not favored to
dissociate themselves from the bargaining process.

With regard to employers at the firm level the reasoning here is
straightforward. Since firms within the same industry compete against
one another, aid to one or several puts the others at a relative disadvan-
tage. Thus, we should not be surprised to find that sectoral-level cor-
poratist arrangements designed to implement industrial policy tend to
be unstable. An instructive example is ‘crisis cartels’ created to facilitate
the transition of resources out of declining industries. Some firms within
an industry may well feel they can survive, and thus are being pulled
down unfairly. Martin Rhodes (1985, p. 201) found that in the West
German steel industry, where such a cartel was attempted, ‘the more
dynamic individual steel firms have fallen back on their own organized
resources and are unwilling to participate in state-sponsored plans
which aim to save the weak by combining them with the strong. The
healthier firms ... have a greater interest in lobbying individually for
state aid than in collective action and hope that those firms in greater
difficulty will be allowed to collapse, thereby surrendering their market
shares and easing the overall problems of excess capacity’.

For employers at the sectoral level the logic is less clear. State policy
which selectively promotes certain industries is not inherently zero-sum,;
sectors do not compete directly against each other in the way that firms
within a sector do, so helping one does not necessarily hurt others. The
incentive for industries not favored to break off from the bargaining
process stems chiefly from simple jealousy. If interest group organiza-
tions are to legitimize their participation in a decision-making process,
that participation must yield material payoffs for a//l members. However
there are also material costs to the sectors not promoted. When subsidies
or tax advantages or below-market credit is provided to an industry,
firms in other sectors must make up the difference by paying more taxes
or for finance than they would in the absence of such measures. These
costs may be small, since they are spread across many firms, but they are
nonetheless real. A potential solution to this dilemma would be an
industrial policy which promotes all sectors. This, however, is extremely
unlikely and in any case belies the intent of industrial policy.

A similar logic applies to trade unions. As Wolfgang Streeck (1981, p.
157) has noted: ‘The units in which the interests of workers are represen-
ted typically include a wide variety of different ‘sectional’ groups. To get
access to representation, group interests have to be either so general that
they appeal to all important groups within the constituency or they have
have to ally themselves with other special interests and enter into a
political coalition. Special interests that do not lend themselves to
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generalisation or coalition-building are filtered out and remain
unrepresented’. One of the principal purposes of union organizations is
to promote cooperation among workers and to pursue strategies which
overcome the sort of zero-sum employment context which pits workers
against each other. Nevertheless jobs are always limited, and to the
extent that skills are relatively narrow, job mobility is greatly con-
strained. Workers are thus invariably set in a position of de facto com-
petition with one another. In this context, industry- or national-level
union federations should find it difficult to adopt policies which favor
some interests over others.

Dissociation by various members of the organizations participating in
corporatist negotiations would be likely to cause a breakdown of the
concertation process, since interest group representatives could no
longer guarantee the acquiescence of their members to the bargain. It
seems reasonable to hypothesize, then, that corporatist concertation is
not compatible with industrial policy formulation.

3. Three cases

Can corporatist concertation arrangements at a particular level (national
or sectoral) formulate policy which discriminates among the entities
which compose that level? In other words, can a national-level corporat-
ist structure make decisions that discriminate among sectors? Can a
sectoral-level arrangement be used to make decisions which are selective
among firms within that particular sector? The theoretical considera-
tions outlined above suggest not. In this Section I examine three
national cases in order tentatively to assess the empirical validity of this
view.

For the reasons suggested in Section 2, we should, in surveying
national policy-making patterns, expect not to encounter corporatist
structures which formulate decisions about selective state intervention at
the relevant level. There are, however, two possible exceptions to the
logic described above. (1) First, peak associations may not always oper-
ate in the democratic fashion specified by the ideal-type. In particular,
associations of employers may in some instances be dominated by their
most powerful member sectors or firms. If this situation obtains, it is not
unreasonable to expect such associations to agree to policies which
discriminate among their members. Where this happens, we should
expect these sectors or firms to benefit disproportionately from these
policies. (2) Second, in a context of crisis for a sector or firm (e.g. a
drastic decline in demand or threatened bankruptcy), we may find
representatives of a labor (but not employer) peak association parti-
cipating in a corporatist ‘crisis cartel’. This would be explained by two
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factors. One is the tendency for a crisis situation to enable solidarity
among workers to overcome self-interest. Secondly, when a firm goes
bankrupt workers in other firms may be negatively affected as well:
unemployment increases, driving down wages. Thus, not just altruism
but also enlightened self-interest may compel workers as a group to
agree to temporary subsidization of some of their members.

It is unlikely that we will encounter the actual course of events
outlined above, in which discriminatory decisions are made via a cor-
poratist concertation arrangement, causing some members of the inter-
est group(s) to dissociate themselves from the process, in turn leading to
the dissolution of the arrangement itself. Rather, since the potential for
conflict is likely to be quite apparent at the outset, corporatist bodies in
most instances will shy away from industrial policy formulation, and
state policy makers will not attempt to make use of corporatist arrange-
ments to implement industrial policies, in the first place.

Three national cases — Japan, Sweden, and West Germany - are
examined here, over the period 1960 to the present. Among advanced
industrial nations, these three have had some of the best economic
performance records during this period (Gorham 1988; OECD 1990).
Japan and Sweden are particularly useful cases for our purpose — the
former because it has pursued an active industrial policy, and the latter
because it is characterized by heavily institutionalized use of corporatist
concertation. The identifying feature of the West German political
economy is the role played by large banks in guiding the structure and
strategies both of industry as a whole and of particular firms to which
the banks are connected (Hicks 1988a; Zysman 1983). But it has used
corporatist arrangements in wage policy, and from 1967 to 1977 it had a
mechanism, Concerted Action, through which business and labor could
offer input into some state economic policy decisions. West Germany is
not known for much use of selective state intervention, but it is viewed
by some as having been more interventionist in this regard than Sweden
(Shonfield 1965; Wilensky and Turner 1987).

3.1. Japan

Japan is generally considered the prime example of successful pursuit of
industrial policy. Selective interventionist policies guided by the
Ministry of International Trade and Industry (MITI) are widely
(though by no means unanimously) credited with playing a vital role in
engineering Japan’s phenomenal 7 per cent average annual growth rate
since 1950 and the nation’s success in overtaking international competi-
tion in such key industries as steel, automobiles, consumer electronics,
and semiconductors. Some examples of Japanese use of industrial policy
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during the postwar period include the following (Dore 1986, ch. 6;
Eccleston 1986; Hosomi and Okumura 1982; Johnson 1982; Johnson et
al. 1989; Komiya 1975; Komiya et al. 1988; Magaziner and Hout 1980;
Pugel 1984).

One type of policy aims at the promotion of ‘infant’ industries. In
order to help develop new industries — including iron and steel, ship-
building, automobiles, petrochemicals, machine tools, consumer elec-
tronics, semiconductors, and computers — the Japanese government has
supplied firms in such sectors with subsidies and low-interest loans
through the Japan Development Bank, the Japan Export-Import Bank,
and other governmental financial institutions. It has offered them spe-
cial tax incentives, such as accelerated depreciation privileges, special
low tax rates on profits, and exemption from tariffs on imported produc-
tion inputs. The state has imposed quotas and tariffs on imports that
compete with the products of these industries and has restricted foreign
direct investment. Preferential treatment has been given to firms in these
industries in the authorization of patent and know-how contracts. In
several instances the government has initiated and helped fund research
consortiums among the leading firms in an industry. Perhaps most
importantly, these various measures send a signal to private financial
institutions that these firms and industries should receive favorable
treatment.

Second, the state has attempted to concentrate and modernize several
existing industries, particularly those in which a relatively large number
of firms operate at a smaller-than-optimum scale and produce an excess-
ively wide variety of products in small quantities. In such cases, the
government has instituted an industrial reorganization or structural
improvement program, encouraging investment to introduce modern
technology and promoting mergers and cooperation. Some firms are
induced to specialize in fewer products, so as to attain economies of
scale. The converse danger is that firms may overinvest, creating excess
capacity. As noted earlier, for industries in which this problem obtains
the government has attempted to engineer cooperation among the firms
in setting investment levels. Its typical means of achieving cooperation —
whether for purposes of modernization or investment control — is to
organize a ‘rationalization cartel’, which is exempted from antitrust
prosecution. Under this type of program a medium-range ‘basic plan’
and an annual working plan are prepared, and firms cooperating with
the plan may be granted special tax privileges or low-interest funds.

Third, the state has provided assistance to declining industries, such
as coal and shipbuilding. This support is usually combined with state-
led formation of a temporary cartel to organize capacity and output
reduction.
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It is often noted that Japanese industrial policy is implemented not
through unilateral state action, but through cooperation between the
state and business. This has led some analysts to refer to Japanese policy
making as ‘corporatism without labor’ (Pempel and Tsunekawa 197g).
How can what has obviously been discriminatory policy making be
carried out via a corporatist arrangement? In fact it is not. A more
accurate label for the process would be something like ‘administered
pluralism’ (Aoki 1988). MITI and the other state ministries in Japan
make decisions that discriminate among sectors in concertation, not
with a peak association of business (there does exist such an association:
the Federation of Economic Organization, or Keidanren), but rather with
associations representing individual industries. For each industry a cor-
responding government bureau exists, located in one of the various
government ministries. There are hundreds of industry associations and
association subdivisions, which are counterparts of these bureaus. The
industrial policy decision-making process works as follows (Aoki 1988,
pp- 274—76; Komiya 1975, pp. 14-15). Representatives of the various
industry associations negotiate constantly with officials in their cor-
responding bureau in an attempt to convince them to implement
measures favorable to their industry. These officials then may or may
not lobby higher-level officials within their ministry in favor of such
measures. Each ministry also has a number of councils and investigation
committees, which do research on specific and general matters of
relevance to industrial policy formulation. Decisions about policies are
made by the higher-level officials within the ministries on the basis of
these various inputs. Decisions are then coordinated with those made by
other ministries, and must be approved by the Ministry of Finance.

How can this arrangement be used to make decisions which discrimi-
nate among firms within sectors? First, as just noted, the industry associ-
ations do not actually participate in the industrial policy decision
making. Their input is generally limited to advocacy. Also, most of their
lobbying is aimed at securing support for their sector as a whole, rather
than for particular firms within it. To the extent that these representa-
tives do press the interests of specific companies, the explanation lies in
the fact that many industry associations and councils are dominated by
the presidents and board chairpersons of the leading firms within the
industry. These firms therefore have the most influential voice in nego-
tiating with the relevant government bureau over state action to be
taken vis-a-vis their sector (Komiya 1975, p. 19). As a result, these
companies typically are favored when the industry takes an action that
discriminates among firms with the sector.

Industrial policy in Japan has also been used, particularly since the
mid 1g70s, to aid declining sectors and firms. Decisions on these matters
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have been worked out in the same basic fashion as proactive industrial
policy decisions. Typically the government directs the formation of a
depression cartel, which assigns a quota for capacity reduction, output
levels, and in some instances prices to the various firms (see, for exam-
ple, Yonezawa 1988). In organizing and implementing such programs,
state ministries have negotiated directly with the firms and/or the
industry employer association in question. Associations of labor have
played no role.

International and domestic conditions have changed appreciably dur-
ing the past 15 years, and it appears that the Japanese economic
bureaucracy may now be somewhat less capable of implementing the
sort of proactive, coordinated industrial policy it has pursued over the
course of the postwar period (Eads and Yamamura 1987; Hills 1983;
Kikkawa 1983; Saxonhouse 1983; Uekusa 1988; Yamamura 1986). First,
the popular consensus around state-led growth has weakened. In par-
ticular, quality-of-life issues such as pollution control and consumer
protection have become more important among the Japanese populace
recently. Also, the political hegemony of the Liberal Democratic Party
has waned, and as a result the bureaucracy now faces a steadily increas-
ing and more determined challenge from the Diet (Japan’s parliament),
as politicians have become more eager to obtain a share of the federal
budget for their particular constituency. In addition, the bureaucracy’s
kit of industrial policy tools has been reduced. The internationalization
and liberalization of Japan’s product markets have decreased its ability
to use protection as a means of fostering industrial development.?
Finally, as many Japanese firms have attained the status of world
leaders there is increasing corporate resistance to extensive state
guidance of the economy. A number of firms no longer feel they need
government financial support, and oppose state use of funds to favor
other industries or firms.

Yet, while the overall degree of selective state intervention in the
Japanese economy may have declined since the mid 197os, it is hardly
the case that active industry policy is a thing of the past. Attention has
shifted to knowledge-intensive sectors, and the state has played a sub-
stantial role in promoting high-technology industries such as biotech-
nology (Dibner 1985; Yoshikawa 1987), computers (Anchordoguy 1988;
Ouchi 1984; Shinjo 1988), semiconductors (Borrus et al. 1983; Business
Week 19goa; Clausing et al. 1990; Okimoto et al. 1984), telecommunica-
tions (Cohen and Donow 1989; Harris 198g), and high-definition tele-
visions (Science 1989). The processes through which industrial policy is
formulated and administered have remained largely unchanged during
the recent period (Komiya 1988).
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3.2. Sweden

Sweden has the most longstanding and institutionalized corporatist con-
certation arrangement among advanced capitalist nations, in which
national-level peak associations of employers (SAF) and workers (LO)
negotiate wage levels periodically, with limited state guidance. Since
1960 these two organizations also have participated in the implemen-
tation of an active labor market policy. Both associations enjoy an
unusually large degree of authority vis-a-vis their member organiza-
tions. On the other hand, Sweden has had very little in the way of
selective industrial intervention by the government. The state’s strategy
with regard to industrial policy since 1960 has had four distinct stages.

From 1960 to around 1967 the state’s goal was strictly to improve the
market process. The Rehn policy, the centerpiece of Sweidsh state econ-
omic policy during the past 3o years, was the key to this effort. This
policy, which aims to achieve full employment and high growth while
keeping inflation limited, works as follows (Ginsburg 1983; Ohman
1974; Rehn 1985). Wage levels for comparable work are set the same
across firms, regardless of the size or profitability of the particular firm;
and these levels are based on those in export sectors, which are
determined exogenously by the international market. This arrangement,
combined with a tight fiscal policy, has the effect of driving inefficient
firms into bankruptcy. Displaced workers are retrained and placed in
new jobs.

The retraining and job placement component of the Rehn policy is
implemented very much in a corporatist fashion: both the SAF and the
LO are represented heavily in the Labor Market Board, which adminis-
ters the program.® One might consider the Rehn policy a de facto
industrial policy, since it is explicitly designed to discriminate against
inefficient firms. Workers in the firms which fail do not suffer greatly;
they are retrained and placed in new jobs. Thus there is little reason for
the LO to object to such a policy. In fact the Rehn policy was first
recommended by the LO. On the other hand it is not immediately clear
why the SAF has been able to agree to the policy without serious dissen-
sion among some of its members. The explanation appears to be that
SAF is dominated by the largest of its member firms, which also are by
and large the most profitable and thus are not hurt by the policy. Lars
Bengtsson, Ann-Charlotte Eriksson, and Per Sederblad (1984, p. 39)
observe, for instance, that ‘SAF’s decision-making structure is based on
the participation of some members in its various representative organs.
Companies which so wish can become involved by that means.
However, it is mainly large companies which utilize this opportunity’.
They also note (p. 33) that ‘Analysis of the companies represented in
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various responsible positions show quite clearly that representatives of
the large companies predominate in the organization of the branch
associations. Explanations given are that the branch employers’
organizations do not wish to risk neglecting the large companies in any
way, and that the large companies have considerably more staff
resources to allocate to employers’ organization activities’. Moreover,
the number of votes a firm gets in the SAF’s general assembly is
determined by the number of employees it has, which again gives dis-
proportionate influence to large firms (ibid.; Skogh 1984, pp. 157,
161-62).

Has the retraining and placement of workers been carried out in an
intentionally selective fashion? That is, have certain sectors or firms
been promoted by discriminatory allocation of the retrained labor? If so,
we would need to consider how the SAF and LO representatives on the
Labor Market Board have formulated decisions about which sectors to
target in training and placing workers. Yet it appears that this has not in
fact been the case. In her review of the active labor market policy, Helen
Ginsburg (1983) suggests that decisions about training and placement
are generally made simply on the basis of current need, i.e. without
discriminatory intent. She observes (p. 128), that: “The County Labor
Market Boards are in day-to-day contact with local unions and firms.
They keep AMS [the National Board] continuously abreast of labor
market conditions. On the basis of the state of the labor market, AMS
then allocates funds to the County Labor Market Board. . . "'

In 1959 the Swedish government created a public pension investment
fund system (Pontusson 1984). A percentage of the employee pension
funds provided by employers and the state are placed into a public trust
which is used to provide loans for investment. At their zenith in the early
1970s these funds accounted for more than half the total supply to the
capital market in Sweden. The funds are divided into three different
accounts — one for fees paid by public employers, another for those from
large private employers, and a third for fees collected from small private
employers and the self-employed. Each is administered in a quintessen-
tially corporatist fashion: the boards are composed of representatives of
the government and of the peak associations of labor and business (ibid.,
p. 21). This would appear to be an ideal resource through which to
selectively assist particular industries, for it provides a significant degree
of control over the allocation of capital in the country. But the funds
have not been used for this purpose. The 1957 committee which planned
the creation of the pension fund system insisted that it would be ‘clearly
inappropriate to require the fund board to take into consideration goals
of economic or social policy ... in making decisions’ (cited at ibid.,
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P- 24). And indeed, Jonas Pontusson (ibid., p. 56) has found that ‘The
allocation of credit to the private sector seems to have been based strictly
on calculations of return. No attempt whatsoever has been made to
prioritize among industrial investments’.

During the second period, from 1967 to 1976, the government created
a number of new institutions designed for more active state intervention
in the allocation of resources across sectors and firms (Appels 1986, pp.
65~-66; Eliasson and Ysander 1983, pp. 160-63; Lundmark 1983, pp.
227-28; Udis 1987, pp. 85-87). In 1967 a State Investment Bank was
established to ease the financing of risky ventures in new industrial fields
and to support latent innovations until commercial fruition. A Special
Development Fund was added soon after to offer financial support in the
early stages (i.e. between research and production) of innovative ven-
tures. In 1968 the National Board for Technical Development was
created to coordinate technological and industrial research. In 1969 a
new Ministry of Industry was formed to centrally coordinate the state’s
targets for industrial development. A similar structure was set up to
guide regional development. Also, several publicly-owned companies
were formed to aid in the general process of selective industrial develop-
ment. The most important of these was the State Holding Company, a
conglomerate under the direct control of the Ministry for Industry,
which was designed to push industrial development into socially desir-
able sectors and regions. Finally, the Swedish Trade Council was
created in 1972 to supplement the Export Credit Corporation’s efforts at
promoting Swedish exports.

At the outset, most of these programs were to be administered through
the same type of ‘autonomous’ board that administered the active labor
market policy. They were to be implemented ‘within the framework of
the traditional government process, which emphasized participation and
collaboration of all affected interests’ (Lundmark 1983, p. 240). In par-
ticular, a tripartite National Industrial Policy Council and several
tripartite sector councils were set up under the auspices of the Ministry
of Industry to administer the new industrial policy programs (Pontusson
1990). As in Japan, however, in most instances interest group represen-
tatives participated in policy formulation only in an advisory capacity
(Grant 1983, p. 378; Pontusson 1990). Moreover, the amount of sub-
sidies and other selective aid actually granted by these bodies was
relatively small (Lundmark 1983, p. 229).

The third stage, from 1976 to 1982, was dominated by efforts on the
part of the Swedish government — a bourgeois coalition government — to
deal with the decline of several important sectors (Appels 1986, pp. 76—
83; Carlson 1983; Lundmark 1983, pp. 228-31; Udis 1987, p. 84). It was
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a period of emergency rescue operations."' State funds allocated to
industry increased dramatically after 1975, but the increases consisted
largely of funding referred to as ‘non-permanent industrial support’.
Funds allocated to immediate support for ailing industries grew from
SKr 1 billion in 1975 to SKr 12 billion in 1982, and seven cases of
industrial crisis accounted for go per cent of the funds in this category.
Crises in shipbuilding and in steel were the most prominent. The state in
most instances attempted to slow down the decline, or delay the bank-
ruptcy, of failing firms by offering special subsidies in return for restruc-
turing on the part of the enterprise. When this failed, the government
often resorted to nationalization of the firms.

These crisis management decisions were formulated chiefly through
direct negotiation between the Ministry of Industry and the government
on the one hand and the management of the firms in question on the
other (Lundmark 1983, p. 240; Pontusson 1990). Special governmental
commissions were appointed in some cases. Consistent with our expec-
tations, these commissions often included representatives from the
industry union, but never from an employer association. A commission
appointed in 1975 to offer suggestions about the Gothenburg shipyard
crisis is typical; it was composed of managing directors from two other
shipyards, a lawyer from the metal workers union, an under-secretary of
state for industry, and the chairperson of the Royal Commission on
Shipbuilding Credits (Lundmark 1983, p. 233).

Upon returning to power in 1982, the Social Democrats engineered a
reorientation of industrial policy away from these sorts of reactive sup-
port measures (OECD 1987, p. 22; Udis 1987). This turn stemmed in
part from rising fiscal constraints, and partly from a realization that
reactive supports had proved to be of limited use in achieving industrial
adjustment. Direct relief funds were immediately decreased to SKr 3.5
billion in 1983. At the same time, an attempt has been made to return to
the early 1970s practice of promoting rising industries which need devel-
opmental support (Udis 1987). A National Industrial Board has been
given the function of coordinating governmental industrial and regional
policy efforts. The Industrial Development Fund, created in 1979,
received a significant funding boost in 1984. This fund supports high-
risk projects by financing up to 50 per cent of project costs in the form of
loans or grants. The bulk of funding has been provided to the transpor-
tation, steel, metal, pharmaceuticals, and electronics industries. Also, a
national program has been established to encourage work in the field of
microelectronics. As with the earlier proactive industrial policy instru-
ments, the current efforts appear to be carried out in a quasi—corporatist
fashion, with interest group representatives providing input but not
actually participating in the decision-making process.
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3.9 West Germany

As Kenneth Dyson (1981) has observed, three (somewhat conflicting)
principles have dominated economic policy making in West Germany
throughout the postwar period. The first has been that of the ‘social
market economy’. This principle dictates that the government’s role is to
enforce the rules of the game but to let private actors play on their own.
In other words, the state is to secure conditions under which the market
can function as freely as possible. A second principle, connected with the
first, has been that where the allocation of resources among sectors or
the composition of a sector needs to be altered, it should be the large
commercial banks, rather than the state, which plays the leading role.
As Dyson (p. 51) notes: ‘The banks acted as major initiators and
organizers of industrial activity so that industrial policy remained
somewhat screened from the general area of politics. Outside the SPD
[Social Democratic Party] left-wing and technocrats, the conception of
an activist, entrepreneurial role for the state had little support, except
when the structural problems of industry were perceived to be too great
for the banks to handle alone. ...” The banks exercise leverage over
firms chiefly through their significant equity holdings, which allow them
representation on companies’ supervisory boards. A third guiding
principle, which became prominent especially after the Social
Democrats came into power in the late 1960s, has been that of ‘social
partnership’, which implies that economic policy is to be determined in a
consensual, cooperative fashion through negotiation between the major
economic interests — the state, banks, firms, and labor.

The period from 1960 through the latter part of that decade was
dominated by adherence to the first principle. Some government sub-
sidies and tax concessions, however, were allocated on a selective basis
through the Ministry of Economics, and a great deal of funding was
provided to the nuclear energy industry through the Ministry for
Nuclear Energy (Shonfield 1965, ch. 12; Wagenhals 1983, p. 247). Also,
in cooperation with the banks the government actively encouraged
mergers between German firms (Price 1981, p. 52).

In 1966 the Social Democrats entered into a coalition government
with the Christian Democratic Party, which had ruled throughout the
post-war period. Also, in 196667 West Germany suffered a major econ-
omic recession. These two developments led to the adoption of a
Keynesian demand management policy by the state. This was a first
step toward increased state intervention, but not yet of a selective kind.
In 196g the SPD took power in a coalition with the smaller Free
Democratic Party, which allowed the former greater control over the
economy than they previously had. The principle of the social market
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economy was extended to that of the ‘enlightened’ social market
economy.

In 1967 Kongzertierte Aktion was created. This tripartite body composed
of representatives of business, labor, and the state (along with delegates
from other social groups and economic experts) was used as a consulta-
tive device in the formulation of various economic policy decisions.
Concerted Action was a prototypical corporatist body in its form, but
despite the hopes of some it had little or no input into decisions other
than those relating to wage and price levels (Clark 1979; Hudson 1980).
Moreover, the body was organized around the concept of ‘global steer-
ing’, or nonselective macroeconomic management; no discriminatory
policies were even contemplated within it (Wolfgang Streeck, personal
communication). In 1977 the labor representatives boycotted the body’s
meeting to protest an effort by business leaders to get West Germany’s
codetermination law declared unconstitutional. It has remained dor-
mant since that time.

The oil price shock in 1973 altered the terms of the debate over state
intervention in West Germany. As Jeffrey Hart (1986, p. 165) notes:
‘Whereas previously the main debate had been between the advocates of
intervention and those of nonintervention, now the debate was between
those who wished to stick with macroeconomic policy interventions and
those who preferred additional sectoral or mesoeconomic interventions’.
The Social Democrats began to favor more discriminatory intervention,
and the level of selective financial assistance provided to industry
increased (Grant 1983, p. 370). Still, the overall degree of proactive
industrial policy intervention has been relatively minor during the past
two decades. The Ministry of Economics is the principal agency respon-
sible for such intervention, and it has made limited use of grants, loans,
tax assistance, public procurement and other such measures to promote
industrial development in a selective fashion (Appels 1986; Udis 1987;
Wagenhals 1983). As Andrew Black (1986, p. 91) notes, ‘the main
official objective of industrial or structural policies is that they should
remain limited in scope and time so as to avoid interfering with the
operation of the free market economy’.

In 1972 the Ministry for Nuclear Energy was transformed into a
Ministry for Research and Technology. Since 1973 this body has been
used to coordinate and direct federal expenditures on research and
development. Of the various agencies within the West German state,
this Ministry is the most closely involved in encouraging the develop-
ment of high technology industries and guiding government funds
toward the ‘winners’ of the future (Black 1986, p. 89). With the forma-
tion of this body a significant change occured in the nature of subsidies
granted by the state to industry. Whereas in the 1950s and ’6os the
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primary form of subsidy had been a nonselective tax rebate on the
purchase of investment goods used in R&D, in the 1970s there was a
shift to direct subsidizing of R&D projects performed by firms (Appels
1986, p. 153). Cooperative research arrangements with educational

~ institutions have also been organized. Sectors to which the Ministry has

directed a disproportionate amount of assistance include aircraft, com-
puters, microelectronics, machinery, nuclear energy, and telecommuni-
cations (Appels 1986, p. 137; Black 1986, p. 89; Esser and Fach 1983, p.
109; Grewlich 1987, p. 75).

In the process of formulating decisions about the direction and extent
of financial aid the Ministry receives advice from a screening committee,
composed of government officials, business and labor representatives,
and independent consultants (Grant 1983, p. 379). The interest group
delegates represent individual industries, however and so do not face the
problem of trying to reconcile decisions which discriminate among their
members. Moreover, in both Sweden and Japan the advice of these
representatives is consultative; they do not participate in the actual
making of decisions.

As in Sweden, the period from the mid 1970s through the mid 1980s
was to a large extent characterized by attempts to deal with the sudden
decline of several key economic sectors and firms — again most notably in
steel, shipbuilding, and coal. However, the West German government —
in particular, the Ministry of Economics — went about tackling these
crises in a different fashion than that followed in Sweden. For the most
part the state preferred to rely on the large commercial banks, and in
some instances the local governments, to negotiate an arrangement with
the firms in question (Esser and Fach 1983, p. 125; Hart 1986, p. 167).
Hence, A. Appels (1986, p. 125) found in his cross-national evaluation of
state subsidies to firms that West Germany differed markedly from other
countries in that there was not a tremendous sudden growth in subsidies
during this period, and in that a dramatic shift in the character of the
subsidies did not occur. As in Sweden, when the federal government did
intervene there was a preference for the use of ‘crisis cartels’ in working
out solutions to problems of industrial decline (Esser and Fach 1983;
Hart 1986).

Business interests typically were represented in these forums only by
the employers directly involved in the particular crisis, while workers
were represented by the works councils of the firms involved (Rhodes
1985, pp. 196-7). In cases where the negotiations concerned several
firms within a sector, representatives of the sectoral-level trade union —
but not of the sectoral employer association — often took part; delegates
of IG Metall, for instance, were involved in the negotiation processes
dealing with the crises of several steel firms during the latter 1970s



254 Lane Kenworthy

(Esser and Fach 1983, pp. 111-14; Rhodes 1985, pp. 198-99). This
again is consistent with our theoretical expectations.

In recent years the West German government has made an effort to
reduce somewhat the level of assistance provided to firms in declining
sectors, although shipbuilding and steel continue to receive substantial
quantities of adjustment support (OECD 1989a, p. 31). Otherwise, little
appears to have changed in the content and form of industrial policy.
The Ministry for Research and Technology has continued to fund
certain high technology projects, particularly in the electronics, com-
munications, and aircraft industries (Esser 1989; OECD 198gb, p. 32).
And the Ministry of Economics has sustained its skepticism toward
selective intervention.

4. Results and prospects

These case studies by and large support the expectations laid out above.
In each of the countries examined there have been only two circum-
stances in which peak interest group associations have participated in
making policy decisions that intentionally discriminate among their
members: first, when an employer association is dominated by its largest
members, and second, when a labor association participates in a
temporary ‘crisis cartel’. Of course these findings are hardly conclusive,
since only three national cases were looked at. Yet based on these three
cases we can conclude at least that there does not appear to be an
elective affinity between industrial policy and corporatist concertation.

Further support for this view is provided by the Austrian, Danish, and
French cases. In Austria and Denmark decisions regarding industrial
policy matters tend to be made in a corporatist fashion, with the partici-
pation of representatives of peak associations of business and labor. But
in both nations, state assistance of a selective nature has been minimal
(Grunwald 1982; Muller 1983; Sidenius 1983). France, on the other
hand, is the country most similar to Japan in making extensive, explicit
use of proactive, discriminatory industry promotion. As in Japan,
industrial policy decisions in France are made by state bureaucrats,
particularly in the Commissariat du Plan. These decisions typically have
been made following consultation with business leaders, but the latter’s
input tends to be advisory. Moreover, the state officials confer primarily
with representatives of individual firms rather than of business associa-
tions (Hall 1986, ch. 6; Shonfield 1965, ch. 7).

What, if anything, do these findings tell us about the future(s) of
industrial policy and corporatism? First of all, it is by no means certain
that industrial policy is the (or even an) answer to remaining competitive
in the international economy of the 19gos. Sentiment against this view is

Are Industrial Policy and Corporatism Compatible? 255

at least as common as that for it (Denzau 1984; Eliasson 1984; Gilder
1983; Lavoie 1984; Lawrence 1984, ch. 5; Lindbeck 1981; Norton 1986;
Schultze 1g83). In particular, the importance of industrial policy in
Japan’s postwar success at developing internationally competitive
industries is hotly disputed (Friedman 1983, 1988; Sakoh 1984; Seki-
guchi and Horiuchi 1985; Trezise 1984). Also, some contend that while
industrial policy may be a key to success, this is true only during a
nation’s early developmental stage. The apparent reduction of selective
intervention by MITTI in Japanese industry over the past decade is often
pointed to in support of this claim.

Industrial policy may not only be unnecessary to success, but also
increasingly difficult to implement under current economic and political
conditions. The growing internationalization of finance, for instance,
may create severe impediments to a national government’s ability to
direct significant quantities of funds to areas of its choosing (Bryant
1987). Also, as firms become increasingly transnational in orientation,
the domestic payoffs — in terms of employment and wealth generation —
of state assistance to firms may decline (Business Week 1990b; Reich
1990). Additionally, constraints on the interventionist capacities of
national governments may be imposed by supranational bodies. This
holds with particular force for West Germany and other members of the
European Community. The European Commission’s plans for integrat-
ing the Community’s internal market by 1992 feature a variety of limi-
tations on national governments’ legal capacity to engage in selective
promotion of domestic industries (Calingaert 1988; CEC 1988; Geroski
1989; Hufbauer 1990). Though it remains to be seen how stringent and
effective these limitations will turn out to be, clearly they will reduce the
scope for national industrial policy somewhat. On the other hand, this
will probably encourage greater pursuit of multinational sectoral
assistance projects, along the lines of Airbus Industries in aircraft,
ESPRIT in information technology, JESSI in semiconductors, RACE in
telecommunications, and Eureka-g5 in high-definition televisions. EC
protectionism vis-a-vis Japan, the United States, and other outsiders in
certain key industries is also a possibility.

Despite these objections, there are some good reasons, outlined earlier
in Section 1, to suppose that selective state intervention will indeed be a
key to national economic success in the present and near future. Given
this assumption and the findings in this paper, there are a number of
potential future scenarios.

First, corporatist concertation may be wholly incompatible with
industrial policy — at least of the positive, anticipatory kind. That is,
corporatist structures may effectively allow selective intervention only in
situations of crisis, where the goal is usually to slow down the process of
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industrial restructuring rather than to encourage it. If so, their harm
may outweigh their benefits: lack of proactive industrial policy may
weaken economic performance. Moreover, by deterring pursuit of anti-
cipatory industrial policy, corporatist structures may undermine their
own basis. Loss of competitiveness means fewer jobs, and the threat of
job loss gives workers a strong incentive to identify with their own firm,
rather than with workers in other firms (Lash and Urry 1987, ch. 8;
Streeck 1984). Sadly, then, the choice faced by workers in advanced
capitalist countries in the age of open markets and strong foreign com-
petition may be between industrial policy plus dualism and dualism
alone.'? In this scenario Japan is the model of the future, while the
Swedish/West German model is destined to collapse.

The theoretical argument and empirical findings of this paper,
however, need not entail this sort of judgement. A more reasonable view
is that corporatism can coexist with industrial policy as long as it attends
to different policy domains. For instance, if corporatist arrangements are
used chiefly for implementing incomes and employment/training poli-
cies they would not interfere with — in fact, they would complement —
state policies which discriminate in allocating resources among sectors
and firms. The performance-enhancing qualities of each of these types of
policy makes such a coexistence appear quite probable (Wilensky and
Turner 1987). In this scenario the Japanese and Swedish models con-
verge, in a sense: Japan adopts some sort of corporatist concertation
mechanism to negotiate wage agreements, while in Sweden and West
Germany the state resurrects — in noncorporatist fashion — the aborted
proactive industrial policy ventures begun in the early 1970s. Empirical
support for this scenario is mixed. On the one hand, in 1987 a new
national labor confederation (Rengo) was formed in Japan with the
stated intent of facilitating a national wage bargaining process (O’Leary
1988). On the other hand, the West German and Swedish governments
have continued in recent years to engage in relatively limited proactive
discriminatory intervention.

It bears emphasizing, however, that even though corporatist concer-
tation arrangements are not well suited for implementing industrial
policies, selective state intervention is neither logically nor institution-
ally precluded as a policy choice in nations with strong corporatist
structures. Sweden and West Germany have opted for limited use of
anticipatory industrial policy for reasons that have to do primarily with
the availability of an attractive alternative, supply-side policy (the Rehn
policy in Sweden) and frightful past national experience with extensive
government intervention in industry (the Fascist legacy in West Ger-
many). Additionally, in Germany the state has a somewhat limited
capacity to engage in sectoral guidance because of its limited control
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over financial resources (Zysman 1983). It is these sorts of factors, rather
than the existence of institutionalized corporatist arrangements, which
present the major barrier to increased pursuit of proactive industrial
policy in these and other similar nations.

A third possible scenario is that corporatist arrangements may
increasingly be used to implement a de facto industrial policy of the type
pursued by Sweden — namely, a solidaristic wage and active labor
market policy, in which less efficient firms are forced into bankruptcy.
This type of program relies on the market to impose decisions about the
sectors in which a country will specialize, and compensates for market
failure in labor allocation and relocation through a corporatist labor
market policy. Sweden’s economic performance has been superb during
most of the postwar period. Through the early 1970s Sweden achieved a
lower unemployment/inflation tradeoff than most other industrialized
nations along with high productivity growth. As in most OECD
countries, performance declined in the latter half of the 1970s and into
the early 1980s (Lundberg 1982; Svensson 1986). It then recovered fairly
well during the mid 1980s (Martin 1987), but in the past few years it has
slumped again (Economist 19g0). This is due in part to growing fragmen-
tation among private-sector blue-collar, private-sector white-collar, and
public-sector workers (Lash 1985). Has the Swedish model run its
course? Or is the recent downturn only temporary? T would venture to
suggest the latter, but it is certainly too early to tell; the verdict on the
Swedish model is not yet in. In any event, the applicability of the model
to other nations seems highly problematic.

Finally, we may find in the near future an increasing number of
corporatist concertation arrangements in which peak associations of
employers and/or workers actually do make industrial policy decisions
which openly discriminate among their members. We have observed this
process in an advisory context in Japanese industry employer associa-
tions and in the Swedish national employer federation, SAF. The
circumstances in which this pattern might become more prominent are
those of deepening national and sectoral economic crisis. Crisis condi-
tions may facilitate increased domination of national or sectoral peak
associations by a few of their most powerful members, and an increase in
the willingness of these members to take advantage of their leverage to
press their own particular interests upon the policy agenda.

Of these scenarios, my view is that the second and perhaps the fourth
are the most likely to obtain. Incomes and active labor market policies
can yield substantial gains in efficiency and welfare, and corporatist
concertation arrangements appear to be a very useful vehicle for
implementing such policies. Thus, corporatist structures are likely to
remain a prominent feature of a number of advanced industrial
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economies. Similarly, a coherent, proactive industrial policy can provide
significant payoffs, and will in all probability be increasingly seen as
necessary to economic success, even in nations such as the United States
where the political and cultural environment is most hostile toward
selective state intervention. The barriers to using corporatist arrange-
ments to make discriminatory decisions should be apparent from the
discussion here. But corporatist concertation is an attractive mode of
decision making, particularly because of its inherent democratic features
and because it enables state policy makers to obtain prior agreement on
policy choices from the major economic interest groups. Hence, we may
observe various attempts to use corporatist concertation to carry out a
selective industrial policy. To the extent such attempts succeed, it is
likely to be because the associations participating in the negotiation
process are influenced disproportionately by a small subgroup of their
members.

Perhaps the most probable course of events for the countries studied
here is a continuation of their present policy mixes. Like other institu-
tional configurations, policy regimes tend to have an inertial or ‘sticky’
quality; once in place they can be difficult to alter (Ikenberry 1988, pp.
223-4). Particular institutional arrangements generate privileges and
payoffs for individuals and groups, who then have an interest in perpetu-
ating these arrangements. Moreover, the costs and benefits of change are
always uncertain. These factors weigh especially heavily when an
institutional configuration generates very successful performance
results, as has been the case for Japan, Sweden, and West Germany
during most of the postwar period. Thus, we should hardly be surprised
if policy types and styles in these nations do not converge toward a
particular mix of proactive industrial policy and corporatist
concertation.

NOTES

1. Andrew Shonfield (1965, ch. 8) drew implicit attention to this contradiction in his discussion of
the National Economic Development Council in Britain.

2. PCIC (1985, p. 36); Osborne (1987, p. 1); Business Week (1980, p. 60); Scott {1985b, p. 18).

3. Note that this does not presuppose participation by labor. Corporatist concertation can be
bipartite, tripartite, quadripartite, etc.

4. This follows Philippe Schmitter’s (1982, pp. 262-63) suggestion that we use the term ‘corporat-
ism’ to refer to a mode of interest intermediation in which members are organized into peak
associations, and the term ‘concertation’ to denote a mode of policy making in which interest
group members or representatives enjoy institutionalized participation.

5. The solidaristic wage policy pursued by the principal Swedish union confederation (LO), for
instance, lowered the wage differential among union members in Sweden by 50 per cent
between 1959 and 1979, and helped raise women’s wages from 70 per cent of men’s wages in
1959 to g2 per cent in 1984 (Svensson 1986, p. 273)-

6. But see also Panitch (1986); Therborn (1987).

7. The view that sectoral-level (or meso-) corporatism is becoming more prominent is now fairly
widespread. See for example Cawson (1985); Schmitter (1988).
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8. For a contrary view see Prestowitz (1988).

9. According to Helen Ginsburg (1983, p. 127), the National Labor Market Board, which directly
supervises county-level boards and the 200 or so local offices of the Employment Service, has 15
members. Three are from LO, two from TCO (a white-collar employee association), one from
SACO/SR (a government employee association), one from female labor, three from SAF, one
from agriculture, and four appointed by the government.

10. As Jonas Pontusson (1990) remarks: ‘By definition, active labor market policy is essentially a
matter of adjusting the labor force to corporate investment choices’.

11. Gunnar Eliasson and Bengt-Christer Ysander (1983, p. 188) write: ‘From the official records
accompanying the new kind of direct government involvement in business management in the
1970s, we learn that it was originally propelled by high ambitions to improve and innovate.
From the records of the 1970s, we can read that such involvement became mostly defensive,
supporting declining industries in the hope of getting them back on their feet’.

12. By “dualism’ I refer to a type of labor market structure — exemplified by Japan and the United
States — in which some workers are organized and enjoy relatively high compensation and job
security, while most are unorganized and face low compensation along with uncertain,
irregular employment opportunities. See Goldthorpe (1984).
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