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Introduction

1.1 The Institutional Diversity of Capitalism

At the start of the twenty-first century the role of institutions and the 
conditions for institutional change are at the core of the economic debate
in Europe. The debate has its roots in a comparison of economic perform-
ance within the triad of Europe, Japan, and the USA in a context of global-
ization and the emergence of a new growth trajectory associated with
what is commonly dubbed the ‘knowledge-based economy’ (OECD 2000).
At the end of the 1980s the discussion about the relative merits of differ-
ent models of capitalism seemed to be very clear. The context was that of
the long-term economic success of Europe and Japan, as opposed to what
was perceived as a long-term decline in the USA. Comparative analysis
showed that Europe and Japan had all but caught up with the USA in
terms of GDP per capita, not simply by adopting the US methods of work
organization, but by developing specific modes of organization that
proved to be superior to their American counterparts. As a result, the USA
was losing ground in terms of industrial competitiveness, as witnessed by
the growing trade deficits and the loss of market shares in manufacturing.
The feeling in the USA was that something drastic needed to be done in
order to ‘regain the productive edge’ (Dertouzos et al. 1989). Deficiencies
in the US model were observed in a number of areas, the most prominent
being the financing relationship and the pattern of corporate governance,
as well as the employment relationship. The financing pattern reflects the
pressure that firms’ owners exert on firms’ strategies. A major deficiency
in the American model was held to be its focus on short-term profits,
which are necessary to please shareholders and financial markets. On the
other hand, the long-term relationships established between banks and
firms in Europe and Japan allowed for the implementation of more long-
term strategies financed by ‘patient’ capital. This explained why the 
manufacturing sector was in much better shape in Germany or Japan than
in the USA. Also, differences in the degree of centralization of wage bar-
gaining, employment protection, and more generally the labour-market
institutions encouraged different attitudes with respect to cooperation in
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2 Introduction

the employment relationship. The short-term nature of employers’ and
employees’ involvement in the USA was often held to be detrimental to
the accumulation of skills and competence necessary for manufacturing
competitiveness.

The terms of the debate have changed drastically since the late 1980s.
The comparative economic performance of Japan, Europe, and the USA
has led to a reappraisal of the respective qualities of the institutions sup-
porting the different models. The Japanese economy experienced a
decade of near-zero growth, while the USA enjoyed the longest ascending
phase in the American business cycle since the end of the Second World
War: a high average growth rate, low unemployment, a rebound in pro-
ductivity growth, and low inflation, as well as the rise of privately funded
R & D expenditure, a wide diffusion of computers and the Internet, and a
high rate of creation of new-technology-intensive firms. By contrast,
Europe did rather poorly on average, particularly as regards unemploy-
ment, even if some small economies fared better than the large ones. As a
result, talk of the American decline and the pitfalls of the American model
was forgotten. Far from being the example of industrial decline and eco-
nomic stagnation, the USA was regarded at the end of the 1990s and the
beginning of the new millennium as the epitome of modernism, economic
dynamism, innovation, and adaptability to the new socio-technological
context. Technology played an important role in the reaffirmation of its
supremacy. The USA seemed to be at the vanguard of the ‘new economy’;
i.e. a new long-term growth trajectory based on a few ‘generic’ technologies—
mainly information and communication technologies (ICT) but also
biotechnologies. More generally, the new ‘knowledge-based’ economy—
meaning, generally, that knowledge creation and diffusion play a more
important role in competitiveness and growth than they did before—
seemed to blossom in market-friendly societies and wane in over-
regulated environments. The new competitive conditions were such that
innovation was crucial for the survival of firms that had to compete on a
permanent basis. The ability to innovate depended on the adaptability of
the workforce and its capacity to acquire the necessary skills.
Intensification of competition and frequent modifications of production
methods called for constant skill-upgrading and high mobility in the
workforce. The stable pattern of employment characteristic of Europe and
Japan, i.e. job security and seniority wages, could no longer be guaran-
teed. On the other hand, the flexible labour markets and the strong incent-
ive mechanisms of the USA seemed perfect for gearing the economy
towards the new trajectory. A well-functioning price mechanism oriented
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agents towards the acquisition of the skills most in demand, which
allowed them to find employment and enabled firms to use these skills to
keep the competitive edge. Well-developed financial markets made low-
cost financing of firms easier, and structural change was facilitated by
market-based corporate governance and the ability to hire and fire
cheaply. No wonder then that the US and Anglo-Saxon economies in 
general enjoyed superior economic performance whilst other models
stalled. The institutions of Europe and Japan may once have been 
perfectly appropriate for catching up with the USA in the post-war
‘golden age’, but they had become inadequate in a period of new growth
where innovation and adaptability were crucial.

One might pause for a moment and wonder whether all this makes as
much sense as it seems to. As Richard Freeman recalls (Freeman 2000), the
advent of a new ideal economic model is proclaimed about once a decade:
central planning of the New Deal in the Great Depression years, French-
style indicative planning in the 1960s, German-style co-determination in
the 1970s, the Japanese model of kanban during the 1980s—and finally the
American-style New Economy in the 1990s. Should we take this seriously?
Are institutional factors so strong that they can explain the differences in
macroeconomic performance? Taking a long-term view, capitalist economies
have developed with a fair amount of diversity among themselves,
which should have resulted in dramatic differences in levels of develop-
ment. The fact that these differences are for the most part not noticeable
might be an indication that capitalism is based on such robust mech-
anisms that it accommodates varied institutional environments. In other
words, institutional differences would be akin to national folklore, with
few if any consequences for economic dynamics. Under these conditions,
could the good macroeconomic performance of the USA simply reflect a
more sensible macroeconomic policy mix than that of Europe? The relat-
ively weak macroeconomic performance of the EU in the 1990s would be
largely the result of fiscal retrenchment and the restrictive monetary pol-
icies implemented in the context of European Monetary Unification and
the launching of the single European currency, the euro. Besides, the USA
and Europe could be regarded as not that different after all. Of course,
there might have been in the 1960s and the 1970s a Rhine model and a
dirigiste model within Europe, but these specificities have disappeared
over time. First, as a result of the process of economic integration, which
has made economic legislation more homogeneous within Europe, 
particularly with respect to competition and the intervention of the 
State in the economy. Privatizations and the completion of the single 
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market have standardized firms’ competitive environment within the EU.
Second—as an outcome of worldwide institutional convergence—the
pressure of globalization and worldwide liberalization, particularly of
financial services, has evened out differences between the EU and the rest
of the world. Therefore, the institutional differences that are left across
countries simply reveal differences in societal preferences, with very 
little effect on macroeconomic performance differentials. If institutional
specificities did have an effect, competition among nations would sooner
or later lead to the adoption of international ‘best practices’.

This book challenges these views on several counts. There are some ele-
ments of truth in the statement that differences in macroeconomic policy
mix could explain in part the differences in economic performance, for
instance growth and employment, between the USA and Europe. But this
does not amount to saying that institutional specificities do not matter in
explaining important differences in the basic economic mechanisms of the
different countries. There is a considerable amount of theoretical and his-
torical work that insists on the central role of institutions in economic
dynamics.1 Institutions define incentives and constraints that will lead
agents to invest in certain assets, acquire certain skills, cooperate, or be
opportunistic. These individual decisions will affect macroeconomic
growth performance. However, it is in general difficult unambiguously to
relate one particular institutional form to ‘superior’ economic perform-
ance when it comes to empirical testing. One reason could be that 
institutions do not affect economic decisions independently of each other.
Interrelations between institutions are likely to lead to a complex of influ-
ences that is hard to analyse and whose empirical effects are difficult to
unravel. Economic models are characterized precisely not by one but by
many institutional forms that exert their effects in interaction. This
implies going beyond a step-by-step comparison of the USA and Europe
with respect to labour-market institutions, financial sectors, etc. These com-
parisons are useful and reveal the extent of the diversity among developed
economies. The labour market may be more or less regulated, wage 
bargaining more or less centralized, and the financial systems more or less
reliant upon banks or financial markets. The most natural way to perform
a comparative institutional analysis would probably be to consider that, for
instance, the specificities of labour-market institutions are likely to have an
effect on the performance of the labour market, measured by variables 
such as participation rates or the rate of unemployment. Indeed, many 
economic theories predict such a link (Layard, Nickell, and Jackman
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1 See North (1990) for an overview.
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1991). The institutions of the financial intermediation sector are likely to
exert an influence on the performance of that sector, measured by the vol-
ume of investment, the cost of capital, etc. (Allen and Gale 2000). Making
a ‘sectoral’ comparison across nations would then produce conclusions
regarding which set of institutional forms leads to low unemployment,
high investment, high skills—and ultimately a high rate of growth. This
analysis would then enable the USA to escape the comparison of countries
understood as a comparison of models to follow. The efficient economic
model would not necessarily be Japan or the USA, but could mix the
financial-sector institutions of the UK with the social-protection system of
Denmark and the US education system.

1.2 Institutional Complementarity

There are however several difficulties related to such an approach of 
comparative institutional analysis. First, there might not be one but 
several institutional forms associated with ‘good’ performance. A well-
known example is given in Calmfors and Driffill (1988), who proposed to
take into account a non-monotonic, hump-shaped relationship between
centralization of wage bargaining and wage levels or unemployment. The
basic idea is that organized labour may be harmful to employment when
it is powerful enough to impose a certain wage level on firms but not suf-
ficiently encompassing to take into account the possibly detrimental
effects of high wages on the employment level. Therefore, wage modera-
tion can be achieved either through decentralization of wage bargaining
or through all-encompassing trade unions. In the former case, bargaining
units would be too small to have significant price- or wage-setting power;
in the latter case, unions would recognize the possible adverse effects of
wage increases on inflation and employment. The intermediate case
would correspond to unions strong enough to exert wage pressure but
neglecting the macroeconomic consequences on inflation and unemploy-
ment. There are thus clearly two ways of achieving superior economic
performance, and institutional benchmarking may thus deliver ambigu-
ous conclusions regarding what ‘model’ to follow. But, more importantly,
interaction between institutions may be such that it is necessary to 
consider them jointly in order to understand their effects on the economic
decisions of agents and hence on economic performance. Following Aoki
(1994), one can consider the complementarities between institutions. The
standard economic notion of complementarity applies to goods entering
a utility function, or inputs in a production function. Roughly speaking,
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two goods are complementary when increasing the amount of one good
raises the marginal contribution of the other to the relevant function. In
the field of institutions, two institutions can be said to be complementary
when the presence of one increases the efficiency of the other. If institu-
tional complementarity prevails institutional benchmarking becomes
more complex, since it is not possible to consider the effect of one institu-
tional form independently of the other institutions in the economy.
Flexible labour markets may be more efficient when financial markets
allow for a rapid mobilization of resources and creation of new businesses
that in return sustain labour demand. Conversely, a more stable employ-
ment relationship may be more efficient when a specific pattern of monitor-
ing is implemented in the context of a close relationship between a firm 
and a bank. Institutional complementarity thus has consequences for the
comparative analysis of capitalism. Economic ‘models’ should not be con-
sidered just as a collection of more or less random institutional forms, but
also as a set of complementarity relations between these institutions, which
form the basis of the coherence between the specific institutional forms of
each model. Complementarities should not be construed as similarities, as
if, for instance, one could refer to a unique ‘principle’ that applied to all
institutional forms whatever the area concerned. Institutional complement-
arity is different from structural isomorphism. The latter would suppose
that a basic similarity in mechanisms could be found in the influence of
different institutions present in various areas, such as financial and edu-
cation systems, labour and product markets, etc. A complementary explana-
tion to the structural-isomorphism approach is often that agents adopt 
a common way of doing things in diverse settings in conformity with
social norms or cultural dispositions, because institutions are ‘socially
embedded’. If, for instance, State intervention characterizes most or all
institutional domains, one may sensibly talk about structural isomorph-
ism and give a simple name to the economic model; i.e. ‘Statist’ or
dirigiste. But it would be too restrictive to suppose that this is a general
pattern. Complementary institutions can exist that each appeal to very
different ‘principles’, so that their combination cannot be reduced to a
unique dimension. In fact, structural isomorphism and institutional com-
plementarity are most probably independent. Conformity to a single
‘logic’ does not a priori guarantee the complementarity of institutions,
which may itself exist without structural isomorphism.

Institutional complementarity also makes the question of the hypothet-
ical optimal institutional structure more difficult to answer. The efficiency
of institutions in a specific domain cannot be appreciated independently
of the effects that they have in other domains. This also means that 
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institutional change may not necessarily stay ‘localized’. Changing one
institutional form in a specific area may have effects that will not remain
confined within the limits of this area but extend to the whole institutional
structure through complementarity effects. Changing, for instance,
labour-market regulation may destabilize financial-sector institutions by
indirectly altering their efficiency, which may in turn affect the social-
protection system and so on. If this is the case, piecemeal institutional
change may sometimes gradually turn into major institutional change
and a transition between economic models. This could also explain why
institutional change is difficult; i.e. why there is always some degree of
institutional inertia present in most societies, and why one sometimes
witnesses periods of substantial transformation affecting several institu-
tional forms at the same time. Institutional inertia is sometimes inter-
preted in terms of ‘path dependency’. In the context of technological
choice, Arthur (1994) analyses path dependency as the consequence of
increasing returns to adoption and network effects. Prior adoption of a
given technology makes current adoption more attractive. There is thus 
a sunk-cost aspect in diffusion that ‘locks’ the technological trajectory in a
certain direction. This explains why it is difficult to change course once 
a given path has been followed for a certain amount of time. The mecha-
nisms involved in institutional complementarity are slightly different
from this type of path dependency. In the presence of institutional com-
plementarity some institutions are more efficient because of their interac-
tion with other institutions. Changing them may only make sense when
complementary institutions are also changed. This might in a way be
compared to a network effect in so far as the ‘diffusion’ of one institution
in a given area depends on the ‘diffusion’ of other institutions in different
areas. One would then have periods of relative institutional inertia fol-
lowed by periods of relatively important institutional change affecting
several areas of the economy.

The current period is indeed commonly considered to be one in which
all-out transformation is necessary. An often-told story is the following:
Some important structural transformations of the world economy have
deeply altered the mechanisms linking growth, institutions, and eco-
nomic policy. The pre-globalization period was characterized by a relative
insulation of national economies from the international environment.
Firms’ strategies were developed nationally or internationally rather than
on a world basis, because of the various obstacles to factor mobility, either
legal or technological. A set of international institutions actually 
contributed to the definition of a strongly national or regional character 
to the growth trajectories: fixed exchange rates until the 1970s, legal
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obstacles to capital mobility, tariff and non-tariff barriers to international
trade, etc. Within such a context, a Keynesian-style macroeconomic policy
aiming at regulating the level of aggregate demand could be imple-
mented, making use of budgetary instruments and even monetary policy
after the demise of the fixed exchange-rate system. But this whole archi-
tecture reached its limits during the 1970s and 1980s. A lax use of monetary
policies led to inflation pressures, and budgetary policy lost its effective-
ness in a context of more open economies. Hence the growing difficulties
demand-management policies have faced in the attempt to cure high and
rising unemployment, particularly in Europe. A context of increasing inter-
nationalization, and even globalization, by which is meant that firms’
strategies are devised at the world level and nation-states lose most of
their influence on the economy, demands that economic institutions be
based on totally different philosophies. Keynesian demand-management
policies must be replaced by new classical-economics-inspired measures
based on monetary-policy rules rather than discretion, in order to bring
about monetary stability, non-activist sustainability-oriented fiscal pol-
icies, no intervention of the State in industrial strategies, and in general
more autonomy for market forces. This is indeed consistent with the new
economic-policy environment of the EU, with an independent central bank
for the whole Euro-zone having replaced more or less government-
influenced national central banks, and explicit legal restrictions to budget
deficits preventing the implementation of discretionary fiscal policies. The
‘new times’ are also held to be characterized by more uncertainty, increased
competition between territories, and a greater independence of economic
agents from government decisions. At the same time, the macroeconomic
performance of nations is more dependent on agents’ decisions regarding
human-capital acquisition or innovation, which gives individuals more
responsibility, autonomy, and possibilities for self-accomplishment.

If this story is true, the ‘new times’ are likely to be less kind towards 
certain economic systems than towards others. Particularly under pressure
are the institutions of European countries, which offer a generous Welfare
State and a degree of employment stability. The financing of social pro-
tection implies a rate of taxation that is bound to become unsustainable in
a globalized world, where corporations can shift their production activ-
ities to the locations that offer the most advantageous conditions. Besides,
rigid labour markets and high employment protection deter job creation
and increase unemployment, which amplifies the social-protection bur-
den. One could also add the disincentive effects that high tax rates and
solidaristic incomes policies are supposed to exert on the most skilled
agents; i.e. precisely those that have become prominent in the definition
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of a competitive growth trajectory. All this explains why European coun-
tries have experienced such inferior performance since the 1990s. The
story applied to the Japanese case would consider the negative effects of
a sclerotic financial system on the innovation capacity of a country.

The above-told story may be simple, but is not necessarily accurate. By
supposing that the ‘golden age’ was always and everywhere based on a
mixture of Keynesian macroeconomics and social-democratic institutions,
it neglects the diversity that one could observe at that time among the
OECD. Some countries, such as the USA or Japan, never had social-democratic
Welfare States, while others, such as the Scandinavian countries, could
hardly be described as the closed economies upon which traditional
Keynesian policies could be based. In fact, the corporatist arrangements
present in some European countries prevented the inflationary tensions
that are commonly associated with Keynesian demand management. In
other words, the story neglects the diversity of capitalism that existed dur-
ing the ‘golden age’. Could it be that it also neglects the possible diversity
in the ‘new times’? Why would the ‘one-size-fits-all’ story be more relevant
now than it was then? The usual answer would be that globalization now
imposes homogenization, whereas national specificities were much better
protected by the institutions inherited from Bretton Woods (1944). But the
simple evolutionary argument upon which the globalization story rests
supposes that efficiency is associated with one institutional architecture
only. Could efficiency take several forms? A positive answer to that 
question is at the core of the theory of institutional complementarities.

1.3 Institutions and Politics

The notion of the efficiency of institutions has not been questioned so far, but
it may be time to leave aside the simple functionalist argument according
to which institutions are designed and adopted for efficiency reasons. This
position raises two questions. First, what are the mechanisms that ensure
that institutions emerge as efficient? Second, how do we define efficiency,
or, for whom are institutions supposed to be efficient? An external analyst
such as an economist can devise a measure of ‘efficiency’ of economic sys-
tems, for instance the level of GDP per capita or an indicator of develop-
ment, and check whether some institutional forms are more systematically
associated with high measures of the performance indicator than others.
But external analysts do not devise national institutions, however strong
their desire to do so may be. This book takes the position that institutions
are the expression of a political compromise. The design of optimal institu-
tions would be facilitated if agents had a common objective, i.e. if they all
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agreed on what performance indicator should be taken into account to
measure the efficiency of institutions; they might then agree on an efficient
institutional design, conditional on their rationality. However, agents usu-
ally disagree on what this indicator could be because they often have dif-
ferent and even conflicting interests. Institutions are likely to affect the
interest structure and hence the preference that agents may express towards
a certain pattern of institutional change. Rather than optimal solutions to a
given problem, institutions represent a compromise resulting from the
social conflict originating in the heterogeneity of interests among agents.
What we consider to be different economic ‘models’ are therefore based on
specific social compromises over institutions. The question of institutional
change is basically a question of political economy.

One may easily accept that formal institutions such as laws are the
result of a political compromise but be more sceptical regarding non-
formal institutions. Going one step further and defining institutions as an
equilibrium strategy in a social game, institutions would emerge out of
individual interaction and their formalization would only appear as 
ex post ratification of individual practices. This vision of institutions as
emerging spontaneously and unintentionally out of individual interac-
tion is widespread in economics (Hayek 1967). This is sometimes inter-
preted as a guarantee that institutional design is free from conflict
motives. Following Knight (1992), I argue that institutional design reflects
conflict over distributional issues and that even individual interaction
leads to institutional equilibriums reflecting power asymmetries and con-
flicts of interest. This means that institutions are not primarily designed to
solve coordination problems between equal agents with similar interests,
but to solve conflict among unequal actors with divergent interests.
Institutions will emerge as a consequence of agents’ strategic behaviour in
a context of power asymmetries. Some agents will decide on a given strat-
egy not because they are perfectly satisfied with it, but because it rep-
resents the best solution given the circumstances. Institutions are
endogenously determined rules of the game. Once the rules have been
agreed upon, they are taken as part of the environment by agents who
devise their strategies within the constraints defined by these rules. For
instance, labour laws will define the constraints within which social part-
ners engage in wage bargaining. Thus, institutions as endogenously deter-
mined rules of the game circumscribe the social conflict within a given
area. When social conflict cannot be solved within the existing rules of the
game, the possibility of a change of rules is open. This change may take
several forms, from rule-circumventing strategies to open political bar-
gaining about the desired institutional structure. As a political-economy
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equilibrium, institutions need to be supported by a socio-political bloc
reflecting common interests and agreement over a political strategy. The
formation of this coalition itself depends on the existing institutional
structure. The perception of agents’ own interests depends on the estab-
lishment of a common representation of the world which is itself an insti-
tution. The political expression of interest groups depends on the political
system; i.e. on the political institutions. Some systems allow for a specific
representation of interest groups while others are majoritarian systems.
These differences will have consequences for the formation of a socio-
political bloc and institutional change.

Another important notion is that of hierarchy of institutions. A first defini-
tion of hierarchy would place at the top those rules that define how other
rules can be determined. For instance, constitutions would be at the top of
the hierarchy, followed by laws, regulations, by-laws, etc. Following from
this, institutions at the top of the hierarchy should be those that change least
often. A related idea is that the hierarchy of institutions is determined by the
pecking order of sunk costs related to each institution. Once again, institu-
tions at the top change less often and other institutions must adapt to them.
The notion of hierarchy proposed in this book is based on the definition of
institutions as political-economy equilibriums. Institutions are the expres-
sion of a compromise and both influence and result from the formation of
a stable socio-political bloc. A political coalition will seek to stay in power
by finding support with the dominant social bloc; to that effect, it will seek
to implement institutional changes that favour the socio-political bloc and
try to prevent change that is detrimental to the bloc. The areas where insti-
tutional change will be implemented more easily are those where the dom-
inant bloc has little interest. On the other hand, change will be implemented
more cautiously in domains where the most powerful socio-political
groups have vested interests. Therefore, hierarchically superior institutions
are not necessarily those that change the least, since the most powerful
socio-political groups might be willing to implement a change that favours
them. Institutional hierarchy is also determined by the political system and
the representation of interests leading to the establishment of a dominant
socio-political bloc. Institutional change may take several forms. Agents
may change their strategies under the influence of some exogenous change,
change may stem from unintended consequences of actors’ decisions, or it
may result from conscious strategies aiming at institutional change. This
change may stay ‘localized’, i.e. confined within a certain area, or spread to
other areas through complementarity effects. It may give rise to political
demands from agents concerned about the consequences of the change.
For instance, workers disadvantaged by a new type of organization of
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production may call for a change in labour regulations that prohibits or
limits the modifications implemented by the management. They may try
to bargain with the firms’ management or call in a ‘third party’, the State,
and directly express a political demand. Whether this demand will be sat-
isfied depends on the balance of power between different socio-political
groups. If the political weight of the agents concerned is negligible, no
consequences will follow and the outcome of the initial institutional
change will be limited to some distributional consequences. If on the
other hand they have a degree of political weight, several options are
open. The government, seeking political support, may try to implement a
specific policy change, or instigate further institutional change. This
process may extend beyond the initial area through institutional comple-
mentarity. One may, then, devise a typology of institutional change, from
local modifications to a crisis of the economic system. When agents fail to
find agreement about new ‘rules of the game’, they may be led to envis-
age more wide-ranging institutional transformations, which may disturb
the dominant socio-political bloc and lead to its reorganization, which
may in turn set off further institutional change. The process may end up
with a very different set of institutional forms and a very different dom-
inant socio-political bloc.

Such a theory of institutions demands that agents be rational enough to
act strategically. They need not be perfectly rational, i.e. have a perfect
grasp of all the interdependencies between institutions and a full under-
standing of all the consequences of their actions, but they need to have
enough rationality to be able to decide what constitutes a desirable course
of action in a strategic context. But there is no ‘social engineer’ in charge of
the efficiency of institutional design, and there is no pre-established fit of
institutions either. Economic ‘models’, i.e. specific sets of institutional
forms and the associated complementarities, are not designed from
scratch with all the different pieces intended to nicely complement each
other. The coherence of a model is usually defined ex post and the com-
plementarities may sometimes come as a surprise even to the agents most
closely concerned. An example is given in Streeck (2002). An important
element of the German model can be said to be its specific banking sector,
whose complementarity with other German institutional forms such as
co-determination, i.e. a representation of unions at the monitoring board
of large firms, and coordinated wage bargaining has often been put for-
ward to explain the stability of the model. To simplify drastically, close
relationships between banks and firms allow the latter to design long-
term strategies compatible with skill acquisition, job security, and high
wages. One might, then, expect worker representatives to have been
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highly supportive of such an institutional arrangement. Yet, social actors
may initially be totally unaware of the benefits brought to them by key
institutions; the German unions and social democrats, for instance, have
for decades denounced the ‘power of the banks’.

1.4 Five Different Models of Capitalism

Complementarity and hierarchy of institutions explain the possible divers-
ity of models of capitalism. But what are the types of capitalism that we
should expect to find? A ‘spontaneous’ approach would concentrate on
the diversity of national arrangements and consider that each country
represents a specific type of capitalism. International comparisons have
indeed emphasized the differences between national institutions, and we
speak casually of ‘Modell Deutschland’ or ‘le modèle français’. But this
focus on nations as specific models may run into two different types of
problem. First, homogeneity within nations may be questioned. One may
object that business practices, patterns of firms’ organization, and even
sometimes the regulatory environment differ between the regions of a
given country. It is sometimes said that there is not one Italian model but
three, so that the sub-national level may be more relevant for comparative
analysis. The trouble with this approach is that it has virtually no limits.
Even within regions, one could probably differentiate according to the sec-
tor and actually even consider that the firm is the proper unit of analysis,
thereby losing the plot. Second, the consideration of national case studies
does not usually define a common framework for analysis. Focusing on
national cases leads to the adoption of a nation-specific set of explanations
and theories which makes international comparisons difficult and general-
izations nearly impossible. An alternative is to define a common theoretical
framework for comparative analysis and apply it to the study of modern
economies. This approach is exemplified by the classifications of capitalism
found, for instance, in Albert (1991) and Hall and Soskice (2001). The for-
mer approach is more inductive than the latter, generalizing from the case
studies of Germany and the USA, but it in fact leads to the theoretically
founded approach of Hall and Soskice (2001). They identify two types of
capitalist economy, the liberal market economies (LMEs) and the coordin-
ated market economies (CMEs). The difference between the two is based 
on one fundamental dimension: coordination. In an LME coordination is
based on market mechanisms, favouring investment in transferable assets.
In a CME it is mainly achieved through non-market means—the so-called
strategic coordination—favouring investment in specific assets. In Hall 
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and Soskice’s classification system there are thus basically two types of
capitalism. Such a dichotomous approach has both pros and cons. While
it simplifies empirical analysis, it is nevertheless fundamentally a one-
dimensional analysis. The dimension is the extent of market coordination;
it reflects the implicit hierarchy of institutions adopted by the theoretical
analysis underlying the typology of economies: Hall and Soskice’s
approach is centred on the firm. Placing other institutions in the fore-
ground could lead to the consideration of more diversity than a dichotom-
ous opposition between two types of capitalism. In Amable et al. (1997)
four types of ‘social systems of innovation and production’ were distin-
guished: a market-based model, akin to the LME of Hall and Soskice, a
‘mesocorporatist’ model, representing Japan, a social-democratic model,
representing the Scandinavian economies, and a European-integration
model. These models were characterized by differences in institutional
forms in areas such as the financial sector, the employment relationship,
and the education sector, and the consequences of these differences on 
scientific, technological, and industrial specialization. Other typologies
could be found in the literature (Jackson 2002) which are broadly consist-
ent with the four types in Amable et al. (1997). They usually concentrate
on one specific institution, for instance the Welfare State or the pattern of
State intervention, and establish ideal types of capitalism.

The method used in this book is different from the usual ideal-typical
method. I start from the consideration of five fundamental institutional
areas: product-market competition; the wage–labour nexus and labour-
market institutions; the financial intermediation sector and corporate gov-
ernance; social protection and the Welfare State; and the education sector.
Different complementarities between institutions are envisaged, based on
the theoretical work on this topic accomplished over the last few years.
Then, on the basis of both the theoretical results and the previous charac-
terizations of capitalism found in the literature, I posit the existence of 
five types of capitalism, each characterized by specific institutional forms
and particular institutional complementarities: the market-based model;
the social-democratic model; the Continental European model; the
Mediterranean model; and the Asian model. Except for the market-based
model, which is akin to the LME of Hall and Soskice (2001), all other types
of capitalism have a geography-based denomination. This is for the sake of
simplicity and should not be taken too literally. It does not mean that geo-
graphical or ‘cultural’ factors are the most important common factors or
explain the coherence of the different types of capitalism. Since they are not
in general reducible to a single ‘logic’ that would pervade all institutions,
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there is no simple denomination that could adequately reflect the institu-
tional complementarities at the origin of the models.

Product-market competition is an important element of the market-
based model. It makes firms more sensitive to adverse shocks which can-
not be fully absorbed by price adjustments. Quantity adjustments will
matter, which implies that competitiveness is based on labour-market
flexibility. This allows firms to react quickly to changing market condi-
tions. Financial markets are also instrumental in this capacity of firms to
adapt to new competitive environments. They also supply individuals
with a large range of risk-diversification instruments which are particu-
larly welcome in the absence of a well-developed Welfare State. The
social-democratic model is organized according to very different comple-
mentarities. A strong external competitive pressure requires some flex-
ibility in the labour force. But flexibility is not simply achieved through
lay-offs and market-based adjustments. Protection of specific investments
of employees is realized through a mixture of moderate employment pro-
tection, a high level of social protection, and easy access to retraining
thanks to active labour-market policies. A coordinated wage-bargaining
system allows a solidaristic wage-setting which favours innovation and
productivity. The Continental European model possesses some common
features with the social-democratic model. It is based on a higher degree
of employment protection and a less developed Welfare State. A central-
ized financial system facilitates long-term corporate strategies. Wage bar-
gaining is coordinated and a solidaristic wage policy is developed, but
not as much as in the social-democratic model. Workforce retraining is not
as easy as in the social-democratic model, which limits the possibilities for
an ‘offensive’ flexibility in the labour market. The Mediterranean model
of capitalism is based on more employment protection and less social 
protection than the Continental European model. Employment protection
is made possible by a relatively low level of product-market competition
and the absence of short-term profit constraints as a result of the central-
ization of the financial system. However, a workforce with a limited 
skills and education level does not allow for the implementation of 
a high wages and high skills industrial strategy. The Asian model of 
capitalism is highly dependent on the business strategies of the large 
corporations in collaboration with the State and a centralized financial
system, which allows the development of long-term strategies. Workers’
specific investments are protected by a de facto protection of employment 
and possibilities of retraining and career-making within the corporation.
Lack of social protection and sophisticated financial markets make risk
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diversification difficult and render the stability provided by the large 
corporation crucial to the existence of the model.

1.5 An Empirical Investigation of the Diversity 
of Capitalism

The five-type partition of capitalism can thus be justified on theoretical
grounds, but can it be supported by empirical work? If the distinction
between these varieties of capitalism makes sense, one should be able to
find systematic similarities between countries when analysing indicators
reflecting institutional characteristics. However, since institutional com-
plementarity differs from structural isomorphism, one should not expect
always to find the same countries close to one another whatever the insti-
tutional area under consideration. There are many international compar-
isons concerning the five institutional areas mentioned above. In fact, some
of the typologies of capitalism are usually derived from applied work in
one or several of these areas. There are nevertheless very few systematic
attempts at making a comparative analysis of a large number of countries
focusing on institutions. Most studies either consider a large sample of
countries and a limited number of indicators concerning mostly one insti-
tutional area, or concentrate on an encompassing institutional comparison
between a limited number of countries. This book proposes an empirical
analysis of twenty-one OECD countries based on a series of indicators con-
cerning the five institutional areas considered in the theoretical analysis of
the types of capitalism. The method used will be cluster analysis based on
principal-components analysis. The aim is to identify clusters of countries
with common characteristics as well as obtaining a representation of the
main dimensions that contribute to differentiating countries within a given
institutional area. The indicators taken into account concern the 1990s—
either averages over the decade or data applying to the late 1990s.

The empirical analysis on product-market competition uses indicators
related to competition regulation devised by the OECD. Although
product-market liberalization was set in motion in most OECD coun-
tries during the 1990s, there is still substantial variation among them 
with respect to competition. Initial expectation in this respect would be
that countries usually classified as LMEs would be clearly distinguished
from other countries, particularly those which represent the traditional
CMEs. This is to some extent true. Countries such as the UK and the USA
are characterized by a very low level of product-market regulation, but
the other countries are not simply distinguished from this cluster on a
one-dimensional basis. This is a pattern, indeed, that will be found in
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other institutional areas. Along a dimension reflecting the intensity of
product-market regulation, countries such as Greece, Italy, Korea, and
Spain are the most different from the USA or the UK. Traditional CMEs
such as Germany occupy a central position. In addition, a specific dimen-
sion representing regulation of foreign trade emerges which distinguishes
countries such as Norway and Canada from Belgium and Germany. This
dimension does not reflect the usual distinction between CMEs and 
LMEs so much. The cluster analysis itself groups Anglo-Saxon countries
together, with the exception of Canada. The other countries are distrib-
uted in two or five different clusters, depending on the chosen degree of
disaggregation. These countries exhibit on average more product-market
regulation. The analysis of labour-market regulation delivers a similar
conclusion. Some countries are characterized by a low level of labour-
market regulation and are clearly distinguished from several other groups
of countries which exhibit differentiated patterns of regulation. Once
again, Anglo-Saxon countries are characterized by low levels of regula-
tion, and are neatly separated from Greece, Spain, and France, which pos-
sess more regulated labour-markets. Nevertheless, Europe as a continent
is not homogeneous. Some countries that would be readily classified as
CMEs exhibit in fact a non-negligible degree of labour-market deregula-
tion: Denmark, Switzerland, and even Belgium. Mediterranean countries
appear to possess more regulated labour markets than other European
economies. Analyses of industrial relations and wage bargaining present
a different picture. Market-based economies are not the only ones where
wage bargaining is decentralized or uncoordinated. The clustering pat-
tern is broadly consistent with the classification of Crouch (1993), who
distinguishes three modes of interest intermediation: contestation, plural-
ist bargaining, and neo-corporatism. The latter can be organized as ‘exten-
sive neo-corporatism’, which presupposes strong and centralized unions,
and ‘simple corporatism’, where unions are relatively weak but endowed
with a strategic capacity. Australia, Canada, the USA, the UK, the
Netherlands, and Switzerland represent pluralism; France, Belgium,
Spain, and Italy exemplify the contestation model; Germany, Austria, and
Ireland are near a model of simple neo-corporatism; Finland, Sweden,
and Denmark represent extensive neo-corporatism. A cluster composed
of Norway and Japan appears as unique, but closer to extensive corpor-
atism than to other country groupings. The analysis of employment pol-
icies delivers straightforward conclusions. The USA, Norway, Greece,
Switzerland, the UK, Canada, Australia, Korea, Austria, and Spain are
countries where employment policies are limited in every dimension. The
other countries are distributed in three clusters differing with respect to
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the favoured dimensions of active employment policies: youth programmes
for Italy, Portugal, and France, hiring policies for Germany, Finland,
Ireland, Belgium, and Denmark, and handicapped persons programmes
for Sweden and the Netherlands.

The analysis of financial systems takes into account variables in the
financing structure of non-financial firms, the type of control and corpor-
ate governance, and the structure of financial intermediaries. The most
common typologies of financial systems distinguish between a bank-
based and a financial-markets-based system. This distinction applies not
so much to differences in the source of funds of non-financial firms as to
the type of relationship between the firm and its financiers: close in the
case of banking intermediaries, arm’s-length with financial markets. In
addition, two types of corporate control are differentiated. In ‘outsider’
systems there is a potential agency problem between managers and a
widely dispersed ownership of the firm. In ‘insider’ systems the potential
conflict is between controlling shareholders, or ‘blockholders’, and weak
minority shareholders. Using a large number of indicators, our analysis
shows that if on average accurate, this dichotomy could be refined. Four
clusters of countries emerge out of the data analysis. There is a distinct
group of countries that epitomize the decentralized financial system. The
USA, Canada, the Netherlands, the UK, and Australia have financial sys-
tems where institutional investors and particularly pension funds are
prominent; stock markets and venture-capital markets are active and
well-developed. There is high mergers-and-acquisitions activity, and
firms’ ownership is dispersed. However, the other countries are not
grouped together in a homogeneous ideal bank-based system. Three
groups can be distinguished. The financial systems of Belgium, Denmark,
and Sweden are certainly bank-based, but the banks have a somewhat
‘passive’ role: bonds and securities represent a large part of the banks’
assets and the debt:GDP ratio is significantly lower than in other coun-
tries; control of firms is concentrated, with families playing an important
role. In small countries such as Finland, Norway, and Ireland foreign
banks are particularly important. A cluster grouping Germany and Japan,
but also Austria, France, Italy, Portugal, and Spain, is more representative
of the ideal bank-based, insider system: a less developed market for cor-
porate control, a weak development of accounting standards, and a lag-
ging venture-capital sector. Ownership is concentrated and the State plays
a relatively important role in the control of some large corporations.

There are also many typologies of social-protection systems. The most
widely used is probably that of Esping-Andersen (1990), which distinguishes
three basic types of Welfare State. The liberal model is characterized by 
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low and means-tested assistance, flat-rate benefits providing incentives to
seek income from work, as well as the predominance of limited social-
insurance plans. In the social-democratic model, the social-protection 
system is universal, based on citizenship, promotes social equality, and
implies decommodification and detachment from family; i.e. individuals
can achieve a reasonably high standard of living without market participa-
tion and independently of family support. Finally, the conservative-
corporatist model is committed to preserving status and providing solidarity
within rather than between social groups and therefore does not redistrib-
ute as much as the social-democratic model. Welfare benefits are linked to
activity and employment. The regime favours moderate decommodifica-
tion and familiarization. Our empirical analysis based on the structure of
social expenditure leads us to distinguish three or six groups of countries,
which are broadly compatible with the typology of Esping-Andersen.
Sweden, Denmark, Norway, and Finland represent the typical social-
democratic welfare approach. Japan, Canada, and the USA exemplify a private
social-protection system. For once, the UK is not in the same group as the
USA, breaking with the usual market-based clustering of countries. A dis-
tinct Continental European public system of social protection emerges, in
France, Germany, Austria, and Belgium. Finally, an analysis of education
systems is made, using data on the structure of educational expenditure
as well as indicators of schooling and students’ specializations and
achievements. Education is an area where international comparisons are
rarely conducted within a systematic methodology. The ‘varieties of capital-
ism’ approach of Hall and Soskice (2001) centres on vocational training 
and the relations between the firm and training systems. Other approaches
concentrate on the patterns of differentiation and standardization of educa-
tion. There is therefore no widely agreed-upon typology of countries in this
area, as opposed, for instance, to the typologies of the financial sector or
social-protection systems. The results of our analyses give a clustering pat-
tern which partly overlaps with some other attempts at establishing a com-
mon basis for international comparisons of education systems (Hannan et al.
1996). Germany, France, the Netherlands, and Ireland may be characterized
by a high degree of homogeneity in primary and secondary curricula and
certification procedures. A cluster gathering Italy, Spain, Portugal, and
Greece involves limited initiative from either employer or employee in con-
tinuing training. This is also the group of countries where the employer’s
role is weak in continuing training and weak to moderate in vocational
training. The USA, Canada, Japan, and the UK could be interpreted as a
group where differentiation of individual paths is moderate or low, as
opposed, for instance, to Germany. Scandinavian countries are not all
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gathered in a homogeneous group, but they nevertheless exhibit some
common features, such as a relatively high level of public spending and a
high average quality of primary and secondary education.

The conclusions that one could draw from all these analyses are that the
usual typologies of capitalism are far from evident whatever the institu-
tional area. This could be interpreted as a rejection of ‘naive’ structural
isomorphism, which would predict that the same clustering pattern
should be found in each domain. This also explains why one usually finds
different classifications of countries in the literature. Usually, one specific
institutional area (labour market, Welfare State, etc.) is privileged even
when others are taken into account, and the typologies derived are neces-
sarily partial. This is why it is necessary to take into account all the pos-
sible complementarities between the five institutional areas in order to
come to an empirical classification of capitalism. The different varieties of
capitalism are defined as specific architectures of complementary institu-
tions, and the complete picture can only be grasped by putting all the
pieces together. Indeed, a cluster analysis performed on all the active vari-
ables of the preceding analyses can be interpreted in terms of the differ-
ent varieties of capitalism. The final analysis gives five or six clusters of
countries, which can be linked to the five different models of capitalism
presented above. The difference in the alternative groupings concerns
Switzerland and the Netherlands, which may constitute a separate group
in the six-cluster typology or join France, Germany, Austria, Belgium,
Ireland, and Norway in the Continental European grouping. The market-
based economies, the USA, UK, Canada, and Australia, constitute a
highly homogeneous cluster, which is opposed to the Mediterranean 
cluster (Italy, Spain, Portugal, and Greece) on an axis separating ‘flexible’
markets (financial and labour markets) from ‘rigid’ markets. A second
dimension may be taken into account, which basically expresses the
extent of social protection. The social-democratic model (Sweden,
Finland, and Denmark) is located at one end of this axis, and the Asian
model (Japan and Korea) at the other. In a two-dimensional plane, the
‘restricted’ Continental European model, i.e. without the Netherlands and
Switzerland, appears as intermediate between the social-democratic and
the Mediterranean models, whereas the sub-group formed with the two
excluded countries appears as intermediate between the market-based
and the social-democratic models. Ireland and Norway appear also as
slightly separate cases within the ‘Continental’ model. Thus, the analysis
broadly confirms the relevance of the typology of five types of capitalism.

Since institutional design both reflects and influences the structure of
interests for individual and collective agents, one may expect to find 
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some correlations between the institutional structures of countries and
their political choices, as well as the structure of their political systems.
Political choices expressed in terms of partisan politics reflect both the
structure of political supply in terms of parties and platforms, but also the
constitution of political demand and how this demand is integrated into
party politics in order to be implemented by a coalition in power.
Expectations regarding the relation between partisan politics and vari-
eties of capitalism are that a larger representation of centre-right parties
should be more favourable to the establishment of the institutions charac-
teristic of market-based capitalism whereas the social-democratic model
should be associated with a greater importance of left-wing parties. One
also usually expects market-based economies to be associated with the
Westminster type of government, which concentrates power in the political
executive, while varieties of capitalism where non-market coordination
plays a crucial role should rely on more consensual or corporatist regimes
(Hall and Soskice 2001). These types of capitalism base their competitive-
ness on a certain degree of stability and guarantees that specific invest-
ments will be protected. Political regimes characterized by coalition
governments, multiple-veto players, and proportional representation are
more likely to supply the type of assurance that incentivizes investment in
specific assets. Using various databases of political variables with indica-
tors of electoral results as well as characteristics of government systems,
one can check for the robustness of these predictions. A larger share of votes
for parties on the left is indeed associated with countries distant from the
market-based model, and votes for left and left-libertarian parties are posi-
tively correlated with proximity to the social-democratic model. The rela-
tionships between variables characterizing the system of government 
and the type of capitalism are less straightforward. As expected, a large
number of veto players seems incompatible with similarity with the market-
based model. Some indicators of the consensus-based system of govern-
ment (Lijphart 1999) seem to be systematically associated with proximity 
to the social-democratic model, but a robust association between the char-
acteristics of the Westminster system and similarity to the market-based
system cannot easily be found.

One of the most distinctive predictions of the ‘varieties of capitalism’
approach is that there should be a strong link between a country’s institu-
tional structure and the type of economic activities it specializes in. This was
already hypothesized and checked in Amable et al. (1997). The different
‘social systems of innovation and production’ were characterized by specific
patterns of scientific, technological, and industrial specialization. A sum-
mary of the argument underlying the correlation is that competitiveness in
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specific activities entails investment in particular assets. These invest-
ments may be facilitated or hindered by institutional arrangements, so
that a specific institutional structure will contribute to the emergence of
comparative advantage in the activities dependent on the factors whose
accumulation is made easier by the national institutions. In return, agents’
situations will depend crucially on the competitiveness of these activities;
they are thus bound to express political demands supporting the stability
of the relevant institutions. For instance, agents specializing in high-
risk activities are bound to favour institutions which allow for easy risk
diversification; a specialization in industries whose competitiveness is a
function of highly specific assets will be expected to be correlated with the
presence of institutions that favour the protection of these assets; agents
with vested interests in the survival of complex State-coordinated indus-
tries will be more willing to bring political support to strategies based on
State intervention. One would then expect the different models of capital-
ism to exhibit marked differences with respect to their pattern of special-
ization. Institutional differences in product-market competition,
labour-market flexibility, or social protection will define specific incen-
tives that influence competitive advantage. A comparative analysis of
country specialization in scientific publications, patents, and international
trade at a disaggregated level of 20–30 activities broadly confirms these
expectations. Market-based economies specialize in activities where fast
adaptation and good industry–university links matter: biotechnologies,
computer science, and electronics. Social-democratic countries have a
comparative advantage in health-related activities as well as industries
linked to their natural resources (paper and printing). Countries on the
Mediterranean model specialize in light industries and low-tech activi-
ties. Asian-capitalism countries have a comparative advantage in com-
puters, electronics, and machines. The only model which does not seem to
exhibit a strong pattern of specialization is the Continental European
model. Three types of capitalism also show strong correlations with vari-
ous aspects of the ‘new economy’. One would expect the market-based
model to be particularly favourable to the emergence of new technologies
such as ICT and start-up firms exploiting the new opportunities supplied
by the technological paradigm. On the other hand, the Mediterranean
model of capitalism, characterized by a low technology intensity and
heavy product-market regulation, should be particularly unfriendly to
entrepreneurship and new technologies. Indeed, these expectations 
are confirmed. Market-based economies are characterized by a higher
production and diffusion of ICT. By contrast, Mediterranean economies
suffer from a significant lag in the diffusion of ICT. But social-democratic

22 Introduction

Amable-01.qxd  10/9/03  3:33 AM  Page 22



economies are in fact also very specific in their pattern of diffusion of
these technologies: in the education sector, for health-related matters, and
in communication between the population and local administrations; i.e. a
pattern broadly consistent with the major features of the social-democratic
model and its focus on education, the Welfare State, and democracy.

1.6 Institutional Change and Political Strategies 
in Europe

The debate on the possible convergence between economic systems of the
late 1990s has focused on the issue of economic performance. A simple
evolutionary argument would predict the elimination of institutional
forms that lead to inferior macroeconomic performance and the adoption
of those institutions that prove to be efficient; dissatisfied agents would
press for institutional change and adoption of the best-practice institu-
tions. As we have seen, this functionalist argument neglects the political
conditions necessary for institutional change. An important aspect is pre-
cisely the political strategies implemented in order to bring about a change
of economic models. It remains true that prolonged differences in macro-
economic performance may certainly initiate a political process leading to
substantial institutional change. One of the conclusions of the institutional-
complementarities approaches is that there is no such thing as a ‘one best
way’ for achieving superior economic performance. Different combinations
of institutional forms may in the end produce similar macroeconomic per-
formance. Some tests of this hypothesis are proposed; their results indicate
that there may be several combinations of complementary institutions con-
ducive to high growth, low unemployment, and a high rate of innovation.
Yet, the Continental European model is at the centre of criticisms against
its alleged inability to reform itself, its inferior economic performance,
particularly with respect to unemployment, and its lack of sustainability
in a context of globalization intensifying the competition between sys-
tems. The most often mentioned deficiencies of the Continental European
model are the following. Labour-market rigidity would prevent labour-
force adjustments and structural change and would be at the root of mass
unemployment. A dwindling employed labour force would endanger
social-protection systems which would be unable in themselves to pre-
vent an increase in social exclusion, and would impose levels of taxation
detrimental to the competitiveness of European territories. Bank-based
financial systems would be too rigid to allow the financing of small, 
technology-intensive firms upon which the dynamism of the new techno-
logical paradigm is based. Two institutional areas are particularly 
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under scrutiny: the enlarged wage–labour nexus, i.e. labour market and
social-protection institutions, and the financial system. These two
domains have experienced some change during the 1990s in most coun-
tries of the Continental European model—more pronounced in the case 
of the financial system than for the Welfare State. Significant alterations to
the institutional forms of these two areas would endanger the institu-
tional complementarities that form the coherence of the model. Attempts
at reforming Continental economies towards the adoption of more market-
based principles have met with some political opposition. The most
important political strategy supporting a transition towards the market-
based model has been followed on the left, with the so-called Third Way.
Unsurprisingly, the Third Way is a strategy originating from a country
belonging to the market-based model. Its economic-policy recommenda-
tions are geared towards competition, labour deregulation, financial 
liberalization, and a reform of the Welfare State emphasizing inclusion in
the labour market rather than benefits. This strategy was followed with
political success in the UK, and its main proponent, Prime Minister Tony
Blair, was very active in its promotion on the Continent. European social-
democratic parties were all the more willing to adopt the stance of the
‘new left’ because they believed it would bring them the same electoral
success that ‘New Labour’ enjoyed. In fact, the attempts at implementing
the Third Way in Europe were very modest, basically because it amounts
to grafting market-based institutional forms and policies onto a model
organized according to very different complementarities. This is bound to
be inefficient and raise some serious political concern. Indeed, far from
being the key to success, the Third Way proved the best way to electoral
defeat for social-democratic parties in Europe. Only parties that differen-
tiated themselves from the ‘new left’ and reaffirmed their will to defend
Continental European or social-democratic institutions such as the
Welfare State could escape electoral losses.

This leaves the Continental European model without a supporting
political strategy either on the left or on the right. A new socio-political
bloc supporting the transformation and renewal of the Continental model
might be found in a compromise between large manufacturing employers
willing to resist all-out financial liberalization and the resulting share-
holder pressure, and unions who would like to maintain a high level of
social protection; i.e. basically an alliance between stakeholders. Unions
or worker representatives could trade some employment protection and
accept some flexibility in exchange for more responsibility in the firm’s
management. At the EU level this strategy represents one of the variants
of the project of ‘regulated capitalism’; i.e. an attempt at setting up a social
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market economy beyond the confines of the nation-state. This project
would require a non-negligible degree of bargaining coordination at the
EU level, which was lacking at the start of the twenty-first century; this
coordination would also allow wage moderation and be compatible with
the anti-inflation policy of the ECB. Whether the project of ‘regulated
capitalism’ will succeed in renovating the Continental model of capital-
ism depends on the strategic capacities of the actors involved.

Chapter 2 provides the theoretical background for the book. It proposes
a theory of institutions as political equilibriums and presents the concepts
of institutional complementarity and hierarchy. A comparative analysis of
capitalism based on these notions is found in the following chapter. Going
further than a dichotomy between LMEs and CMEs like that proposed in
Hall and Soskice (2001), the chapter presents five possible models of
capitalism and the set of institutional complementarities between five
institutional forms that these models are based on. The following two
chapters test the relevance of this theoretical typology. Chapter 4 presents
results from cluster analyses of five institutional areas: product-market
competition, the labour market, the financial sector, social protection, and
the education system. It is shown that the clusterings of countries are not
necessarily identical to the theoretical typology of capitalism presented in
the previous chapter. Chapter 5 gathers the results of the analyses of
Chapter 4 and proposes a cluster analysis of types of capitalism. Empirical
clustering patterns are discovered that are interpretable in terms of the
typology of Chapter 3. Specific characteristics concerning political sys-
tems, specialization in scientific, technological, and industrial activity, as
well as macroeconomic performance are shown to be associated with par-
ticular types of capitalism. The last chapter focuses on one particular type
of capitalism. It reviews the main transformations that have taken place in
the Continental European model of capitalism in connection with the
opposition between the main ideological and political currents. It ana-
lyses the opposition between a project of regulated capitalism, which corres-
ponds to a renewal of the Continental model, and a neo-liberal project,
which aims at transforming the EU countries into market-based
economies. It is argued that the Third Way was one political strategy
compatible with the neo-liberal project, and that its relative failure can be
explained with the help of our theory of the diversity of capitalism.
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