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Abstract

This thesis tests the hypothesis that the degree of
international competitiveness of the small European state in
the 1980s resulted from its unique internal process of
interaction derived from its industrial culture, developed
from state priorities and societal values. Small European
states, because of their position as international price
takers, controlling relatively few product markets, were
forced to rely on various forms of domestic intervention,
such as monetary, labour market, and industrial policies, to
stimulate international competitiveness. A systematised
dialogue and communication process among internal economic
actors due to geographic proximity and consequent actor
familiarity was the small European state's competitive
advantage necessary to compete for world markets against
larger states possessing both natural and human resource
advantages. The more systematised the internal interactive
process was, however, the more flexible the internationally
vulnerable small European state would be to respond to
changing global political and economic conditions.

In cases such as Sweden and Switzerland, the small European
state was able to fashion this process of interaction into a
system, where peak associations were able to communicate
effectively to preserve a flexible industrial environment
and where the principal actor maintained a key role in
directing the national economy. The economic success of
Sweden throughout the 1980s was facilitated by the trade
unions, while in Switzerland the economy was guided by its
financial institutions. Because of these principal actors,
both states were highly independent, having developed
oligopolised, high technology oriented industrial structures
that featured powerful multinational corporations.

However, during the 1980s, in small European states such as
Denmark and Ireland, with weak industrial structures, high
levels of international dependence on the European
Community, and poor economic performances, confused
consultation processes bred incoherent policy-making that
resulted in low levels of international competitiveness. 1In
both states, the State as the principal actor attempted to
facilitate industrial adjustment, aspiring to modernise
their relatively weak indigenous industrial structures.

The thesis examines actor relations and policy-making in
three functional areas: finance-industry relations and
monetary policies; trade union-industry relations and
supportive labour market policies; and state-industry
relations and industrial policies. Given the myriad of
policies that small state policy-makers employed during the
1980s, the thesis argues and illustrates that small European
state interventionism was both state-specific and necessary
because of the pressures of the world market.
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Chapter One
The Small European State International Competitiveness
Process

1.1 Introduction and Methodology

This thesis will examine the political-economic
performance of Denmark, Ireland, Sweden, and Switzerland
from 1980-1987, using a chapter-by-chapter comparative
approach, as opposed to separate state studies. It will
draw upon the lessons of the past literature of small states
operating in foreign markets. The evidence used to compare
the case studies includes primary documents and personal
interviews in each of the four countries with
representatives from important ministries, trade unions,
employers' confederations, industrial associations,
financial institutions, universities, and research
institutions. (See interview listings after Chapter Six.)

As the basis for forming comparisons, the four selected
small European states have some common points: each is
relatively small, with a population of less than ten
million; all are located on or near the continent of Europe;
and all are heavily dependent on international commerce.
However, there are differences. Three of the states -
Ireland, Sweden, and Switzerland - are neutral, while
Denmark is a member of the North Atlantic Treaty
Organisation (NATO). While Denmark and Ireland are members
of the European Community (EC), Sweden and Switzerland are

members of the European Free Trade Association (EFTA).
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The most important difference among the case states is
that each has a distinct, state specific process of internal
interaction among its influential economic actors;
variations in these processes help to explain small European
state economic performance. Using this approach based on
the case studies, this thesis will argue and interpret why
some small European states were more internationally
competitive than others in the 1980s, as well as the
prospects for these states to maintain or augment their
levels of international competitiveness into the 1990s.

Most scholars have agreed that international
competitiveness assumes that a state's economic problems,
such as unemployment, inflation, and slow growth, can be
overcome by substantial increases in productivity such that
the state can increase its global market share by increasing
exports and reducing imports.1 A strong current account
balance, a balanced fiscal budget, stable growth, and low
levels of unemployment and inflation indicate that a state
has achieved a high level of international competitiveness.
In the 1980s Sweden and Switzerland enjoyed such relative
economic success.

Conversely, a large deficit in a state's balance of
payments2 and a decline in relative purchasing power is
indicative of declining international competitiveness.
Throughout most of the 1980s Denmark and Ireland experienced
high levels of foreign debt, wage-inspired inflation,
mammoth levels of unemployment, and enduring current account

deficits; these adverse economic indicators typify a
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deficient level of international competitiveness.

International competitiveness as used in this thesis
denotes the degree to which a state's industries produce
goods and services for markets abroad, both through trade
and foreign direct investment, while expanding the incomes
(and therefore the standard of living) of its citizens. The
level of a state's international competitiveness is either
fostered or inhibited as a result of the internal process of
interaction among its important economic actors.

Quadrilateral relations between and among financial
institutions, labour, the States, and industry lead to
either a systematised or a confused process of communication
and policy-making. Particular attention in this thesis will
be on how state actors attempt to undertake policies that
would enhance productivity and stimulate product
desirability in foreign markets. Such state-specific
interaction and policy-making determines a state's level of
growth, employment, prices, current account balance, level
of technological sophistication, direct investment abroad,
and industrial structure - the prime indicators of a state's
level of international competitiveness. (See Figures 1.1

and 1.2.)
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Figure 1.1
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Figure 1.2
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New and increasing global pressures tested the ability
of the small European state to remain internationally
competitive in the 1980s. The pressures of the decade
included the proliferation of tariff and non-tariff
barriers, the advent of competition from the newly
industrialising countries (NICs), and changes in the
relative economic position of the United States. By the
mid-1980s the prospect of an internal market for the EC to
be created by 1992 under the terms of the Single European
Act was perhaps the most interesting development for the
small European state.

While international competitiveness has been a popular
term used by scholars to refer to the condition of economic
vitality of larger states such as the United Kingdom and the
United States, it takes on a whole new meaning and
importance for the internationally vulnerable small state.
Its sensitivity to global political and economic pressures
tends to be greater than larger states because of its
relatively greater dependence on international commerce. As
a result of its modest domestic market, the trade to gross
national product (GNP) ratio of the small European state is
higher than those in larger states Moreover, as will be
discussed later in the chapter, small state industries tend

to be price takers as opposed to price makers.
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1.2 The Economic Consequences of Being a Small State

A. Limited Political Power

In comparison to large industrialised states such as
the Federal Republic of Germany, France, Japan, the United
Kingdom, and the United States, small states’ like Denmark,
Ireland, Sweden, and Switzerland encounter a high degree of
economic and political5 vulnerability. The small European
state tends to be similar to its larger Organisation for Co-
operation and Development (OECD) counterparts in terms of
overall standard of living, yet it remains more sensitive®
to global political and economic pressures. This
sensitivity exists because of its limited strategic and
political power vis-a-vis larger powers and its high level
of dependence on international commerce. In the political
realm, David Vital correctly states that "a small state [in
comparison to larger states] is more vulnerable to pressure,
more likely to give way under stress, more limited in
respect of the political options open to it and subject to a
tighter connection between domestic and external affairs."’

As a result of its comparatively weak political
position, the small state has generally attempted to avoid
conflict of any kind (military, economic, etc.) with larger
powers.8 Unlike mini-, micro-, or client- states’ such as
Andorra, Monaco, or the Channel Islands, small states,
operationally defined here and in much of the small state
literature as industrialised states with population sizes of

10

less than ten to fifteen million~, have identity and
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autonomy - the "capacity to withstand opposition and stick
to purposes thought commensurate with the national

interest.""

They are not "mere pawns" in the strategic
relations between large powers, but can have some, though
often slight, international or global impact, primarily as a
result of their national political and economic autonomy and
geo-political puissance in certain areas of the world. ™
Nonetheless, much of the small state literature has

equated "smallness" with "weakness." "

The small state,
though internationally more powerful than mini- or client-
states as a result of greater political and economic
autonomy, has a limited ability to "induce change in the
structure of international relations;"' in addition, it
"... needs to avoid being regarded as 'hostile'" by larger

allies.”™

Small states toe a fine line between retaining
the responsibility for their identity and autonomy, and at
the same time avoiding conflict, both militarily'® and
economically, with larger powers.

Small European states such as Austria, Finland,
Ireland, Sweden, and Switzerland have attempted to avoid
international conflict through permanent neutrality. This
policy has sent an "unequivocal message" to larger powers
that these small European states will avoid all forms of
conflict, hence minimising or perhaps averting large-scale

politics and security matters, even during wartime."
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B. Limited Economic Power

Most important to this thesis, however, are those non-
military forms of international pressure, those which imply
"injury by deprivation" rather than through military might.
Nonetheless, because the territorial-state system defines
the parameters of the international economic system, the
small state's vulnerable strategic and political position
sets the framework for its ability to exert international
economic power. Indeed, power in the international system
supports the state's attempts at accumulating plenty. As
Gautam Sen contends, "The real causes of international trade
disputes hinge on the division of international power among

»®  Tnternational economic

competitive nation-states.
relations are inherently political, and there is little that
a small state can do from either a political or an economic
standpoint to alter this situation.”

While large powers can either organise the
international economic system (system makers) or mobilise
their significant domestic resource base to garner a
beneficial position in the international division of labour,
small states have limited options due to their inferior
resource base. In referring to Robinson's important work in
1960 on the Economic Consequences of the Size of Nations,
S.N. Eisenstadt identifies that small states' internal
markets are not sufficiently large nor diversified to

produce all that the small state needs, nor does it have the

ability to consume all that it produces. Therefore, the
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small state must seek external markets for both consumption
and production purposes.20

What will be argued in the following section is that
the high level of dependence of small states on foreign
markets has fostered policy-makers in these states to
pontificate about their commitment to openness and policies
based on laissez-faire principles, when in fact these self-
identified tenets are examples of "symbolic politics"21 and
fallacious self-characterisations. With their understanding
of the politicisation of trade and with increasing
international pressures, small states have used various

forms of compromising rhetoric?

towards their larger state
counterparts, whose markets remain vital to the small state
and whose international military, political, and economic
power overrides their own. Moreover, with the international
pelitical and economic shield of larger state membership in
the European Community, as well as the continuing political
unity of the twelve member states, common external tariffs
provide trade policy options for small member states not
available to those small European states outside the EC.
Hence, unlike numerous scholars who have argued that
small states are forced to develop programmes based on
laissez~faire principles and openness as a result of a
comparatively weak international political stature, it is
argued here that small state interventionism, which consists
of various labour market, monetary, and industrial policies,

is indeed consistent with the pressures of the world market

and necessary because small states are price takers.
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1.3 The Small European State in the International Market

A. Price Dependency and Flexible Specjialisation

Because small states have limited abilities to control
product markets, they tend to be internationally dependent

3 This means that small state industries are

price takers.
vulnerable to world price fluctuations influenced in most
cases by large state enterprises with greater market impact.
Only in relatively few circumstances are small states able
to take on the position of controlling product markets, or

becoming price makers.?

Subsequently, the small state must
maintain a high degree of flexibility vis-a-vis those
international markets on which it is dependent.

Being "peculiarly vulnerable to 'external shocks,'"?
or even changes in the overall international economic
climate, small state entrepreneurs must be able to compete
against larger, more powerful competitors in the
international marketplace. Various exogenous turbulences,
such as an international recession or increasing prices of
production inputs (e.g., o0il price shocks), can have serious
ramifications for the small state economy.

Moreover, as Conybeare correctly asserts, the small
economy has more to gain from open trading relations as a
result of its price taking status than larger states.

The pure theory of trade suggests that most of the

gains from trade will accrue to smaller countries,

because the terms of trade are determined by domestic
prices in the larger countries; hence, a small country
will experience a large increase in the price of its

export when trade begins, the large country perhaps
none at all.
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Both flexibility and specialisation (i.e., "flexible
specialisation"n) are vital to small state industry, which
must carefully choose a relatively small range of products,
often in niche markets, that highly correspond to global, as
opposed to (a limited) domestic, demand. Due to natural and
human resource disadvantages vis—-a-vis large states, small
state industries are precluded from developing a broad range
of products for export.

As a result of its limited export product range, small
state markets must adjust to global demand fluctuations by
continually, indeed flexibly, replacing antiquated products
with those in higher demand (i.e., the Schumpeterian notion
of "creative destruction").28 If a state tends to produce
"sunrise" industry products, those in which global demand is
expected to increase, such as telecommunications equipment,
computers, and pharmaceutical products, then generally it
has a better opportunity for future global market growth
than it would by producing "sunset" industry goods, those in
which global demand is decreasing. While this principle
generally applies to all states, the small state, because of
its price taking status and limited ability to produce a
broad range of items relative to larger states, must be more
flexibly specialised than the larger state. As S.N.
Eisenstadt explains,

...the type of specialization open to small states and

the nature of their dependency may change throughout

history. One of the great problems of small states is
that they may become so attuned to one type of
international market that they collapse entirely if
this market changes....Thus, a basic problem faced

above all by the small state is the need for a high
degree of flexibility vis-a-vis those international
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markets on which they are dependent.29

Having a sunrise product export orientation increases
the likelihood that a small state, highly dependent on
international trade, will be able to maintain its
international competitiveness in the future. The Swedish
and Swiss export orientations in the 1980s were geared
towards high technology products. Indigenous Danish and
Irish industries exported primarily in the agricultural

field. (See Figure 1.3.) In both Sweden and Switzerland,

for example, exports significantly increased in the
telecommunications field, where OECD demand continued to

grow. (See Fiqures 1.4 and 1.5.) In the decade the Irish

and Danish economies were heavily dependent on the

agriculture sector, even though global demand levelled. (See

Figures 1.6 and 1.7.)

In addition to the export of goods, a few small
European states were highly successful in exporting another
specialised product: services. (See Fiqure 1.8.) The
tertiary sector, particularly banking (and to a lesser
extent tourism), in Switzerland, Belgium, Luxembourg, and
the Netherlands enabled these states to maintain surpluses
in their balance of services and was a major reason for the

economic success of these countries.
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Figure 1.4

TELECOMMUNICATIONS AND SOUND RECORDING
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Figure 1.5
TELECOMMUNICATIONS AND SOUND RECORDING

APPARATUS TRADE, VALUE IN $1,000

45.000

40,000 -

35,000

(OECD TOTAL)
30,000
OECD TOTAL

25,000

20,0001
OECD EUROPE a
15,000
10,000
(OECD EUROPE)
<>-
5,000
( ) - Imports
1981 1982 1983 1984 1985 1986 1987

Source: OECD (1988) Foreign Trade Bv Commodities. Volumes | and II.



no

34

Figure 1.6
FOOD AND LIVE ANIMAL TRADE, 1980-1985
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Figure 1.7
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Figure 1.8
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These three profiles - sunrise industries, agriculture,
and services - can be explained as (a) indicators of
industrial development and (b) historical industrial
preferences.

a) Industrial Development. Throughout the 1980s
Ireland's level of industrial development, for example, was
significantly lower than the Swiss or the Swedish level.
This difference helps to explain why the Irish economy
remained heavily dependent on its indigenous agricultural
sector and inward foreign direct investment (FDI),30 while
the Swedish and Swiss economies depended on powerful
international banks and giant multinationals in such high
tech areas as sophisticated machinery equipment and
pharmaceutical products.

b) Industrial Preferences. Though the agriculture
sector is often cited as a low-growth sector, Danish
agriculture, renowned for having highly mechanised
productive techniques, has been a highly productive force in
the economy.31 In the same vein, as a result of the number
of forests in Sweden, the forestry industry has remained a
relatively large industry in the country. Certainly the
large agriculture sector in Switzerland has been a
manifestation of its historical presence in the dairy
industry, particularly with regard to the production of

cheese and chocolates.
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B. Reliance on Trade and Inward and Outward Foreign
Direct Investment

No matter the level of industrial development, the
degree of trade dependence of the small state tends to be
much greater than the larger state. (See Figure 1.9.) 1In
1986 United States exports totalled 5.2% of its Gross
Domestic Product (GDP), and Japan's exports amounted to
10.8% of its GDP. Imports totalled 8.8% and 6.5% of their
respective GDPs. However, in small states like Belgium and
the Netherlands, exports totalled 58.7% and 46.0% of their
respective GDPs, while imports in these states amounted to
61.1% and 43.0%.%

While some small European states such as Ireland have
welcomed inward FDI in order to spur its industrial
development, in the 1980s such small European states as the
Netherlands, Sweden, and Switzerland® were less accepting
of inward FDI from foreign sources as evidenced by
restrictive share-holding policies that obstruct foreign
takeovers of indigenous industries. These states, whose
investment success has also been a manifestation of their
level of industrial development and historical industrial
preferences, have gained much of their national wealth
through profits from direct investment abroad that has been
either repatriated, reinvested, or exported from the
offshore site to other locations overseas. Multinational
corporations (MNCs) have followed industrial organisation
theories for growth based on both horizontal and vertical
integration, the latter "where the production of outputs in

one plant serves as inputs for other plants."“
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C. Small European State Trade Policy Options

With such a high degree of dependence on world markets,
coupled with the necessity to avoid costly trade conflict
with large powers, a number of authors have asserted that
the small state must opt for openness and economic
programmes based on laissez-faire principles. Authors such
as Peter J. Katzenstein assert that small state industrial
and trade policies from the 1930s through the 1970s tended
to be reactive, or defensive, while larger states with more
international muscle, like Japan and France, were able to
form a number of mercantilist or offensive programmes such
as targeting, pick the winners, and administrative guidance
that could directly influence the composition and location
of industrial output. Moreover, it has been argued that
because of their lack of international power and dependence
on international commerce, small states cannot develop these
offensive, seemingly protectionistic policies that could
foster animosity from large states for fear that the
consequent retaliation could result in the elimination or
restriction of vital foreign markets.

According to many scholars writing about the small
state in the past, negative sanctions, such as voluntary
export restraints (VERs) and orderly marketing arrangements
(OMAs), have been avoided by the small European state, not
only because of the impracticality of such measures for
small states dependent on export-led growth, but also as a

result of their fear of larger state retaliation and the
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consequent loss of vital trading lanes. Instead, as David
Yoffie asserts, long-run political strategies are developed
to prevent crises in bilateral trade regimes with larger
states, including the short-term acceptance of VERs and OMAs
imposed by larger states to quell further, long-term

antagonism.35

In spite of some exceptions, negative
sanctions, such as embargoes, boycotts, tariff increases,
and blacklisting,36 have generally been avoided by the small
European state.

What should be apparent is that other instruments of
intervention have been available in the small state's
"economic statecraft" repertoire. It is argued here that
small states have been able to develop and implement a

number of programmes that directly influence the composition

and location of industrial output as part of a strategic

trade policy. (See Figqure 1.10.) Indeed, the "small country
assumption" accepts that, "In the case of a small country,
even if its domestic policies cause its exports to increase
or imports to decline, these effects are insignificant for
all trading partners and, thus, they have no reason to

react."37

With inferior international political power, such
frequently used terms by small European state policy-makers
as "laissez-faire" and "openness" have helped induce large

state acquiescence towards, or oversight of, acts of market

intervention by the governments of small states.%®
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Moreover, as Paul Krugman explains, the optimum form of
intervention has not been trade intervention, but domestic
intervention, such as loan guarantees, manpower programmes,

39 A number of

and research and development policies.
monetary, labour market, and industrial policies have been
developed in small European states to maintain or increase
their levels of international competitiveness. 1In many ways

this is the other side of David Baldwin's "economic

statecraft" coin. (See Fiqure 1.11.)

Figqure 1.11
Examples of Economic Statecraft: Positive Sanctions

Trade Capital
Tariff discrimination Providing aid
(favourable) Investment guarantees

Granting 'most-favoured-nation Encouragement of private
capital

treatment' exports or imports
Tariff reduction Taxation (favourable)
Direct purchase Promises of the above
Subsidies to exports or

imports

Granting licenses (import
or export)
Promises of the above

Source: David A. Baldwin (1985) Economic Statecraft: 42.

Nonetheless, the experience of the four small European
states suggests that when particular sectors experienced
stagnation because of changing international economic
conditions, the State was forced to respond flexibly despite
its price taking status making such aid to declining sectors
futile economic statecraft. Sweden's giant shipbuilding

industry eventually could not compete with Japanese and
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Korean shipbuilders in the 1970s, yet the Swedish State
continued to subsidise the industry even in a short and
atypical period when the government was led by a centre-
right coalition, rather than the historically powerful
Social Democrats. Nonetheless, after some consideration and
attempted priming, Swedish policy-makers allowed the
industry to run its course.

In Denmark, the State continued to subsidise the
declining shipbuilding industry, neglecting to understand
its internationally vulnerable price taking status much as a
consequence of increased competition from Asia. Likewise,
the watch industry in Switzerland was subsidised in the
1970s as a result of increased competition primarily from
Japan, yet unlike the Danish shipbuilding case, the Swiss
watch industry recovered and became successful again as a
result of innovation and product differentiation. These
three cases - Swedish shipbuilding, Swiss watchmaking, and
Danish shipbuilding are the most important, not to mention
unique, examples of State subsidisation in the case states.
As a result, these cases will be addressed in detail
throughout the thesis, particularly in Chapter Five. Of
course, the agriculture sector, particularly in Denmark and
Ireland, has also been heavily subsidised.

The Irish and Danish cases underscore the importance of
the EC for small states. With the international political
and economic shield of larger state membership, as well as
the continuing political unity of the twelve member states,

common external tariffs and the common EC stance at the
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General Agreement on Tariffs and Trade (GATT) have provided
trade policy options not open to those small states outside
the EC. For example, with Danish and Irish membership in the
EC, along with West German, French, English, and Italian
membership, small "European" state trade policy options have
been less constrained than for those small European states
that have not been members, such as Austria, Finland,
Iceland, Norway, Sweden, and Switzerland.“

These latter states have been members of the European
Free Trade Association (EFTA), and hence have received
favourable terms of access for their manufactured goods (not
agricultural ones) into the European Community market, the
destination of three-fifths of EFTA's exports throughout the
1980s. However, their position outside the more
economically and politically powerful Common Market has not
afforded them the same trade policy options as those small
states forming common policies and political ties with
larger states in the EC. Certainly one of the greatest
advantages for these states is that the EC has trade
creation benefits resulting from the lack of internal
tariffs.*

One can infer the following about the small European
state's policy actions in terms of the limitations imposed
upon it as a result of international pressures:

a) While both larger states and small states encounter
many similar external pressures (e.g., oil shocks,
international recession, etc.), the major difference between

large state and small state pressures is that large state
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industries tend to be price makers, which means they have
greater ability to control product markets than most smaller
state industries, who have significantly less control on
international markets as price takers.

b) As a result of international pressures, small
European states have pursued strategic trade policies in
some cases even more rigorously than larger states. Some
authors have asserted that small state trade policies have
tended to be only reactive, or defensive, while larger
states with more international muscle have been able to form
a number of mercantilist, offensive programmes that directly
influence the composition and location of industrial output.
An important point is that while larger states such as Japan
and West Germany have developed interventionist policies, a
key distinction is that their industries are price makers.
Yet because of the small European state's price taking
vulnerability, interventionism has been used to combat
international economic pressures. The degree of
intervention has ranged from the highly active Irish State
to the moderately active Danish and Swedish States to the
less active Swiss State.

c) Knowledge of the internal process, in which
critical economic actors form important bargaining
relationships that breed flexible specialisation, is the key
to understanding how particular small European states remain
internationally competitive. The degree of success of small
European states in the international marketplace is

significantly determined by internal conditions, which
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differ as a result of varying industrial cultures and
consequent internal bargaining processes.

1.4 Efficient Collectivism as a Source of International
Competitiveness

A. The Collectivist Literature

This thesis posits that all small European states are
neither always similar nor uniformly economically
successful, but rather that economic outcomes depend on the
internal conditions of the state. Small states are,
however, similar in that they often, though not always, face
similar exogenous conditions. For instance, the economic
vitality of Ireland and Switzerland are appreciably
different despite both being small states. While small
European states possess the commonality of size, they have
reacted in different ways to changing external conditions.
Indeed, a major reason for these varied reactions can be
attributed to internal factors which, beyond a few works,
have been "wholly neglected in the studies. "

Small states can create the necessary domestic
conditions for their industries to remain globally
competitive in order for the state itself to realise an
advantage in the world trading system. John Zysman and
Laura Tyson illustrate the importance of the ability of a
state's actors to spur productivity levels, particularly in
growth sectors, and to support high incomes. Most
importantly, they affirm that "National and corporate

competitiveness are analytically distinct but practically
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intertwined."® 1In a similar sense, Michael Porter explains
that "a favorable competitive position in an industry [is]
the fundamental arena in which competition occurs. ™

Several political economists who are associated with
the collectivist school, including Andrew Shonfield,"5 have
examined the institutional relationships among trade unions,
employers' confederations, industrial associations,

¢ Ricardian trade

financial institutions, and the State.”
theory assumes that the ability of any state to gain
comparative advantages in international trade is a product
of an "efficient state," and these interactive relations may
"create" the necessary domestic conditions for (in
particular) a small state to remain efficient.

Shonfield's Modern Capitalism is the original and most
renowned of the collectivist literature, and it has spawned
a number of works from such academics as Lehmbruch,l'7

49 Schmitter, and Streeck.’® Differentiated

Lindberg,“ Maier,
from mainstream economists and rational choice theorists who
"conclude that politicians, bureaucrats, and lobbyists take
collective action which neglect market incentives, debase
allocative efficiency, and downgrade economic
performance,"51 the collectivists have studied the economic
purpose of intergroup consensus and tripartite negotiation
between the State, industry, and labour.
[These authors) emphasize the interaction among
economic agents and group interests and between them
and the state. Patterns of economic production and
consumption, the economic goals pursued and instruments
chosen, and the ability of political authorities to

adapt policies and implementation of strategies to
changing political and economic conditions are largely
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institutionally constrained or determined.>?

This thesis, therefore, posits that in studying the
international competitiveness of small states it is
necessary to examine the structure of the relationship
between the State and the market, in which domestic economic
actors provide "resources and incentives that in an

n33 At the heart

interactive process, reinforce governing.
of this institutional perspective is the dynamic process in
which policy-making is developed and the collective and
individual impact these policies eventually have on the
ability of the small state to be internationally
competitive. This process is extracted from political and
institutional struggles that are based and arbitrated by a

preestablished organisation of state power.54

B. The Small State Advantage and Democratic Corporatism

Many scholars have accepted that small states hold a
distinct advantage over larger states simply because
smallness tends to breed "economic efficiency" and "cultural
productivity".55 They argue that the small European state
has been able to profit from frequent formal and informal
discussion and bargaining between (and among) the State and
peak associations,® the top-echelon centralised level of
representation for each particular economic institution.
With paradigms derived from the collectivist school of
political economy, Peter J. Katzenstein, David Cameron,57

Charles Maier and Mancur Olson,58 for instance, have

accepted institutionalised bargaining, coupled with
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political stability, as the root of economic success for
such nations as Austria, Belgium, the Netherlands, Norway,
Sweden, and Switzerland from the 1930s through the 1970s.

Katzenstein, for example, has labelled the consensus
formation of small states as democratic corporatism, which
is characterised by three traits:

an ideology of social partnership expressed at the

national level; a relatively centralized and
concentrated system of interest groups; and voluntary
and informal coordination of conflicting objectives
through continuous political bargaining between
interest groups, state bureaucracies, and political
parties.
He proposes that since the 1930s a number of small states
have been forced to develop economic programmes based on
laissez-faire principles in order to avoid policies that
larger states might perceive as being protectionistic, thus
causing possible large state retaliation with consequences
that are extreme for small states dependent on foreign

trade.60

Subsequently, economic smallness typically
translates into economic openness.
This view is held because small states must achieve
specialized niches in the world economy if they are to
thrive and because productive specialization requires
ample free trade both to obviate consumer shortages and
to avert risks of crippling foreign tarigf retaliations
that might be provoked by protectionism.®
He proposes that if small states are forced to have
open economies without the aid of offensive industrial
policies, they remain economically strong by being flexible.
The government rewards its citizens for the costs of being
flexible (or "investment and employment instabilities"”) by

compensating them through various manpower, incomes, and
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employment policies. He applauds the ability of several
small European states who preserve their economic openness,
manifested through both import dependence and export
specialisation, by being capable of adjusting to
international political and economic conditions.

The "flexible industrial adjustment" programme of the
small European state, furthermore, does not include
exporting the costs of change, an option open to larger
states; rather, the small state tends to live with these
conditions, responding to them as they come.

The strategy of the small European state is flexible,
reactive, and incremental. It does not counter adverse
changes by shifting its costs to others abroad; it does
not attempt to preempt change by ambitiously reordering
the economy et home. ;nsteaq the_small Eurogean states
continually improvise in living with change.

Katzenstein attributes democratic corporatism, in
combination with a system of proportional representation“,
which leads to minority governments that "attempt to
influence policy" as opposed to trying to "accumulate
patronage," as the root from which the small European state
attains flexible industrial adjustment. "Democratic
corporatism, which creates a relatively dull and predictable
kind of politics, manifests itself through an ideology of
social partnership - centralised and concentrated interest
groups that form an integral part of a comprehensive
bargaining system - and through a system of voluntary and
informal coordination between conflicting objectives."65

Thus, he concludes that "these [small European state]

traditions, institutions, and structures form a context and
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impose policies which bear no resemblance to those of the

larger European countries. "%
C. The Thesis Model of Actor Interaction

This thesis contends that each small European state has
a distinctive process of internal interaction that cannot be
generalised through imprecise nomenclature such as
democratic corporatism. It is assumed here that the process
of internal actor interaction is both dynamic and state-
specific; as a result, generalisation and the use of vague
terminology are less helpful than comparing each state
individually. To frame a state-specific process of
interaction in universal overtones undercuts the meaningful
aspects of how each small European state attempts to
maintain or augment its level of international
competitiveness. Differences between the Katzenstein model
and the approach used in this thesis are further enumerated
in the final section of this chapter (Section 1.6).%

This thesis sets out a relatively straightforward
framework to examine variances in the communication
processes of small European states. There is no grand
scheme or recipe for small European state political-economic
success; rather, the model provides a useful method to
analyze actor interaction within the small European state to
determine the reasons for political-economic success or
failure.

At its most basic level, communication within the small

European state can be examined through dialogue between two
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actors, where relations can be characterised as either

cooperative or detached.

Actor A Actor B Actor A Actor B

Cooperative Bilateral Detached Bilateral

Under cooperative bilateral relations, actor interaction is
familiar, and consultation and exchange is frequent and
orderly. Typically such ties breed high levels of
cooperation necessary for the state to remain
internationally competitive. If bilateral interaction
involves the State itself, cooperative relations usually
lead to policy progress. In contrast, detached bilateral
relations occur when actor interaction is characterised by
distant and infrequent communication, and where the lack of
dialogue inhibits cooperation. Under detached bilateral
relations involving the State, policy-making is usually
unproductive and ineffective.

The level of international competitiveness of the small
European state can be evaluated by assessing a subsequent
level of actor interaction within the state between and
among the fundamental market actors and the State.

Therefore, the model of actor communication used in this
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thesis involves evaluation of the process of relations among
the four major actors - financial institutions, labour,
industry, and the State - that support and augment
international competitiveness.

Under a best-case scenario of communication among these
actors, where all relations are cooperative, communication
within the state can be characterised as continuous

quadrilateral.

State

Finance Labour

Industry

Continuous Quadrilateral

Under continuous quadrilateral actor relations, the dialogue
process is systematised and orderly. The State is able to
form monetary, labour market, and industrial policies that
act as necessary complements to cooperative bilateral
interaction between finance and industry, labour and
industry, and the State and industry. Continuous
quadrilateral relations breed high levels of cooperation
necessary for the state to achieve high levels of political-

economic performance.
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Under a scenario where some (or all) forms of
communication are detached, the level of interaction within
the state can be characterised as intermittent

quadrilateral.

State

Finance Labour

Industry

Intermittent Quadrilateral

Dialogue among actors can be detached, causing a less
systematised process of interaction that can be
characterised as intermittent quadrilateral. Further, the
State is not always able to form monetary, labour market,
and industrial policies. As a result of less efficient and
effective policy-making and more distant actor relations,
the state is less able to achieve a high level of
international competitiveness.
1.5 The Interactive Process and the Roles of the Major
Economic Actors in the Small European State
Undeniably the paradox of the small state is that while

it faces international political and economic vulnerability
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because of limited international power vis-a-vis large
powers, its small size is also its greatest asset to
maintain or augment its level of international
competitiveness. Because of its geographic proximity that
encourages actor familiarity, communication between and
among actors can be facilitated. A major advantage the
small state possesses over large states is the monocephalic
nature of its society, one in which "all resource-holders
within a territory tend to congregate within short distances

of each other..."68

In contrast, a polycephalic society is
defined as one in which there is "a marked geographical
dispersion of different types of arenas across a very wide
area...."®
In general, small states hold the monocephalic

advantage, with both governmental and industrial power
located in the same location, while larger states like
"Japan and West Germany ... have a clear-cut dissociation of

the political from the economic centres."’”

In Denmark,
Ireland, and Sweden, the governmental, financial, and
industrial centres are located within the capitol city.

Only in Switzerland are the governmental and
financial/industrial centres in different locations, yet the
distance is short between the three centres (Zurich, Basel,
and Berne). Because the role of government in Switzerland
is extremely limited, most interest representation occurs in
Zurich, the powerful financial centre.

Because of this small state advantage, interest

representation, particularly from industry and labour, is
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often centralised through confederations. One can readily
think of the Manufacturer's Association of Israel (MAI) and
Norway's Industrirardet as good examples of powerful small
state employers' confederations. Among the case countries,
the Swedish Arbetsgivarforeningen (SAF), the Swiss Vorort,
and the Danish Industrirardet are excellent examples of
strong employers' confederations; on the labour front, the
Swedish Landsorganisationen (LO) and Tjanstemannens
Centralorganisation (TCO), the Danish LO, and the Swiss
Gewerkschaftsbund (SGB) are powerful labour confederations.

A number of small European states have been able to
manipulate the relations among centralised bodies, often in
conjunction with the State, into streamlined systems of
communication and bargaining. Such forms of interest
representation help to avoid societal conflict and to
promote economic structures that stimulate a progressive and
flexible dialogue, resulting in high levels of international
competitiveness for the state. When communication fails,
the small European state negates its monocephalic small
state communication accessibility advantage over its larger
competitors. Indeed, it is this assertion that will be
discussed throughout the thesis.

A particular process of interaction between and among
financial institutions, organised labour, the State, and
industry develops as a result of the small state's
industrial culture, which is composed of nationally specific
institutional goals that guide the state and society, both

knowingly and unknowingly, in either inhibiting or promoting
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industrial progress. This institutional framework "...
mediate[s] the interests and capacities ... [within] the
large-scale and historically evolving organisational
structure of state and society."71 An attitude or ideology,
particularly towards the role of the State, becomes manifest
through a state's industrial culture.

While its small size is an advantage over large state
competitors, what is also important is that the role of a
particular actor, coupled with an institutional framework
that streamlines the process of interaction among the four
key actors, can produce the necessary internal situation for
increasing a small state's share in growing foreign markets,
which in turn expands the incomes of its citizens. In the
1980s the State did not always act as the primary impetus
within the small European state in attempting to preserve or
increase its level of international competitiveness. What
will be illustrated in this thesis is that depending upon
each state's specific industrial culture, other actors such
as financial institutions and labour assumed the role of the
small European state's principal actor.

Therefore, while the small European state has the
monocephalic advantage that lends itself to communication
and dialogue accessibility, its industrial culture, which is
composed of rules of behaviour, norms, roles, or "patterned
habits of thought learned by individuals performing these

roles,"72

determines how the major economic actors in
society bargain to attempt to foster the development of

industry. The impact of the three major actors, financial
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institutions, labour, and the State on industry is discussed

below.

A. The Interaction Between Financial Institutions,
Industry, and the State
The nature of the tripartite finance-industry-State
relationship can determine whether financial institutions in

small states foster international competitiveness.73

Where
there are financial institution relationships in a credit-
based system, in which much of the political economy
literature has focused on the Japanese and West German
systems, as opposed to a capital market-based system, such
as in the U.K. and the U.S., these relations can facilitate
the ability of industry to remain internationally
competitive. As John Zysman explains,
In capital market-based systems with elaborate
secondary markets, entrance to and exit from different
financial holdings are quite simple processes....In
credit-based systems with fewer arrangements for an
easy exit, financial instjitutions are obliged to remain
loyal to their customers.’
Under a credit-based system, industry is able to maintain
high levels of investment because of a high debt-equity
ratio; the amount of equity employed in a company's
financial structure is a combination of the actual cost of
equity versus debt to the firm. In addition, having highly
leveraged firms ensures strong financial institution-
industry relations because of financial institutions
controlling industries' debt.

However, it is impossible for a state's financial

institutions to provide low rates of credit, even for their
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most valued customers when monetary authorities are unable
to maintain low real interest rates as a result of
inflationary problems. In addition, high real interest rates
cause overvaluation vis-a-vis the currencies of the trading
partners, which in turn causes the prices of the state's
exports to be higher for the foreign consumer.

Throughout the 1980s, Switzerland was able to maintain
lower real interest rates than its competitors and was able
to maintain a relatively stable national currency. The
relationship among monetary authorities, financial
institutions, and industry produced a coordinated interest
rate and exchange rate policy that was quite beneficial to
Swiss industry. Moreover, in Sweden by the beginning of the
1980s active monetary policy-making primarily through
devaluation led to increased industrial growth.

Consequently, because of the monocephalic nature of the
small state, during the 1980s the proximity of financial
institutions to industry could breed a strong working
relationship between the two parties. Certainly in Sweden
and Switzerland financial relationships were such that most
corporations tended to seek financing with particular banks.
In Switzerland in particular, financial institution-industry
relations were similar to those in the Federal Republic of
Germany; strong banking relationships produced lower real
costs of capital for Swiss industries relative to that which
its international competition paid, which allowed for strong
industrial market development and research investment.

However, in the cases of Denmark and Ireland under
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deleterious domestic monetary conditions, weak banking
relationships existed. As a result both small states lost
an advantage in competing against other states, both small
and large.

B. The Interaction Between Labour, Industry
and the State

With high levels of international economic
vulnerability, small states can less afford to have inflated
labour costs and/or needless periods of labour disruption
when competing against larger states with greater natural
and human resources. Labour unrest can paralyse a major
export industry in any state, as evidenced by the effects of
strike activity in Italy and the United Kingdom throughout
the 1970s and into the 1980s. However, increasing labour
costs and excessive strike activity can have a much more
serious impact on a small, tightly concentrated, export-led
economy than on a larger economy less dependent on foreign
commerce and less sensitive to international prices. In the
same vein, unsuccessful collective bargaining in a small
state may not result in industrial action, but inflated
wages damage industries' price competitiveness. For the
small European state as an international price taker, these
problems simply thwart international competitiveness.

For small states, the ability to possess strong
bargaining structures between industry and labour is
enhanced by the fact that the labour community can

communicate with the advantage of monocephalic
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centralisation and a relatively small labour pool. With
this internal bargaining advantage in comparison to larger
states, small states could possibly avert the dual Achilles
heels of many large states such as France, Italy, and the
United Kingdom: rising labour costs due to mismanaged
collective bargaining and periods of industrial
unproductivity as a result of labour unrest.

As in all states, the process of interaction among
labour, the State, and industry can have either: (1) little
negative influence on international competitiveness by
maintaining a social compact, but without significant
programmes to help labour; (2) a positive influence, where
low levels of unemployment and industrial action are
complemented by active labour market policies; or (3) a
negative influence, where the labour market system is
inflexible or the structure is inadequate.

For a number of small European states, there has been
the propensity to form social compacts between employers and
trade unions in order to avoid needless periods of
unproductivity in the face of industriél action.
Switzerland, for instance, has been able to avoid labour
disputes, and Sweden has also maintained active labour
market programmes that act as mechanisms to complement low
levels of industrial action. In the Swedish case the trade
unions and the major political party, the Social Democrats,
have been able to form a Solidaristic Wage Policy, or an
"equal pay for equal work" system. 1In the 1980s active

labour market and retraining programmes kept the population
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employed and trained due to the centralisation of trade
union - employers' confederations - industry bargaining. 1In
addition, due to high levels of labour productivity, real
unit labour costs remained low.

However, in small states where the interactive process
lies somewhere between centralisation and decentralisation,
the labour market structure can actually impede
international competitiveness, resulting in inflated wages
or significant strike activity. Denmark and Ireland, for
example, have faced these structural problems and have added
to them by continuing to rely on significant benefits for
the unemployed without serious reemployment incentives.

Because of its size, the small state would seem to have
a collective bargaining advantage, both as a result of
strong peak organisation centralisation and the proximity of
important labour and industrial actors to one another.
Whether the small state could take advantage of this in the

1980s, however, was another question.

C. The Interaction Between the State and Industry

One of the most important means of distinguishing
differences in the ways states attempt to achieve higher
levels of international competitiveness is the amount of
State direct industrial intervention, or the degree to which
the State plays a direct role in changing the composition
and location of industrial output. The State can play a

75

direct role by developing industrial policies,’” most easily

identified by the two defensive policy avenues of direct
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sectoral subsidy and nationalisation. However, the State
can play other interventionist roles by stimulating
industrial competitiveness, namely through targeting, credit
mechanisms, taxation schemes, public procurement, regional
policies, competition policies, mergers and acquisition
policies, and perhaps most importantly, research and
development (R & D) programmes. Of course, nearly all
macroeconomic and microeconomic policies in some way or
another influence the structure of industry. Policies that
the government intends for other purposes can also
inadvertently have an impact on industry.

Industrial policy weapons vary in name from state to
state depending upon levels of economic development, changes
in political circumstances, and industrial culture. As was
explained earlier in the chapter, small state policy-makers
have claimed that their economic programmes have been based
on laissez-faire principles as a consequence of their
international vulnerability. However, as Robert Ozaki
explains,

...while specific names and designs may vary,

practically all nations have practiced and continue to

practice industrial policy of one kind or another.

Laissez-faire, or a total absence of industrial policy,

has never existed except in the realm of ideological

imagination."™

For example, in attempting to maintain economic
vitality in the face of increasing international pressures,
small states have resorted to defensive subsidisation. The

State has reacted to help injured industries, sectors, or

regions, in most cases as a consequence of their price taker
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status and vulnerability to a changing international
economic environment. Denmark, Ireland, Sweden, and
Switzerland have all at one time subsidised injured or
declining industries or sectors, and all have policies
designed to aid depressed regions.

To varying degrees the State has employed industrial
policies to stimulate industrial competitiveness. 1In
Ireland the State has actively attempted to attract inward
foreign direct investment, and there continues to be a
substantial State enterprise sector. In Denmark, while the
State has historically attempted to maintain a "persistently
liberal"’’ approach to economic policy-making, the pressures
from the world oil shocks and the decline of the Danish
economy have forced the State to reconsider its policy
options, focusing by the mid-1980s on the development of
technology as a means to modernise its industrial structure.

Moreover, membership in the EC has created a very
different environment for Denmark and Ireland, as opposed to
Sweden and Switzerland, owing to 1) common external tariffs
that protect their domestic markets with the powerful
security and protection of the twelve EC members (that
include such powerful large states as the Federal Republic
of Germany, France, Italy, and the U.K.), 2) EC competition
policy, and 3) the common EC stance at the GATT. Since
Denmark and Ireland have also remained highly dependent on
agriculture, the EC's Common Agriculture Policy (CAP) has
allowed European interventionism in a major domestic sector

in these countries, yet with the political protection of the
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Common Market.

In the more developed and internationally powerful and
recognised Swedish and Swiss economies, interventionism has
been focused more on labour market policies and monetary
policies. Nonetheless, the State has worked closely with
each state's principal actor to form state-specific
industrial policies that attempt to stimulate industrial
competitiveness. Both states to different extents have
utilised export credit guarantee programmes, export
promotion schemes, and R & D policies. Notably in Sweden,
with labour acting as the principal actor, active employment
policies have been incorporated with industrial policies in

declining regions as a result of shipbuilding closures.

1.6 A Revised Small European State Model

A number of scholars, such as Katzenstein, Cameron,
Maier and Schmitter, have advanced the argument that the
small European state attempts to achieve its competitive
advantage by opting against protectionism and direct
intervention; it instead utilises its small size to achieve
fluid and effective lines of communication among peak
associations, allowing a flexible response to global
economic changes. This thesis, however, will take a step
beyond this often accepted argument and develop a revised

small European state model for international competitiveness

during the 1980s. (See Fiqures 1.12 and 1.13.)
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The approach used in this thesis modifies the Katzenstein

model in a number of ways, including six revisions.

1. Symbolic politics and intervention.

Understanding the politicisation of trade and with
increasing international pressures, small state policy-
makers during the 1980s directed various forms of
compromising rhetoric towards their larger state
counterparts, using such phrases as "openness," "economic
programmes based on economic liberalism," and "laissez-
faire." Such self-characterisations were forms of what
Edelman has termed "symbolic politics" towards their larger
state counterparts, whose markets remain vital to them and
whose international military, political, and economic power
overrode their own. With the international political and
economic shield of larger state membership in the European
Community (as well as the continuing political unity of the
twelve member states), the small European state within the
EC, unlike the non-EC small European states, was able to use
common external tariffs to protect its domestic market.
Unlike numerous scholars who have argued that small states
are forced to develop programmes based on laissez-faire
principles and openness as a result of a comparatively weak
international political stature, it is argued here that
small state interventionism in the 1980s was indeed
consistent with the pressures of the world market and
necessary because small state industries were usually price

takers.
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2. A bargaining process does not necessarily bring

success.

There are those who assume that democratic corporatism
is the competitive advantage answer to being able to respond
flexibly to international economic changes,78 but merely
having a bargaining process did not necessarily breed
international competitiveness for the small European state
in the 1980s. Denmark faced stagnation, inflation,
unemployment, terms of trade deficiencies, a current account
deficit, and foreign debt. These economic difficulties,
coupled with problems in the structure of both the labour
market and its industry, caused Denmark to be less
internationally competitive than its Scandinavian partner,
Sweden. The question is, Why were countries like Denmark
less able to respond to changing international economic
conditions than countries like Sweden and Switzerland, who
also maintained bargaining or corporatist processes of

interaction?
3. Size alone does not bring success.

It is also not assumed in this thesis that all small
European states during the 1980s were able to use their size
to form corporatist structures. In Katzenstein's Small
States in World Markets, the "economic success stories" of
the small European "corporatist" states such as Austria, the
Netherlands, and Sweden were compared. However, small
European states like Greece, Iceland, and Ireland, though

having populations less than ten million, have had
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relatively underdeveloped bargaining structures and inferior
human (and natural) resources. Were these less
industrialised small European states developing bargaining
relationships found in more industrialised small states,
such as Sweden and Switzerland, as part of the small state
competitive advantage, thus producing policy progress that
fostered higher levels of international competitiveness?

4. Industrial culture is a key determining factor for

international competitiveness.

Through their own distinctive interactive systems,
small European states could be either aided or bound by
their industrial culture, those nationally specific
economic, political, and social institutional priorities and
values that guide the State and society, both explicitly and
implicitly, in either inhibiting or promoting industrial
progress. During the 1980s specific strengths or
deficiencies in the ability of important actors to
communicate with each other either promoted or hindered the
small state flexibility necessary to respond to
international economic changes. In Sweden and Switzerland
the dialogue process ran fluidly and effectively between
peak associations. The results for these countries in the
1980s was stable economic growth, low rates of inflation and

unemployment, and high standards of living.
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5. Macroeconomic policies developed through

interaction act as necessary complements to actor
relations.

The interaction among and the role of key dialogue
players - financial institutions, trade unions, employers’
confederations, industrial organisations, and government
ministries - in the small European state in the 1980s led to
the introduction, development, and implementation of a
number of active macroeconomic policies geared to enhance
productivity, state efficiency, and international
competitiveness. To varying degrees of use and success,
monetary, labour market, and industrial policies acted as
necessary complements to working relations between financial
institutions, trade unions, industrial organisations, and
the State.

6. Variances in the communication process influence

degrees of success.

Specific strengths or deficiencies in the communication
process among the key actors can either aid or hinder the
necessary flexibility of the small European state to respond
to changing international economic conditions. In some
cases, the small European state has been able to fashion
this process of interaction, directed by the state's
principal actor, into a system characterised by orderly and
effective communication between peak associations and
effective complementary policy-making. Unlike what has been
argued in the past about the small state advantage of

particular countries like Sweden and Switzerland, some small
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European states in the 1980s, such as Denmark, have been
unable to take advantage of their small size to enhance
communication between actors; the dialogue process has not
facilitated policy progress or coordination among economic
actors. 1In cases like Ireland, while the State has
attempted to develop industrial policies, an unsystematised
consultation process has bred incoherent policy-making that
has contributed to poor economic performance.

This thesis will therefore test the following

hypothesis:

The degree of international competitiveness of the small
European state in the 1980s resulted from its internal process
of interaction, derived from its industrial culture, which
framed national attitudes, goals, and policies that evolved
through years of development. The more systematised this
interactive process was among financial institutions, labour,
the State, and industry, the more flexible the small European
state would be to respond to changing global economic and
political conditions. Without the capability for dialogue and
communication, the internationally vulnerable small European
state lost the small state competitive advantage necessary to
compete for growing markets against larger states, which
possess both natural and human resource advantages. Small
state interventionism was not only nationally-specific but
also consistent with the pressures of the world market
necessary because in most cases small state industries were
price takers.
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Notes for Chapter One

1.This assumption is more tendentious rather than steadfast.

2.The balance of payments remains perhaps the most important
indicator of a state's international competitiveness because
it remains the most comprehensive system of recording a
country's economic transactions with the rest of the world.
The balance of payments also helps to evaluate and forecast
the strength of a state's currency.

3.Although grammatical rules dictate otherwise, the term
"state" is capitalised when referring to the supreme public
power within a sovereign political entity. It is not
capitalised when referring to the body politic.

4."Small state," as used in this thesis, reflects David
Vital's guidepost for industrialised states with population
sizes of less than 10-15 million. Opinions on the exact

population size of small states do, however, differ. A study
by Jalan on small developing countries placed the number at 15
million. Sutton defines a small state as a country with a
population size of one million or less. See Vital (1980) The
Inequality of Nations: A Study of the Small Power in
International Relations: 8; Bimal Jalan (1982) "Classification
of Economies By Size" in Jalan, ed. Problems and Policies in
Small Economies: 39-45; Paul Sutton (1987) "Political Aspects"
in Colin Clarke and Tony Payne, eds. Security and Development
in Small States: 6.

5.This specifically implies the security of the small state.

6.Some have termed this vulnerability as "stress sensitivity:"
"the degree to which societal structures are affected by

changes in the external environment." See Niels Amstrup
(1976) "The Perennial Problem of Small States: A Survey of
Research Efforts." Cooperation and Conflict: 168.

7.Vital (1980) op.cit.: 3.

8.Though there are some notable exceptions, such as Iceland's
Cod War against the UK.

9.0ne might use the following example categorisation of states
for purposes of the thesis:

Mini-, micro-, or client- states Small states
Andorra Austria
Bahamas Belgium
Bermuda Denmark
Channel Islands Finland
Cyprus Greece
Faeroe Islands Iceland

Jamaica Ireland
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Maldives Israel
Mauritius Luxembourg
Monaco Netherlands
Puerto Rico Norway

Sri Lanka Portugal

10.See Note 2.

11.David Vital (1971) The Survival of Small States: Studies in
Small Power/Great Power Conflict: 9; Vital (1980) op.cit.:
184.

12.Niels Amstrup (1976) op.cit.: 169. Robert O Keohane (1971)
"The Big Influence of Small Allies." Foreign Policy: 162.
As Keohane shows, the best example of this 1is the
international power Israel has developed in its relationship
with the U.sS.

13.See, for instance, Jorn Levinsen and Peer Hull Kristensen
(1983) The Small Country Squeeze: 62; Amstrup (1976) op.cit.:
167-169.

14.vital (1971) op.cit.: 9-10. The "influence capability" of
states 1is "the degree to which a state can affect or
manipulate its external environment." See Anmstrup (1976)
op.cit.: 168.

15.Keohane (1971) op.cit.: 167.

16.Security pressures are mitigated through the decision to
become neutral, as evidenced by countries such as Sweden and
Switzerland, or through alliances with larger states. See Hans
H. Indorf (1985) Strategies for Small-State Survival. A path-
breaking book by Annette Baker Fox showed that alliance-
seeking small states must form an association with a greater
power as part of a larger strategqgy. An alliance of small
states would certainly fail because the sum total of their
aggregate influence was still weakness. See Fox (1959) The
Power of Small States: Diplomacy in World War II.

17.See Efraim Karsh (1988) Neutrality and Small States: 196.

18.Gautam Sen (1984) The Military Origins of Industrialisation
and International Trade Rivalry: 249.

19.See David Yoffie (1983) Power and Protectionism:
Strategies of the Newly Industrializing Countries: 18.

20.S.N. Eisenstadt (1985) "Reflections on Centre-Periphery
Relations and Small European States" in Alapuro, Risto et. al.
Small States in Comparative Perspective: 44.

21.See Murray Edelman (1971) Politics As Symbolic Action: Mass
Arousal and Quiescence. (See particularly Chapter 9.)
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22.Katzenstein asserts that "Reliance on political rhetoric
... [is] politically costless." See Peter J. Katzenstein
(1985) Small States in World Markets: Industrial Policy in
Europe: 49.

23.See, for instance, Vittorio Corbo and Fernando Ossa (1985)
"Small Open Economies: The Main Issues" in Vittorio Corbo,
Anne O. Krueger, and Fernando Ossa, eds. Export-Oriented
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Chapter Two
External and Internal State Priorities, Societal Values, and
Industrial Culture in the Small European State

2.1 Characterising Priorities, Values and Industrial

Culture

One of the main theoretical challenges of this thesis
is to integrate the individual case studies into a
manageable framework of concepts; industrial culture is a
means to compare underlying factors affecting the
international competitiveness of small European states.
This chapter will examine the role of industrial culture,
which is developed as a result of internal and external
factors and is based on state interests and societal values.
State interests include measures necessary for a state to
maintain or augment its level of international
competitiveness, and societal values determine the means by
which interests are achieved. This section outlines the way
in which industrial culture will be discussed in the
chapter.

1. External and internal conditions affect industrial

culture.

Changing internal and external conditions can actually
foster shifts in state interests and societal values.' As
will be shown in this chapter, these factors tend to cause
wide deviation in industrial culture among small states.
Internal factors might include the current and historical

levels of economic performance (such as growth, stagnation,
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income distribution, and unemployment) and the state's
industrial structure (such as the size and orientation of a
state's enterprises). External factors might include
resource dependencies, foreign sources of capital,
immigration, membership in international organisations,
changes in the international economic climate, and

international competition itself.
2. Industrial culture reveals societal priorities.

A state's industrial culture reveals its particular
social, political, and economic priorities; these
undercurrent beliefs or cultural qualities can either
progress or hinder the economic vitality of states. As Ralf
Dahrendorf succinctly explains, "‘Economic performance and
cultural values are linked.'"? These values may range from
egalitarian or social policy-making, to religious
influences, to the development of individual human
potential. The purpose of examining the industrial culture
of the small European state is that it provides an account
of the impact of state interests and societal values on the
practices of society and on the relationships that exist
among its important political and economic actors. Duchene
and Shepherd refer to these practices as the "idiosyncratic

paths" of states.’

Industrial culture helps to uncover
those underlying elements that have specific effects on

states' political-economic performance.



82
3. Industrial culture defines actor roles and
interaction, leading to state-specific policy
preferences.
Most importantly, a state's state interests and
societal values affect the practices of its society by
providing "patterned habits of thought learned by

né

individuals performing these roles,"' creating,

a bridge by which timeless values are connected to the

surrounding reality .... It is the hymns a community
sings to justify and make legitimate what it is
doing...."

Societal practices, which typically follow a standard
pattern over time, are important to economic actors because
they must continually justify their power, role, and
behaviour through this set of beliefs or assumptions that
constitute the source of their authority. Consequently,
societal values define the role that various economic actors
- government ministries, industrial organisations, financial
institutions, trade unions, employers' confederations, and
research institutions - will play in the development of a
state's industry.

Due to the monocephalic nature of society in small
European states, the interaction among, and the role of, key
dialogue players in small European states lead to the
introduction, development, and implementation of a number of
active macroeconomic policies geared to enhance
productivity, state efficiency, and international
competitiveness. Policy preferences emerge from social
interaction, and society chooses its "preferences as part of

the process of constructing - building, modifying, rejecting
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- their institutions."®

For the State itself, the
introduction of these policies is a means by which it can
achieve the same desired ends for all States: to promote
social cohesion and preserve security. Though the goal is
the same from state to state, the industrial culture of a
particular society determines the means to that end.

4. Industrial culture justifies the role of the

principal actor.

When actors in the small European state work together
to justify their power, role, and behaviour through a set of
beliefs or assumptions that constitute the source of their
authority - societal values - then typically a principal
actor emerges to set the guidelines by which the state
attempts to remain internationally competitive. Remaining
the focal point of the economy, the principal actor's formal
power is important, but its informal influence derived from
community value support is essential in the monocephalic
small European state. Hence, the principal actor sets
priorities, develops programmes, and implements changes as a
result of the power it has garnered through years of
development and interaction with other actors.

Most often the State assumes this position, sometimes
out of necessity as a result of poor economic performance,
such as in Denmark, or a relatively low level of industrial
development, such as in Ireland. However, under conditions
of successful economic performance in which societal values

and actor interaction are clearly enmeshed, the State does
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not necessarily have to be the principal actor. For example,
labour often plays a leadership role in a society when its
communitarian values are important, such as in Sweden. Or
when a society has complete distaste for governmental
intervention and a desire for personal entrepreneurialism,
financial institutions play a principal role, as in
Switzerland.

Therefore, by examining the industrial culture of the
small European state, state interests and societal values
can be linked to (a) the practices and interaction among
important economic actors and the implementation of policy-
making as a manifestation of the state's industrial culture;
and (b) the development of the economy under the leadership
of a principal actor, a role that evolves through years of
interaction among major economic actors. The key points of
discussion within this chapter are summarised in the

following chart. (See Fiqure 2.1.)



Figure 2.1

INDUSTRIAL CULTURE: THE CASE STUDIES COMPARED

DENMARK IRELAND SWEDEN SWITZERLAND
Level of international Moderate Low High High
independence
Number of indigenous industries |Hardly Any None Some Some

acting as price makers in the
world market

(Canned meat products)

(Forestry Products)

(Pharmaceutical products)

Strength and nature of industrial
structure

Weak industrial structure;
many niche enterprises, large
agro-industrial complex

Weak industrial structure;
many state owned
enterprises, presence of
foreign subsidiaries

Strong industrial structure;
presence of several large
MNCs

Strong industrial structure;
presence of several large
MNCs, banks

Level of economic performance
in the 1980°s (Major problems)

Poor (unemployment, inflation,
current account deficit)

Poor (unemployment, inflation,
foreign debt, current account
deficit)

Excellent (some inflation)

Excellent (low rate of growth)

Political stability in the 1980s Moderate Moderate High Very high
Primary societal values Communitarianism, societal Mix between Communitarianism, societal Individualism, personal
equality communitarianism and equality entrepreneurialism
individualism
Historic attitude towards Very strong welfare state Very strong welfare state Very strong welfare state Preterence for limited

interventionism (welfare state;
industry)

values; persistently liberal
approach to industrial policy-
making

values; intervention as a
means for industrial
development

values; intervention to support
environment for industry

intervention in both facets

S8
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2.2 The Small European State Facing International
Vulnerability: Independence vs. Dependence

A. The Small European State as the Price Taker

As was discussed in the first chapter, during the 1980s
small states were highly dependent on international trade
and multinationalisation as a result of their limited
producing and consuming markets. As Katzenstein asserts,
"Vulnerability in relation to the international economy is
an inescapable fact of life for all of the small countries
in Europe."7

Small state industries tended to be price takers, while
larger state industries, which had the ability to control
product markets, were price makers. From 1982 to 1987 the
Group of Seven Nations (Canada, the Federal Republic of
Germany, France, Italy, Japan, the U.K., and the U.S)
accounted for most of the world market share of exports. 1In
contrast, small European states had relatively small shares
of the world's export market; calculated by a weighted
average market share in The World Competitiveness Report,
Denmark, Ireland, Sweden, and Switzerland accounted for

3.1%, 1.8%, 3.5%, and 5.5%, respectively, of the world's

export market.®? (See Figure 2.2.)
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Figure 2.2

THE EXPORT COMPETITIVENESS OF
SELECTED INDUSTRIALISED STATES, 1982-1987

Weighted Average Growth in Export Markets (%)

14 Japan W, Germany
Italy
France Switzerland Ireland
Sweden

12

10

Denmark

4 USA Canada

UK

24 20 16 12 8 4 0

Weighted Average Share of World Exports {%)

Circles proportional to total exports, 1982-1987

Source: IMEDE and World Economic Forum (1989), The World Competitiveness Report: 193.
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In terms of particular sectors in the four case
studies, throughout the 1980s only in a few circumstances
did small state industries, producing either commodity or
differentiated products, act as price makers. 1In both
Denmark and Ireland, while having relatively large
agricultural sectors that accounted for a significant
proportion of their exports, neither had significant world
markets shares. The one exception to this was Denmark'é
canned meat and poultry industry, which held around a twenty
percent of world exports in these products.’ Even with such
renowned MNCs as Denmark's Carlsberg and Ireland's Guinness,
beer production in Denmark and Ireland combined was less
than one percent of the world production total.” while the
Danish shipbuilding sector was the world's fifth largest in
1985, Denmark accounted for less than one percent of the

world production of merchant vessels.!

Indeed, the
industrial structures of both Denmark and Ireland were
composed primarily of small- and medium-sized enterprises;
as a result, world price making by particular sectors in
these states almost never occurred during the 1980s.

In Sweden, there were a few examples of particular
sectors that acted as price makers. The backbone of
Sweden's industrial portfolio, businesses based on forestry
and steel products, accounted for significant world market
shares; notably the pulp and paper sector maintained a
fifteen percent share of the world's export market.'?

Moreover, several Swedish MNCs had significant shares in the

specialised machinery sector. Though the home of the
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renowned automobile and commercial vehicle manufacturers
Volvo and Saab-Scania, Sweden accounted for less than one
percent of the world's production and less than five percent
of the world's export market of passenger cars and
commercial vehicles.”

Switzerland remained the best example of a small
European state during the 1980s that was able to act as a
price maker in particular industrial sectors. While the
watch and clock industry was severely affected by
international competition from the Far East, Switzerland
maintained nearly a thirty percent world export market share
in the industry due to its dominance in the high priced
watch market.' Beyond watchmaking, Swiss industries
maintained highly competitive in pharmaceutical products,
specialised machinery, and chemicals; Switzerland maintained
from ten to fifteen percent of the world's export market in
these products.15

In sum, Swiss and Swedish industries were more
competitive in the international marketplace than Irish and
Danish industries, which were almost always price takers.
Because of the international presence of Swiss and Swedish
multinationals, both Switzerland and Sweden could remain
more independently-minded than other small European states,
such as Denmark and Ireland, which possessed weak industrial

structures.
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B. Independence vs. Dependence: Comparing the Case
Studies

Throughout the 1980s the level of economic and
political dependency of particular small European states on
other states or international organisations varied. David
Baldwin explains in simple terms that the "higher the
opportunity cost of severing a relationship, the greater the

dependency."16

Certainly these opportunity costs differed
among small European states during the decade.

In the 1980s the significant proportion of not only
Danish and Irish, but also Swiss and Swedish, exports were
destined for countries within the European market.
Maintaining special trading relations with its Scandinavian
partners through membership in EFTA and links with the EC,
Sweden maintained strong trading links with a select few
states. Switzerland remained highly dependent on the West
German market. Danish industry exported most of its goods,
primarily in the agricultural field, to one trading partner,
West Germany. The Irish economy remained highly dependent
on Britain as an export market, particularly for

agricultural goods; throughout the 1980s over thirty percent

of Irish exports were destined for Britain. (See Figures

2.3, 2.4, 2.5, and 2.6.)



Figure 2.3

MAIN DESTINATIONS OF SWEDISH EXPORTS
1985

COUNTRY DESTINATION

Source: The Economist (1987) The World In Figures :261
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Figure 2.4
MAIN DESTINATIONS OF SWISS EXPORTS
1985

COUNTRY DESTINATION

Source: The Economist (1987) The World in Figures :263
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Figure 2.5

MAIN DESTINATIONS OF DANISH EXPORTS
1985

COUNTRY DESTINATION

Source: The Economist (1987) The World in Figures :220
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Figure 2.6

MAIN DESTINATIONS OF IRISH EXPORTS
1985

10%

COUNTRY DESTINATION

Source: The Economist (1967) The World In Figures :237
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However, while Sweden and Switzerland maintained

trading dependencies, they remained independently minded, as
evidenced by their reluctance to join the EC even though
other small European states, like Denmark, Ireland, Belgium,
and the Netherlands were recipients of financial benefits
ranging from four to six percent of their GDPs in 1982."
Valuing their independence and autonomy, both the Swedes and
the Swiss realised throughout the 1980s that through
economic might, political dependency could be avoided. With
the dual goals of wealth and peace, Sweden and Switzerland
remained two of the world's most economically advanced
states, both having powerful financial centres and a number
of large multinationals that could compete on a global
scale. Both Swedish and Swiss MNCs preferred to grow
through foreign development sites, in which profitable
subsidiary operations could move beyond national frontiers
and where profits would not be limited by a small domestic
market. The strategy of these sunrise industries was to
sell and manufacture establishments abroad as part of a
long-term strategy for maintaining or expanding market

18

shares. (See Figures 2.7 and 2.8.)




Figure 2.7

SWEDEN: PRODUCTION IN MANUFACTURING INDUSTRY: 1970=100
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During the 1980s multinationals excelled in Switzerland
through exceptionally high retained earnings, a very sound
capital base inspired by strong financial institution-
industry relations (see Chapter Three), and far-flung

international operations.19

In Sweden, because of the
Solidaristic Wage Policy, which will be discussed in detail
in Chapter Four, firms were forced to pay previously agreed,
industry specific wages based on centralised wage
negotiations. Because of the necessity of firms to pay

relatively high wages, the Swedish industrial structure was

concentrated by a select number of large multinational

enterprises operating in sunrise industries. (See Figqure
2.9.)
Figure 2.9

Swedish Manufacturing Establishments By Size and Number of
Employees, 1983 and 1985

Size By 1983 1985
Employees A B A B
Under 10 17.2 1.5 24.2 2.3
10-49 56.7 15.5 52.4 15.7
50-99 12.4 11.1 10.5 10.1
100-199 7.5 13.5 6.3 12.5
200-499 4.8 19.5 3.9 17.0
500+ 2.5 38.5 2.3 42.2
Total 9220 762,916 12,216 926,654

A= % establishments, B= % employees

Source: Guy Standing (1988) Unemployment and Labour Market
Flexibility: 13.

In Switzerland, with an industrial structure composed of

large, high technology oriented enterprises, a number of
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MNCs such as Nestle, Ciba-Geigy, and Hoffman La Roche, not
only acted as major employers in Switzerland, but also
maintained a significant presence throughout the world.
Moreover, Switzerland's large financial institutions,
notably its big banks Credit Suisse, Swiss Bank Corporation,
and Union Bank of Switzerland, were among Switzerland's most

profitable companies. (See Figure 2.10.)

Figqure 2.10

Top Profitable Swiss Companies (1987)
(In million S.Fr and %)

Company 1987 Net Profits % Change from 1986
Nestle 1789 + 2.2
Ciba-Geigy 1161 - 21.1
Swiss Life 781 + 0.5
Union Bank of Switzerland 776 + 12.1
Swiss Bank Corporation 674 + 11.8
Credit Suisse 566 + 11.6
PTT 554 + 53.9
Sandoz 541 + 2.3
Hoffmann-lLa Roche 416 - 7.9
Holderbank 239 + 42.8
Migros 210 + 20.7
Jacobs Suchard 191 + 26.9
Winterthur Group 172 + 21.7
Swiss Re 145 + 20.8
Pirelli Group 141 + 39.6
Zurich Insurance 141 + 14.0
Coop Insurance 129 + 18.3
Patria Insurance 128 + 5.8
Swiss Volksbank 116 + 15.0
Surveillance 112 + 17.1
Brown Boveri 96 - 11.9

Source: "Top Profit Makers Throughout the Country" (1987)
Swiss Business: 13.

Similarly, in Sweden the twenty largest MNCs accounted
for almost half of the Swedish employment during the 1980s.
Of the twenty, basic industry (the ten largest raw material

companies) formed 20% of employment, while other major
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sunrise industries accounted for the bulk of the rest.
Since 1982, sunrise industries, especially in electrical
machinery and transportation flourished. The major sunrise
MNCs included Volvo (transportation); Ericsson
(electronics); Asea (energy):; Saab (transportation);
Pharmacea (pharmaceutical products); Atlas Copco
(compressors and drilling equipment); Electrolux (vacuum
cleaners and motor saws); SKF (ball bearings); Astra
(pharmaceutical products); Sandvik (drills and cutting
tools); AGA (tube gas); Swedish Match (matches and
lighters); and Alfa Laval (dairy equipment).

Sweden's and Switzerland's small domestic markets meant
that offensive, expansionary direct investment programmes

remained the key to economic power. (See Figqure 2.11.)

Fiqure 2.11

Swedish Direct Investments Abroad and Foreign Direct
Investments in Sweden (Approximate) By Permits Granted

(In 1000 million S.Kr.)

Year Swedish Direct Investments Abroad FDI in Sweden
1976 3.80 .52
1977 4.50 .70
1978 3.20 .80
1979 3.80 .80
1980 4.00 1.20
1981 6.80 1.35
1982 9.50 1.60
1983 13.00 2.80
1984 16.00 3.00
1985 20.00 7.00

Source: Svenska Handelsbank (1986) Sweden in the World
Economy: 14.

Much of Swiss FDI during the 1980s remained in the U.S.,
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where overall direct investments by Swiss interests accrued
up to $1.21 billion by the end of 1986.%° FDI in West
Germany, second only to the U.S., expanded significantly:
in 1985 Swiss FDI totalled 537 million Deutschemarks (DM),
in 1986 975 million DM, and in 1987 12,730 million DM.?%
Moreover, the overseas orientation of Swiss MNCs was
evidenced by the record of the six largest (Nestle, Ciba
Geigy, Hoffmann La Roche, Alusuisse, Asea-Brown Boveri, and
Sandoz): all together they had seventy-one to ninety-five
percent of their employees abroad and sales abroad accounted
for sixty-three to ninety-six percent of their totals in
1986.%2 Foreign direct investment by Swiss companies
totalled 41.0 billion S.Fr. in 1983, 46.0 in 1984, 50.5 in
1985, and 52.0 in 1986, as compared to 20.9 billion S.Fr. by
foreign firms operating in Switzerland in 1985 and 22.0 in
1986. Moreover, in 1986 forty percent of all acquisitions
in Switzerland involved the takeover of a foreign company by
a Swiss concern.?

As a result of such powerful industrial structures, for
Sweden and Switzerland, political and economic independence
coupled with national autonomy, remained an overriding goal,
as evidenced by their reluctance to consider joining the EC.
Indeed, the EC offered trade policy options not available to
those outside the Common Market, yet it continued to stand
as a threat to its members (particularly small states with
limited economic and political clout within the
organisation) of compromising national autonomy and

independence for these benefits.?
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Because of their economic power extending beyond their
geo-political influence, Sweden and Switzerland maintained
relatively passive foreign policies based on neutrality.
Both governments continued their commitments to the
developing world and their roles as mediator for diplomatic
negotiation among the world's most formidable powers.25 For
the most part, small during the 1980s European states
preferred to rely on political deterrence as opposed to
military defence, illustrated by most small European

states26

spending less than one-half the per capita
expenditures of larger states on defence. As Katzenstein
explains, "... interest in a reduction of international
tensions stems from the awareness that security is best
served by a general orientation towards war avoidance."?
As a result, with some notable exceptions (such as Denmark),
small European states such as Sweden and Switzerland
maintained foreign policies based on neutrality.28

For other small European states such as Denmark and
Ireland, dependency as a result of poor economic performance
as well as weak industrial structures made them more reliant
on outsidé sources of support, such as the EC. For Denmark,
its agricultural sector significantly overshadowed the
importance of industrial production; among twenty-two OECD
countries, Denmark ranked fourth in 1986 in terms of
agricultural production (value added per capita), first in
terms of the growth in food production from 1984 to 1986,

but last in terms of the importance of industrial production

(as a percentage of GDP).29
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As a result of Denmark's high dependence on
agriculture, its industrial structure was composed primarily
of small- and medium-sized enterprises. Among Denmark's
twenty-five largest companies between 1984-1987, nearly half
were involved in some form of agricultural activity.
Denmark's largest enterprises included Mejeriselskabet (milk
products), Carlsberg (beer), Skandinavisk Holding
(agricultural conglomerate), Dansk Landbrugs Grovvareselskab
(processed sugar beets), Tulip Slagterierne (slaughter-
house), Superfos (fertilisers), and Korn- og
Foderstofkompagniet (agricultural products). Outside of
agriculture, Denmark's largest companies in the 1980s were
involved in banking (e.g., Den Danske bank, Privatbanken),
air-borne traffic (Scandinavian Airlines), and trading
operating (East Asiatic Company).30 However, in comparison
to both Swedish and Swiss multinationals, even the largest
Danish enterprises were significantly smaller; as a result,
Danish outward FDI was also less substantial. From 1980 to
1987, while Denmark and Sweden had comparable standards of
living, Denmark's level of FDI abroad was five times smaller
than that of Sweden.® (See Fiqure 2.12.)

Moreover, Ireland's geographic semi-peripheral location
and the necessity for Irish industry to participate in the
global marketplace forced the State to move from an
isolationist stance to an internationalist one in order to
develop its economy.* With transatlantic cultural ties,
the Irish summoned their New World families for assistance

by appealing to U.S. industry to invest directly in Ireland.
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Figure 2.12

DIRECT INVESTMENT ABROAD AND DIRECT
INWARD INVESTMENT, 1985 -1987 FOR SELECTED
STATES (AS % OF GROSS FIXED CAPITAL FORMATION)
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Source: IMEDE and The World Economic Forum (1989)
The World Competitiveness Report: 154.156;
Department of Finance (1988) (Ireland) Economic Statistics,
December.
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Realising the advantages that American industry could
provide to the Irish economy, the State imposed a policy of
openness coupled with investment incentives. However, as
James Wickham properly explains, while Ireland began to
industrialise after its protectionist period that ended in
1958, the introduction of foreign-owned firms into the
Republic signalled "a clear example of dependent
industrialisation."™

Indeed, throughout the 1980s Ireland's indigenous
industrial structure was composed primarily of small- and
medium-sized enterprises, mainly in the agricultural field.
Among these, many of Ireland's largest companies were State-
owned (e.g., ESB, Telecom Eireann, Aer Lingus, Siuicre
Eireann). Even the size of its largest companies, such as
Jefferson Smurfit Group, Dunnes Stores, Guinness Ireland,
and Waterford Glass, were extremely modest by international
standards.* with perhaps one exception (Jefferson
Smurfit), none of Ireland's enterprises ranked among
Europe's largest two hundred companies. Indeed, Ireland's
GDP was the smallest in the OECD, one-fifth the size of
Sweden and Switzerland and one-third the size of Denmark.>

Moreover, while Sweden and Switzerland enjoyed relative
economic success during the 1970s and 1980s, the
international recession at the beginning of the 1980s had
dire consequences particularly for economy of Ireland, but
also for Denmark, causing significant economic decline and
reliance on outside sources of aid, most notably the EC.3

Since the inception of the EC in 1957 under the Treaty
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of Rome, Sweden and Switzerland have eschewed membership.
While throughout the 1980s the Common Market offered unique
trade policy options for member states, neither wished to
risk their political autonomy (and neutrality) for these
economic benefits, since both maintained stable economic and
political systems without EC assistance. However in 1973
both Denmark and Ireland (along with Britain) joined the EC
to a large degree because of both state's dependence on the

British market. (See Fiqures 2.5 and 2.6.) Danish and Irish

policy-makers understood, nonetheless, that membership could
limit their future economic independence and political
autonomy.37

Paradoxically, while Denmark hoped to capitalise on the
apparent gains from EC status, including Common Agricultural
Policy (CAP) benefits and foreign exchange stability as a
member of the "snake,"*® the sharp o0il price increases in
late 1973 caused a swift fifteen percent deterioration of
Denmark's terms of trade. Competing in a larger market,
Ireland's industry struggled economically from the increased
competition, yet began to enjoy some of the same benefits of
membership that Denmark was enjoying, such as agricultural
subsidies granted through the caP.¥ Moreover, joining the
EC provided Ireland and Denmark with a means to attempt to
reduce their unilateral dependence on their major trading
partners, the UK and the Federal Republic of Germany
respectively.

With Denmark and Ireland receiving such significant aid

from the EC, and with little to contribute to other states
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within the Common Market, the Irish, and to a lesser extent
the Danes, developed a role of being the demandeur.

[This] strategy refers to the attempt to extract
special concessions from the Community on the basis of
Ireland's particular circumstances, namely the fact
that it was poorer and ecapomically less developed than
other members of the EEC.
To the average Irish and Danish farmer, the EC was a source
of funds; they perceived themselves as being worthy
recipients, but not patrons. As stated in an article in the
Irish Independent on the "Eurogravytrain," "Mention the EC
to the average punter and they will yawn ... unless you

mention EC money.""1

C. Summarising Differences in Small European State
International Vulnerability: Independence vs.
Dependence

In summary, the four case studies illustrate how small
European states differed in the 1980s as to how they dealt
with the vulnerability caused by their limited international
political and economic influence. For Sweden and
Switzerland, strong commitments to independence were
preserved both through globally powerful multinational
corporations and financial institutions that provided
economic might, and relatively neutral foreign policies that
avoided hostility from more economically and politically
powerful states while at the same time preserving domestic
political autonomy.

With unsatisfactory economic performance relative to
Sweden and Switzerland, Denmark and Ireland remained highly

dependent small European states, evidenced by both joining
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the European Community in 1973 and by their reliance on a
single trading partner, namely Ireland with Britain and
Denmark with West Germany. In Denmark, a relatively weak
industrial structure and economic misfortune in the 1980s
caused Danish policy-makers to view the EC as a means to
overcome economic problems, illustrated by Danish dependence
on the CAP. At the same time, unlike the other three states,
which were relatively unburdened by defense issues and whose
policy-makers focused primarily on economic performance,
throughout the 1980s Denmark faced foreign policy pressures
from western allies, as well as from within the Danish
state, as to its defense posture and NATO commitment. In
Ireland, a desire for economic development fostered an
industrial structure that was dependent on both foreign-
owned subsidiaries and the benefits accrued from EC
membership.

2.3 Economic Performance: The Principal Internal
Condition Affecting Industrial Culture

For the most part, the single most important internal
condition affecting any industrialised state's industrial
culture is its level of economic performance. The o0il
crises in 1973-1974 and 1978-1989 ushered in the new decade
with extreme external turbulence that resulted in an

international recession throughout all European states,

small and large. (See Figure 2.13.)
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Fiqure 2.13
Growth in Large European States and USA (% Change per Annum)

1966-1970 1971-1975 1976-1980 1980 1981
FRG 4.5 2.2 3.6 2.1 -0.3
France 5.4 4.0 3.3 2.0 0.3
Italy 6.2 2.5 3.8 3.8 -0.2
Britain 2.5 2.1 1.3 -3.0 -2.2
USA 3.2 2.7 3.7 -0.1 2.0

Source: Stephen Wilks and Kenneth Dyson (1983) "The
Character and Context of Industrial Crises." in Dyson and
Wilks, eds. Industrial Crisis: 10.

While some small European economies were less affected
than others by the international shocks, the international
economic instability at the beginning of the decade resulted
in political upheaval and consequent regime change in most
small European states. To varying degrees the four case
study economies were negatively influenced by the
international recession; when they did experience a
significant decline in their level of international
competitiveness, a regime change resulted.

The least affected of the four case studies from the
international recession was the Swiss economy, which defied
the Phillips Curve by avoiding unemployment problems in the
1980s due to both the high levels of industrialism and
entrepreneurialism, as well as the cultural bias against
personal laziness. Unemployment remained at the lowest
relative levels in the OECD; in a work force of about 3.1
million, only some twenty to twenty five thousand persons
per year were without jobs throughout the 1980s, due in part

to migrant worker employment.42 (See_Figure 2.14.)
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Figure 2.14
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Moreover, as will be discussed later in this chapter,
throughout the decade the inflation rate in Switzerland was
the major priority of the Swiss State and was controlled
through strict monetary means. (See Figure 2.15.) It has
often been suggested that an increasing rate of inflation in
Switzerland has an adverse effect on favourably passing
governmental policies. Schneider, Pommerehne, and Frey

determine in their article on "politico-economic
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independence in Switzerland” that " ... the Swiss government
undertakes a restrictive policy in order to combat inflation
when it considers the level of the electorate's support for
it to be too low.While Switzerland experienced relative
economic and political stability throughout the decade,
Sweden, Denmark, and Ireland were less economically, and
therefore, politically stable. All three experienced
government changes in the beginning of the 1980s, much as a

result of internal economic problems.

Figure 2.15

INFLATION IN SWITZERLAND VS. OECD AVERAGE
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Between 1976 and 1982 Sweden was governed for the first

time in several decades by a government not from the Social
Democratic party (SAP), the reasons for which are discussed
in detail in this chapter and particularly in Chapter Five.
However, much as a result of international economic
pressures fesulting from the o0il shocks during this period,
Swedish economic performance declined. The recessionary
problems others in the OECD experienced also occurred in

Sweden. (See Fiqure 2.16.) Sweden had one of the highest

budget deficits in the OECD, lower manufacturing output than
it had ten years perviously, and among the highest tax rates
in the world; public disaffection with declining Swedish
international competitiveness allowed the SAP to regain

power in 1982.%

)

Fiqure 2.16
Changes in Economic Growth, Sweden/OECD 1976-1982

OECD Annual Rate Sweden, Annual Rate of Change

Year of Change, GDP GDP/Industrial Production/Investment
1976 5.2 1.5/ -0.8/ 0.2

1977 3.7 -2.4/ -5.4/ -17.1

1978 3.9 1.3/ -1.7/ -21.7

1979 3.2 4.3/ 6.3/ 3.4

1980 1.3 1.9/ 0.4/ 19.2 -
1981 1.4 -0.9/ 3.6/ -8.6

1982 -0.3 -0.1/ -0.1/ -17.0

Source: Andrew Martin (1987) "Wages, Profit, and
Investment in Sweden"in Leon N. Lindberg and Charles S.
Maier, eds. The Politics of Inflation and Economic
Stagnation: 430.

Throughout the rest of the decade, Sweden's economic
performance was excellent, with growth remaining steady,

unemployment at low levels, and the current account in



surplus. Only inflation inspired by wage drift and

increasing consumer spending, remained a threat to overall

economic stability. (See Figure 2.17.)

ON

Figure 2.17
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In Denmark and Ireland, however, economic performance
was relatively poor. In 1981 inflation in Denmark hovered
around ten percent, while in Ireland it remained around
sixteen percent. 1In the same year, unemployment was eight

to nine percent in Denmark; in Ireland it ran as high as

twenty percent.l‘5 (See Figure 1.2.)

While the Danish standard of living remained relatively
high, with its GDP per capita ($16,130) being greater than
its Scandinavian neighbour Sweden, it continued to face a
mammoth external debt. Since the mid-1970s Denmark's
external debt climbed to forty percent of GDP (exactly as
bad as Brazil's) and one-hundred and forty percent as a

proportion of its exports."6

In Ireland the standard of
living remained significantly below the OECD average, and
like Denmark, it too faced significant debt troubles. (See

Fiqures 2.18 and 2.19.)

Figure 2.18
Denmark's External Balance, 1975-1985 (% of GDP)

Year Trade Balance Net Foreign Debt
1975 -8.3 12.4
1976 -4.9 l16.1
1977 -4.0 20.5
1978 -2.0 21.0
1979 -3.1 24.7
1980 -1.1 26.7
1981 -1.7 30.5
1982 -1.4 33.0
1983 0.4 36.0
1984 -0.4 38.9
1985 -1.3 40.0

Source: The Institute for Future Studies (1987) Growth
Policies in Nordic Perspective: 350.
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Figure 2.19
National Debt in Ireland, 1973-1985 (as % of GDP)

Year Total Debt Foreign Debt Debt Service
1973 60.0 6.2 5.6
1975 74.2 15.4 6.5
1979 88.5 20.9 8.4
1981 96.5 46.6 9.5
1983 120.1 65.9 12.5
1985 133.6 67.9 14.5

Source: Barry Brunt (1988) The Republic of Ireland: 8.

In both states, much as a result of declining levels of
international competitiveness, regime changes occurred. 1In
Denmark, a combination of factors, including the oft-debated
EEC issue, the fragmentation of the political centre, the
splitting of the old Left, and perhaps most important,
weakened economic performance brought about a change of
regime in 1982. The Social Democrats were removed by a
coalition of conservatives in a distinctive system of
proportional representation that meticulously divided party
representation yet as a result brought extreme political

“7  Nonetheless, during the period 1983-1985

fragmentation.
Denmark experienced decreased levels of inflation and
unemployment, lower interest rates, and growth. This period
was followed by extreme wage increases that overcame the
significant progress achieved during the previous years.

In Ireland, poor economic performance in the beginning
of the 1980s contributed to the downfall of the Fianna Fail
government and the formation of a national coalition

8

government headed by the Fine Gaels.* Nonetheless, with
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Ireland continuing to face declining levels of international
competitiveness, the Fianna Fails garnered enough support
under their Programme for National Recovery, an agreement
that would attempt to spur Ireland's economy through wage
moderation, budget spending cuts, and investment incentives,
to reclaim enough power to lead a national coalition
government.

In summary, this section has reviewed the level of
economic performance in each of the four small European
states. It has also illustrated the relationship that
existed between national economic performance and regime
change among small European states in the 1980s. In
Switzerland, economic stability was coupled with political
stability, even in the face of the international recession
at the beginning of the decade. 1In Sweden, however, the oil
shocks of the 1970s and their consequent deleterious effects
on the Swedish economy allowed the SAP to remove the then-
governing centre-right coalition in 1982. Throughout the
remainder of the decade in Sweden, the economy flourished
and the SAP maintained solid political support. In Denmark
and Ireland, however, declining levels of international
competitiveness at the beginning of the 1980s and throughout

the decade spurred several elections and regime changes.

2.4 Societal Value Differences Among Small European States

While the former section examined state priorities,
this section will analyze the effects of societal values on

the industrial culture and subsequent policy development in
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the small European state during the 1980s. While values
differ from the top industrialist down to the lowest paid
worker in any society, pervasive community attitudes and
values can either hinder or augment industrial development.

Because of the small state's limited international
political and economic power relative to large states, as
well as its high level of dependence on foreign markets,
policy-makers in these countries during the 1980s expressed
their favour of both openness and economic programmes based
on laissez-faire principles. However, under extreme global
economic pressures, such as the o0il shocks of the 1970s and
the consequent recession of the early part of the 1980s, the
State in the four case countries reverted to defensive
subsidies for declining industries. 1In addition, even with
these self-characterisations of openness and economic
liberalism, various government policies were introduced,
developed, and implemented in each of the case countries.
Interventionism, though different among small states, was a
necessity because of international pressures, the state's
position as a price taker, and the sustenance or
revitalisation of the state's level of economic performance.

The study of cultural relativism, which presumes that
differences in societal action can be explained from
differences in culture, has fos