
The Three Worlds of Welfare Capitalism in Europe 

Liberal, Social Democratic and Corporatist Regimes 

Week 2 

Aidan Regan 

Introduction  

State institutions are now preoccupied with the production and distribution of social well being. To study 

the welfare state is to understand a novel phenomenon in the history of capitalist societies. But there is 

significant qualitative variation in how states organise welfare. Even if expenditure is the same in some 

countries – historical characteristics will shape outcomes. Most public expenditure goes on social and 

public services.  

Esping-Andersen argues that it is the history of political class coalitions that is most significant in 

explaining welfare state variations. This allows us to move beyond static comparisons of expenditure to 

focus on the role of the state is shaping the broader political economy – employment, wages and macro-

economic steering are central to welfare state regimes.  

Last week we spoke about the centrality of Keynesian demand management in the history of democratic 

capitalism. This context has radically changed. So have welfare state regimes and their developmental 

trajectory. It is primarily about activation in employment. Using a political economy approach, EA 

analyses welfare state regimes as both a dependent and an independent variable in comparative political 

economy. 

The complex legal and organisational relations between state and economy illustrates that it is not social 

programs per se that matter but what they do. To operationalise this EA takes decommodification, social 

stratification and employment as central to understanding a welfare states identity, ‘type’ (and clustering). 

This leads to comparative empirical research as a method. 

This lecture reintegrates the study of the welfare state into political economy and identifies three distinct 

organisational logics that reflect distinct regimes: liberal, conservative and social democratic. Central to 

how these operate is the extent to which they a) embed social rights of citizens independent of market 

forces, b) lead to social stratification – i.e. income and status differentials and c) create employment 

opportunities. 

We then analyses how the welfare state affects the economy, particularly the role of labour market 

institutions. Today, this often falls under the analysis of social investment. Labour markets depend on 

how the welfare state is constructed – and the impact on different models of post-war capitalism. 

Subsequent work primarily focused on this.  

The Three Political Economies of the Welfare States 

The legacy of classical political economy  

The relationship between capitalism and welfare was traditionally a study of the relationship between the 

market (property) and the state (democracy). Markets were often considered the best way to generate 

social wellbeing. The liberal feared democracy and mass suffrage as they thought it would politicise 

distributional struggle, lead to state interference and market inefficiencies.  



The conservatives favoured a society that maintained hierarchy, status and class. A benevolent 

authoritarian state was preferred.  The socialists considered parliament as a mechanism to reproduce class 

inequality. Social democracies subsequent embrace of representative democracy was premised on 

legislating for social rights, which underpinned economic efficiency (productive use of resources). 

Parliamentary class mobilisation was a means to realise socialist ideals. This is central to the power resource 

model of explanation in comparative political economy. 

The political economy of the welfare state 

Comparative historical research reveals significant in capitalist regimes and can be distinguished from the 

following perspectives: 

The system/structural approach 

This focuses on cross-national similarities that are functionally induced by systemic pressures. A core 

argument in this perspective is that industrialisation or global trade makes social policy necessary. With 

modernisation the welfare state replaces the family, community and guild, but only when there is 

sufficient level of economic development to enable the redistribution of productive resources. For 

structural Marxists the welfare state is an inevitable by-product of the capitalist mode of production. 

The institutional approach  

The economy, and any attempt to disembed markets from state-societal institutions, will destroy the 

economy and human society. Karl Polanyi argued social policy is a necessary pre-condition for social 

integration. Katzenstein argued welfare states emerge in countries vulnerable to markets – domestic 

compensation for market risk. Other institutional theories analyse the median voter, public choice, state 

development. They generally don’t identify a particular class or social agent. Welfare states, it is argued, 

develop when democratic citizenship rights are extended. But why was it retarded in the US but 

developed in Germany? 

The political class coalition approach 

 Social classes in this analysis are the main agents of change. The balance of class power determines 

distributional outcomes. Social rights make collective action in the market possible. Power resources and 

class mobilisation depend on electoral numbers and collective bargaining. How are these measured? How 

are they to be measured relative to the resources of capital and business interests? 

But what about the role of religion, corporatism, and right wing parties? 

The comparison across diverse cases led to the ‘class coalition’ thesis in analysing the transformation of 

democratic capitalism, and in particular the welfare state. In Sweden it led to the red-green alliance. The 

history of coalition formation is what matters. It is social relations not social categories that enable 

comparative empirical research into regime variation. 

What is the welfare state? 

The first comparative studies looked at minimal welfare needs and the level of social expenditure. Others 

looked at left party strength or working class mobilisation. This leads to a linear scoring of how much or 

how less. Some spend large amounts on civil servant salaries, others on tax expenditures for private 

insurance, others more on unemployment (rather than employment). 

 



There are two criteria we can use: 

1. Therborn – the majority of welfare state activities must be devoted to servicing the welfare needs 

of households.  

2. Titmuss – one must distinguish between residual and institutional welfare state. The first is about 

marginal or deserving social groups. The second is instituted for the entire population. 

This leads to a creation of typologies rather than linear ‘more or less’: liberal, social and conservative. 

 

 



A re-specification of the welfare state 

Social citizenship for Marshall (1950) constitutes the core of the welfare state. This involves social rights 

(inalienable) granted on the basis of citizenship not performance. This needs to be fleshed out. It is not 

just states who provide social provision. 

Rights and de-commodification 

This happens when a person can maintain a livelihood outside the wage-labour contract or cash nexus. 

The mere presence of social assistance and insurance will not suffice. 19th century poor laws – to compel 

people into the market, most social insurance programs designed to maximise labour market 

performance. 

- Social assistance – liberal markets – means tested benefits for need. This strengthens market 

dependency (see VoC on skill-asset acquisition). 

- Social insurance – strong entitlements based on eligibility, contribution and benefit rules. It also 

leads to a particular market dependency (and investment). 

- Social democratic – equal benefit to all irrespective of prior earnings, contributions or 

performance. 

It is de-commodifying welfare policies that are a recent creation (and did not last long – given fiscal 

constraints and resource requirements – full employment, low inflation). It depended on a certain macro-

economic paradigm. 

The welfare state as a system of stratification  

What kind of social stratification system is created by social policy? Means testing and poor relief was 

historically designed to stigmatise. It is designed to promote social dualism. 

The social insurance model pioneered by Bismarck was designed to consolidate social divisions among 

wage-earners, creating distinct programs for different class and status groups. It was also aimed at 

consolidating loyalty to state authority. 

The state-corporatist model was pursued in Germany, Austria, Italy and France – key feature is status 

specific social insurance funds. It was also a means to combat rising labour movements. 

The universalistic system based on flat-rate, general revenue financed Beveridge model, was designed to 

promote equality of status. Most of which was premised on the assumption of a homogenous society, and 

minimal skill, wage and status differentials. The poor end up relying on the state and the middle class buy 

private insurance (market).  

All welfare state traditions have faced the problem of changing socio-class structure, demographics, 

population, aging and a variety of other problems. 

In the UK, US, the response was minimal universalism for the needy, and then allows the market to reign 

for everyone else. This leads to growth in tax expenditures – and erosion of middle class support for the 

public sector. The social insurance models incorporate second tier universally inclusive schemes – blocks 

off the market. 

 



Welfare state regimes 

Hence there are qualitatively different arrangements between state, family and market. 

The liberal model: means tested, private insurance, limits of welfare equal marginal propensity to opt for 

welfare instead of work. Entitlements are strict and benefits modest. Minimal de-commodification and 

high levels of inequality – US, UK 

The social insurance model: church, family, subsidiarity to family, conservative values, social rights not 

aimed at redistribution, family benefits encourage motherhood.  

The social democratic model: universalism, homogeneity, inclusive of middle class, benefits for blue and 

white collar workers are the same. All benefit and all pay. The fusion of welfare and work, socialise the 

cost of family-hood. State child care, elder care – high social service costs 

Causes of welfare state regimes 

What causes these differences? – Class mobilisation, class-political coalition structures, historical legacy of 

regime institutions. The structure of class coalitions is much more decisive than the power resources of 

any single class. What about intra-class conflict? 

Rural class politics is central to explaining welfare state developments: whether agriculture was labour or 

capital intensive, a core deal was farm subsidies. Over time it was the white collar strata that constituted 

the linchpin for political majorities – the political alliances of the middle class are what matters. 

Why would middle classes support income equalisation, a commitment to full employment and 

universalism? Surely they would prefer a liberal market model? This depends on legacy, and institutional 

path dependence. In social democratic model the middle classes are committed to the welfare state 

because they have been instituted into its construction. Extensions to welfare are resisted in liberal 

societies because the middle classes have bought out of the public and into the private. 

Anti-welfare state sentiments have been lowest were expenditure is highest. Why? 

De-Commodification in Social Policy  

The capacity to survive outside the market constitutes the single most conflictual issue in social policy. Is 

labour a commodity? The politics of commodifying labour was bound to breed its opposite. The 

variability of welfare-state evolution reflects competing responses to pressures for de-commodification. 

Pre-commodification and the legacy of conservativism  

Feudal, corporatist (guilds and fraternal societies, loyalty and morality), and etatist (social integration, 

preservation of authority and the battle against socialism) regimes were all responses to this problem, and 

pre-empt the classical work of Polanyi.  

The liberal response  

Social protection caused moral corruption, idleness, and drunkenness.  In reality the liberal approach 

fundamentally dependent upon the church, charity and family.  

The social response 

The right to a social income outside of wage labour gave rise to the concept of social citizenship. 



Welfare states and De-commodification in Empirical Research 

Measuring de-commodification: 

1. Eligibility rules and restrictions on entitlements  

2. Income replacement 

3. Range of entitlements: protection against risk of unemployment, illness, old age, disability  

Conditions for entitlements  

1. Built around abject need – means/income tests - liberal 

2. Work performance – social insurance 

3. Universalism  - citizenship 

To measure and assess the degree of market independence – let’s discuss table 2.1 and 2.2 in the book 

and then we can compare these to recent trends using OECD data.  

Conclusion  

Do welfare states have a direct causal effect on employment? This is central to next week’s reading on 

public policies that affect labour supply and demand: labour market institutions, wage bargaining, income 

distribution and welfares state retrenchment.  

In Sweden there is a high dependence upon female and social service driven employment growth – which 

in turn requires wage restraint and high tax ceilings. The Achilles heel of the model was trying to maintain 

an industrial relations and solidaristic wage policy in a rapidly changing society. 

In Germany wage policies and institutions prohibited the explosion of junk jobs as in the UK. But unlike 

Sweden the government used supply policies to reduce labour (family-women, early retirement). The 

Achilles heel was the cost crisis of social insurance.  

 

  

 

 

  


