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Restructuring Palitics.
Ingtitutional Evolution and the Challenges of Modern Welfare States
Bo Rothstein & Sven Steinmo

This volume pursues two bagc themes - the first empirical, the second theoretical.

Subgtantively we are interested in exploring the ways in which modern welfare Sates have dedt with the
challenges offered them at the end of the 20" century. There are anumber of forces that appear to
impinge upon and chdlenge some of the fundamenta assumptions and ingtitutions which have been core
to the wdlfare sate for at least the lagt hdf of the century (Kuhnle 2000; Pierson 2001). Many of these
chdlenges can be captured by the phrase ‘ globdization’, but as a number of sudies have recently
shown, the wordt fears (or best hopes) of the ‘ globdization’ theorists are not been born out by the
facts!

Thisis not to say that nothing has changed, quite the contrary, as the essays presented in this
volume dearly show, modern wefare states do indeed face Significant chdlenges from avariety of
sourcesinduding fisca competition, growing ethnic diversaity, aging populations, and decreasing trust in
public officasand inditutions. But it is dear that each of these Satesis reponding to these often
amilar chdlengesin quite different ways (Hall 1998). Thus one dear themein thisvolumeisthat just as
there are multiple challenges to advanced welfare Sates at the dawn of the new century, there are

multiple responses



This volume thus contributes to the growing body of literature demondrating thet the
‘convergence thessissmply wrong. But it does more than this It also tries to explain why. Inthe
amplest terms, our answer isthat both history and ingtitutions metter.

The andysesin thisbook show how and why public policies chosen a onetime, t;, have
important consequences for policy choicesint,. Thelogic runs asfollows All advanced democracies
have built programs designed to address broadly similar problems (access to hedth care, public
housing, gender inequiity etc.). But asthe chaptersin thisvolumerichly demondrate, the specific
choices made in different countries has varied in consderable ways. Next, because the specific
programs/ingtitutions introduced earlier differ, the very nature of the problems facing these countries a
later pointsintimedso differs. Thisis because as palices are indtitutiondized they mohbilize politicd
condtituencies and interests, and because they become part of the normative foundations upon which
subsequent palicy choices are made. In short, the very nature of the problems facing broadly smilar
democratic regimes today varies because of the different policies introduced by these regimes a earlier
pointsintime. Thus, asthese countries attempt to ded with broadly smilar chalengesin current times
(for example, the difficulty of attracting capitad, aging populations, or overly rigid and unresponsive
bureaucracies) the specific nature of these problems varies congderably and consequently so doesthe
range of possble palicy solutions avalableto them.  Thereis in sum, adynamic and iterdive
relationship between palitics, public policies and palitica inditutions.

This fundamental understanding does not make for smple modd building/testing - but it isthe
redlity of the world wefind and that we as socid stientists need to explain. Rether than rgect redlity in

favor of 'ylized facts for the sake of parsmony and the egance of forma models, the Historical



Ingtitutionaists found herein pursue what Peter Hall has recently called “ systematic process andyss’
(Hdl 2000, p. 34). Thistype of andyds, asHal suggedts implies adifferent ontology: Rather than
seaing higory as the result of the interaction of a oecific set of independent variables whose impact
varies only according to the number and weights given intervening variables, the andyses offered here
undergtand red world outcomesin evolutionary terms. In this view, history should not be seen as some
sort of linear trgjectory motivated by a set of congtant causal variables. Insteed palitical and policy
outcomes are the product of the complex interactions of a number of higtorically embedded factors.
Thusthe objective of the socid scientist isto unpack or unrave the historical patternsin order to
examine, explore and hopefully understand the processes that bring about the particular outcomes or
events of interest. ‘Science’ for these scholarsis the effort to uncover explanations for red world
events 0 that we may better understand the world thet welivein. The god of this gpproach in the
socid sciencesis not to uncover aset of basic and invariant laws of human nature in order to creste a
“Theory of Everything” (TOE), asfor example Michad Wallerdein has argued (Wallergein 2001). This
is not because we have insufficient tools, techniques or datainhibiting the search for such TOE in
politics, but rather because we bdieve that human history isthe product of human agency. Ashumans
build, adapt and change socid, politica, and economic inditutions they can —and do — change history.
In short, thereisno sngular s&t of laws that goply to al actions a al times and with which one could
predict dl past - or even less- future events. Humans unlike atoms, planets and clouds, make their own

higory, in part by ddiberatdly cregting different socia, economic and palitica inditutions.

Different Wdfare States?



The quite common analyses predicting “The End of the Welfare Stat€” were wrong not because
they overesimated the sgnificance of the technologica, economic and socid changes sweeping the
globein the later part of the twentieth century. They were wrong because they misunderstood and/or
undervaued the dgnificance and impact of the gpedific inditutions of the modern socid wedfare Sate
itsdf. And, of course, not dl wdfare dates are dike. The essaysinduded in herein show that while
there are broad, important, and sometimes quite serious problems facing dl modem wefare Sates, the
varying characters and sructures of the welfare sates themsdlves criticaly shape the very definition of
these problems aswell asthe likely solutions to them.

Itiswell known thet the North-European and Scandinavian countries spend about twice as
much as a percentage of GDP on socid insurance and socid assstance as the United States and
Augrdiaand that most other European countries spending fals somewhere in between. These
differences are not only amatter of quantity. There is an abundance of studies showing thet the specific
design of public policiesintended to handle the same type of socid problems vary greatly (Goodin et .
1999; Scharpf 2000; Swank 2000). Thisvariation can not only be seen between Europe and the
United States, but exigts as well within Europe (Kitschelt et d. 1999). Even between the three
Scandinavian countries, which are usudly thought to be very smilar in these repect there are Sgnificant
differencesin important policy areas such as palicies on education, vocationd traning and gender
equdity (Bergqvist 1999; Helggy 1999; Lindbom 1995).

For scholars working within the rationdist framework these differences observed here and
esawhere are very hard to explain. Even when rationa choice explanations can provide ingght into

why particular choices are made in particular contexts —they provide very littleingght into how and



why theinditutional context differs across time and/or across gpace. As Robert Bateset. d. have
frankly admitted, “The grestest achievement of rationa choice theory has been to provide tools for
sudying palitica outcomesin sable inditutiond settings.... Paliticd trandtions seem to defy rationd
formsof andyss’ (Bateset. d. 1998, p 222). Because Rationa Choice scholars treet higtory only as
an event gpace in which individua choices are cdculaed, ther theory has very little to help us
understand how and why the higtory evolves. Asaresult, the theory gives uslittle purchase on some
very badc questions of comparative politics such as why do ingitutions differ in different countries and
why do they change? These are questions of direct and central concern to historical intitutionaists and
—asthefollowing essays demondrate — questions for which they have persuasve ansvers.

Another type of explanation would point a more traditiond variablesin paliticd science such as
party politics and ideologica orientations of voters. The reason why different countries chose different
policies and enter onto different historicd pathsin their development isthat different politica parties
have dominated the pality. Thereis certainly something intuitively appedling in this gpproach. The
problem, however, isthat parties of Smilar ideologicd orientationsin different countries often make
quite different choices — even when faced with whet appearsto be very asmilar crcumstances. To teke
one example, the Danish and Swedish Socid Democrats have very different views towards labor
market regulation. Likewise, Conservaivesin Britain and Germany have opted for very different
policiesin important areas such as socid insurance, taxes and labor market regulations. Equdly
paradoxicdly, in dl of the Scandinavian countries the Right has had extended periodsin government,

but in none of these periods has the right mede Sgnificant cut-backs in public spending.



It s|ems pretty dear thet politicd inditutions, broadly defined, are key in explaining large differences
in welfare date arrangements. We are, however, very far from any generd or even “middle-range”’
theory that we can use to explain the when and how, or “causd mechaniams’ between on the one hand
different indtitutiond arrangements and on the other paliticd behavior and policy outcomes. And we are
even further away from being able to explain under what circumstances such ingtitutions can be crested
and maintained in order to influence palitical behavior and palicy outcomes Therationdefor this
volume is therefore to make acontribution to these theoretica questions — to specify the “ nuts and
bolts’ between the concrete “design” of poalitical indtitutions and political behavior/policy outcomes. In

other words, we try to understand “how ingditutionswork” (cf. .Douglas 1987).

What do palitical ingitutions do? Strategy, preferences and ideas.

Most goproaches in inditutiona andysis would agree that inditutions influence actor's Srategies,
i.e, the way they try to reach their gods Thisis obvious from the fact thet ingtitutions determine 8 who
are the legitimate actors, b) the number of actors, ¢) the ordering of action and, to alarge extent; d)
what information actors will have about each others intentions (Steinmo 1993). Thisisavery important
part of inditutiond andyd's because it has been shown that even smdl and seemingly unimportant
changesin inditutiona rules affecting srategy (eg., who "moves’ firgt) greatly influences the outcome of
political processes (Ostrom 1999).

The problem iswhat inditutions do with preferences. At opposing ends of a continuum, two

veay different views exigs. Oneisthe view in the economic gpproaches which holds theat preferences, a)



can only be held by individuds, aso known as theoreticd individudism, (cf.Riker 1990), and b) are
exogenous to inditutions. The actors come to the inditutiondized "game" with afixed set of preferences
which they, moreover, are ddle rank in arationd manner. Ingtitutions decide the logic of the exchange
between actors, but the indtitutions as such do not influence preferences. As utility maximizers, actors
rank ther preferences and engage in agrategic "logic of exchange' with other agents within the
condrains st by prevailing inditutiond rules. If the inditutions change, actors usudly change their
drategy, but not their preferences. Note that in this "logic of exchange' approach, the cdculdive nature
of action isuniversd as the agents preferences are dway's to maximize expected individud utility. The
problem is how to design inditutions so that an effective aggregation of individuds preferencesto
collective choice can be made (March and Olsen 1989, p. 119).

At the other end isthe more cultura or sociologica gpproach which holds that inditutions
gructure a"logic of appropriateness’, i.e, actor’s preferences are in effect defined with the particular
context in which decisons are made (Powell and DiMaggio 1991). Without denying thet individua
action is purpogive, this approach assumes that individuals cannot e consdered to have the
computetiond or cognitive ability necessary to be fully rationd in thair interaction with other agents
(Smon and Barnard 1957). Ingtead, they tend to follow "scripts' or "templates’ given to them by the
inditutionsin which they are acting. In this culturd understanding, indtitutions not only shgpe actors
preferences, they aso to some extent create them. Inditutions creete or socidly congruct the actors
identities, belongings, definitions of redity and shared meanings. In agiven inditutiond setting, the agent
usudly does not caculate what action would enhance his or her utility the mogt. Insteed, by reference to

the indtitutiona setting, she asks "who am 1" (ajudge, astockbroker, anurse, a prisoner, ascientist) and



whét is the appropriate action for such an individud in this Stuation (to be impartid, or wedth
maximizing, or caring, or escgping justice or searching for the truth). Note thet in this "logics of
gopropriateness’ gpproach, action isnot universal but Stuationd astheindividud's preferencesvary in
different indtitutiona settings. The problem is how to condruct indtitutions thet integrates theindividud
with society (March and Olsen 1989, p. 124f).

The advantage with the economic goproach isthat it provides us with adearly defined and
universal micro foundation of how individudswill act in different inditutiond settings (i.e, they will
maximize their expected utility). The problem isthat, because it has no theory were preferences come
from, or why they change. Andyticdly, preferences are Smply deduced from behavior, i.e, the
dependent variable is usad to explain the independent which, initsturn, is reused to explain the same
dependant varigble. As Raymond Boudon has argued, “the basic shortcoming of the ‘rationd choice
modd’ resdesin the fact that, except intrivid cases, socid action rests on beliefs and the "rationd
choicemodd" in its current verson has little to say about the question of how to explain collective
bdliefs” (Boudon 1996, p. 147). As many of the chaptersin this volume show, the hitorica
inditutiondigt gpproach can be afruitful way to handle this problem.

The problem with the "culturd" gpproach isthat if inditutions define preferences, how can one
explan why agents acting in the same type of indtitutions sometimes hold different preferences? Why
would Scandinavians, for example, differ o much in ther opinions aoout the European Union? While
the economic gpproach may present an under-socidized view of how agents establish preferences, the
culturd view may be termed over-ocidized (Granovetter 1985). If inditutions determine preferences,

the cultural approach has along way to go to specify what type of inditutions give rise to what sort of



preferences for what type of actor(s). In other words, this gpproach isin great need of aclear and
sound micro foundation of its basic propostions. Asseverd of the chaptersin this volume show, the

higoricd indtitutiondist goproach can add ths“missng link” to the culturdig theory of inditutions.

Palitical Ingitutions and the Wdfare State

The paper by Staffan Kumlin, “Inditutions, Experiences, Preferences. How Wdfare Sate
Design Affects Palitica Trust and Ideology” specificaly examines the relationship between political
inditutions and political preferences. Thisvery interesting paper makes araher draightforward
argument thet, once congdered, gppears dmost obvious An individud’ s experiences with welfare Seate
inditutions effects her atitudes towards these ingtitutions and thus ultimately shapes her broader
preferences with respect to the welfare sate. In short, this chapter demongtrates the linkage between
experience and preferences and shows how they are mediated by inditutions

Theimplications of this andyss are broad and important. Kumlin makes a much more nuanced
and careful andlyss of wefare date inditutions than has been common in the welfare Sete literature
arguing that different kinds of wefare sate indtitutions should producedifferent kinds of experiences.
In s0 doing he brings forward evidence for the point that how welfare state ingtitutions are structured
can be more important in terms of public acceptance of and confidence in the wefare Sate than Smply
the size of the wdfare date. Smply put: Wefare sate indtitutions thet ‘ empower’ citizens and tregt them
as customers tend to build confidence and support wheress ingtitutions thet treat thelr ‘clients as

hostages tend to undermine confidence in these indtitutions specificaly and the welfare Sate more

genedly.



People who have positive experiences with welfare gate inditutions (hedlth care, child care,
public libraries etc.) are more likely to support these inditutions and ultimately more likely to have trust
or fath in public inditutions generdly. Moreover, the more postive interactions one has with these
public inditutions, the more pogtive you are towards the Sate.

But, of course, not dl interactions with gate inditutions are podtive. And as Kumlin notes, not
al wdfare gate programs are the same. He breaks them down into three basic categories according to
theleve of ‘empowerment’ they offer ditizens. “Customer based” indtitution ‘empower’ dtizens by
gving them subgtantid control over the experience itsdf (archetypicd * customer inditutions are things
like libraries, culturd fadlities, etc.). At the other end of the spectrum are “Client Indtitutions” These
inditutions are ones which offer users very few or no options. I1n these cases, there tendsto be ahigher
degree of bureaucratic discretion and users tend to have very little control over or power within the
inditution. Typica examples of these inditutions are things like Socid Assistance, Housng benefits
public job agencies, Elder-care. Inthe middle we find “User Inditutions” These inditutions are less
empowering, than customer inditutions, but they at least offer the citizen the exit option - in other words
users can & least exit oneinditution and find another.... even if the must have the care. Examplesin
Sweden are Kindergartens, Child care fadilities, locd hedth care centers, hospitals.

Quite reasonably, Kumlin expects that poditive experiences are more likely to be gained out of
interactions with ‘ customer ingtitutions and the leest likely to gained in relaions with ‘ dient indiitutions’
‘User indtitutions should bein the middle. No one should be surprised to find out thet these hypotheses
are supported by the statisticd evidence. The more often you have dedt with public servicesin which

you area’‘cusomer’ - where the agency needs to compete for you as customer - the morelikely you
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are to have pogtive experiences. The public servants are more likely to be helpful, courteous,
responsve ec. efc.. Equaly unsurprisngly, the data shows that the more interactions thet you have with
public bureaucracies where you are the client and have no power - or where bureaucrats have a great
ded of power and you have no dterndive sources of service- the more likely you are to have negeive
experiences.

The next 9ep in thisandyssis equdly sraightforward: The more positive experiences you have
with sate supported indtitutions specificaly, the more postive attitudes you have towards the Sate in
generd. And just aslogicaly, the more negative experiences you have with date inditutions, the more
you didike, distrust and are unwilling to support the state more broadly. Now natice the kinds of
inditutions thet build support in Scandinavian Socid Democracies. Most Americans would be surprised
to hear that these are date indtitutions a al. Sporting fadilities, culturd entertainment facilities are not
date inditutionsthe US. Americans like these ingtitutions as much as Swedes do, but inthe U.S. these
are private inditutions and therefore the pogtive reactions evoked do not contribute towards support
for the sate. What kinds of indtitutions do Americans think of (or interact with) when they consider the
dae? Virtudly exdusvdy ‘Client Indtitutions’

Why are these ‘ cugomer inditutions ate inditutions in Sweden and private inditution in the
US? The answer to this question has to do with different garting points and different inditutiond
gructures rether than origina public preferences (as severd other authors in this volume demondrate,
see exp. Dobbin, Guiridon, Lieberman). Here we see the iterative and dynamic relaionship between
preferences, inditutions and policy outcomesin action. Once again, the key mechanism between these

vaiables, according to Kumlin, isthe individud’ s experiences, not politica ideology, socid dass or
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party preferences. When individua’ s experiences are largdly good, they tend to trust the State. When
they tend to be negetive, they tend to distrust the state. This causdl linkage appearsto hold across age,
party and gender. And, while the measured effects are rdaively amdl in the short run, the cumulaive
effects could well be very subgtantid. Thismay very wel create increasing returns effects or aform of
“reciprocad causation” between inditutions and politica bdiefsthat explains the variationsin wefare
date programs mentioned above (Arthur 1994; Hall 2000; Pierson 1998). The implications of this, of
COUrse, are enormous.

The Frank Dobbin chapter, “Is America Becoming More Exceptiond?  helps us draw out this
st of condusons one sep further. This paper examines the evolution of severd policy arenasin the
United States - the country that is furthest away from Sweden in terms of levels of wefare Sate
support. Here, more explicitly than in the Kumlin paper, the author is asking the question why hasthis
country (the US) travdled down such adidtinctive policy path? Why, specificaly, do corporations carry
50 much of the socid welfare burden in the United States, or more broadly, why isthe public welfare
date 0 smdl inthe US? Anyone reading this volume is fully familiar with the most common *culturdis’
explanation for the “ American Exceptiondism”: That American’s have asmall wefare Sate because
American’swant asmal welfare gate (King 1974; Lipset 1996). Dobbin argues quite the contrary,
that corporations do so much of thework of the welfare sate in the USnot because of broad public
support for this srategy, but rather because of the fragmentation of American palitica inditutionsand
the weekness of coherent politica partiesin the formative stages of American wefare Sate development

inhibited the broad scale welfare state programs like those found in most European countries.



Like Lieberman (who emphasizes race) Dobhin argues that thisinditutiona fragmentation of the
US pality shagped the specific character of the policy solutions to the demands for socid protections
during formative and critical stages of socid policy development. In the American case, he shows, that
snce these demands/socid pressures could not be accomplished through broad scde public programs
(because of indtitutiond fragmentation), public policy makers were therefore drawn to cregte a system
of incentives that would encourage employersto protect workers (see dso Steinmo 1995) These tax
and regulatory incentives worked: Large corporate employers built private socid wefare bureaucracies.
In s0 doing, these early policy choices moved the United States down the path towards private
provison of many sodd sarvice functions pursued via public adminidration in many other countries
Actors within these indtitutions, in tun, became congtituenciesfor the further expanson of private
coverage. They championed private pensons, hedth care insurance, etc. indde their companies as
means of atracting and retaining employees. They a0 lobbied the government for further expanson of
these incentive sysems. As Chris Howard has argued, though these programs were administered by
employersthey are dill effectively publidy financed by the sate (Howard 1997). Dobbin’s point is thet
this sysem effectively ensconced both ideas and inter estsfavoring a private rather then apublic
wefaredae. Inshort, U.S. government policies were the driving force behind the expanson of private
socid insurance coverage in the United States, not agenerd public consensus which stood in
opposition to the either socid coverage or the state. But once ingtitutionaized, these policy choices

tipped the scales toward the private provison of many socid services and away from state sponsored

programs.
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Thusin this case as well, the andytic Sory demondrates the dynamic and iterative reaionship
between inditutions, interests and ideas over time. Criticd choices at time 1, affect
atitudes/preferences aswell asinterestsintime 2. The configuration of these new idess, interestsand
inditutions are the foundation, of course, of the next iteration of socid policy and inditutiond change
(Thelen 1999).

Robert Lieberman’s contribution to this volume, “Political Indtitutions and the Politics of Race”
isthe most explicit in its attent to theorize about the relationship between initid conditionsand
subsaquent policy choices He too emphiasizes the ways in which the ingtitutiondization of pecific
policy choices tends to reinforce both coditions of interest and ideas or belief systems. In an expliditly
evolutionary andyss, Lieberman asks“Why do the US, UK and France treat race so differently in ther
socid wedfare sysems?” Whereas the US and the UK have taken multi- culturdist srategies explicitly
acknowledging race, France has pursued arace-blind sysem.

Lieberman’s argument runs as follows Specific characteridicsin early racid diveraty found in
these different cases, in combination with the specid character of their nationd political indtitutions
shaped the coditions for socid welfare reform policy in each of these three countries The socid
welfare inditutions established early on, in turn, became the foundation upon which each country
developed their particular understandings (ideas) about racid incluson

Lieberman is careful to warn againg an overly smpligtic verson of higorica path andyss. A
warning to which al historicd Inditutiondists should take heed. Path dependency, he argues, should
not be reduced to akind of path determinism. His andlyss shows that whileit isimportant and very

useful to study the effects of increasing returns and the reinforcement mechanisms embedded in
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inditutional structures (Arthur 1994; Pierson 1998), he aso admonishes usto see that thereis
“subgtantial contingency, openness, and unpredictability ‘down path’.  While variationsin the patterns
of colonidism/imperiaism between France and Britain, for example were critica to shaping their early
20" century attitudes and policiesin dedling with the rdationship between race and ditizenship rights;
one could not ‘read off’ current policies and atitudes from these early sarting points (see aso Mahoney
2000).

Given the uncertainty implied in this cautionary tale, the am of the andy isto better understand
the processes a work and to examine how they unfold over time. Noting that historical devel opment
contains important dements of uncertainty does not suggest thet history israndom. It is precisdy
through the kind of historical process andyss, as present in this and other chapters, that we can come
to understand the ‘nuts and bolts' of this evolutionary process.

Virginie Guiraudon’s essay, “Including Foreignersin Nationd Wefare States” dso spesksto
the issues of unpredictability an uncertainty in inditutional design. This paper explores casesin which
indtitutions set up for one set purposes adapts to new condituencies and purposes. Specificaly she
examines the process of indusion of ‘foragn’ immigrantsinto Germany and France. What she
discoversisthat despite the very different notions of “nationdity’ in these countries, they both end up
extending sodd rights, but not palitica rights, to immigrants. Thisisthe dassc kind of puzzle that
comparativigs ook for in the sense that while there are redly quite important differences between these
countries in terms of who the immigrants are, their historica relationship between the immigrant peoples
and the host/home country, and even the very definitions of netiond identity - these two countries end

up pursuing policiesthat are remarkably smilar. This becomes an even more interesting puzzle when
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we condder that both countries end up extending socid rights which entall subgtantid codisto the Sate
but fall to extend atizenship rights which are nather explicitly redigtributive nor do they necessarily cost
the Sateltaxpayer any money.

Guiraudon’s podts two levels of inditutiond andyssto explain these outcomes. Frg, theterm
inditutionsis meant in the more abdtract sense, that isthey arerules. Inthisway sheisusing thetermin
waysthat are quite familiar to both Rationa Choice and Higtoricd Inditutiondigts (cf. Levi 1997;
Rothgtein 2000; Steinmo, Thelen and Longdireth, 1992; Weingast 1997). In both of the countries she
dudies congtitutiond rules determine which spedific inditutions will be handed authority to addressthe
problems of immigrant rights. In both countries socid rights become matters addressed through the
court systems wheress politicd rights are addressed through more explicitly paliticd indtitutions.
Secondly, she usesthe terms “ingtitutions’ asthey are perhgps more commonly understood by
organization theorigts and sociologicd indtitutiondig, as ‘ organizations which develop and maintain ther
own norms, logics of gppropriateness, even organizationd cultures (March and Olsen 1989; Scharpf
1997). Both levesof inditutiond andyds are necessary for her sory. Thefirg question she addresses,
iswhy areimmigrant's socid rights handled by the courts wheress palitica rights handled in more
openly politica contexts? The answer isfound in the basic condtitutiond rules dictated thet rights of
employment and access to socid wefare should be handle by the courts, while palitica rights had to be
addressed in more open public venues. These venue decisons were enormoudy consequentid. Inthe
tradition of E.E. Schattschneider’s dassc inditutionalist work, Guiraudon demondratesthe *bias in

organizaions by showing how theliberd norms of equity gpplied by the courtsin each country led to
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ubsgtantive outcomes that we in fact quite different to those witnessed where palitical forces played
sronger roles.

In this andyss we find dynamic and interactive processes a work aswell. The extenson of
immigrant rights was not, of course, a one off decison. Ingead the current gate is the product of a
series of choices and decisons over time. Inditutionsin thisanays's like the othersin this volume, must
be understood as part of adynamic and changing process. Inthiscase, srategic actorswill shop for
venues that are more sympathetic to their cause (biased in their favor). Choosing a particular venuein
Time 1 setsin motion a process that will change the relative weight of thet venue in Time 2. Moreover,
having made decisonsin aparticular direction further biases this ingtitution to continue down this path.
Students of the courts have long understood this dynamic: They cdl it ‘ precedent.’

The chapter by Margarita Estevez- Abe, “Negotiating Wefare Reform,” offers yet another
example of how inditutiona choices madein T, can radically structure the choices necessary and/or
avalablein T,. Her andyss offers the mogt direct and obvious refutation of the ‘ convergence thess of
any seen in this volume through a dose evaduation of the politics of wefare reformin Jgpan. This
andyss explodesthe ‘globdization’ thess by effectively demongtrating thet the welfare sate in Japan is
not witnessing a period of ‘retrenchment.”  Ingtead, Japan is actively engaged in a process of
“reshuffling of cogts and benefits’ within their welfare Sate in order to help it survive (even thrive?) as
that welfare sate matures. This paper opens with the very dovious, but dl too easily ignored point that
“different inditutiona designs.... produce different problems” (p.1)

The naive globalization thesis suggests thet al states will be inductably pushed toward some

kind of ‘lowest common denominator’ and that the 21 century will witness a great convergence
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amongst advanced capitaist democracies (cf. .Korten 1995; Rodrik 1997). These authors have clearly
not consdered the Sgnificance of inditutions. Similar to Kumlin who aso reminds us that different
welfare inditutions face different sets of problems, Estevez- Abe suggests that the Japanese wdfare Sate
facesaset of problemsthat are A) peculiar to the Japanese case and B) largdy unintended products of
the pecific design of the Japanese welfare Sate itsdlf. For example, many advanced capitdists sates,
suffer from the fiscd stress of an aging population, but in Japan’s case this problem isradicdly
exacerbated by the gross inequities embedded in the current socid welfare/pension sysem. Smply put:
Those who pay for the sysem have difficulty accessng it and those that benefit most from it, have not
pad muchin.

Egtavez- Abe provides a convincing higtoricd indtitutiond sory for these peculiar outcomes
showing how palicy choices made in the immediate post-war era. combined with the
electord/conditutiond gtructure of the Japanese pality led this country’ s socid welfare sysem down its
unique path. Much asin the American case ducidated by Dobbin, employers came to finance and
adminiger much of the socid wefare functions generdly performed by the satein Europe. But inthe
Japanese case, an inditutional compromise was struck between the center and periphery (big business
and smdl farmer) which effectively redigtributes wedth from the large cities to the regiond prefectures.
In an eraof very high growth and massve profits, this sysem could work well, but as growth dowed,
profits dedlined, and the population aged, this sysem was neither fiscaly viable nor paliticaly
legtimate. Unfortunately for Japanese paliticd dites, one of the legacies of this sysem hasbeen a

drong anti-tax sentiment in both the large urban areas and in the rurd periphery. Moreover, there has
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been an inditutiondl separation of authoritiesin severd arenas which has made reform even more
difficult.

Egtevez- Abe then examines a series of different policy arenasin Japan and discoversthat
cartan inditutiond configurations develop dynamics favorable to compromise while other tend toward
ddemate. Much in line with Rothstein’s andys's of Swedish corporatist structures, Estevez-Abe
showstthat indtitutiona capacity is affected by the character of linkages within the policy arena. Where
thereis close and consstent contact between actors in negotiations and where al Sdes are forced to
confront cogts and benefits smultaneoudy, compromiseis more likdly. In short, inditutiond sructure
shapes the character of these linkages and thus has profound impact on the ability to adapt or change
extant inditutions to the new policy/environmental context.

In sum, Estevez Abe s fastinating anadlys's demondrates how variaionsin inditutiona design -
evenwithinapality - criticaly shapes the ahility of actors to change and adapt to the many dfferent
chdlengesto the wdfare sate in the modern era. The Japanese welfare Sate, then, far from shrinking in
the face of globa economic competition, is adgpting and perhaps even growing.

Steven Rathgeb Smith, “Privetization, Devolution and the Welfare Siater Rethinking the
Prevaling Wisdom,” arguesin asomewha smilar vein. Rather than seeing awholesderetredt in
welfare date responghilities, he sees wdlfare sate inditutions adgpting to anew politica environment.
Indeed, he questions the extent to which the Sate, eveninthe U.S,, hasredly retrested in socid
savicespolicy. He arguesthat that the debate on privatization and devolution has masked the extent
to which the gate remains centrd to the funding of socid service adminigration. Though dearly there

have been important changes, he findsllittle evidence that these functions have been abandoned. The
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main argument here is that the changing character of the public/private mix in socid sarvices requiresa
rethinking of prevailling gpproaches of our understanding of privaization, devolution, and in amore
profound way, how we should conceptudize what isthe “Sate’ in awefare date.

Smith shows that nonpraofit and for-profit service organizations are now much more heavily
involved in service provision often with government contracts, not only in the United States, but in many
European wdfare datesaswdl. Inan andytic logic quiet andogous to that offered by Dobbin earlier in
thisvolume, Smith's ory reveds severa unexpected and aso unintended effects coming out of the
development. Oneisthat because so many date funds are now funneed into the nonprofit sector these
agencies are increasingly dependent on federa funds or (federd funds passed through state and locdl
governments) and have developed a greet interest in government funding levels and service regulations.
Asaresllt, sarvice agencies mohilize paliticdly, creating coditions and associdions to represent thelr
politica views. Thismeansthet the “wefare’ part of the welfare Sate has gotten anew and important
interest group or policy network. This partidly new wefare date indudes many employeesiin private
organizations working under government contracts, indirect public expenditures through the tax system,
hybrid nonprafit- public organizations, and new forms of regulatory palitica inditutions

In Smith’sandyss we see what is becoming an dmog familiar narative: Therole of private
service agendes higoricdly and their rdationship to the Sate at t1 play an important determinetive role
in shaping the response to government in socid care a t2. Countries which higtoricaly have had alarge
voluntary sector, such as the United States or the Netherlands have quite a different set of solutionsto
the public/private mix than Sweden and Denmark.  In asense, policy implementation in socid services

is path dependent to the extent thet the public/private mix influences how governments respond to the



changing demands and expectations of the public sarvice

In his chapter, “Palitica Trust and Support for Stete Intervention in Different Policy Regimes”
Sefan Svdlfors examines what to many is the most troubling problems facing democratic welfare Sates
today: The broad eroson in public confidence in the gate itsdlf. He begins with the rather common
senge propogtion that if citizens distrust their politica leeders and democratic indtitutions, then the
welfare sateisin trouble. Curioudy, however, there does not seem to be a clear corrdlation between
trugt in “government/political leaders’ and support for wefare Sate programs. It appearsthet citizens
do not equate their local hedlth care services or their socid security checks with “politicians’ or even
“government.”  As Kumlin and others have suggested, citizen's cognitive cgpecities are rather limited -
and it may be unreasonable to expect people to draw the link between ‘paliticians and their socid
security check.

Smply put, Swede s (or for that matter Germans, Japanese, Americans or any other people)
do not equate paliticians and even ‘ government’ with the socid services/public programs they take
advantage of. 1n 1960 Anthony Downs made the brilliant observetion that people cdculate the cods of
government differertly then they caculate the benefits because the experience cost/bendfits in different
ways We drive on the roads our taxes pay for without thinking “Boy am | glad | pay taxes so thet |
can have aroad.” Or we breeth air and do not say “Boy, am | glad | pay taxes to a government that
protects my environment.” We do not think these things because we come to expect them as normd
parts of life. Indeed, when we do natice them, it is generdly because of the potholes or the air pollution
warnings, and then we get upsat because government is not doing its job well enough. BUT, we do see

alarge percentage of our weekly/monthly paycheck directly taken away from usto ‘the government'.
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When we see these large sums taken, we are likely to think of the things that government does thet we
persondly do not agree with (Star Wars missile programs, or ‘welfare, or *bureaucracy’).

When ditizensthink about ‘ government’ and even more so, ‘ paliticians, they often think about
the extractive and therefore painfully visble sde of the public budget.... they are not thinking about the
things that the government does or provides precisaly because they have come to expect these things.
When we notice them, it is because ‘ government’ is not doing a good job.

All thishasalat to do with ‘higtoricd indtitutionalism and the chdlenges of the welfare Sate
because the welfare date is something thet people have come to expect as the normd part of life. So,
we should not expect them the be grateful to the ‘government’. Svalfors does not suggest thet the
growing skepticism towards politica leaders and parties trandates into demands for arolling back of the
wefare gate (cf. Goul Andersen 1997). Though his andys's suggests thet thereis little support for the
tax increases that would be necessary for substantid welfare Sate increases, the evidence suggests that
there continues to be agreat ded of support for maintaining welfare Sate services and programs. This
isequaly true in Sveden where the Sate takes over 50% of GDP in taxes asit is the United States
where governments tax the economy at less than 30% of GDP.

Recdling Kumlin's argument from earlier in this book, Svalfors notes ‘ user experiences affect
atitudes. Whiletrugt in paliticians and partiesin Sweden, for example, is quite low, trust in
“implementing agencies’ (schoals, hospitas, etc.) isquite high. This presents a profoundly interesting
dilemma and in many way's represents one of the most vexing chalenges to the modern welfare Sate:
Mot citizens and voters today have grown accustomed to the welfare Sate sthet they livein and

therefore the very functions performed by date indtitutions are Smply assumed. Few fed the need to



mohilize or fight for the right to basic housing, indoor plumbing, free public education or adequate hedlth
care (except perhapsin the US) because these things are now part of the basic institutional and
nor mative foundation upon which these societies rest.

Thefind chapter by Bo Rothstein takes the “socid dilemma’ gpproach in explaning variations
in levds of socid spending. With particular reference to Sweden, he argues that the long-term vighility
of the universd welfare mode is not dependent so much on traditiond socid forces (economy,
ideology, palitica power or dass sructure). Ingtead, he argues that the future of the universa welfare
date (or universa socid programs a large) depends on the political and normetive logic of the
inditutions of the welfare Sate, particularly those responsible for the implementation of policies. Based
on “the theory of contingent consent” (cf.Levi 1998) he argues that the eectord and economic support
for the wdfare sate depends on how well the socid policies it produces are able to match three
requirements posed by the theory. These are substantive justice, procedurd justice and control over
“free-riding”. The chalenge to the universal welfare date isthus moreinternd than externd.

Rothgtein further argues that many economic andyses of thistype of welfare Sate have
misunderstood what it is about. Given that the generd demand for basic socid insurances and services
isthere, universd insurance sysems are more cod-efficient than private insurance sygems.  Smilar to
Svdforss and Downs, Rothstein sees the explandtion for this outcome as a problem of “asymmetric
informetion.” In Rothstein's case, different inditutiond structures shape the palitica game so that the
participants see or undergtand their interests in quite different ways. In this respect, what the
Scandinavian types of welfare states produces should not be understood as providing “private goods’

for the poor, but instead as*“public goods’. And aswith dl kinds of public goods, the production
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cregtes as “sodid dilemma’ inthat most “ players’ would benefit from cooperation to produce these
goods given that they trust that “al other” players dso cooperate in good faith. But if they know from
“higtory of play” that such trugt is often misplaced, eg., that government inditutions can not be trusted
to provide what isin “the contract”, thislarge-scale cooperdtion is not likely to occur.

Drawing on indghts from game theory, Rathgtein thus explicitly theorizes about the connections
between higtory, srategic behavior, inditutions and ideas or beliefs. We can once again see the now
familiar higoricd narretive in which actions, policies and/or indtitutions effect subsequent events. Inthis
case we see the mechaniams through which this process operates as humans congtruct and reconstruct

thar inditutiona environmert.

Conclusions: The Evolution of the Wdfare State

Webdievethat it is helpful to seeinditutiond change (and indeed the Historical Ingtitutiond approach
more broadly) in an environmental and evolutionary context. By this we do not mean to suggest some
kind of band Darwinigtic ‘survivd of thefittes’ logic in which inditutions are seen as competing
genotypes. Rather, we suggest that indtitutions should be seen as an important part of the environmenta
or ecologica context in which humans live, interact and adapt. Indtitutionsin this view should not be
seen as gructurd-determinist way. Ingteed we borrow a notion from the well-known socid
anthropologist Marshdl Sahlins Inditutions are the “ grammaticd rules* of the politica world. Assuch
they are indeed important structura forces, but they do not determine exactly what can be said (Sahlins

2001).
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Humeans are unique in the physica world because they can be agentsin conscioudy changing their
environment or ecology. In palitics, they/we can do this most obvioudy by changing inditutions. The
condruction of the modern wdfare dateisacasein point. It's very exisence today fundamentdly
dtersthe palitica context (ecology) within which new palitica choices are made.

Modern wdfare sates are thus more like the “ complex adaptive systems’ studied by sudents
of the life sciences than the linear non-adaptive world of Newtonian physics (cf. Holland 1992). We
argue that Higoricd Indtitutionalism offers just the type of andytic gpproach thet can help us understand
the red world of welfare satesin which there are multiple equilibrium and nonoptimizing behavior
(cf.Goodin et d. 1999). The essaysin thisvolume thus move us anvay from getic inditutiond
arguments. They speak oecificdly to the question pased above by showing the relaionship between
idessand indtitutiona change and focusing on the waysin which the embeddedness of palitical
inditutions and ideas shape the higtorica path. Thus, eech isengaged in “ systemic process anlays's’
(Hdl 2000).

If Historical Inditutionalism means anything, it must meen that both higtory and inditutions are
important. Indeed, we submit thet the key unifying factors among those who cdl themsalvesHistorical
Inditiondigsis ther emphads on hisory rather than their gpedific understandings of how indtitutions
gructure palitics (Thelen 1999). In many economic gpproaches, ingditutions are dso important, but in
their gpproach higory isSmply be a series of eventsin which the basic dynamics of human choice and
action are played out. Hidory, in this sense doesn't matter, it is Smply a place where different events
have occurred and choices were made that can be explained by the Strategic action of utility-meximizing

agents. Higoricd indtitutiondists disagree for two reasons. Fird, history meatters because we see some
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kind of evolutionary development aong spedific higtorica paths. Secondly, indtitutiond andys's gives
important dues in undersanding the formation of beiefs.

We see Hidoricd Indtitutiondiam ontologicaly chdlenging the sandard satic view implied in
most economic gpproaches to politics—aswel asthat implied in much of the current effortsin
compardive politica inquiry. Much like recent efforts a evolutionary game theory we argue for the
theoretical importance of higory in any account of current events. For example, Peyton Y oung's
gpproach on modding agency in evolutionary game theory isin many ways andyticaly smilar to the
andyses offered in thisbook. 1t isby now commonplace to suggest thet agents are neither perfectly
rationd or fully informed — that they base their decisions on incomplete modes and are not especidly
forwardlooking. “ Still, they are not completely irrationd: they adjugt to thelr behavior based on what
they think other agents are going to do, and these expectations are generated endogenoudy by
informeation about what other agents have donein the past” (Young 1998, p. 6).

Redl human beings do nat wake up each morning in some kind of Hobbesian hell in which they
must recdibrate ther interests and readjust their behaviors, Srategies and even dtitudes to the
inditutiona rulesin which thefind themsdves. A more redlistic view understands that both information
and cognitive cgpacities are limited and therefore we necessaxily have biased impressions of theworld
around us. These biases — our views of the world— grow out of our individua and collective

experiences. Our higtories.

When it comesto welfare dates, voters as agents may base their bdiefs about the governments

ability to provide socid services and sodid insurances on three such sets of “informeation about what
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other agents have done in the padt”. Firdt, have paliticians kept their part of the “contract” or not.
Second, can the public adminidration be trusted to handle the programs. And thirdly, can other citizens
be trusted not to cheat or misuse the programs. In dl three cases, indtitutiona arrangements may be part
of the answers to these questions which dl will have bearing on the issueif citizens are going to support
collective solutions to their demand for socid protection, or not (cf. Levi 1998, and Rothstein 1998).
Humans both make and are made by their own higtory. Thus, rather than viewing human choice
as bounded by datic inditutiona congtraints, historical inditutiondlists see choice bounded and
influenced by higtory itsdf. Thisis becausein any given sodiety, bath the inditutions and the
preferencesof actors are framed by the past. AsHidoricd Inditutiondigswe areinterested in
unraveing thisweb events. Our andysestrave back down the higtorica path not in order to find other
cases with which to demondtrate a received theory of political behavior; but rether, in order to discover
both why certain choices were made and how these choices affect subsequent rounds of palitica
choice. Thisontologica bias doesnot lend itsalf to easy linear moddling, but it does, we believe, help us

better undergand the red world in which welive
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! Severd recent andyses have shown that the differences in taxation and expenditures between the
Western democratic countries perdst and to some extent are becoming even more accentuated despite
earlier predictions of policy convergence and/or an impending ‘race to the bottom. Garrett & Mitchdll,
for example, summarizes their empirica sudy on the OECD countries with the fallowing: “ Globdization
has not induced a pervasive race to the bottom in welfare Sate regimes’ (Garrett and Mitchell 2000).
Smilarly, Fritz Scharpf concludes that "while al countries seem to be congrained on the revenue Sde,

thereisno evidence of arace to the bottom or, for that matter, of a convergence toward the mean”
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(Scharpf 2000, p 12.). Swank and Steinmo (forthcoming, 2002) study fiscal policy offer asomewhat
more nuanced andyd's suggesting: “With regard to internationdization, cgpital mohility hasnot led (and
isnot likely to lead) to a“race the bottom” or the evisceration of the revenue-rasing capacity of the
date: governments can (and do) pursue moderately extengve socid protection and public goods
provison when they and their ectorates so choose. Equdly dearly, however, governments face anew
st of chdlenges from the internationdization of markets and these have contributed to a paradigm shift
in taxation policy and to some specific tax reductions’ (Swank & Steinmo 2002. See dso, Hemerijck

and Schludi 2000; Iversen 2001; Charny 2001; and Barnard 2000, p 59)

? For example, working from this rationalistic perspective Moene & Wallergtein have convincingly
shown that both a Scandinavian type of universal wefare sate and a US type of sdective system can be
explained as two different outcomes of voter/workers rationd choices (Moene and Wadlerstiein 2001).
But from their pergpective they can give no explanation for why we get these very different outcomes

given that the agents act out of the same type of drict rationdity.
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