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Neocorporatism and Incomes Policy in
Western Europe and North America

Gary Marks

Pathbreaking analyses of neocorporatism in western advanced industrial societies
have, paradoxically enough, been accompanied by profound skepticism regarding
the viability and generalizability of neocorporatist policymaking. Rather than stres-
sing the stability of the phenomenon they analyze, as they have on occasion been
accused of doing, the leading scholars of corporatism have generally emphasized
the specific requisites on which neocorporatist bargains rest and the strength of the
disintegrating forces they face.!

This is not, perhaps, surprising. Neocorporatist policymaking presupposes con-
sensus rather than conflict among the major groupings in society. It is, essentially,
an approach to problem-solving that demands cooperation between the state and
functional interest groups, especially those representing capital and labor, in the
formulation and implementation of public policies. Such cooperation, particularly
with regard to the central issues of economic policy, is likely to rest on restrictive
conditions regarding both the political interrelationships and representational
structure of major groups and social classes. As a goal, strategy, or ideal of
government, we are likely to find much evidence of neocorporatism; as an in-
stitutionalized practice, neocorporatism is a relatively unusual phenomenon.

In this vein, Gerhard Lehmbruch has noted that explicit corporatist arrangements
are prone to “overload” and concludes his authoritative overview of liberal corpo-
ratism with the remark that, ‘‘since its capacity for consensus-building is limited, it
would be unrealistic to consider corporatism as a realistic alternative to representa-
tive government and the party system.”? In several articles, Leo Panitch has
explored the underlying causes and implications of ‘“‘the manifest instability of
corporatist arrangements in liberal democracies by the late sixties and early 1970s,”
while Philippe Schmitter has noted the difficulties involved in change towards
neocorporatist interest group/state relations and has stressed that “established,
societally ccorporatist systems are also facing new tensions which they, too, seem
incapable of resolving.”?

The problems of institutionalization and continuity are especially severe in the
core field of neocorporatist policymaking, consensual incomes policy, consisting of
the negotiated cooperation of government, unions, and employers to coordinate and
constrain wage increases (and, in some cases, prices and profits) in the context of a
comprehensive macroeconomic program. In the first place, this form of
policymaking must surmount varying degrees of class animosity directed against
any form of institutionalized wage restraint, whether bargained or not. Industrial
relations combine divisive issues of authority, economic reward, and the distribu-
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tion of these with entrenched actors who, in every industrialized society, have a
history of overt and sometimes bitter conflict. Second, the extent to which workers
and employers can effectively voice their interests at the national level and act on
any bargains that are struck there is more the outcome of deep-seated historical
development than of presently perceived need. Unions in most advanced industrial
societies have been remarkably stable in their organizational configuration despite
radical changes in function.

This paper is concerned with the experience of incomes policy, in particular
consensual incomes policy, in the major industrialized societies of the West. When
and how frequently have incomes policies been adopted? What forms have incomes
policies taken? And what are the major requisites of consensual incomes policy,
and to what extent are they met in western democracies?

In taking stock of the postwar experience of neocorporatism in the sphere of
economic policy, it becomes clear that we lack even the most primitive conceptual
tools to distinguish different forms of incomes policy. The literature on neocor-
poratism has developed rich and varied typologies of interest group structure,
policymaking networks, and modes of interest intermediation, but it has been less
adept at conceptualizing variations in the practice of policy.* In the case of incomes
policy, the need for such conceptualization is vital. Although all incomes policies
may be minimally defined as modes of systematic state intervention in wage regula-
tion, they vary in several other respects that are crucial to neocorporatism. The
following dimensions are designed to capture the most important sources of this
variation.

Policy Formulation State intervention may take place in the context of a bargaining
process, or it may be imposed unilaterally on trade unions and/or employers.

Policy Scope The incomes policy may comprise a broad-based program, covering such
factors as employment and wage differentials, or it may be confined narrowly to a form
of centralized wage restraint.

Policy Implementation The implementation of the incomes policy may be extended to
unions and/or employers’ associations as a quasi-public responsibility, or it may be
monopolized by the state.

Although one can find historical examples of diverse combinations of incomes
policy formulation, scope, and implementation, I would suggest that the polarities
within these dimensions ‘‘hang together” in two logically consistent ideal types:
consensual incomes policy, bargained incomes policy of wide policy scope enforced
by the participating organizations themselves; and compulsory incomes policy,
imposed incomes policy of narrow policy scope enforced unilaterally by the state.

A typology along these lines appears to be sufficiently concrete to be useful in
analyzing the experience of incomes policy in individual countries, yet sufficiently
abstract to travel among all western industrialized societies. Instances of compul-
sory incomes policy would include the 1972 statutory wages freeze in Britain,
recent legislative wage measures in Denmark, and the 1971 wages and prices freeze
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in the United States.® Examples of consensual incomes policy that closely approx-
imate the pure type are found in the Norwegian experience since 1962, culminating
in the comprehensive incomes policy negotiated in 1976 (kombiniert oppgjor, lit-
erally combined settlement). As Don Schwerin has observed of the 1976 agreement,
*“The kombiniert oppgjor enlarged the familiar centralized wage agreement to cover
not only industrial wages, but also taxes, salaries, pensions, food prices, child
support payments, farm support prices, and so on. ... All organizations in a
position to nullify the deal had access. The principals were committed to the
agreement since the bargaining mode of arriving at the package deal implied a
unanimity decision rule: parties had to agree before any agreement could be
struck.”’® Implementation of the agreement was largely the responsibility of each
highly centralized interest group, including most prominently the national federation
of trade unions (the LO) and the national association of employers (the NAF).
Austrian incomes policy, embedded in the consociational arrangements of ‘‘social
partnership” between Socialist and Catholic groupings, and the system of incomes
policy in the Netherlands from 1950 to 1959 are also unambiguous examples of
consensual incomes policy.’

However, before we leave the question of conceptualizing incomes policy, we
should note that not all cases of incomes policy can be so clearly analyzed in terms
of the polar types set out above. This is not simply because distinctions in the
middle ground become blurred, but also because some variations escape the typol-
ogy together.

The first of these variations concerns the degree to which state intervention in
incomes policy formulation is explicit or implicit. The importance of this is revealed
in the Swedish experience with incomes policy. Swedish industrial relations in
much of the post-World War II period are similar to those of Norway in many
respects, involving wage bargaining at the national level between highly organized
and highly centralized interest groups which exert broad influence on government
policy through neocorporatist arrangements. These facets of policymaking have
placed the Swedish case in the forefront of analyses of neocorporatism.® However,
from 1952 until the mid 1970s, governments in Sweden played no institutionalized
role in wage negotiations between the LO and the national employers association,
the SAF. If one were to interpret literally the definition of incomes policy as
‘“‘systematic government intervention in wage regulation,” it would be possible to
claim, as some observers do, that for most of the post-World War II period Swedish
governments had no incomes policy at all. However, definitions should provide
tools for understanding, not police conceptual boundaries. The underlying situation
in Sweden has been characterized by an implicit set of political understandings or
“bargains’” between successive governments and the major interest groups which
have effectively provided the context for national wage agreements.®

A similar informality is present in the operation of the “social contract” between
British unions and the Labour Party in 1974-75. As observers pointed out, this
agreement is more accurately described as a ‘‘social compact,” for it involved a
mutual understanding rather than an explicit contract.!?

The case of the “‘social contract” suggests the importance of a second source of
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variation not dealt with in the typology set out above, namely the possibility that
employers may be excluded or their acquiescence taken for granted in incomes
policies that in other respects approximate the consensual type. The possibility of
bilateral negotiations between unions and the state, in which employers’ associ-
ations appear as bystanders, derives from the recognition that labor is called upon
to make the most immediate and visible sacrifices and must be recompensed
accordingly.

On the basis of the types of consensual and compulsory incomes policy, Appen-
dix 1 provides an overview of incomes policy in fifteen western industrialized
societies from 1950 to 1980.!!

Explaining Consensual Incomes Policy

The study of consensual incomes policy may draw on a rich literature concerned
with neocorporatist arrangements in general. Four key characteristics of neocor-
poratist policymaking, distilled from this literature, will serve as a guide in analyz-
ing the conditions of consensual incomes policy: participation of relevant interest
groups in the formulation and implementation of public policy; responsibility of
relevant interest groups for public policy; inclusiveness of groups participating in
public policy formulation; and centralization of public policy formulations. Each of
these poses a corresponding question for the pursuit of neocorporatist policymak-
ing.

Participation Why should governments share their decisional authority with interest
groups, with the sacrifice of freedom of action that this involves?

Responsibility Why should interest groups agree to take on the burden of responsibility
for the performance of public policy, with the consequent risk of membership dissatis-
faction?

Inclusiveness Under what conditions will the number of organized bargaining agents in
the relevant sphere of policy be of manageable proportions? Conversely, under what
conditions will governments find organized groups of sufficient scope and singularity to
make negotiation worthwhile?

Centralization How can the relevant interest groups effectively implement bargains that
are struck at the national level when they lack rational/legal authority? How, in other
words, can quasi-private government work?

In meeting the conditions suggested in these questions, two factors have received
frequent, if rather unsystematic, attention: socialist participation in government and
centralized union structure. Analysis of the role of these variables does not promise
to provide a general theory explaining why consensual incomes policy arises—this
would demand a far more extensive format than that provided here, if it could in
principle be achieved. A more exhaustive analysis of the conditions of consensual
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incomes policy would have to include several other variables, including most
notably economic vulnerability, type of electoral and party system, and country
size.'? What is claimed here, however, is that socialist participation in government
and centralized union structure are vital conditions for stable consensual incomes
policy. Let us analyze them in turn.

Consensual Incomes Policy and Socialist Participation in Government

The effects of socialist participation in government may be viewed from two
perspectives, from that of the state and its willingness to grant interest groups,
particularly unions, participation in a key sphere of policy formulation, and from
that of the union and its willingness to take the risks of responsibility for wage
restraint.

The influence of socialist participation in government lies mainly in the close
links that are, in many cases, present between unions and left-wing parties. As
Gerhard Lehmbruch has pointed out:

Generally speaking, liberal corporatism is most important in those countries where the
working class movement had obtained participation in political power by the channel of
the party system and where, in consequence, the trade unions had gained privileged
access to governmental and administrative centers of decision.!?

Governments in which socialist or social democratic parties participate are more
likely to be responsive both to procedural demands on the part of unions for a
pivotal role in the determination of incomes policy and to substantive demands
concerning the scope of the policy, particularly the inclusion of measures that offset
the sacrifice of wage restraint, such as income redistribution, high or full employ-
ment, worker participation, and extensions of unions’ legal rights.

The need for such a broad approach to incomes policy if it is to gain the support
of unions is made clear by Andrew Shonfield in his seminal comparative study of
economic policies in advanced capitalist societies.

What a fully fledged ‘‘incomes policy™ really implies is the equivalent of a new Social
Contract: it presupposes a society in which the different interest groups have marked out
a sufficient area of agreement about the present distribution of wealth to deny them-
selves the right to try, in the future, to obtain certain advantages at each other’s
expense. Without this, one or another will surely find sooner or later a tactical
opportunity for redistributing some of the existing wealth and exploit it—even if that
results in inflation. The common interset in avoiding the erosion of money values will
not, by itself, be an overriding argument against making such an attempt. All this is
another way of saying that a practical approach to a more rational wages policy must be
deliberately and extensively political.!4

It has been argued that such ‘‘social contracts” are a means by which social
democratic governments may manipulate traditional fraternity within the working
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class to create industrial “‘peace’” and suppress substantive union demands.!s There
is little doubt that consensual incomes policy is associated with relatively low strike
levels. But, as David Cameron, Francis Castles, Walter Korpi, and other public
policy analysts have shown, stable left-wing party control of government has
consistently paid off for unions in terms of low levels of unemployment, extensive
welfare systems, and, arguably, greater equality of incomes.'® This suggests that we
do not need to focus entirely on the historic links between working-class parties and
trade unions to hypothesize a causal relationship between socialist participation in
government and consensual incomes policy: a logic of exchange model appears
equally relevant. This is, indeed, the approach taken by theorists who have focused
on the conditions of union consent to incomes policy. From this standpoint, Peter
Lange has argued that the state may play the roles of ‘“‘guarantor,” assuring that
employers reinvest excess profits, and ‘“‘compensator,” providing the union with
various side payments such as those listed above.!?

In creating favorable conditions for such an exchange, the mere presence of a
social democratic party in government may be insufficient if it lacks the ability to
control investment or if its tenure appears short-lived. For an exchange to take
place, unions must be convinced that the promised future benefits which are
conditional on their present wage restraint will in fact materialize, and this is likely
to depend on the efficacy of state influence in the economy and on the stability of
the government, in addition to its goodwill.!8

While some attention has been given to the benefits of consensual incomes policy
for unions, it is less clear what governments stand to gain. The obvious answer,
wage restraint leading to reduced cost push and hence lower rates of inflation, is
problematic. First, consensual incomes policies have come up against acute prob-
lems of wage drift, increases in hourly or piece payments in excess of rates agreed
upon at the national level. Eric Schiff's study of wage drift in Sweden and John
Inman’s analysis of the phenomenon in Norway reveal that, on average, wage drift
accounts for around 50 percent of total wage increases in these countries.!® It is
quite possible that wage drift is an inherent limitation of centralized economic
control in a market-oriented society or, in Don Schwerin’s words, “‘a testament to
the limits of economic management.”2°

A second effect of consensual incomes policy that is consistent with a high rate of
inflation is the state's role as compensator for the costs incurred by unions and
employers. Instead of moderating competitive pressures for a greater share of the
national product, unions and employers may be able to create a producers’ cartel at
the expense of less organized and less powerful groupings, with the state paying the
bill through such means as tax and welfare policies targeted at union and employer
constituencies. In this scenario, consensual incomes policy may actually in-
stitutionalize inflationary pressures rather than moderate them.

The evidence is not yet in, but no straightforward long-term relationship between
consensual incomes policy and rates of inflation is observable at the aggregate level
for the period from 1960 to 1980.2! This is a finding that is supported by several
longitudinal econometric studies of incomes policy in individual countries.??

What is clear, however, is that societies in which consensual incomes policy has
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been most consistently employed have been able to maintain relatively low levels of
unemployment and strike activity.?? This is congruent with the body of research
that has uncovered a strong negative relationship between socialist participation in
government and both unemployment and strike volume in comparisons at the
national level.2* Thus governments willing and able to pursue consensual incomes
policy as a stable feature of economic policy are able to maintain relatively high
levels of industrial peace and employment, both of which presumably have electoral
payoffs.

However, the evidence on this should be interpreted cautiously, for it is highly
aggregate and static. To make stronger causal claims based on quantitative evidence
in this field, we would need to compare the experience of incomes policy in a
particular society with the predictions of a counterfactual model based on what
would have happened, other things being equal, if no incomes policy operated.
Such a strategy of explanation would require far greater knowledge of macrosocial
causal processes than we presently possess. The methodological challenge of such a
strategy is compounded because, as Appendix 1 shows, we lack sufficient ‘‘policy-
off” periods for Sweden, Norway, Austria, and Belgium—the societies in which
consensual incomes policy has been the most durable instrument of economic
policy—and sufficient “‘policy-on” periods for most remaining countries.

An interpretation of the role of consensual incomes policy which appears
theoretically promising, yet does not attempt to overstretch our interpretation of the
available evidence, is that the relationship between socialist participation in gov-
ernment and consensual incomes policy may be understood as part of a larger
syndrome tying together important features of industrial relations, public policy,
party-political relations, and working-class power. An interpretation along these
lines—which I have elsewhere analyzed in terms of ‘“‘state/economy linkages’—
suggests that the relevant patterns of causality may be complex and multi-, rather
than uni-, directional.?®> Thus, the causality linking durable consensual incomes
policy to social democratic participation in government may run in both directions.
Economically, consensual incomes policy has apparently contributed to outcomes,
such as lower unemployment, which minimize disparities within the social demo-
cratic constituency and which have electoral payoffs. Politically, consensual in-
comes policy has served as a means by which the working class can bring its
collective industrial weight into the political arena to press for broad-based social
welfare policies while at the same time shifting emphasis away from wage competi-
tion and strike activity.2®

The influence of socialist participation in government on the incidence of consen-
sual incomes policy is revealed both in aggregate comparisons among countries for
the whole 1950 to 1980 period and in the timing of the introduction of individual
cases of consensual incomes policy.

At the aggregate level, as Appendix 1 reveals, there are wide disparities in the use
of incomes policy among the societies surveyed. Austria, Norway, Sweden, and
Belgium have experienced consensual incomes policy for most of the 1950 to 1980
period. They are followed by Finland and the Netherlands, which have had consen-
sual incomes policy for about a third of the period. Beyond the Nordic countries,
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the Low Countries and Austria, consensual incomes policy is a relatively unusual
and unstable phenomenon. The Federal Republic of Germany (1967-1977), the
United Kingdom (1964-1966, 1974-1977), Ireland (1977-1980), and Denmark
(1971-1972) have had periods of weakly or moderately consensual incomes policy,
while in Canada, France, Italy, the United States, and Switzerland the few cases of
incomes policy have been mixed or more frequently compulsory in orientation.

This aggregate pattern of consensual incomes policy reflects the experience of
many of these societies with socialist participation in government. Those societies
where consensual incomes policy has been a highly institutionalized facet of eco-
nomic strategy are those in which socialist parties have enjoyed long periods of
hegemonic governmental control, as in Norway and Sweden, or where socialist
parties have participated as entrenched coalition partners, usually in some form of
consociational arrangement, as in Austria, Belgium, and the Netherlands. In Fin-
land, where the extent of socialist control has been somewhat more confined in
time, the turn to consensual incomes policy dates from the victory of the Social
Democrats at the 1966 general election.?”

While there is a strong aggregate association between consensual incomes policy
and socialist participation in government, we cannot argue that a high level of
socialist participation in government has inevitably led to consensual incomes pol-
icy. As Figure 1 indicates, Denmark is an obvious exception. The Danish Social
Democratic Party has frequently participated in government, but consensual in-
comes policy has been virtually absent. One reason for this appears to be the
difficulty the Social Democratic Party has had in gaining legislative support for
incomes policy bargains. It has neither been able to exercise durable control over
the executive through legislative majorities of the Left (as in other Scandinavian
countries), nor been part of cooperative consociational arrangements with Christian
Democratic parties (as in Austria and the Low Countries). In addition, unions in
Denmark have carried into the present a complex and decentralized organizational
structure, much like that of unions in Britain and the United States, inimical to the
creation and implementation of national bargains.?3

The influence of socialist participation in government is clearest at a more
disaggregated level of analysis, particularly in countries in which the use of incomes
policy has been discontinuous. In West Germany, “‘concerted action,” which has
provided a forum for high level discussions between governmental bodies and func-
tional interest groups, dates from the first post-World War II participation of the
Social Democratic Party in government, in the Grand Coalition with the Christian
Democrats formed in 1966.2°

The convoluted experience with consensual incomes policy in Britain has closely
followed the fortunes of the Labour Party. The first post-World War II incomes
policy was pursued by the Attlee Labour government in 1948. Since that time, all
three of the post-Attlee Labour governments succeeded at some point, usually the
beginning of their term of office, in involving the Trades Union Congress in
bargained wage restraint.

In Finland, as mentioned above, the adoption of consensual incomes policy was
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Figure 1 Relation between Rank on Neocorporatist Incomes Policy and Socialist Gov-
ernmental Participation
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* See Appendix II

closely linked to the move of the Social Democratic Party into government. As
Voitto Helander has pointed out:

[Tlhe increasingly close cooperation between the internally integrating organizations of
employees and employers was not in itself enough to lead to the establishment of the
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incomes policy system in 1968. The most important political factors behind the estab-
lishment of “‘total solution” for incomes policy were to be found at the parliamentary
level. In the 1966 general election the Social Democrats, who had been out of office in
the early 1960s, gained a remarkable victory.3?

The same relationship may be seen in the less successful attempts to gain union
consent for incomes policies in France and Italy. Soon after coming to power in
May 1981, the Socialist government in France tried to gain a lasting and broad-
based agreement with unions in the major federations which would have included
wage restraint, a course of events that was predicted by Lehmbruch in 1979.3! In
Italy, the first attempts to institutionalize consensual incomes policy were made in
the early 1960s, when the Socialists participated in government. More recent,
though still tentative, moves in the same direction have been assisted, as Marino
Regini has noted, by the Italian Communist Party’s move into the government arena
in 1977-78.32

The influence of socialist participation in government has also been evident in the
reverse direction—in instances where a governing socialist party leaves office and
previously institutionalized consensual incomes policy breaks down. This was
clearly the case in the Netherlands after 1959, when decisive changes in the
formulation of incomes policy guidelines and increasing union dissent followed the
exclusion of the Labour Party from the governing coalition.3? The only time that
consensual incomes policy has appeared since then was under the coalition gov-
ernment formed with the Labour Party in 1973. A similar pattern of social demo-
cratic electoral defeat and the breakdown of consensual incomes policy can be seen
in Sweden after 1976, when a bourgeois coalition took power after almost four
decades of Social Democratic rule, and in Finland in 1977, when the replacement of
a coalition that had included the Social Democratic Party threatened to disrupt the
existing system of consensual incomes policy.34

While the proposition that consensual incomes policy requires socialist participa-
tion in government is supported by an impressive body of evidence, we should note
some exceptions. In Ireland in the late 1970s and in Belgium for most of the period
up to the early 1960s, consensual incomes policies were pursued by governments in
which social democratic parties did not participate. In Ireland, the governing
party, Fianna Fail, is a centrist party which has consistently gained more working-
class votes than the Labour Party. Consensual incomes policy in Belgium during
the period of socialist exclusion from government was formulated largely outside
the legislature and codified by the National Labor Council. In both countries the
resulting incomes policy was weakly consensual. In Ireland, the National Pay
Agreements were intended to be advisory rather than binding and were backed up
by the threat of statutory intervention on the part of the government.35 In Belgium
during the 1950s and early 1960s, the role of the state was relatively small; incomes
policy agreements did not encompass broader issues of social policy or taxation as
they did in the 1970s under coalition governments that included the Socialist
Party.3¢

In Norway and Austria, highly consensual incomes policies have survived the
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victory of bourgeois parties in general elections in 1965 and 1966, respectively. To
explain these exceptions we must turn to the relative autonomy of interest group
politics from party politics and the parliamentary game in these societies. In both
Norway and Austria, consensual incomes policy is part of a broader set of interest
group relations resulting from a balance of political forces relatively independent of
party politics.?” In these countries the historical experience of intense conflicts
between entrenched and mutually exclusive groups was a vital factor in the estab-
lishment of a lasting compromise at the corporate level. As Stein Rokkan observed
in his classic discussion of corporate pluralism in Norway:

The crucial decisions on economic policy are rarely taken in the parties or in Parlia-
ment: the central arena is the bargaining table where the government authorities meet
directly with the trade union leaders, the representatives of the farmers, the smallhold-
ers, and the fishermen, and the delegates of the Employers’ Association. These yearly
rounds of negotiation have in fact come to mean more in the lives of rank-and-file
citizens than the formal elections. In these processes of intensive interaction, the
parliamentary notions of one member, one vote and majority rule make little sense.
Decisions are not made through the counting of heads but through complex consid-
erations of short-term or long-term advantages in alternative lines of compromise.38

In Norway and Austria consensual incomes policy is so deeply embedded in class
and group relations and practices that it is relatively independent of changes at the
party level. These societies, as one might expect, have ranked at the top in use of
consensual incomes policy.

In contrast to consensual incomes policy, the compulsory variant has not featured
as a durable part of economic policy in western democracies since World War II.
Compulsory incomes policies have been primarily a response by bourgeois gov-
ernments to specific economic crises or problems of economic adjustment and have
lasted, on average, just two to three years. Such policies have usually taken the
form of discrete ““stages’ or “‘phases,” each for a specified duration, beginning with
an abrupt and mandatory wage freeze. With one exception (the Macmillan govern-
ment, 1961-1962), the instances of compulsory incomes policy listed in Appendix 1
occurred in the late 1960s and 1970s, years of sharply accelerating inflation and
unemployment. Whereas consensual incomes policy is rooted in an encompassing
set of political conditions conducive to an exchange between unions and the state,
the origins of which go back to the decades around the second world war, compul-
sory incomes policy is a more unstable phenomenon, arising more specifically as a
short-term economic strategy.

From the mid 1970s, influential groupings on the political Right, particularly in
the United States and Britain, questioned the wisdom and efficacy of compulsory
incomes policy. Statutory enforcement was seen to be a blunt instrument for
suppressing inflationary group pressures in the labor market, both because wage
demands tended to explode once legal enforcement was eased and because there
was always the threat that the policy would transform wage disputes into deeper
conflicts involving the political legitimacy of the government itself. This, of course,
is precisely what happened during the 1973-74 coal miners’ strike in Britain which
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precipitated the general election of February 1974, fought by the Heath government
on the issue of “Who Governs Britain: the Unions or the Government?”’. The
present determination of governments of the Right in Britain and the United States
to avoid an explicit incomes policy, and instead rely on neo-laissez-faire and
monetarist policies, has been deeply influenced by the experience of compulsory
incomes policy in these countries.3®

Consensual Incomes Policy and Trade Union Structure

Consensual incomes policy is typified by a particular mode of implementation as
well as formulation and as such rests on conditions which are just as narrow as
those discussed above. As a number of scholars have argued, incomes policy can be
viewed as a means of achieving various collective goods, chief among which is a
more favorable trade-off between unemployment and inflation.*® Implementation of
the policy must, therefore, face the problems associated with “‘free-riders,” individ-
uals or groups who gain the economic benefits of the policy without contributing the
restraint necessary to sustain it. We may distinguish three types of incentive that
may induce potential “‘free-riders” to abide by an incomes policy: (1) statutory
incentives, enforced by the courts and dependent on the legitimacy of the au-
thoritative enforcement of labor market outcomes; (2) organizational incentives,
enforced by trade unions and employer organizations and dependent upon the influ-
ence of the peak organizations of labor and capital over their constituencies; and (3)
solidary incentives, self-imposed and dependent upon the efficacy of normative
appeals to shared values.

There is a clear connection between these incentives and the types of consensual
and compulsory incomes policy outlined in the first part of this paper. Statutory
incentives, designed to give teeth to wage guidelines, are an essential ingredient in
compulsory incomes policies; organizational incentives, exercised through the par-
ticipating organizations’ purse strings (particularly strike funds), control of career
advancement in the organization, access to membership, and channels of legitimate
representation, are vital to consensual incomes policy. Solidary incentives have not
featured so prominently in sustained incomes policies, except perhaps under the
extraordinary conditions at the onset of the first and second world wars when
incomes policies were effectively buttressed by exhortations for wage restraint in
the national interest. However, it should be stressed that, although the pure types
may be analyzed discretely, in practice they are almost never found in isolation.
Incomes policies implemented by unions and employers are very often spiced with
direct or indirect statutory measures, and appeals by governments for wage re-
straint “‘in the good of the community,”” however ineffective, almost always accom-
pany more instrumental efforts in the same direction.

The importance of union centralization in implementing consensual incomes
policy through organizational incentives has been emphasized by Bruce Heady in
his survey of unions and wage policies in the 1950s and 1960s.
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In practice governments seeking to have their views on wage movements adopted are
obliged to work through central union confederations (TUC, AFL-CIO, etc.). Going
over the heads of the confederations and attempting to persuade individual union
leaders to pitch their wage demands below a given level would arouse immediate
opposition. Hence governments try to obtain confederation agreement, in principle, to
a wages policy, and then rely on the central organizations to obtain their members’
cooperation. For this cooperation to be forthcoming, it seems plausible to hypoth-
esize that considerable powers would need to be centralized at the confederation level.
In particular, power to intervene in wage negotiations and strikes would be needed.*!

As Figure 2 illustrates, this hypothesis is confirmed when we compare rankings of
countries on union centralization with rankings on the incidence of consensual
incomes policy, derived from the survey of fifteen countries over the 1950 to 1980
period presented in Appendix I. The relationship is especially clear for societies that
have frequently employed consensual incomes policy: six countries—Austria, Nor-
way, Belgium, Sweden, Finland, and the Netherlands—rank highest on both vari-
ables.

Causality here may run in both directions. In the Netherlands, for example, the
pursuit of consensual incomes policy after the second world war encouraged cen-
tralization within the three major union federations.*? Similarly, a trend towards the
extension of the responsibilities and influence of the Trades Union Congress has
accompanied incomes policy in Britain, although the overall degree of centralization
remains very low.4* But in most countries the power of union federations vis-a-vis
their constituent unions has been relatively stable in the postwar period, and, at
least in the short or medium term, the association depicted in Figure 2 is to be
explained mainly in terms of the influence of union centralization on the incidence
of consensual incomes policy.

A centralized union movement is not only more proficient in implementing a
consensual incomes policy, but may be more likely to enter into such an agreement
in the first place. As Peter Lange has argued in his analysis of worker consent to
incomes policy, those who belong to a relatively centralized union movement may
be more willing to accept the short-term costs of the policy because they have
greater confidence that the longer-term benefits of compliance will not be eroded by
free-riding.#4 This follows from the argument concerning the ability of centralized
unions to exercise organizational incentives. But such confidence in the future
behavior of the participants in an incomes policy may also be sustained by solidar-
ity among workers, by the establishment of loyalties that transcend a particular
work group or union. A centralized union movement both expresses and engenders
such solidarity, especially when it provides workers with the collective opportunity
to vote on an incomes policy. Thus, in terms of the types of incentives set out
above, a centralized union movement also provides a setting for solidary incentives,
and these reduce the uncertainties of embarking on a consensual incomes policy.

An analysis along these lines alerts us to the dynamic character of worker
consent to incomes policy, for, as Lange has emphasized, we must take account of
the way in which the behavior of workers is shaped by their ongoing experience of
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Figure 2 Relation between Rank on Neocorporatist Incomes Policy and Union Confederal
Centralization
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the policy and in particular by whether they learn to trust (or mistrust) the commit-
ment of their fellow participants not to free-ride.** In other words, the process of

decision-making about whether to participate or not should be regarded as continu-
ous for the duration of the policy.
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The incidence of free-riding also depends on the proportion of the workforce that
is organized and thus party to the incomes policy bargain. Unionized workers will
naturally regard any agreement to restrain their own wages as one-sided unless it
applies to the work force as a whole. Conversely, the more broadly based the
organizations representing labor (and capital), the more they can internalize the
collective benefits of a policy they pay for. This point has been stressed by Mancur
Olson in his study of the conditions of economic growth.

The incentives facing an encompassing special-interest organization are dramatically
different from those facing an organization that represents only a narrow segment of
society. If an organization represents, say, a third of the income-producing capacity of
a country, its members will, on average, obtain about a third of the benefit from any
effort of making the society more productive. The organization will therefore have an
incentive to make sacrifices up to a point for policies and activities that are sufficiently
rewarding for the society as a whole.*¢

The level of unionization is also an important determinant of union market power
and as such influences the need on the part of the state to come to an understanding
with unions. Where the level of unionization is lowest—in the United States,
France, and Switzerland—public policy is characterized by an emphasis on
laissez-faire or direct linkages between the state and business interests in which
unions are junior partners or are excluded altogether.4’

The role of union centralization in creating the conditions for consensual incomes
policy brings up the interesting question of how centralized union movements cope
with the inevitable strains that arise among diverse groupings of workers when
wages are negotiated at the national level. In practice, as Klaus Armingeon has
noted, the relatively centralized union movements which have participated in con-
sensual incomes policy have tried to diffuse potential conflicts by tolerating some
combination of wage drift and decentralized bargaining, while not ruling out the
option of “free collective bargaining” at some future date.*® Even the most cen-
tralized union federations have tried to strike some balance between national
coordination, on the one hand, and union and shopfloor autonomy, on the other.

Tensions arising from national bargains have been dealt with in a variety of ways.
In Norway, wage bargaining has occasionally been shifted down to individual
unions, as in 1961 and 1974, while in Sweden the major union federation (LO) has
avoided formal contracts at the national level, preferring instead to present national
bargains to individual unions in the form of recommendations.4® In both countries,
wage drift outside the negotiated norms has served to mollify better paid blue-collar
workers opposed to the narrowing of wage differentials. In Austria, where the union
federation (OeGB) was established after the second world war as a unitary organi-
zation with industrial affiliates, the consequences of extreme organizational cen-
tralization have been moderated by a relatively decentralized system of industrial
bargaining, vetted (but not conducted) at the national level.5?

Where union movements are extremely decentralized, participation in consensual
incomes policy has exposed them to severe internal conflicts, both within and
among their constituent unions. Decentralized union movements not only lack
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organizational incentives to dissuade free-riding, but also tend to be characterized
by relatively weak class solidarity and more intense wage competition among their
members.

Perhaps the outstanding example of such a situation is Britain, which has had the
problematic combination of an extremely decentralized union federation and three
periods of social democratic government since the second world war. Decentralized
union movements tend, understandably, to be wary of entering into bargains which
they are ill-equipped to implement, but in Britain the Labour Party has overcome
such resistance by offering unions the prospect of favorable social and economic
policies and advantageous legislation and by appealing for unity in the labor
movement to meet acute economic crisis. The eventual collapse of the consensual
incomes policies that were pursued from 1964 to 1966 and from 1975 to 1977 was, in
each case, influenced by the dashing of the original hopes that lay behind them and
the inability of the TUC and individual unions to relieve internal stresses caused by
much publicized free-riders. The underlying logic of decentralized and uncoordi-
nated wage bargaining pursued by a large number of autonomous groups has been
described by Samuel Beer.

A wage gain for any such group is not likely in itself to have a significant effect upon
the overall level of wages and any consequent price rise. Yet such a gain is pure benefit
for the group. Hence, even if the group does recognize the need for overall wage-price
stability, it will be greatly tempted to refuse the immediate burden and try for the
immediate gain. If it does not do this and forgoes the immediate gain, it confronts the
probability of a double loss from not only its self-denial, but also the general price rise
brought about as other unions yield to the very rational temptation to do what it has not
done.5!

The British experience testifies to the complexities and time-lags involved in
political learning. The lessons of the failures of consensual incomes policy only
slowly permeated the strategies of unions and the Labour Party, to the point where,
as of the time of writing, the dominant majority of both wings of the labor
movement sharply oppose the return to formal incomes policy. Of the major British
political parties, only the Social Democrats and Liberals now emphasize incomes
policy as part of their economic program.

Where union structure is highly decentralized, the symbolic significance of in-
comes policy agreements expressing political harmony may be as important as their
role in economic policy. The ‘“social contract,” worked out between trade union
leaders and the Labour Party in the last two years of the Heath government, was
studiously vague on the issue of how wage restraint should actively be accomplished.
In the United States, where union structure is as decentralized as in Britain, a major
plank of President Carter’s 1980 reelection platform was a ‘“‘National Accord,” an
incomes policy agreement signed between AFL-CIO leaders and the administration
envisioning ‘‘ American labor’s involvement and cooperation with the Administra-
tion on important national issues.’52

In terms of union structure, Denmark is nearer to Britain than to its Scandinavian
neighbours, with the result that it proves an exception to the Nordic/Low Country
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syndrome of centralized union structure, socialist participation in government, and
consensual incomes policy.5? In both Britain and Denmark, governments have been
prone to use statutory incentives in addition to, or in place of, organizational
incentives exercised by unions. When we combine the ranking on socialist partici-
pation in government with that for union centralization, Britain and Denmark finish,
as we would expect, nearer to their rank on consensual incomes policy. Mainly for
this reason, a combined ranking along these lines is very strongly associated with
that for consensual incomes policy (tho = 0.91).54

Conclusion

The requisites of consensual incomes policy that have been discussed here, socialist
participation in government and centralized trade union structure, coincide only in
the Nordic countries, the Low Countries, and Austria. Many of the remaining
societies pursued some form of incomes policy in the post-1950 period, but in most
cases the policy lasted only a short time. Without stable social democratic gov-
ernance, consensual incomes policy is unlikely to be attempted, and without cen-
tralized trade unions, it is unlikely to be a viable policy in the medium term. To the
extent that incomes policy has been pursued in such countries, it has tended to be
more compulsory in orientation, either because the government could not gain the
cooperation of union confederations or because union confederations could not gain
the compliance of individual trade unions and their members.

These observations suggest that consensual incomes policy is unlikely to arise
outside its present geographical boundaries in any lasting form. However, this is a
conditional finding, an extrapolation of existing tendencies in union structure and
party-political competition.

In addition, there are signs that the organizational bases of consensual incomes
policy may be weakening. First, there has been a well-documented populist move-
ment in several western industrialized societies for greater individual participation
and ‘“self-actualization.” In the sphere of industrial relations this movement has
been manifested in demands for greater decentralization of decision-making within
unions and in the wave of spontaneous strikes at the end of the 1960s and beginning
of the 1970s, especially marked in Italy, France, West Germany, and Sweden. Even
where such demands are resisted, the existence of a dissatisfied minority of
potential activists places an obvious constraint on the willingness of union leaders
to commit themselves to centralized wage restraint.5$

Consensual incomes policies are threatened not only within, by demands from the
shop floor, but from without, by the mobilization of new groups. Here, a major
challenge has been the growth of unions composed of white-collar/professional
employees which have often pursued policies at odds with union federations domi-
nated by blue-collar workers. Competition between these groups may be intense as
white-collar/professional workers strive to protect their pay differentials and occu-
pational privileges against blue-collar inroads. The potentially destabilizing conse-
quences of this for consensual incomes policy were revealed particularly clearly in
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the militant strike of Swedish professional employees (SACO) in 1971, which was
precipitated by efforts of the major union federation (LO) to equalize pay among
different groups of workers. More recently, wage competition between public and
private sector unions in Sweden greatly complicated attempts to avoid the break-
down of negotiations that led to the general lockout of 1980.5¢

Paradoxically, the organization of professional workers into separate confedera-
tions is, in large part, a result of the industrial principle of union organization that
characterizes the most centralized union movements. As Klaus von Beyme has
noted, the industrial principle of union organization excludes white-collar workers
who wish to form separate unions from the main body of unionists.5? Thus the major
confederations of Norway and Sweden encompass a smaller share of total union
membership than do those in the United States or Britain.

Whether these developments will fundamentally alter the organizational foun-
dations of consensual incomes policy remains to be seen. But they do indicate that
we cannot extrapolate the experience of the three decades dealt with in this paper
into the future and that the attempt to promote centralized bargains in the sphere of
industrial relations is becoming more complex as qualitatively new demands are
raised and new groups crowd into the policy arena.

Appendix 1 Overview of Incomes Policies in Fifteen Countries, 1950-1980

Austria

1950-1957 Moderately consensual Intermittent collaboration in the context of the *‘Social
Partnership.”

1957-1966 Highly consensual Highly institutionalized system of bargained wage and price
regulation implemented through the essentially tripartite Joint Commission for Prices and
Wages.

1966-1980 Highly consensual Generally the same as above, except that government represen-
tatives sat on the Joint Commission on Wages and Prices as advisers only and the state role
in wage regulation became more informal.

Belgium

1950-1960 Weakly consensual Although no formal incomes policy, agreements between
unions and employers with indirect state influence in the context of consociational institu-
tions with tripartite representation.

1960-1970 Weakly consensual Centralized ‘‘social programming” agreements between unions
and employers. However, increasing decentralization in collective bargaining and dissensus
at the national level.

1970-1975 Moderately consensual Return to greater emphasis on national bilateral *‘social
programming” agreements with indirect state involvement.

1976 Weakly compulsory State-initiated wage restraint with statutory implementation, mainly
through selective taxation of wage increases in the private sector.

1977-1980 Weakly consensual Same as 1970-1975, except that negotiations took place under
threat of statutory policy if no agreement forthcoming.

Canada

1969-1970 Mixed Bilateral agreement between government and employers on guidelines for
price (and wage) increases to be implemented by business.
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1975-1978 Moderately compulsory Comprehensive and unilateral state program of wage and
price controls enforced statutorily in the face of union opposition.

Denmark

1963-1967 Mixed Unilateral state intervention and legislation of a *‘general solution” regulat-
ing wages, prices, and profits, with the support of the unions.

1971-1972 Weakly consensual Centralized, tripartite agreement, with government price con-
trols and threat of statutory intervention if no compromise reached.

1976-1980 Weakly compulsory Unilateral wage and price controls, statutorily enforced with
employer support and union acquiescence.

Federal Republic of Germany

1967-1969 Moderately consensual Institutionalized multipartite forum for consensual discus-
sion in the context of government-supplied orientation data (concerted action), with no
formal bargaining and no formal state role in wage negotiations.

1969-1977 Weakly consensual Same as above, except that concerted action was restricted
more to a symbolic role as consensus declined and unions opposed state attempts to utilize
the forum as a means of wage restraint.

Finland

1968-1973 Highly consensual Centralized, tripartite, comprehensive agreement (including
broad economic and social policy measures alongside wages) implemented by unions and
employers with extensive statutory back-up provisions.

1974-1977 Moderately consensual Same as above, except that the agreements were somewhat
less comprehensive in scope.

1978 Weakly consensual Union and employer backed statutory policy in context of com-
prehensive agreement.

1979-1980 Moderately consensual Same as 1974-1977.

France

1963-1964 Failure of the multipartite “Conference on Incomes” to provide a basis for the
integration of incomes policy into economic planning. Thereafter, focus on various price
controls and intermittent attempts to use moral suasion to restrain wage claims.

Ireland

1957-1959 After discussions with government, a nonbinding “‘Joint Agreement of Guiding
Principles,” focusing mainly on wage restraint, negotiated bilaterally between unions and
employers.

1963-1965 Under threat of unilateral statutory intervention, bipartite wage agreement between
unions and employers.

1970-1976 Mixed Bipartite union/employer ‘‘National Pay Agreements” with ad hoc govern-
ment intervention and legislation to help enforce them.

1977-1980 Weakly consensual National union/employer agreement involving indirect state
intervention through tax concessions, job creation, and improved welfare benefits in return
for income restraint.

Italy

1961-1964 Tentative moves towards bargained incomes policy in the context of a broad
economic program with the establishment of the tripartite National Committee for Eco-
nomic Planning. After 1964 the body was not reconvened.
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The Netherlands

1950-1959 Highly consensual Highly institutionalized, tripartite system of wage regulation in
the context of a comprehensive program including emphasis on price controls and employ-
ment and administered by the participating organizations, although backed up by statutory
powers.

1959-1963 Consensual breakdown Movement towards more diversified, industry-specific
criteria for wage regulation in the context of more decentralized and conflictual negotiation.
1963-1967 Mixed Attempts by the state to reconstitute the previous centralized system of

wage regulation in the face of union recalcitrance.

1969-1970 Moderately compulsory Unilateral state policy in face of union opposition to
unacceptable wage agreements.

1973-1974 Weakly consensual Tripartite coordination of wage claims and government eco-
nomic policy, reinforced by statutory provisions.

1975-1977 Weakly compulsory After failure of the “social contract” between the coalition
government and the unions in 1973-74, unilateral state policy of relatively wide scope (not
confined to wages, but extending to incomes generally), statutorily enforced.

1979-1980 Moderately compulsory Unilateral government policy of severe wage restraint,
statutorily enforced.

Norway

1950-1951 Mixed Comprehensive price and wage controls administered by the state through
binding awards, with union and employer support.

1952-1961 Weakly consensual Indirect government influence over centralized bargaining be-
tween unions and employers.

1962-1965 Moderately consensual With formation of the multipartite Contact Committee,
including most prominently state, union, and employer representatives, more government
influence over consensual, centralized wage bargaining.

1966 Weakly compulsory Binding arbitration after union members voted against a proposed
national settlement.

1967-1972 Moderately consensual Same as 1962-1965.

1972-1973 Highly consensual Tripartite and highly institutionalized system of wage regulation
involving broad-ranging taxation and government subsidy policies, with back-up compul-
sory arbitration of wage claims.

1974 Weakly consensual Decentralized bargaining at the industry and branch levels, with
central wage guidelines.

1975-1976 Highly consensual Same as 1972-1973.

1976-1978 Highly consensual Same as above, except that participation of peak organizations
and the state at the national level further institutionalized in ‘“‘combined settlements”
(kombinierte oppgjor).

1978-1979 Weakly compulsory Compulsory arbitration after unions and employers failed to
come to an agreement. This was followed by a general prices and incomes policy im-
plemented statutorily but supported by the union federation (LO).

1980 Highly consensual Return to a ‘“‘combined settlement” implemented by unions and
employers themselves.

Sweden

1949-1952 Attempts by the government to induce unions to accept voluntary wage restraint.
Rejected by the Trade Union Federation (LO) in 1952.
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1956-1975 Moderately consensual Centralized agreements between unions and employers in
the context of detailed consideration of the wider consequences of their joint actions and
state economic and social policy programs. At times the role of the state was explicit, as in
1969 with the personal intervention of the minister of finance in public employee negotia-
tions and in 1971 with extraordinary government legislation to suspend public employee
strike.

1975-1976 Highly consensual Centralized, tripartite, and comprehensive agreement (involving
reduction of direct taxation and increase in employers’ contributions alongside wage settle-
ment) implemented by the participating organizations.

1977-1980 Moderately consensual Increased government role in national wage bargaining that
took place in more conflictual atmosphere, culminating in breakdown of neocorporatist
negotiations in 1980.

1980 Direct government intervention to induce employers to accept a mediation offer (to
which the unions had already consented) following a general strike.

Switzerland
1972-1975 Occasional moral suasion exerted through institutionalized surveillance of prices,
wages, and profits.

United Kingdom

1961-1962 Moderately compulsory A wages freeze, unilaterally imposed by the state in the
public sector after the failure of negotiations with the TUC.

1962-1964 Unilateral wage guidelines pursued mainly through moral suasion.

1964-1966 Weakly consensual Tripartite agreement of narrow policy scope (with focus on
wage restraint) to be enforced by trade unions.

1966—1970 Moderately compulsory Unilateral government policy of wages freeze followed by
restraint, acquiesced in by the TUC and enforced with statutory measures.

1972-1974 Highly compulsory Unilateral statutory wages freeze, followed by elaborate system
of restraint, in the face of union hostility.

1974 Weakly consensual The *“‘social contract” based on mutual understandings between the
trade unions and Labour Party, of wide policy scope (including extensive price controls)
with the promise on the part of unions to exercise wage restraint.

1975-1977 Moderately consensual Explicit agreement of moderately wide scope bargained
between the government, the TUC, and the CBI, and implemented by unions and em-
ployers.

1977-1978 Weakly compulsory Unilateral policy of narrow policy scope acquiesced in by the
TUC and administered by the state.

United States

1971-1973 Highly compulsory Unilateral wages and prices freeze followed by restraint and
enforced statutorily.

1973-1974 Moral suasion buttressed by partial system of compulsory notification of price
increases.

1978 Weakly compulsory Narrow policy of wage guidelines enforced through state pressure on
employers and abortive attempt to legislate tax incentives for compliant employees.
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Appendix 2

The rank order for consensual incomes policy is derived from numerical scores based on
addition of years in each policy period weighted by mixed (0.5), weak (1.0), moderate (1.5),
and strong (2.0), as evaluated for each period in Appendix 1, with differences of 0.5 counting
as ties.

The rank order for socialist governmental participation is derived from data on social
democratic/labor cabinet participation, 1946-1976, presented in Korpi and Shalev, ‘‘Strikes,
Industrial Relations and Class Conflict,” pp. 178-179 (see note 24).

The rank order for trade union centralization is that presented in Schmitter, ‘‘Interest
Intermediation and Regime Governability,” p. 294 (see note 1).

The results derived from the statistical method used here were compared to results com-
puted in two alternative ways.

(1) Pearson correlations between sets of cardinal data that provided the basis for certain
rank orders, both reported here and several not reported (e.g., percent unionization, 1946—
1976; left votes, 1946—1976; exports as percent of GDP for various years; postwar cabinet
participation, 1946-1976; inflation, 1960-1980; average standardized unemployment, 1964—
1980). Pearson correlations derived from this data were very close to Spearman rho coeffi-
cients calculated from rank orders on the same data base, with absolute differences generally
less than 0.10. Pearson correlations between sets of cardinal data and rank orders treated as
cardinal data were all greater than 0.9 and generally greater than 0.95.

(2) Correlations were calculated between consensual incomes policy in four ordinal
categories and other cardinal and ordinal variables. The categories for incomes policy were as
follows: consistent consensual incomes policy (4): Austria, Norway, Belgium, Sweden; fre-
quent consensual incomes policy (3): Finland, the Netherlands; occasional use of consensual
incomes policy (2): West Germany, United Kingdom, Ireland, Denmark; negligible use of
consensual incomes policy: Canada, France, Italy, the United States, Switzerland. Using this
categorization, simple correlations were almost identical with Spearman coefficients derived
from the rank orders.
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